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FOREWORD

CoorpiNaTION of the social insurances with each other and with
various forms of relief is a matter of increasing importance in the
United States in view of the statutory and administrative develop-
ments of the last three or four years. Other countries, notably
Germany and Great Britain, have had decades of experience in
dealing with virtually identical questions of organization and
policy. The Committee on Social Security undertook the study
which resulted in this volume, one of a series of investigations of
fundamental social insurance problems, in the well-founded belief
that a critical examination of German and British experience
would clarify questions which are bound to become important in
the United States, and would disclose the possibilities and limi-
tations inherent in coordinating devices and policies that may be
suggested to meet them.

This volume is not intended to be a descriptive survey of the
social insurances of Germany and Great Britain. A number of
competent descriptions already exist; the International Labour
Office’s International Survey of Social Services gives an excellent
summary of statutory provisions, Neither is this volume a hand-
book of social insurance organization and operation ; had this been
intended, a separate manual for each insurance would have been
required.

Instead, a more difficult task has been attempted: that of ascer-
taining how well the German and British social insurances—and
relief—work together and why. The result is essentially a discus-
sion of organizational policy. Past studies in this general area have
tended to emphasize individua! insurances—though the recent
P E P Report on the British Social Services is a brilliant excep-
tion—and have generally stressed statutory as against organiza-
tional aspects. The present volume, on the other hand, attempts a
picture of the inter-relations of the social insurances in their ac-
tual operation.

This point of view has governed the presentation of the text.
It is focused, first, upon general social insurance organizational
trends, and, secondly, upon fundamental relationships, forms and
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vi ForREWORD

problems. No attempt is made to trace out every trend or to analyze
every minor issue. Two major organizational trends—toward
centralization and toward coordination—provide the main themes.
These are broad and pervasive enough to touch at one point or an-
other every aspect of the social insurances. Detailed case studies
of an insurance or an institution are introduced at intervals to
give concreteness to the discussion of organizational trends and
relations, and necessarily the same insurances or institutions have
been used repeatedly as examples. Thus, British Unemployment
Assistance illustrates the British trend toward centralized admin-
istration and likewise a slower trend toward coordination. It serves
also as the subject of a case study on the coordination of unemploy-
ment insurance and unemployment relief. The functional ap-
proach used by the author has not, of course, resulted in a sys-
tematic description of individual insurances and administrative
agencies. An unusually thorough index, however, makes it possible
to bring together all of the discussion or analysis bearing upon
anv one insurance or institution in which the reader may be es-
pecially interested.

The materials utilized consist almost entirely of official docu-
ments and of information obtained in interviews with official and
other gualified persons during eight months spent by the author
in Europe. Tnasmuch as many of the most significant characteristics
of any organization are intangible, the persons interviewed proved
to he more helpful than official reports. In the great majority of
cases, it has seemed best not to cite these persons in support of
points of interpretation or fact. To safeguard officials and others
against possible identification with opinions or statements in the
text, the author has concluded that he must content himself simply
with an acknowledgment of his indebtedness to the many persons
who were so generous of their time and experience and without
whose wholehearted help a study of this kind would clearly have
been impossible. He is particularly indebted to the civil servants
and other officials of the German Federal and Prussian Ministry
of Labor and the Federal Insurance Office ; of the British Minis-
tries of Labour and Health, Unemployment Assistance Board and
the Public Assistance Committee of the London County Council;
and of the Social Insurance Section of the International Lahour
Office at Geneva.
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PART I

COORDINATION AND SOCIAL INSURANCE
ORGANIZATION

CHAPTER 1

THE MEANING OF COORDINATION: WORKING
VOCABULARY

A WELL COORDINATED social insurance system is one in which all
the elements work together harmoniously and effectively to a
common end. This is a broad definition, but it needs to be, because
of the breadth and complexity of the area it must cover. The
principal elements of social insurance coordination are: (1) or-
ganizational, and (2) actueriel-technical® As the title of this
book indicates, primary emphasis is on social insurance organiza-
tion. Actuarial-technical phases are included whenever they affect
or are affected by organization.

By social insurance organization is meant the number and kind
of supervisory and insurance bodies engaged in social insurance
and the nature of the relations between them. Organization may
refer to a single insurance scheme or to an entire social insurance
system. Always in Germany, and sometimes in Great Britain, a
division is made between the functions of operating the insurance
scheme (collecting contributions, maintaining reserves if any,

*The cconomist would add, and quite properly, social-economic. For ex-
ample, a perfectly coordinated scheme, were one possible, would take into
account such elements as the social and economic effects of social insurance
contributions, benefits and reserve accumulations on the national income and
national welfare ; the incidence of contributions on contributing and other social
groups, etc. It is remarkable to Americans to find how little attention is paid
to these matters abroad. There is, for example, little discussion of incidence in
Great Britain and Germany. Indced there is a frequent assumption that the
worker-member pays not only his direct contribution, but, in lower wages or
higher prices, the employer’s share as well. “Moreover the distribution of cost,
as provided by the law, betwcen insured persons, employers and the state is
not of fundamental importance. For, whatever may be the intention of the
legislator, the cost will, in the ultimate analysis, be distributed according to the
very complicated operation of the law of incidence, and will be met in varving
proportions out of wages or included in the selling cost.” (Internationa! Labour
Office, General Problems of Social Insuronce [Gepeva: 1925], p. 128.)

In so far as these social-economic considerations enter into the praoblems
of coordination, they are treated as a part of the actuarial-technical factors to
which they are closely related.

3



4  COORDINATION AND SocIAL INSURANCE QRGANIZATION

paying benefits, bearing the financial-actuarial risk ), and of super-
vising it (seeing that the scheme works efficiently or legally).
The first function is performed by administrative or insurance
badies, the second by supervisory bodies.?

The actuarial-technical elements of social insurance are that
complex of insurability and eligibility rules, and contribution,
benefit and reserve provisions which is not a part of organization
but affects it intimately. These are what the average person thinks
of as the social insurance “law.” As a matter of fact, the actnarial-
technical elements, though by no means always, are usually
statutory; organization to a remarkable degree is not.®

Unless specified otherwise the term coordination will refer in
this book to coordination exclusively or primarily of organiza-
tion or administration. The following pages will show that many
organizational features or changes carry with them distinct actu-
arial-technical consequences and may even arise from an attempt
to improve actuarial-technical coordination. Coordinative features
and changes entirely or largely actuarial-technical are so indicated.

Coordination is essentially a horizontal relation. It may exist
within an insurance scheme between insurance or supervisory
bodies at the same level (as in the collaboration of the Ministry
of Health and the Ministry of Labour in British unemployment
insurance} or between insurance bodies (as between the thou-
sands of health insurance funds in Germany). It may also exist
between the actuarial-technical features of the schemes adminis-
tered by different insurance bodies or funds, though here it is
more difficult to achieve and indeed in large part may even be
inconsistent, since the reason for multi-insurance carriers on the
same risk is the desire to assure the financial autonomy of each
and reward good management by allowing differences in benefits
or contributions. Even in a single national insurance system there
may be questions of actuarial-technical coordination of contribu-
tions and benefits among various classes of members,

? Actually, as we shall see in Chapter 18, the functions of the supervisory
bodies extend beyond simple supervision. To eliminate a clumsy ellipticism, the
functions of a supervisory body are to be taken to include also regulation of the
insurance bodies and provision of appeal {facilities.

