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FOREWORD

WiaEex 1x 19306 a study of the administrative organization and methods
of the federal-state system of unemployment organization was initiated
under the Social Science Rescarch Council's sponsorship, it was not
possible to foresee fully how intricate the mechanisms required by the
recently enacted statutes would prove to be. The first five years of
operation have been a period of constant revision and adjustment, com-
plicated by severe unemployment when benefits first became payable in
many states, and by the process of integrating unemployment compensa-
tion and employment service functions. It was therefore found desirable
to extend the duration of the project out of which the present volume has
grown until a substantial degree of stability in unemployment compensa-
tion administration appeared to have been attained. Just before the
termination of the study in June 1940, a new set of problems was created
by the expanded labor supply responsibilities of the combined unemploy-
ment compensation and placement agencics with the beginning of the
defense program. These, however, fall largely within the labor market
field and its placement aspects, and have not thus far significantly affected
the management of unemployment compensation in its narrower sense.
These factors, therefore, are not included in the scope of the study.

Through three of the four years during which the study of unemploy-
ment compensation was in progress, developments in the states and in
Washington were observed jointly by Mr. Atkinson, who had previously
been on the staff of the Ohio Institute, and by Mr. Walter Matscheck, for-
merly director of the Civic Research Institute of Kansas City, Missouri.
Their activities during the first year were part of the program of admin-
istrative studies of the social security program undertaken by the Coun-
cil's Committee on Public Administration in the spring of 1936. At that
time Mr. Atkinson and a group of associates were engaged upon an
analysis of the closely related problems of federal-state relations in the
administration of the then separate employment service.  This resulted
in the publication in 1938 of Public Employment Service in the United
Stutes.

Thereafter Messrs. Matscheck and Atkinson collaborated in detailed
observations of administrative practices and policies in nearly half of the
United States, including the New England, North Central, and West
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Coast states as well as a number of others in the southeast and southwest.
In the summer of 1937 the sponsorship of the study was taken over by
the Council’s Committee on Social Security. The services of both col-
laborators throughout 1937 and 1938, and in considerable part there-
after, were largely devoted to consultation with state and federal officials
and to aiding the interchange of the experiences of these ofhcials. Memo-
randa and reports of an essentially interim character were, however,
prepared from time to time and resulted in two formal publications:
The Administration of Unemployment Compensation Benefits in Wis-
consin (1937), and Problems and Procedures of Unemployment Com-
pensation in the States (1939).

Mr. Matscheck’s active participation ended in the spring of 1939 when
he became associated with the Railroad Retirement Board. Field in-
vestigation was carried further by Mr. Atkinson and it is he who has pre-
pared the text of this report, though it is at most points a distillation of
the observations and analyses of both participants in the undertaking.

The study has been focused upon issues concerning possible improve-
ments in administrative operation or structure. Although many sug-
gestions are made for changes in the unemployment compensation sys-
tems as they now exist, these suggestions have been developed primarily
in terms of strengthening administration without detailed discussion of
their social and economic implications. It is recognized that matters
have been dealt with which are still highly controversial, including the
relative desirability of a federal-state as against a national method of
managing unemployment compensation, the effects of certain types of
experience rating, and the further development of national standards
under the present federal-state system.

On these points and other points, it should be emphasized that while
the study has been sponsored by the Committee on Social Security it has
not been submitted to the Committee or to the Social Science Rescarch
Council for formal review or approval. The Committee has regarded
it as its responsibility to make certain that the studies which it sponsors
are based upon ample first-hand investigation so that the investigator
will acquire full knowledge of all relevant data and factors, and to sat-
isfy itself that the author of a report has considered thoroughly all aspects
of any controversial questions with which he may find it necessary to
deal. In the end, however, the statements and conclusions of the author
are entirely his own and do not purport to express the opinions or atti-
tudes of the Committee or of the Social Science Research Council.
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An especial acknowledgment is made by Mr. Atkinson to the careful
observations, critical insight, and breadth of view which Mr. Matscheck
contributed during his collaboration, and to the cooperation and courtesy
with which he was aided by the unemployment compensation agencies
and officials of both the state and federal governments. He also acknowl-
edges gratefully the untiring and capable assistance of Maude Klock,
who was his secretary throughout the study, and the aid given by Julia
Henderson in summarizing materials relating to the Social Security
Board’s function in the federal-state unemployment compensation sys-
tem. The volume was prepared for publication by Mary Charles Cole
of the Committee’s staff.

PavL WesBINK, Director
Committee on Social Security
Social Science Research Council

January 2, 1941



CONTENTS

Chaprer

L

II.

I1I.

IV.

VI.

VIL.

THe FEDERAL-STATE SysTEM oF UNEMPLOYMENT COMPENSATION
Basic Considerations
The Administrative Pattern
Magnitude of Unemployment Compensation Operations

ORGANIZATION AT THE FEDERAL LEVEL

Treasury Department
Social Security Board
Major Problems of Federal Organization

Feperar INnFLuence Uron StaTe LEcisLaTiON
The Draflt Bill
Technical Service to the States
Conformity to Federal Laws

Tue 100 Per CENT GRANT FOR ADMINISTRATION

Effects of the 100 Per Cent Grant
Alternatives to the 100 Per Cent Grant
Conclusions

. Bupcer anD GranT PrOCEDURE

Budget Review

The Itemized Grant

Administrative Standards vs. Itemized Grants
Activities Budgets and Lump Sum Grants

FEDERAL STANDARDS OF ADMINISTRATION

Need for Administrative Standards

Authority for Adoption of Standards

Evolution of Administrative Standards

Fiscal Standards

Standards of Procurement and Property Control
Personnel Standards

Other Types of Standards

Obtaining Compliance with Standards

REsearce anD TECHNICAL SERVICE

Federal Responsibility for Research and Technical Service
The Federal Technical Staff and Its Work

Extent and Nature of the Service

Deficiencies of Federal Technical Service

Means of Strengthening Federal Technical Service

O sT L W



X CONTENTS

Chapter
VIII. CoorpINATION OF SocIAL INSURANCE AGENCIES AND SYSTEMS

Employer Coverage

Collection of Payroll Taxes

Wage Reporting

Clearance of Wage Record Corrections
Payment of Benefits to Multi-State Workers

IX. MAINTENANCE OF AN ADEQUATE BENEFIT STRUCTURE

Additional National Standards
Reinsurance

X. Tue Rerative MEeriTs oF FEDERAL-STATE AND FEDERAL SysTEMS

Advantages of a Federal-State System
Advantages of a National System

X1. Summary anp CONCLUSIONS

Federal Functions in the Federal-State System
Perfecting the Federal-State System
Nationalization of Unemployment Compensation

APPENDIX

PrincreaL SuesTANTIVE FEATURES OF THE UNEMPLOYMENT
COMPENSATION SYSTEM

InpEX

117

117
121
129
132
134

139

139
149

154

155
161

173

173
179
181

185
189



FEDERAL ROLE
IN UNEMPLOYMENT COMPENSATION
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THE FEDERAL-STATE SYSTEM OF UNEMPLOYMENT
COMPENSATION

Tue AMERICAN sYSTEM of unemployment compensation is unique not
only in its size and in many of its insurance features, but also in the form
and complexity of its administration. With two exceptions compulsory
unemployment insurance laws in other parts of the world are admin-
istered by a single agency for the entire country.* Ours, however, is not
a national system of unemployment insurance. In a sense perhaps it
should not even be termed a system, but a patchwork of fifty-one state
and territorial insurance schemes within a national frame provided by the
Social Security Act®> There are numerous differences among states in
matters of detail; the payroll taxes levied for unemployment compensa-
tion purposes vary somewhat in coverage and in the computation of
rates, and the benefits paid differ in method of determination and in rela-
tive adequacy. Yet the basic pattern is much the same throughout the
country. The combination of state plans constitutes a distinct system
of unemployment insurance, national in scope though fundamentally
different in nature from that of any other country. It is, in brief, a fed-
eral-state enterprise, based on fifty-two state and federal laws enacted by
as many legislative bodies and administered by an even greater number
of state or federal agencies.

The unemployment compensation program also presents an innova-
tion in federal-state relations within the United States. Contrary to es-
tablished practice, the Social Security Act provides for federal grants to
cover the entire expense of the states in administering unemployment
compensation. Except for certain emergency activities at the bottom of
the depression, this is the only example of federal assumption of the full

1 1n Switzerland unemployment insurance is administered by the cantons under a federal
law providing for pardal financing by the federal government. Norway has a locally ad-
ministered system with national grants to make up deficits in local funds. The state of
Queensland, Australia, has established unemployment insurance, but since there is no
dominion participation, administration is concentrated in a single agency for the entire area
affected.

249 Srar. L. 620 (1935). Amended by 53 Szar. L. 1360 (1939). At many points in this
and subsequent chapters the word “state” is used to include Alaska, Hawaii, and the Dis-
trict of Columbia, which are covered by the Social Security Act and which, with the forty-
eight states, make up the fifty-one jurisdictions having unemployment compensation.
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cost of a state-administered undertaking. Through the medium of
grants-in-aid, the federal government in the last thirty years has cooper-
ated extensively with states in financing and developing a number of
services of national interest; but these grants have nearly always been
contingent upon substantial state participation in the cost—usually on an
equal matching basis.

Federal grants have tended to overcome the traditional separation of
state and national administration and to bring about a cooperative rela-
tion, often termed a partnership, in the conduct of the activities con-
cerned. With federal grants have usually gone a generous measure of
technical advice and a limited amount of supervision. When the federal
government takes over the entire cost of administration, however, as it
has with unemployment compensation, its influence and supervision al-
most inevitably undergo a great expansion. As in any partnership, the
one who supplies the capital may be expected to have the controlling
voice. Instead of holding the position of an equal, the state tends to be-
come the agent and the federal government the principal in such an
arrangement. In continental Europe, state and local governments have
long been used as administrative agents of the national government. But
in the United States, this relationship—which seems implicit in the pres-
ent financing of unemployment compensation administration—repre-
sents a fundamental change in our system of government and may have
considerable significance for the future.

When the Social Security Act was in preparation, study was given the
question whether social insurance should be administered directly by
the national government or through the states. For old-age insurance
the President’s Committee on Economic Security, which formulated the
legislation, recommended national administration, while for unemploy-
ment compensation it proposed a federal-state plan of operation.* The
decision in favor of a federal-state system turned on several considera-
tions. Foremost among them was the danger that a national system
might be held unconstitutional by the Supreme Court. The Committee
was also much impressed by the need for experimentation and adapta-
tion to local conditions. It recognized that wage levels and the character
of the industrial system differ materially in various parts of the country
and that a period of trial and adjustment might be necessary to develop
a plan of unemployment insurance suited to our needs, if indeed a single
plan could ever be devised which would be applicable on a national basis.

3 Report of the President’s Committee on Economic Security, 1935,
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Accordingly, the Committee concluded that it would be unwise to enact
a uniform plan of unemployment compensation for the country and that
a federal-state system would be preferable, at least in the early stages of
the program.

Since the establishment of unemployment compensation, a separate
federal system of unemployment insurance has been set up for railroad
workers, which is administered by the Railroad Retirement Board. This
study, however, focuses on the federal-state system of unemployment
compensation and deals with railroad unemployment insurance only as
it relates to, or reacts upon, the administration of that system.

Basic CoNSIDERATIONS

A few basic facts merit attention at the outset in examining the un-
employment compensation system. The first is that the Social Security
Act, though it laid the foundation for unemployment compensation, did
not itself create the system. In line with the recommendations of the
President’s Committee, the Act aimed mainly at “removing the obstacles
to State action” and providing a few essential safeguards.* The prin-
cipal obstacle to which the Committee had reference was the fear of
placing local industries at a competitive disadvantage by the imposition
of the state taxes necessary for financing unemployment benefits. This
difficulty the Social Security Act removed by levying a federal payroll tax
against which employers might credit their payments to state unemploy-
ment compensation funds up to 90 per cent of the federal tax. Thus, the
federal tax equalized the burden on employers in states with and with-
out unemployment compensation levies and practically forced the states
to adopt unemployment compensation in order to avoid the loss of
revenue available to them for the support of such a program. The ex-
traordinary effectiveness of this device in stimulating state action is
demonstrated by the fact that, by two years from the passage of the Social
Security Act, all the states had enacted the necessary legislation.®

A second basic fact is that the form of the unemployment compensa-
tion system is determined almost entirely by the states. Though the So-
cial Security Act imposes a few requirements, the states have wide dis-
cretion as to both the substantive and the administrative provisions of

4 1bid., p. 13.

5 Seven states enacted unemployment compensation laws before the passage of the So-

cial Security Act, but all of these except Wisconsin passed their laws in 1935 after the
enactment of federal legislation was considered a foregone conclusion.
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their laws. The coverage of the system, the type of reserve fund, the
benefit structure, and the administrative organization are fixed for each
state by its own legislation. The Social Security Act allows the states to
choose among a pooled fund plan, a pooled fund with experience rating,
an individual employer reserve account system, a guaranteed employ-
ment plan, or a combination of these schemes, and to devise their own
methods for computing benefits and benefit duration. States are free to
require workers as well as employers to contribute to the support of the
system. They may institute a stamp plan for the collection of the payroll
tax or rely on periodic reporting and payment. Likewise, benefits may
be uniform for broad classes of workers, as in Great Britain, or propor-
tioned to previous earnings, as in American workmen’s compensation
systems. In fact, the conditions of the Social Security Act are so broad
and the undertaking so new and unexplored that the full scope of state
discretion and the possible range of experimentation and variation can-
not adequately be indicated. Nevertheless, it is significant that with few
exceptions the state unemployment compensation laws conform closely
to a single basic pattern.

Another fundamental consideration is the close relation of unemploy-
ment compensation and employment service. In nearly all countries
these two functions are conducted by a single agency as a unified under-
taking. While such integration did not originally exist in the United
States, it is rapidly taking place. From the beginning the public employ-
ment offices were used by the unemployment compensation system in
dealing with claimants. Now, the two functions are administered by
the same departments or agencies in both state and federal governments.
Unified administration of employment service and unemployment com-
pensation is necessary for the protection of the insurance system and for
the convenience of the unemployed worker, who is more interested, as a
rule, in obtaining employment than in sccuring benefits. Not only does
employment service afford a means of shortening unemployment and
reducing the drain on the compensation reserves, but it provides the only
practical method of applying a work test to prevent malingering. For-
eign experience has demonstrated the necessity of such a test and shown
that the chief means of making it effective is the offer of jobs through a
public employment office.

In consequence, the unemployment compensation system has been
built around the public employment offices. At the local level its admin-
istration is now so inextricably interwoven with that of employment
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service that it is impossible to separate the two. In recognition of this
relationship, the term “employment security” has been coined in the
United States to embrace both functions and has been applied to the
agencies administering them.

THE ADMINISTRATIVE PATTERN

The administration of unemployment compensation involves action
on three administrative levels. On the national level, the work is con-
centrated mainly, though not wholly, in the Social Security Board and is
performed largely through its Bureau of Employment Security. In the
states, employment security agencies are of several types. Twenty-one
states have assigned unemployment compensation and employment serv-
ice to the department of labor, industrial commission, or other agency
charged with the enforcement of state labor laws, while another has
placed them in its treasury department. Most of these states have created
a single bureau within the department or commission to administer the
two functions. Twenty-nine jurisdictions have established independent
agencies for employment security administration, in five headed by a
single director and in the others by a commission.® Most of these com-
missions are part-time bodies which function through executive officers,
but a few are full-time boards which exercise direct control over opera-
tions. Normally, the state employment security agency consists of an
unemployment compensation division, an employment service division,
and a number of units to look after internal administration and render
legal, informational, and research and statistical service.

In spite of the close relation between them, unemployment compensa-
tion and employment service require rather different types of operating
machinery. Employment service is a highly decentralized undertaking.
The local employment office is the heart of the service, as it is in the com-
munity that jobs are found and workers placed. The central office of an
employment service requires only a handful of supervisory and technical
personnel even in the more populous states. On the other hand, un-
employment compensation, as administered in the United States, is a
relatively centralized function. The worker files his bencht claim and
reports at the local employment office; but the collection of the payroll

8 1n two of the twenty-nine states the agency administering unemployment compensa-
tion 1s nominally in, but not subject to control by, the department of labor, and in a third

state it is in a so-called department of social security which does not exercise administrative
authority over it.
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tax, the maintenance of the wage records from which his benefits are
computed, the determination of his claim, and the recording and pay-
ment of his benefits are all carried on by the central office. Hence, most
of the personnel of the employment service are at the local level, while
the greater part of the staff of the unemployment compensation system
are in the central office.

The local organization for employment security administration con-
sists of some 1,600 full-time employment offices and about 3,000 part-
time offices and contact points periodically visited by itinerant inter-
viewers working out of the regular offices. These part-time offices and
contact points are constantly changing with local fluctuations in unem-
ployment and in placement opportunities. The unemployment com-
pensation system also uses the mails in serving workers in some of the
more remote and sparsely settled areas, especially in the Rocky Moun-
tains and the Far West.

Together the state agencies administering the employment security
program had on August 31, 1940 a personnel of about 35,000. In addi-
tion, the Social Security Board had about 850 employees assigned to the
employment security program.

In the year ending June 30, 1940—the first in which all states paid
benefits—the administrative expenditures of the state agencies amounted
to $65,550,000, but it is impossible to separate unemployment com-
pensation and employment service costs. Of this sum, $3,345,000 was
financed from federal grants for employment service under the Wagner-
Peyser Act, $3,390,000 from state and local funds for matching these
grants, and the remainder, $58,815,000, from unmatched grants under
the Social Security Act for both unemployment compensation and em-
ployment service. The total expenditure represented 6.8 per cent of the
proceeds of the payroll taxes collected by the state and federal govern-
ments for unemployment compensation. In Great Britain, where un-
employment insurance has been in effect for thirty years, the cost of
administering unemployment insurance and employment service has
ranged in recent years between 6.3 and 9.3 per cent of the contributions
collected by the unemployment insurance system.” In making compari-
sons, however, it should be remembered that the public employment
ofice is a much older institution and plays a much larger role in the

¥ Because of differences both in organization and methods and in contribution and bene-

fit scales, only a rough comparison of the administrative costs of the British and the Ameri-
can unemployment insuwrance systems is warranted.
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labor market in Great Britain than in the United States. On the other
hand, it is reasonable to expect the administrative expenses for unemploy-
ment compensation to decline somewhat as the undertaking becomes
better established and its operations perfected.

Maenrtupe oF UNEMPLOYMENT CoMPENSATION OPERATIONS

Taking the country as a whole, about 28,000,000 workers are cov-
ered by the unemployment compensation system, but of them several
million who have had excluded as well as covered employment are in-
sured on the basis of only a part of their earnings. Under the procedure
generally followed, a separate earnings record must be kept at the central
office of the state agency for ecach worker covered. This means for the
entire country the maintenance of 28,000,000 employee wage records.

Approximately 810,000 employers are subject to state unemployment
compensation taxes. During the year ending June 30, 1940, employers
paid $810,000,000 to state unemployment compensation funds, and em-
ployees in six states contributed about §44,000,000, making a total of
$854,000,000. The state agencies maintain for each liable employer an
account showing contributions paid under the payroll tax. In states with
experience rating the agencies also keep a record of the unemployment
experience of each employer as a basis for computing tax rate adjustments.

In the year 1939-40, the fifty-one employment security agencies re-
ceived 10,900,000 initial claims for benefits and made 46,550,000
benefit payments aggregating $482,500,000. The average weekly pay-
ment for total unemployment was $10.50. It is estimated that about
5,000,000 persons received benefits. Each new claim received at the
central office of an agency required a determination of the worker’s
eligibility and, if eligible, the computation of his benefit rate and dura-
tion. For every person receiving benefits, an account had to be carried
showing all payments made.

From this description it is evident that the administration of unem-
ployment compensation involves accounting and record-keeping opera-
tions of immense proportions. While there are many complex problems
of procedure, some of which have by no means been solved, the difh-
culties experienced in the conduct of unemployment compensation arise
more from the magnitude and the sharp fluctuations of the work load
than from the intricacy of the tasks to be performed. Most of the opera-
tions are relatively simple and routine, but these having to do with
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benefit claims, determinations, and payments demand rapid handling
and the ability to adjust promptly to a highly variable and often unpre-
dictable operating load.®

During the initial years of a program so large and lacking in precedent,
it is inevitable that the machinery should creak at times. That it has per-
formed its function with few serious breakdowns, even in a period of
severe unemployment, and at a cost comparing favorably with that of
countries with well-established systems of unemployment insurance is
to the credit of the state and federal personnel who have launched the
undertaking. At its inception many students of unemployment insur-
ance questioned the practicability of the American plan of unemploy-
ment compensation; some were outspokenly critical. The answer s, it
has been and is being operated with reasonable success in most areas
though many secondary problems remain to be solved. With further
study and experience, operating efficiency can be greatly increased.
Among the tasks ahead, probably the most important are improvement
of the system of administration, climination of some basic inadequacies
of the benefit structure, extension of the coverage, and strengthening of
the employment service. This study deals particularly with the first two.

8 The Appendix presents a bricf summary of the principal substantive features of the
unemployment compensation system.



CHAPTER 11

ORGANIZATION AT THE FEDERAL LEVEL

THE UNEMPLOYMENT COMPENSATION activities of the federal government
arc divided between two major departments or agencies, and nearly a
dozen bureaus or offices are involved in some degree in their administra-
tion. While the principal responsibilities are vested in the Social Se-
curity Board of the Federal Security Agency, important duties are as-
signed to the Treasury Department with respect to the fiscal aspects of
the program.

TREASURY DEPARTMENT

The Treasury Department has as its role the administration of the
federal unemployment tax and the custody and management of the un-
employment trust fund in which the states must deposit their unemploy-
ment compensation reserves. ‘The federal unemployment tax is levied
at the rate of 3 per cent on the payrolls of employers having eight or more
workers in insured employment, but actual collections are normally lim-
ited to one-tenth of this rate by the operation of the 90 per cent credit or
offset allowed employers on account of their contributions to state un-
employment compensation funds.” This payroll tax must be clearly
distinguished from the one imposed by the federal government to finance
old-age and survivors insurance, which is not subject to offset and is
applied without regard to the number of workers.

The Bureau of Internal Revenue in the Treasury Department admin-
isters both of the payroll taxes levied for the social security program, as
well as the tax on railroad companies for old-age annuities to railroad
workers. Together, payroll taxes now comprise one of the chief sources
of federal revenue, and their collection constitutes one of the major func-
tions of the Bureau. The federal unemployment tax is payable in Janu-
ary of each year on the basis of the previous year’s payrolls. The tax re-
turns and payments are filed with the collectors of internal revenue in
the field, but the record work is largely concentrated at the central office
of the Bureau in Washington.

1°The provisions relating to the federal unemployment tax originaltly formed Title IX

of the Social Security Act, but are now incorporated in the Federal Unemployment Tax Act
passed in 1939. 533 Srar. L. 1387.
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Though the Bureau of Internal Revenue and the state employment
security agencies operate independently in the collection of payroll taxes,
the administration of the federal unemployment tax brings them into
relation at two points. First, the state agencies must annually certify to
the Bureau the names of employers contributing to state unemployment
compensation funds and the amount of payroll reported and tax paid by
each. This information is checked by the Bureau to discover delinquent
employers and is compared with the federal returns to verify the credits
claimed by employers for the payment of state taxes under the 90 per
cent offset provision.

The second point of interrelation between federal and state administra-
tion is less direct. In determining the liability of employers under the
federal tax, the Bureau of Internal Revenue has developed a considerable
body of rulings interpreting the coverage provisions of the federal act.
While these rulings are not binding upon the states in the interpretation
of the corresponding provisions of their own laws, they exert a very im-
portant influence upon state decisions. There has been a marked tend-
ency for state agencies to follow the precedents of the Bureau in the
application of their laws where the state provisions are similar to the
federal and even in some cases where they are not.

The Social Security Act and the Federal Unemployment Tax Act both
require the prompt deposit of state unemployment compensation re-
ceipts in the unemployment trust fund in the federal treasury.® This
fund was created and its administration vested in the Treasury Depart-
ment mainly to safeguard unemployment compensation reserves against
loss by poor investment and to lessen the danger of the money market
being upset by the operation of fifty-one separate reserve funds. The
states make their deposits with the trust fund through Federal Reserve
Banks and member banks serving as federal depositories. On receipt
into the treasury, a deposit is credited to the state’s account in the fund
and invested in federal securities. For convenience the Treasury De-
partment invests the fund in special sccurities bearing interest at the
average rate for outstanding federal obligations. At present this rate is
2% per cent. The states may draw upon their accounts in the trust fund
whenever money is needed for the payment of benefits.

In effect, the Treasury Department acts as the banker for the states in

2 Section 303(a) of the Social Security Act (49 Stet. L. 626) and section 1603 of the

Federal Unemployment Tax Act (53 Sraz. L. 1391). Section 904 of the Social Security Act
establishes the unemployment trust fund and governs its administration.
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the administration of their reserve funds. Several subdivisions of the
Department participate in the operation of the trust fund, especially the
offices of the Commissioner of Accounts, the Treasurer of the United
States, and the Commissioner of the Public Debt; but the work is largely
absorbed into the regular operation of these units and requires very few
full-time employees. As compared with state operation of fifty-one re-
serve funds, the present arrangement undoubtedly effects a substantial
saving in administrative expenses and affords greater protection to the

funds.

Socrar Security Boarp

The employment security program, of which unemployment com-
pensation is a branch, is one of three broad programs under the super-
vision of the Social Security Board. Two of these—employment security
and public assistance (including old-age assistance, aid to the blind, and
ald to dependent children)—are carried on by the states with federal
grants by the Board, and the third—old-age and survivors insurance—is
administered directly by the Board for the entire country. The last re-
quires the maintenance of a federal organization numbering nearly
0,000 employces, whereas the Board’s staff for the other two programs
consists of around 1,300 persons. The relative complexity of the Board’s
problems, however, is not measured in any sense by the size of the fed-
eral personnel engaged in the three undertakings. In fact, a federal-
state program may present more difficult problems for a federal agency
than a federally administered enterprise and, in the case of unemploy-
ment compensation, probably does.

Functions of the Board

As set forth in the federal legislation, the functions of the Social Se-
curity Board with respect to unemployment compensation are few.
They may be summarized under six heads:

(1) Determination of the conformity of state unemployment com-
pensation laws (including regulations and interpretations as well as the
statutes themselves) to the requirements of the Social Security Act and
the Federal Unemployment Tax Act, and periodic certification thereof to
the Secretary of the Treasury to establish the eligibility of states for grants
and of employers for the 90 per cent offset against the federal tax.®* Most

3 These requiremnents are set forth in section 303{a) of the Social Security Act (49

Staz. L. 626) and sections 1602 and 1603 of the Federal Unemployment Tax Act (53
Star. L. 1388).
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of these requirements are reasonably specific and do not raise particularly
fundamental issues for the Board.* From the standpoint of the Board’s
influence over the administration of the unemployment compensation
system, the most important requirements are those of section 303(a) of
the Social Security Act, which stipulates that state laws shall include pro-
visions for:

“(1) Such methods of administration (including after January 1,
1940, methods relating to the establishment and maintenance of per-
sonnel standards on a merit basis, except that the Board shall exercise
no authority with respect to the selection, tenure of office, and com-
pensation of any individual employed in accordance with such meth-
ods) as are found by the Board to be reasonably calculated to insure
full payment of unemployment compensation when due; . . .

“(6) The making of such reports, in such form and containing
such information, as the Board may from time to time require, and
compliance with such provisions as the Board may from time to
time find necessary to assure the correctness and verification of such
GCOl’tS ..

“(8) Effective July 1, 1941, the expenditure of all moneys re-
ceived pursuant to section 302 of this title fi.e., grants for adminis-
trative expenses | solely for the purposes and in the amounts found
necessary by the Board for the proper and efficient administration of
such State law; and

“(9) Effective July 1, 1941, the replacement, within a reasonable
time, of any moneys received pursuant to section 302 of this title,
which, because of any action or contingency, have been lost or have
been expended for purposes other than, or in amounts in excess of,
those found necessary by the Board for the proper administration of
such State law.”

The first of these provisions affords the legal basis for personnel stand-
ards and some other administrative regulations laid down by the Board.
The second (paragraph 6) enables the Board to require reports and pre-
scribe reporting procedures. The last two specifically sanction the im-
position of detailed federal restrictions upon the use of money granted
for administrative expenses.

(2) Authorization of grants in “such amounts as the Board deter-
mines to be necessary for the proper and efficient administration” of
state unemployment compensation laws.”

(3) Determination, after notice and opportunity for hearing, that a

4 The requirements of the federal acts are summarized on pages 36-38%.
549 Star. L. 626, sec. 302(a) as amended by 53 Szaz. L. 1378.
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state in administering its law is failing to comply substantially with the
requirements of the federal acts. Such a determination renders the state
ineligible for the benefits afforded by the particular provision of the fed-
eral law the conditions of which have not been met.*

(4) Determination, after notice and an opportunity for hearing, that
in a substantial number of cases there has been a denial of unemploy-
ment compensation to individuals entitled thereto under the state law.
Such a finding stops federal payments for state adminjstrative expenses.”

(5) Approval of the payment of compensation through agencies other
than public employment offices.®

(6) Study and recommendation of legislation and administrative
policies concerning unemployment compensation.”

In addition, the Board administers the Wagner-Peyser Act, relating to
employment service.'® Since employment service and unemployment
compensation are financed and operated as a joint enterprise, the func-
tions of the Board under this law have an important bearing upon the
administration of unemployment compensation as well. The Wagner-
Peyser Act authorizes annual grants to the states for employment serv-
ice, but much the greater part of the cost of this service is financed from
funds provided under the Social Security Act. The Wagner-Peyser Act,
however, confers upon the Board broad authority to prescribe minimum
standards for state employment services. It also requires the Board to
maintain national placement services for veterans and farm workers and
an employment office for the District of Columbia.'*

The actual role of the Social Security Board in the unemployment com-
pensation system is not adequately indicated by a summary of the func-
tions vested in 1t by the terms of the Social Security Act. In practice, its
part has been much larger and its influence much greater than the lan-
guage of the Act implics. In passing upon the conformity of state laws
to the terms of the federal act, the Board has been able to mold state legis-

649 Srar. L. 627, scc. 303(b) and 53 Stas. L. 1388, secs. 1602, 1603.

7 Payments are also halted by a finding of the Board that the state is failing to make its
records available to the Railroad Reurement Board or 1o cooperate with any federal agency
administering an unemployment insurance law. 52 Srar. L. 1112, sec. 303(c).

849 Srar. L. 626, sec. 303(a}(2) and 53 Szar. L. 1391, sec. 1603,

849 Srat. L. 636, sec. 702, 1048 Srar. L. 113,

11 The functions of the federal agency under the Wagner-Peyser Act were formerly vested
in the United States Employment Scrvice in the Department of Labor and were transferred
to the Social Security Board by Reorganization Plan No. I, effective July 1, 1939, The
functions of the federal agency prior to this change are described in detail in Atkinsen,
Odencrantz, and Deming, Public Employment Service in the United States (Chicago: Public
Administration Service, 1938), pp. 55-77.
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lation on several points. To a much greater extent, however, it has
shaped state laws through technical service and advice. More important,
in determining grants it has subjected state budgets and operating plans
to minute review and revision. In so far as administration is concerned,
this practice has been the foundation of federal influence. Not only has
it permitted the Board to offer suggestions while plans were still in the
formative stage, but, coupled with the Board's requirement of strict ad-
herence to the approved budget, it has enabled the federal agency to en-
force its recommendations. In addition, the Board has gradually been
developing a body of administrative standards with which states must
comply. As these standards have been perfected and put into operation,
the Board has tended to relinquish somewhat the grip which it has held
upon the states through the itemization of grants.

Though mentioned only briefly in the Social Security Act, one of the
major sources of federal influence and one of the principal contributions
of the Board to the unemployment compensation program has been the
provision of research and technical service. Most of the fundamental re-
search in unemployment compensation and much of the more basic
planning of organization and procedures have been conducted by the
federal agency. To a great degree, state rescarch and developmental
work has been directed to immediate problems and to devising the de-
tailed application of plans the broad features of which have been formu-
lated at the federal level. A large amount of technical and installation
service has been furnished state agencies in establishing and perfecting
their procedures and record systems. In addition, the Board has acted as
a clearing house for the dissemination of state experience.

But the importance of the Board’s role in launching the unemployment
compensation system must not be permitted to obscure the vital part
played by the state agencies in its establishment. Most of the work nec-
essary to make unemployment compensation a going concern has been
performed by the states. The Board has provided valuable aid and guid-
ance, but the state agencies have made the detailed preparations and set
up and operated the system.

Organization of the Board

The Social Security Board is virtually a department within a depart-
ment. It was created as an independent executive establishment, but, by
the terms of Reorganization Plan No. I, in 1939 it became a part of the
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Federal Security Agency, which includes the Public Health Service, the
Office of Education, the Civilian Conservation Corps, the National Youth
Administration, and a few other units comprehended within the broad
purpose of social welfare. In the Agency the Social Security Board con-
stitutes not one but a constellation of bureaus under a single administra-
tive body.

The Board itself consists of three members appointed by the President
with the advice and consent of the Senate for overlapping terms of six
years. Members devote full time to their duties and receive salaries of
$10,000 a year. One member is designated by the President as chairman.

As a body the Board establishes the administrative units necessary for
the performance of its functions, and regulates and controls their opera-
tion. The personnel is appointed by the administrator of the Federal Se-
curity Agency on the recommendation of the Board. Each bureau of the
Board is headed by a director, chosen in this manner and answerable to
the Board and its executive director. The Board itself is principally a
policy-determining body. Most decisions of basic policy are made by it
or by administrative officers after consultation with it, and many ques-
tions of lesser importance are considered by it as well as delicate and difh-
cult problems of state relations. Actual negotiations with the states are
generally carried on by the bureaus or the executive director. The Board
also takes all final actions on the approval and certification of state laws
for conformity with the Social Security Act and on the grant of funds for
statc administration. If a formal issue of state compliance with the terms
of the Act arises, the Board hears and decides the case.

In most matters the Board acts as a body. Its sessions are frequent and
prolonged. Unlike many boards, the members have not parceled out
the functions among themselves and do not act as administrators of seg-
ments of the program. The chairman serves in a measure as the general
administrative officer of the Board, but in the main the executive director
acts as the coordinator and supervisor of the administrative organization,
subject to very active participation by the Board itself, considering the
size and scope of the enterprise.

The affairs of the Board are conducted through three major bureaus,
corresponding to the three social security programs with which it is con-
cerned, and several staff or service units. Among the latter are the Bu-
reau of Research and Statistics, which carries on basic research in the
social security field, and the Bureau of Accounts and Audits, which keeps
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the accounts of the Board and audits the administrative expenditures of
state employment security and public assistance agencies. The Informa-
tion Service handles the Board’s publicity and advises states on public
relations, while the State Technical Advisory Service works with state
agencies on personnel problems and procedures, especially as they con-
cern the merit system. The General Counsel’s Office of the Federal Se-
curity Agency provides legal service for the Board and advises it on the
conformity of state laws with the Social Security Act.

The Bureau of Employment Security is the principal arm of the Social
Security Board for the performance of its functions relating to unemploy-
ment compensation and employment service. This bureau was created
in the summer of 1939 by the merger of the former Bureau of Unemploy-
ment Compensation and the United States Employment Service, which
was transferred to the Board at that time. The Bureau carries on the
relations of the Board with state agencies administering unemployment
compensation and employment service. It reviews and revises state plans
and budgets and recommends to the Board the amount of federal grants.
It conducts research on unemployment compensation and employment
service problems and develops suggested legislative provisions, regula-
tions, and operating procedures. Most of the administrative standards
prescribed by the Board are formulated by the Bureau. Its staff supplies
the greater part of the technical service afforded state agencies. Likewise,
its representatives in the field maintain continuous contact with state
operations to aid the states on their problems and keep the Bureau and
the Board informed on developments in the states. Through its Employ-
ment Service Diviston, the Bureau also conducts the Veterans’ Placement
Service, the Farm Placement Service, and the District of Columbia Em-
ployment Center.

The Bureau of Employment Security consists of five divisions, one of
which—the Field Division—acts as its principal agent for the conduct
and coordination of state relations. This Division has charge of the field
staff of the Bureau, by whom negotiations are largely handled, and
serves as the channel through which most communications and trans-
actions between the federal agency and the states flow. It issues federal
standards and declarations of policy to the states and receives state re-
quests for advice and service. Matters requiring federal approval are
either disposed of by the Division or routed by it to the appropriate tech-
nical unit. But the principal function of the Division is the review of
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state budgets and the formulation of recommendations on grants. In
order that state problems may be handled with greater understanding,
the Division is organized into four sections, each dealing with a definite
group of states.

Separate divisions are maintained for unemployment compensation
and employment service. With respect to the general function assigned
it, each of these divisions is responsible for the study of problems and the
development of principles, standards, and procedures. The Unemploy-
ment Compensation Division works on such matters as wage reporting,
employer experience rating, and benefit formulas and procedures, while
the Employment Service Division studies placement problems and de-
velops aids for vocational counseling and the registration and selection
of workers. Both divisions provide consulting service for the states
within their respective fields. In addition to these units, the Research
and Statistics Division compiles and analyzes data on unemployment
compensation and employment service operations and carries on research
in some of the underlying problems of both functions. The Division of
Fiscal and Management Standards makes cost analyses and formulates
standards of business practice for state agencies.

The Social Security Board conducts its ficld operations through a sys-
tem of twelve regional offices. In laying out its regions the Board ad-
hered strictly to state boundaries and gave principal consideration to three
factors: convenience of transportation and communication, the basic so-
cial and economic characteristics of the different areas, and the number
of workers covered by the old-age insurance system. Particular weight
was accorded the last of these factors. As a result, the regions are some-
what similar in number of compensable workers but vary widely in area
and in number of states contained. Region 1I consists of New York State
alone, while Region VII includes six states in the Old South, and Region
XI, with a similar number of Rocky Mountain states, extends from the
Canadian border to the Mexican line.

Though the number of compensable workers is a logical consideration
in dividing the country for federal administration of old-age insurance,
since it measures the work load, it has proved by no means so appropriate
a basis for setting up areas for the conduct of federal-state relations in a
grant-in-aid program. In such a program the state is the unit and the
number of states is, on the whole, a better index of size and federal ac-
tivity than the number of persons insured. A federal staff operating
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within a one- or even a three-state region has rather a limited opportunity
to observe the enterprise and may not be able to bring to state agencies a
breadth of background and experience much greater than that of the
state officials themselves. On the other hand, when the federal agency
maintains as minute supervision and control as in unemployment com-
pensation, a six-state region places a severe strain on regional officials.

The staff of a regional office consists of a regional director answerable
to the executive director of the Board and of regional representatives as-
signed by the various bureaus, together with the necessary assistants and
clerical personnel. The division of authority between the regional di-
rector and the regional representatives is somewhat vague and difficult
to define. In general, the regional director has charge of regional office
routines and exercises limited supervision over the bureau representatives
attached to his office. In so far as unemployment compensation is con-
cerned, his role has been more that of coordination than of direction.
He advises the representative of the Bureau of Employment Security on
problems and provides sufficient supervision to see that Board policies
are observed, that the work of the different bureaus is coordinated, and
that state relations are properly conducted. He frequently participates
in the more difficult negotiations and usually handles relations with
governors. .

With the aid of his assistants the regional representative of the Bureau
of Employment Security serves as its agent in the field. He is more than
the eyes, ears, and mouthpiece of the Burcau. While most matters re-
quiring formal action must still be referred to Washington, his recom-
mendations on state relations are to an increasing degree becoming the
decisions of the Bureau. He carries on most of the direct negotiations
with state agencies and advises them on federal requirements and on many
of their administrative and technical problems. His major responsibility
is the examination and revision of state budgets preliminary to review by
the Field Division in Washington. He also passes on a variety of mat-
ters requiring federal approval and on a few types of questions gives the
final answers. In addition, he keeps the Bureau informed of the needs
and problems of the states and their compliance with federal require-
ments. In large measure the Bureau must depend on its regional repre-
sentatives for a realistic understanding of the program in operation, while
the states rely upon them for access to federal technical service and the
experience of other agencies.'*

12 The followirg list, summarizing the principal activities of the staff in one region dur-
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Major ProBLEMS OF FEDERAL ORGANIZATION

The administration of a federal-state undertaking, such as the un-
employment compensation system, is complicated at best. Not only
must the legal and psychological gap between federal and state agencies
be bridged—often at no mean expenditure of time, patience, and diplo-
macy—but a considerably larger number of officials must be brought
into cooperation and a much greater amount of administrative red tape
must be unwound than in an enterprise entirely administered by either
federal or state authorities. For this reason, simple, clear-cut organiza-
tion is especially essential on both federal and state levels.

Coordination of Federal Agencies

One of the major problems of organization experienced at the federal
level in the administration of unemployment compensation has been that
of coordination. Nothing is more damaging to federal prestige and in-
fluence in a grant-in-aid program than conflicting or inconsistent federal
action. It may either arouse the ire of state officials or invite shrewd
efforts to take advantage of federal ineffectiveness. In either event it
tends to undermine federal-state relations and impair the efficiency of
administration. The problem of coordination has arisen both among
the units of the Social Security Board and between the Board and other
federal agencies concerned with unemployment compensation, but inter-
agency coordination has presented the greater difficulties.

Prior to the summer of 1939, the development of both unemployment
compensation and employment service was seriously hampered by the
separation of the tederal agencies responsible for them. Though the two

ing a two-month period in 1939, gives a fair indication of the nature of the work of the
regional representative and his assistants:

1. Review and revision of state budgets, including a budget hearing in each state.

2. Approval of transfers within the approved budget for the current period,

3. Recommendation to the Bureau of actions which should be taken on expenditures
disallowed by the federal auditors.

4. Authorization of out-of-state travel by state personnel.

5. Examination of state operating reports and inspection of state agencies as a basis for
suggesting improvements and for judging budger requirements,

6. Arranging with the Bureau for the scrvices of a specialist to aid one state 1n working
out new partial benchit procedures.

7. Transtmittal and interpretation to the states of new federal policies and regulations.

8. Preparation of monthly reports on the status and problems of each state agency.

9. Obtaining information requested by the Bureau or sceing that the states provided it
directly on request.

10. Transmittal of Bureau reports to the states and of reauired state materials to Wash-
ington.
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functions were carried on locally through public employment offices—
largely by the same personnel—and were administered by the same state
agencies, the funds for their support were derived partly from the Social
Security Board and partly from the United States Employment Service
in the Department of Labor. In consequence, the state agencies had to
present their plans and budgets to two federal bureaus and comply with
two sets of federal policies and requirements to obtain their grants,

Though the two bureaus eventually instituted a procedure for joint
conduct of state relations, it proved but a cumbersome makeshift. The
bureaus continued to differ in their views on the organization of state
agencies—one striving for integration and the other for a dual form of
organization—and on budget and personnel procedures as well as on the
relative emphasis to be given the two functions. Conflict at the federal
level engendered rivalry and friction between unemployment compensa-
tion and employment service ofhicials in the states and impeded the de-
velopment of both undertakings. Happily, this episode has been closed
by the consolidation of the federal bureaus under the Social Security
Board, but the services have not yet entirely overcome the handicap of
this early strife.

The separation of the tax and the insurance aspects of unemployment
compensation in the federal government also creates problems of coordi-
nation. These problems relate mainly to employer coverage under state
and federal payroll tax provisions and to the exchange of information on
liable employers. Differences between federal and state rulings on
coverage tend to confuse employers and react on state agencies. If the
Burcau of Internal Revenue holds an employer or a class of employers
exempt, the states are apt to be subjected to pressure to grant a similar
exemption. It is not surprising, therefore, that they tend to follow the
lead of the Bureau in the interpretation of coverage provisions.

This condition derives its main significance from the facts that deci-
sions on employer coverage also affect the insurance status of workers
and that the Bureau of Internal Revenue is a tax, rather than an insurance,
agency. It naturally views the federal payroll taxes primarily from the
revenue standpoint. In administering the many taxes for which it is
responsible, it is forced to weigh the cost of collection against the revenue
yield and to apply its resources where they will produce the greatest re-
turn, even though this may have an unfortunate effect on the social in-
surance benefits of some classes of workers, particularly those employed
by very small employers. Hence, the need for close collaboration be-
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tween social insurance agencies and the Bureau. In practice, however,
there has been little consultation on the interpretation of coverage be-
tween Internal Revenue authorities and the unemployment compensa-
tion officials either of the Social Security Board or of the state agencies.
The principal effort at coordination has been the publication by the
Board of a bulletin service on state and Internal Revenue rulings.