*This Chapter on definitions is not intended to treat exhaustively all the
termg it refers to. The relations between the crganizations and insurances cited
lere as illustrations are shown graphically in the Appendix, together with a
brief description. For cross-references between these definitions and related
discussions in the text, see the index.



TueE MEANING OF COORDINATION: WORKING VOCABULARY 5

The most important possibilities both of organizational and ac-
tuarial-technical coordination lie in the relations befween insur-
ance schemes and sometimes, when the groups of persons covered
are similar or identical, between insurance and relief schemes.
Here coordination is even more clearly a horizontal relation.
The same ministry (a supervisory body) may coordinate the or-
ganizational and actuarial-technical features of different insurance
schemes under its supervision, e.g., the German Ministry of Labor,
or more specifically, the German Federal Tnsurance Office (Reichs-
versicherungsamt), which has under its general supervision all
social insurance. Or two supervisory bodies may cooperate in
handling the able-bodied unemployed, as the German Ministry of
the Interior, which supervises local government and makes local
grants-in-aid for unemployment, and the Ministry of Labor,
which certifies relief applicants as able-bodied and unemployed.
Similarly in Great Britain the Ministry of Labour and the Unem-
ployment Assistance Board work together in administration of
unemployment relief. Insurance bodies covering different risks,
for example, German industrial accident (workmen’s compensa-
tion) and health funds, may work out important cooperative ar-
rangements to govern their joint responsibility. And finally there
are opportunities for coordination between the contribution, bene-
fit scales and other technical features of different insurance
schemes, and broadly between social insurance and relief.

Coordination is finally a relative concept. The coordinative
process is never finished. Coordination followed to its tnevitable
(not necessarily its ideal) conclusion becomes unification ; but the
very idea of social insurance coordination assumes that there are
different organizations or insurance schemes and that it is desir-
able to relate them efficiently and harmoniously. The extent to
which coordination is desirable and is to be sought depends on a
great many factors. Of these some of the most important (dis-
cussed in detail later, particularly in Chapter 17), are the political
and social characteristics and predilections of the insured member-
ship, the nature and scope of existing insurance institutions (many
of them older than compulsory social insurance), the actuarial
nature of the risk. The desirable degree of coordination—assum-
ing agreement, for by its nature decisions on this question are
largely empirical—not only varies from one period to another;
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it varies widely between countries and even within a country de-
pending on the insurance scheme. The factors involved are un-
believably complex. One reason why there are no absolute stand-
ards in this realm is that, particularly in questions involving
actuarial-technical (including social-economic) coordination, de-
cision is made on grounds largely historical, subjective or even
ethical. It may, for example, be desirable for many reasons to
impose standard benefits and contributions on the 4,725 health
insurance bodies in Germany, but what of the century-old tradi-
tion of self-government? Again, below what income level should
compulsory membership in a social insurance scheme be imposed?
Even more difficult to decide on objective grounds is the proper
relation between the henefit levels of insurance and relief for the
able-bodied unemployed. Hardly anyone argues that they should
be the same (practically they cannot be), but what is the desirable
differential ?* While it is not the first purpose of this book to deal
exhaustively with these questions of actuarial-technical coordina-
tion, they complicate considerably the related organizational prob-
lem.

*“In this connection,” says the majority of the British Royal Commission
on National Health [nsurance in its discussion of the difficulties of securing
exact equities in social insurance, “we realize that there are fecatures of the
systemn which must appear to many as defects, and that these cannot be eradi-
cated from it. On the other hand we cannot disregard the consideration that
opinion as to faults and defects in a scheme of this kind is largely a matter of
the individual standpoint, and that what amounts in the eyves of some to a flaw
will commend itself to others as an element of equity or justice.” (Report of
the Royal Commission on Natonal Health Insurance, 1926, p, 102.)

_A current instance is the demand of British spinsters for equal treatment
with widows in the old age pensions scheme. “800,000 of the 4,000,000 single
womnen who annually contributed to the Pensions Fund [will] remain spinsters
and pay contributions as the result of which only 80,000 of their class [will]
benefit” The answer of the Minister of Health was that “in fixing the rates
of contributien, account was taken of the fact that the great majority of in-
sured women would marry insured men, and . . . the accumulated contributions
of such women should go towards providing the benefits . . ., which she would
recerve as the wife or widow of an insured man and by way of supplementing
his contrnibution.” He added that spinsters do not begin to pay for the pensions
they later receive as wives or widows, (London Times, June 4, 1937.) [Author’s
note: But then neither do non-spinsters,]

Even in private insurance where the factors are less complicated, there are
no absolute standards of contribution-benefit equity between risks. All rates
are averages for groups selected on the basis of homogeneity, but the groups
and the rates always represent a compromise between the search for preater
and greater refinement of the groups (which reduces their size and credibility),
and the search for the maximum of company safety and experience-uniformity
aver a perind of time. Far from being the most exact in this question of rate
equity, ordinary life insurance is amang the crudest of insurances: it generally
takes into account only one risk factor—age.
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CoORDINATION AND UNIFICATION

A number of other concepts are related to coordination but are
to be distinguished from it. Complete unification, for example,
would in theory at least result from the merger of the organiza-
tional and actuarial-technical structures of different insurances.
Partial unification is a merger of one or a part of one, of these,
in practice usually of organizations. Coordination sometimes takes
the form of partial unification but not usually; usually the co-
ordinator is seeking a smoother and more efficient relationship
between different insurance bodies and schemes, These must of
course have some fundamental characteristics in common, such as
a broadly similar membership or financial basis; otherwise there
is no more argument for coordination than for unification. Their
differences are at the same time important enough to demand, in
part at least, different organization or different treatment. True
coordination may indeed require not unification but a separation
of function, at least in part, as in the British practice of separat-
ing placement and insurance records so that the applicant’s in-
surance status shall not interfere with honest and efficient place-
ment.*

(COORDINATION AND SIMPLIFICATION

Nor is coordination the same as simplification, although it often
works out as a simplifying process. An instance is the application
of the so-called Schliissel or formula for eliminating most of the
intricacies of cross-accounting between the German old age-
invalidity bodies.® Indeed inter-insurance relations mav, by any
reasonable standard, be harmonious and effective and still be
desperately complex., German social insurance organization, like
German government, is at the same time very complicated and
very orderly.”

® Final Report of the Roval Comwpussion on Unemplovment Insurance, 1932,
p. 305. For a detailed analysis of the unification issue, sce Chapter 21.

®In Germany invalidity (long-term non-industrial disability) and old age
insurance benefits are provided by the same insurance institutions. Since 1934
both are calted invalidity henefits and differ only in that payvment of the first
is dependent on proof of phvsical incapacity. the second on arrival at age 65,
For a discussion of the Schl{issel, see the section on old age-invalidity nsur-
ance in Chapter 12,

*For further details of German and British organizational terminology,
see F. F. Rlachly and M. E. Oatman, Governmen! and Adwministration of
Germany (Washington: The Brookings Institution, 1928), especially pp. 29,
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COORDINATION AND INTEGRATION

Inlegration is a term closely allied with coordination. Coordina-
tion has heen preferred in these pages principally because integra-
tion to certain writers includes the concept of vertical relations
between different levels of authority (administrative and super-
visory) and to others the idea of departmentalization of related
functions.? The second of these is foreign to the purpose and
scope of the present investigation. And while it is impossible
and even undesirable to attempt terminological precision bevond a
certain point, this investigation is essentially one of horizontal
relations: hetween one insurance body and another, between one
supervisory body and another, between insurance schemes; and
the term coordination conveys that emphasis. This decidedly does
not rule out of consideration the important question of the rela-
fions between supervisory body and insurance body, which may
he regarded as vertical, but these relations are hardly those implied
by the term, integration. Supervision acts from above at times to
promote, among other ends, coordination, but coordination oper-
ates through a common level, not between levels of authority or
administration. Relations between the higher and lower levels of
authority within the insurance organization will be considered
only as they affect inter-insurance or inter-insurance-body coordi-
nation. The most important failures to ¢coordinate accur not zeith-
in a single national insurance institution but between insurances
or insurance institutions,

CENTRALIZATION

Centralization or centralized organization means close control
at the top level of authority, supervisory or administrative.® Like
decentralization, its opposite, it is a relative term. It denotes a

302,625 629: F. A, Oeg, Governments of Furope {rev, ed.: New York: Mac-
mitlan. 1929}, p. 228; G. D. H. Cole, The Future of Local Government
(TLondon: Cassell and Co, 1921}, p. 6; J. A. R. Marriott, English Political
{u.fu’!fni:ynr (Oxiord, 1910), p. 283; Ramsay Muir, How Britain Is Governed
{New York: R. R, 3mith, 1930}, p. 44: William B, Munro, The Government
of Exropean Citics (New York: Macmillan, 1927), pp. 48-50.
W, W. Willoughby, ¢ited in Leonard D. White, Introduction to the Study
of 'P“nb!w Admintsiretion (New York: Macmillan, 1626), p. 57. ’
Centralized admiristration is . . . one in which there are close relations of
control and subordination betwecn officials responsible to different levels of
government.” {Ibid., p. 77.)
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vertical relation always. It is a term carelessly used. Frequently an
organization is said to be decentralized because a subordinate offi-
cial carries out certain functions of the organization; but this is
merely decentralization of function, or “‘technical” decentraliza-
tion. The test of true decentralization {decentralization of power,
of control) is the degree of local or subordinate autonomy. If this
is low, the organization is only technically decentralized. Unless
specified otherwise, the terms centralization and decentralization
will refer in this book only to control,

We shall have to consider in this investigation three types of
true or power centralization: (a) that produced by relatively close
control by superior over inferior insurance or administrative
bodies (hereafter referred to as administrative centralization);
{b) by supervisory over insurance or administrative bodies (here-
after supervisory centralization) ; and (¢) by superior over in-
ferior supervisory bodies (internal supervisory centralization).
For the purposes of this study, the second is the most important.

A few examples of the varieties of centralization and decentrali-
zation follow. Administrative function may be decentralized and
administrative confrol centralized, as in German and British un-
employment insurance. That is, the nature of the insurance risk
and its connection with placement make necessarv the delegation
of many duties to local offices. Policy nevertheless is made at the
top of the organization and even detail operations are often con-
trolled by minute central instructions. Administrative function
and control may be decentralized. Both the British and German
health insurance organizations are illustrations; formerly the de-
gree of supervisory control was so slight that the schemes were
truly decentralized: they were autonomous, as in German indus-
trial accident insurance today. And both function and control mayv
be joined in one highly centralized organization, e.g., British old
age insurance.

True decentralization (of control) and self-government mean
practically the same thing. The concept of self-government comes
from political organization: both in Germany and Great Britain
political self-government denotes freedom from central domina-
tion and central bureaucracy; in both countries it includes the
idea of lay participation in affairs considered of local concern.
Political self-government always refers to autonomy at local levels
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only. Self-government in social insurance is more complex and is
quite different in Germany and Great Britain. In Germany it has
meant first and foremost industrial democracy : administration of,
or at least responsibility for, the social insurance organization
from top to bottom by employer and worker contributors. Some-
times, as in health insurance, self-government was joined with
local responsibility: there were and are a large number of rela-
tively small territorial insurance bodies or funds. In Great Britain
(where health insurance is the sole example of self-government)
the insured members only (not the employers) in theory admin-
ister their own Approved Societies (insurance bodies), a modern
variation of the mutual aid groups from which they have devel-
oped. Actually many of the Approved Societies are merely private
mutual insurance companies, some of giant size,

One of the surface paradoxes of social insurance organization
trends is that centralization and self-government are not neces-
sarily or always antithetical.*® This is naturally most true of ad-
ministrative centralization; for instance, the German Federal In-
stitution for Employment Service and Unemployment Insurance
(Reichsanstalt fiir Arbeitsvermittlung und Arbeitslosenversiche-
rung). It began with an extreme degree of true decentralization
{power at the lower levels) but beginning about 1930 higher ad-
ministrative officials gradually took over more control. Yet the
Institution, at least until 1933, was practically self-governing as it
always had been. Supervisory centralization' may also exist with
self-government. The best examples are British and, to a degree,
German health insurance. In the latter, for tnstance, and particu-
larly since 1933, central supervisory powers have increased con-
siderably, but an important degree of autonomy remains with the
health msurance funds. The reason, of course, is that neither
centralization nor self-government is an absolute. An instance is
the recent increase in supervisory control of German health fund
personnel and the conspicuous omission to modify health fund
fiscal-actuarial autonomy.

* “Centralization of social insurance does not require any limitation of self-
government.” (Richard Freund, in Internationsl Labour Review, January 1925,

p- 7 . .
* See Chapter 7 for an example of increasing supervisory centralization in
German unemployment insurarce.
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It would be unrealistic not to add that the usual purpose of in-
creasing central supervisory power and no less often its usual
result is to decrease local autonomy. Self-government by a nation-
wide insurance body tends to be almost as highly centralized (ad-
ministratively) as a straight governmental system. For example,
the nation-wide organization for salaried employees in German
old age-invalidity insurance resembles that of British old age in-
surance more than the German old age-invalidity insurance scheme
for wage earners,

CoorDINATION AND CENTRALIZATION

The relations between coordination and centralization, as we
shall see presently in more detail, are many and complex. Co-
ordination, if pursued directly, comes very slowly; it comes more
usually and in the long run more surely by the indirection of in-
creased central control. Superior administrative or supervisory
authorities have three reasons (aside from the propensity of
bureaucrats to expand) for increasing their control. Most often it
is the simple desire to improve administrative standards, particu-
larly in personnel: for example, the increasing administrative cen-
tralization of the German unemployment insurance scheme. Some-
times it is central iinancial responsibility that provides the reason
for, as well as the weapon of, greater central supervisory control.
Old age-invalidity insurance for wage earners in Germany and
health insurance in Great Britain are examples. Finally, but not as
frequently as for the other reasons, higher authorities, super-
visory and administrative, wish more power in order to be able to
improve coordination. This was a powerful contributing factor in
the important increase of central supervisory powers granted the
German Federal Insurance Office in 1933-34.