In the administration of payroll taxes the Bureau of Internal Revenue
and the state employment security agencies are performing similar tasks
and dealing with substantially the same groups of employers. The need
of cooperation is apparent so long as separate administration of payroll
taxes continues. Yet little has been done to explore or work out the
possibilities of cooperation and clearance of information on liable em-
ployers and their payrolls.

While the coordination needed in the administration of payroll taxes
involves both federal and state operations, it could be achieved more
readily if all federal aspects of the social secunity program, including the
payroll taxes, were administered by the Social Security Board. In the
states the administration of the payroll tax is a function of the employ-
ment security agency rather than the tax department. Similar integra-
tion on the federal level would assure the dominance of the social insur-
ance viewpoint in the determination of coverage and the enforcement of
the tax and would simplify the development of needed cooperation be-
tween federal and state agencies in the administration of payroll taxes.
On the other hand, there are important advantages in the collection of
payroll taxes by the Bureau of Internal Revenue. This plan avoids the
necessity of establishing a second federal system of collection offices and
revenue agents and no doubt reduces administrative costs, It also
brings to the social insurance system the experience and prestige of the
Bureau of Internal Revenue in the collection of taxes. Furthermore, the
concentration of tax records and investigation work in a single agency
makes readily available the valuable information obtained in the ad-
ministration of other federal taxes for use in the enforcement of payroll
taxes.

It may well be that closer cooperation and greater clearance of in-
formation between the Bureau of Internal Revenue on the one side and
the Social Security Board and the state agencies on the other would be
preferable to transferring the administration of federal payroll taxes to
the Social Security Board. The problem merits further study. Another
possibility would be to transfer to the Board the responsibility for issuing
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regulations and hearing appeals on employer coverage. Such an arrange-
ment would bring the interpretation of the coverage provisions under the
insurance agency, which is the appropriate body to exercise this authority
in a social insurance program; but it would separate the adjudication of
coverage issues from the application of the rulings in the field. What-
ever the plan, more adequate appropriations are needed for investigation
and follow-up to make the coverage provisions fully effective.®

Unified Conduct of State Relations

A second organization problem encountered by the Social Security
Board has been the development of a single channel for the conduct of
relations with state employment security agencies. Prior to 1939 each
unit of the Board dealt directly with the states on matters which fell
within its field of activity. Three divisions of the Bureau of Unemploy-
ment Compensation (now the Bureau of Employment Security) carried
on direct relations with state agencies and sent members of their staffs
into the field. Likewise, the Bureau of Research and Statistics, the Bu-
reau of Accounts and Audits, the General Counsel’s Office, and the
State Technical Advisory Service had personnel in the field visiting
states. An effort was made to coordinate these disjointed operations by
a central clearance of mail, but with only limited success. States were
annoyed by overlapping requests for information and inconsistent advice
and instructions and were confused by the multiplicity of federal units
with which they had to deal. The number of persons sent into the field
on limited missions created heavy travel expenses for the Board and en-
croached unduly on the time of state officials.

This experience plainly demonstrated the necessity of greater integra-
tion within the Board and of concentrating the conduct of state relations
in a single unit. This was accomplished early in 1939 by transferring
certain units to the Bureau of Unemployment Compensation and setting
up a Field Division within that Bureau to carry on ncgotiations and
handle the review of budgets, about which state problems tend to clus-
ter. 'This Division was given supervision of the regional staff of the
Bureau and was made the clearance point for contacts between other
units and the states on technical problems.

13 Satisfactory coordination has already been achieved between federal and state em-
ployment security agencies and the Treasury Department in the handling of funds. Some
troublesome problems, however, have arisen in working out the needed coordination be-
tween the railroad unemployment insurance system and the unemployment compensation
system.
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The new arrangement has demonstrated its desirability. It enables
the states to deal with the regional representative and the Field Division
on most federal-state business and to obtain prompter and more consist-
ent federal action. It has reduced waste motion for the Board and the
Bureau and resulted in better informed handling of state relations. The
principal criticism of the plan has been that it might cut off the technical
units from the flow of technical problems from the field and result in less
adequate service to the states. This danger, though not unreal, can be
minimized by clearance procedures and clear-cut policies on matters to
be referred to the other divisions and by supervision to see that the staff
of the Field Division uses their services on problems falling within their
spheres of special competence. Obviously, a new state benefit procedure
should be reviewed by the technical person specializing in that particular
field rather than by a person dealing mainly with administrative ques-
tions. Similarly, a statistical problem belongs to the Research and Statis-
tics Division rather than the Field Division. There are cases, however,
which concern both divisions because of their budgetary implications or
effects on federal-state relations.

Centralization of state relations has its greatest value and necessity in
dealing with administrative problems and questions having important
administrative implications. It should not deprive the technical person-
nel of first-hand contact with state operations and the questions received
from the field, but rather should provide a more orderly procedure for
bringing the technical resources of the federal agency to bear upon state
problems.

Decentralization of Authority to Regional O flices

The degree to which authority should be decentralized to regional
offices has presented a third problem of special difficulty for the federal
agency. In the first year the personnel of the Bureau of Unemployment
Compensation operated directly from headquarters, and decisions were
entirely centralized in Washington. At this stage in the enterprise a
high degree of centralization was inevitable because of the lack of na-
tional policies and experienced personnel. The process of decentraliza-
tion began with the establishment of regional offices late in 1936 and the
assignment of Bureau representatives to the regions. The next impor-
tant step was the introduction of a regional review of state budgets pre-
liminary to examination in Washington. Early in 1939 came the perma-
nent assignment of most of the budget analysts to the field. Since then
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there has been a gradual increase in regional activities and responsibilities
and a slow expansion of the field staff. Yet by the summer of 1940 it had
reached a total of only about 45 persons.

As the regional personnel has gained familiarity with state agencies
and as federal policies have crystallized, the Bureau of Employment Se-
curity has placed increasing reliance on its field staff in the conduct of
state relations. Very little power of decision, however, has actually been
transferred to the field. In the spring of 1939 the Bureau announced
that it was about to transfer to the regional offices the decision of all
questions covered by established federal policies, but no such sweeping
decentralization of authority has occurred.

‘The principal advantages of decentralization of administrative au-
thority to the regions are that it permits prompter action and makes for
better informed and more realistic handling of state problems. It avoids
the necessity of long-range negotiation and complicated clearances, which
slow down transactions between the states and the central office of the
Bureau. At the same time it places authority in the regional representa-
tive, who has a detailed acquaintance with local conditions and the needs
of state agencies. He is in a position to discuss issues directly with state
officials and obtain first-hand information on which to base federal
action. In general, state administrators appreciate the opportunity for
such discussion and are more willing to trust the judgment of a person
close to the operating scene than of one a thousand miles away. Greater
decentralization of authority is almost universally desired by state em-
ployment security officials and is backed up by many examples of what
they—and often the regional representatives—consider inappropriate
action by the Bureau in Washington. The volume of these cases has, of
course, been much increased by the minuteness of the controls exercised
by the federal agency and the large number and frequent insignificance
of the questions which have had to be referred to the Bureau. It is not
easy to determine in Washington the exact number of desks and chairs
that should be purchased in Texas or Montana or the number of inter-
viewers needed by an employment office in California.

Against decentralization have been urged the greater difhiculty of de-
veloping and maintaining uniform national policies and the danger that
divergent and perhaps ill-advised action in the regions might lessen the
Bureau’s effectiveness or lead to controversies with the states. Obviously,
the transfer of authority to the regions would necessitate close supervi-
sion of regional operations. Another objection is the broader back-
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ground of the central stafl and the ability of the central office to bring to
bear on problems nation-wide experience and more specialized and ex-
pert personnel. The regional staff is necessarily small and its horizon
more or less limited to the few states with which it works. Furthermore,
the central ofhice is less subject to state pressure and in a better position to
make independent and impartial judgments. The regional representa-
tive is sometimes too near the scene and too much a part of the state
agency to handle troublesome issues satisfactorily.  After all, he has to
live with the agencies in his region, and he may acquire the agency point
of view. On the other hand, the very closeness of his relations with state
officials often enables him to dispose of delicate issues that might readily
arouse hard feeling and resistance. For example, the adoption of the
merit system, as required by Board standards, has been greatly facilitated
by the ability of regional directors and representatives to deal with gov-
ernors and agency officials on a friendly, informal basis.

Even if unemployment compensation were administered as a national
system, a large amount of authority would have to be assigned to regional
officials for efficient operation. The area served is too vast and the fluc-
tuations in volume of activity too violent for centralized administration.
Even in the British and German unemployment insurance systems there
has been considerable devolution of authority to district or regional of-
fices. While in the United States the division of responsibility between
state and federal governments provides most of the decentralization
needed, the extent of federal participation in the unemployment com-
pensation program makes desirable some decentralization of power
within the federal agency. How far it should go depends upon the mi-
nuteness of the controls exercised by the federal agency over the states.
The more detailed the controls, the greater is the decentralization
needed.

Under the present system of federal supervision of state agencies, it
would seem that, within the bounds of established national policics, the
regional office might well be empowered to decide all except the most
difficult and fundamental questions arising with states and those requir-
ing specialized technical attention. Matters such as the approval of
budget transfers, salary adjustments, leases, and equipment purchases—
if the requirement of federal approval is retained—could be turned over
to the regions. The review of legislation and regulations for conformity
with the social security laws, however, requires highly specialized per-
sonnel and uniformity of decision; hence, it appropriately belongs in the
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central office, though this need not prevent the regional staff from giving
informal advice on these matters. The detailed examination and revi-
sion of state budgets could be left to the regions, subject to a general re-
view by the central office.’* Direct negotiation with the states is obvi-
ously a regional function except on questions of extraordinary difficulty
and importance or of a highly technical nature. Likewise, the inspection
of state agencies and the less specialized types of service to states fall
within the province of the regional staff.

The role of the central office in a decentralized plan of operation would
include substantially the following principal responsibilities: the de-
termination of national standards and basic policies; the supervision of
the work of regional offices through inspection and review to see that
national policies are followed and the work is competently performed;
a general review of budgets, as revised by the regions, for the same pur-
poses and to check comparative costs; the review of state laws, regula-
tions, etc., for conformity with the Social Security Act; the maintenance
of research and developmental activities; the provision of specialized
technical service to the regions and the states; and the conduct of com-
prehensive surveys and special studies of state operations for the purposes
of rendering constructive service to the states, obtaining information for
central office studies, and determining the effectiveness of state agencies
and the regional ofhces.

This division of responsibility between central and regional offices
would reduce the flow of routine administrative problems into the cen-
tral office and would permit it to concentrate more on important ques-
tions of policy and on research and technical service. The staff required
by the central office would consist mainly of a small group of administra-
tors, well acquainted with the entire program and particularly conversant
with federal-state relations, and a considerable body of technical special-
ists for research and developmental work and for surveys and consulting
service.

Only a small degree of specialization is feasible in the regional staff of
the Bureau, but within the limits of size it is desirable. The regional
representative must be an all-round man. His major responsibilities,
and the ones to which he devotes most of his own time, relate to state
negotiations and matters of administration, particularly organization,
personnel, and finance; yet he meets all types of questions arising in state
agencies, including the most technical. To perform his function, the

14 Budget procedure will be discussed in Chapter V,
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regional representative needs, and in several regions now has, the assist-
ance of at least one person familiar with the problems and procedures
peculiar to unemployment compensation and another specializing in
employment service, who can effectively appraise state operations and
advise the states on all except the more intricate questions falling
within their fields. So long as the Bureau requires federal approval of
minute trapsactions, something can be said for apportioning the work
among the regional personnel according to states. In the long run, how-
ever, functional specialization within the regional staff should provide
more expert supervision and more constructive service to the states. In
an enterprise as diverse and complex as the employment security pro-
gram, it is not reasonable to expect many to master the entire field.
Only by functional specialization can the federal staff bring to the pro-
gram a knowledge and experience materially greater than that of the
state personnel with which it deals. As a rule, the work of the Bureau in
the regions probably cannot be broken down beyond administration, un-
employment compensation, and employment service; the more highly
specialized service will no doubt have to be obtained through the central
office, as it is at present.
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FEDERAL INFLUENCE UPON STATE LEGISLATION

UnEMPLOYMENT coMPENsaTION affords a striking example of federal in-
fluence on state legislation. A comparison of state laws at the beginning
of benefit payment reveals an astounding similarity, not merely in the
general insurance plan, but also in the detailed provisions and in the lan-
guage used. The fact is that the states depended almost entirely upon
the Social Security Board for technical assistance in the preparation of
their unemployment compensation legislation. Under the circum-
stances, they had little alternative but to do so. They had to enact laws
before January 1, 1937 to avoid the loss of more than $250,000,000 of
revenue available to them for unemployment compensation in the first
year under the 90 per cent offset provision of the federal unemployment
tax.* As the Social Security Act was not signed until August 14, 1935,
there was less than a year and a half in which to adopt the necessary leg-
wslation. Because of doubt concerning the constitutionality of the fed-
eral law and the political uncertainties of a presidential year, most states
deferred legislative action until after the 1936 election.” Then there
were less than two months in which to qualify under the tax offset pro-
vision. Obviously, there could be little study of unemployment com-
pensation problems at that juncture. The main concern was to enact a
law before December thirty-first.

But even if there had been time for study, most states would have had
to rely heavily upon the Social Security Board. Unemployment com-
pensation was a highly technical subject on which there was no Ameri-
can experience. In many states there probably was no one who had given
it serious consideration or could claim familiarity with its problems. The
task of formulating the legislation and educating state officials concern-
ing it, therefore, fell squarely upon the Social Security Board. At no

1 All but 15 of the 51 jurisdictions covered by the Social Security Act had passed un-
employment compensation laws by December 31, 1936, The remaining states enacted
legislation in the first half of 1937. Congress subsequently turned over to them 90 per
cent of the federal tax collected in 1936 with respect to employment within their jurisdic-
ttons. (Public Act No, 353, 75th Congress)

2 Many states had created committees or assigned legislauve draftsmen to undertake the
preparation of bills before the fall of 1936. As a rule, these committees or legislative agents
obtained drafts from the Social Security Board and adhered rather closely to them.



FEDERAL INFLUENCE UPON STATE LEGISLATION 31

stage in its existence have the responsibilities and the influence of the
federal agency been so great as at the very inception of the program.

Tue Drarr B

The Social Security Board prepared what it termed not a model but a
draft bill and developed a small staff of specialists to assist state ofhcials
and committess in formulating unemployment compensation measures.
Since the Draft Bill forms the basis of most of the unemployment com-
pensation legislation of the country, it merits attention.

Preparation and Influence

The preparation of a state unemployment compensation bill was un-
dertaken by the President’s Committee on Economic Security from plans
and actuarial estimates made by its technical staff. These plans were
based upon studies of European unemployment insurance experience
and American workmen’s compensation systems, influenced consider-
ably by the legislation already passed in Wisconsin® and a comprehensive
study made in Ohio.* Earlyin 1935 the Committee released preliminary
drafts of its bill in the hope that many states would enact legislation dur-
ing the regular sessions of that year. Owing to the delay in the passage
of the Social Security Act, however, only a few states adopted unemploy-
ment compensation laws at that time. Upon its creation in August 1935,
the Social Security Board took over part of the staff of the President’s
Committee and continued the study of legislative problems. In January
1936 it issued the first Draft Bill complying with the legislative require-
ments of the Social Security Act.” This bill was considerably revised and
elaborated in the course of the year, and new editions were brought out
in the fall and the following winter.®

‘The Draft Bill, particularly the revision published in January 1937,
provided the model for most of the state laws and amendments adopted
before benefits became payable. A number of states accepted it almost

8 The Wisconsin Act was passed 1n January 1932, (Laws of Special Session of 1931-32,
Chapter 20)

4 Report of the Ohio Commission on Unemployment Insurance, 1932,

5 Social Security Board, Draft Bills for State Unemployment Compensation of Pooled
Fund and Employer Reserve Account Types, January 1936. The Drafe Bill was prepared
in two forms, one providing for a pooled fund plan and the other for an employer reserve
account plan. The two bills differed only 1n the sections dealing with these features. For
convenicnce, they have generally been referred to as the Draft Bill, That term will be

used throughout this discussion, but it should be understood to embrace both plans.
6 1bid., revised editions of September 1936 and January 1937.
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in toto with the insertion of the necessary provisions to fit the adminis-
trative organization and procedures of the state. In most states large
parts of the law were copied verbatim from the Draft Bill. In fact, the
most striking differences in state legislation as it existed in 1938 reflected
mainly the adoption of different options and the use of different editions
of the Draft Bill rather than departures from its provisions. The Bill
provided for either a pooled fund plan—with or without employer ex-
perience rating—or an employer reserve account plan. Also, it contained
an optional provision for employee contributions and alternative forms
of administrative organization, as well as some lesser alternative features.
Some of the details were left blank to be filled in by the state, such as the
number of workers required to make an employer subject to contribu-
tions and the maximum number of weeks for which benefits would be
paid. Prior to 1939, most of the differences in state laws related to such
matters or to detailed phraseology.”

"The most controversial issue in the enactment of unemployment com-
pensation laws was the choice between the pooled fund and the em-
ployer reserve account plans. Ina number of states the latter was strongly
urged by employer groups, while organized labor insisted upon the
former. The pooled fund plan with experience rating was accepted as a
satisfactory compromise in most states. In general, labor desired a broad
coverage including employers with less than eight workers, whereas
employers preferred to limit coverage to that of the federal unemploy-
ment tax. There also was some demand from employers that employees
be required to contribute, but this was usually opposed by labor and was
seldom adopted.

Apart from such issues, on which the Social Security Board was offi-
cially neutral, the most important variations in state laws related to the
method of calculating benefits. The early editions of the Draft Bill
based the duration of benefits for the individual worker upon the num-
ber of weeks of employment he had had in the preceding two years (one
week of benefits for four weeks of work up to a stipulated limit). They
also provided for a benefit rate of one-half his full-time weekly wage
computed by multiplying his hourly wage rate by his full-time weekly
hours as determined from a detailed record of his weekly earnings and
hours of employment. To reduce the record-keeping and reporting
work for employers and to simplify the operation of the state agencies,

7 Many of the respects in which states departed from the standard pattern are indicated
in the Appendix summary of state insurance plans.
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an entirely different scheme was devised in the fall of 1936 which based
benefits upon quarterly earnings and permitted employers to report once
a quarter on the total earnings of each worker instead of reporting on
hours and earnings, weck by week. The states which passed laws early
in 1930 adopted the former method, but most of them later amended
their acts to substitute the second plan.

Revision of the Draft Bill

Aside from the change in the benefit formula, the revisions of the
Draft Bill in the early years represented chiefly refinements and elabora-
tions. The definition of employment was improved to incorporate more
definite rules for determining when an employer-employee relation exists
and to reduce gaps and duplication in coverage in the case of persons
working in more than one state or for establishments located in a state
other than that where the work is performed. Some further modifica-
tions were devised relating to the benefit formula and eligibility for bene-
fits. Changes were also made in some of the provisions on experience
rating, seasonal unemployment, and a few other features of the Bill.

A few months’ experience in the payment of benefits demonstrated
the need for drastically simplifying benefit formulas and procedures.
Twenty-two states started the payment of benefits in January 1938 in
the midst of one of the sharpest declines in employment in the history
of the country. As a result, the unemployment compensation system
was subjected to an unexpectedly severe test at the beginning of benefit
operations. The impracticability of the existing complex method of
computing benefits was soon apparent. Workers could not understand
the process, and the agencies could not handle claims promptly and
accurately. Accordingly, the Social Security Board instituted a study
looking to the simplification of the system. As soon as they were able to
extricate themselves from the avalanche of claims and benefit payments,
the state agencies likewise began giving serious attention to the revision
of their laws. Out of these studies came a series of proposals for the
simplification of the benefit formula and the eligibility requirements.
These changes were incorporated in the Draft Bill and adopted with
variations by many of the states in 1939.°

8 Social Security Board, Simplificarion of the Benefit Formula in State Unemployment
Campensation Laws, February 1939,  Another plan of simplification which was pactially
adopted in several states was presented in Walter Matscheck and Raymond C. Atkinson,

Problems and Procedures of Unemployment Compensation in the States (Chicago: Public
Administration Secrvice, 1939).
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It is significant that there was not the general acceptance of federal
proposals in 1939 as in previous state legislation. By this time state ad-
ministrators had gained a better understanding of unemployment com-
pensation and had begun to have their own ideas on how the system
could be perfected. Furthermore, outside groups had become better in-
formed and more vocal. In consequence, 1939 saw the adoption of sev-
eral proposals definitely contrary to the views of the federal agency and
the beginning of a trend toward diversity as against the previous tend-
ency toward uniformity in state legislation.

TECHNICAL SERVICE TO THE STATES

During the period when states were enacting their unemployment
compensation laws, the small technical staff of the Social Security Board
cooperated actively with state committees in the formulation and pres-
entation of bills. The Board offered its aid to governors in preparing
legislation. While it was the policy of the Board to work with and
through official agencies wherever possible, in some states where official
interest was lacking it dealt with private groups which had taken the
initiative in seeking legislation. Usually those sponsoring unemploy-
ment compensation legislation called upon the Board for a draft or sub-
mitted bills to it for examination. As a rule, a member of the federal
staff was sent into the state for a short time to go over the bill in detail
and to aid in working out revisions deemed desirable by the federal
agency. In many cases, federal representatives appeared before legisla-
tive committees to explain the measure. The task was primarily one of
education. State committees and legislative draftsmen lacked the un-
derstanding of unemployment compensation necessary to avoid techni-
cal errors which might have serious consequences. Moreover, some pro-
visions, especially the benefic formula, were so intricate that only the
initiated could properly explain them and indicate the reasons for their
various features.

It has sometimes been charged that the federal agency attempted to
dictate the form of state legislation. This statement, however, presents a
distorted picture of the situation. The facts were that the states were con-
fronted with a new and involved legislative problem with which they had
to deal within a short period of time. Under the circumstances, they
badly needed and usually sought such technical assistance as the Board
could offer. The small size of the federal staff and the large number of
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legislatures taking action in the closing weeks of 1936 necessitated hasty
review of proposals and usually limited to the minimum the assistance
the Board could afford any one state.

Nevertheless, the situation enabled federal representatives to exercise
a very important influence over the legislation enacted. In advising
states, it was but natural for them to recommend the types of provisions
currently deemed most desirable by the Board and its technical staff. On
a few issues on which the Board took no official position, the staff,
through correspondence and personal contacts, undoubtedly tilted the
balance in favor of the views of the federal agency. It is significant, for
example, that, though cither the pooled fund or the employer reserve
account plan would have met the requirements of the Social Security
Actand employers evinced considerable interest in the latter scheme, only
one state other than Wisconsin adopted it exclusively” and only five pro-
vided for it in combination with the pooled fund plan.'® Where there
was strong interest in the employer reserve account system, it is but fair
to say that the pooled fund plan with experience rating was commonly
suggested as a preferable alternative. In some cases, it is probably also
true that federal influence was thrown on the side of broad coverage.
For obvious reasons, the federal agency tried to dissuade states from in-
cluding provisions making their laws inoperative if the Social Security
Act were held unconstitutional.

In general, the efforts of the federal staff were directed to obtaining
sound and workable state legislation within the bounds of the informa-
tion then available, and to clearing up errors and omissions which might
lessen the effectiveness of the unemployment compensation system. On
a few points—notably the provision on the appointment of the personnel
of the unemployment compensation agency—foresight during the legis-
lative period has materially aided the Board in seeking improvements in
administration. The original Draft Bill provided for the appointment
of personnel on a “non-partisan merit basis,” and a later revision, for
appointment “on the basis of eficiency and fitness as determined by . . .
examinations.” These provisions, which were accepted by most of the
states along with other features of the Draft Bill, have proved very useful
in bringing pressure for the establishment of merit systems for state
agencies. On the other hand, some widely copied provisions of the
Draft Bill have since risen up to plague their authors. Notable examples

9 Ncbraska. Wisconsin adopted the employer reserve account plan in 1932,
10 Indiana, Kentucky, Oregon, South Dakota, and Vermont.
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are the requirement of coordinate divisions of unemployment compensa-
tion and employment service and some of the cumbersome features of
the benefit formula and of the experience rating plan.

After the initial period the policies of the Board on legislative service
changed in several respects. Since the creation of state unemployment
compensation agencies, it has dealt almost exclusively with them on leg-
islative problems and left to them the responsibility of defending or op-
posing amendments. Now it rarely sends out legislative specialists from
Washington. Negotiations on legislation are carried on either by corre-
spondence or through the regional representative or the attorney sta-
tioned in the regional office. The regional representatives advise state
agencies on legislative problems, but seldom appear before legislative
committees and then only upon request. The Bureau of Employment
Security continues to maintain a very small staff specializing on these
problems. They advise the states and the field personnel of the Bureau
on legislative questions and develop amendments to meet new require-
ments of federal law and effect improvements in the unemployment com-
pensation systern.

State agencies are asked, but not required, to submit their legislative
proposals to the Bureau for review before introduction and to send in
copics of other unemployment compensation bills likely to receive seri-
ous consideration. This practice enables the Bureau to point out pos-
sible conflicts with the requirements of the Social Security Act and the
Federal Unemployment Tax Act and to raise questions concerning the
desirability of the proposals. Thus, future issues of conformity with
the federal laws often can be avoided, and suggestions can be offered for
improvements in the substance or legal phrasecology of the amendments.
Most state agencies are glad to avail themselves of this service and wel-
come advice on legislation, but a few have shown a tendency to resent
suggestions and to seek advice only on questions of legal conformity.
More and more the federal role is becoming that of advising and caution-
ing states on their own proposals rather than of developing and suggest-
ing amendments to perfect the unemployment compensation system.

ConrormMiTy To FEDERAL Laws

The Social Security Act and the Federal Unemployment Tax Act con-
tain three sets of requirements with which a state unemployment com-
pensation law must conform to qualify the state for grants and to make
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effective the 90 per cent offset against the federal tax. In each case the
Social Security Board makes the determination on conformity.

Conformity Requirements

To entitle employers to credit their contributions to the state unemploy-
ment compensation fund against the federal unemployment tax, the
state law must satisfy the following requirements:**

(1) All compensation must be paid through public employment offices
or such other agencies as the Social Security Board may approve.

(2) No compensation may be payable for unemployment occurring
within two years after contributions begin to accrue.

(3) Receipts of the state unemployment compensation fund must im-
mediately be paid into the unemployment trust fund in the federal
treasury.

(4) Money withdrawn from the unemployment trust fund must be
used only for the payment of unemployment compensation, exclusive of
administrative expenses.'®

(5) Compensation must not be denied because of refusal of work “if
the position offered is vacant due to a strike, lockout, or other labor dis-
pute; if the wages, hours, or other conditions of the work offered are sub-
stantially less favorable to the individual than those prevailing for simi-
lar work in the locality;” or if employment is conditional upon joining a
company union or resigning from or refraining from joining a bona fide
labor organization.

(6) All rights, privileges, or immunities conferred by the state law
must be subject to the power of the legislature to amend or repeal it.

The first of these conditions was intended to discourage the use of
agencies other than public employment offices in the payment of benefits.
In at least two states the Social Security Board has used the authority con-
ferred by this provision to prevent the payment of unemployment com-
pensation through local relief offices. The second requirement was de-
signed to permit the accumulation of a reserve balance before benefits
became payable. The third and fourth safeguard unemployment com-
pensation reserves by compelling the states to keep them in the federal
unemployment trust fund for investment by the Treasury Department.
The fifth helps to protect labor standards by preventing denial of bene-

11 Section 1603 of the Federal Unemployment Tax Act. 53 Szar. L. 1391,

12 This and the preceding requirement are subject to an exception for refunds of sums
erroncously paid into the state unemployment compensation fund.
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fits for failure to accept employment that might be disadvantageous to
workers. The final requirement preserves the freedom of the state to
alter or abolish its unemployment compensation system. Shortly be-
fore the due date of the federal unemployment tax, the Social Security
Board each year must certify to the Secretary of the Treasury the state
laws it has approved under these provisions, excluding any which, after
opportunity for a hearing, it has found to be no longer in conformity
with the terms of the federal act.

The second set of federal requirements relates to eligibility for grants
for the administrative expenses of state agencies.'® It includes the first,
third, and fourth items listed above and the provisions of section 303(a)
relating to administration which were quoted on page 14. In addi-
tion, it stipulates that states shall afford all persons, whose claims for
benefits have been denied, an opportunity for “a fair hearing before an
impartial tribunal” and shall supply information on recipients of un-
employment compensation to federal public works and work relief
agencies upon request. A certification of conformity with these require-
ments must accompany cach grant authorized by the Board.

The third set of conditions affects only states where employers’ con-
tribution rates are being reduced by the operation of experience rating,
employer reserve account systems, or guaranteed employment plans.™
To enable employers whose rates are so reduced to cbtain credit toward
their federal tax equivalent to 2.7 per cent of their payrolls (that is, the
full 90 per cent offset against the 3 per cent federal levy on payrolls), the
state provisions governing rate reductions must conform to certain fed-
eral standards. For employer reserve account systems and guaranteed
employment plans, definite requirements are imposed as to the size of
reserve necessary to qualify for reductions. For experience rating, how-
ever, the only condition set up by federal law is that no employer’s rate
shall be lowered except on the basis of three years’ experience directly
relating to the unemployment risk. Compliance with these requirements
is certified annually by the Social Security Board before the federal un-
employment tax becomes due.

Determination of Conformity
For purposes of conformity under the federal acts, the term “law” em-
braces much more than the state unemployment compensation statute,

13 Section 303(a) of the Social Security Act. 49 Sraz. L. 626.
14 Section 1602 of the Federal Unemployment Tax Act. 53 Szae. L. 1388,
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It also includes other state legislation affecting the administration of the
unemployment compensation system and court decisions and the opin-
ions of attorneys general interpreting or amplifying these statutes, to-
gether with the rules, regulations, and general interpretations issued by
the agency. In some cases, such as the hearing of benefit appeals, even a
procedure may involve questions of conformity. Decisions on benefit
appeals are also scrutinized somewhat and occasional conformity ques-
tions raised. As the Board must periodically certify its findings on con-
formity, it requires states to submit copies of all such materials and
maintains a continuous review of their conformity to the federal provi-
sions. The responsibility for this review is divided between the Bureau
of Employment Security and the General Counsel of the Federal Security
Agency, who has a staff of attorneys specializing in unemployment com-
pensation. The former examines regulations and procedures from the
standpoint both of administrative soundness and of conformity with the
federal acts and notes lack of compliance in actual operation, while
the latter reviews state materials from the strictly legal standpoint and
advises the Board thereon.*®

As most of the requirements of the federal acts are rather clear and spe-
cific, they have raised few complex problems of interpretation for the
Board. The vaguest and broadest provisions are those of section 303(a)
of the Social Security Act that state laws must provide for such methods
of administration as the Board finds reasonably calculated to insure full
payment of benefits when due, and must afford an opportunity for a fair
hearing before an impartia] tribunal if benefits are denied. When state
laws were originally being reviewed for approval, a list of essentials was
prepared, most of which related to these two parts of the Social Security
Act. By far the greater number of these items had to do with fair hear-
ing. Among them were such basic requirements as that claimants be
given prompt notice of benefit decisions and the reasons therefor, that a
reasonable time be permitted for taking appeals, that the appeals pro-
cedure must not be so burdensome as to discourage appeals or necessitate

15 To illustrate the way in which a regulation or administrative practice may raise ques-
tions of conformity: Indiana adopted a rule that a worker’s earnings would not be counted .
in computing his benefits unless his employer had paid the contribution due on them.
The employer’s tax delinquency, therefore, caused a denial of benefits. ‘The General Coun-
sel raised the question whether this did not constitute a failure to pay benefits when due.
Another state, whase law at the time did not fix a definite minimum amount of earnings to
qualify for benefits, arbitrarily adopted the practice of ignoring claims of persons whose
base period earnings were less than $75. This was not warranted by its law and constituted
a denial of benefits when due,
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the employment of counsel, that claimants have the right to produce
evidence and present testimony, and that the composition of the appeals
tribunal be such as to assure impartiality. The items on methods of ad-
ministration dealt mainly with powers essential to enable the state agency
effectively to administer the Jaw. Among them were authority to re-
quire employers to keep the records and file the reports necessary for de-
termining liability under the state act, and the power to institute court
proceedings for the collection of delinquent contributions. Since the
initial period a considerable body of interpretations and declarations of
Board policy has developed around both of these provisions of the Social
Security Act.

Other principal points upon which the Board has insisted in passing
upon state laws are that eligibility for benefits must be contingent upon
the claimant’s loss of work and not merely upon his loss of earnings, and
that benefits must not be payable when the claimant’s physical or mental
disability would prevent acceptance of employment that otherwise would
be suitable. This distinction between unemployment and disability bene-
fits has been derived more from the fundamental nature and purpose of
unemployment compensation than from any single provision of the So-
cial Security Act.

It is significant that the Social Security Board has never refused to
approve a state law formally submitted to it.'® Large numbers of con-
formity questions have been raised by the staff, and states have often
been warned; but either the difficulty has later been removed by amend-
ment or other state action, or it has eventually been passed over by the
Board. Frequently, defects in legislation have been rectified by opinions
of the attorney general of the state or by regulations of the agency. For
example, many of the detailed requirements on fair hearing are covered
by state regulations and procedures rather than by legislation. Neverthe-
less, a strict application of the tests of conformity used by the General
Counsel’s Office and the standards announced by the Board undoubtedly
would disqualify many states for grants. When the issue has been
squarely presented to it, the Board has usually chosen to accept for the
time being state provisions of doubtful conformity and to press for
remedial action rather than to risk withholding grants and the probable

16 The original Utah law was clearly not in conformity with the provisions of the Social
Security Act and was not formally submitted to the Board. This law was repealed and a
substitute measure enacted and submitted.
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suspension of state operations. Grants, however, have often been delayed
pending the adoption of corrective measures essential to conformity.

Because the Social Security Act conferred no specific authority for the
issuance of federal regulations and standards, the conformity provisions
have been stretched by interpretation to cover problems which might
more appropriately have been treated by regulation, if indeed they should
be made the subject of definite federal requirements at all. Furthermore,
there has been a tendency for the federal staff to confuse examination of
state actions for soundness with review for conformity to federal law.
There has been a temptation to try to find conformity issues in situations
where the real question has been one of policy rather than of law. In
short, legal conformity has at times been used as a bogey to frighten
states into accepting federal views when the matter at issue actually has
been a subject of state discretion, and advice and persuasion should have
been used. Naturally, this practice has come to be recognized and re-
sented by the states. Its dangers have led to efforts by the Board to curb
its use in dealing with state problems.

Inasmuch as a finding of nonconformity automatically shuts off grants,
it is much too drastic a measure for ordinary cases. Most of the points on
which conformity questions have arisen have not been sufficiently vital
to warrant withdrawal of support, and the question has either been dis-
missed by the Board or left to be worked out by subsequent negotiation.
Yet even though the issue is ignored or deferred by the Board, it may
cause embarrassment and hardship by delaying grants. Under the pro-
cedure followed for several years, conformity questions usually came to
a head at budget time, and the necessary negotiations inevitably tended
to hold up grants. To reduce delay, the Board has provided that such
questions shall be taken up with the states upon discovery and threshed
out before the budget period if possible; but even so, they tend to pile up
at that time. The severity of the penalty and the danger of interfering
with the orderly operation of state agencies would seem to indicate that
conformity issues should be raised only after thorough investigation of
the circumstances, and then only where the defect in the state law or
practice is sufficiently material to have serious effects on the program.
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THE 100 PER CENT GRANT FOR ADMINISTRATION

Excerr For asout §3,000,000 of state and local funds for employment
service, the entire annual cost of administering the employment security
program is financed from federal grants made by the Social Security
Board under the Social Security and Wagner-Peyser Acts. From British
experience, the President’s Committee on Economic Security estimated
that administrative expenses of unemployment compensation, including
the greater part of the cost of the employment service, would amount to
approximately 10 per cent of the contributions collected for the insur-
ance system. This estimate accounts for the 90 per cent limit on the
offset allowed against the federal unemployment tax. The 10 per cent
of this tax which is actually collected by the federal government was in-
tended to provide the revenue needed for administrative grants, though
it was not legally set aside for that purpose. The proceeds of the unem-
ployment tax are treated as general federal revenue, and an annual ap-
propriation is made by Congress for grants for the administration of
unemployment compensation. Actually, the federal tax now yields
somewhat more than the amount of the grants. The Social Security Act
fixes a limit of $80,000,000 on the appropriation, but the tax produced
about $106,100,000 for the federal treasury in the year ending June 30,
1940.*

Within the appropriation made by Congress, the Board has wide dis-
cretion in the determination of grants for employment security agencies
under the Social Security Act. The Act merely provides that the Board
shall award such amounts as it finds “to be necessary for the proper and
efficient administration” of the state unemployment compensation law,
“based on (1) the population of the state; (2) an estimate of the number
of persons covered by the state law and of the cost of proper and efficient
administration of such law; and (3) such other factors as the Board finds
relevant.”?

As yet the Board has been unable to devise a definite formula for the

1The Social Security Act originally set a limit of $49,000,000 on appropriatons for un-
employment compensation grants. ‘This sum was definitely inadequate and was raised to
$80,000,000 by amendment in 1939. Actual administrative expenditures of state agencies

in the fiscal year 193940 amounted to $65,551,505.
2 Secton 302. The words “and efficient” were inserted in 1939,
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determination of grants, and in all likelihood it never will be able to
construct one. Its problem in arriving at the necessary cost of “proper
and efficient administration” of a state agency is very similar to that of
a legislative body in fixing the appropriation of a given bureau. It must
consider the resources available for expenditure, the nature, magnitude,
and worth of the program of the particular agency in relation to the
activities of other agencies, the past level of expenditures, and any special
conditions affecting administration and costs. In short, the task of the
Board is largely one of budget analysis. Formulas and cost standards
may be developed which will be helpful in appraising the needs of dif-
ferent states, but no substitute can be found for thorough review of de-
tailed budgets, supported by an examination of operating programs.
Population and the number of covered workers provide no adequate
measure of administrative costs.

The Board carly decided that it must base its grants on itemized state
budgets, and prescribed forms and regulations governing their content
and the procedure for their submission and review.” The budget as re-
vised and approved by the Board becomes in effect the appropriation for
the state agency. Not only does it establish the total amount of the grant,
but it also fixes the sum which may be expended within each budget
category. Grants are paid to the states in quarterly installments, and the
unexpended balance at the end of one budgetary period is deducted from
the approved budget for the next in determining the succeeding grant.

A different set of principles governs the action of the Board in making
grants for employment service under the Wagner-Peyser Act. In this
case, the federal appropriation is apportioned among the states according
to population, and grants must be matched by state and local funds. In-
asmuch as the Act limits this appropriation to $3,000,000 a year—only a
small fraction of the cost of maintaining the employment ofhce system—
the Social Security Board merely credits the Wagner-Peyser grant and
the state matching funds against the total approved budget for unemploy-
ment compensation and employment service, and the remainder is fi-
nanced by grants under the Social Security Act. Wagner-Peyser grants

3 Social Security Board, Instructions to State Unemployment Compensation Agencies
Relative to Fiscal Affairs in Connection with Grants Made Pursuant to Title 11l of the Soctal
Security Aet, Instruction UC-501, December 1936, These instructions have been revised
several times and considerably claborated. The current provisions are contained in Instruc-
tions to State Agencies Relative to Fiscal Affairs in Connecrion with Grants Made for Ex-
penses of Unemplayment Compensation and Employment Service Administration, Instruc-
tion ES-501, September 1939.
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are paid quarterly in advance, subject to later adjustments if the state
does not spend an equal amount of its own money.* Eligibility for these
grants is contingent upon federal approval of the plan of operation of
the state employment service and upon compliance with federal stand-
ards and regulations relating to employment service. To qualify for a
social sccurity grant, the state must match its current Wagner-Peyser
apportionment in full.

Errects oF THE 100 Per CeEnT GRANT

The wisdom of the unmatched grant by the Social Security Board for
unemployment compensation administration has often been questioned.
It involves a radical departure from the established grant-in-aid practice
of the federal government and has created many new and difhcult prob-
lems for both the federal and the state agencies concerned. As a unique
experiment in federal-state relations and because of its important effects
on the administration of the employment security program, the 100 per
cent grant for unemployment compensation administration deserves
careful examination.

The 100 per cent grant doubtlessly accelerated the establishment of a
nation-wide system of unemployment compensation. Coupled with the
offset against the federal tax, it left the states no excuse for failing to enact
unemployment compensation laws. Delay meant the loss of large
amounts of revenue that might be applied to unemployment benefits,
while action did not impose an added drain on existing state resources.

Adequate Financing of State Administration

As a continuing arrangement the 100 per cent grant assures reasonably
adequate financing of unemployment compensation administration in
all states. It is possible, of course, that Congress may fail to make suffi-
cient appropriations for the grants; but this danger is small by compari-
son with the virtual certainty that some states would refuse, or lack the
resources, to provide adequate funds for matching federal grants made
in the usual manner. Even if half the proceeds of the federal unemploy-
ment tax were returned to the states to enable them to match the federal
grants, a number of states would have to draw on other revenues to ob-
tain the sums required to operate the system.

4 Under the rules of the Social Security Board, expenditures for employment scrvice are

to be charged first to state and Wagner-Peyser moneys in equal amounts and the excess to
the grant under the Social Security Act.
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The 100 per cent grant serves to equalize the burden of financing un-
employment compensation administration. This is a matter of impor-
tance, for experience already demonstrates that administrative costs vary
widely among the states. For example, the large, densely populated
industrial states have low unit costs, and the sparsely settled states with
small numbers of insured workers have high unit costs. Administrative
expenses range from less than 6 per cent of contributions in some big
industrial states to more than 15 per cent in a few thinly populated states.
Inasmuch as unemployment 1s a problem of the economic system and
unemployment compensation is a national program, it is only fair that
the cost of administration should be equalized to a large degree.

Tendency toward Extravagance

While complete federal financing has evened the burden and provided
the necessary funds for launching the unemployment compensation pro-
gram in all the states, there can be no question that it also has lessened
state interest in the economical administration of the system. As the
state government bears none of the cost, it has little dircct incentive to
strive for economy. In fact, it has an inducement to spend freely, as it
makes the appointments and the expenditures, State administration of
unemployment compensation is a case of power to spend without re-
sponsibility for raising the funds expended. The early budgets sub-
mitted by unemployment compensation agencies gave ample evidence
of this fact. It was not surprising that some agencies should try to obtain
unnecessary equipment and unduly elaborate quarters and furnishings,
or that some states should seck to inflate the personnel and raise salary
levels for patronage purposes.

Yet most of the waste found in unemployment compensation budgets
has been due to lack of experience rather than to extravagance. Until
benefits had been paid for a time, state officials simply did not know how
much personnel and equipment would be required or what types of
employees and machinery might be best adapted to the undertaking.
Under the circumstances, it was natural for administrators to over-esti-
mate their requirements in order to be on the safe side. Against the
cases of atempted extravagance that might be cited must be aligned
others in which state salary scales and furniture requests were more
modest than the federal agency itself would probably have proposed
under the circumstances. Much more has depended upon the tempera-
ment of the individual official and the tradition of the state administra-
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tion than upon the method of financing the agency. Nevertheless, it is
fair to say that budget requests would almost certainly have been con-
siderably more conservative if the states had been providing a large part
of the money.

Relaxation of State Controls

It is also true that the lack of a direct financial stake in the administra-
tion of unemployment compensation has resulted in the relaxation—
amounting in some cases to partial discontinuance—of normal state ad-
ministrative controls over employment security agencies. For example,
one can literally count on the fingers of onc hand the states in which the
state budget officer actually reviews and revises the budgets of the em-
ployment security agency.” In most states he does not even see them.
If they are presented to him, it is merely to obtain his signature before
submission to the Social Security Board. Unemployment compensation
administration is not included in the state budget or the appropriation
act, and its requirements are not ordinarily examined by the legislature.