All of these have serious limitations as ways of improving co-
ordination, particulariy between insurances. The first two, as the
examples indicate, operate principally within the limits of a single
insurance scheme. The last is limited by the fact that centralized
administrative organizations, irrespective of the motives cited
above, are often hostile or at least lukewarm toward coordination.
Unless a single supervisory body has the power and the wish to
draw centralized administrative bodies closer together, mere cen-
tralization cannot be expected to produce coordination. Usually
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the contrary. Germany places supervision of all social insurance
in one minisiry. Great Britain divides it among five ministries.
In Germany supervisory centralization works directly for coordi-
nation. In Britain the very fact of the existence of five highly
centralized ministries discourages it,



CHAPTER 2

BASIC IMPORTANCE OF ORGANIZATION AND
ADMINISTRATION

“Noraing,” savs MuNRo, “is easier o make than an unworkable
law.””* The British and Germans, unlike Americans, have learned
not to put all of the law in the statute, but rather to trust the ad-
ministrative organization to transform the dead paragraphs into
a living and flexible organization.? This has its defects as well as
its advantages, but particularly in the realm of technical social
insurance administration there is no question of the net gain.
The Europeans, again in sharp contrast with Americans, place
much weight on problems of organization and administration,®
comparatively little on the actuarial-technical features of the laws.
“Problems of social insurance,” says Joseph L. Cohen, "are almost
all bound up with questions of administration and organization.”
It is a rare thing for a European specialist to ask about the benefit
and contribution provisions of American laws; his first question
and concern is: “How are you going to operate so vast a scheme
with so little preparation and all at once?” Germans particularly
are unable to see how it is possible to implement so comprehensive
a program: their background prepares them for the difficulties of
state loyalties and local opinion, and their schemes came into effect
gradually between 1881 and 1927. The British are amazed to find

o ;;Nilli;(\)gn B, Munro, The Governments of Europe (New York: Macmillan,
1925), p. 95.

*Blachly and QOatman, op. cit., p, 627; Muir, op. cit., pp. 58-64; P. Orman
Ray, Major European Governmenis {Boston: Ginn, 1931}, p. 102,

* Organization in the same broad sense as used in Chapter 1: the number and
kind of supervisory and insurance bodies and the relations between them. As
the following pages of Part I show, there is no intention at this stage to do more
than indicate the importance of nrganization in this sense as compared with the
“law.” Its purpose is to emphasize not g social insurance organization, but any
organization. The most important factor determining the actual as distinguished
from the paper effectiveness of this organization is its personuel; but this is
no more a study of personnel management than it is a study of administrative
procedures or techniques. The broad relations of the German and British civil
scrvice to social insurance administration are discussed later in this Chapter
and in Chapter 6, but not technically. No details of selection, training, promo-
tion, tenure, efc., are given.

* Social Insurance Unified and Other Essays (London: P. 5. King and Son,
Litd,, 1924), p. 70.

13
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how little we have relied on a true civil service, how largely the
new personnel will have to be recruited from amateurs.

OrGANIZATION TENDS TO SET 1N IS EARLY FORMS

Coordination of social insurance organization is something
that cannot be left for the future. Organizational and actuarial-
technical developments appear to follow different laws. One of the
reasons it is important to pay early attention to coordination is
that while the actuarial-technical sections of the laws are written
and rewritten endlessly, organization is likely to retain perma-
nently its first set. “In five vears hardly one word of vour laws
will be the same,” 1s the comment of an International Labour Of-
fice official. Tt has been the experience of every country. This is
not at all a sign the laws are badly written. Nobody knows for a
given country whata “good” law is; and if someone did it wouldn’t
stay good indefinitelv. Europeans, for example, are amused at
our worries about old age reserves 40 vears hence; they say we
shall have to change the law many and many a time before that.
And this is not to imply that it is easier to decide today what the
most suitable organization will be in the future, than what will
be the most suitable benefit and contribution schedules, The point
is that organizational decisions made and relations established in
the pioneer davs have a way, quite unlike other features of social
insurance, of solidifving in their first forms.® British and German
social insurance organization is flled with anachronisms, tem-
porary arrangements that remain 30 and 50 vears later. Two of
literally dozens of these organizational vestigia are the almost
complete ahsence of civil servants (officers enjoving permanent
tenure and pension rights) in German unemplovment insurance,
omitted m 1927 in order to win the trade unions to a centralized
scheme, and the administration of British non-contributory old
age pensions by the Treasury, because in 1908 no other country-
wide organization was available. The point is not that these de-
cisions or arrangemments were good or bad; they are permanent.
Savs a British expert, “It is far easier to fill in gaps in coverage,

*“Once erected 10 a certain desizn and imbued with a certain spirit and
phiinzophy, a great organization is liable to cling ta these after they have served

their purpose.” {F E P [Political and Fconomic Planning], Reporf on the
British Social Services [London, 1937, p. 161.)



Basic IMPORTANCE OF ORGANIZATION AND ADMINISTRATION 15

which means creating new jobs, than to eliminate overlappings or
to simplify administration” once the system is well started,

Tag IMPONDERABLES OF ORGANIZATION

Organization, we have cobserved, is mostly non-statutory. Even
in America it is impossible for the legislature to write a complete
organizational plan into the laws; if it did the administrator would
have to find ways around it in order to make social insurance
work. And just as significant, the essential organization, the actual
as distinguished from the formal system, is not in printed regula-
tions and schematic charts. This is true everywhere. It is true
in Germany, as in Ministry of Labor influence over health in-
surance funds, in a country which admits that it over-organizes,
over-refines, over-particularizes. But it is particularly true of the
British, who cheerfully admit the most damaging faults, on paper,
of their social insurance system. They not only say that coordina-
tion is not their long suit; they may even assume that because it
does not exist, on paper, there is no need for it. There is no formal
machinery, for example, for coordinating the efforts of the Minis-
tries of Health and Labour although they collaborate in adminis-
tering unemplovment insurance, Nor have the relations between
the Unemployment Insurance Statutory Committee and the Min-
istry of Labour been defined in detail, and by intention® The
Committee is a departure in British social insurance administra-
tion and its status is purposely left indeterminate. It is both a part
of and not a part of the Ministry. The whole arrangement is still
perfectly tentative and informal, two leading British organiza-
tional characteristics. “It is the British way, it suits us and it
works. It leaves things flexible.” Relations between the Commit-
tee and the Ministry are “purposely vague.” In practice the prin-
cipal and usually the sole connecting link between the two is one
officer, the Secretary of the Committee, formerly in the Ministry.

The relations between the Unemployvment Assistance Board and
the Ministry are of the same tentative, flexible and informal char-
acter. They have even been criticized as ambiguous, dangerous
and a contributing cause of the Standstill Act of February 19357
Again one man, the Secretary of the Unemployment Assistance

® See Chapter 18 for a detailed analysis of the Statutory Committee.
'PEP,op. cit,p. 135
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Board, also a former Ministry of Labour official, has been the
principal connecting link between the two bodies.

But all this and a score of other evidences do not mean an
automatic lack of coordination in British organization. The co-
ordination is mostly informal but is often very effective; it de-
pends on an amazing trust in individual capacity and integrity and
on the usefulness of a flexible attitude.® Lack of {ormal and per-
manent coordinative machinery has its drawbacks, but there is
something really amazing in the way British organizations work
together without seeming to. The British deeply admire German
systematization but they do not copy it. On questioning one finds
that a chief officer of the Ministry of Health practically daily
picks up his hat and visits his “opposite number” in the Ministry
of Labour and that the result is often an informal agreement
between the two. Unemployment Assistance Board—Ministry of
Labour agreements are based largely on this same informal rela-
tionship. *“The English,” says an American student of British gov-
ernment, “‘are not logical in politics and that may prove to be
their salvation.”® An Englishman puts the case for the British
methods even more epigrammatically:

“The institutions of England work. That is their chief justification,
There is no logical perfection about them. There ate a thousand
faults and anomalies within them. Nothing is more easy than to poke
fun at them. And indeed they have always been the objects of scorn
and laughter of the satirist and the cynic, . . . But under such a
queer complicated arrangement, maintained with all the queer com-
plicated motives which il the lives of men, you have a system. ., "3

ORGANIZATION AND PErsoNNEL Can REDEEM AN
Unrorvrar Law

The imponderables of organization and a trained, experienced,
permanent and incorruptible personnel can overcome, partly at
least, the lack of formal organizational coordination. They are

® A sharp and possibly significant difference in the attitude of British and
Gertnan social insurance officials is suggested by the fact that the latter publish
numerous manuals of social insurance law, regulations and procedures, available
to the public; the former rarely, “We arc reluctant to put down our orgamniza-
tion in black and white.” An exception is the so-called staffing-basis scheme in
British unemployment insurance (see footnote 16, Chapter 18).

*Munto, Government of European Cities, p. 73,

¥ Charles F. G. Masterman, How England Is Governed (New York: Knopf,
19223, pp. 286-7. Ttalics are Masterman's.
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able even to redeem, in large degree, a defective or an unpopular
law. In the imitial stages of operation this is a priceless advantage.
European cbservers tell us that no social insurance laws of which
they know were demanded by the people, even by those they were
most directly intended to aid, and that no social insurance law is
popular at the outset."* The solid advantage of civil service per-
sonnel may make the difference between failure or partial failure
and success.

The influences culminating in the formation of the British Un-
employment Assistance Board and a summation of current opin-
ion on its record and 1ts future are discussed in Chapters 11 and
23. The Board is of interest at this point for another reason: its
demonstration of the superb capacity of organization and person-
nel to survive practical repudiation by its creator, the House of
Commons.”* Unemployment Assistance introduced into British
unemployment relief in January 1935 two changes of enormous
importance: it substituted central administration of the needs
test'® for the former system of local determination of need and
means and local spending of central funds; it imposed a national
standard for the measurement of need and means. Since 1931
insured unemployed persons who had exhausted their benefit
rights had been given so-called transitional payments according to
need, paid out of the national Treasury but determined according
to local Public Assistance standards by local welfare authorities,
Hardly had the U A B relief scales been published and the first
changes of benefit to individuals announced before a howl of rage
rose around the country. The Board took over its clients on Janu-
ary 7, 1935, Three weeks later the whole basic question of the
new national uniform regulations, approved in December by the
House of Commons, was reopened. On February 15th Commons
ignominiously called a retreat, passed the celebrated Standstill
Act, the practical effect of which was to postpone application of

4From 1881 to 1911 all the [German] social insurance bills passed were
adopted against the votes of the labor party, the Social Demacrats.” (Alfred
Manes, in Inlernational Labour Review, May 1925, p. 613.)

" This was exaggerated by the embarrassments and difficulties of a new and
necessarily incomplete and defective attempt to coordinate unemployment in-
surance and relief.

" The expressions, means test and needs test, though technically different,
are in practice used rather indiscriminately. In reference to Unemployment
Assistance, needs test is to be taken with this double meaning.



18 CoorDINATION AND SociAL INSURANCE ORGANIZATION

the new U A B scales in Unemployment Assistance until November
1936. In the meantime each applicant was to be given the higher
of two benefits: those of the U A B scales or of the former transi-
tional payments (local Public Assistance) scales.™

The important point here is not the reason for the Standstill,
but its effect on a seven-month-old organization.” This had been
gotten together in great haste, and the majority of the lower ranks,
including the investigating staff, were temporary appointments,
transferred from the local government transitional payments com-
mittees. Despite the very real resentment of U A B officials at
what thev regarded as a desertion (they had offered four alterna-
tives to the Standstill and considered it quite unnecessary), they
kept at work all the harder, under new embarrassments and with
a systern at least twice as complicated as before. For a year and a
half thev found themselves in the difficult position of dealing
with clients many of whom felt they had won a great victory over

W Report of the Unemplovment Assistance Board for the Period ended 31st
December 1935, pp. 7-16.

*®Some of these reasons would seem of first importance for a country
beginning a new social insurance system. Among reasons given by expert
observers, as wcll as those officially ascribed, the following are of major im-
portance for coordination:

(2) The new rates of relief resulted in reductions to approximately one-
third of total applicants, But the deciding factors were the distribution of the
cuts which were concentrated in the depressed areas: and the feeling, developed
over vears of practical cobliteration of the difference between insurance and
relief, that unemplovment relief was a quasi-contractual right. Transitional
payments had come to tepresent a standard ; there was resentment at the fact
of any reduction, even tuppenny cuts.

{b) High officers of the Board list as a major “blundet” failure to prepare
public opinion for the changes by publicity and appointment of local advisory
committees, This was not entirely the fault of the Board, with 6 months in
which to construct 2 new organization embracing 300 area and district offices
and a personnel of 6,000, arnd under pressure from Commons anxious to rid
itself of a responsibility. But it is agreed that Whitchall failed grievously to
estimate the reaction of local opinion: “An effictent burcaucracy made a typical
mistake of trying to achicve perfection at once.” Sheer inexperience with not
only an enarmous but an exceedingly intimate and complex problem, hitherto
of local concern only, was ancother factar, (P E P, Planning, No. 47, March 26,
1935, p. 6.)

Local advisory committees are provided under the new regulations of
U A B, effective November 1936,

{c) The collapse of U A B, or rather of Parliamentary support of U A B,
showed that unemploviment relief is always political. The Lahour members
particularly were forced to reconsider the question they had hopefully con-
signed to another body. No machinery can remove it from the pelitical sphere,
and in the fundamental sense of the term, rightly so: “No government dare
allow real independence to such an important relief agency as U A B."
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their oppressors, the local U A B officials. It is remarkable that
in the circumstances U A B not only has been able to win back
a position of public respect, but considerably to improve over its
position of early 1935. There are very few responsible persons
outside U A B itself*® in Britain who today approve of central ad-
ministration of unemployment relief. It is rumored that even the
Treasury 1s cooling off, since U A B is costing more than transi-
tional payments ever did. But the most caustic critics of the
principle of Unemployment Assistance distinguish carefully be-
tween this and U A B, the administrative organization. Critic
after sharp critic says, “I disapprove of Unemployment Assis-
tance, I think it is going at the problem the wrong end to; but—
U A B is doing a good job and it will remain.” The most hostile
critics of Unemployment Assistance, as of any new category of
the poor, are the private charity organizations. Yet after two hours
of searching criticism, the Secretary of the London Charity Or-
ganization Society concluded, “It’s a jolly good Board.” Says a
Ministry of Labour official, typical of the point of view of his
Department, “Unemployment Assistance is unnecessary, but it
works well now.” Say two other experts, “It is a mistake but it
will work.”