As a rule, state fiscal officers make little effort to control the expendi-
tures of the employment security agency, except to see that they do
not exceed the available funds and that they conform to the customary
expenditure regulations of the state, such as those on automobile mile-
age allowances, reimbursement of travel expenses, etc. Vouchers pass
through the regular channels and receive the usual scrutiny by fiscal
officers, but many states do not make as complete a post-audit of the fi-
nances of the employment sccurity agency as of other departments.
Some states with centralized purchasing have also allowed employment
security agencies unusual latitude in making their own purchases. The
relaxation of state controls is due in a measure to lack of interest in the
economical administration of employment security agencies and in part
to a belief that such controls would largely duplicate those maintained
by the Social Security Board.

Increased Federal Supervision and Control

Complete federal ﬁnancing and the inadequacy of state control over
the expenditures of employment security agencies have greatly enlarged
the responsibilities and complicated the task of the Social Security Board.

5 The outstanding excepdon is New York, where the state budget officer makes a thor-

ough review of the employment security budget and himself presents it to the Social Se-
curity Board.
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To an unusual extent Congress and the public have viewed the Board as
accountable for the character of unemployment compensation adminis-
tration in the states. This has increased the watchfulness of the Board
and spurred its efforts to raise the level of efficiency of state agencies. It
is significant that no other federal agency exercises as close supervision
over the administration of federally aided state activities as does the Social
Security Board in the field of unemployment compensation.® And the
Board wields a much greater influence in this field than in that of old-
age assistance, where it furnishes only half the funds.

While the 100 per cent grant has increased the need for federal super-
vision, it has also facilitated the establishment of federal controls and
standards of administration. The failure of the Social Security Act to
provide specifically for national standards and regulations has more than
been offset by the discretion vested in the Board as to the determination
of grants. The power to fix the total budgets of state agencies practically
compels the Board to develop its own tests of need and national stand-
ards of proper and efficient administration. In reviewing and revising
these budgets, it cannot but delve into the validity and effectiveness of
the methods of operation and make decisions vitally affecting the admin-
istration of the agencies.

Despite talk of states’ rights and the contention that in making grants
the federal government is merely returning to the states a part of the
payroll tax revenue which it has withheld from them, state officials
rather generally recognize that complete federal financing of admints-
trative costs creates a different federal-state relationship entitling the fed-
eral government to a greater voice in the conduct of the enterprise. It is
admitted, perhaps grudgingly, that so long as the states are dependent
upon the national government for the money, they must expect it to ex-
ercise considerable supervision. In fact, at least one governor is reported
to have said that he looked upon unemployment compensation as a fed-
eral, rather than a state, program. The method of financing employ-
ment security agencies and the high degree of federal supervision which
it has entailed have undoubtedly set them apart from other state depart-
ments and tended to give them a quasi-federa] status.

6 The nearest approach was the United States Employment Service in the administration
of grants under the Wagner-Peyser Act.  This law confers unusually broad authority to set
standards, and the United States Employment Service availed itsclf of the opportunity to 1n-
crease the cfficiency of state administration. To a considerable degree it pioneered the way
for the Social Security Board. The methods used by the United States Employment Service
arc described in Atkinson, Qdencrantz, and Deming, op. cit., Chapters 4 and 10.
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In one important respect, however, the fact that the federal grant is
unmatched reduces the effectiveness of federal supervision: it greatly in-
creases the difficulty of recovering the funds in case of improper expendi-
ture. If the state is required to bear a fixed proportion of the cost, ex-
penditure items disallowed by the federal auditors can be charged to the
state’s appropriation and be deducted from the matching amount in fix-
ing the next apportionment. Thus, the federal government can prevent
misuse of its grants and penalize the state which fails to observe the con-
ditions attached to them. But with the 100 per cent grant, there is no
state appropriation that can be charged. Any reduction of the next allot-
ment below the amount of the approved budget of the state agency may
restrict its operations and impair the program for which the grant is
made. This deprives the federal government of a useful sanction for the
enforcement of minimum standards of administration and compels it
either to dismiss the violation of its requirements with an admonition
or to consider the complete withdrawal of federal aid. The latter is such
a powerful weapon that it can rarcly be employed. The threat of use is
harmful to state relations, and actual use is disruptive of the program.
The lack of a more practicable sanction to enforce compliance with essen-
tial federal regulations is one of the serious defects of the present method
of financing unemployment compensation administration.”

ALTERNATIVES TO THE 100 Per CENT GRANT

Because of the problems created by the existing type of grant, various
alternative methods of financing unemployment compensation adminis-
tration have been proposed. Some of the principal possibilities will be
examined.

Complete State Financing

One suggestion offered by some state officials is that the federal gov-
ernment simply return to each state the amount of tax collected in it.
Another having the same effect is to raise the offset against the federal
tax from 90 to 100 per cent and permit the states to make a corresponding
increase in contribution rates, from which they would then meect their
own administrative expenses. Either of these schemes would auto-

7 As indicated in Chapter VI, the federal agency would be in a better position to obtain

compliance with its regulations if the 100 per cent grant were made as a reimbursement
rather than as an advance.
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matically turn the money over to the states. This would eliminate fed-
eral review of state budgets and with it most of the federal supervision.
Without some discretion in the determination of grants, the Social Se-
curity Board could not obtain acceptance of national standards and
would have only an advisory relation to state agencies.

Such a change would practically convert the federal-state system of
unemployment compensation into a collection of substantially independ-
ent state systems. The result would be a marked reduction in adminis-
trative efficiency. Many states which have accepted the merit system
only under federal pressure would soon revert to spoils politics in the
selection and removal of personnel. 'Wholesome regulations on purchas-
ing and fiscal administration—often adopted to meet federal require-
ments—would probably be abandoned in many cases. The influence of
the Social Security Board for uniformity and coordination among agen-
cies would be undermined. Some of the smaller states, where adminis-
trative expenses inevitably exceed 10 per cent of contributions, would
find it impossible to maintain their agencies from the revenue which this
kind of an arrangement would supply.

If the federal unemployment tax were left on the statute books sub-
ject to a 100 per cent offset provision, some kind of state unemployment
compensation system would still be necessary to enable employers to
claim the credit against the federal tax, though it might be a seriously
defective system. But, if the federal tax were repealed to make room
for an increasc in state contribution rates, there would be nothing to
prevent states from abolishing unemployment compensation entirely,
In view of the newness of the program, it is not unlikely that a number
of states would do so. For those who sincerely wish to see unemploy-
ment compensation preserved and made more eflective, these substitutes
for the present method of financing are far too dangerous to deserve seri-
ous consideration.

Matching Grants for Cost of Proper Administration

An alternative which merits more careful examination is a matching
grant somewhat similar to that now made by the Social Security Board
for the administration of aid to the blind. This grant amounts to one-
half of the administrative expenses “found necessary by the Board for
the proper and efficient administration of the state plan” of assistance to
the blind.* This provision enables the Board to review state budgets and

853 Star. L. 1397,
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fix the total to which it will contribute on an equal matching basis, but
does not prevent the state from spending a greater sum, provided it is
willing to meet the excess entirely from its own funds.

If applied to unemployment compensation, this plan would require
raising the offset against the federal tax from 90 to 95 per cent to enable
the states to obtain the additional revenue needed for matching federal
apportionments. To give the states a real incentive for economy in the
administration of unemployment compensation, the 5 per cent addition
to their payroll levies would have to be treated as general state revenue
available for any purpose, just as the proceeds of the federal unemploy-
ment tax are now treated by the federal Act. Economy in unemploy-
ment compensation administration would then increase the funds avail-
able for other state uses and would help to balance the state budget. If
the new revenue were restricted to unemployment compensation pur-
poses, state officials and legislatures would probably show little, if any,
more concern about economy than they do under the present arrange-
ment, as it would neither release money for other activities nor reduce
the taxes they must levy.

Special provision would need to be made for the less populous states
which cannot be expected to administer unemployment compensation
on an amount no greater than 10 per cent of contributions. This could
be done by permitting the Social Security Board to make a supplementary
grant equal to the sum by which the necessary cost of proper and efficient
administration in any state exceeded 10 per cent of the payroll tax. Be-
cause of the small size of the states affected, these supplementary grants
would not add greatly to the federal appropriation required. With a 95
per cent offset against the federal payroll tax, the 5 per cent collected by
the federal government would more than cover the regular matching
grants and supplementary grants, because the total cost of proper admin-
istration falls much below the 10 per cent level in large industrial states.

This method of financing would have several advantages over the
present plan. By requiring the state to bear a substantial part of the cost,
it would provide a genuine incentive for economy and the application of
the usual state administrative controls. It would also enable the Social
Security Board to deduct from its grants and the state matching funds
any expenditures made in violation of federal standards. This would pro-
vide a means of safeguarding federal grants and penalizing infractions
which now can be dealt with only by threat of complete withdrawal of
federal support. The combination of these things would allow the Board
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to discontinue the itemization of grants and the advance approval of
various transactions. As the Board would still have to determine the
necessary cost of proper and eflicient administration, it would continue
.to review detailed budgets, though its revisions need only affect the total
amounts granted. It would also have the same authority as it now pos-
sesses to establish minimum standards of administration as a condition
of eligibility for grants. Thus, the Board would retain the means of
preventing waste and of improving state administrative practices while
being relieved of the necessity of maintaining many of the minute con-
trols which have greatly complicated its work and tended to impede state
operation. On their side, the states would gain a real responsibility for
the conduct of unemployment compensation and greater flexibility in
the administration of their agencies.

The principal objection to such a plan is that some states might divert
to other uses too much of the additional revenue obtained from contribu-
tions and fail to make sufficient appropriations for the administration of
unemployment compensation. This is a possibility, but it is a risk that
all other state activities must run. Either this risk must be assumed or the
attempt to create an incentive for economical state administration must
be abandoned. If the main concern is to assure adequate support in all
states, the 100 per cent grant is the best plan. If it is deemed desirable to
stimulate state interest in the cost of administration, then the state must
participate in the financing on a basis which makes the reduction of costs
advantageous to it. There appears to be no method of penalizing ex-
travagance and rewarding efficiency which does not entail the possibility
of niggardliness.’

CoNCLUSIONS

It is evident that the 100 per cent grant imposes a much heavier re-
sponsibility upon the federal agency than does the usual type of match-
ing grant, and that it compels greater watchfulness and closer supervi-
sion to avoid extravagance. Yet, experience with unemployment com-

9 It has sometimes been suggested that the additional revenue released to states by a 95
per cent offset should be available only for unemployment compensation purposes and that
the amounts not used for administration should go into the reserve fund. While some
agencies would strive to keep down costs in order to build up their reserve funds, others
would make little effort to do so. Moreover, this arrangement would not stimulate the in-
terest of state fiscal officers and the legislature in the cost of unemployment compensation
administration, as the level of unemployment compensation expenditures would not affect
the rest of the state budget.
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pensation thus far indicates that unmatched grants can be administered
successfully and without serious waste. Most state unemployment com-
pensation administrators have sincerely desired to make a good record
and have striven to keep costs within reasonable limits. Moreover, the
lessened interest of the state government in economical operation has
been counterbalanced by intensified federal efforts for efficiency.

As the 100 per cent grant has been administered by the Social Security
Board, it certainly has not produced the unfortunate results that might
have been feared, but rather has been used as a powerful instrument for
improving administrative methods in many states. On the basis of ex-
tensive field studies the author is inclined to believe that, in general, em-
ployment security agencies are being administered quite as efficiently as
other state departments having equally difficult problems. In fact, he
would not be surprised if a careful comparison would indicate a higher
level of efficiency, though exceptions would have to be made for certain
states. Any appraisal must, of course, take into account the newness of
the program. Some waste was inevitable in launching an undertaking
as intricate as unemployment compensation. The initial costs were
bound to be high, but they have already been sharply reduced.

In so far as personnel, procurement, and certain fiscal practices are con-
cerned, employment security agencies compare very favorably with other
state departments, and in many states are definitely superior. While the
character of these practices does not constitute a true measure of the over-
all efficiency of an agency, it has such far-reaching effects upon the level
of administration as to give it considerable significance as an index.

Nevertheless, if the federal-state system is to be the permanent plan for
administering unemployment compensation, serious consideration might
well be given the desirability of substituting for the present method of
financing a type of matched grant somewhat on the order of that de-
scribed above. To assign broad administrative authority to states with-
out requiring them to bear a substantial part of the cost is anomalous and,
in spite of federal efforts, potentially dangerous. The finances of state
employment security agencies should be subjected to the same scrutiny
by state budget officers, auditors, and legislatures as those of other ad-
ministrative units. The absence of interest and control is unhealthy and
imposes an excessive burden on the Social Security Board. Greater state
financial responsibility and a broader type of federal supervision would
seem more appropriate to an enterprise actually carried on by state agen-



I00 PER CENT GRANT FOR ADMINISTRATION 53

cies. It ought to be possible to devise a form of matched grant which
would increase state interest and responsibility, yet retain in the federal
agency adequate authority to review budgets and operating programs
and to maintain sound minimum standards of administration.



CHAPTER V

BUDGET AND GRANT PROCEDURE

Tne BupceTs which the Social Security Board requires of state employ-
ment security agencies present expenditure estimates in about the same
degree of detail as a modern municipal budget. Estimates are divided
into fifteen categories by types of commodities and services in accordance
with the expenditure classification of the federal government, and the
request for cach category must be supported by appropriate explanations
and schedules, Personal services are shown by organization units and
broken down by classes of positions and salary rates, with a segregation
of permanent and temporary positions. Equipment estimates are jtem-
ized in detail. Formerly, separate budgets were required for unemploy-
ment compensation and employment service, but now one budget is sub-
mitted covering both functions.!

The quarter was originally adopted as the budget period. During the
first few years, the agencies were undergoing such rapid development
that it was impossible to foresee their needs for more than three months.
In fact, even quarterly estimates involved a large element of guesswork
because of the number of unknowns in the program. Quarterly budget-
ing, however, imposed a heavy burden of fiscal work on beth state and
federal agencies. One set of estimates had scarcely been approved by
the Board and the necessary adjustments made in the states before it was
time to start the preparation of another. The regional staff of the Board
was constantly engrossed in budget problems and had little time to de-
vote to other matters. State ofhcials also had to spend an extraordinary
proportion of their time on fiscal problems, while the agencies had to
live a hand-to-mouth existence. Though this was unavoidable in the
beginning, the desirability of a longer budget period was generally rec-
ognized. After the first year of benefit operations the Board permitted
states with at least six months of benefit experience to go on a semi-
annual budget basis. By 1940 nearly all the states were operating on
this basis.

An annual budget period will be feasible after there is somewhat more

1 Joint use of personnel and facilities made an accurate division of estimates between

unemployment compensation and employment service impractical because the budget of
each usually included part of the cost of the other function.
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expericnce on which to base estimates. The longer period would reduce
the time consumed in fiscal work and permit more stable operation. In
the past, agencies have often had to make hasty adjustments in personnel
and programs because of unexpected changes in their quarterly grants.
In a measure, annual budgeting would simplify the preparation of esti-
mates because over a year the fluctuations in work load would tend to
cancel out, but it would also greatly increase the difficulty of forecasting
the total volume of benefit claims to be handled. Any system of annual
budgets and grants, therefore, must provide for reserves or supplementary
grants to meet unforeseen changes in the labor market. In addition, it
should require state agencies to allot their funds by months or quarters
for better fiscal planning and control of expenditures.

The preparation of the budget is normally a responsibility of the busi-
ness manager or fiscal ofhicer of the state agency, under the direction of
the head of the agency. As a rule, the director himself takes rather an
active part in the formulation of the budget. Many agencies call upon
the heads of the principal units for estimates of their needs, but this is
by no means universal practice. If the agency is a part of the state labor
department, the budget is usually referred to the commissioner of labor
for approval before submission to the Social Security Board.

Bubpcer Review

The federal review of state budgets was originally handled by a small
group of analysts in the central office of the Bureau of Unemployment
Compensation. State administrators generally came to Washington to
discuss their estimates directly with the federal officials. The uncer-
tainties of the enterprise and the lack of any measures of expenditure
requircments made the review, like the preparation, of the estimates
rather a blind and difficult task. In some cases large reductions were
made because requests clearly exceeded needs and the ability of the
agency to build up its organization. To cite an extreme example: one
populous state submitted an initial budget for over $250,000, which was
cut to about $80,000 by the Bureau of Unemployment Compensation,
but actually less than $30,000 was spent during the quarter.

In general, the Bureau sought to forestall obviously extravagant and
unnecessary proposals, and to compel careful preparation and reasonable
substantiation of state requests. Elaborate quarters and furnishings
were frowned upon, and a special effort was made to keep salaries in
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agreement with those for similar positions in the state government. The
application of these policies often led to numerous detailed adjustments
in salary rates and equipment estimates. Many of these changes were
small—a $5-a-month cut in the salary for a particular position—and some
a bit petty, for instance, the deletion or reduction of an item for desk sets
or a change in the number or price of office chairs.® Yet they may have
made state officials somewhat more conservative in the preparation of
subsequent budgets. To a large degree, budget review amounted in the
early stages to little more than a rough application of common sense with
a certain amount of higgling or trading to keep expenditures down.

Regional Review

In the second year of the program, the Bureau began sending its budget
analysts into the states to make a preliminary review of estimates and
to go over the requests with officials of the agencies. The regional repre-
sentatives regularly stationed in the field participated in these confer-
ences. The field review was followed by further revision by the Bureau
in Washington before the budget was submitted to the Board. Subse-
quently, most of the budget analysts were transferred to the field as
assistant regional representatives, but the central review was retained.

The regional representative has gradually come to play a ma]or role
in the budget process. While he is not supposed to participate in the
preparation of state budgets, he occasionally has done so, and he often
exercises a considerable influence on their preparation. State officials
commonly consult him before or while formulating their estimates to
obtain his advice on problems and to ascertain the probable reaction of
the Washington office to their proposals. Also, the budgets often reflect
his efforts to induce agencies to effect changes in line with the recom-
mendations of the federal Bureau. In a few cases the regional repre-
sentative is so close to the agency and so thoroughly acquainted with its
operations that he functions almost as one of its officials and takes part
in most of the important administrative discussions. On the other hand,
some agencics maintain rather an arm’s-length policy in their dealings
with the regional staff and consult it only when necessary to avoid future
complications. Ordinarily, relations are on a friendly and informal basis
which permits the regional representative to exert a substantial influence
without raising questions of prerogative. Much, of course, depends on

2 In one case an item of $13.80 for two desk lamps was cut to $4 because $2 lamps were
considered adequate. Such adjustments were not uncommon,
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the ability and personality of the representative and the attitude of the
state officials.

The budget is due at the regional office two months before the begin-
ning of the fiscal period. After making a careful analysis, the regional
representative or one of his assistants visits the state and goes over the
estimates in detail with the ofhcials of the agency. Proposed changes are
usually discussed and many are agreed upon at this time. The regional
representative then completes his revision and transmits the revised
budget to the Bureau with explanations and recommendations. New
questions of policy and particularly difficult issues that might adversely
affect his relations with the state are commonly referred to the central
office for decision.

Central Review

Upon receipt at the Bureau of Employment Security in Washington,
the budget is checked for mathematical accuracy and subjected to an
elaborate routine examination. Estimates are compared with previous
expenditures for consistency; personal service items are examined for
adherence to the approved classification of positions and the salary sched-
ule and for the discovery of abnormal salary increases; rental items are
compared with the terms of the leases; and equipment requests are
checked against price lists and the agency’s inventory to verify prices
and prevent unnecessary purchases.

The results of this routine examination, together with the copy of the
budget bearing the regional representative’s revisions, go to the section
of the Field Division which handles relations with the particular state.®
Here the budget is reviewed for the validity and reasonableness of the
requests, with particular emphasis upon stafing, quarters, and equip-
ment and upon the desirability of proposed changes in organization and
procedure. 'The review of the budget brings to a head many issues aris-
ing out of field studies and the analysis of materials received from the
states.* Frequently, it opens up active negotiations for the adoption of
federal recommendations and enables the Bureau to apply financial
pressure to obtain their acceptance. Since the early months of benefit

3 As indicated in Chapter II, the work of the Field Division is carried on through four
scctions, each responsible for three of the twelve regions.

4+ A good example was the revision of the Indiana budget for the six-month period be-
ginning in July 1939, On the basis of a detailed survey of central and local office opera-
nons, the budget was reduced from $821,236 to $720,363. In this case the greater part of
the revision was made in the regional office,
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payment, there has also been a vigorous drive to reduce the cost of
Operatlon.

The relative proportion of budget revisions made in the regional
offices and in Washington has progressively shifted, with the former
comprising an increasing part of the total. The majority of changes now
originate in the regions. After some complaint from the regional per-
sonnel, the Bureau has adopted the policy of clearing with the regional
representative all the revisions it has proposed in order to obtain his ad-
vice before presentation of the budget to the Board. As a rule, only
those changes are now made which are accepted by the regional repre-
sentative. This procedure has proved necessary to avoid adjustments
which do not take adequate account of local conditions or possible effects
on federal-state relations.

Board Action on Budgets

The Bureau presents the revised budget to the Board with its recom-
mendations on the grant. Major questions of policy are normally taken
up with the Board, as well as any conformity issues. In view of the
breadth of the social security program, the Board has given remarkably
close scrutiny to the budgets of employment security agencies and often
has gone into considerable detail in its analysis and revisions. The trend,
however, is toward confining Board action to basic problems of policy
and leaving the detailed application of federal policies to the Bureau. In
many cases the Board has attached to its grants definite restrictions or
conditions to be fulfilled by the state agency. It has frequently specified
that none of the money is to be used for certain purposes or that certain
changes are to be made in the operation of the agency. In several grants,
for example, it has instructed the agency to unify its local organization
for employment service and unemployment compensation.

In the summer of 1938 the Board adopted the policy that each agency
must progressively scale down its administrative expenses during the
coming year so that by July 1939 they would not exceed 10 per cent of
contributions. In pursuance of this policy many budgets were approved
by the Board with the condition that certain additional economies were
to be effected during the period and that further reductions were to be
made in preparing the succeeding budget. When this 10 per cent rule
was adopted, expenditures exceeded 15 per cent of contributions in sev-
eral of the states then paying benefits, The rule was an effective oppor-
tunistic device for forcing a rapid reduction of administrative expenses,
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but was difficult to justify as a measure of budget requirements. It had
very unequal effects on different agencies and soon had to be modified to
meet the needs of the sparsely populated states which could not operate
on such an amount.

Improvements in Budget Procedure

The major weaknesses of the budget review procedure have been de-
lay, lack of cost standards, and limited knowledge of local conditions on
the part of the central office staff. Up to the fall of 1939, grants fre-
quently were not made until after the opening of the period to which
they related—sometimes as much as several weeks later. This, of course,
caused embarrassment for all parties concerned. While quarterly budg-
eting prevailed, delays were especially serious as they left the agencies
little time in which to effect the economies required to meet budget cuts.
Several factors were responsible for delay in making grants. Lateness in
hling state budgets was a common cause. The minuteness of the fed-
eral review at both the regional and central office levels and the number
of different units through which budgets passed were important factors,
Efforts to clear up conformity issues and to obtain changes in state or-
ganization and methods also slowed down the budget process. The
delay of grants has practically been eliminated by placing greater reli-
ance on the regional review of budgets and by adopting the policy of
threshing out conformity issues between, rather than at, budget review
periods.

Budget review could be further simplified and accelerated by assign-
ing the detailed examination and revision of budgets entirely to the re-
gional ofhices and reducing the duplication of work between the regional
and central staffs. At the same time decentralization would place re-
sponsibility on the regional representatives who possess an intimate
knowledge of the state agencies with which they deal, and would largely
remove the danger of budget adjustments being made without an ade-
quate understanding of local conditions. If the work were shifted to
the regions, some increase in regional personnel would be required, and
certain records now used by the Bureau in the routine checking of esti-
mates would have to be transferred to the regional offices.

Experience in a few states indicates that it might be worth while to
include the state budget officer in the budget conference between the
regional representative and the officials of the agency. Though the state
budget officer does not have the understanding of unemployment com-
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pensation and employment service operations which the regional repre-
sentative possesses, he has a knowledge of state salary scales, price levels,
administrative regulations and procedures, etc., which would be very
useful in the examination of the budget. In Connecticut, where the state
budget officer has normally participated in the budget conferences, the
practice seems to have proved helpful to both parties.

If the detailed revision of budgets were assigned to the regional staffs,
the central office review could be limited to a general examination of the
revised budget to enable the Bureau to assure itself that the work of the
regional office had been properly performed and that the policies of
the Bureau and the Board had been observed. Many questions would
have to be submitted to the central office for advice or the determination
of policy. The maintenance of good relations between the regional staff
and the state agency would likewise necessitate the referral of some espe-
cially important or delicate budget issues to the Bureau for decision. The
centra] office would also need to examine budgets from the standpoint of
comparative costs to see that estimates were being kept in reasonable,
agreement with federal cost standards and with expenditures in similar
states. In addition, decentralization would call for increased inspection
of regional offices and for more surveys of state operations by the Bureau
staff.

State and federal officials have recognized almost from the outset that
the whole budget process—in the states, the regional offices, and the Bu-
reau—would be greatly aided by further expenditure analysis and the
development of comparative cost data. The present paucity of informa-
tion has handicapped the states in preparing their estimates and the Bu-
reau in reviewing their requests. A number of rules of thumb have been
devised by the Bureau to aid in the examination of budgets; for example,
certain rough indices of personnel requirements, such as a given number
of employees per 10,000 insured workers and a certain ratio of field
auditors and investigators per 1,000 employers subject to the payroll
tax. But these rules have had only very limited value in judging the
needs of a particular state. To remedy this situation, the Bureau of Em-
ployment Security has undertaken a series of cost studies in cooperation
with a number of state agencies. It is hoped through these studies to
determine the usual unit costs and staffing requirements of the principal
activities involved in the operation of unemployment compensation in
states of various sizes and with different types of procedures.
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Tre ITeMizED GRANT

Unlike most federal grants-in-aid, those for unemployment compensa-
tion administration have not been made in lump amounts, but have re-
quired item-by-item observance of the budget as approved by the Social
Security Board. In effect, the revised budget is a detailed appropriation
act for the state agency. Any expenditure not in conformity with the
approved budget is subject to disallowance by the federal auditors. In
the beginning, grants were so divided as to show the central office of the
agency and each local employment office separately, and were then
broken down by fifteen expenditure categories, and within the category
for personal services, by classes of positions.” Segregation of employ-
ment oflice expenses by individual offices was soon found impracticable
and was abandoned for most expenditure categories.

As the Board’s regulations stood in 1940, the approved budget was
binding upon most state agencies in the following degree of detail: the
total allowance for personal services was subdivided by classes of posi-
tions, and, while the state was allowed to make transfers among offices,
federal approval was required for adjustments involving changes in the
salary rate or the number of positions in any class. Other current ex-
penses were set up in thirteen expenditure categories for the agency as a
whole, except that the amounts for rent of premises and for repairs and
alterations were subdivided by ofhices. Equipment items were listed in
detail, with a tolerance of 10 per cent permitted for variations in prices.

5 The expenditure categories are as follows:

Personal services
Other current expenses:
Supplies
Cormmunications service:
Telephone
Telegraph
Postage
Travel expenses
Transportation of things
Printing and binding
Adverusing
Heat, light, and water
Rents:
Premises
Equipment
Repairs and alterations
Miscellaneous
Equipment

This classification corresponds to that used by the federal government and differs in details
from the expenditure classifications of most states.
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Transfers among any of these categories, classes, or items required ap-
proval by the Bureau of Employment Security, and expenditures in ex-
cess of the allowed amount for any subdivision of the grant were subject
to disallowance by the Board’s auditors.

The itemized grant was instituted by the Social Security Board pri-
marily because of fear that the 100 per cent grant might lead to extrava-
gance and maladministration. In considerable measure it represented a
reaction to the somewhat grandiose proposals submitted by a few states
carly in the program and to some exasperating requests involving exces-
sive salaries or ncedlessly expensive equipment.® In view of the impos-
sibility of compelling the states to meet such expenditures from their own
funds, the Board felt it necessary to impose sufhcient restrictions upon
the use of federal grants to prevent abuse. Because it lacked minimum
standards for the control of state administrative practices and was un-
certain of its authority to prescribe and enforce such standards, it re-
sorted to itemized grants and minute control of expenditures as the
means of protecting administrative funds.

It is fair to say that the itemized grant has tended somewhat to curb
extravagance. It has helped to prevent the creation of needless jobs, and
it has, no doubt, forestalled the purchase of a few oriental rugs and some
costly furniture for executive offices. But most of the items lopped off
the budget could probably have been eliminated almost as effectively by
making a corresponding reduction in the total grant and explaining the
matter to the state, without requiring item-by-item adherence to the ap-
proved budget. In the aggregate the Bureau reduced the budgets of
state agencies by more than $22,000,000 for the fiscal years 1938 to
1940. This reduction, however, was due to detailed budget review
rather than to the highly itemized form of the grant. The very fact that
the states have returned large sums at the end of most fiscal periods—for
the same three years expenditures were nearly $19,000,000 less than the
total approved budgets—indicates that deliberate extravagance has not
been as prevalent as some have believed. It would seem to show that,
despite the thoroughness of the budget review, total grants have generally
exceeded needs and that the states have not been especially prone to inflate
their expenditures simply because they have had the money.

Though agency officials have generally sought greater flexibility in the

8 An early example, which was often cited, was that of a state which included a number

of $50 chairs in its budger. The item was cut, and suitable chairs were eventually pur-
chased for $12.50.
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use of administrative funds, some have viewed the itemized grant as a
useful shield against political pressure, Undoubtedly it has many times
helped a state administrator to resist pressure for political spoils either in
appointments or purchases. He could plead that he had no leeway for a
certain expenditure within the grant and that the Bureau would not
approve a transfer for the purpose suggested. Or, if need be, he could
file a transfer request and intimate to the regional representative that its
rejection would not be resented.

But, viewed more broadly, the itemized grant has proved cumbersome
and unduly restrictive in operation. It has hampered agencies in effect-
ing desirable adjustments of personnel and procedures within the budg-
ctary period. If an administrator has found that three typists and two
stenographers would meet the needs better than three stenographers and
two typists, or that $2,000 of additional office equipment would save
$3,000 in clerk hire, he has had either to delay the change until the next
quarter or to submit a transfer request for federal approval. As transfer
requests have been reviewed in Washington, several weeks and some-
times months have elapsed before final authorization.

The rigidity of the itemized grant and the delays involved in making
transfers have been the more serious on account of the lack of experience
on which to base estimates and because of the necessity of numerous
changes in plans during the budgetary period as the agencies have gained
a clearer understanding of their needs. Moreover, the fluctuations in
unemployment have caused wide and often unforeseen variations in
work load which have many times compelled changes in expenditure
plans. During the early stages of benefit payment, agencies often sub-
mitted from twenty to fifty transfer requests in a quarter, and in some
of the large states the number occasionally exceeded one hundred.” The
delay originally experienced in handling transfer requests has been
greatly reduced by permitting regional representatives to give tentative

" The relatve nsignificance of many of the transfer requests requiring federal approval
is illustrated by the following telegram to the head of a state employment service during
the period prior to consolidation of the United States Employment Scrvice and the Bureau
of Unemployment Compensation when the two bureaus were acting jointly on budgets and
transfers for state employment services:

“Re vour telegram 20 you are authorized to transfer $7 from category telephone to rental
equipment employment service second quarter budget for rental eight dozen chairs P
employment office.  Submit form 114 to Bureau of Unemployment Compensation and
United States Employment Service.”

This transfer involved two telegrams across the continent, presumably with a clearance

between the two federal bureaus before the reply, and the subsequent submission of trans-
fer request forms to both bureaus for joint signature formally authorizing the transaction.
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approval of transfers, subject to review and final authorization by the
Bureau in Washington. As the action of the regional representative is
usually sustained, states now ordinarily proceed without waiting for
confirmation by the central office. Yet the itemized grant remains a
clumsy device.

ADMINISTRATIVE STANDARDS vs. ITEMIZED GRANTS

At the close of 1938, the Board began to modify its policy with respect
to the itemization of grants. In issuing personnel standards for state
unemployment compensation agencies, it announced that it would dis-
continue itemization within the personal services category for states
whose personnel procedures satisfied these standards. The following
August this change was put into effect for twelve states. The Board also
undertook the preparation of other administrative standards looking to
the application of the same principle to other expenditure categories.
Upon the establishment of suitable standards, the Board indicated that
it would confine the breakdown of grants to the fifteen expenditure
categories for agencies whose administrative practices met its require-
ments. When fully effectuated, these policies will give the agencies
much greater freedom in the use of their funds, particularly as to ex-
penditures for personal services, rent of premises, repairs and alterations,
and equipment.

There are two basic policies which may be followed in attempting to
safeguard the 100 per cent grant; and the Social Security Board is shift-
ing from one toward the other. The first is to control the administra-
tion of state agencies by requiring prior federal approval of the more
important administrative actions. The second policy is to promote effi-
cient administration and to require the use of effective administrative
methods, but to leave the agencies free to make their own decisions and
direct their own operations. The requirement of strict observance of
approved budgets forms the cornerstone of the first method of supervi-
sion. As the most significant changes of organization, staffing, or pro-
cedure must be reflected in the budget, it enables the federal agency to
pass upon them at their inception. When the approved budget is made
a binding detailed appropriation, as has been the case with unemploy-
ment compensation grants, federal budget review amounts almost to a
pre-audit control of state expenditures. If the itemization of the grant
were carried to an extreme, the hands of the state administrator could be
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tied so completely as to necessitate the assignment of a federal repre-
sentative to authorize action. This would amount virtually to a federal
receivership.

While the Board has never carried its control over agencies to this ex-
treme, the degree of itemization applied to unemployment compensa-
tion grants has tended in that direction. It has certainly shifted the final
decision on many administrative problems from agency officials to the
Bureau of Employment Security in Washington. Shall an employment
office be established in Smithville? The Burcau can strike the item from
the budget; or, if it accepts the proposal, the terms of the lease on the
premises must be submitted for its review. Shall the staff of field audi-
tors be increased from ten to twelve? The approval of the Bureau must
be obtained through the budget. Shall a new check-writing procedure
be adopted involving certain equipment purchases or a change in the
number of clerks and machine operators? Again, a budget item or ad-
justment must be approved by the Bureau. This plan of supervision
necessarily involves the federal agency in a maze of detailed operating
problems, many of which cannot satisfactorily be resolved by persons
unfamiliar with local conditions. At the same time, this system of con-
trol slows down action and does not produce the most effective type of
state agency.

In the long run, a combination of lump sum grants and regulations
requiring sound methods of administration would seem to offer more
hope of producing efhicient administration of unemployment compensa-
tion and employment service than the plan of supervision originally
applied. A policy of this kind tends to raise the level of state administra-
tion and strengthen the operating agencies rather than to substitute fed-
eral for state judgment on individual administrative issues. It leaves the
control of operations definitely to the agency officials who are legally
responsible for the administration of the employment security program
in their states and are much better acquainted with the setting in which
it must be carried on than the federal staff can be. In addition, lump
sum grants provide the flexibility needed in handling the highly fluc-
tuating claims load, which is the largest factor in the cost of unemploy-
ment compensation administration. A lump sum grant, however, does
not imply lump estimates. The requirement of detailed budgets is essen-
tial to compel careful financial planning and to provide a basis for the
intelligent determination of grants. While the Board has not yet insti-
tuted lump sum grants, it is moving in that direction and has definitely



66 FEDERAL ROLE IN UNEMPLOYMENT COMPENSATION

shifted its emphasis from the control of individual expenditures to the
improvcmcnt of administrative methods.

Actrvrties Bupcers anp Lump Sunm GranTs

One of the greatest difficulties in the preparation of budgets and the
determination of grants has been the inability to make significant analy-
ses and comparisons of different fiscal periods and among states. The
classification of expenditures merely by categories based on the types of
services or commodities obtained affords no means of relating expendi-
tures to the volume of work performed by state agencies and of obtaining
unit costs. Comparisons by expenditure categories have little meaning,
not only because of differences in the work load, but also because of the
diverse systems of procedure and plans of organization used in the vari-
ous states. As the accounts of the agencies have been constructed, how-
ever, expenditures can be broken down only in that manner.

Need for Analysis by Activities

The need of a more satisfactory basis for the analysis of state budgets
has led the Bureau of Employment Security to study the possibility of
budgeting by activities rather than by objects of expenditure. The ad-
ministration of unemployment compensation invelves only a few major
activities, which comprise nearly all of the work. For most of them the
states already compile suitable data on the volume of work performed.
With a revision of the accounting systems, it would be feasible for the
agencies to set up their expenditures by activities and to determine unit
costs. It would then be possible for them to base their budget requests
on definite estimates of work load for the coming period and on unit
costs derived from previous experience. This should simplify the prepa-
ration of the budget and help state ofhcials to justify their requests. At
the same time, it would help the Bureau of Employment Security to
judge the validity of the estimates and determine the amount of the grant
required. This method of budgeting would also bring into clear relief
the high- and low-cost agencies. Special studies could then be under-
taken to determine the factors responsible for these costs, and the results
could be used to raise the efficiency of unemployment compensation ad-
ministration throughout the country.

The central office of a state agency and its local employment office sys-
tem present considerably different problems in budgeting. Apart from
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the staff and service units, which account for only a small part of the
cost, the work of the central office consists almost entirely of a few highly
routine unemployment compensation activities for which unit costs
could be established without especial difficulty. The work load for these
activities is almost entirely determined by conditions outside the control
of the agency. Persons become unemployed and claim benefits; the
agency must then determine their claims and, if they are eligible, pay
benefits,. 'When unemployment decreases or claimants have exhausted
their benefic rights, the volume of activity declines. The same is true of
the unemployment compensation activities of the local offices.

But in so far as the employment service function of the local office is
concerned, standard costs scarcely exist. For example, it costs several
times as much to register and place a technical person as it does a laun-
dress or an agricultural worker. Likewise, it costs more to place a farm
hand for a year-round job than a harvest worker. Consequently, unit
costs have but limited value in analyzing local office expenditures. The
volume of activity also depends largely on factors that are not readily
measurable. While the number of placements varies in considerable
degree with the condition of the labor market, it differs even more ac-
cording to the energy and ability of the staff. The number actually
made may be but a fraction of the number an effective office could make
in the same community. All these considerations indicate that budgeting
the needs of local employment offices requires greater exercise of personal
judgment than estimating the expenses of the central office. The differ-
ence between central and local offices necessitates a somewhat different

approach in budgeting.

Central O fice Activities

The operations of the central office of an employment security agency
are particularly well adapted to budgeting by activities. Exclusive of
the executive offices and the staff and service units, which can for con-
venience be grouped as administrative overhead,® the work of the central
office falls within the following major activities:

1. Administration of contributions.

2. Collection of wage reports and maintenance of employee wage
records.

8 The usual overhead activities of a central office are direction and supervision of un-

employment compensation and employment service, fiscal administration, personnel ad-
ministration, legal affairs, research and statistics, and information service.
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3. Determination of benefit claims.

4. Adjudication of appealed claims.

5. Payment of benefits.

6. Operation of employer experience rating.

The expenditures for the first purpose could be reduced to unit costs per
employer reporting unit, while those for wage records and reporting
could be converted into unit costs per 1,000 employce wage reports re-
ceived.” Costs could be calculated for the third, fourth, and fifth classes
of activities on the basis of the number of benefit claims, appeals, and
payments, respectively. Expenditures for experience rating might re-
quire different treatment according to the experience rating system used,
though annual expenditures could be reduced to cost per employer. For
purposes of comparison, expenditures for administrative overhead could
be shown as a percentage of total expenditures and as a cost per insured .
worker.

Though it would be feasible to distribute all central office expenditures
by operating activities, to do so would greatly increase accounting work
and would not provide information of more value to either the federal or
the state agencies. The problem is not that of a manufacturer making
a dozen different products. It is not necessary to determine the exact
cost of each product including all cost factors, for there are no prices to be
fixed and no questions of profit or loss to be resolved. Rather, the prob-
lem is to obtain an analysis of expenditures which will facilitate the prepa-
ration and review of budgets and the determination of grants and will
throw light on the relative efficiency of state agencies. Such an analysis
would probably be complicated, rather than aided, by distributing over-
head to operating activities. Likewise, items such as rent of premises can
more readily be examined and appraised if set up by office instead of be-
ing apportioned by activities.

Since personal services comprise four-fifths of the cost of unemploy-
ment compensation administration, it would be sufficient for budgetary
purposes if the expenditures in this category were classified by activities,
but it would also be desirable to have a similar breakdown of supplies,
the rental and maintenance of equipment, and perhaps postage. It would
not be necessary to apportion by activitics items such as rent of premises,

9 In states obtaining wage reports only at the time of separation, annual expenditures
for wage records and reporting could be reduced to cost per first claim filed during the
year, On this basis comparisons could be made between costs in states using wage and
separation reports and those which rely on current reporting of wages,
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travel, and telephone and telegraph service in order to obtain the type of
analyses needed for budgets and grants. These expenditures could con-
tinue to be set up by categories with suitable supporting data. Equip-
ment estimates should, of course, be itemized and rent shown by offices,
as at present. In addition, there should be a detailed schedule breaking
down personal services by organization units and classes of positions. If
expenditures other than personal service were also distributed by activi-
ties, as hardly seems necessary, there should be a further division by ex-
penditure categories to permit a type of analysis which would not be
possible from an activities classification alone. ‘The budget should, of
course, include comparative data for the current and previous years, as
well as estimates for the coming period.

An activities budget should be accompanied by a work program for
the agency. In addition to explaining proposed changes in organization
and procedure that might affect costs, the work program should include
tables showing for each activity the number of units of work performed
during a two- or three-year period, broken down by months, together
with the estimated number for the period covered by the budger. There
should also be an explanation of the method by which these estimates
were produced and of the factors involved if they differ materially from
previous experience.

Certain activities, such as contribution administration, are very stable
and change but little from one quarter to another. For these, expendi-
ture requirements can be calculated very closely. Benefit activities, on
the other hand, are so variable and in a measure so unpredictable that
they cannot be estimated accurately. Consequently, it would seem that
the form of the budget and the method of making grants should be ad-
justed to this fact. If the estimates for unemployment compensation
operations were set up by activities, it would be feasible to effect this ad-
justment. For the more fluctuating activities—particularly determina-
tion of claims and payment of benefits—it would be desirable to have esti-
mates of the basic work load which the agency should be permanently
staffed to handle, as well as estimates of the total volume of activities ex-
pected. It would then be possible to make grants for central office opera-
tions in two parts. One would be a basic grant to cover administrative
overhead, contribution administration and other relatively stable activi-
ties, and the basic load of benefit activities, together with rent and other
classes of expenditures not distributed by activities. The other part
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would be a reserve grant to be available if the volume of work in the
more fluctuating activities exceeded the basic load approved by the
Board. The extent to which the reserve could be utilized might be lim-
ited by applying specified unit cost factors to the excess of the actual over
the approved basic work load of the agency. The greater the excess, the
greater would be the extent to which the agency could draw upon the
reserve grant.

The basic grant for the central office of the state agency could either be
made as a lump sum or be divided according to major activities and ex-
penditure categories for items not set up by activities. A lump sum grant
would seem preferable, as it would provide greater flexibility in the
operation of the agency and would relieve the federal bureau of the
necessity of passing upon numerous minor transfer requests. With bet-
ter information on costs by which to judge the validity of budget requests
and to appraise performance, less advance federal control need be cxer-
cised over the expenditure of grants. Experience, however, would
seem to indicate the need for retaining the requirement of advance ap-
proval of major equipment expenditures. There is considerable tempta-
tion to purchase unnecessary equipment and make changes of equipment
which may vitally affect the future operation of an agency.*

Local Offce Activities

It would be much more difficult to construct budgets by activities for
local employment offices than for the central office of the state agency.
Moreover, it is doubtful whether there would be any advantage in doing
so. Valid unit costs would be very hard to determine, and they would
differ widely among offices and within the same office between busy and
slack seasons. Most employment offices have staffs of not over six per-
sons, with each person engaged in several activities. In determining the
staffing and expenditure needs of local offices, it is necessary to rely more
on the judgment of the manager and experienced field supervisors than
upon data produced from accounts. For employment offices, a budget
set up by offices and expenditure categories is probably as satisfactory as
any; but data on the volume of activities are helpful in reviewing the
budget to determine whether an office should be retained and whether

10 It is assumed that the Social Sccurity Board would continue to pass upon classifica-

tion plans and salary schedules and that expenditures for personal services would have to
conform to them.
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the number of personnel bears a reasonable relation to the amount of
work performed, with due consideration of the type of office.™

There is even more need of lump sum grants for the local office sys-
tem than for the central office. Segregation by offices is impracticable
because of the extreme fluctuations in the work of employment offices
and the necessity of opening new offices at times and shifting personnel
from one area to another. Nor is it particularly worth while to divide
the grant for local offices by expenditure categories, as personal services
represent more than 80 per cent of the whole. At most, a division into
personal services, other current expenses, and equipment should be suff-
cient, and a Jump amount should be feasible.