There are several reasons for this really astounding recupera-
tion, one of them, without a doubt, the resistive qualities of civil
service personnel and traditions. “These things,” says a civil
servant who opposes Unemployment Assistance, “become more
difficult to disestablish with every day.” Another reason, oddly
enongh, is the surrender of Commons which gave U A B its second
chance to make haste slowly. The Board realizes that “we made
many blunders” and the chief of these, the failure to woo public
opinion and to coddle local susceptibilities, It is the central purpose
of the new advisory committees to keep U A B in touch with spe-
cial local problems and factors deserving special treatment and
variation in the standard scales. Also, very wisely, U A B in
making reassessments under the new regulations of November
1936 put the changes into effect very gradually, with increased
assessments first. The decreases were spread out over 18 months,
But more important than either of these—and indeed really an

® Gays a high U A B official, “There are many misgivings about it cven
within U A B.”
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aspect of the second—is the respect U A B personnel and organi-
zation have gained for themselves. One need not claim too much
on this score. It is true that the great mass of subordinate per-
sonnel, particularly the investigating force, was taken over from
the local governments’ transitional payments staffs. These were
and are temporary (not in the permanent civil service) and in
fact have already been weeded out considerably. Rather, this
necessity of making up staff from all sorts of sources on short
order emphasizes the quality of top personnel. This personnel is
solid civil service, from the Secretary of the Board down. Head-
quarters staff, for example, is approximately one-third former
Ministry of Labour, cne-third former local government, one-
third from other Whitehall departments. The new organization
drew these men from a pool of officials for the most part trained
and experienced, if not in their new jobs, at least in broadly
similar jobs. More important, these are professional administra-
tors, carefully chosen and their tenure protected from political
reprisals. In many of its district offices it has been the policy of
U A B to place former Ministry of Health inspectors, who had
been stationed for years in the same district and are intimately
familiar with local conditions, local susceptibilities, local sore
spots.'” This top personnel will learn its new job and as it learns
will inevitably raise the quality of under-officials.’® Bureaucracy
is not everything and even the finest bureaucracy is incapable of
certain functions. One of these may be unemployment relief.
But it will not be because of a breakdown in the quality of UA B
personnel.

PoriTics-RESISTANT QUALITIES 0F ORGANIZATION
AND PERSONNEL

Organization and personnel can resist pressures and dangers
even more critical, more intensely political, than those experienced
by the British Unemployment Assistance Board. Some of the
difficulties of U A B were political, but in the broad impersonal

. ¥For example, in Newcastle-on-Tyne, Birmingham, Kings Cross District
in London,

“An_interesting observation from a former Ministry of Health Inspector,
now a L' A B District Officer, is that a transfer of his investigating staff from
local Public Assistance to U A B status has changed not only the attitude of
the investigator to his job but also that of the clients.
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sense and without the personal partisan vehemence of a revolu-
tion. German social insurance personne! and organization have
gone through a strain a hundred-fold more difficult and fateful.

Political influences are essentially neither good nor bad. “Good"”
or “bad,” politics is the art or science of managing human affairs.
It 1s the way men devise for working together to achieve certain
ends, In the long run all government institutions must and should
conform to a nation’s political ideas and ideals. Administration
of social insurance is one of these institutions and is no exception.
In the long run, like all other branches of public administration,
it must conform generally to the national will or fall away. But
in the short run and in the middle run—this last may endure
for a decade or more and is an important span in the lifetime of
any institution—and against the ravages of politics in the nar-
rower and less admirable sense, personnel and organization can
and do exert considerable powers of resistance,

No institution then is politics-proof in the broadest meaning of
the expression. Recent German soctal insurance history provides a
fascinating study of the extent to which it may be politics-resis-
tant. The following pages seek not only to analyze the effects of
five years of a totalitarian regime on an important branch of Ger-
man public administration but to indicate as well its strengths and
weaknesses and to estimate the staying powers of German soctal
insurance administration.

The German record is not, as we shall see, perfect, and there
are critics in and out of the country who regard recent social in-
surance changes with misgivings. But it is fair to estimate these
changes only in terms of the fundamental changes in political and
social philosophy that have come over Germany at the same time.'
For better or worse a nation has been reborn, the shocks of par-
turition have not yet been spent and will not be for years to come.
One might expect such a nation, which has remade not only its
political but its economic, social, religious and educational ideas
as well, to make great changes in the organization and administra-
tion of social insurance. All the more so because the leader of the

¥ There may be some who will consider that the National Sccialist state
represents rather a reversion than a change. The point stands regardless. The
abruptness and the pervasiveness of the reversion or change were shocking. As
a matter of {act, such departures as the abandonment of local self-government
and the suppression of the free trade unions and employers’ associations were
breaks of the first order in the traditions of a century.
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new state was elected on a broad (although implied) promise,
intended to atiract the large corporations, to reform the social
services and reduce considerably their costs,” and because it is
official German doctrine that practically everything that dates
earlier than 1933 was imbued with Social Democratic inefficiency
or worse.® But with three exceptions, changes in or affecting
social insurance since 1933 have not been basic. One, referred -
to in detail presently, is the so-called “restoration” of the civil
service. Another is the policy of open preference, particularly in
finding jobs, for charter members of the National Socialist Party.
A third is the abolition of self-government.

Among impartial critics there are at least two opinions ahout
the record of social insurance self-government, but no one denies
that its suppression has brought about an important change in
social insurance administration. It is generally agreed that social
insurance self-government went out and the leader principle came
in,?® not primarily for failures in social insurance but because of
a general about-face in basic German political philosophy. Even
with liberal allowance for these exceptions, the effects on social
insurance of the 1933 overturn, compared with the force of po-
liticai-social change and the importance of social insurance insti-
tutions, must be rated as small.®® One former labor leader in Ger-
many calls social insurance “the last remnant of liberalism.”

There have been changes of course, The first place to look for
change when one party has vanquished all others is in personnel.
Changes were particularly extensive in health insurance, domi-
nated by Social Democrats and generally unprotected by eivil
service. There was also considerable turnover in the local employ-
ment offices whose personnel is also almost entirely uncovered by

* Total insurance administrative costs have increased since 1933.

*Aartin, in Der Dentechen Sesialversicherung Wert und Wirken, Sonder-
heft der Ortskrankenkasse (values and results of German social insurance,
special issue of Ortskrankenkasse}, Januvary 1, 1936, p. 1.

®The principle that the only efficient organization consists of a leader,
responsible only to superior leaders, and his loyal followers, Two corollaries
to this principle are that leader and followers are unswervingly loyal to Na-
{)inna]l S?icialism, and that all places are filled by political appointment, usually

v a leader.

®For a more complete analysis of the operations of self-government in
German health insurance, where it was particularly important, see Chapters
9 and 22. Tnt industrial accident insurance, where it was and is also important,
1933 changes have had practically no effect.
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civil service. In more highly (administratively) centralized social
insurance institutions and in those where civil service offered pro-
tection, personnel changes were far fewer and were confined for
the most part to the chairmen and highest officials, who were in
turn often replaced by other civil servants, The replacement of
the chairmen of the various governmental supervisory organs
. made relatively small difference, owing to the long-standing cus-
tom of employing permanent professional vice-chairmen as the
actual administrators. The greatest personnel changes took place
at the bottom and at the very top. The great mass of middle-rank
civil servants held on and are still holding.

It is interesting to note how general is the agreement among
the “outs” and the “ins” that changes in personnel have been far
fewer than one would have expected. With a few exceptions, the
names of social insurance istitutions have not heen changed.
In unemployment insurance not even the title “leader” has been
substituted for the executive head. The unemployment insurance
organization has been very successful in resisting Party pressure
for places. Former labor leaders bemoan not the breakdown of
administration but the loss of a principle. Impartial observers feel
that the effects of the political purge of 1933 have already begun
to wear off, and that most political appointees have by this time
either been sloughed off or trained up.

On the other hand, social insurance organization has been defi-
nitely strengthened in a number of ways since 1933.** In the first
months of the new regime the Federal Minister of Labor ap-
pointed a special committee of social insurance experts and others
to examine the entire question of the position of secial insurance
in the Third Reich. Its conclusions, reflected in the Preamble and
Part T of the basic Law for the Reorganization of Social Insur-
ance,* are a thoroughgoing vindication of social insurance prin-
ciples. Despite partisan clamor for drastic reform, the committee
announced that “the National Socialist reform of German social

*For a discussion of the effect of the new regime on unemployment in-
surance, see Chapter 23, Tn health insurance the effect of the reduction of
reserve requiremcents in 1935 is probably halanced by the advantage of con-
solidating the reserves in the hands of the territorial old age-invalidity insur-
ance institutions (=zec Chapter 12).

® Gesets iiber den Anfbau der Sozialversicherung (law for the reorganiza-

tion of the social insurance system), July 5, 1934 (Reichsgesetzblatt I, p. 577).
Cited hereafter in English.
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insurance is no act of destruction and no rebuilding from the
ground up but an improvement of details.”* The important law of
December 7, 1933% provided a stronger financial basis for old
age-invalidity insurance and in principle restored the reserve sys-
tem which had been abandoned during the inflation; the Reorgani-
zation Law in the next year reiterated not only the principles of
social insurance but even the sanctity of existing social insurance
institutions. Despite its ardent ambitions, the newly created Ger-
man Labor Front has no important part in the task of social
insurance administration.®® Of even greater significance for ad-
ministration are the increasing powers of control assigned in the
new laws to the Federal Insurance Office and the Federal Ministry
of Labor. Indeed some ohservers ascribe improvements since 1933,
particularly in health insurance, mainly to this factor.

REsISTIVE PowEsR OoF GERMAN SoCIAL INSURANCE
ORGANIZATION

There appear to be at least four main reasons why German
social insurance organization has withstood so well the stress of
revolution and partisan struggle. Three of these are directly, one
indirectly, connected with organization or personnel. Perhaps
first should be ranked the recognition of politicians that soctal
insurance organization is a field in which change must be made
stowly and with a careful eve to popular traditions and prejudices.
This in Germany is no empty phrase, where social insurance (for
example, health insurance) is closely related to local government
affairs, or to nationally organized industrial interests, as indus-
trial accident insurance. The usual answer in Germany to the
question of how social insurance has escaped so generally the
new broom of National Socialist reform is a simple, “The roots
of social insurance are too firm,” or “Social insurance is part of
our flesh and blood.”® This answer need not be taken too naively

*Lutz Richter, Sichsische Industrie (Dresden: September 4, 1936), p. 478

M Gesetz sur Erhaltung der Leistungsfihigkeit der Invaliden-, der Angestell-
ten- und der knappschaftlichen Versicherung (law to maintain the solvency of
invalidity, salaried employees” and miners’ insurance), December 7, 1933 (R. G.
Bl I, p. 1039). Cited hereafter in English.

_ 7 The possibilities of the Labor Front’s participation in social insurance ad-
mimstration are ot entively dissipated. Participation or management by the
Lat;nor Front is part of the “radical” program of De. Ley, its leader,

But so were local self-government and the trade unions and employers’
associations.
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or too altruistically. In some cases it means simply that local politi-
cal leaders resist all changes from the outside, including Berlin;
many an order from the top has been softened or entirely muffled
by the time it reaches the provinces. Local politicians resist per-
sonnel changes because they, as their predecessors must provide
places for the faithful.

An idea of the firm place of social insurance in Germany is
conveyed in the statement of an official now in office that “even
in the domain of social insurance the leader [Hitler] took hold
boldly and valiantly.”®

The remaining reasons for the comparative immunity of social
insurance are more directly related to organization and administra-
tion. Regard of the politicians for popular opinion is tied up very
intimately with a recognition of the dangers of political meddling
in a job as technical as social insurance administration. Even the
most loyal insist this is no place for the tyro.** One of the reasons
why more Party members have not displaced the old civil servants
is that there are not enough trained Party members to go 'round.
As in 1919, the new masters simply conld not discharge all frained
ctvil servants and subordinate employees: “Although a Ministry
can be improvised, a whole civil service cannot. The new . . .
Ministers did not dare to oust the bureaucracy . . . for they were
aware that such action would cause the whole mechanism of
administration to break down.””** Even the most emotional Party
leader is likely to sense the dangers of a mistake in this field.
One may explain this caution on a number of grounds. Some
critics say the Party has no ideas in the social insurance field.
“This is one field in which demagoguery is not enough'” is a more
extreme statement.

On the other hand, there is little to gain by the Party’s taking
over social insurance administration, In the totalitarian state the
surpluses of the various funds are even more available to the
government by loan or otherwise than in democratic countries.
In every practical sense, social insurance funds are always quasi-
government funds. Jobs in social insurance administration can bhe

¥ Martin, op. cii, p. 1. {Italics not in original.}

ni e who uses sqcial insurance for selfish ends sins against the spirit of
’\Iat[onal Socialism.” ([bid., p, 4.)

® Munro, Governments of FEurope, p. 639. Written of 1919, it is equally
apropos of 1933,
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controlled through the appointing power, strengthened by the
leader principle, without actually taking over social insurance.
Against the dubious gains from assumption by the Party of social
insurance administration the chances of loss are considerable, A
failure in social insurance would be a failure for the Party, a
particularly damaging failure because, up to now, on the whole
social insurance in Germany has been an unquestioned success.

A third reason is the legal status of the special bodies or cor-
porations which in Germany administer social insurance. Unlike
the usual arrangement in Great Britain, in which the government
itself operates the insurance system, in Germany operation is the
function of specially created public corporations. None of these
corporations today is as autonomous as before 1933, and in any
event the actual degree of control by the government has always
varied considerably between the various insurances, depending on
the financial interest of government in the risk, the influence of
the traditions of self-government and other factors. As is shown
later, the events of 1933 and since have definitely continued the
trends toward centralization and coordination in the social insur-
ances. These trends inevitably mean a greater or smaller modifica-
tion of the autonomy of the carriers. But it would be a mistake to
assume that their autonomy is gone or has become meaningiess.

Germany has no national civil service authority, so each insti-
tution manages its own. Each institution or related group of in-
stitutions makes its own budget, handles its own finances,* must
account for its own results. The reasons for this separation be-
tween insurance body and supervisory body, as we shall see pres-
ently, are two: a deliberate encouragement of the occupational
association by Bismarck, as a counter-influence to other and
broader units presenting possibilities of greater political mischief
(the occupational bodies became insurers) ; a feeling that since
the government was not to contribute to social insurance it should
restrict itself to supervision, When the Federal Institution for

® Important subsidies are provided by the federal government for ald age-
invalidity insurance, and in the past sums were advanced to the Federal Insti-
tution for Employment Service and Unemployment Insurance. The degree of
actual control by government in these cases is naturally greater than in health
and industrial accident insurance, which receive no aid. The principal change
in industria} accident insurance in 1933 was the rechristening of “chairman” as

“leader” Herc emplayers alone contribute and administer and enjoy a near-
perfect autonamy, financial and otherwise.
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Employment Service and Unemployment Insurance was created
in 1927 the tradition was continued. One important reason was
that of the 1880's: to minimize the dangers of political interfer-
ence and party exploitation.