In summary, the plan discussed above would involve the separation
of budgets for the central office of a state agency and for the local offices.
The former would divide personal services and a few other classes of
expenditures into administrative overhead and about half a dozen major
operating activities and would set up other classes of expenditures by
expenditure categories. The local offices budget would be broken down
by offices and expenditure categories. Both budgets would be supported
by a work program and detailed schedules for personal services. For the
central office, the work program would consist of estimates of work load
for each activity for the coming year, and, for local offices, an analysis of
activities for the past year with a statement of proposed changes of pro-
gram for the coming year. On the basis of these budgets, the federal
grant under the Social Security Act would be made in lump sum form
with a separation between central and local offices. The grant for the
central office would be divided into a basic grant to meet ordinary needs
and a reserve grant to take care of the excess of the actual work load over
the basic work load for which the agency should be permanendly staffed.

11 The British Ministry of Labour has developed a formula, known as the stafling basis
scheme, by which it determines the number of personnel required by lacal offices for un-

employment insurance work according to the volume of activity. The formula, however,
does not apply to placement acuvites.
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FEDERAL STANDARDS OF ADMINISTRATION

THE SociaL Security Boarp, more than any other federal agency, is
exerting a powerful influence upon the character of state government.
While the Board’s supervision applies only to the agencies conducting
the employment security and public assistance programs, its efforts in
these fields are beginning to affect the general level of state administra-
tion. Already the regulations which it has prepared on purchasing meth-
ods and the control of travel expenses have been adopted by several states
for the administration as a whole. In most states the merit system estab-
lished for employment security personnel represents the first application
of civil service to state employment.* Undoubtedly, in many it is the
entering wedge for the eventual adoption of a general state system of
civil service.

NEED FOR ADMINISTRATIVE STANDARDS

Early in its dealings with the states the Social Security Board discov-
ered that many did not conform to well-recognized principles of efficient
practice in various aspects of their administration. Only nine had civil
service for the selection of personnel, and in several of these its operation
was seriously defective.? Nearly half made little or no provision for
centralized purchasing and some placed very few safeguards about the
purchasing process. Many lacked modern systems of accounting and
expenditure control. Relatively few could be said to have effective regu-
lations and procedures in all of these ficlds.

To assure proper administration of the employment security program
in the absence of adequate state methods and controls, the Social Se-
curity Board has developed a considerable body of minimum standards
with which state agencies must comply to qualify for federal grants.

1 In most states the employment service personnel was brought under the merit system
before it was applied to unemployment compensation employees. The United States Em-
ployment Service began the introduction of a merit system for state employment services in
1934, a year preceding the adoption of the Social Security Act.

2 'This is the number of states with civil service in 1936. By 1940 the number had risen
to 16.
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Most of these standards relate to basic administrative procedures, par-
ticularly those having to do with fiscal and personnel administration,
procurement, and property control. To assist the states in meeting these
requirements, the Board has drafted model regulations and plans of
procedure suited to the needs of employment security agencies. While
the adoption of these drafts is not mandatory, most agencies whose regu-
lations and procedures did not conform to federal standards have ac-
cepted the drafts either in toto or in large part.

The establishment of sound minimum standards of administration is
basic to the effective operation of the federal-state system of unemploy-
ment compensation and employment service. Years of governmental
experience have produced a considerable body of principles and pro-
cedures, the application of which has been found to contribute to efh-
cient public administration. To ignore them would be to leave the door
open for waste and a possible breakdown of the enterprise in some areas.
In calling for their observance, the Social Security Board has only been
asking states to adhere to methods which the federal government and
many of the more progressive state and local governments have already
adopted of their own volition. In insisting, for example, upon the merit
system for the selection of personnel and upon competitive bidding in
purchasing, the Board is in reality protecting the state administrator
from undesirable pressures and helping him to do a better job in the
conduct of his agency.

With complete federal financing of administrative expenses, there can
be no question either of the desirability or of the right of the federal gov-
ernment to establish suitable standards of administrative practice. But
even if the state were required to match the federal grant, they should be
applied. No state is entitled to receive federal money unless it is willing to
use it efficiently. The taxpayers of the country have a right to expect no
less, and Congress and the federal agency in charge of grants have an
obligation to see that reasonable standards of administration are ob-
served. To the extent that such standards are maintained, the need of
close supervision is reduced. This lightens the task of the federal agency
and allows the states greater freedom in the operation of the enterprise.
There is ample evidence in the employment security program that, in
general, the higher the quality of state administration, the less rigid is
the federal inspection and the greater is the reliance of the federal agency
upon the judgment of the state administrator.
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AUTHORITY FOR ADOPTION OF STANDARDS

Whereas the Wagner-Peyser Act specifically provides for the estab-
lishment of minimum standards for the administration of employment
service, the Social Security Act makes no definite provision for federal
standards relating to the administration of unemployment compensa-
tion. Such powers as the Board possesses are derived from the require-
ment of section 303(a) that the state “law” shall provide for “such meth-
ods of administration . . . as are found by the Board to be reasonably
calculated to insure full payment of unemployment compensation when
due,” and that of section 302 that it shall grant such amounts as it “de-
termines to be necessary for the proper and efficient administration of
such law.”

While more definite Janguage would be desirable, the combination of
the two sections affords an adequate basis for the establishment of ad-
ministrative standards. Clearly, the Board cannot determine the cost of
proper and efficient administration without defining what it constitutes.
Whether the tests of proper administration are reduced to writing and
issued to the states or are carried in the heads of the federal staff, the Act
presumes their existence and application. If tests exist, it is only fair that
the states know them so that they may adjust the administration of their
agencies accordingly.

EvoLuTtioN OF ADMINISTRATIVE STANDARDS

Apart from a few requirements included among the tests of conformity
applied when approving state laws, the early development of adminis-
trative standards centered about the making of grants. It soon became
necessary to prescribe the form of the budget and the main features of
the budget procedure. These, together with the financial reporting re-
quirements, fixed the main outlines of the administrative accounts of
state agencies and provided the foundation for their systems of fiscal
administration. The review of budgets raised questions on the kinds of
expenditures which came within the proper administration of unemploy-
ment compensation and might be financed from federal grants. These
questions led to the development of a body of policies on allowable ex-
penditures, which amounts to a set of federal expenditure regulations
for the state agencies.

With these exceptions, it is somewhat difficult to determine the admin-
istrative requirements laid down by the Board during the first few years.
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Statements of policy were frequently couched in language which left it
uncertain whether they were mandatory or advisory. In fact, the term
“standard” was, and still is, used rather loosely to signify either a regu-
lation or a recommendation on good practice. This ambiguity arose in
part from uncertainty as to the extent of the Board’s authority and from
the necessity that the Board feel its way along in a new enterprise and a
unique kind of federal-state relationship. On many questions, even of
fundamental importance, answers could not be given with any assurance
at that stage in the program. In a few cases decisions which took the
form of definite requirements were completely changed within a few
months. ‘To cite a case: in the spring of 1937 the Board prescribed
monthly collection of contributions, and later in the year it authorized
quarterly collection.

In 1938 the Board began the preparation of a body of administrative
standards. Certain of these standards were definite regulations for all
agencies, and others, such as the original meric system standards, were
conditions for the substitution of grants by expenditure categories for
the more itemized form of grant. These standards are now set forth in
two documents, one dealing with the merit system and the other with
fiscal affairs, procurement, and a few other aspects of administration.’
While these documents codify a large part of the administrative regula-
tions of the Board, there are also many statements of policy scattered
among minutes of the Board, letters to the states and the regional repre-
sentatives, and decisions in specific cases, with which compliance is
expected.

Fiscar. STANDARDS

The Board’s instructions on fiscal affairs, generally referred to as In-
structions ES-301, cover a considerable range of fiscal and business prac-
tices. The original purpose of these instructions was to set up the basic
rules concerning budgets and grants, but they have been expanded to
include other aspects of business management. As the regulations and
procedures directly relating to budgets and grants have been considered
in the preceding chapter, they need not be reviewed at this point.

8 Social Security Board, Stundards for a Merit System of Personnel in State Employment
Securiry and State Public Assistance Agencies, November 1939; and Instructions to State
Agencies Relative 1o Fiscal Affairs in Connection with Grants Made for Expenses of Un-
employment Compensation and Employment Service Administrarion, Instructions ES-501,
September 1939,
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Accounting and Expenditure Control

Instructions ES-501 set forth a number of expenditure regulations,
but do not provide a definite system of expenditure control. They pre-
scribe the expenditure classification to be used in budgets and financial
reports and require the maintenance of a system of accounts which will
adequatcly supply the information required for the reports, but they do
not set up a standard accounting system for state agencies. In practice,
however, the accounts of most agencies have been built almost entirely
around the Board’s reporting requirements. To aid the states in meet-
ing these requirements, the Board has developed a plan of accounts which
many of the agencies have largely adopted.* Prior to transfer to the
Social Security Board, the United States Employment Service had also
prepared a system of accounts for state employment services, which has
been very generally used for employment office expenditures.

Existing reporting requirements call for accounts on an accrual basis
set up by central and local offices, with a breakdown for each office by
categories according to the federal expenditure classification.” It is not
necessary for reporting purposes to segregate expenditures by organiza-
tion units within the central officc, and very few agencies have done so.
Neither have expenditures been shown by activities, but plans are being
prepared for obtaining this breakdown.

Considerable revision is necessary if the accounts of the agencies are
to produce information of maximum value either from the standpoint
of financial reporting or of expenditure control. For purposes of cost
analysis and comparison among states and different fiscal periods, a
breakdown of central office expenditures by major activities is needed so
that expenditures may be related to volume of work performed. For
purposes of financial control—at least in the larger states—a classification
of central office expenditures either by activitics or by principal organiza-
tion units would be desirable. As the organization of the office roughly
corresponds to the principal activities, a classification by activities would
satisfy reasonably well the needs of both the Board and the agency for
comparative cost information and the requirements of the agency for
effective expenditure control. With such a breakdown properly keyed
in with reports on the volume of activities, the agency could watch its

4 Social Security Board, Bureau of Accounts and Audits, Suggested Manual of Accounts
for a State Unemployment Compensation Agency.

5 See footnote on page 61 for this classification. Expenditures for supplies, telegraph

service, postage, transportation of things, printing and binding, and advertising are not
broken down by employment offices.
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costs and exercise a much more effective control over expenditures. If
this change were made, the adoption of a standard system of accounts
would be very desirable, as a large part of the value of a classification of
expenditures by activities depends upon the comparability of expenditure
data among states.’

So long as grants were made by quarters and in a highly segregated
form, there was no need of requiring agencies to make a further alloca-
tion of their resources for purposes of financial control. The approved
budget was in effect a detailed schedule of allotments. But with the
change from quarterly to semi-annual (and perhaps eventually annual)
budgeting and from itemized to lump sum grants, an allotment system
becomes important to effective planning and control. Semi-annual (and
even more, annual) grants need to be allocated either by months or
quarters and according to activities or organization units. No doubt
many of the states will adopt this practice of their own accord, for it in-
volves little more than the continuance of a type of detailed financial
planning that has been required in the past by the form of the grant and
the brevity of the fiscal period. But a federal standard reqmrmg an
allotment system would help to assure the practice.

Expenditure Regulations

The expenditures of employment security agencies are governed, of
course, by state expenditure regulations in so far as they exist. Because
of the inadequacy of these regulations in some states and the necessity of
preventing the use of federal grants for purposes not within the scope of
unemployment compensation and employment service, the Board has
imposed a number of restrictions on the expenditure of the funds it sup-
plies. One of the most basic of these limitations is the policy that grants
will not be made or expenditures allowed for any state administrative
unit other than the employment security agency itself, unless the unit
customarily depends on fees or service charges for its support or performs
work which normally is carried on by employment security agencies for
themselves. This rule ordinarily bars payments for the extra expenses
of central administrative ofhices, such as those of the attorney general, the
comptroller, and the treasurer, incurred in performing for the employ-
ment security program their usual functions. On the other hand, if the
treasurer participates directly in the benefit payment process by issuing

6 For the reasons indicated in the preceding chapter, it probably would not be worth

while to set up local office expenditures by activities. A classification by offices and expendi-
ture categories would be more practicable and would be sufficient for financial control.
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the benefit checks, or if the attorney general assigns a representative to
the agency to handle employer liability questions, the cost may be paid
from the federal grant. In the case of civil service commissions, the
Board has departed somewhat from this general policy in order to re-
move financial obstacles that might impede the application of the merit
system to employment security personnel. Numerous lesser restrictions
are to be found among the fiscal instructions and policies of the Board.
For example, automobile purchases are limited to a price of not over
$750 f.0.b.; the payment of sales taxes is barred; and the purchase of in-
surance is not allowed except where there is unusual risk.

The Board has also adopted definite standards governing travel ex-
penses in order to systematize the handling of this matter and avoid ex-
cessive expenditures.” To be reimbursable, travel must be properly au-
thorized and limited to official business. Except for the head of the state
agency, out-of-state travel requires advance approval by the regional
representative. The state may compensate employees for subsistence
away from their official stations either at a flat per diem rate, as the fed-
eral government does, or at actual cost subject to a fixed limit per day.
A definite mileage rate is required when employees use their own auto-
mobiles. If the state has general regulations adequately meeting these
standards, that is sufficient. Otherwise, the agency must adopt regula-
tions of its own. In most states, existing general regulations have re-
quired some supplementation, and in many a complete set of travel regu-
lations has had to be adopted by the agency. Most agencies have modeled
their regulations to a large degree after a draft prepared by the Board.?
Where existing state laws and regulations do not prescribe a maximum
limitation on subsistence, the limits adopted by the agency require the
approval of the Board. Normally, it will not approve subsistence rates
of more than $5 per day for intrastate travel. The travel standards were
originally adopted in the summer of 1938 and have now been met by
nearly all states.

7 Instructions E§-501, Nos. 4140-244, There have been some obvious cases of abuse in
charging travel expenditures. In one state, members of a full-time unemployment com-
pensation commission charged the agency for their regular travel between their homes and
the office of the agency. In another, the head of the agency presented a bill for $100 for
two days’ subsistence. These, of course, are exceptional cases, but they illustrate the need
for travel regulations.

8 Social Security Board, Bureau of Employment Security, “Draft Travel Regulations Re-
lating to Expenditure of Funds Granted by the Board Pursuant to Title HI of the Social
Security Act and the Wagner-Peyser Act, for Travel Expenses of State Agencies Admin-

istering Unemployment Compensation and Employment Service,” Administrative Standards
Bulletin, No. 1.
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Fund Management

In cooperation with the states and the federal treasury, the Board has
worked out an unusual plan for the management of unemployment
compensation funds in the hands of the states. Each state has three
funds: the administration fund consisting of the federal grant, the clear-
ing fund to which contribution payments are credited pending deposit
in the federal unemployment trust fund, and the benefit payment fund
consisting of moneys withdrawn from the unemployment trust fund
for the payment of compensation.® The second and third handle large
amounts of money in the course of a year, and the third, in particular, has
a vast number of individual transactions. To compensate the depository
banks for handling the large numbers of checks passing through these
funds, it was necessary for the states either to pay substantial bank serv-
ice charges or to maintain large balances which drew no interest. The
former meant an increased federal grant, and the latter, loss of consider-
able revenue inasmuch as reserves on deposit in the federal treasury’s un-
employment trust fund have been drawing 21 per cent interest,

To reduce the carrying charges on the funds and enable the states to
obtain the maximum return on their unemployment compensation re-
serves, the United States Treasury Department has offered to maintain
sufficient federal deposits in the banks handling the state funds to com-
pensate them for their services, provided the banks qualify as federal
depositories. To meet the requirements of the Treasury Department,
the funds must be deposited in banks which are members of the Fed-
cral Reserve System and be kept separate from other state moneys.*® The
Treasury Department obtains reports of the daily balances and the vol-
ume of checks handled by each depository and adjusts its deposits of
federal moneys according to carefully determined rules for compensating
bank services. This method of paying for bank service, which is the one
used by the federal government for its own accounts, is known as the
compensating balance plan.

Since the development of this arrangement, the Social Sccurity Board
has discontinued grants for the payment of bank service charges and has
instituted closer supervision of fund management in the states to see

9 These funds are commonly referred to as accounts, bur are generally managed as
separate funds.

10 In addition, the Social Security Beard is giving some attention to the protection of
deposits by requiring state depositories to put up collateral and is urging that unemploy-
ment compensation funds be protected to the maximum degree provided by state depaository
laws,
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that moneys in clearing funds are promptly deposited in the unemploy-
ment trust fund where they draw interest, and that withdrawals are
made from the trust fund only as actually needed to pay benefits. By
means of the compensating balance plan and better fund management,
the cost of maintaining unemployment compensation funds has been
reduced and the interest earned on reserves has been substantially in-
creased. When the plan is in full operation, it is estimated that it will
yield the unemployment compensation system at least $85,000 a month
in additional depository interest'* and will involve considerably lower
cost for the federal government than would the payment of grants to
cover bank service charges on state unemployment compensation funds.

StANDARDS OF PROCUREMENT AND PrOPERTY CONTROL

Purchasing constituted an especially important problem during the
first three years of the unemployment compensation program. In com-
parison with foreign unemployment insurance systems, the American
state systems involve an unusually great amount of centralized and
highly mechanized record work, and therefore initially required large
equipment purchases. In the beginning there was great danger that some
of the agencies might misjudge their requirements and obligate them-
selves for excessive amounts and inappropriate or needlessly costly types
of equipment, as well as some over-elaborate furniture. Also there has
been a tendency for some agencies to seek to shift from one type of equip-
ment to another, often without sufficient consideration of their relative
merits and the cost of the change. These conditions early led the Social
Security Board to require prior federal approval of equipment purchases,
which usually is given through the budget.

In addition, the Board has had the problem of preventing states from
diverting to other departments equipment purchased from federal grants
for employment security administration. In consequence, it has required
agencies to keep complete inventories of their equipment and to send
copies to Washington, together with periodic lists of new items, from
which the Board maintains a record of each agency’s equipment and
makes test checks of the inventory in connection with audits. While the
equipment is legally state property, the Board considers it to be held in

11 The depository interest is credited to the state’s account in the unemployment trust
fund and does not increase the money available for administrative expenses.
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trust for employment security administration and therefore insists that
agencies obtain federal approval before disposing of any of it.

Looking to the elimination of prior approval of most eqmpment pur-
chases, the Board has developed a list of the standard equipment used
by state agencies and a set of model specifications providing a suitable
grade for each item. The list and the specifications represent more than
three-fourths of the equipment acquired by the agencies in terms of cost
and cover most of their needs exclusive of office machinery. The specifi-
cations drafted by the Board are advisory rather than mandatory. Upon
adoption of state specifications meecting the Board’s approval, lump
grants are made for the purchase of any equipment included in the stand-
ard list, assuming, however, that the state procurement procedures sat-
isfy the Board’s standards.

In the fall of 1939 the Board issued a set of minimum standards on
procurement and a suggested draft of procurement regulations for agen-
cies not covered by state purchasing provisions meeting these require-
ments.'"> The standards recognize three possible situations. Where the
state law so requires, purchases for the employment security agency are
to be made through the central purchasing ofhice, but the procedures
employed in handling these purchases must conform substantially to the
Board’s standards. Where the state maintains, but does not compel the
use of, centralized purchasing facilities and they are readily available and
comply at least in part with the federal standards, the agency is to utilize
these facilities and supplement them with any additional controls needed
to meet the Board’s regulations. Where there is no centralized purchas-
ing machinery or it is not readily available, the agency has to adopt suit-
able purchasing regulations and procedures of its own.

The procurement standards provide that all purchases shall be made on
a competitive basis. The agency must advertise annually, inviting inter-
csted dealers to file their names for inclusion in its lists of vendors. Indi-
vidual purchases amounting to $1,000 or more have to be advertised
in a newspaper of state-wide circulation. On those between $50 and
$1,000, invitations for bids must be submitted to the dealers on the ap-
propriate list of vendors. Where the amount is under $50, prices must
be obtained from at least three concerns. Bids are to be opened in public
and recorded, and awards are to be made to the lowest responsible bidder.
As with other standards, the Board has prepared a set of regulations for
the guidance of agencies which have to establish their own purchasing

12 Instructions ES-501, Nos. 4250-320,
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that moneys in clearing funds are promptly deposited in the unemploy-
ment trust fund where they draw interest, and that withdrawals are
made from the trust fund only as actually needed to pay benefits. By
means of the compensating balance plan and better fund management,
the cost of maintaining unemployment compensation funds has been
reduced and the interest earned on reserves has been substantally in-
creased. When the plan is in full operation, it is estimated that it will
yield the unemployment compensation system at least $85,000 a month
in additional depository interest'* and will involve considerably lower
cost for the federal government than would the payment of grants to
cover bank service charges on state unemployment compensation funds.

StanDaRDS OF PROCUREMENT AND ProprerTY CONTROL

Purchasing constituted an especially important problem during the
first three years of the unemployment compensation program. In com-
parison with foreign unemployment insurance systems, the American
state systems involve an unusually great amount of centralized and
highly mechanized record work, and therefore initially required large
equipment purchases. In the beginning there was great danger that some
of the agencies might misjudge their requirements and obligate them-
selves for excessive amounts and inappropriate or needlessly costly types
of equipment, as well as some over-elaborate furniture. Also there has
been a tendency for some agencies to seek to shift from one type of equip-
ment to another, often without sufficient consideration of their relative
merits and the cost of the change. These conditions early led the Social
Security Board to require prior federal approval of equipment purchases,
which usually is given through the budget.

In addition, the Board has had the problem of preventing states from
diverting to other departments equipment purchased from federal grants
for employment security administration. In consequence, it has required
agencies to keep complete inventories of their equipment and to send
copies to Washington, together with periodic lists of new items, from
which the Board maintains a record of each agency’s equipment and
makes test checks of the inventory in connection with audits. While the
equipment is legally state property, the Board considers it to be held in

11 The depository interest is credited to the state's account in the unemployment trust
fund and does not increase the tmoney available for administrative expenses.
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trust for employment security administration and therefore insists that
agencies obtain federal approval before disposing of any of it.

Looking to the elimination of prior approval of most equipment pur-
chases, the Board has developed a list of the standard equipment used
by state agencies and a set of model specifications providing a suitable
grade for each item. The list and the specifications represent more than
three-fourths of the equipment acquired by the agencies in terms of cost
and cover most of their needs exclusive of office machinery. The specifi-
cations drafted by the Board are advisory rather than mandatory. Upon
adoption of state specifications meeting the Board’s approval, lump
grants are made for the purchase of any equipment included in the stand-
ard list, assuming, however, that the state procurement procedures sat-
isfy the Board’s standards.

In the fall of 1939 the Board issued a set of minimum standards on
procurement and a suggested draft of procurement regulations for agen-
cies not covered by state purchasing provistons meeting these require-
ments.'” The standards recognize three possible situations. Where the
state law so requires, purchases for the employment security agency are
to be made through the central purchasing office, but the procedures
employed in handling these purchases must conform substantially to the
Board’s standards. Where the state maintains, but does not compel the
use of, centralized purchasing facilities and they are readily available and
comply at least in part with the federal standards, the agency is to utilize
these facilities and supplement them with any additional controls needed
to meet the Board’s regulations. Where there is no centralized purchas-
ing machinery or it is not readily available, the agency has to adopt suit-
able purchasing regulations and procedures of its own.

The procurement standards provide that all purchases shall be made on
a competitive basis. The agency must advertise annually, inviting inter-
ested dealers to file their names for inclusion in its lists of vendors. Indi-
vidual purchases amounting to $1,000 or more have to be advertised
in a newspaper of state-wide circulation. On those between $50 and
$1,000, invitations for bids must be submitted to the dealers on the ap-
propriate list of vendors. Where the amount is under $50, prices must
be obtained from at least three concerns. Bids are to be opened in public
and recorded, and awards are to be made to the lowest responsible bidder.
As with other standards, the Board has prepared a set of regulations for
the guidance of agencies which have to establish their own purchasing

12 Instructions ES-501, Nos. 4250-320.
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systems.*®>  Though the procurement standards were not issued until

the fall of 1939, by September 1940 thirty-five states had either adjusted
their centralized purchasing procedures or had adopted special purchas-
ing systems for their employment security agencies in substantial con-
formity with the federal standards. Twelve of these states had special
systems and twenty-three used centralized purchasing facilities.

With more than 1,600 employment oflices, housing presents another
important aspect of employment security administration, both because
of the rental cost and the effect of office quarters on operating efficiency.
In a number of states, including some of the largest, the conduct of un-
employment compensation is severely handicapped by cramped or badly
arranged central offices. Many local offices also suffer from unsatisfac-
tory housing. In some communities suitable quarters simply are not
obtainable. This is especially true of central offices in populous states
with capitals in small cities. The Board has given considerable attention
to the amount of space required for various types of offices and some to
office layout. Thus far the federal agency has mainly interested itself in
the financial aspects of office quarters. It regularly reviews the terms of
leases and proposals for repairs and alterations, but this review is mainly
to forestall unnecessary expenditures and to see that agencies avoid un-
desirable contractual obligations, Long-term leases are frowned upon
and thirty-day cancellation clauses are urged, owing to the impossibility
of forecasting normal needs at the present stage in the program. Only a
few standards have yet been developed relating to quarters.

PERSONNEL STANDARDS

More far-reaching than the fiscal standards of the Board are its efforts
in the field of personnel administration. It was recognized from the out-
set that the success of a federal-state system of unemployment compensa-
tion would depend in large measure upon the caliber and training of the
state personne] charged with its administration. If the stafls of the agen-
cies were recruited on a patronage basis and subject to turnover with
each change of administration, it was apparent that the system would
soon break down and unemployment compensation be discredited. The
realization of these dangers led the President’s Committee on Economic

13 Social Security Board, Burecau of Employment Security, A Draft Regulation Relating
to Procurement of Furniture, Fixtures, Equipment, Supplies, Printing and Binding, and

Contractual Services by State Agencies Administering Unemployment Compensation and
Employment Service,” Administrative Standards Bulletin, No. 2, 1939,
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Security to recommend that the federal act require high administrative

standards and that the personnel of state agencies be selected on a merit
basis.!*

Legal Basis for Merit System Standards

In promoting effective methods of personnel administration, the
Board labored under a serious legal handicap until 1940. In accordance
with the recommendations of the President’s Committee, the Wagner-
Lewis Bill, which became the Social Security Act, originally provided as
a condition of federal grants to any state that the Board must find that
“all positions in the administration of the unemployment compensation
law of such state are filled by persons appointed on a non-partisan basis,
and selected on the basis of merit under rules and regulations prescribed
or approved by the Board.™® A combination of states’ rights sentiment
and partisan pressure in the Senate committee, however, swept this pro-
vision from the bill and inserted language intended to prevent the estab-
lishment of personnel standards. As finally enacted, the section which
required state laws to provide for such methods of administration as the
Board might find calculated to insure full payment of benefits when due,
specifically excluded methods “relating to selection, tenure of office, and
compensation of personnel.”® The inconsistency and futility of at-
tempting to assure effective administration of this or any other program
while ignoring the type of personnel responsible for its operation are too
apparent to need elaboration.

On the recommendation of the Board, this provision of the Social Se-
curity Act was amended in 1939 to require, after fanuary 1, 1940,
“methods [of administration| relating to the establishment and mainte-
nance of personnel standards on a merit basis, except that the Board shall
exercise no authority with respect to the selection, tenure of office, and
compensation of any individual employed in accordance with such meth-
ods.” This amendment gave the Board not only the authority needed
to establish suitable personnel standards for state agencies, but a definite
mandate to do so. It is interesting to observe that some of the congress-

14 Report of the President’s Committee on Economic Security, 1935, pp. 4, 18, 19,

15 741h Congress, 1st sess., S. 1130, Mr. Wagncer, and H.R. 4142, Mr. Lewis, sec. 407.

18 Until amended in 1939, the pertinent part of section 303(a) read:

“The Board shall make no certification for payment to any State unless it finds that the
law of such State, approved by the Board under Title IX, includes provisions for:

“(1) Such methods of administration (other than those relating to selection, tenure of

office, and compensation of personnel) as are found by the Board to be reasonably calculated
to insure full pavment of unemployment compensation when due.”
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men who were most opposed to these standards in 1935 were most in-
sistent upon their adoption in 1939, after discovering that the patronage
from social security grants went to governors rather than to themselves
and in some cases was helping to build a rival political organization in
the state.r” This discovery undoubtedly contributed to an awakened
consciousness of the value of the merit system.

Merit System of the United States Employment Service

Though the Social Security Board was hampered by an inadequate law
in its early efforts to improve personnel practices, it was considerably
aided by the precedent of the merit system established by the United
States Employment Service for state employment services. This was the
pioneer application of the merit system to agencies supported by federal
grants. Under the broad authority conferred by the Wagner-Peyser Act
to fix minimum standards, the United States Employment Service
adopted in 1934 a set of personnel regulations for state employment serv-
ices. As later revised, these standards provided for the application of the
civil service laws and regulations of the state if it had a civil service sys-
tem and, if not, for selection from eligible lists based on examinations
conducted within the state by the United States Employment Service
itself.

For more than threefourths of the states, these requirements involved
the establishment of a special federally administered merit system for
employment service personnel. Under this system the United States
Employment Service prepared and graded the examinations at its office
in Washington. The examinations were administered in the state by a
local person designated by the federal bureau, usually from the faculty
of the state university on the recommendation of its president. For exist-
ing employees the examinations were qualifying, as a rule, and for new
personnel, competitive. The eligible lists were set up by the United
States Employment Service, and appointments were reviewed by it for
compliance with its personnel regulations. By the end of 1937 the em-
ployment service personnel had been brought under state civil service or
this federally administered merit system in all but two states.?®

17 Sume senators found governors seeking their seats and trying to use appointments in
state social sccurity agencies for political advantage.,

18 The merit system of the United States Employment Service is described in detail in
Atkinson, Odencrantz, and Deming, op. cit., Chapter 10. The regulations which governed
the system are set forth in Untted States Employment Scrvice, Personnel Standards of the
United States Employment Service, July 1, 1938.
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Beginnings of the Merit System for Unemployment
Compensation Personnel

As the Social Security Board was prevented by its law from following
the example of the United States Employment Service,' it focused its
efforts on promoting adoption of the merit system by the states. Few
states had their own civil service systems and it was necessary in most
cases to seek the establishment of special systems for unemployment com-
pensation agencies. A provision was inserted in the original Draft Bill
requiring all positions in the agency to be filled by “persons selected and
appointed on a nonpartisan merit basis.”® Later this provision was re-
vised to require the holding of examinations and the appointment of
personnel “on the basis of efficiency and fitness as determined in such
examinations.”*!

One or the other of these proposals was incorporated in the unemploy-
ment compensation laws of a majority of the states—in many, probably
with little realization of the presence of the requirement. Once on the
statute books, the provisions were useful levers for obtaining the actual
establishment of merit systems. In a number of states the heads of the
new agencies promptly recognized their obligation and readily accepted
the Board’s assistance in working out plans for the system.** In some
others, where officials delayed or sought to evade the establishment of a
merit system, the Board eventually took the position that the agency must
comply with the requirements of the state law to obtain federal grants.
Nevertheless, a few agencies with merit system provisions in their acts
took no steps to effectuate them until after the 1939 amendment of the
Social Security Act requiring the establishment of merit systems.

As state administrators began to realize the complexity of their enter-
prise and feel the pressure for political appointments, many recognized
very clearly the need for careful selection of employees and protection

19 The Social Security Board interpreted the limitation 1n section 303(a) to prevent the
establishment of definite personnel requirements. It should be noted that this section dealt
with requirements which must be satisfied by the state law as a condition of eligibility for
grants. It is possible that the Board might have been able to establish personnel standards
under the authority of section 302 providing for grants for the necessary cost of proper ad-
ministration. It would seem that compliance with reasonable personnel standards would
be one of the appropriate tests of proper administration. Part of the Board's standards of
administrative practice are based on this provision,

20 Social Security Board, Drafr Bills for State Unemployment Compensation of Pooled
Fund and Employer Reserve Account Types, January 1936, scc. 11(d).

21 1hid., revised edition of January 1937, sec. 11(d).

22 Kansas set up a merit system and held examinations within about three months after
the agency was organized.
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from the spoils system. The Interstate Conference of Unemployment
Compensation Agencies, composed of the principal officers of the agen-
cies, appointed a committee on personnel standards at one of its meet-
ings in 1936, and subsequently created a technical committee which
worked with representatives of the Social Security Board and the United
States Employment Service in drafting regulations for a plan of person-
nel administration for state agencies, including a merit system.*® While
the recommendations of this committee were never adopted by the Con-
ference, several regional conferences of state unemployment compensa-
tion officials passed resolutions recommending the establishment of
merit systems.

Late in 1936 the Bureau of Unemployment Compensation issued a
suggested plan of personnel procedure providing for a merit system,
which was largely copied in several states.** The following year it was
thoroughly revised with the aid of the personnel specialists of the Board,
and a comprehensive set of regulations was prepared for the guidance of
state agencies.?”” This draft, with various modifications, formed the basis
for the original merit systems adopted by nearly half the agencies?® At
about the same time, the Board created a special unit, known as the State
Technical Advisory Service, to aid states in setting up personnel pro-
cedures and administering merit systems for unemployment compensa-
tion and public assistance agencies. This unit was staffed with persons
experienced in examination construction and personnel administration.
It has played a very large part in the development and installation of the
merit system and orderly personnel procedures in the agencies. Most of
the states, including several having their own civil service commissions,
have used its services in classifying positions and formulating salary
schedules and have relied heavily upon it for examination materials.

The first state to set up a special merit system for unemployment com-
pensation personnel was Indiana, in the summer of 1936. In compli-
ance with requirements in the laws creating the unemployment com-
pensation agency and the state welfare department, these units jointly
employed the Public Administration Service to assist them in formulat-

23 Interstate Conference of Unemployment Compensation Agencies, Report of Personnel
Technical Committee, October 1937,

24 Social Security Board, Bureau of Unemployment Compensation, 4 Plan of Personnel
Procedure for a State Unemployment Compensation Agency, November 1936,

2% Social Security Board, Draft of Regulations for Merit System and Personnel Admin-
istration in a State Unemployment Compensation Agency, September 1937,

26 The proposal of the Personnel Technical Committee of the Interstate Conference of
Unemployment Compensation Agencies largely paralleled this draft,
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ing a plan. The system established was unique in that it provided for a
joint merit system conducted by a committee consisting of the directors
of the two agencies concerned and a chairman appointed by them. The
next state to act was Idaho in April 1937, In July, South Dakota and
Washington adopted merit systems and in August, Alabama, Kansas,
and Utah. These were followed by several other states before the end
of the year. With the exception of Indiana the agencies, in general, fol-
lowed the plan developed by the Bureau of Unemployment Compensa-
tion and largely depended upon the Board for the preparation of ex-
amination materials.

By the spring of 1939, the unemployment compensation personnel
had been brought under a merit system in thirty-nine states. In eleven
they were covered by state civil service and in twenty-eight by special
merit systems for the unemployment compensation agencies. Nearly
all of the twenty states which began the payment of benefits in 1939
held examinations in advance of the expansion of their staffs to handle
this work, and selected the new personnel from eligible lists. Many of
those which started benefit payment in January 1938, however, did not
conduct their examinations in time to recruit their forces from merit
system registers.  When the registers later became available, some of
these states experienced a heavy turnover in personnel, which caused
considerable temporary difficuity in the operation of the agency. In a
few states, as high as half or two-thirds of the employees had to be re-
placed, but as a rule most of the administrative and technical personnel
survived the introduction of the merit system.*”

Adoption of Merit System Standards
In December 1938, the Board adopted definite personnel standards

for unemployment compensation and public assistance agencies. Owing
to the limitations of the Social Security Act, the standards were not
mandatory, but the Board announced that for unemployment compensa-
tion agencies conforming to them it would discontinue the itemization
of grants for personal services, thus giving the agencies much greater
freedom in the use of funds. As personal services comprise by far the

27 The high turnover in routine personnel was partly due to the fact that in some states
the expansion of the force accurred between the date of the examinations and the time the
eligible lists becamc available. Hence, many of the temporary employees had not taken the
examinations. A few states apparently delayed their examinations to permit temporary and
provisional appointments and later had considerable trouble due to high wrnover during
the early period of benefit payment
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greater part of the cost of unemployment compensation administration,
this meant a substantial relaxation of detailed federal control. In 1939,
following the amendment of the Social Security Act making the merit
system mandatory, the Board adopted a new set of standards with which
compliance was required.?® By July 1940, nearly all the state employ-
ment security agencies had adopted regulations providing for a merit
system in accordance with the federal requirements.

Though many of the agencies have not objected to the establishment
of the merit system and some have welcomed it as a means of curbing
political pressure and obtaining a more stable and better qualified staff,
a number have resisted strenuously. No other matter has created as
difficult federal-state relations as the campaign for the adoption of the
merit system. In several cases, governors and congressmen have at-
tempted to stave off its adoption, or to block the conduct of examinations
or the use of eligible lists after adoption. One state enacted a sham civil
service law to forestall the introduction of a real merit system for un-
employment compensation personnel.* Only a few days before ex-
aminations were to be held, another passed an act providing that existing
employees could be retained without examination. In a third state,
where a change of administration occurred before the eligible lists were
completed, the new governor prevented appointments from the registers
for several months on the pretext that the examinations had not been
properly administered. One of the first of the special merit systems came
within a hair’s breadth of repeal on the closing day of the next session
of the legislature after its introduction.

Nearly a dozen agencies did not adopt merit systems until after the
Social Security Act was amended in 1939. Several of them did not ac-
cept the Board’s personnel standards until the payment of grants was
suspended on February 1, 1940, apparently having waited to see whether
the new requirements would be enforced. Up to that time the Board
did not actually withhold payments for failure to establish a merit sys-
tem, though it did apply considerable pressure in some cases and in a few
instances informed states that money would not be granted to pay the
salaries of persons appointed or retained in violation of personnel regu-
lations already adopted by the agencies.

28 Social Security Board, Standards for a Merit System of Personnel Administration in
State Employment Security and State Public Assistance Agencies, November 1939,

29 When 1t was pointed out to the head of the state agency that this so-called civil service
bill lacked “any real teeth,” he replied, “But you will have to admit that it has a good set
of false teeth.”
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Once the system was installed and the initial changes of personnel were
made, objection soon died out, as a rule. Those executives who them-
selves are under the merit system appear to be thankful for its existence,
and a number of others wish that their laws permitted its extension to
their positions. When viewed against state political traditions, the as-
tounding thing is that the merit system has been applied to the agencies
in so short a time and with no greater strain upon federal-state relations
than has occurred. It is also interesting to note that the merit system
program of the Board was not criticized during the 1940 session of Con-
gress, despite the fact that the payment of grants was delayed in many
states at the opening of the year until acceptance of the merit system was

pledged.

Principal Provisions of Personnel Standards

The Board’s standards are brief but cover in general language most
of the fundamentals of a merit system. They apply to all positions in
state employment security agencies other than the executive head, the
attorneys, members of advisory councils, employer and employee repre-
sentatives on appeals tribunals, and confidential secretaries to exempt
officials. If the agency is headed by a full-time commission, its members
are exempt, but the executive officer of the commission is subject to the
merit system. If the state has a civil service system operating under
standards substantially equivalent to those of the Board, it applies to the
agency. Otherwise, the agency must establish a merit system of its own
or create a joint system with other state agencies receiving social security
grants. The merit system is to be administered by a council and a
Supervisor.

All positions must be classified according to duties and responsibilities
and a compensation plan must be adopted establishing the salary range
for each class of positions on the basis of prevailing rates for similar posi-
tions in the state service and other relevant factors. The classification
and compensation plans require Board approval. Except for the ex-
emptions indicated above, all positions must be filled in accordance with
merit system regulations adopted by the agency or the state civil service
authority. Open competitive examinations are required for entrance
into the service, but qualifying examinations may be used for incumbents.
Examinations are to be administered by the merit system supervisor and
are normally to consist of a written test, a rating of training and experi-
ence, and, for administrative positions and those involving frequent con-
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tact with the public, an oral interview. The supervisor is to score the
examinations, prepare the eligible lists, and certify names from the lists
for appointment. Provisional appointments may be made in the absence
of an appropriate list, provided the supervisor finds that the minimum
qualifications for the position are met. A probationary period is re-
quired. Removals may only be made for cause, and the employee has the
right of appeal to an impartial body created by the merit system regula-
tions. Political activity is prohibited. Standards have also been issued
laying down a few principles on salary adjustment, vacations, and sick
leave and requiring agencies to adopt definite rules thereon if they are
not covered by suitable state regulations.

The standards do not constitute a complete set of civil service regula-
tions; nor do they cover some points of considerable importance in set-
ting up a merit system. For example, they do not fix a definite limit on
the number of names to be certified to an appointing officer, or the maxi-
mum duration of provisional appointments. They are silent on tempo-
rary and emergency appointments, which are numerous because of the
extreme fluctuations in unemployment compensation activity. While
personnel records are required, their nature is not indicated. In approv-
ing state regulations, the Board, however, has insisted upon suitable pro-
visions on such points. After receiving regulations from a few states
providing for a greater number, it has ruled that not more than three
names may be certified for a single position. One state proposed the
certification of the entire eligible list for certain positions.

While establishing requirements adequate to assure a genuine merit
system, the Board has tried to leave a reasonable degree of discretion to
the states. There can, of course, be considerable differences of opinion
as to the exact form a merit system should take. Certain of the Board’s
standards may for that reason be viewed as too specific and restrictive.
Yet the fact has to be recognized that most of the state agencies are un-
familiar with problems of civil service administration and need guidance.
Also, the standards cannot be too loose and flexible if the objectives of
the merit system are to be achieved. Moreover, in applying federal
standards, substantial rather than exact conformity is normally required.
Definiteness is more essential in dealing with personnel practices than
with any other phase of agency administration because of the greater
political interest in evasion.

The Board has prepared a complete set of merit system regulations
suitable for state adoption. They elaborate and apply the principles em-
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bodied in the standards and cover in detail the points customarily treated
in civil service laws and regulations.*® The regulations provide for an
unpaid merit system council composed of three members appointed by
the agency, or agencies, for overlapping terms. The council is mainly
an advisory body. The actual administration of the system rests with
the supervisor appointed by the agency, or agencies, on recommendation
of the council. The supervisor is primarily responsible for the examina-
tions, the maintenance of eligible lists, the certification of names from
the lists, and for the supervision of provisional appointments, promo-
tions, etc., to see that the rules of the merit system are observed by the
agencies. Each agency designates its own personne] officer and adopts
classification and compensation plans for the positions in its employ,
after review by the council. It is contemplated that the supervisor will
be a part-time officer in most states, even where a merit system is estab-
lished jointly for employment security and public assistance. The aim
is to give the supervisor and the council an independent status and to
keep the administration of the merit system largely distinct from the
internal personnel activities of the agencies. In this, the plan follows the
traditional civil service pattern. For the most part the states which do
not have their own civil service have followed the Board’s suggested
regulations rather closely in setting up their merit systems.

Operation of the Merit System

The supervisors, on whom the success of the merit systems depends to
a great degree, have generally been selected from the faculties of local
universities and colleges. More often than not, they have come from
political science, business administration, or psychology departments. A
number of the original group of supervisors had assisted in the operation
of the merit system conducted by the United States Employment Service.
With few exceptions the supervisors have been competent, thoroughly
reliable, and interested in the success of the undertaking; but most have
had little or no previous experience in civil service administration. Con-
sequently, the Board throughout has had to supply a large amount of
technical assistance. As a guide, an elaborate manual has been prepared
which covers most aspects of the merit system and of personnel adminis-
tration. Before undertaking an examination program, a new supervisor
is invited to Washington and given from one to two weeks of training by

80 Social Security Board, Draft of a Rule for a Merir System of Personnel Administration
in State Employment Security and State Public Assistance Agencies, November 1939,
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ance from a few state agencies which have already attained a relatively
high level of efhiciency and thus have been little affected by the standards
adopted.

The 100 per cent grant has been both an advantage and a disadvantage
in seeking to obtain compliance with federal regulations. While it has
made the agencies unusually conscious of their financial dependence on
the Board, it has prevented the Board from charging to state funds ex-
penditures made in violation of standards. To far too great a degree,
the Board has had to resort to threats of withholding grants to correct
relatively minor deficiencies in compliance.

Yet the problem of acceptance of federal standards has not proved in-
surmountable by any means. The effectuation of new methods neces-
sarily takes time. Except for the merit system, which runs counter to
deep-seated political traditions, most of the administrative requirements
of the Board have met little serious resistance. If the standards are fair
and reasonable and not unnecessarily rigid, and if they are properly pre-
sented and their desirability well supported by evidence, the agencies are
generally cooperative.

The first step in obtaining compliance with federal standards is proper
preparation of the standards themselves. Experience has indicated the
desirability of consulting regional representatives and state officials be-
fore the adoption of standards. Not only does this tend to avoid im-
practical and inappropriate provisions, but it assures better acceptance
by the states. The field staff and the key personnel of the agencies have
a knowledge of local operating problems and state attitudes which is
needed in formulating plans and regulations to be applied in the states.
Consultation with state statisticians, for example, has helped in develop-
ing a workable system of statistical reporting. In 1939 the review of the
revised fiscal instructions by a group of state officials before adoption by
the Board undoubtedly improved the reception they received in the
states. It would seem that the use of advisory committees of state officials,
selected for their acquaintance with the particular subject, would be a
desirable regular technique in the preparation of standards.

It is also important that standards be clearly stated and that regulations
and recommendations be definitely distinguished. Many of the early
instructions and declarations of policy were so worded as to leave doubt
whether compliance was necessary. Consequently, agencies which were
inclined to be independent did nothing about them, and those which
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adjusted their practices to conform sometimes felt they had been imposed
upon when they later discovered the provisions were not mandatory.
Diplomacy at times tended toward ambiguity. Recently issued stand-
ards have been much more definitely stated and have usually indicated
whether or not they are mandatory.

Education and technical service ordinarily play the major part in mak-
ing federal standards really effective. The agencies must understand the
desirability of the new provision and how to apply it if it is to achieve its
purpose. Most of the educational work has usually fallen to the regional
representatives, but frequently the aid of technical specialists has been
necessary in carrying out the standards. The work of the State Techni-
cal Advisory Service in helping agencies to formulate classification and
compensation plans and install the merit system has already been de-
scribed. The statistical staff of the Bureau of Employment Security has
likewise advised states on procedures for obtaining the data needed for
statistical reporting, and the Board’s accountants have helped to de-
velop accounting systems to meet budgetary and financial reporting re-
quirements.

Behind education and technical service is the review of budgets, the
audit of state operations, and the power to withhold funds. In the revi-
sion of budgets the Board eliminates so far as possible items not in con-
formity with federal standards, and in the audit of finances it disallows
expenditures contrary to standards and the approved budget.

The Board maintains three general types of audits. The first is a
periodic examination of the accounts of the agencies, usually at intervals
of six months. This audit covers in detail the use of grants for adminis-
trative expenses, but does not include the clearing and benefit payment
funds. These are viewed as strictly state funds to be audited by state
authorities, but in practice few states are actually auditing them. Unless
the states assume this responsibility, it will no doubt become necessary
for the Board to examine the transactions of these funds on a sampling
basis. A periodic audit of personnel activities is also being established
to assure observance of the personnel standards. This audit will check
particularly for compliance with the rules of the merit system in the ap-
pointment and removal of employees and for adherence to the classifica-
tion plan and salary schedule. The third type of audit—as yet but partly
developed—is the survey of operations. Comprehensive surveys have
been made in only a few states, but an extension of the practice is con-
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templated. These surveys may be viewed as audits only in the broadest
sense. Their primary purpose is to assist the states in perfecting their
methods of operation. They bring tolight both good and poor procedures
and provide information by which the federal Bureau may appraise the
relative efficiency of different methods.

The disallowance of expenditures not made in conformity to the
Board’s standards and the terms of the grant partially meets the need for
an enforcement device less cumbersome and drastic than the withholding
of funds. But, as the state provides no money for the administration of
unemployment compensation, there is nothing from which the adminis-
tration fund can be reimbursed for disallowed expenditures if they can-
not be recovered from individuals. Items such as over-payments of
salaries and travel expenses can usually be recovered if the persen is still
employed by the agency. Yet in some cases officials have persistently
disregarded audit findings against them on the assumption that the
Board could not or would not compel repayment. There have also been
cases where positions stricken from the budget for two consecutive pe-
riods have been retained and have appeared in the succeeding period..

To make audit disallowances more effective, the Social Security Act
was amended in 1939 to require states to provide, after July 1, 1941,
for the replacement of moneys “expended for purposes other than, or in
amounts in excess of, those found necessary by the Board for the proper
administration” of the state Jaw.” The implementation of this provi-
sion presents difficulties. A mere promise by the state to appropriate the
necessary amounts at some future time to reimburse the administration
fund of the agency may not be enough. More effective would be the
requirement of a relatively small annual state appropriation—probably
a fixed percentage of the previous year’s administrative expenses—to re-
imburse the fund for expenditures disallowed and not otherwise recov-
ered. The purpose would have been achieved more certainly if the grant
for administrative expenses had originally been placed on a reimburse-
ment basis instcad of being paid as an advance. The states would then
have had to appropriate in the aggregate perhaps $25,000,000 to pro-
vide the capital for revolving funds for the initial payment of expenses,
and the federal government would have reimbursed them for the cost
of proper administration. Disallowance of expenditures would have
reduced the capital of a state’s fund and eventually have forced the ad-

34 53 Sar. L. 1379,
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ministrator to go to the legislature to have it restored. This would have
had a salutary influence. At this date such a plan probably could not be
instituted for unemployment compensation administration, but it merits
consideration in setting up any new 100 per cent grants.

The basic sanction for obtaining observance of standards is with-
holding grants, but it is one that can seldom be invoked. As yet, grants
for unemployment compensation administration have been definitely
withdrawn in only one state and there for less than two months. During
this period the agency practically ceased operation. The withholding of
grants is a power which can be used only in extreme circumstances when
the case is sufficiently clear to command popular and Congressional ap-
proval. But this does not mean that it is not an effective sanction in less
aggravated cases. It resembles the power of the British House of Com-
mons to withhold appropriations if the Cabinet fails to follow the dic-
tates of the House. To use the power would upset the whole national
administration; but the mere existence of the authority, coupled with its
early use, has created a tradition which has rendered its further exercise
unnecessary. Usually it is sufficient to caution agencies that a certain
action will make it impossible to certify conformity with the terms of
the Social Security Act as a basis for further grants. Often, however,
grants have been somewhat delayed to clear up an issue. This practice
does not improve federal-state relations, but it is usually effective. Once
standards have become settled and state agencies familiar with the poli-
cies of the Board, there should be few cases in which this device need be
employed, and those requiring actual withdrawal of support should be
extremely rare.



CuapTER VII
RESEARCH AND TECHNICAL SERVICE

THE DEVELOPMENT OF the unemployment compensation system has de-
pended to a great extent upon research and technical service. Because
it is a new undertaking in the United States and differs in many funda-
mental respects from the unemployment insurance plans of other coun-
tries, it has presented a succession of unexplored problems for state and
federal authorities. It has been necessary to formulate new and rather
elaborate procedures and record systems, to determine how these pro-
cedures should be staffed and mechanized, to estimate the probable vol-
ume of benefit claims and the personnel and facilities needed in handling
them, and to train a force of many thousands of employees in unemploy-
ment compensation operations. Basic decisions of policy and method,
which in some cases have had far-reaching effects on the success of the
program, have had to be made almost entirely in advance of experience.
To illustrate: in one large statc a mistake in a single feature of the benefit
procedure resulted in the accumulation of more than 350,000 unde-
termined claims by the end of the first year and caused a practical break-
down of the system. In several states defective wage reporting and re-
cording procedures produced serious delays and inaccuracies in handling
tens of thousands of claims during the early months of benefit payment.
Experience has strikingly demonstrated that the success or failure of
states in the payment of benefits for partial unemployment is largely de-
termined by the methods applied.

FEpEraL REsroNsIBILITY FOR REsEARCH aAND TECHNICAL SERVICE

In the beginning the states were almost entirely dependent upon the
Social Security Board for advice and assistance on technical problems.
Most state administrators sought the aid of the Board in planning the
organization of their agencies, laying out basic procedures, and dealing
with many of the more difficult or fundamental questions with which
they were faced. While operating experience has made them much more
self-sufficient, technical service is still a very important activity of the
Board. Whatever may be the attitude of state unemployment compensa-
tion officials toward federal regulation, most are convinced of the need
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for a broad federal research program and a competent staff of federal
specialists to help the agencies in meeting their problems. In fact, one
of the criticisms of the Board has been that it has not been equipped to
render as much or as expert assistance as state officials have desired.
None of the states has had the staff needed to analyze the numerous ques-
tions which have confronted it. After all, the states are primarily the
operating agencies of the unemployment compensation system. As a
rule, the technical personnel they possess are largely preoccupied with
current operations and have little time to devote to the more funda-
mental or time-consuming problems.

The federal agency can maintain a large technical staff which permits
specialization and intensive work on individual problems, whereas no
single state can make efficient use of the large corps of specialists that the
system as a whole requires. The federal agency also has ready access to
the experience of all the states. Furthermore, most of the problems are
common to many states, and the solutions discovered often have nation-
wide significance. The Social Security Board, therefore, has a peculiarly
great responsibility for fostering and providing technical service and re-
search. The more adequate they become, the simpler is its task in the
supervision of state operations. This assistance to the agencies may
properly be viewed as the highest and certainly the most productive type
of supervision. Through it more has been done to make unemployment

compensation effective than through any other activity conducted by the
Board.

TuE FeperaL TECHNICAL STAFF AND ITs WoRrk

In organizing its own staff, the Social Security Board was confronted
with the same difficulty with which the states were faced in building
their agencies—the almost complete lack of persons trained in unem-
ployment compensation. Consequently, it was forced to recruit its
technical personnel from other fields which might afford some pertinent
experience. Probably the largest group consisted of economists and
statisticians, including several with special training in labor problems.
A few had been engaged in labor relations or personnel work. Another
group was composed of accountants to assist in developing and installing
record-keeping and accounting systems. In addition, there was a sprin-
kling of persons drawn from administration and business management.
To develop the background of its staff, the Board conducted during the
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first two years an in-service training program for new employees. This
program went into subjects such as the philosophy and economics of un-
employment compensation, the foreign systems of unemployment in-
surance, the organization of the Board and the state agencies, and the
provisions of the Social Security Act and the Draft Bill.

Technical work in unemployment compensation was originally di-
vided among the Bureau of Unemployment Compensation, the Bureau
of Research and Statistics, and the accounting staff of the Bureau of Ac-
counts and Audits, but was eventually concentrated in the first of these
agencies, which has since become the Bureau of Employment Security.*
The Rescarch and Statistics Division of the Bureau of Employment Se-
curity carries on the more basic and long-range studies in unemploy-
ment compensation and employment service and operates the statistical
system, while the Division of Unemployment Compensation deals with
the more immediate and applied problems.

The studies of the Research and Statistics Division have covered a
varicty of aspects of unemployment compensation. In cooperation with
some other federal agencies and with the New York Division of Place-
ment and Unemployment Insurance, it has prepared and assisted in in-
stalling a standard industrial classification now applied by state agencies
in classifying employers. It has also worked out the statistical reporting
system used for unemployment compensation and employment service
and has helped the states to adjust their procedures to produce the re-
quired information. Representatives of the Division working in the
field advise state research and statistical personnel on studies being under-
taken by the agencies and aid them in planning their projects. To an
increasing extent the agencies are carrying on in cooperation with the
Division research of more than local significance, particularly studies in-
volving the use of data available only in the states, such as analyses of the
effects of various benefit formulas and experience rating schemes.

The staff of the Research and Statistics Division has made special
studies of seasonal and partial unemployment, experience rating, and
several of the other complex features of unemployment compensation.
It has also prepared comprehensive reports on the interpretation of vol-
untary quitting, discharge for misconduct, refusal of suitable work, and

1°The State Technical Advisory Service, which specializes in personnel problems, should
also be mentioned. Its work has already been described in Chapter VI. Technical service
on legislation has been dealt with in Chapter III. The General Counsel’s Office also assists

state agencies on difficult legal problems and often helps in the preparation of briefs in im-
portant cases.
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other causes of unemployment which disqualify workers for benefits.
Several actuarial studies have been made to determine the effects of
changes in benefit formulas, waiting period requirements, etc., and the
ability of existing contribution rates to maintain the solvency of state un-
employment compensation funds.

The Division of Unemployment Compensation and the technical
units which preceded it have done a large part of the more basic develop-
mental work on methods of administering unemployment compensa-
tion. As the program has moved from one stage to another, they have
analyzed the problems ahead and devised plans for submission to the
states. In the beginning this meant the preparation of plans for the or-
ganization of new agencies and the inauguration of contribution collec-
tion. Next came the formulation of methods for reporting and record-
ing employce carnings, and then the construction of benefit and appeals
procedures. Since then, attention has been focused mainly on refine-
ments, simplifications, and means of increasing operating efficiency.

Each stage has involved the drafting of regulations, procedures, and
records for the guidance of state agencies. In some cases alternative plans
have been prepared and in some but a single scheme. As a rule, only the
basic procedural pattern has been suggested and the construction of the
detailed procedures for its application has been left to the states or to fed-
eral accountants working with the agencies, but some proposals have
been issued in detailed form. Especially during the first two years, a
large amount of record and procedure planning work was done in the
states, mainly by the accountants assisting the agencies in elaborating or
revamping procedures and in installing record systems.

The importance of the developmental work performed by the tech-
nical staff of the Board, however, should not obscure the contribution of
the state agencies to the formulation of unemployment compensation
methods. Considerable pioncering was done by a few states before the
Bureau of Unemployment Compensation was equipped to render serv-
ice. Wisconsin in particular, being the first state to adopt unemployment
compensation and the first by eighteen months to pay benefits, devised
its own plan of operation completely. While the peculiarities of its law
made many of its methods inappropriate for other states, its experience
was used considerably by the Board and the agencies in planning pro-
cedures. New York and New Hampshire also were among the first to
begin operation and contributed to the development of procedures for
establishing the liability of employers and collecting contributions.
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Throughout the developmental period there was a great deal of comb-
ing of initial state experience and a constant exchange of ideas on meth-
ods between federal and state personnel. It would be impossible, there-
fore, to determine the extent to which the plans and procedures suggested
by the federal agency were actually formulated by its own personnel and
the extent to which they originated in the states. In so far as the latter
was the case, the Board served as the mechanism for assembling and
analyzing new proposals and passing them on to other states. The de-
velopment of effective methods of operation was a common problem of
state and federal staffs, and the plans eventually adopted were the prod-
uct of joint effort.

Nor should the part played by office equipment companies be over-
looked. On account of the large amount of business machinery re-
quired, a few leading manufacturers gave intensive study to unemploy-
ment compensation and prepared systems of procedure suited to the use
of their equipment. Much of the more detailed procedure planning and
a large amount of the installation work were done by their representa-
tives. Without this type of service, many of the agencies would have
had great difficulty in implementing the more general procedures formu-
lated by the Board or their own personnel, and the federal accounting
staff would have been swamped with installation work.

ExTeEnT anD NATURE OF THE SERVICE

The haste with which many state agencies had to begin operation
afforded little opportunity for planning, and practically compelled them
to obtain their initial blue prints from the Social Security Board. Nearly
half the unemployment compensation laws were enacted in the last two
months of 1936 and a large part of them provided for the payment of
benefits in January 1938. This allowed only a year in which to organ-
ize the agency, recruit the staff, lay out the procedures, begin the collec-
tion of contributions and wage records, and prepare to handle claims.
The task would have been difhicult under any circumstances, but it was
greatly enlarged by the business recession in the fall of 1937, The un-
precedented increase in unemployment in the weeks immediately pre-
ceding benefit payment built up an avalanche of claims which descended
upon the agencies with terrific force in January 1938. They probably
will never again be subjected to so great a work load even in a severe
depression.
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The Initial Period

By the time most of the agencies came into existence, the Board had
reached the point where it could be of real assistance to them. Shortly
after the wave of legislation had subsided at the end of 1936, the Bureau
of Unemployment Compensation issued a report on the organization
and stafhing of state agencies.? This report outlined the activities which
an agency would have to perform and indicated the chief organization
units it would probably require, as well as the principal positions and
types of personnel needed. The Bureau also prepared an outline of the
steps an agency must take in launching the collection of contributions,
including suggestions on how to discover and determine the liability of
employers and set up the initial records. In addition, it drafted regula-
tions and forms suitable for state adoption and developed a considerable
collection of materials for the use of new agencies.

Almost the first act of a new state administrator was to come to Wash-
ington for a discussion of plans and grants. Most ofhicials undertook
their work with little, if any, previous acquaintance with unemployment
compensation. Except for a few who were drawn from the field of
workmen’s compensation, most had had no experience in an enterprise
in any way resembling unemployment insurance. In fact, some had had
little administrative experience of any kind. The need for advice and
assistance was, therefore, great.

On his initial visit to the Social Security Board, the state administrator
usually took up his budgetary problems and conferred at length with
members of the staff on the first steps to be taken in launching the un-
employment compensation program. In some cases the first budget was
largely worked out in Washington. During his stay he usually went
over the plans for his organization with officers of the Bureau of Unem-
ployment Compensation and discussed staffing requirements with them.
With others he canvassed the problems of determining employer liability
and beginning the collection of contributions. Before leaving Washing-
ton, he received drafts of suggested regulations and forms and a state-
ment of the actions which states had found necessary in the early stages
of operation. An examination of the regulations, forms, and procedures
adopted by new agencies early in 1937 shows a striking degree of simi-
larity. Many took the federal drafts exactly as they stood; a few even

2 Social Security Board, Bureau of Unemployment Compensation, Szate Unemployment
Compensation Agencies, Organization and Personnel, January 1937,
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adopted forms and regulations without stopping to insert the name of
the state in the blanks left in the drafts.

After employer lists had been prepared, many of the agencies obtained
federal assistance in classifying employers and designing the contribu-
tion accounts. States were encouraged to 1nstall the standard industrial
classification. This usually required the aid of a federal classifier to train
an employee of the state agency and start the work. Within a year most
of the states had adopted this classification, which now makes possible
comparable nation-wide data on employment and payrolls for most in-
dustries.

The federal accounting staff was used extensively by new agencies in
developing their contribution accounts and in laying out their collection
procedures; but this phase of unemployment compensation administra-
tion involved fewer unfamiliar problems than any other part of the
work. In the main, contribution administration is analogous to other
collection operations in government and private business. The major
difficulties arose not in formulating records and procedures, but in locat-
ing small employers, determining liability in marginal cases, and edu-
cating employers in the reporting requirements. In many states con-
tribution administration was on a current basis within a few months.?

Wage Records and Reporting

The next step in setting up the unemployment compensation system
was the establishment of the wage reporting system. This presented a
basic procedural problem. Wisconsin had adopted a plan requiring
employers to report workers’ earnings only in case of separation from
employment. As these data are needed only for persons who become
unemployed and claim benefits, this plan, if effective in providing the
information promptly and accurately, keeps reporting and record keep-
ing at a minimum. The alternative was the requirement of periodic re-
ports on the earnings of all insured workers and the maintenance of an
immense wage record system. This plan had to be used in the adminis-
tration of old-age insurance because of the manner in which insurance
benefits were determined. After much discussion the Social Security
Board declared in favor of this scheme for unemployment compensation
as well, largely to avoid the danger of delay and incomplete reporting

3 Contribution administration was complicated in many states by the fact that the pay-
roll levy was made retroactive to the beginning of 1936 in order to take full advantage of
the 90 per cent offset against the federal tax. Hence, agencies coming into existence at the
beginning of 1937 had to collect two years’ contributions during the first year of operation,
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inherent in the separation report plan and to enable the agencies to check
and control the reports obtained. It was feared that many employers
would not maintain adequate payroll records and would be unable to
furnish reliable wage data for the full period used in computing benefits.
The Board did not make its policy absolutely binding. Nevertheless,
only one state other than Wisconsin adopted the separation plan of re-
porting for all employers, though several allowed its use by limited num-
bers of concerns with unusually stable employment.

The adoption of periodic wage reporting confronted the agencies with
a record-keeping problem of extraordinary proportions. Three general
systems were devised for handling it. One was to set up a separate
ledger account for each worker to which his carnings were posted, quar-
ter by quarter, from employers’ reports. Another was to punch a tabula-
tion card for each worker listed on the quarterly wage reports submitted
by employers and to sort and file these cards mechanically by the social
security account numbers of the workers. The third plan was to require
wages to be reported on a separate slip for each employee and then to sort
and file these slips manually by social security numbers. The federal
agency did not recommend any one method, though some of its staff
originally leaned heavily toward the first in assisting states to set up
their systems. Later experience indicated this plan to be cumbersome
and inflexible and led the Board to urge its abandonment in favor of the
other two. At present these are the standard methods in nearly all states,

The Beginning of Benefit Payment

Benefit procedure presented by far the most difficult technical prob-
lems of unemployment compensation administration. In addition, most
of the states which started benefit payment at the opening of 1938 were
handicapped in developing benefit systems by the fact that their energies
had to be concentrated on more immediate tasks. Before they could get
their contribution collection machinery operating smoothly and com-
plete their wage records, benefit payment was upon them. Only a few
agencies were in a position to devote the time and thought required to
work out the benefit problem for themselves. It was essential, there-
fore, that the Social Security Board assume the responsibility for develop-
ing basic plans. Had it not done so, the unemployment compensation
system would have foundered sadly in some parts of the country in the
first half of 1938.

Early in 1937 the Bureau of Unemployment Compensation set up a
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special unit to formulate benefit plans and the following summer issued
a memorandum on benefit payment procedures which laid the founda-
tion for the systems later adopted in most of the states.* In the prepara-
tion of this report, several fundamental issues had to be faced. How
frequently should workers be required to report their unemployment—
weekly as in Wisconsin, or three times a week as in England?  Should
they report in person or by mail? Should eligibility for benefits be deter-
mined by the local or the central office of the state agency? Should bene-
fits be paid in cash at the local employment office, as in Europe, or by
check issued by the central office of the agency? If the latter plan were
used, should checks be prepared by the central office only on receipt of
pay-orders attesting the claimants’ continued unemployment, or should
the central office set up a continuing benefit roll and issue checks weekly
for each claimant listed thercon until it received a stop-order {rom the
local office? These were the underlying problems in working out the
plan of benefit procedure. 1In attacking them, the Bureau considered
European practice to some extent, but drew much more heavily upon
the experience of Wisconsin, which had started benefit payment the pre-
ceding summer,® It is interesting to note that on all but one of these
questions the Burcau came to the same conclusion that Wisconsin had
reached, and on the onc issue the difference was not great.

The procedure suggested by the Burcau provided that the worker
would file his claim for benefits and report each week in person at the
local employment office which would determine his availability for em-
ployment. From his wage record the central office would determine his
eligibility in so far as it depended on previous earnings in insured em-
ployment, and would compute his benefit rate and duration. A notice
of this determination would then be sent to the local office. After the
completion of the waiting period, the central office would write a benefit
check each week on receipt of a pay-order from the local office establish-
ing the worker’s continued eligibility. These checks would be mailed
directly to the claimant or be distributed through the local office. In sub-
stance, this was the basic plan followed by all but one of the states in be-
ginning the payment of benefits. One state provided for filing claims
by mail and substituted a post-card notice for weekly reporting at the

% Social Security Board, Bureau of Unemployment Compensation, Benefit Payment Pro-
cedures, Memorandum I, July 1937,

5 For a discussion of the Wisconsin benefit system, see Matscheck and Atkinson, The Ad-
ministration of Unemployment Compensation Benefits in Wisconsin, July 1, 1936, to [une
30, 1937 (Chicago: Public Administration Service, 1937).
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local office. It also adopted the stop-order instead of the weekly pay-
order method of controlling the issuance of checks. This procedure
proved seriously defective and ultimately caused a complete breakdown
and reorganization of the agency.

Toward the end of 1937 and the beginning of 1938, the Social Se-
curity Board 1ssued a series of memoranda dealing with special phases of
benefit procedure and presenting somewhat more detailed methods for
handling them. Among these were a procedure for the payment of
benefits for partial unemployment, a plan for dealing with mass layoffs,
and a procedure for handling appeals. The Bureau also prepared, for
the information of the states in handling questions of disqualification
and eligibility, a codification of the decisions of the British Umpire in
unemployment insurance cases.

The Bureau did not issue benefit procedures elaborated in the detail
required for actual operation. Their formulation was left to the state
agencies with the aid of the federal accounting staff and of the repre-
sentatives of the business machine companies supplying the equipment
selected by the state. Numerous conferences were held between mem-
bers of the federal stafl, state oflicials, and machine company representa-
tives during the preparation of the detailed state procedures. Upon com-
pletion they were submitted to the Bureau for review. Further confer-
ences were then held on the proposals, and suggestions were offered for
their revision. In addition, the Interstate Conference of Unemployment
Compensatton Agencies held a meeting mainly devoted to benefit prob-
lems, and the Bureau conducted a training conference for persons re-
sponsible for training state employees in benefit operations,

The closing weeks of 1937 were a hectic period for both state and
federal staffs. Besides completing the plans of operation, the agencies
had to open hundreds of new employment offices, obtain quarters for the
enlargement of their central offices, install equipment, and select and
train new personnel several times as numerous as their existing forces.
As the year neared the end, it became evident that, due to the business
recession, the volume of benefit claims would be vastly greater than had
been expected. This necessitated a large, last minute increase in per-
sonnel and facilities. Most of the agencies handled these problems for
themselves with some technical aid from the Bureau, but a few were so
slow in perfecting their organizations that it became necessary to send
federal representatives to assist officials in completing arrangements. For
example, in one large state the field stafl of the United States Employ-
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ment Service selected the quarters for many of the employment offices
and even negotiated the leases, while persons from the Bureau of Un-
employment Compensation helped to complete the procedures and pre-
pare instructions on handling benefit claims.

During the first few months of 1938, the Bureau stationed a special
representative in each benefit-paying state to keep in touch with develop-
ments and to aid the agency. Some of these representatives rendered
yeoman’s service in helping agencies to adjust their procedures and cope
with their problems, while others were merely observers. For a few
weeks the Treasury Department made available a number of its field
accountants as special advisers. Though they had little time to acquaint
themselves with the peculiarities of the program, several were of very
real assistance to the agencies.

In view of the unexpectedly great volume of claims encountered at the
outset of benefit operations—more than 2,100,000 inidal claims were
filed in the first month, most in the first two weeks—it does credit to
state officials that they were able to meet the emergency and make un-
employment compensation function. Though nearly all the agencies
fell a few weeks behind in the payment of benefits in the first quarter of
1938, most succeeded in becoming reasonably current in their operations
before the end of the second quarter. Two or three kept abreast of the
work from the start, while a few did not catch up until the following
year.

Simplification of Benefit Procedures

A few weeks of benefit payment demonstrated the necessity of simpli-
fying procedures to permit more rapid operation. Some of the difh-
culties arose from defects in the methods originally adopted, and some
from complications in the laws themselves. Many were attributable to
over-refinements either of law or of procedure. The benefit formula
contained in the Draft Bill and copied with variations by most of the
states was too intricate for workers to understand or the agencies to apply
in a large-scale operation. Some of the procedures also were needlessly
claborate. To cite an extreme case, one state required local offices to
prepare eight typewritten copies of each claim which were routed to
various centra] and local units. Nearly all agencies set up file folders for
each claimant in both local and central offices. The files expanded so
rapidly that space could scarcely be found in which to store the records.
A small claim record card, developed by the Bureau and the Virginia
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agency, in itself has produced a great simplification of local office work
and eliminated hundreds of filing cabinets. Multiple-purpose records
and packs of forms have also been devised which have greatly reduced
paper work and speeded up operations. This streamlining process has
been a joint effort of the federal and state agencies. The Bureau, how-
ever, has taken the leadership in developing simplifications in the benefie
formula and other features of the unemployment compensation laws.*

Those states which did not begin benefit payment until 1939 were able
to profit by the experience of the others and to avoid most of the difh-
culties they had encountered. Furthermore, the claims loads were much
lighter than in January 1938. To a far greater degree the agencies start-
ing payment in 1939 were able to plan their own procedures and handle
their tasks unaided, though they obtained from regional representatives
and others much valuable counsel based on the work of the previous
year.

Installation of Experience Rating

The last major step in the installation of unemployment compensation
has been the establishment of experience rating systems. While the fed-
eral agency has devised plans for the maintenance of employer experi-
ence rating accounts and has assisted some states in shaping their pro-
cedures, the agencies have prepared their own plans to a greater extent
than in the earlier phases of the unemployment compensation program.
This has been due both to delay on the part of the Board in analyzing ex-
perience rating and to the increased experience of the agencies in formu-
lating procedures. It indicates greater maturity and self-sufficiency on
the part of the agencies. This, in turn, points to a decline in federal in-
fluence and to the necessity of greater expertness in dealing with technical
problems if the federal agency is to render effective service in the field of
operating methods.

Der1ciENcIEs oF FEDERAL TECHNICAL SERVICE

Important as the federal contribution has been to the development of
unemployment compensation, the technical service of the Social Se-
curity Board has seldom equalled the needs of the state agencies. Fre-
quently, the plans and procedures which it has formulated have been too

& Social Security Board, Bureau of Unemployment Compensation, Simplification of the
Benefit Formula in State Unemployment Compensation Laws, February 1939.
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long delayed. In some cases, as with the memoranda on handling mass
layoffs and the payment of benefits for partial unemployment, its sug-
gestions have not reached the states until after they have had to start
operation. In fact, only one of a series of twelve reports on benefit pro-
cedures was issued before the beginning of benefit payment, though
many of the ideas contained in these studies were discussed with state
officials and incorporated in the procedures of many of the states before
the publication of the reports themselves. Similarly, the report on the
simplification of the benefit formula in state laws was not released until
March 1939, though action was desired during the legislative sessions
of that year.” With experience rating also, many of the states had to
develop procedures and begin operation before the Bureau was able to
render much assistance.

The delay in supplying technical aids has been due to several causes.
The most important have been the limited size of the federal staff and
the large number of problems to be dealt with in the early stages of the
program. The division of control over operations among fifty-one inde-
pendent agencies has greatly added to the time required for conferences,
review of state proposals, and service to the agencies, and has often pre-
vented the Bureau from attacking problems as promptly as desirable.
The board form of organization at the federal level has also retarded ac-
tion at times, though it has probably resulted in more carefully consid-
ered recommendations.

In the study of technical problems and the development of new meth-
ods, the federal staff has been handicapped by remoteness from the scene
of operation. During the first few years most of the technical work in
the field was done by the accountants who assisted states in detailing and
installing their procedures. The persons engaged in research and the
more basic planning were tied down in Washington for the most part,
with little opportunity to observe unemployment compensation in actual
operation. It was, therefore, hard for them to visualize some of the prob-
lems assigned them and to appraise the operating difhiculties which often
vitally affect the practicability of proposals. To overcome this handicap,
the technical personnel now spend a considerable part of their time in the

field.

T'The report did not reach the states until the middle of March. Drafts of amendments
covening many of the suggestions were issued in January 1939, but they were not accom-
panied by the explanation and analysis needed to aid state ofﬁcxals in developing legislative
proposals.
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MEANS OF STRENGTHENING FEDERAL TECHNICAL SERVICE

While unemployment compensation has now passed the early plan-
ning stage, there is still a great need for research and technical service in
perfecting its operation. Undoubtedly much more can now be done to
increase efficiency and reduce costs through aid in solving technical prob-
lems and in improving operating methods than by minute review of
budgets and detailed supervision of state administration. Lengthening
the budgetary period and reconstructing the accounting systems to yield
expenditure data susceptible of comparative cost analysis should reduce
the federal personnel required for fiscal work and permit an expansion
of the technical staff. An increase in the latter force should hasten im-
provements in the administration of unemployment compensation and
result in savings in grants equal to several times the expenditure for the
additional federal personnel.

The states, however, are no longer novices in dealing with unemploy-
ment compensation problems. Many of them have developed competent
technicians within their own staffs, and all have a fund of practical ex-
perience which is basic in perfecting the unemployment compensation
system. But they lack breadth of perspective and ability to specialize.
Their research and technical people have to cover the entire unemploy-
ment compensation program and frequently must carry some adminis-
trative responsibilities as well.  The aid they particularly need from the
federal staff is that of the specialist who has studied one aspect of the
program intensively and is familiar with the way in which it is handled
in other states.® It is easy for the personnel of an agency to get into a rut
and to become provincial in their thinking. Yet there 1s a keen interest
among them in the practices of other states and a desire to learn from
national studies and the work of other agencies.

The development of a corps of technical experts is one of the most im-
portant tasks of the Bureau of Employment Security, but this takes time.
The day has passed when the personnel can be properly trained in Wash-
ington. Unemployment compensation is now a program in action, and
the states are the laboratories where it must be studied. Since the rush
of preparing the agencies for benefit payment has subsided, the Bureau

8 When asked by the author to indicate the most helpful services obtained from the
Board, state officials have commonly referred o work done in the agency by persons par-
ticularly expert on a certain phase of the work. As between specialized and generalized
service, they have invariably indicated the need for more of the former.
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has to a much greater degree been assigning individuals to particular sub-
jects and sending them into the states to analyze specific aspects of the
program and to absorb in detail the problems and the methods used. An
intensive program of field studies is essential to obtain the background
needed to aid the states and to command their respect, but to a large
degree these studies can be combined with service to the agencies after
the preliminary work has been done.

One means of hastening the analysis of unemployment compensation
problems would be the temporary use of state personnel on national
projects. Scattered among the agencies are many persons of special com-
petence who have a knowledge of actual operations such as few of the
federal staff possess. While they could not be permanently withdrawn
without injury to their agencies, most could be spared for a few months
to assist the Bureau on surveys or special studies or to render technical
service in other states. In this way the Bureau could obtain additional
staff with which to press forward its own research and technical pro-
grams. The federal agency would benefit from the operating experience
of the state personnel, and the states, from the broadened backgrounds
acquired by members of their staffs and the new ideas and information
they would bring back to their agencies. The arrangement would also
help to break down some of the barriers between state and federal agen-
cies and to create closer working relations between them.

. The solution of state problems could also be hastened by greater provi-

sion for the clearance of ideas and experience among agencies. Very few
of the problems are peculiar to any one state. Most have arisen and been
met in different ways and with varying degrees of success in a number
of states. Yet state officials usually are acquainted only with the plans
tried by their own agencies and perhaps a few adjoining states. With
this limited background, it often happens that one agency is considering
the adoption of measures which have already been tested and perhaps
discarded by another. There have even been cases in which one state has
proposed a basic change of system, such as the substitution of tabulating
for bookkeeping equipment, while another nearby state has been con-
sidering the opposite change for reasons believed by its officials to be
equally compelling.

As a rule, the Bureau does not publish a report until it has been able to
examine a problem minutely and arrive at definite recommendations.
But long before this the agencies have to take action, often on the basis



RESEARCH AND TECHNICAL SERVICE 115

of very limited analysis. A greater interchange of ideas in advance of
final conclusions would often be helpful. This need might be met in
part through the Employment Security Review, the periodical published
by the Bureau. Articles explaining problems and methods in individual
states would provide a clearance of experience which would be of value
to both state and federal personnel. A similar result could be obtained
by greater use of regional and sectional conferences of state administra-
tive and technical personnel. Annual conferences are now held in most
regions under the auspices of the Interstate Conference of Unemploy-
ment Compensation Agencies, but these meetings are too brief and too
infrequent to permit a thorough discussion of the many problems now
confronting agencies. They could, however, be developed into very
valuable professional gatherings.

The Bureau has already made some use of the survey technique to
improve state administration and develop its own personnel. With in-
creased staff, much more use could profitably be made of this device.
Many defects in operation go unnoticed because of the limited acquaint-
ance of state and regional personnel with alternative methods. Substan-
tial savings could often be made by improvements of organization and
procedure which a competent survey staff should be able to suggest. This
has been amply demonstrated in the few states where comprehensive sur-
veys have been made.” There probably are few agencies that would not
benefit by a thorough examination of their systems by an outside group
well grounded in the various features of unemployment compensation
administration.

While most of the specialization must take place in the central staff of
the Bureau, good, all-round technical personnel in the regions is also
essential. Every region could utilize the services of at least one person
particularly familiar with unemployment compensation problems and
procedures, and another possessing a similar knowledge of employment
service. The regional representative, as a rule, is preoccupied with budg-
etary and administrative problems and does not have the time or the
training for thorough analysis of state operating methods. Consequently,
defects may not be observed unless they definitely obstruct operation. It
is noteworthy that the Bureau of Employment Security receives more
requests for technical advice and assistance from regions where there is

9 One of the carly surveys led to simplifications which produced a reduction of more
than $100,000 in the next budget,
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a well-equipped technical person on the regional stafl than from other
areas. Not only can he detect conditions which call for improvement,
but on many he can render the service needed by the agency. In other
cases he provides a valuable connecting link between the agency and the
specialized staff of the Bureau.
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COORDINATION OF SOCIAL INSURANCE AGENCIES
AND SYSTEMS

Tue ApMINISTRATION of social insurance in the United States presents a
tangled web with many gaps and numerous overlapping strands. Work-
men’s compensation, the oldest form of social insurance in this country, is
entirely administered by the states. Though unemployment compensa-
tion constitutes a federal-state system, its administration is divided among
fifty-three state and federal agencies. In addition, there is a separate un-
employment insurance system for railroad employees, operated b) the
Railroad Retirement Board. If unemployment compensation is ex-
tended to maritime workers, another federal system will no doubt be
established for that group. Finally, there are two old-age insurance sys-
tems—one for workers generally and the other for railroad employees—
administered through three separate federal agencies.!

The existence of fifty-three state or federal laws and fifty-four state or
federal agencies for the administration of unemployment insurance in-
evitably calls for the closest possible coordination. This chapter will con-
sider some of the major problems of coordination,” but cannot attempt
to cover the entire field, for the issues are numerous and many need fur-
ther exploration.

Enmrrover COVERAGE

While the provisions of unemployment compensation laws on em-
ployer coverage conform for the most part to the basic pattern of the
Draft Bill, there are sufficient variations in definitions and exclusions to
add to the difhculties of state administrators and of employers operating
in more than one state. An interstate employer must acquaint himself
with the unemployment compensation laws, regulations, and interpreta-
tions of the states in which he does business or run the risk of subjecting

1 The numbers used in this paragraph take into account the tax administration and fund
management functions performed by the Treasury Deparunent for the various social insur-
ance systcms.

2 For a discussion of another group of coordination problems, see C. A. Kulp, Social In-
surance Coordination (Washington: Committee on Social Security of the Social Science Re-
search Counail, 1938), pp. 271-306.
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himself to penalties and perhaps impairing the benefit rights of his work-
ers. Several elaborate commercial services and a growing literature have
come into existence to aid employers in threading their way through
this new field of law.

Interstate Employment

The physical division of the country into fifty-one state and territorial
jurisdictions for the administration of unemployment compensation in-
evitably creates many coverage problems. If the operations of an inter-
state employer are confined to separate plants located in different states
and each establishment maintains its own payroll, the determination of
coverage does not ordinarily present particular difficulty. But if a group
of salesmen for a Philadelphia concern operate from a branch office in
Kansas City, Missouri, and cover Oklahoma, Kansas, and Nebraska, it
becomes more complex. Similarly, problems are apt to arise when a
building contractor operating in New York, Connecticut, and New
Jersey shifts his force from one state to another. Likewise, if an linois
trucking company has drivers in Cleveland for a regular run to New
York City, there may be questions. In the case of a large corporation,
situations like these and perhaps several other types may exist. If differ-
ences in laws and interpretations are added, it is evident that the deter-
mination of coverage has its perplexities for employers and state officials.
The manner in which these and other coverage problems are resolved
affects not only the reporting burden of the employer, but also the con-
venience with which employees obtain benefits when unemployed and
sometimes their ability to qualify for benefits. Owing to differences of
law, some employment may escape coverage entirely, while some may
technically be liable to taxation in more than one state.

To a great degree, gaps and duplication in the coverage of interstate
employment have been eliminated by amendments worked out by the
Social Security Board and the Interstate Conference of Unemployment
Compensation Agencies late in 1936 and since incorporated in the laws
of most states.” In brief, these amendments provide that employment
shall be deemed localized and subject to coverage in a particular state if
entirely performed therein or if the service without the state is incidental
to that performed within it. If the employment does not fall in either
of these categories but is partially performed in one state, it is to be cov-

% Social Security Board, Draft Bills for Srate Unemployment Compensation of Pooled
Fund and Employer Reserve Account Types, revised cdition, January 1937, sec. 2(i).
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ered there, provided the basc of operations or point of control is in that
state. In case the base of operations or point of control is not in any state
in which work is performed, the employment is to be covered in the state
where the worker resides. Finally, should none of these conditions be
fulfilled, the employment may be covered in the state where the worker
resides. Though these provisions are somewhat complicated and often
difficult to apply, they take account of most of the interstate situations
which arise. A few states, however, have not yet adopted them, or have
added them to other provisions with which they are not entirely con-
sistent.

One of the important problems which the existing coverage provisions
do not adequately meet is that of the contractor who shifts his operations
and his force from state to state. If the base of operations moves, pre-
sumably the state of coverage likewise changes. But it is not always clear
whether the contractor has actually shifted his headquarters. He may
have moved his office to the new project, but with the intention of return-
ing to the former state on completion of the work. Even if it is apparent
that the base of operations has changed and that the employment is cov-
ered in the new state, the force may have been recruited and may reside
in the former state. In this case, it would be better for the workers to
have their benefit rights accumulate in that state, so that there would be
no loss of benefits due to the division of their employment among sev-
eral states. As yet no satisfactory solution has been developed for this
type of situation. In so far as the workers are concerned, it could be met
by a plan for the transfer of benefit rights, which will be discussed at a
later point in this chapter, but this would not remove the difficulties for
the employer and the state agencies.

Exclusions from Coverage

State laws differ more in their exclusions from coverage than in the
provisions relating to interstate employment. The major difference is
in the size of establishment exempted. In eleven states, coverage extends
to employers having but a single worker, as it does in the federal old-age
and survivors insurance system, while in twenty-five, it applies only to
those having eight or more employees. Industrial exclusions vary in
minor respects, but are tending to conform to those of the Federal Un-
employment Tax Act. Differences in exclusions do not create adminis-
trative problems of importance, but they result in inequitable treatment
of workers and employers, both among states and in the individual states.
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One bricklayer employed by a large concern is covered by unemployment
compensation, while another working for a small contractor in the same
community is not. Similarly, an employer with ten employees is sub-
ject to the payroll tax, while a competitor next door with seven workers
escapes. Yet another across the state line may be liable though he has
only five employees.

A revision of coverage provisions to afford broader and more uniform
protection to workers in the various states would be desirable. Inasmuch
as the old-age and survivors insurance system has demonstrated the
feasibility of covering small employers, it would seem that unemploy-
ment compensation might well be extended to their workers. The inclu-
ston of small employers creates operating difficulties, but several states
have shown that they can be met with reasonable success. Moreover,
these problems are partially offset by others—such as the subcontractor
problem—which are largely eliminated by taking in small employers.
The accomplishment of a broader and more uniform coverage hinges
mainly on the amendment of the Federal Unemployment Tax Act. If
the definition of employment in the federal Act were broadened, the
states would soon revise their laws to conform, since the 90 per cent
offset provision would leave little reason for failing to give workers the
protection of unemployment compensation.

Railroad Unem pl oyment Insurance Coverage

The establishment of a separate system of unemployment insurance
for railroad workers has created a new group of coverage problems. In
addition to the carriers themselves, the Railroad Unemployment Insur-
ance Act applics to any company, directly or indirectly owned or con-
trolled by carriers, which “operates any equipment or facility or per-
forms any service (except trucking service, casual service, and the casual
operation of equipment or facilities) in connection with the transporta-
tion of passengers or property by railroad,” together with railway labor
organizations and certain railroad bureaus and associations such as traf-
fic associations.* Many companies serving carriers, but not themselves
engaged in the transportation of passengers or freight, have been held
to come within the provisions of the Act. For example, refrigeration
companies which ice railroad cars, and the Fred Harvey Company, which
operates station restaurants and dining car services on certain lines, have
been held to be covered by the Act. A few electric railways and some

452 Star. L. 1094.
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motor bus companies operating partly in connection with steam railways
are also considered subject to the Railroad Unemployment Insurance Act.

‘These concerns, together with carloading companies, terminal ware-
house companies, and a few other groups, form a twilight zone between
the railroad unemployment insurance and the state unemployment com-
pensation systems. Several of the basic issues of coverage have not yet
been definitely decided. Some of the companies are covered by the Rail-
road Unemployment Insurance Act for part of their employment and by
state unemployment compensation laws for the remainder. Often the
same employees are engaged in both types of work in the course of a
year.

Obviously, dual coverage greatly complicates an employer’s problem,
for he must keep the two classes of employment separate in his payroll
records and comply with the reporting requirements of two very differ-
ent insurance systems. The number of companies which fall in this
twilight zone is small, but the number of employees affected is consider-
able. As with interstate workers, those employed by concerns subject to
both state and railroad unemployment insurance systems may have di-
vided benefit rights, which for some may mean the loss, and for others
the enlargement, of benefits. It may be possible to climinate some of
these difhiculties by amendment of the Railroad Unemployment Insur-
ance Act to exclude certain marginal groups of employers entirely and
leave them subject only to state unemployment compensation laws.
Some of the problems, however, are inherent in the existence of separate
insurance systems and can be removed only by consolidation.

CoLLECTION OF PayrorL TaXEs

Fifty-three agencies are engaged in the administration of fifty-five
separate payroll taxes for unemployment or old-age insurance purposes.’
Two of these agencies and four of the taxes are federal and the rest are
state or territorial. The Bureau of Internal Revenue administers the
payroll taxes for old-age and survivors insurance and for railroad retire-
ment, as well as the federal unemployment tax, while the Railroad Re-
tirement Board collects the tax for railroad unemployment insurance.
The federal unemployment tax and in large measure the tax for old-age

5 This includes the fifty-one state employment security agencies, the Bureau of Internal
Revenue, and the Railread Retircment Board, In addition to the fifty-five payroll taxes,

there are taxes on employces’ wages far old-age and survivors insurance and for railroad
retirement.
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and survivors insurance involve the same employers as the state unem-
ployment compensation levies. Except for very small employers, most
are subject to three payroll taxes, two collected by the Bureau of Internal
Revenue and the other by the state unemployment compensation agency.
Besides this, large numbers of employers are paying unemployment com-
pensation contributions in more than one state, some in nearly all states.
The multiplicity of agencies administering payroll taxes and the over-
lapping of federal and state taxes cause a great amount of wasteful
duplication of effort for employers and the government. Employers
must prepare three sets of tax returns for most of their employment.
These returns are different in form, and—what is more important—the
definitions of the employment subject to tax are also somewhat different.®
In administering the taxes, the Bureau of Internal Revenue and the state
agencies have almost identical tasks to perform. They must discover
and establish the liability of employers subject to the tax, collect and
account for the revenue, follow up delinquents, and examine employers’
records to detect evasion and determine the accuracy of the returns.

National Admanistration of Contributions

The obvious duplication of work involved in the present system of
payroll taxes has led many to urge national administration of the payroll
levies for unemployment compensation. If this change were adopted, it
would be possible to combine the three payroll taxes on a single return
and to collect them all at the same time. One agency, presumably the
Bureau of Internal Revenue, would determine employer liability under
each tax, handle the collection, and audit employers’ accounts. The
adoption of this plan would probably be accompanied by revisions of the
federal acts to provide identical coverage for the unemployment com-
pensation and the old-age and survivors insurance taxes. Employers,
however, would probably have to report the distribution of their payrolls
by state of coverage, as they now do for the federal unemployment tax.
From these data the Bureau of Internal Revenue could then compute the
amount due each state as its share of the unemployment compensation
levy and make a periodic settlement with each.”

6 The 1939 amendments to the Social Security Act made the definitions of employment
practically uniform for the two federal payroll taxes levied by the Act, except that the tax
for old-age and survivors insurance applies to employers having one or more workers and
the unemployment tax only to those with eight or more,

7 Other methods of apportionment could be used, but this seems the logical plan with a
federal-state system for the administration of unemployment compensation.
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Unified national administration of the payroll taxes would be a con-
siderable simplification for employers. They could deal with one taxing
agency and would have but a single set of coverage provisions to observe
and one return to prepare. Much of the confusion involved in the pres-
ent arrangement would be eliminated.® At the same time, unified ad-
ministration would eliminate costly duplication of effort between the
Bureau of Internal Revenue and the state agencies. It would no longer
be necessary for both to operate collection systems or to audit employers’
records to determine the accuracy of their tax returns.

National administration of unemployment compensation contribu-
tions, however, presents problems and difficulties which greatly limit its
practicabihity and possible savings so long as other unemployment com-
pensation operations are carried on by state agencies under separate state
laws. First of all, it would be necessary to obtain uniform coverage
provisions in all the states. This probably would not be particularly
difhicult to achieve, assuming that the coverage of the federal unemploy-
ment tax were enlarged to coincide with that of the tax for old-age and
survivors insurance, as convenience of administration would demand.
The states would then quickly adjust their laws to conform. In the sec-
ond place, the necessity of distributing the proceeds of the tax to the state
where the employment occurred would force interstate employers to
make the same difficult allocation of their payrolls as at present and
would continue to raise questions of the situs of coverage for the agency
administering the tax.

A third problem would be that of keeping the states informed of the
amount of payroll reported by each employer, period by period, as a
basis for verifying their employee wage records. One of the principal
advantages of the present system of periodic wage reporting is that it
permits the agency to compare the sum of the wages shown on the em-
ployee wage reports filed by an employer with the payroll total shown
on his contribution report. As the latter is subject to verification by field
audit, this comparison serves as a means of checking the completeness
and accuracy of the wage reports from which benefits are computed.
But this need could be satisfied by having the Bureau of Internal Revenue
furnish each state a list of the employers paying taxes on employment
therein, with the payroll amount. Or it could be met more casily by re-

8 Many small employers have not understood the distinction between state and federal
payroll taxes and have assumed that the payment of one or the other satisfied all the require-
ments of the social security system.
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quiring employers to submit their tax returns in duplicate and then send-
ing one copy to the state in which the employment was covered. As a
basis for the maintenance of experience rating accounts, it would also
be necessary to furnish states with experience rating systems a record of
the amount of unemployment compensation contributions paid by each
employer.

The real obstacle to national collection of unémployment compensa-
tion contributions is individual employer experience rating. Forty states
now provide for some form of experience rating by which the contribu-
tion rate of ecach employer is annually determined with reference to some
supposed measure of his unemployment risk. The most usual scheme
is the so-called charge-back system. Under this plan a separate account
is maintained for each employer, to which are credited the contributions
paid by him. Against this account are charged the benefits paid to his
former employees in accordance with rules laid down by the state law.
The excess of contributions over benefit charges during a stipulated pe-
riod is termed the reserve balance. Each year the state agency computes
the ratio of this reserve balance to the employer’s average annual payroll
for a three- or five-year period, as provided in the law, and, by applying a
scale contained in the law, fixes his new contribution rate according to
the percentage which his reserve balance is of his average annual payroll
amount. Thus, a 10 per cent reserve ratio may entitle the employer to a
one per cent contribution rate. These scales and some other features of
the scheme differ from state to state.

To comply with the requirements of the charge-back system of experi-
ence rating, which is substantially the one prescribed by most state un-
employment compensation laws, the following steps would be necessary
with national administration of unemployment compensation payroll
levies:

(1) Upon receipt of the tax payments, the Bureau of Internal Revenue
would have to total the payments creditable to each state and notify it
of the amount of unemployment compensation contributions paid by
each employer on employment covered therein. For the purpose of
verifying the wage records maintained by the state, the Bureau would
also have to inform it of the total amount of payroll shown on cach em-
ployer’s tax return for each period.

(2) The state agency would have to maintain a separate ledger ac-
count for each employer, to which it would credit his contribution pay-
ments and charge the benefits paid to his employees.
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(3) The state agency would annually have to compute the new con-
tribution rate for each employer and transmit a statement of the new
rates to the Bureau of Internal Revenue in advance of the first collection
for the new year.

(4) The Bureau of Internal Revenue would have to enter the indi-
vidual rates determined by the state agencies for the various employers
on the tax blanks mailed to them, or in some other manner notify them
of their new rates. For an employer operating in more than one state,
there would usually be a different rate for each state.

This analysis indicates that national administration would make little,
if any, difference in the amount of contribution accounting required in
state agencies and would greatly increase the amount of information to
be cleared between the states and the Bureau of Internal Revenue. It
would also make the administration of payroll taxes much more costly
and cumbersome for the Bureau. Moreover, it would not entirely elimi-
nate overlapping between the states and the Bureau in the investigation
of employers for the determination of employer liability. A large per-
centage of the new employers added to coverage—probably a majority
in states which cover employers with one or more employees—are
brought to light by benefit claims filed by workers. If a claimant re-
ported employment not indicated by state wage records, it would often
be necessary for the agency to investigate in order to determine whether
the employer was subject to the unemployment compensation law.
Hence, the states would continue to require field forces and to discover
new employers who should be paying unemployment compensation
contributions. A similar situation now exists in the administration of
old-age and survivors insurance and the payroll tax for its support. The
Social Security Board operates the insurance system and handles the
benefit claims, while the Bureau of Internal Revenue administers the
tax. Though both are federal agencics, the arrangement has proved
sufficiently cumbersome and has given rise to enough difficulties of co-
ordination to cause some to wonder whether the administration of both
the tax and the benefits should not be vested in a single agency.

From the standpoint of employers, unified national administration of
the payroll taxes would represent a material simplification. But so long
as state laws provide for individual employer experience rating, it is by
no means clear that national administration would involve enough re-
duction of work or expense for governmental agencies to compensate for
the increased intergovernmental clearances and for the division of re-
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sponsibility for the determination of coverage between the state benefit-
paying agencies and the federal tax-collecting agency. While some state
ofhicials have expressed themselves as favoring national administration
of unemployment compensation contributions, there is no certainty that
an attempt to bring about this change might not meet almost as much
political opposition as would a move to nationalize the entire system. In
fact, nationalization of the tax would be a considerable step toward fed-
eral administration of unemployment compensation.

It is not meant by this discussion to deny that unified administration
of the payroll taxes in itself has many advantages, but rather to indicate
that, considered in conjunction with other features of the existing federal-
state system of unemployment compensation, the advantages are much
less compelling than is often believed. If experience rating were aban-
doned throughout the country, unified tax administration would be
much more feasible and might well prove the best arrangement.

Coordination of Existing Systems of Tax Administration

For the present, better coordination between state and federal agen-
cies probably affords a more practicable means of improving the admin-
istration of payroll taxes than an attempt to nationalize the collection of
unemployment compensation contributions. It is patently absurd for
state agencies and the Bureau of Internal Revenue independently to be
ferreting out little employers and collecting payroll taxes without more
constructive cooperation between them than now exists. Particularly is
this true where the state unemployment compensation law applies to
employers with one or more workers, as does the federal tax for old-age
and survivors insurance. The mortality among little employers is great;
they come and go by the tens and hundreds of thousands. Many keep
only the crudest records and are ignorant of their obligations under the
social security system. At best, the application of payroll taxes to small
employers is difficult, and the percentage who escape detection is bound
to be substantial. Both the Bureau of Internal Revenue and the state
agencies need all the aid the other can give if they arc to enforce these
taxes effectively against the little employer. It is not that the loss of
revenue is so material; at times 1t costs more to collect the tax than it
yields. Instead, it is the effect of inadequate tax enforcement on the
benefit rights of workers which is important. Unless employers are dis-
covered and made to comply with the tax and reporting requirements of
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the state and federal laws, workers are likely to suffer loss either in un-
employment compensation or in old-age benefits.

At present, the cooperation between the Bureau of Internal Revenue
and the state agencies is rather limited. The only formal clearance of
information is an annual certification by the states of the amount of
contributions paid by cach employer having eight or more workers. This
is essential in the application of the 90 per cent offsct against the federal
unemployment tax and provides a very valuable aid to the Bureau in the
administration of that tax. On the other hand, the states are not pro-
vided with a regular clearance of information from the Bureau. The
data on employers subject to the tax for old-age and survivors insurance,
which would be of great value to states covering employers with less
than eight employees, are held to be confidential information which can
be obtained by state officials only on formal application by the governor
and then by a rather cumbersome process. Clearly, the federal act should
be amended to make this information more readily available to the state
agencies.

In enforcing payroll taxes, the Bureau of Internal Revenue and a state
agency each enjoys advantages which the other lacks and which account
for numerous returns. On its side, the Bureau of Internal Revenue has
the advantage of the prestige of the federal government and the informa-
tion in its income tax files. With little effort on its part, the Bureau ob-
tains returns from thousands of small employers who do not wish to run
the risk of federal penalties, but who stand in little awe of their state gov-
ernment. On their side, the state agencies have the advantages of large
forces of field investigators—aggregating more than half the number
employed by the Bureau of Internal Revenue for the enforcement of
all federal taxes—and of the benefit claims filed by unemployed workers.
These claims have proved to be the most productive means of discovering
non-complying employers in states with a very low coverage. Between
one-sixth and one-quarter of the insured workers file unemployment
compensation claims in the course of a year and have an opportunity to
report inaccuracies in their wage records. If the record is incomplete and
a worker objects, the agency investigates. This means that the state agen-
cies have several million enforcement agents for the unemployment com-
pensation system to help discover employers who should be, but are not,
reporting and paying their taxes, or who are not filing complete returns.
The Bureau of Internal Revenue has no enforcement device of equal
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strength. Obviously, there should be simple, routine procedures for the
clearance of information between the state and federal agencies so that
both may the better and the more easily fulfill their responsibilities under
the social security laws.

In states having a very low coverage limit, and especially in those cov-
ering employers with one or more workers, there could be a useful two-
way clearance between the state and federal agencies on new employers
and on those going out of business. The mechanics of clearance could
be rather simple. Probably there should be an initial comparison of em-
ployers’ lists, which the state agencies could make by checking copies of
the federal list against their files of active employers. Thereafter, the
state agencies could meet the needs of the Bureau of Internal Revenue by
merely furnishing a carbon copy of the liability and status reports filed
by new employers, and by periodically sending the Bureau a list of em-
ployers whose liability had terminated—prepared by running the address
plates removed from the active file. From the liability and status report,
the Bureau could usually determine whether the employer was subject
to the federal tax and, if liable and not paying, could notify him by mail
to show cause why he should not file a federal return. Although the
Bureau could not give the state agencies a comparable record, it could
readily produce from its address plates lists of newly liable employers
which would show the names and addresses of the firms and the number
of insured workers. On termination of liability, it could give the state
a similar list. This procedure would involve relatively little work for
either agency and would promptly bring to the attention of each the new
employers discovered by the other, and the concerns quitting business
whose records should be checked at once for delinquent taxes.

There could also be a valuable clearance of field audit and investiga-
tion reports which have revealed additional tax liability. It is reasonable
to suppose that the employer who, through ignorance or intent, has filed
an incomplete return with one agency has likewise submitted an in-
accurate report to the other. Many of the states use standard forms to
summarize audits and investigations of employers’ records, and the
preparation of a carbon copy for the Bureau of Internal Revenue would
be sufficient. In return the Burcau could notify the states by letter of
the findings of its field investigators, but legislation might be necessary
to make the information available. That such an interchange of in-

formation would be very productive, there can be no doubt. In one large
state alone, field audits made in 1939 revealed over $3,000,000 of un-
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reported liability for unemployment compensation contributions. In
most states with which the author is acquainted, the field audit forces
have produced revenue far in excess of their cost.

Interstate cooperation in the audit or investigation of out-of-state em-
ployers presents a type of coordination which has already been developed
to some extent by the state agencies. Often the payroll records of an in-
terstate employer are centralized at a single office, and a considerable
saving is possible by having the agency in that state conduct the audit
for all the states concerned. A certain interstate comity has also devel-
oped in making other types of field contacts and investigations. The
principal difficulty arises from the differences in state laws and interpre-
tations and the possibility that the ficld man may fail to conform to the
law of the foreign state for which he is rendering service.

W aGe REPORTING

Wage reporting offers another fruitful field for coordination. Both
unemployment compensation and the benefits paid by the old-age and
survivors insurance system are based on the previous earnings of the in-
dividual worker. Consequently, both the state agencies administering
unemployment compensation and the Bureau of Old-Age and Survivors
Insurance of the Social Security Board maintain elaborate wage record
systems. In the case of unemployment compensation, these records only
extend over a one- or two-year period, but in old-age and survivors insur-
ance they accumulate for the earning lifetime of the worker. To supply
the necessary data, employers must file with the federal government a
quarterly report of the earnings of all their insured employees and in
nearly all states either a quarterly or an annual report of the wages of all
those covered by unemployment compensation. For all workers earn-
ing $1,000 or more a year, they must also file an annual wage report with
the Bureau of Internal Revenue for income tax purposes.

Thus, employers must submit three different wage reports for their
workers, and in some states a fourth report to the state income tax au-
thority. That this multiple reporting is costly as well as irksome to em-
ployers is obvious. It is also apparent that the maintenance of duplicate
systems of wage records is expensive for state and federal social insurance
agencies.

One suggestion for overcoming multiple reporting is that there should
be a single system of wage records and reporting for unemployment



130 FEDERAL ROLE IN UNEMPLOYMENT COMPENSATION

compensation and old-age and survivors insurance, operated by the lat-
ter. The Social Security Board maintains an immense central record
office for old-age and survivors insurance. If the coverage for unem-
ployment compensation were made uniform with that for old-age and
survivors insurance, one set of wage reports and records could supply the
information required for both. But so long as one insurance system is
operated by the federal government and the other by the states, there ap-
pears to be little possibility of consolidating the wage records. The Social
Security Board at one time considered breaking up its wage records
among the twelve regional ofhces, but, after careful study, found that
this would be much more costly and less convenient than a centralized
record system. The annual saving by centralization has been estimated
at $700,000.°

It is very unlikely that a single national record office could furnish
wage information to state agencies with sufficient promptness for the
determination and payment of unemployment compensation claims. In
fact, there may be question whether twelve regional offices could supply
the necessary data quickly enough, though it is possible that they might,
The procedure would be slower than under a complete regional system
of unemployment compensation administration, since transactions would
flow from the local to the central office of the state agency, then to the
regional office and back to the central office in the state, rather than di-
rectly from the local to the regional office. To make a single wage record
system function efficiently, the administration of unemployment com-
pensation would have to be entirely nationalized.

Even with a dual system of wage records for social insurance purposes,
much could be done to lighten the reporting burden for employers and
to reduce administrative costs. If the states would adopt uniform defini-
tions of employment and wages in conformity with those in the federal
social security laws, it would be possible to use a standard form of wage
report which would enable employers to prepare the reports for unem-
ployment compensation and old-age and survivors insurance at one
operation, one as a carbon copy of the other. The main obstacle to this
plan is that the federal government has found a list type of report prefer-
able for its purposes, whereas the procedures employed in many of the
state agencies necessitate obtaining the data for each worker on a sepa-
rate wage slip. The Social Security Board originally used the slip type

9 Social Security Board, Fourth Annual Report, 1939, p. 19.
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of report. While wage slips are a little less convenient for the Bureau
of Internal Revenue and the Bureau of Old-Age and Survivors Insur-
ance, both of which handle the reports, the difference would hardly be
great enough to justify compelling employers to prepare the reports
separately. It would be much easier for the Board to shift to wage slips
in states where the unemployment compensation procedure requires
them, than for the states to change their record systems and business
equipment to make efficient use of the list type of report.*® If this were
done, a uniform wage report could be used within each state for un-
employment compensation and old-age and survivors insurance, and
employers would gain the principal advantages of an integrated system
of wage reporting.

With some changes in the benefit formulas prescribed by state unem-
ployment compensation laws and by the Social Security Act for old-age
and survivors insurance, there could be a great reduction in the volume
of wage-reporting and record-keeping work for both employers and the
agencies. A few states base all benefit computations on the worker’s
earnings in the preceding calendar year and determine the weekly benefit
rate from his wages in the quarter of highest earnings during that year.
With this plan it is possible to allow employers having reliable and prop-
erly protected payroll records to file annual, rather than quarterly, wage
reports, provided they break the data down into quarterly amounts. One
state adopting this plan has placed nearly half its employers on an annual
reporting basis. As most of the large employers maintain good records,
annual reporting applies to three-fourths of the workers in the state.
This represents an immense reduction in reporting for employers and in
record keeping for the agency. With annual reporting, the wage slip
plan is definitely the most economical for unemployment compensation
purposes.

If the benefit formula for old-age and survivors insurance were
slightly revised, it would also be possible for the Social Security Board to
adopt annual wage reporting for employers with proper payroll records.
Not only would this reduce reporting for the employers, but it would
mean a great cut in record-posting work for the Bureau of Old-Age and

10 With list reports, the state must punch a tabulation card for each wage cntry and use
tabulating machinery for its benefit operations. With the ship systemn, the slips are sorted
and filed manually, and bookkeeping equipment is used for benefit operations. As yet, the
relative efficiency of the two plans has not definitely been determined, and there would not

be an adequate case for asking states to abandon slip reporting. In fact, it may well be that
it is the preferable system for unemployment compensation.
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Survivors Insurance. With the use of the slip type of report, it would
also be possible to devisc a standard form which could be prepared in
sufficient copies to meet the wage-reporting needs of unemployment
compensation, old-age and survivors insurance, and the Bureau of Inter-
nal Revenue. It would be desirable, in addition, to require the employer
to give a copy of the wage slip to the worker, if still in his employ, so that
the worker could request its revision if inaccurate. This requirement
would be a good enforcement device and would bring about a prompt
correction of many of the errors and omissions in wage reports."*

In view of the opportunity for employers and governmental agencies
to save labor and expense, serious study might well be given to a plan of
wage reporting such as that outlined above. While it would involve
some changes in benefit formulas, they would not lessen the adequacy
of benefits. In so far as unemployment compensation is concerned, they
are changes which have already been effected in a number of states and
have proved satisfactory.

CLEARANCE OF Wace Recorp CorrecTiONS

With the dual system of wage records for unemployment compensa-
tion and old-age and survivors insurance, there could be an exchange of
correction data. At best, hundreds of thousands of errors are bound to
crecp into the records in the course of a year, many inconsequential, but
some sufficient to have a material effect on benefit calculations. Though
a source of delay and annoyance, these errors are less serious for unem-
ployment compensation than for old-age and survivors insurance, be-
cause only the most recent year’s earnings arc used and the worker can
usually detect the inaccuracies if substantial. Each year hundreds of
thousands of workers do contest the accuracy of their unemployment
compensation determinations. The agencies then obtain the worker’s
account of his employment and carnings during the period on which
benefits are based and re-examine their records to discover errors. If
necessary, they get in touch with the employers to obtain revised wage
reports. In this manner large numbers of employee carnings records are
corrected each year and new benefit determinations issued. It is esti-

mated that in 1939 approximately 5,000,000 of the 27,500,000 workers

LLIf the worker did not care to take the matter up with his employer, he could file a
complaint at the employment office and the agency could insttute an investigation.
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covered by unemployment compensation filed benefit claims. Conse-
quently, about 18 per cent of the insured workers had an opportunity to
pass upon the accuracy of their wage records and to protest if they be-
lieved the records inaccurate. Since these were the workers with unstable
employment, it is reasonable to presume that they represented a high
percentage, quite possibly a majority, of the serious errors and omissions
in the wage records.

The Bureau of Old-Age and Survivors Insurance has no comparable
means of discovering errors and obtaining the correction of its wage
records. 1f an employer fails to report for a given worker or enters an
incorrect wage amount, the Bureau cannot detect the mistake, provided
the sum of the amounts reported for all his employees agrees mathe-
matically with the total on the wage list report and with the total payroll
shown on his tax return for the same period. As the unemployment
compensation and old-age and survivors insurance wage reports are pre-
pared from the same records, it is probable that the major errors or omis-
sions will appear in both. It should, therefore, be very advantageous to
the old-age and survivors insurance system to obtain from the states the
corrections made in unemployment compensation wage records as a
result of benefit claims, and thus eliminate a large proportion of the
errors which it will be too late to remedy when the worker files his claim
at the age of sixty-five.

The exact form of clearance would have to be worked out with refer-
ence to the records and procedures used by the individual state agency.
All states with periodic wage reporting prepare a transcript of the wage
data in some form as a basis for each new benefit determination. Many
send a copy to the local office to be shown to the worker. If he contests
its accuracy and errors are discovered, either the old transcript is corrected
or a revised transcript is prepared. A copy of the revised transcript with
the changes indicated would provide the information needed by the Bu-
reau of Old-Age and Survivors Insurance to correct its records. It would
seem that a routine procedure might readily be devised for supplying
these data to the Bureau. This clearance would be especially valuable
with states covering employers with one or more workers. In states
with higher coverage limits, a substantial proportion of the unemploy-
ment compensation corrections would consist of wage data obtained
from newly discovered employers along the margin of the coverage
limit who might have been reporting for old-age and survivors insur-
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ance. Nevertheless, the percentage of other types of corrections might
be sufficient to render the clearance worth while.'?

PaynmEenTt oF BENEFITS TOo MULTI-STATE W ORKERS

The interstate worker presents especially difficult problems in the
operation of the federal-state system of unemployment compensation.
As benefits are based on the past earnings and employment which are
reported to the state where the employment is localized, state boundaries
have an important effect upon a worker’s ability to obtain compensation.
Two general types of situations may be noted. In the first, the unem-
ployed worker resides in one state but has had his employment, and
hence his benefit rights, in another. This group of workers may again
be divided into two classes: the regular commuters living only a short
distance from the state of their employment and normally expecting to
obtain their future employment in that state, and the persons who reside
at a considerable distance from the state where their benefit rights have
accrued, such as construction workers who have been employed on a dis-
tant project, or young factory employees who, after losing their jobs,
have returned to live with their parents in other states.

The second type of situation arises when the worker has had employ-
ment in two or more states, as is often the case with construction workers
and some other groups. This type presents the more difficult problems.
At one extreme, the division of employment may mean that the worker
cannot qualify for benefits in any state, and at the other, he may be able
to draw benefits from two or more states greatly in excess of the amount
he could secure in any one of them if his employment had been confined
to that state. Also, it may be possible for him to draw benefits from two
states simultaneously, though this would usually be contrary to the un-
employment compensation laws and regulations.

To meet the problem of the interstate worker, at least in par, the Inter-

12 A few expeniments have been conducted in the clearance of employee wage data from
the Bureau of Old-Age and Survivors Insurance to the states. For example, New York has
obtained wage data from the federal agency on some of its unemployment compensation
cases which have been appealed because of incorrect wage records. In nearly half the cases
the Bureau was able to supply part, and in more than one-fourth of the cases all, of the
needed information. In New Lngland there has been an experiment in furnishing states
correction data obtained by the Bureau of Internal Revenue after a preliminary scrutiny of
the wage reports filed with it preliminary to transmission to the Bureau of Old-Age and
Survivors Insurance. Most of these corrections involved failure of the employer to report
his workers’ social security account numbers. The states make a similar examination of
their wage reports and routinely write employers for the missing information,
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state Conference of Unemployment Compensation Agencies, with the
aid of the Social Security Board, has prepared a plan for the payment of
benefits to these persons which has been adopted by practically all the
agencies. Under this plan an employment office in one state will accept
the claim of a worker who has had his employment in another state and
transmit it to the central office of the latter state. This central office then
determines the claim in accordance with its state law and its wage rec-
ords, and sends the determination to the local office which took the claim.
The worker is required to report to the employment office weekly in the
usual manner. It takes and transmits continued claims evidencing the
worker’s continued unemployment and eligibility for benefits. After
the waiting period has been served, as provided by the law of the state
against which the claim was filed, the central office begins the payment
of benefits by check addressed to the claimant.

This procedure operates reasonably well if the claimant has had all of
his employment in one state and does not shift from place to place after
filing his claim, as some migratory workers do. It is somewhat slower
and more cumbersome, of course, than the regular procedure for intra-
state claims, and it places a greater burden on the local and central office
staffs handling the claims, as they must familiarize themselves with the
requirements and methods of many states. The plan only provides for
the payment of benefits for total unemployment, but in practice many,
though a minority, of the states also accept interstate claims for partial
unemployment benefits.

The principal deficiency of the scheme is its failure to make proper
provision for the payment of benefits to persons with insured employ-
ment in more than one state. To qualify for benefits in any state, the
claimant must have had sufficient earnings in that state to establish his
eligibility in the same manner as though he had done all his work there.
In many states minimum earnings of from $150 to $200 during the base
year are necessary to qualify for benefits. Consequently, the worker who
has been employed in several states may forfeit part of the benefits to
which he would otherwise have been entitled because he has not had
sufficient earnings in some of these states to establish his eligibility. In
some cases, earnings are so scattered that the worker can obtain no bene-
fits at all or only a small fraction of what he would have obtained had his
employment been concentrated in one place. On the other hand, an
occasional claimant has had sufficient earnings in each of two states to
entitle him to the maximum amount of benefits allowed by law in each,
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and thus may draw benefits for twice the period normally permitted.
Another difficulty in the operation of the plan when the claimant has
benefit rights in two or more states is that many of them require a com-
plete waiting period to be served after they receive the claim. As no
claim is transmitted to state B until the worker has exhausted his benefit
rights with state A, this involves serving two waiting periods, whereas
only one would normally be required.

The problems presented by interstate workers are not insoluble, though
the solutions would involve some operating difhculties and require
amendment of the unemployment compensation laws of many states.
Methods already in use appear to be as well adapted as any to certain
of the situations that have to be met. A threefold plan would seem rea-
sonably adequate to take care of the principal situations that arise. For
commuters residing in one state and having all their insured employ-
ment in an adjoining state, the best arrangement would appear to be to
require the claimant to file his claim and report at the nearest local office
in the state of employment, provided the commuting cost is not excessive.
This allows the transaction to be handled like an intrastate claim. For
the worker who has had all his employment in one state but cannot rea-
sonably be required to file his claim and report there owing to the dis-
tance or the travel cost, the present multi-state procedure is appropriate,
although it ought to be extended to provide for partial as well as total
unemployment. In this case, the worker would file his claim with the
employment office nearest his residence, and it would be forwarded to the
central office in the state where the benefit rights had been accrued.

For workers who have had insured employment in more than one
state, yet a third arrangement is needed. Various schemes have been
proposed, but probably as practical a plan as any would be for the state
where the worker is located to accept and pay the claim in accordance
with its own unemployment compensation law, and subsequently dis-
tribute the cost and bill the other states in which the claimant had worked
during the base period. Under this scheme the worker would file his
claim with the nearest employment office, which would obtain a list of
the states in which he had worked during the base period provided by its
own law and the approximate dates of the employment. It would then
transmit the claim to its central office. The central office would request
the other states where the claimant had worked to forward transcripts of
his wage records. After assembling this information, it would com-
bine the wage data and determine the claim in accordance with the bene-
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fit formula provided by its own law. The worker would report at the
ncarest local office each week as required by the rules. On completion of
the regular waiting period, the central office would pay benefits in the
usual manner and up to the same limits as if it were handling an intra-
state claim.

After the exhaustion of benefits or upon the completion of the benefit
year, the agency handling the claim would apportion the benefit pay-
ments among the various states in which the claimant had worked, ac-
cording to the ratio of benefits to earnings provided by its own law, and
would charge the other states in the inverse chronological order in which
the employment occurred. The states would periodically bill each other
for the benefits paid or clear the transactions through the federal Bu-
reau of Employment Security, as provided in an agreement among the
agencies.

A plan of this kind for dealing with workers having employment in
more than one state would overcome most of the difficulties in the pres-
ent procedure. It would avoid loss of benefits due to earnings being
scattered among a number of states and would also prevent the payment
of excessive amounts of benefits to workers having sufficient earnings to
qualify for maximum benefits in more than one state under the present
procedure.  Furthermore, it would eliminate the necessity of serving
more than one waiting period in a benefit year and would allow the
claims to be handled substantially in accordance with the normal pro-
cedure for intrastate claims. There would, of course, be some problems
to be unsnarled. One of the principal difhculties would be that of ob-
taining wage data for the proper period from states which take the
calendar year as the base period and use annual wage reporting. Special
provisions would also have to be adopted for Wisconsin and any other
states which have unusual benefit formulas or which base the duration
of benefits on the number of weeks of employment rather than on the
amount of earnings.

The establishment of a separate unemployment insurance system for
railroad employees has created benefit problems similar to those arising
with interstate workers. In fact, the problems are somewhat more difh-
cult because the benefit features of the railroad unemployment insurance
system differ more from those of the unemployment compensation sys-
tem than the state laws differ among themselves. The Railroad Unem-
ployment Insurance Act bases benefits on days of unemployment rather
than on loss of earnings during a seven-day period. Whereas most states
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compute the claimant’s weekly benefit rate from his wages during the
quarter of highest earnings in the preceding year, the daily benefit rate
for railroad unemployment insurance is determined from annual earn-
ings. These and other differences in the two systems have importance
because many railroad workers have non-railroad employment in the
course of a year. Particularly is this true of maintenance-of-way em-
ployees, whose railroad employment is definitely seasonal.

Some study is being given to the possibility of combining railroad and
state benefit rights for claimants with both railroad and non-railroad
employment and having one agency pay the benefits for both insurance
systems. The Railroad Unemployment Insurance Act would permit
the Railroad Retirement Board to enter into agreements with state agen-
cies for this purpose and to reimburse them for benefits paid on earnings
derived from railroad employment. The plan would follow somewhat
the lines indicated above for persons who have worked in two or more
states, but would require special provisions to take care of the funda-
mental differences in the two insurance systems.



CHAPTER X

MAINTENANCE OF AN ADEQUATE BENEFIT
STRUCTURE

THE FUTURE OF UNEMPLOYMENT COMPENSATION laws largely rests with
rival employer and employee interest groups in the states. The leader-
ship in legislation, originally exercised by the Social Security Board, is
rapidly passing, not to state employment security agencies familiar with
unemployment compensation problems, but to private organizations.
In many states employer groups are aggressively seeking reductions in
contribution rates and a restriction of benefits, and in a few they have
already forced the enactment of such amendments. Though much less
articulate and informed, organized labor is beginning to demand in-
creased benefits, Either of these pressures, if not subject to restraint,
could seriously endanger the unemployment compensation system—
employer pressure by so reducing contributions as to lead to ultimate
insolvency or by so limiting benefits as to impair the value of unemploy-
ment compensation, and employee pressure by so raising the benefit scale
as eventually to bankrupt the system.

ADDITIONAL NATIONAL STANDARDS

This condition raises the question whether additional standards should
be inserted in the Social Security Act with reference to the benefit and
contribution provisions of state laws in order to assure the accomplish-
ment of the purposes of the federal Act.

Reasons for Additional Standards

One of the principal reasons for urging the enactment of additional
federal standards is the need of establishing a benefit structure more
nearly adequate to tide insured workers over their periods of involuntary
uncmployment. ‘The benefit provisions of the early Draft Bill did not
represent what the President’s Committee on Economic Security and the
Social Security Board deemed an adequate system of unemployment
compensation. Rather, these provisions represented a very conservative
estimate of what they believed a 3 per cent payroll tax would finance
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over the span of a business cycle.! Twenty-six weeks within a year—as
in Great Britain—were considered the most desirable maximum dura-
tion of unemployment benefits; but sixteen weeks were thought to be
the longest period for which benefits could be provided with a 3 per cent
tax, which seemed the highest practicable levy. In the light of existing
information, it is now believed that the 3 per cent tax would have per-
mitted a longer benefit duration than the authors of the program thought
possible from the fragmentary data on which they had to base their
estimates,

A few principles afford a reasonable basis for determining what con-
stitutes an adequate benefit structure. In the first place, the benefit rate
should be at least sufficient, as a rule, to enable the unemployed worker
to maintain his family in health and decency without supplementary
relief.” Second, the payment of benefits should begin early enough to
avoid hardship and the necessity of seeking public assistance. Finally,
the duration of benefits should be sufhciently long to carry the vast ma-
jority, certainly 80 per cent or more, of the normally employed workers
through the unemployment they experience within a year, except in pro-
longed periods of depression.® Unless unemployment compensation can
meet these tests, it will require considerable supplementation by other
forms of public assistance and will fall short of its objective of main-
taining the regular working force without resorting to relief in case of
any except the more extraordinary unemployment hazards.*

Two and a half years of benefit payment experience have demon-
strated that the existing benefit structure does not meet these tests. A
large percentage—in some states a majority—of the insured workers ex-
haust their benefit rights before they are able to return to work. Sample
studies in 1938 and 1939 indicated that in Michigan 48 per cent of the
claimants exhausted their benefits; in Iowa, 75 per cent; and in New

1 See Arthur J. Altmeyer, “Liberalizing Unemployment Compensation,” Social Security
Bulletin, January 1940, pp. 1-3.

21t is recognized that the regular benefit rate cannot be sufficient to provide for some
unusually large families or for extraordinary expenses due to illness in the home. These
cases inevitably require special treatment.

3 Unemployment due to disability or the worker's refusal of suitable work is excluded,
of course, from unemployment compensation.

% Paul L. Stanchfield has defined adequate benefits as follows: “Benefit payments at a
weekly rate comparing favorably with the relief grant or WPA wage which the claimant
would receive if in need, continued for a long enough period to cover all unemployment
{except the wailtdng period) experienced by the great majority of eligible ¢claimants during
the benefit year.” (Social Security Board, Bureau of Employment Security, Unemployment
Compensation Contributions, Benefits and Reserves [Employment Security Memorandum
No. 5, 1940], p. 24)
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Hampshire, 55 per cent. For these workers the duration of unemploy-
ment compensation was obviously too short. In some states the weekly
benefit rate also is too low. In North Carolina 70 per cent of the benefit
payments for total unemployment amount to less than §6 per week. In
one other state the average weekly benefit payment is less than $6, and
in five more, between $6 and $7. Especially in large cities, relief agencies
have found it necessary to supplement unemployment benefits in many
cases. For low-paid workers a benefit rate of one-half the regular wage
is not sufficient to maintain the family in health and decency, though in
general, the benefit rate is less open to criticism than the duration of bene-
fits. For many workers the two- and three-week waiting period require-
ments have also proved a hardship. With a two-week waiting period,
the worker must be unemployed for three weeks before he is entitled to
a week of benefits and an additional week must usually elapse before the
check arrives.

But national standards are needed, not merely to obtain a more ade-
quate benefit structure, but to protect the existing one from being weak-
ened by the insistent demand of employer groups for reduced contribu-
tions. In most states experience rating permits a reduction in an em-
ployer’s contribution rate if his contributions over a period of years ex-
ceed by a certain margin the amount charged against his account for
benefits paid to his employees. Though the purpose is to stimulate
efforts to stabilize employment, it is really a decrease in benefit charges
rather than more stable employment that reduces an employer’s contri-
bution rate. This decrease can be achieved as well by restrictive amend-
ments to the unemployment compensation law as by an actual reduction
in unemployment; in many states and for many industries it can, no
doubt, be obtained much more easily by amendment. The fact must be
plainly recognized, therefore, that experience rating provides a constant
incentive for employers to seck benefit reductions by amendment. The
better acquainted employers become with the unemployment compensa-
tion system, the stronger will be their interest in legislation for this
purpose.’

The danger is by no means imaginary. In many states labor is no
match for the employer group before the legislature. Throughout the
South and in the predominantly agricultural states, labor as a rule lacks

5 Before experience rating became operative, emplovers were not particularly aware of
its possibilities and significance. Hence, they were not alert to the desirability of blocking
liberalizing amendments or obtaining restrictive legislation. The turning point did not
come in many states until after the 1939 session,
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effective organization and leadership. On a problem as complex as the
revision of benefit formulas or experience rating provisions, it is at a
great disadvantage in seeking to protect its interests. Several states have
already passed seriously restrictive amendments, and agitation is arising
for similar legislation in many more. In 1939 West Virginia amended
its benefit formula in a manner which reduced the average benefit rate
for total unemployment from $10.89 to0 $7.98. Similar benefit formulas
were adopted by Maine, North Carolina, and South Dakota in 1939 and
by Kentucky in 1940. The reduction in the average benefit rates of these
states since the change ranges from 12 to 27 per cent.® The same plan
is being urged in a number of other states.”

Under similar pressure several states have adopted experience rating
plans which permit only reductions in contribution rates. A better-than-
average unemployment experience produces a rate reduction, but a
worse-than-average experience brings no corresponding increase in the
employer’s contribution rate above the normal rate of 2.7 per cent. Con-
sequently, the aggregate revenue of the unemployment compensation
fund inevitably falls below the yield of the 2.7 per cent tax on which the
unemployment compensation system is based. These one-sided experi-
ence rating plans run the risk of ultimately exhausting the reserve fund
and depressing benefits.

One scheme of experience rating, called the replenishment plan, is
particularly apt to bankrupt an unemployment compensation fund at
the beginning of a depression. Under this scheme the basic contribution
rate in each year is fixed at a point which would raise an amount equal
to that expended for benefits in the previous year provided the total
amount of employers’ payrolls remains the same. This means that in a
year such as 1930, when claims and bencfit payments would have risen
by leaps and bounds, the basic contribution rate would have been one
which, if levied on the prosperity payrolls of 1929, would have financed
the relatively modest benefits paid in that year. But with the sharp slump
in payrolls in 1930, this rate would have produced revenue far less than

8 Thomas C. Fichandler, “The Effects of Relating Weekly Benefit Amounts to Annual
Earnings,” Soctal Security Bulletin, April 1940, pp. 7, 8.

? A further example of the drive for the restriction of benefits is found in proposals for
more stringent eligibility and disqualification provisions. In addition to the usual penalty
of an increased waiting period when the worker has voluntarily quit his job or been dis-
charged for misconduct, some states have amended their laws to make a corresponding
reduction in his benefit duration for the current year. One state now cancels all benefit
rights when a worker goes into self-employment or a woman quits to get married, though
cither may soon return to covered employment and have later need to draw upon these
rights,
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the amount of benefits paid in 1929. Thus, the reserve fund would have
shrunk rapidly at both ends—through abnormally heavy benefit pay-
ments and extraordinarily small contribution collections. This plan also
ignores the need for accumulating strong reserves in the good years to
tide over the bad ones. This case is cited merely to indicate the danger
of amendments which may jeopardize the effectiveness of the unemploy-
ment compensation system in the very years when it is most needed.

Another argument for additional national standards is to maintain a
reasonable degree of uniformity in the treatment of workers and em-
ployers in different states. Since 1938 the trend in state legislation has
definitely been toward diversity in contribution and benefit provisions.
For example, the maximum amount of benefits a worker may receive
within a year now ranges from one-sixth of his earnings in the previous
year in some states to one-third in some others; in a few states the only
limit is a multiple of the weekly benefit rate, which varies from a low of
thirteen to a high of sixteen. A comparison of benefit rates in industrial
states of similar character also indicates substantial inequalities. The
median rate in the first half of 1940 was $14.66 in Hlinois, $12.39 in
Michigan, $11.26 in Pennsylvania, $10.75 in Ohio, and $10.71 in Wis-
consin. Partial unemployment benefits are usually paid by the week, but
one state now pays them in part by the month and another only by the
quarter.

Whereas contribution rates were a flat 2.7 per cent of payrolls until
1940, existing experience rating schemes permit very substantial differ-
ences among states in the average level of contribution rates.*  With the
same degree of unemployment, two employers in the same industry but
in different states may have entirely dissimilar contribution rates because
of the way in which experience rating is applied. Inequities are bound
to arise owing to these variations in the treatment of competitors. The
federal unemployment tax and the 90 per cent offset were intended to
overcome these inequalities of tax burden and to prevent competition
among states in cutting benefit standards and reducing contribution rates.
But in the absence of national benefit and contribution standards, experi-
ence rating nullifies the purpose of the federal tax. An employer whose
state contribution is reduced to zero by experience rating can still obtain
the 90 per cent credit against his federal tax under the terms of the Fed-
eral Unemployment Tax Act.® As the sole requirement on experience

8 Rate adjustment began in Wisconsin in 1939, but in no other state unul 1940,
8 Section 1602,
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rating imposed by federal law is that rate adjustments shall be made only
after three years of some sort of “experience bearing a direct relation to
unemployment risk,” the door is open for a wide variety of experience
rating schemes, some of which might deplete reserve funds'® and give
employers a competitive advantage over those of other states. More
definite standards in the federal law would help to prevent the adoption
of unsound experience rating schemes detrimental to the unemployment
compensation system and inequitable in their effects on employers.*

If a national reinsurance plan is ultimately established to supplement
the weaker state unemployment compensation funds, as seems essential,
it will be necessary to write into the federal law a body of standards on
benefits and contribution rates. Otherwise, the reinsurance fund might
soon be drained away by changes in state unemployment compensation
laws. This problem will be further discussed at a later point in this
chapter.

Objections to Additional Standards

Several important objections may be raised against the enactment of
national standards on contributions and benefits at this early stage in the
development of unemployment compensation. In the first place, they
run counter to the doctrine of states’ rights and the basic philosophy of a
state-controlled system of unemployment compensation. This objection,
however, should not carry too much weight, After all, the present un-
employment compensation system is a federal-state rather than a state
system and had its origin in federal legislation. Moreover, one of the
major purposes of national standards is to free states of competitive dis-
advantages due to unequal state levies for unemployment compensation

10 The Social Security Board has elaborated this provision somewhat by interpretation,
but it remains an inadequate protection against ill-conceived experience rating schemes.
See Social Security Board, Standards for the Interpretation of Section 1602(a){(1) of the
Internal Revenue Code, Employment Security Memorandum No. 9, July 1940.

11 This statement of the dangers inherent in unrestricted experience rating does not indi-
cate that the author is opposed to experience rating as such, He believes that only an actual
test can determine whether it will produce a significant and wholesome tendency to stabilize
employment. He recognizes, however, that the term “‘experience rating” embraces a
variety of schemes for the adjustment of contribution rates, some of which are based on
such crude and unreliable measures of unemployment and are applied in such unscientific
ways that they are bound to have very erratic effects on employers’ contribution rates.
Schemes such as these can scarcely be expected to produce socially desirable results. If ex-
perience rating is to be safely used and fairly tested, it must be so designed as to provide a
definite incentive for bona fide employment stabilization and to protect the solvency of the
unemployment compensation system. This indicates the need for carefully drawn national
standards rather than the abandonment of experience rating itself.
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and thus to enable them to maintain a socially worth-while plan of
insurance.

A more important objection is that national standards limit state ex-
perimentation and may, therefore, impede the development of unemploy-
ment compensation. The desirability of considerable experimentation in
the beginning of the program is obvious. Unemployment compensation
cannot yet be crystallized in a rigid, lasting form. To attempt to do so
would be shortsighted and unrealistic. While much has been learned
from a few years of experience, many problems are not yet sufficiently
understood to warrant final conclusions. Existing benefit formulas have
not been developed from the analysis of ample data on the amount and
the fluctuations of workers’ earnings or on the relation of wage rates to
living standards. There is no assurance that any of the benefit rate
formulas now used represents the best long-run method of calculating
benefits. Similarly, there is not yet enough information on the duration
of unemployment among the normally employed to indicate the proper
point at which to set the limit of benefit duration. The value of experi-
ence rating has not yet been demonstrated by actual test, nor have the
effects of the various plans of experience rating become known. In fact,
the rate of payroll tax necessary to finance the present or any given benefit
structure throughout the business cycle is still uncertain and will prob-
ably remain so for several years.

Under the circumstances it might seem best to defer the enactment
of benefit and contribution standards until there is greater understanding
of unemployment compensation problems. Were it not for the possible
effects of experience rating and the need of making unemployment com-
pensation a more cffective instrument for dealing with the unemploy-
ment problem, this might be the appropriate course. But as it is, such
standards are needed. All things considered, it would seem wise to pro-
tect and, within the limits of the existing financial resources of the sys-
tem, to improve the level of insurance benefits by inserting suitable provi-
stons in the federal law, and to proceed from that point by amendment as
experience indicates the desirability of change. In drafting national re-
quirements at this time, however, considerable latitude should be per-
mitted for variations among the states.

Subject Matter of National Standards

In enacting federal standards to protect the unemployment compensa-
tion system so that it may more adequately fulfill its purpose, considera-
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tion might well be given to the benefit structure, the level of contribu-
tions, and the elements of experience rating.*®

Benefit rates—Without establishing a uniform benefit rate formula
for the country as a whole, it is feasible to draft a federal provision which
would afford the needed protection and yet allow considerable flexibility.
This can be achieved by setting a basic standard and permitting equiva-
lents. As nearly all states fix the benefit rate as either a percentage of the
worker’s full-time weekly wage or a fraction of his highest quarter’s
earnings in a preceding year, these constitute an appropriate basis for a
national standard. For example, the requirement might be set up that
benefit rates should be related to past earnings and that, on the average
and in a majority of cases, the benefit formula should produce a rate not
less than 60 per cent of the claimant’s most recent full-time weekly wage
or one-twentieth of his highest quarter’s earnings during a four-quarter
period within the nine quarters preceding the filing of his claim.'* A
provision of this kind would fit existing practice in most states and pro-
tect a reasonable level of benefits. At the same time, it would leave the
way clear for the use of any other type of formula with benefits based
on earnings which would, on the average and for most claimants, result
in at least as adequate benefit payments. Whether a given formula met
the federal standard could be determined statistically from a sample
group of claims.

With this standard, a national provision on minimum benefit rates
would not be essential but might be worth while. The payment of
trivial benefits, frequently requiring relief supplementation, is adminis-
tratively wasteful and socially ineffective. Usually a rate of about $5 has
been suggested as a national minimum. A flat amount, however, has
widely varying significance in different parts of the country. A fair
minimum in New York would be excessive in Mississippi, and a limit
suitable in the South might be meaningless in some northern states. A
possible solution would be to take as the minimum for each state a stipu-

12 Since this chapter was written, a committee of state employment security officials has
issued a very illuminating report on experience rating and the desirability of national stand-
ards relating to the benefit structure.  The majority report of the committee recommends
national standards on most of the subjects covered in the following discussion. See Report
of the Commaittee on Employer Experience Rating of the Interstate Conference of Employ-
ment Securiry Agencies, vol. 11, pp. 14-25.

13 Sixty per cent and one-twentieth are used here only for illustration. A higher ratio
may be desirable in the lowest earnings brackets. The rule as stated would also permit a
lower ratio in the highest earnings brackets. A maximum limit on benefit rates is, of
course, necessary. In most states the maximum benefit rate is now $15 per week,
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lated percentage (say 60 per cent) of the median benefit rate paid in the
state for total unemployment in the preceding year, subject to outside
limits of perhaps $4 and $7.50.

Benefit duration—Vital as the duration of benefits is to workers, a
reasonably adequate national minimum standard cannot be fixed so
long as benefit payments in each state are financed solely from the state’s
contribution collections. In the absence of reinsurance, a national provi-
sion on benefit duration would have to be drawn with reference to the
financial capacity of the weakest state unemployment compensation
fund.** This is a serious deficiency in the present system and a strong
reason for some plan of reinsurance.

Partial benefits—There are still four states which do not pay benefits
for partial unemployment, and one which does provide them has a quar-
terly payment plan which largely nullifies the purpose of the compensa-
tion. Since, over a period of time, partial unemployment often causes
as severe a loss of earnings as total unemployment, no compensation
system can be considered complete unless it covers this risk. The Social
Security Act might well require the payment of benefits for partial un-
employment in a sum at least equal to the amount by which the worker’s
earnings fall below his benefit rate for total unemployment, plus an
allowance of two or three dollars to make partial employment more re-
munerative than benefits for total unemployment. Partial benefits
should be payable not less often than semi-monthly. Monthly or quar-
terly payment defers benefits too long and also allows much unemploy-
ment to go uncompensated.'®

Waiting period —To be eligible for benefits, a worker must have
served a waiting period and have had carnings of at least a given amount
during the preceding year. A number of states still require a waiting
period of three weeks before benefits begin to accrue, a provision which
imposes considerable hardship in many cases. Originally, a substantial
waiting period was thought necessary to enable the agency to handle
claims, but it is now evident that one week should be sufficient for this

14 The only other means of financing a reasonable standard of benefit duration would
be by forcing the states with weak funds to raise their contribution rates above 2.7 per cent
to whatever point might be necessary. This probably would not be feasible.

15 For a discussion of the effects of quarterly payment in West Virginia and of monthly
payment in Michigan, see |J. J. Joseph, An Exploratory Memorandum on Partial Unemploy-
ment Benefits in State Unemployment Compensation Systems {Washington: Committee on
Social Security of the Social Science Research Council, Pamphlet No. 4, May 1940), Chap-
ters [, I, IV.
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purpose. Though the waiting period is of secondary importance, a uni-
form national provision of one, or at most two, weeks would have value.

Eligibility —The principal function of a national standard on eligi-
bility would be to prevent a denial of benefits to low-paid workers
through the establishment of unduly high eligibility earnings require-
ments. One state now excludes from benefits all persons who earned
less than $300 in insured employment during the previous year. An-
other state, located in a low-earnings area, has a requirement of $200,
which excludes large numbers of the most needy workers. To suit the
varying wage levels of the country, a national requirement on eligibility
could best be fixed as an amount of earnings equal to a stipulated multiple
of the claimant’s benefit rate, since it reflects his scale of carnings.

Contributions and experience rating—The development of adequate
national standards on contributions and experience rating is essential to
the future effectiveness of the unemployment compensation system in
many states, Probably the simplest method of preventing experience
rating from adversely affecting the solvency of unemployment compen-
sation funds would be a national requirement that the rating plan be so
designed as to yield revenue substantially equal to 2.7 per cent of the
aggregate taxable payrolls in the state. This would permit the adjust-
ment of the rates of individual employers upward or dewnward accord-
ing to the relative stability or instability of their employment as deter-
mined by any of several measures.*®

The principal objection to a provision of this kind is that a few states
with unusually stable employment might not need an average revenue
equal to 2.7 per cent of total payrolls to finance a desirable benefit struc-
ture. The District of Columbia is the outstanding example. To avoid
the accumulation of excessive reserves, a reduction of the basic rate be-
low 2.7 per cent might be permitted upon (1) compliance with adequate
benefit standards and (2) the accumulation of a reserve fund of a certain
size. For example, if twenty or twenty-four weeks were found to be a

16 For fairness to all parties, careful study should be given the type of employment
stability and the measures of stability to be used. Several states have taken as the measure
of employers’ unemployment experience the amount of wages paid by them during a
twelve-month period (the base period) to workers who drew some amount of benefits
within a period from three to eighteen months subsequent thereto, It would be difficult to
show that these particular wage payments provide a logical basis for any given change in an
employer’s contribution rate. They do not measure the volume of unemployment in his
establishment, or the amount of benefits drawn by his former workers, or the instability or
irregularity of their employment. Under this scheme a concern would pay a heavier tax
if it had a threc-week shut-down than it would if it suspended operations for six months
and discharged its entire labor force.
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sound and desirable limit upon the duration of benefits, then a state meet-
ing other federal standards and providing benefits up to this limit would
be entitled to reduce the contribution level below 2.7 per cent when its
fund exceeded the stipulated amount.

For the purposes of a national provision, the fund balance upon which
a reduction in the basic contribution rate would be contingent probably
should be fixed in relation either to the state’s annual expenditures for
benefits or its annual contribution collections, or both, over a period of
years. One plan would be to multiply by two or three (1) the largest
amount of contributions collected and (2) the greatest amount of bene-
fits paid for any year within a stipulated period, and then to take the
higher of these products as the size of reserve balance which would entitle
the state to lower its basic contribution rate. A provision of this kind
would have the merits of assuring an adequate benefit structure, provid-
ing a reasonably safe but not excessive reserve fund, and at the same time
permitting the adjustment of each employer’s contribution rate accord-
ing to the relative stability or instability of his employment. It would
afford the protection the unemployment compensation system needs and
also provide a direct financial incentive for employers to stabilize their
employment.

ReINsurance

States differ greatly in the strength of their unemployment compensa-
tion funds and in their ability to finance a satisfactory benefit structure.
In 1938, when unemployment reached a relatively high point in many
areas, the ratio of benefit payments to contribution collections in the
twenty-three states paying benefits throughout the year ranged from a
low of 26 per cent in the District of Columbia to a high of 143 per cent
in Maine. Taken as a group, these states increased their reserves during
the year, but in seven the funds declined. Had it not been for the fact
that most of these states began payment of benefits before workers had
had an opportunity to build up their benefit rights to a normal level, a
larger number of states would have shown decreases in their unemploy-
ment compensation funds and the reductions would have been far greater
in amount. In 1939, when the claims load was much lighter than in
1938, only one state showed an actual decrease in its fund, but the ratio
of benefit payments to contribution collections was seven times as great
in the state with the heaviest drain on its reserves as in the one with the
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lightest. If a sufhcient duration of benefits had been provided, the funds
would have decreased in a number of states.

Necessity of Reinsurance

The comparative strength or weakness of unemployment compensa-
tion funds depends upon differences among states in their benefit scales
and experience rating plans and in the nature of their underlying eco-
nomic systems. Other things being equal, a state such as Michigan,
where the automobile industry with its highly seasonal operations pro-
vides the bulk of the insured employment, inevitably has heavy demands
on its unemployment compensation fund. West Virginia, with its soft
coal industry, likewise experiences severe unemployment each year. A
scale of benefits which would be economically sound in most states
would bankrupt the unemployment compensation system in these states.
On the other hand, the District of Columbia, because of the extraordinary
stability of its employment, could provide an unusually generous scale
of benefits and yet maintain lower contribution rates than other juris-
dictions. Studies made by the Social Security Board indicate that in most
states the funds apparently could support a longer duration of benefits
than the unemployment compensation laws now provide, but in some an
extension of benefit duration would be financially impossible.

How a serious depression following a period of normal business ac-
tivity would affect the unemployment compensation system can only be
surmised. It is reasonable to expect the system to become insolvent in
a number of states in which mining and heavy manufacturing predomi-
nate. States in which trade and light manufacturing provide most of
the employment should fare much better. But the unknowns in un-
employment compensation are great. There are too many examples of
once stable industries which have declined, and of formerly prosperous
areas that have run into the doldrums, to warrant the assumption that
the unemployment compensation fund of any given state which pays
reasonably sufficient benefits will remain solvent over a considerable
period of years. States which weather one depression satisfactorily may
be less fortunate in another.

If the solvency of the unemployment compensation system is to be
maintained in all parts of the country so that workers may obtain the
benefits to which they are entitled by law in times of their greatest need,
national provision will have to be made for spreading the risk and sup-
plementing the funds of the states which encounter the greatest unem-
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ployment. Either there will have to be an outright federal subsidy, or
some plan will have to be adopted for pooling risks and building up a
national reserve to meet unusual demands upon the system in any area.
In private insurance this problem has been met by reinsurance, under
which one company shifts part of its risk to others to protect itself against
extraordinary or unforeseen hazards. Since its inception, students of
unemployment compensation have recognized the need for applying
the reinsurance principle to the unemployment compensation system in
order to obtain a broader distribution of the risk and preserve the sol-
vency of state funds.

Essential National Standards for Reinsurance

Reinsurance requires the adoption of national standards establishing
the maximum scale of benefits and the minimum level of contributions
to be underwritten. This is essential because of a fundamental differ-
ence between private and social insurance. In private insurance there is
a definite contract between the insurer and the insured, fixing the pre-
miums and the benefits to be paid and defining the conditions under
which benefits are payable. But with unemployment compensation,
there is no contract. A state unemployment compensation fund is like
a bag open at both ends. At any session the state legislature can increase
the benefits or decrease the contributions. Obviously, it would be im-
possible to reinsure a system that could at any time be driven into bank-
ruptey by changes of state law.

To protect the national reinsurance fund and the rights of other states,
it would be necessary to place a ceiling over benefits and a floor under
contributions. Otherwise, the fund could deliberately be “milked” to
the advantage of a few states, and the whole plan soon would collapse.
The following standards would appear to be essential for reinsurance:

(1) A maximum limit upon benefit rates, preferably so designed as
to fix the maximum level of benefit rates but to permit the use of any of
several formulas for their computation.

(2) A maximum limit on benefit duration, fixed either as a stipu-
lated multiple of the claimant’s benehit rate, or as the lesser of the amounts
obtained by applying this multiple and by taking a specified fraction of
the claimant’s earnings during the base period.

(3) A minimum requirement for benefit eligibility, determined by
the amount of earnings or the length of employment in the base period,
according to the method of computation used in the particular state.
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(4) A minimum length of waiting period.

(3) Probably, certain minimum requirements on disqualification for
benefits in case of loss of employment as a result of voluntarily quitting,
being discharged for misconduct, or being involved in a labor dispute.

(6) A minimum level of contributions, fixed as a ratio of total contri-
bution collections to the aggregate amount of payrolls liable to the state
levy for unemployment compensation.

These standards could be sufficiently flexible to leave considerable
room for state discretion and experimentation in benefit formulas, experi-
ence rating plans, and the like. In spite of a national limit on benefit
rates and duration, a state could establish a higher level if it chose to
maintain contribution rates greater than those required by the stand-
ards, or to levy employee contributions. The main problem would be
to keep accounts which would properly separate the benefits chargeable
to the required contributions from those financed from additional reve-
nues raised at the volition of the state. Because of the extraordinarily
small volume of unemployment to be compensated in the District of
Columbia and perhaps in a few other jurisdictions, it might be necessary
to permit a state to reduce contributions below the national minimum
level if it paid benefits at the maximum limits and had a balance of a
certain size in its unemployment compensation fund. Undoubtedly
most states would quickly revise their laws to provide benefits up to the
maximum limits established for reinsurance purposes, since the cost
would be borne by the reinsurance fund if it were beyond the capacity
of the state fund. The national standards, therefore, would become in
reality both maximum and minimum standards.

Financing the Reinsurance Fund

How could a national reinsurance fund be financed? One method, of
course, would be by appropriations from general federal revenues. With
the present condition of the federal budget and the heavy demands that
are bound to be made on the Treasury in coming years, it seems doubt-
ful whether the necessary sums could be obtained in this manner, espe-
cially as it is now an established practice to rely upon payroll taxes to
finance unemployment compensation. Another plan would be to levy
an assessment upon the states to support the reinsurance fund. A third
method would be to increase the yield of the federal unemployment tax
by lowering the offset limit below 90 per cent and to credit to the reinsur-
ance fund the proceeds of the tax in excess of the amount required for
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grants for state administration. This would involve the amendment of
state laws to lower the basic state contribution rate from 2.7 per cent to
whatever point the change in the offset limit called for.

In either the second or the third plan, the rate of assessment against
the states or the increase in the federal share of the payroll tax should
be fixed not merely to meet year-by-year shortages in the weaker state
unemployment compensation funds, but also to accumulate a large na-
tional reserve for times of depression. Both are essential if the reinsur-
ance fund is to accomplish its purpose. Depression unemployment is
peculiarly a phenomenon of the national economic system rather than
of the industrial systems of individual states. It, therefore, calls for a
nation-wide sharing of the risk and the accumulation of national re-
serves to meet the abnormal benefit costs of depression years. Only by
pooling the depression reserves of the entire unemployment compensa-
tion system in a single national fund can the system acquire maximum
strength. If these reserves are scattered among a national reinsurance
fund and fifty-one state funds of varying degrees of adequacy, the re-
sources of some state funds and of the reinsurance fund may be exhausted
while unused balances remain frozen in the funds of a few particularly
fortunate states. In consequence, unemployment compensation may
break down in the very areas where unemployment is most severe and
the need for benefits greatest.

The rate required to build up a reinsurance fund for periods of special
stress is, of course, a problem for actuaries rather than laymen to fathom;
but for the safety and effectivencss of the federal-state system of unem-
ployment compensation, the doubts should be resolved in favor of too
large rather than too small a reinsurance fund. If the share of unem-
ployment compensation payroll taxes assigned to the reinsurance fund
is unnecessarily great, the states may have to draw upon it more fre-
quently in ordinary years, but the money will be available when and
where needed. If the share is too small, however, the reinsurance fund
may become insolvent and benefits may cease in some states while ex-
cess reserves remain sequestered in states with light unemployment.



CHarter X

THE RELATIVE MERITS OF FEDERAL-STATE AND
FEDERAL SYSTEMS

IN pLOTTING THE FUTURE course of unemployment compensation admin-
istration, three possible alternatives are available. One is to retain and
perfect the federal-state system, another is to abandon federal participa-
tion and Jeave the enterprise entirely to the states, and the third, to sub-
stitute a national system of administration. The real choice lies between
the first and third plans, though a few persons have advocated the second.

Complete state control has little to commend it. It would, of course,
eliminate some of the complications and the red tape that are practically
inherent in the present arrangement, but at the same time it would re-
move many of the beams that support the structure. Without the stimu-
lus, financing, and protection which the Social Security Act provides, un-
employment compensation would not have come into being throughout
the country, and without them it would soon collapse in many states. It
is only necessary to look at workmen’s compensation to realize the force
which the federal Act and the Social Security Board have exerted. After
thirty years of effort there is still one state which does not have work-
men’s compensation; in many others the laws are very inadequate and
ineffectively administered. Were federal participation withdrawn, it is
probable that unemployment compensation would be discarded in some
states. Without the influence of the Social Security Board, its standards
and technical service, the quality of unemployment compensation ad-
ministration certainly would decline. In many states the spoils system
would reassert itself and a complicated mechanism would fall into the
hands of political administrators. This would mean a high turnover in
personnel and breakdowns of service which might discredit the under-
taking.

But more fundamental than the probable effects of complete state con-
trol on administration is the essentially national character of the problem
with which unemployment compensation deals. Unlike industrial acci-
dents, the causes of unemployment largely lie outside the plant where
the hazard is met. Nor are they limited to the state. To a great extent
they are regional or national. With an economic system national in
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scope and an insurance risk largely natonal in origin, it would seem
clear that there should be federal participation in the financing and ad-
ministration of the unemployment compcnsation system.

ADVANTAGES OF A FEDERAL-STATE SYSTEM

In framing the Social Security Act, the most conclusive reason for the
adoption of a federal-state system of unemployment compensation was
constitutional expediency rather than the fundamental merits of the plan.
It was felt that a scheme of this type might be upheld by the Supreme
Court, whereas the constitutionality of a national system was considered
dubious at best. But the decision of the Court upholding the old-age
insurance provisions of the Social Security Act leaves little doubt that
national administration of unemployment compensation is constitution-
ally possible.! Consequently, the choice between a federal-state and a
federal system now turns upon the relative desirability and effectiveness
of the two plans, as it should.

Broader Opportunity for Experimentation

Constitutionality, however, was only one of the considerations which
led the President’s Committee on Economic Security to recommend a
federal-state system. Among the Committee and some of its technical
advisers there was a belict that this plan would be more satisfactory, at
least in the early years. Particular emphasis was placed upon the com-
plete lack of experience with unemployment compensation in this coun-
try and the need for experimentation to work out the most desirable
methods of operation.” When the Social Security Act was passed, the
relative merits of many of the alternatives in unemployment compensa-
tion were little understood and most decisions had to be made on the
basis of theoretical analysis.

The greater opportunity for experimentation is unquestionably one
of the major advantages of the federal-state system. It permits testing
a variety of plans on a limited scale and assures a rapid accumulation of
experience, whereas with national administration there would at least
have to be uniformity of law. With half a hundred stare or territorial
laws and an equal number of operating agencies, a large amount of
diversity in statutory provisions and in methods is inevitable. Several

! Helvering v. Dawrs, 301 U 8. 619.
2 Report of the President’'s Committee on Economic Security, 1935, pp. 13, 14.
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different benefit formulas have already been tried and a number of ex-
perience rating schemes developed. Several states are experimenting
with special regulations limiting the benefits of seasonal workers—one
of the most difhcult problems of unemployment insurance in all coun-
tries. T'wo plans of wage reporting have been introduced, and at least
three distinct systems with numerous combinations and variations have
been developed for handling benefit operations. From a careful analysis
of the different plans in use in the states, it should be possible within a
few years to determine the most efficient operating methods and to judge,
though with much less assurance, the social desirability of various types
of unemployment compensation provisions.

But it should not be assumed that a federal-state system is essential to
experimentation. A national system necessitates uniformity of law, but
it does not require uniformity of operating method. Different plans of
organization and procedure could be tested in different regions, and no
doubt should be. Failure to experiment is more a reflection upon the
imagination and capacity of administrators than an inevitable conse-
quence of unified administration. There is no reason, for example, why
all of the existing methods of benefit operation could not satisfactorily
have been tried out if unemployment compensation had been set up as a
national system. Similarly, national administration would have per-
mitted the use of both of the basic schemes of wage reporting. Once the
efficiency of different metheds has been tested, national administration
makes possible a prompter application of the results throughout the
country than does a federal-state system; but in the fields of legislation,
regulation, and interpretation, the latter permits much wider experi-
mentation. Yet it must be noted that state unemployment compensation
laws thus far have not undergone changes as sweeping as those made in
the old-age insurance provisions of the Social Security Act.

Adaptation to Local Conditions

A second advantage of a federal-state system is that it permits readier
adjustment to local conditions. This also was one of the considerations
stressed by the President’s Committee on Economic Security. It was
feared that it might be impossible to devise unemployment compensa-
tion provisions properly adapted to the wide differences in industry and
in wage levels to be found among the states. It was recognized that a
benefit level suitable in the Deep South would be entirely inadequate in
New York City, and vice versa.
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In so far as the form of unemployment compensation system is con-
cerned, the problem of adaptation to local conditions has its principal
significance in dealing with matters which require legislative, as dis-
tinguished from administrative, treatment. Both the populous metro-
politan centers of the North and East and the sparsely settled areas of the
West present administrative difficulties necessitating special adjustments
in local organization for unemployment compensation and employment
service, but these difficulties can be met satisfactorily by a national agency.
After all, no single governmental agency—federal, state, or local—ex-
tends into every nook and cranny of the country to as great a degree as
the federal postal service. Both the Bureau of Old-Age and Survivors
Insurance and the Railroad Retirement Board, as well as the state em-
ployment security agencies, have had to devise methods of bringing social
insurance to out-of-the-way places.

The geographic differences that most directly affect the provisions of
state unemployment compensation laws are those in living costs, fre-
quency of wage payment, and seasonality of employment. In a country
as vast as the United States, benefit rates have to be adjusted to the living
standards of the particular region. With flat benefit rates, as in Great
Britain, this would call for different statutory provisions for the various
sections, but with the American plan of relating the benefit rate to the
earnings of the individual worker, it does not. In fact, the formula of
the Draft Bill, basing benefits on the most recent full-time weekly wage
or on the highest quarter’s earnings, was accepted in toto by states in
both high- and low-wage areas, as it provided an automatic adjustment
to the earnings level of the worker.

The frequency of wage payment also varies in different parts of the
country and affects the payment of benefits, especially for partial un-
employment. In New England most workers are paid weekly, while in
some western states semi-monthly payment predominates. In general,
it is logical to pay benefits at about the same intervals as workers nor-
mally receive their wages, since they are accustomed to planning their
spending on that basis. It also helps in the administration of benefits for
partial unemployment if the benefit period fits the pay period, because
earnings are deducted in computing the benefits. The problem of adjust-
ing benefits to pay periods, however, is not solved by state administra-
tion, though its magnitude is somewhat reduced. There is no uniform
length of pay period in any state; each has thousands of workers receiv-
ing their wages weekly and other thousands, bi-weekly or semi-monthly.
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The problem, therefore, has to be solved, if possible, by devising a method
for paying partial benefits which operates satisfactorily with any of these
pay periods.

The importance of seasonal unemployment and the need for special
restrictions on the benefits of seasonal workers also vary greatly from
state to state. Qregon probably would bankrupt its unemployment com-
pensation fund without seasonal limitations, while many states can af-
ford to disregard the problem entirely. In general, unemployment com-
pensation administrators prefer to avoid special adjustments for seasonal
unemployment if the condition of their funds permits. If that is a sound
position to take, the problem would largely disappear under a national
system, because of the wider distribution of the risk and the greater
strength of the national fund. If special provision for seasonal unem-
ployment were deemed necessary, it could be applied with national ad-
ministration, as it has been in Europe; but with either state or national
administration it creates important complications.

Decentralized Administration

The decentralization of administration, which a federal-state system
automatically provides, has certain advantages. In the first place, it puts
authority in the hands of persons who are, or can soon become, familiar
with local conditions in the area in which they operate. Though a na-
tional system of unemployment compensation would have to function
through a number of regional centers, most of the regions would prob-
ably be too large to permit officials to acquire the detailed acquaintance
with local communities and industrial conditions that state officials often
possess. ‘This type of knowledge was especially valuable in setting up
the local organization for unemployment compensation and employment
service, and it has continuing importance in keeping the agency abreast
of local fluctuations in employment. Against the state officials’ more
thorough familiarity with local factors must be set up the somewhat
broader comprehension of the employment security program which the
smaller number of officers necessary for federal administration would
possess, if properly selected.

State administration also brings the center of operations closer to the
worker and the employer. This makes it easier for them to present their
problems to responsible administrative officials. Probably more impor-
tant, it somewhat reduces delay in the payment of benefits by shortening
the distance between the local office where claims and continued claims
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are taken and the central office where determinations are made and
checks issued. The Railroad Retirement Board pays unemployment in-
surance benefits from ten regional ofhices with little delay in transit; but
this is principally due to the fact that the insured workers reside along
railroad lines, thereby facilitating the transmission of mail between the
worker’s community and the regional office.

Because state officials are nearer at hand and, on the whole, more ex-
posed to local public opinion, they are probably subject to greater pres-
sure for prompt and efficient payment of benefits than federal officials
would be. It may, therefore, be contended that state operation will pro-
vide better service to the public. On the other hand, state officials and
the personnel of the agencies are also more exposed to political pressure
than are those of the federal Bureau of Employment Security, and that
does not contribute to efficiency.

Coordination with Other State Activities

State operation also permits a closer coordination of unemployment
compensation with related state and local activities, particularly with
public assistance and the administration of labor laws, though it cannot
be said that coordination has progressed very far as yet. In many states
the employment security agency is a part of the state labor department,
but its operations are little tied in with those of other units of the depart-
ment, as a rule. Usually the relation seems to have its principal value in
placing at the disposal of the agency the knowledge of industrial condi-
tions and labor relations which the head of the department may have
acquired. In no state are unemployment compensation and public assist-
ance activities actually administered by the same department,’ though
limited relations have been established between unemployment com-
pensation and relief agencies in most states,

The coordination of unemployment compensation with relief and
other public assistance activities presents two principal problems: first,
the establishment of a practicable method of clearance by which relief
authorities may obtain information on the benefit status of relief clients;
and second, the determination of the proper spheres of unemployment

3 The state of Washington originally established a department of social security, which
included unemploythent compensation, employment service, and the various public assist-
ance programs, but there was little connection between the two groups of activities in prac-
tice. An independent agency was created for unemployment compensation and employ-
ment service in 1939, On paper, Minnesota now has a so-called social security department,

consisting of divisions of employment security, social welfare, and public institutions, but
each of these divisions is administered as an independent agency.
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compensation, public assistance, public works, and other programs for
coping with unemployment. The clearance of information to relief
authorities does not involve special difhculty or require that the two func-
tions be administered by the same department or by agencies on the same
governmental level. Reasonably satisfactory procedures have been de-
veloped in some states, and in many the purposes of clearance could be
achieved by methods much less laborious than those in use. A compara-
tively simple and effective plan has been devised which permits the
clearance to be handled directly between the local relief agency and the
employment office.* This plan could be applied as readily with national
as with state operation of unemployment compensation.

The development of a coordinated program for dealing with unem-
ployment is the basic and by far the most difficult problem of inter-
agency relationship in which unemployment compensation is involved.
Whether the federal-state system simplifies or complicates this develop-
ment is not clear. Most of the activities concerned are conducted by state
or local governments. On the other hand, because the program must
largely be financed by the national government in times of stress, the
underlying policies in all likelihood will have to be determined at the
national, rather than the state, level. In formulating the policies, it might
be simpler if there were a single, uniform system of unemployment com-
pensation for the entire country.

In constructing a program for dealing with unemployment, it would
seem that unemployment compensation should be the stable factor and
relief and public works the adjustable elements. As has so often been
said, unemployment compensation is only a first line of defense against
unemployment. If benefits are to be paid as a matter of right rather than
charity, and if the system is to be maintained on a sound actuarial basis
as nearly as determinable, unemployment compensation has to be viewed
as only a first defense and shielded from tinkering that might convert it
into a dole. If this conception is accepted, the problem, in so far as un-
employment compensation is concerned, narrows down to determining
the scope of coverage that should be established and the type of benefit
structure which will produce the maximum of socially desirable results
from the financial resources of the system. Once conclusions have been

4 Arthur T. Jacobs, Methods of Clearance Between Unemployment Compensation and
Relief Agencies (Washington: Committee on Social Security of the Social Science Research
Council, Pamphlet No, 3, 1940),
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reached on these matters, unemployment compensation can be treated
Jargely as a constant in working out the rest of the unemployment pro-
gram. If so viewed, it probably makes little difference in state planning
whether unemployment compensation is set up on the present or a na-
tional basis.

Local Participation in Administration of Employment Service

Another consideration which weighed in favor of a federal-state sys-
tem when unemployment compensation was introduced was the fact
that in many areas employment service, with which it needed to be inte-
grated, was administered by the states. Moreover, there was a belief on
the part of many of those interested in employment service that it would
be more effective if closely tied in with state and local government. This
view was accepted by those who formulated the Wagner-Peyser Act.
But now the effort to link employment service with local government has
definitely been abandoned in most parts of the country as an unnecessary
complication. There is no evidence that the employment offices having
this relation are more successful than others. Nor is it clear that state
administration results in a more effective employment service than
would national administration. It is probably true that many state em-
ployment offices provided a better placement service for their communi-
ties than did those of the National Reemployment Service, but the differ-
ence was due to more adequate and stable financing, which assured a
better personnel and a more continuous promotional effort, rather than
to the fact of state administration. The National Reemployment Service
was frankly an emergency agency, greatly handicapped by unstable fi-
nancing in its attempt to develop a placement service for private in-

dustry.5

ADVANTAGES OF A NATIONAL SYSTEM

For convenience and clarity the advantages claimed for a national sys-
tem of unemployment compensation may be divided into two groups:
those relating to administration, and those of an economic and social
nature.

5 The author bases these comments on an extensive field study of employment service in
1936 when both the state services and the National Reemployment Service were operating.

For a further discussion of the matter see Atkinson, Odencrantz, and Deming, op. cit.,
pp- 24-28,
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Simplification of Administration

A national system would eliminate the division of authority and re-
sponsibility inherent in the federal-state plan and greatly simplify the ad-
ministration of unemployment compensation. In place of over fifty
legislative bodies and a like number of administrative agencies, it would
substitute one Jegislative body—Congress—and one or at most two ad-
ministrative agencies, the Social Security Board and the Treasury De-
partment. This would fix responsibility which, in a federal-state system,
is often very difhicult to assign.

Deficiencies in the operation of a state employment security agency
may be attributable either to the agency itself or to the Social Security
Board, and the public can scarcely be expected to discover the real cause.
The Social Security Board can disclaim accountability because control
of operations is vested in the states. But state officials can say, and some-
times rightfully, that they are powerless to meet the situation because of
federal regulations or inability to obtain the necessary funds. For ex-
ample, there is no question that the establishment of experience rating
accounts was considerably delayed in a number of states by the failure of
the Board to provide the grants necessary to finance the work. But more
often the Board has been used as a convenient excuse for shortcomings in
administration which had their origin within the state.

National administration would eliminate much of the internal friction
which characterizes the present arrangement, and would substitute direct
administration for the slow and cumbersome processes of negotiation
and diplomacy in handling relations between the Social Security Board
and the operating agencies in the field. National policies and standards
could be directly applied, instead of depending upon persuasion, pres-
sure, and a bit of cajolery for their attainment. There would not be the
psychological barrier of states’ rights, which now impedes cooperation
between state and federal ofhcials. This barrier is a matter of no little
consequence. It tends to make agencies unnecessarily jealous of their
prerogatives and causes a few to resent suggestions and resist federal
regulations regardless of their validity and merit. Over a period of years
this obstacle should gradually give way to habits of cooperation and to
mutual interest in the success of the program, but it has hampered the
development of unemployment compensation thus far.

A federal-state system has far more administrative gears, levers, and
gadgets to manipulate than either a national or a state system would
possess. To the usual mechanics and red tape of state administration is
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added another set imposed by the federal government as a condition of
grants. The state employment security officials must operate within the
bounds both of their own laws and of the Social Security Act, comply
with state regulations and the standards of the Social Security Board, and
maintain relations with a considerable group of state agencies and offi-
cials as well as with the Board and the federal Treasury Department.

In a state where unemployment compensation is included in the de-
partment of labor, the head of the employment security agency must
keep the commissioner of labor, as well as the federal regional repre-
sentative, thoroughly informed on the operation of his agency and must
deal with the attorney general, the comptroller, the treasurer, the pur-
chasing officer, and perhaps a state civil service commission and a few
other central administrative agencies on matters falling within their
respective spheres. Funds for the operation of employment security
agencies must be obtained by federal grant on the basis of budgets re-
viewed and revised by the Social Security Board, and must be expended
in accordance with a combination of state and Board regulations. Any
departure from the approved budget requires federal approval. Finally,
the expenditures are subject to audit both by the Board and the state
auditor.

For legal advice the head of the employment security agency normally
looks to the attorney general of the state, but he faces the possibility of
difficulty with the Social Security Board if, in the judgment of the Gen-
eral Counsel of the Federal Security Agency, the opinion of the attorney
gencral raises a question of conformity with the Social Security Act or
may result in the denial of benefits to persons entitled to them. Equip-
ment purchases must be made in accordance with state purchasing regu-
lations and must be individually approved in advance by the Bureau of
Employment Security. A change of salary rate requires approval by
the Bureau and in many states by the civil service commission or the
budget officer. In a few states the leasing of office space involves action
by a central agency in charge of the acquisition of real estate as well as by
the federal Bureau. In addition to all this, in most states the comptroller
and the treasurer participate directly in the benefit payment process, one
verifying and approving the payments and the other issuing the checks.

Thus, it may be seen that the heads of state employment security agen-
cies have no simple task. In practice the complications have been some-
what lessened by the tendency of state administrative authorities to relax
their regulations in dealing with the employment security agency and
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either to exempt it in part from the usual requirements or to be guided in
large measure by the wishes of the agency. But this very practice has led
to a tightening of federal controls. Many of the difficulties will no doubt
be eliminated or reduced as Board policies become more definite and
generally understood, and as federal standards are substituted for advance
federal approval of individual transactions. Yet in spite of all, a federal-
state system inevitably is more complicated to administer than a national
system. There remain two sets of laws and regulations, dual overhead
supervision, and a considerably greater number of officials and agencies
with which state employment security officials must deal in obtaining and
expending their funds and operating their agencies.

Improvement of Personnel

It is often said, and probably with justification, that the personnel of
the federal government is of a somewhat higher standard than that of
the average state. The Social Security Board through its merit system
requirements, however, has done much to improve personnel practices
and assist the state agencies in obtaining and retaining competent staffs.
The relative caliber of the personnel under national, as against federal-
state, administration depends largely, however, on the degree to which
the special merit systems for state employment security agencies succeed.
In states where there is a strong spoils tradition and the general level of
administration is low, the maintenance of satisfactory personnel stand-
ards is apt to be a prolonged struggle. The occasional disruption of agen-
cies by spoils attack seems inevitable in the light of the history of state
administration. While politics and the spoils system are not strangers
to federal administration, they do not reach by any means as far down
in federal bureaus as in the average state department. In fact, in many
bureaus the head himself is under civil service and the staff is very little
affected by changes of administration. Stability of personnel, of course,
is no measure of ability, but without reasonable stability the maintenance
of an efficient organization is impossible. If unemployment compensa-
tion is to attract competent persons, it must offer assurance of freedom
from political turnover and provide an opportunity for a career.

A national system would have one advantage in developing an effec-
tive staff which it will be very difficult to achieve under a federal-state
system—fluidity of personnel. National administration would permit a
flow of personnel between field operating units and central technical or
administrative units, and a ready transfer from one region to another.
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The lack of easy interchange of personnel is one of the most serious de-
fects of the federal-state system. This deficiency must be overcome if
unemployment compensation is to afford a career and bring to the top
the most competent individuals engaged in its administration. Unless it
offers opportunity for advancement, the system is bound to lose many of
its best people. Some of the ablest young persons engaged in unemploy-
ment compensation administration are located in relatively small states
with low salary levels. Unless these persons can advance beyond their
agencics, they will gradually drop out of the system. Because of state
insistence on Jocal residence, it is almost impossible for an official who
has succeeded in a small agency to obtain a responsible position in a
larger one. The only available avenue of advancement is to the staff of
the Social Security Board, and that is limited by the relatively small size
of the staff and the requirement that the Board appoint from available
federal civil service registers. Thus it cannot promote a person from a
state agency to its central office as it can from its own field staff.

This lack of flexibility and opportunity for advancement is harmful
both to the state agencies and the Board. It tends to lessen the incentive
for state personnel to put forth their best efforts, and it hampers the Board
in obtaining the most competent persons for its staff. If, for example,
the federal Division of Research and Statistics needs a man with a par-
ticular background who is available in one of the state agencies, it can-
not transfer him to its staff. Conversely, a technical man in the Bureau
of Employment Security cannot be assigned to the stafl of a state agency
either to acquire needed operating experience or to assist the agency in
working out some of its problems. As a result of the gap between the
state and federal agencies, the key personnel in the states cannot obtain
the breadth of background that they could get through assignment to
other areas or to the federal Bureau, and the staff of the Bureau can gain
familiarity with operating problems only by observation, not by experi-
ence. This limits the horizons and effectiveness of both.

More Economical Administration

A national system would permit some economics in administration
through the adoption of larger and more efficient operating units and a
partial integration of unemployment compensation and old-age and sur-
vivors insurance activities. Though adequate cost data are not yet avail-
able, there is sufficient information to establish the fact that the smallest
agencies are relatively the most expensive and that, in general, the larg-
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est ones have the lowest costs. The principal measure thus far applied
has been the ratio of administrative expenses to contributions collected.
At one extreme are North Dakota and Nevada with administrative ex-
penses for the year ending June 30, 1940 amounting to 24.5 and 18.6
per cent of contributions, respectively, while at the other end of the
scale are Illinois and Ohio with ratios of 5.3 and 5.4, respectively. In
recognition of the higher cost level in small states, the Social Security
Board has had to make an exception for the very small ones in applying
its rule that administrative expenditures must not exceed 10 per cent of
contributions. Whereas the big industrial states have had little difficulty
in meeting this requirement—most have been considerably under the
limit—the sparsely settled states have found it impossible to maintain
their agencies on this basis.

If unemployment compensation were nationally administered, most
of the activities now carried on by the central offices of state agencies
would be concentrated in a relatively small number of regional offices.®
This would provide larger operating units and reduce administrative
expenditures, especially in the less densely populated regions where state
costs are now the highest. These savings would result mainly from a
lower ratio of overhead to operating expenses and from more efficient use
of personnel and equipment made possible by large-scale operation in
the handling of central office activities. As a change from state to na-
tional control would make little difference in the size and number of
employment offices required, no significant economies could be expected
in that field. The savings as a result of larger central offices would prob-
ably be offset in part by the fact that the federal salary scale is somewhat
above the average level of salaries in state agencies.

National administration would also eliminate the waste resulting from
separate administration of the payroll taxes for unemployment compen-
sation and old-age and survivors insurance. If both systems of insurance
were conducted by the federal government, the three payroll taxes could
be combined and administered by one agency, probably with a single tax
return from employers.

Nationalization would likewise make it possible to merge the wage

6 If the Bureau of Internal Revenue continued to administer the payroll taxes, the con-
tribution work performed by state agencies would be shifted to it rather than the Social
Security Board. The Bureau has 64 collectors’ offices for the administration of all internal
tevenue taxes. The Social Security Board has twelve regional offices. Assuming that the
Bureau of Internal Revenue would administer the payroll taxes, the regional offices of the
Board would probably carry on the wage record and benefit operations. The latter activites
constitute by far the greater part of the work of the central office of a state agency.
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record and reporting systems for unemployment compensation and old-
age and survivors insurance, though the method of consolidation presents
problems that would require careful study. The Railroad Retirement
Board maintains at its central office one wage record system for unem-
ployment insurance and old-age retirement; but a regional system might
be necessary for unemployment compensation and old-age and survivors
insurance, due to the greater size of the operation and the necessity of
speed in handling unemployment compensation claims. Possibly a com-
bination of regional and central records might be desirable. As wage
records have an active life of between one and two years for unemploy-
ment compensation, it might be feasible to retain them in the regional
office until they became inactive for this purpose and then to transmit
them to the central office of the Social Security Board for posting to the
permanent records for old-age and survivors insurance.” If tabulating
equipment were used, another plan would be to prepare a duplicate set
of tabulation cards from the wage reports, one for the regional office and
the other for posting to the central records. Under either scheme em-
ployers would be relieved of the preparation of two sets of wage reports,
and a considerable saving could be made in the maintenance of social
insurance records.

Even with a federal-state system, something could be done to reduce
duplication of effort in the administration of payroll taxes and wage rec-
ord systems and to lessen the cost and inconvenience to employers. But
so long as unemployment compensation is operated by state agencies
and old-age and survivors insurance by the federal government, separate
wage record systems will be necessary, Without experience rating, uni-
fied national administration of the payroll taxes might be possible under
the present system, though it would be a considerable departure from
the federal-state plan of operation. With experience rating, however,
dual administration of payroll taxes is apt to remain.

Elimination of Interstate and Railroad Problems

Under a national system the problems of the interstate employer and
the multi-state worker would automatically disappear. This would elimi-

7 1f such a scheme were used, the regional office would have to be notified of new claims
for old-age and survivors insurance so that it could send the central office a copy of the
wage records held by it for the recent period. If the records were held in the regional
office during their active life for unemployment compensation, a large part of the errors
would have been corrected before they reached the central office for posting to the perma-
nent records.
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nate many difficultics in determining employer coverage and would
allow the benefit claims of persons with employment in another or in
several states to be handled the same as intrastate claims. The only
situation in which claims would cause extra work would be where the
worker had been employed by concerns reporting in different regions.
Here it would be necessary for one regional office to assemble the wage
records from the others, but thereafter the transaction would be no dif-
ferent from any other claim. No method has yet been discovered for
eliminating all the coverage problems arising with interstate employers
under a federal-state system, though most of the difficulties originally en-
countered have been overcome. The inequities of the system in provid-
ing benefits for interstate workers probably can be eliminated, but only
by methods which add considerably to the cost and difficulty of handling
the claims.

With national administration of unemployment compensation, a sepa-
rate system of unemployment insurance would not be needed for rail-
road workers. The main justification for that system was the large pro-
portion of workers with employment in more than one state, which
caused considerable confusion in wage reporting and contribution pay-
ment in the beginning and resulted in many persons having their benefit
rights scattered among several states. Many of these difficulties were
eventually removed, but not until after a separate, federally administered
insurance system had been established for railroad workers. While rail-
road employment differs from other employment in a few respects that
affect the operation of unemployment insurance, the differences are not
sufficient to warrant a separate system if unemployment compensation
were nationalized. A merger of the two systems would eliminate the
difficulties which arise when workers have both railroad and non-railroad
employment.

State boundaries create problems in the administration of employment
service as well as unemployment compensation. Many urban areas over-
lap state lines, but workers are not respecters of political boundaries
when seeking jobs, nor are employers in hiring labor. As the jurisdiction
of the state employment service is limited to its own state, some addi-
tional employment offices have had to be established which otherwise
would not have been necessary. More important, state lines have re-
duced the cffectiveness of the employment service as a placement agency.
Rightly or wrongly, each state tends to confine to its own jurisdiction
the efforts it makes in the clearance of labor. Even in areas such as
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Greater New York and Greater Chicago, the amount of interstate clear-
ance is pitifully small in comparison with the hundreds of thousands of
workers who daily cross state lines to earn their livelihood. No doubt
much could be done through the Bureau of Employment Security to
break down the barriers between state services and to obtain a more ade-
quate public placement service for interstate communities, but only with
considerable effort. If the employment service were nationally admin-
istered, an integrated system of local offices could be established in inter-
state areas, and in some the work could be better performed with fewer
offices.

Distribution of Cost of Unemployment over the Economic System

When one turns from administrative to economic and social considera-
tions, the basic reason for a national system of unemployment compensa-
tion is that it more nearly spreads the cost of unemployment over the
whole economic system to which the hazard of unemployment is attribut-
able. The state represents only a segment of the national cconomy—
often but a very small one. A large part of the unemployment occurring
in a given state is not the product of conditions arising within that juris-
diction, but of forces generated beyond its bounds. Recreation areas have
sharp peaks and valleys in employment, not because of defects in the
management of local industries, but because at certain seasons of the
year vacationists rush into the area from other parts of the country. A
coal mining state has heavy unemployment among its miners in the
summer, not because of the way in which employers choose to operate
their mines, but because the demand for coal in the states it serves declines
in warm weather. Itis well known that the manufacture of capital goods
is subject to especially severe unemployment in times of depression.
Obviously, the responsibility for this unemployment rests with the coun-
try as a whole rather than with the particular areas in which heavy goods
manufacturing is mainly concentrated. Of course, some of the causes
of unemployment extend far beyond the country itself. A European
war may have grave repercussions on the economic system of the United
States. But national administration of unemployment compensation
comes as close as is governmentally possible to distributing the risk over
the area within which most of the unemployment has its origin.

It should be pointed out, however, that the cost of unemployment can
be spread over the country under a federal-state system of unemployment
compensation through the medium of reinsurance. The degree to which



170 FEDERAL ROLE IN UNEMPLOYMENT COMPENSATION

this is done depends upon the type of reinsurance scheme applied. The
possibilities range all the way from very limited bolstering of insolvent
state funds to almost as complete an equalization of the cost as would be
achieved under a national system of insurance. But whether anything
approximating complete equalization is politically obtainable under the
federal-state system is very doubtful.

Greater Assurance of Solvency

By spreading the risk over the widest possible area, a national system
would afford the greatest financial strength and assurance of solvency
for unemployment compensation. There can be no doubt that some
states lack the size and industrial diversification needed to support an
adequate system of unemployment compensation. The employment
situation in several states is dominated by a single industry—in some a
very seasonal industry. Oregon and Washington are cases in point.
There, logging and lumbering—both highly seasonal—are the backbone
of the insured employment. Michigan, with the automobile industry,
affords an extreme example, and several others could be cited. With
separate insurance funds, these and similar states must either impose
unusually severe limitations on benefits or levy extraordinarily high con-
tribution rates if they are to avoid the risk of bankrupting their funds.
In fact, it is very questionable whether some of them could collect
contributions at a rate sufficient to pay adequate benefits. Again, re-
insurance offers a means of overcoming the deficiencies of a federal-state
system if it were applied to the fullest degree.

Uniform Treatment of Workers and Employers

A national system would assure equal treatment of workers and em-
ployers under like conditions. In spite of the fact that nearly all the
state laws were modeled after the Draft Bill, benefit levels already differ
materially. Two members of the same craft having equal earnings but
employed in different states may obtain very dissimilar amounts of bene-
fits when out of work, because of differences in the benefit rate formulas,
the limits on benefit duration, and the methods of treating seasonal un-
employment. Only by the adoption of standard benefit provisions
throughout the country can inequities be avoided. This would be ac-
complished under a national system by the enactment of a single benefit
formula for the whole country. With a federal-state system, it could
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largely be achieved by the adoption of national benefit standards backed
up by a reinsurance plan amounting to practically complete equalization.

Separate state unemployment compensation laws also cause inequities
among employers, which will greatly increase as experience rating be-
gins to produce changes in individual contribution rates. Not only are
there at least three fundamentally different plans of experience rating
now in use, but even among states having the same general plan the de-
tailed provisions differ sufficiently to produce very unlike contribution
rates. A sample study of the charge-back method of merit rating—the
most widely used plan—as set up in the laws of four states, showed that
in some years the same concern would have had contribution rates vary-
ing from 0.0 to 2.7 per cent, depending on the state law applied.® Such
inequities can only be avoided by the adoption of a uniform contribution
rate for the entire country or a standard experience rating plan for all
states.

Prevention of Competitive Reductions in Benefits

One of the most serious dangers in the existing federal-state system of
unemployment compensation is the incentive it offers for states to engage
in a competitive reduction of contribution rates and benefit scales. By
the revision of the benefit and experience rating provisions of its law, a
state can effect substantial reductions in employers’ payroll taxes. If
such a movement gets under way in a few states, employers in other
states will be placed at a disadvantage by the lower taxes paid by their
competitors. Then pressure will be applied for similar or greater reduc-
tions in these states.

With a national system, interstate competition in destructive amend-
ments could not occur. Changes in the benefit scale and the contribu-
tion provisions would have to be fought out in Congress for the country
as a whole. There might be increases or decreases, but they would not
be forced by interstate competition. Moreover, employer and employee
forces are much more nearly equal in strength nationally than they are
in a large percentage of the states. That considerably lessens the danger
of ill-considered and one-sided amendments.

More Adequate Benefits Where Most Needed
It is one of the paradoxes of the present federal-state system of unem-

8 Karl Pribram and Philip Booth, Merir Rating and Unemployment Compensation
{Washington: Social Security Board, 1937}, p. 37.
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ployment compensation that it permits the most generous benefits in
states with the most stable employment, and provides only the most in-
adequate benefits in those where unemployment is most severe and work-
ers have the greatest need for protection. Other things being equal, the
less the unemployment, the greater will be the yield of the payroll tax
and the larger the fund available for the payment of benefits. Con-
versely, the greater the unemployment in a state, and hence the greater
the need for benefits, the less will be the return from a given contribution
rate and the smaller the fund available for benefits. In more concrete
terms, this means that in states whose dominant industries are especially
subject to severe seasonal or cyclical unemployment, benefits cannot be
as large as in other states, though workers will suffer much greater un-
employment and loss of income. The question may well be asked
whether that is the result the nation desired to achieve when it estab-
lished an unemployment compensation system.

Protection Against Conversion into a Dole

A national system would probably be better able than the present type
to withstand cfforts to convert unemployment compensation into a dole
in periods of severe depression. This is true because it removes the con-
trol of unemployment compensation further from the point at which the
pressure of relief financing is first and most acutely felt when the country
plunges into a business depression. In reviewing the course of the de-
pression of the 1930’s, one first witnesses the exhaustion of local resources
for relief, then the beginning of large-scale state participation in relief
financing, and finally the inauguration of federal relief activities, It is
reasonable to assume that, in a future depression following a sustained
period of prosperity, events will follow much the same course. When
the state government finds itself confronted with the necessity of raising
millions for relief and with an insistent demand from hard-pressed citi-
zens for tax reduction, it requires little imagination to realize that some
governors and legislatures are going to turn to unemployment compensa-
tion funds for the money. There will be a great temptation either to
divert the money directly, perhaps by allegedly borrowing it from the
fund, or to amend the unemployment compensation law to lower bene-
fit rates and provide for a great extension of the benefit period. Either
will soon exhaust the fund and reduce unemployment compensation to

relief,



CuapTER X1
SUMMARY AND CONCLUSIONS

"U'HE FEDERAL-STATE SYSTEM of unemployment compensation presents diffi-
cult and unusual problems as to the spheres of state and federal agencies
and the manner in which their relations should be conducted. Funda-
mentally, it is a collection of state administered systems subject to advice
and a considerable measure of supervision and control by the Social
Security Board. Immediate responsibility for operation within any given
area rests with the state agency; but as the entire cost of administration
is financed by federal grants, the extent of the influence exercised by the
Board largely depends upon its conception of its task. The supervision
and control it exercises can be so minute as to fall little short of federal
administration, or so loose as to place little restraint upon state discretion.

FeperaL Funcrions IN THE FEDERAL-STATE SySTEM

Considering the nature of the undertaking and the provisions of the
Social Security Act, it seems clear that, within the limits of efficient ad-
ministration, the states should be free to operate their employment se-
curity agencies as they deem best. It is not for the Social Security Board
to make the decisions for state agencies. Its responsibility is to obtain
efficient administration of unemployment compensation by the states
rather than to administer unemployment compensation in the states.
To that end the Board may aid state officials with their problems and,
where the requisites of efficient administration are reasonably clear, it
may properly prescribe the use of proved methods or forbid practices
which have not succeeded. Basically, the task of the Board is to coordi-
nate and help to develop efficient state employment security agencies to
bring about an effective nation-wide system of unemployment compensa-
tion and employment service.

The major functons of the Social Security Board in the federal-state
system of unemployment compensation may be summarized under six
heads:

1. To conduct basic research and developmental work;
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2. To provide expert advice and assistance on technical and adminis-
trative problems;

3. To establish minimum standards of administration;

4. To review state plans of administration and operation;

5. To pass on budgets and grant funds for administrative expenses;

6. To audit and inspect state agencies.

Research and Developmental Work

Just as the parent company in a great corporate system commonly car-
ries on a large part of the research and developmental work for the entire
organization, so in unemployment compensation these functions are to
a great degree the responsibility of the Social Security Board. Most of
the more fundamental problems needing study and the results of the
more important research are pertinent to all or many of the states. It is
therefore desirable that these studies be directed or closely supervised
and coordinated by the federal agency. Nevertheless, much of the work
must be done in the field in cooperation with state agencies, because that
is where the raw materials of research are to be found. Especially is this
true of studies requiring benefit or experience rating data on an indi-
vidual case basis. Similarly, the federal agency should take a leading
part in the development of new methods and procedures and should
analyze and disseminate the results of experimentation.

Within a few years the principal questions of operating procedure may
largely have been answered, but the underlying problems of unemploy-
ment compensation will only have begun to be explored. What should
be the relation between benefit rates and earnings for workers in various
wage groups? What is the distribution of normally employed workers
according to annual duration of unemployment and annual wage loss at
various points in the business cycle, and what light does it throw on the
needed duration of benefits? How do different experience rating plans
affect employment practices? What are the extent and characteristics
of seasonal and partial unemployment? These and a host of other funda-
mental questions will require years of study.

Advice and Assistance

Advice and assistance are the principal means by which the Social Se-
curity Board can raise the operating efficiency of state agencies. The
Board is the clearing house of state experience. When confronted with
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new or difficult problems, state officials naturally turn to it for expert
advice. To the extent that it supplies expert advice, it can largely mold
the development of the agencies. Upon the quality of this service de-
pend to a great degree the prestige of the Board and the cooperation it
can secure in the states.

To meet the needs of the agencies requires not an especially large but
an unusually competent federal staff. Two groups are essential : first, a
field force composed of persons of broad experience in unemployment
compensation who understand the ordinary problems faced by state
agencies and are skilful in dealing with state officials, and second, a cen-
tral corps of specialists, thoroughly acquainted with particular sectors of
uncmployment compensation, to aid the states and the regional person-
nel of the Board on the more intricate problems. The regional repre-
sentatives, of course, form the backbone of the first group. The second
calls for specialists in matters such as contribution collection, wage rec-
ords and reporting, benefit disqualifications, partial unemployment, sea-
sonal unemployment, experience rating, office machinery, office organiza-
tion, and a number of other aspects of unemployment compensation ad-
ministration and operation.

The development of the type of personnel needed to assist the states
has been both aided and impeded by the large amount of routine busi-
ness generated by detailed federal supervision and budgetary control.
While this has served to acquaint the regional staff and many of the cen-
tral office personnel of the Bureau of Employment Security with the fis-
cal and business problems of the agencies, it has left little time for the
study of other types of questions. Like the state personnel, the staff of
the Board has had to start from scratch and grow with the program. It
has had the advantage of being at the center of the unemployment com-
pensation system through which experience constantly flows from the
entire country, but the members located in Washington have had the
handicap of distance from the scene of operation. In fact, one of the de-
fects of the federal-state system is the inevitable gap separating the
state personnel with its operating experience and the federal staff that
often must advise the agencies on problems with which it has only a
second-hand acquaintance. This difficulty can now be overcome only
by intensive field studies to enable members of the federal staff to obtain
the practical background they need within their specialties. Over the
years it can be met by recruiting the federal staff from the more capable
administrative and technical persons in the state agencies.
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Establishment of Federal Standards

The fundamental concern of the Social Security Board in the adminis-
tration of unemployment compensation is effective service at reasonable
cost. Consequently, standards of cost and performance are the basic
types needed. They are particularly essential in measuring the efficiency
of state agencies and determining their budgetary requirements, but they
are not the kind with which specific compliance can be required. Mini-
mum standards, in the sense of regulations, relate mainly to the methods
which assure efficiency in administering the employment security pro-
gram. In other words, they have to do with the means of achieving sat-
isfactory standards of cost and performance rather than with the operat-
ing results themselves.

Once state accounts have been so designed as to separate central and
local office costs and to break the former down according to overhead
services and operating activities, unit cost data could be obtained with
comparative ease for the half dozen major operating activities which con-
stitute the work of the central office. These data should throw valuable
light upon the relative efficiency of different agencies and of various sys-
tems of mechanization and procedure. Until such information is avail-
able, few requirements can be laid down as to unemployment compen-
sation procedure, and the choice of operating methods will continue to
involve a considerable element of guesswork. From the unit cost data
it ought to be possible to establish normal cost factors for some activities
by types of states. This information would be exceedingly useful in
determining grants and help to stimulate increased efficiency in state
agencies.

In the sense of regulations, the principal minimum standards war-
ranted at this stage in the evolution of unemployment compensation are
those concerning administrative methods. The Social Security Board
has made remarkable progress in this field. By requiring adherence to
sound and well-tested administrative practice—especially in the selection
of personnel—it has taken a basic step toward the development of strong
and efficient state agencies. The requirement of a merit system, in par-
ticular, will undoubtedly prove a great protection against political pres-
sure and an important aid in maintaining a competent and stable per-
sonnel. Its value, however, will largely depend upon the quality of merit
system administration in the states. The merit system cannot be ex-
pected to accomplish the desired results unless qualified persons are
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appointed as examination supervisors and as members of state merit sys-
tem councils and, in most states, unless the technical service of the Social
Security Board is utilized in a large measure.

Board standards likewise provide the basis for an efficient system of
purchasing and property control, and cover some of the essentials of
fiscal administration. In addition, a uniform system of accounts and a
monthly or quarterly plan for the allotment of funds might well be re-
quired to assure more adequate financial data and better expenditure
control within the agencies. In the field of operating, as distinguished
from administrative or management, procedures, there can be few regu-
lations until there is much more definite knowledge of the relative effi-
ciency of different methods.

Plans of Administration and Operation

In the case of public assistance agencies, the Social Security Board re-
quires the states to file a detailed statement of their plans of administra-
tion and operation. These plans present the organization of the agency
and its relations with other state authorities, as well as the regulations and
procedures governing administrative practices and operating activities.
The Wagner-Peyser Act likewise requires states to present plans for the
operation of their employment services and makes grants contingent on
federal approval of the plan and subsequent observance of its provisions
in the conduct of the service.

While no such requirement has ever been made for unemployment
compensation, it would seem desirable to require employment security
agencies to present detailed plans of administration and operation cover-
ing unemployment compensation as well as employment service. A new
plan need not be presented each year, but it should be kept up to date
by filing amendments, and periodically it should be re-examined and re-
vised. The state plan would help the Board to determine whether its
standards were being met and would enable it to counsel states on mat-
ters not covered by federal regulations. The plan would also bring to-
gether in compact and convenient form a comprehensive statement of
the organization and procedure of each agency.’ In so far as the agencies
themselves are concerned, the preparation of the plan would be a valu-

1 The states are required to file with the Bureau copies of all statutory amendments,
court decisions, regulations, etc., relating to unemployment compensation and are expected
to submit copies of manuals of procedure; but states differ greatly in the extent to which
they have reduced their rules and procedures to writing and have sent the materials to the
Bureau.
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able experience. It would compel a review and rethinking of methods
and should lead to many improvements.

Budget Review and Determination of Grants

The budget is both the basis for federal grants and an expression of
the state operating program. To be significant, it must present estimates
in detail and should be accompanied by a statement of the work program
of the agency. For unemployment compensation, the latter calls for an
analysis of the work load for each major activity for the current and pre-
ceding years and estimates of the load for the coming fiscal period, with
an explanation of the manner in which they were made. In addition, it
should include a statement of proposed changes in operation which
would affect costs. For employment service, much the same kind of
information is needed, together with an explanation of proposed changes
of program to improve the placement service.

The budget might well set up central and local office requirements
separately, with the former broken down by major activities and the
latter by employment ofhces. If this were done, unit costs could be ap-
plied to the central office estimates, and local office requests could be
examined in relation to type of office and volume of placement work
performed.

With national standards of administration and means of measuring
operating costs and performance, grants need not be itemized in order to
obtain effective federal supervision and control. By requiring efficient
methods and affording generous technical assistance while allowing
flexibility in the use of grants, better results ought to be obtained than by
binding state administrators to the details of the approved budget. In
so far as the central office is concerned, a lump amount for each major
activity would be preferable to a grant itemized by expenditure cate-
gories. It would also permit setting up a reserve grant to handle abnor-
mal work loads in activities, such as benefit payment, which are subject
to unpredictable fluctuations.

Audit and Inspection

The necessity of federal audit of the finances of state agencies supported
by federal grants is generally recognized. The audit provides an essen-
tial safeguard against the misuse of funds and a means of enforcing fed-
eral standards. It also affords an opportunity for constructive service to
the agencies on problems of fiscal administration.
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More important, however, than the audit of state expenditures is the
examination of operations. This has largely been the responsibility of
the regional staff of the Bureau of Employment Security, but it also re-
quires specialized personnel working from the central office of the Bu-
reau. For the most part the needed inspection of methods of operation
can be carried on incidental to the regular field service, special studies,
and technical assistance on state problems. In federal-state undertakings,
field service has generally proved more worth while than formal inspec-
tion. Inspection is apt to be resented and tends to become routine rather
than constructive. The great need is for persons who can advise and
assist state officials rather than for those who can merely audit.

Nevertheless, there are some aspects of unemployment compensation
administration other than finance which probably need periodic audit.
The Social Security Board has already instituted an audit of personnel
activities to determine whether its merit system requirements are ob-
served and to aid states in improving their personnel procedures. It
might also be worth while to have a periodic sample audit of benefit de-
terminations for accuracy of the computations and for validity of the
decisions on questions of disqualification. An audit of this kind would
undoubtedly reveal a substantial percentage of error in the calculation
of benefits and many cases of injustice in the disposition of claims, and
would induce greater care and fairness in the operation of unemploy-
ment compensation.

PerrecTING THE FEDERAL-STATE SYSTEM

It is not surprising that there are gaps in the federal-state system of un-
employment compensation at this early stage in its development and
that there are gears which do not properly mesh. With so many laws and
administrative agencies involved, it will require considerable time to
perfect the system. Some of the difhiculties relate to administrative co-
ordination and some to weaknesses in the compensation structure due
to the multiplicity of parts forged by independent legislative bodies.

The administration of state and federal payroll taxes presents one of
the major problems of coordination. With thousands of employers
paying unemployment compensation levies in more than one state, and
with all but the smallest employers subject to three payroll taxes admin-
istered by two agencies—one state and one federal—coordination is essen-
tial both for the convenience of taxpayers and for efficient administration
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of the taxes. A basic step in achieving better coordination would be the
extension of the coverage of unemployment compensation levies and the
federal unemployment tax to equal the coverage of the federal tax for
old-age and survivors insurance. More consultation among federal and
state agencies on the interpretation of coverage provisions would also
produce greater uniformity. Perhaps final authority on federal coverage
issues should be vested in the Social Security Board which now handles
such questions arising in the determination of claims for old-age and
survivors insurance, while the Bureau of Internal Revenue disposes of
similar issues in the enforcement of federal payroll taxes.

A two-way clearance of information between state agencies and the
Bureau of Internal Revenue would contribute to the effectiveness of
both. An interchange could be maintained on new employers and con-
cerns ceasing business and on the results of field audits and investigations
which disclose additional taxable payrolls. In view of the numerous
complications which individual employer experience rating would add
to a system of unified tax administration, these expedients appear to offer
a more practicable means of simplifying and improving the administra-
tion of the payroll taxes than the establishment of a single national tax
for unemployment compensation.

Wage reporting and record keeping also provide worth-while oppor-
tunities for coordination among social insurance agencies. The adoption
of uniform wage-reporting forms for unemployment compensation and
old-age and survivors insurance would greatly reduce the employer’s
burden in preparing reports. With a modification of the base period
commonly used in computing unemployment benefits and a small
change in the benefit formula for old-age and survivors insurance, it
would be possible to substitute annual for quarterly wage reporting for
employers with satisfactory payroll records. Annual reporting would
greatly reduce the wage record work of unemployment compensation
agencies and the Bureau of Old-Age and Survivors Insurance. It would
also permit the adoption of a uniform wage-reporting blank which would
meet the needs of unemployment compensation, old-age and survivors
insurance, and the Bureau of Internal Revenue and permit employers to
produce the three reports at one operation.

Unemployment compensation is not yet properly geared for the pay-
ment of benefits to workers who have been employed in two or more
states, or who have had both railroad and non-railroad employment.
Because the compensation laws do not mesh, these workers may either
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suffer a serious loss of compensation or obtain benefits from two or more
agencies considerably in excess of the amount they would have been
entitled to had their employment been entirely covered by one of the
laws. These defects could be overcome if the states would amend their
laws to have the claims of interstate workers determined and paid by the
state receiving the claim, subject to reimbursement by the other states
concerned.

To assure an adequate benefit structure in the states, it is important
that the Social Security Act be amended to establish national minimum
standards for benefits and contributions, as a condition of state eligibility
for grants. The facts must be recognized that, in many states, unemploy-
ment compensation came into existence because of the Social Security Act
and that without strong federal support it may be emasculated by hostile
amendments to state laws. In most states the benefit system falls con-
siderably short of achieving the objectives of unemployment compensa-
tion, though in many a contribution rate of 2.7 per cent would permit
a higher benefit scale than now exists. The greatest nced is for a longer
duration of benefits more nearly sufficient to carry workers through their
annual periods of unemployment.

But adequate benehts cannot be maintained in all states over a period
of years without reinsurance to spread the risk over the entire unemploy-
ment compensation system and supplement the weaker state funds. A
federal reinsurance fund, on which states can draw when their reserves
become exhausted, is essential to a strong and effective federal-state sys-
tem of unemployment compensation. To protect the reinsurance fund
against abuse, it would be necessary to enact national standards placing
a maximum limit on benefits and fixing a minimum level of contri-
butions.

NaTtioNnaL1ZATION OF UNEMPLOYMENT COMPENSATION

While many of the deficiencies of the federal-state system of unem-
ployment compensation can be overcome, it nevertheless will remain a
cumbersome and probably an inadequate system for the administration
of unemployment insurance. At the time it was established, it seemed
the only plan that would be upheld by the Supreme Court. But now that
the constitutional barrier to a national system has been removed, the
problem of how to administer unemployment compensation deserves
careful reconsideration on its merits.
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It is natural to assume that in a country as large and varied as the
United States, a single plan of unemployment compensation could not
be devised which would take adequate account of differences among
areas and be properly adjusted to the needs of each. But this is not the
case. As a matter of fact, nearly all the states have modeled their unem-
ployment compensation laws almost entirely upon the Draft Bill pre-
pared by the Social Security Board. While the state laws have been
amended in a number of respects, the basic features of the Draft Bill as
revised have proved adaptable to conditions in all parts of the country.
By basing the benefit rate of each individual upon his own previous
earnings, the benefit formula used in the Draft Bill automatically adjusts
to differences in wage levels and living standards in the various areas.

The Railroad Retirement Board and the Bureau of Old-Age and Sur-
vivors Insurance have already demonstrated the practicability of national
administration of social insurance. Though old-age and survivors in-
surance does not present as complex administrative problems as unem-
ployment compensation, those encountered by the Railroad Retirement
Board in the conduct of unemployment insurance for railroad workers
are similar in nature to the ones faced in the operation of unemployment
compensation. True, the administration of unemployment compensa-
tion requires a decentralized organization, but this can be achieved in a
national agency by regionalizing its operations, as the Railroad Retire-
ment Board has done with its system of unemployment insurance.

The one really important advantage which the federal-state system
possesses over a national system is the greater opportunity it affords for
experimentation. This advantage relates more to matters of legislation
than to those of administration, for a national agency can try out various
methods of operation in its local units. But even in the field of legisla-
tion, the advantage is of limited significance. If the federal-state system
is strengthened by an effective plan of reinsurance, national standards of
benefits and contributions must be adopted which will tend to become
both maximum and minimum standards and will greatly restrict the
possible experimentation in state legislation.

The advantages of a federal-state system are greatly outweighed by
those of a national system. A national system would facilitate simplifi-
cations which cannot be achieved under a federal-state plan. It would
permit larger and more economical operating units and substitute a
single responsible agency for the complex network of agencies now con-
trolling the administration of unemployment compensation. It would
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bring about unified administration of the payroll taxes and permit either
a complete or a partial merger of the wage record and reporting systems
for unemployment compensation and old-age and survivors insurance.
Both of these changes would save money for employers and involve sub-
stantial reductions in administrative costs. Furthermore, nationaliza-
tion would avoid the complicated problems arising from interstate
employment. It would also make possible consolidation of the unem-
ployment compensation system and the railroad unemployment insur-
ance system and thus would eliminate further difficulties in the present
arrangement.

But the fundamental reasons for nationalization are economic and
social rather than administrative. With a national system, the risk
would be spread over the economic system of the whole country. This
would provide far greater financial strength and distribute the burden
more fairly. Workers and employers in all parts of the country would
receive like treatment under like circumstances. Workers in the states
most subject to severe unemployment would not be forced to accept a
lower level of benefits than those in areas with more stable industries
where the need of compensation is less. Employers would not be sub-
jected to unequal interstate competition due to differences in state ex-
perience rating schemes, and this threat to the maintenance of adequate
benefits would be removed.

Though it might be possible by the adoption of national standards and
reinsurance to accomplish much the same economic and social results as
those obtained by an outright national system, the objectives could be
much more simply and surely achieved by nationalization. The very
measures required to remedy the defects and close the gaps in a federal-
state system would tend for the most part to render it more complicated
and cumbersome. The needs of the country could be served better and
more efficiently by a single national system of unemployment insurance,
with unified administration of payroll taxes and a largely unified system
of wage reporting and record keeping for unemployment insurance and
old-age and survivors insurance. Quite possibly it would be less diffi-
cult to substitute a national system than to overcome the defects of the
existing federal-state system. But if so fundamental a change is not
politically feasible, it is essential that an effort be made to strengthen and
perfect the present system by the adoption of national standards con-
cerning the contribution and benefit structure and by the establishment
of an effective plan of reinsurance.
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PRINCIPAL SUBSTANTIVE FEATURES OF THE
UNEMPLOYMENT COMPENSATION SYSTEM

THoucH sTATE unemployment compensation laws differ in many details, the
provisions of most conform closely to a single general pattern. The principal
features of the compensation system® may be summarized as follows:

Coverage—The unemployment compensation system extends to nearly all
regularly employed persons other than those engaged in agriculture or in
domestic, maritime, or governmental service or family employment and those
employed by educational, charitable, or religious organizations not operated
for profit. For convenience in administering the payroll tax, most states also
exclude persons whose employers have fewer than a specified number of
workers—usually between four and eight—but eleven states make no such
exclusion.

Contributions.—Unemployment compensation is almost entirely financed
by payroll taxes. Most states levy a tax—termed a contribution—on employers
at a basic rate of 2.7 per cent of their payrolls. A few also require contribu-
tions by employees. These are usually levied at the rate of 1 per cent of earn-
ings and are collected through the employer as a deduction from wages.
Originally ten states provided for employee contributions, but five have since
abandoned them. Employee contributions have little effect on the problem of
administration as they are simply added to the employer’s return. Their
principal effect is on the amount of benefits that can be provided and on the
ultimate incidence of the taxes by which benefits are financed.

Experience rating.—In forty states, employers’ contribution rates are sub-
ject to adjustment from the 2.7 per cent base according to their unemployment
experience. The purpose of these provisions is to encourage the stabilization
of employment and to assess the cost of benefits more largely to the employers
supposedly responsible for the unemployment. The methods of experience
rating, as this process is called, are various. Most states use the amount of
benefits paid to former workers as the criterion of unemployment experience,
but with numerous differences in the formulas by which rate adjustments are
computed. Several states take as the measure the amount of wages paid
within a stipulated period to workers who have drawn benefits. One state
uses the number of compensable separations, that is, the number of times in-
sured persons have become unemployed and drawn benefits. Experience rat-

1 For a detailed discussion of the principles and procedures of unemployment compen-
sation, sce Walter Matscheck and Raymond C. Atkinson, Preblems and Procedures of Un-
employment Compensation in the States (Chicago: Public Administration Service, 1939).
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ing necessitates considerable additional accounting and somewhat increases
the difficulty of administration.

Reserve funds.—In most states all contributions are credited to a single re-
serve fund from which benefits are paid. This arrangement is known as the
pooled fund plan. In three states each employer’s contributions are set up as
a separate reserve account available only for the payment of benefits to his own
employees. Four states have a combination of the two schemes. The first
plan assures the full payment of benefits to all workers so long as the system
remains solvent, whereas the second may result in the non-payment of benehits
to employees of concerns with particularly severe unemployment. The object
of the individual reserve account plan is to make each employer responsible
for the cost of his own unemployment and, by varying his contribution rate
according to the condition of his account, to create an incentive to stabilize his
employment. Substantially similar results can be achieved with less danger
of non-payment of benefits by a combination of the pooled fund plan and ex-
perience rating. Most states have chosen the latter approach, and the states
with individual employer reserve accounts have now established small pooled
funds for the payment of benefits when individual accounts become exhausted.

Benefir eligibility—To be eligible for benefits, a worker must have had
under most laws at least a specified minimum amount of insured employment
during the preceding year, termed the base year, usually measured in earnings.
This minimum varies from a negligible sum in a few states to as high as $300
in California, but ranges between $100 and $200 in most states. ‘The purpose
of this requirement is to eliminate persons who are not regularly attached to
the labor market and, therefore, not properly entitled to compensation when
out of work. Further, the unemployed worker must register with the employ-
ment ofhice for placement, file a claim for benefits, and serve a waiting period
of two or three weeks before he becomes entitled to compensation, but only
one waiting period is required in a year. Unemployment resulting from
labor disputes is not compensable. A worker is temporarily disqualifted for
benefits if he has failed to accept suitable employment, or has voluntarily quit
his job without good cause, or been discharged for misconduct. However, he
has the right to appeal from the initial determination in these cases and to have
a hearing before a referee or appeals tribunal.

Benefit rate—In all but two states benefits are paid on a weekly basis. The
benefit rate for a week of unemployment is generally determined either by
taking one-half the worker’s most recent full-time weekly wage or by using a
stipulated fraction (one-twenticth to one-twenty-sixth) of his earnings in the
quarter of highest earnings within the preceding base year. In either case the
aim is to fix the individual’s benefit rate as nearly as practicable in proportion
to his earning rate when fully employed—usually at about half that amount.
This principle is followed to adjust benefit payments to the income level and
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standard of living of the worker and to avoid the possibility of benefits’ ex-
ceeding normal earnings. The application of this principle, together with the
earnings requirement for eligibility and the method of fixing the duration of
benefits, necessitates the maintenance of an elaborate system of wage report-
ing and record keeping, which constitutes one of the major activities of the
central office of an employment security agency. A few states base the benefit
rate on the claimant’s annual, rather than his weekly or quarterly, earnings.
This plan makes little difference in the amount of work for the agency, but
produces benefits which bear a much less definite relation to workers’ full-
time earnings than those produced by other types of formulas.

Partial unemployment—All but four states provide benefits for partial as
well as total unemployment. Under the common definition a person is par-
tially unemployed in any week in which he experiences reduced working
hours and earns less than his benefit rate for total unemployment or an
amount $2 or $3 greater. The benefit for a week of partial unemployment is
the difference between actual earnings and this amount. The small addi-
tional allowance provided in most states is designed to make partial employ-
ment financially more advantageous than benefits for total unemployment.
The payment of benefits for partial unemployment is essential to an adequate
system of unemployment compensation, but it presents problems which in-
crease the difficulty of operation.

Duration of benefits—The maximum duration of benefits is limited by
law to from thirteen to twenty weeks of total unemployment, according to the
state. The most usual limit is sixteen weeks. Benefit duration is further re-
stricted in most states by a provision that the aggregate amount of benefits
payable to any worker during a twelve-month period (benefit year) shall not
exceed a certain fraction (one-third to one-sixth) of his earnings in the pre-
ceding base year. This provision reduces the possible duration of benefits
for a large percentage of the workers. To make these limits effective, it is
necessary for the state agency to keep a ledger account of the benefits paid each
person.

Payment of benefizs—To obtain benefits, the worker must file a claim and
must report to the local employment office each week to prove his unemploy-
ment and indicate whatever earnings he has had. A statement, termed a con-
tinued claim, is forwarded each week to the central office, which then issues
a benefit check. In a few states these checks are distributed by the employ-
ment offices, but in most areas they are delivered by mail from the central
office. This procedure contrasts with the European practice of payment in
cash at the local office, but permits much greater centralization and mechani-
zation of the accounting and payment process and probably results in more
economical operation.
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operation of, 27, 91-94, 96, 164—65
See also Personnel
Mult-state workers, see Employees, multi-
state
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NATIONAL REINSURANCE FUND, 144, 147,
149--53, 169-72, 181-82

OLD-AGE AND SURVIVORS INSURANCE
administration, 4, 13, 19, 117, 125, 126,
129, 130-34, 167, 182
tax for, 11, 121-22, 180

PARTIAL UNEMPLOYMENT, sf¢¢ Benefits, par-
tial unemployment
Payroll taxes
amount of, 9
collection of, 11, 22, 23, 95, 106, 121—
29, 166, 179-80, 185
for railroad workers, 11, 121
reduction of, 38, 139, 141, 142, 14349,
152, 171
See also Treasury Department
Personnel
standards for, 14, 35, 64, 72, 75, 82—
94, 164-65, 176-77, 179
See also Merit systemn
Political pressure, 63, 83, 85, 88, 93, 159,
172, 176
President’s Committee on Economic Se-
curity
draft bill, 31
estimates of administrative costs, 42
recommendations, 45, 82-83, 139-40,
155, 156
Public assistance
administration of, 159-60, 177
grants for, 13, 47, 49-50, 72
personnel standards, 87
Purchasing, see Standards, procurement

Rarnroar RETIREMENT BoaRp
coverage problems, 24n, 120-21, 137-
38, 167—69
retirement annuities, 11, 117, 167
unemployment insurance system, 5, 117,
157, 159, 167, 182, 183
Railroad workers
coverage, 120-21, 137-38, 167-69, 180-
81
unemployment insurance for, 5, 117
Regional supervisors, see Social Security
Board, field staff; Field service
Relief agencies
relation to employment security, 37, 38,
159-60
Research service
federal responsibility for, 28, 100-01,
173, 174
Sacial Security Act provision for, 15
Reserve funds
federal uwnemployment trust fund, 11,

12, 13, 37, 79-80

Reserve funds (conz.):
state, 37, 79-80, 97, 139, 14244, 148
51, 153
types of, 6, 31n, 32, 35, 186
See also National reinsurance
Treasury Department

fund;

SociaL SecuriTY AcT
conformity to, 13-14, 15, 16, 27-2%,
3641, 58, 59, 99
provisions affecting unemployment com-
pensation administration, 13-15, 38—
40, 42, 74, 83-84, 85n, 87, 88, 98
scope of state discretion, 5-6, 32, 3940
tax provisions, 5, 11n, 12, 30
unmatched grants, 3—4, 8, 14, 38, 42,
43
Social Security Board
Bureau of Employment Security, 7, 18-
20, 24-29, 36, 39, 57-38, 62, 65, 66,
86, 87, 92, 94, 97, 113-16, 137,
169, 175, 179
Employment Service Division of, 19
Field Division of, 18-19, 20, 2425,
57
Research and Statistics Division of,
19, 25, 102-03
Unemployment Compensation Divi-
sion of, 19, 102, 103
Bureau of Research and Swtstcs, 17,
24, 102
development of standards, 16, 41, 47,
49 60, 64—66, 7278, 3182, 86, 87,
9497, 103, 17477
draft bills and regulations, 31-34, 35—
36, 85, 105, 110, 157, 182
field staff, 18, 19, 20, 24-29, 36, 54,
56—60, 63-64, 96-97, 102, 110-12,
175, 179
organization of, 16-20, 101-04
persoanel, 8, 13, 101-02, 175
publications of, 94, 115
research and technical service, 16, 28,
34-36, 100-16, 173-75
State Technical Advisory Service, 18, 24,
86, 92, 97
supervision by, 7, 14-16, 24-29, 30~36,
38—41, 4649, 55-60, 62, 6465, 72,
73, 77-78, 87-89, 91-98, 101-11,
162-64, 173-79
unemployment compensation functions,
13-16, 18-19, 28, 37-41, 100-04,
113-16, 173-79
unmatched grants, 8, 14, 38, 4148, 51—
53, 61-66, 73, 74, 96, 98-99, 174,
176, 178
See also Interagency cooperation, fed-
cral; federal-state
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L}
Standards .
administrative, 14, 16, 47, 48, 64-66,
72-75, 94-95, 174, 176
benefit provisions, 170-72, 181
enforcement of, 95-99

fiscal, 49, 62, 75-80, 176, 177; see also

Expenditures
need of national, 13944 .
objections to national, 14445
personne!, 14, 35, 64, 72, 75, 82-94,
164-65, 176-77, 179
procurement, 49, 72, 80-82, 177
Statistical reporting
Social Secunity Board requirements, 14,
76, 94
Supervision
federal, 7, 14-16, 24-29, 30-36, 38—
41, 4649, 55-60, 62, 6465, 72, 73,
77-78, 87-89, 91-94, 95, 98, 101-11,
162-64, 173-79
methods of, 4, 15-16, 31-34, 55-60, 62,
64—65, 72-99, 173-79
need for, 46—48

TECHNICAL SERVICE
deficiencies of, 111-12
extent and nature, 30, 104-11
federal responsibility for, 28, 100-01,
107, 113-14, 174-75
supervision through, 16, 34-36, 91-94,
95, 97, 101-11
Travel regulations, see Standards, fiscal
Treasury Department
Bureau of Internal Revenue, 11-13, 22—
24, 121-29, 180

Treasury Department (cens.):
unemployment trust fund, 11, 12, 13,
37, 79-30
See also Pavroll taxes; Federal Unem-
ployment Tax Act; Reserve funds

UNEMPLOYMENT
distobution of cost of, 45, 153-55, 158,
169-70, 181, 183
effects of Auctuations in, 63, €6, 67,
149-52
seasonal, 156, 158, 170, 172
Unemployment compensation
and employment service, 6-7, 15, 66—
71, 94, 161
federal-state system of, 3—10, 13, 21, 27,
49, 52-53, 73, 82, 95-96, 112, 117,
126, 13034, 144, 153, 15472, 173~
g2
national standards to protect, 141-53,
172
national system of, 27, 93, 122-26, 130,
154-72, 181-83
United States Employment Service, 15n,
18, 22, 76, 84, 86, 91, 94
See also Social Security Board, Bureau
of Employment Security

WAGE RECORD SYSTEMS
clearance of data, 129-34, 167, 180
Social Security Board recommendations,

95, 106-07

Wagner-Peyser Act
admintstration of, 15, 74, 161, 177
matched grants, 8, 4244
personnel standards, 84