It would be naive to ascribe too much importance to this device
of separation, particularly in view of the leader principle, but its
practical importance is a fact. Combined with civil service it pro-
vides the social insurance administrator with at least a strong
first defense trench against direct exploitation and pressure, The
relative independence of the Federal Institution for Employment
Service and Unemployment Insurance, for example, is due to a
number of causes, but its organizational form is of first rank.
It is a great solace to the Ministry of Labor, more directly exposed
to the currents of politics, to be able to say to political demands,
“Sorry, that is a matter in the hands of the Federal Institution.”
As a matter of fact this separation leaves a twilight zone, a no-
man’s land, into which both Ministry and Institution may retreat
when the chase grows too warm. Whatever the other connotations
of the arrangement, its use as a political defensive weapon is
obvious. A collateral advantage of the arrangement is the solid
feeling among senior civil servants that they are acting neither
for the government nor for the insured members, but as impartial
judges.

Tae GeErMax CiviL SERVICE

Finally, these reasons for the resistive power of social insurance
administration imply and are inextricably bound up with an old,
strong and invulnerable civil service. Neither the government
supervisory bodies nor the insurance bodies are or ever were
manned exclusively by civil servants. As appears later, in the
supervisory bodies the civil servant has been and still is important
principally at the top or federal level. In the operation of the
insurance bodies he was and is less important: there were and
are no civil servants in industrial accident insurance, very few
in health and unemployment. In old age-invalidity insurance for
wage earners the number of civil servants depends on the laws
of the state (province) in which the Institution is located but it
has never been more than a small fraction of total personnel.
The importance of the civil service influence is not measured in
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numbers, particularly as it operates from the top: from federal,
and to a lesser degree, state supervisory levels. “Had it not been
for her civil servants Germany could not have come through the
ctisis” is the considered judgment of many German observers,
The German civil service since the War has gone through severe
trials, trials that have tested it as never before. It has not, and
could not, have come through unchanged or unharmed. As with
social insurance organization itself, the marvel is that it has not
been changed more.

One cannot understand this unless one realizes the great age
and the tough traditions of the German civil service. Where the
British service dates back hardly 75 years, the German is over
200 vears old. Originally created by the Great Elector of Branden-
burg as a middle class ally against the pretensions and resistances
of the nobility to centralization, it has steadily continued, despite
its origins and occasional attempts to democratize it, to be bureau-
cratic and autocratic rather than democratic. “One shall be kind
to the citizens without growing intimnate with them” reads an
instruction from Frederick the Great to his civil service,® and this
spirit continued, if it did not in fact intensify, until our own day.
The Prussian kings got probity from their civil servants, they
got also haughtiness and caste rigidity. Despite the grant of un-
usually broad civil rights (civil servants could simultaneously
serve in the Reichstag), the German civil servant kept himself
remarkably free of external political controls; in fact he some-
times found himself obliged to execute policies quite alien to his
private principles. The German civil servant has always exerted,
indirectly for the most part, a very great influence on the making
of policy, on the course of affairs. For better or worse he had a
mind of his own and imposed it.

“The spirit of the German government before the war was largely
moulded by the bureaucracy, the great mass of permanent profes-
sional functionaries who carried on the work of administration of
the Reich, in the states and municipalities. In point of technical ef-
ficiency this body stood above the civil service of any other country.
In thorough organization, training and discipline the old German

civil service and the old German army were on a par. This bureau-
cracy not only administered the public services but in reality directed

¥ Cited in Fritz M, Marx, Civil Service in Germany (New York: McGraw-
Hill, 1935), p. 186,
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the administration; it provided most of the initiative and exercised
most of the discretion. Its members were able to do so because of
their technical expertness and their solidarity. These officials became
a governing class, if ever there was one.”%

As with countless others, the War and its consequences tore the
first breaches in this venerable institution. The Social Democrats
in the 20’s could not do without civil servants but they could and
did begin the abridgement of their authority. Legislation in 1922
converted many higher positions in national administration from
civil service to political offices; higher officers now could be re-
tired “in the interest of consolidating the constitutional republican
form of government.”* More and more the schisms of Germany’s
multi-party system insinuated themselves directly into the service,
made more and more difficult resolution of the fundamental di-
lemma presented by the double tradition of political liberty and
impersonal service, gave considerable color to the charge of the
National Socialists that the civil service had to be “restored.” It
remained for the present regime to make the dilemma acute, be-
cause the National Socialist dogma has for its first principle
the infallibility of a single creed and a single party.

We have suggested that the effect of the storm of 1933 was
much less than one might expect. Complete figures are not avail-
able: but in unemployment insurance, dominated in 1933 by
Social Democrats, in the non-civil service ranks (94 per cent of
the total) the percentage of discards was under 13; in civil service
ranks, under 19.*” In general, turnover in the public service was
not over 10 per cent, and was highest at the upper levels. Replace-

Munra, Governments of Europe, p. 638. “An estate of the realm . . . great
and growing in size, efficient in the highest degree, respected and uncorrupt.”
(Herman Finer, cited in Marx, op. cit., p. 163.)

* Marx, op. cit., p. 256. A parallel instance of a pre-National Socialist trend
ripening in the new regime is the excessive use (by Brining) of the right to
govern by decree, under Article 48 of the German Constitution.

 Out of approximately 26,500 employees in the Federal Institution for
Employment Service and Unemployment Insurance, 3,455 personnel changes
were made under the Civil Service Restoration Act of April 7, 1933, in the
year following March 31, 1933. This does not include dismissals for cause.
(Sechster Berichf der Rewchsanstalt fiir Arbeitsvermittlung und Arbeitslosen-
wversicherung, 1933-34. Supplement to Reichsarbeitsblatt 1935, No, 4 [Berlin,
1935], p. 9.) Every new employee of the local employment offices today must
have the sponsorship of the local National Socialist leader. But even in
Bavaria, the cradle of the Party, 25 ¢f 34 chairmen of local employment
offices were retained,
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ments have often been juniors as well qualified as their predeces-
sors. In some cases, officials were demoted, not discharged. The
senior servants in the Ministry of Labor hold remarkably intact,
despite the watchful eye of the Labor Front intent on discovering
political errors and evidences of non-solidarity. In the headquar-
ters of the Federal Institution for Employment Service and Un-
employment Insurance only 10 per cent are Party members. “Ger-
man bureaucracy,” says a former labor leader, “is still first class.”
Some former liberals claim that the civil service is more bureay-
cratic than ever, because today it is not responsible to any author-
ity. “German social insurance administration is still standard for
the world,” says another.

How long this semi-armistice will continue no one can guess.
Turnover figures vastly underestimate the moral, the psychologi-
cal effects of the changes. The real test, say the old civil servants,
will come only in a decade or two, when the present generation
of civil servants has passed off the scene. To date the so-called
duly acquired rights of civil servants have been scrupulously
honored, including the important right to pension for those “dis-
missed for the good of the service.”*® But the Party has in process
of creation an elite of its own, whose exclusive function and
privilege it will be to manage the government. In the long run,
unless basic counter-influences are set in motion, this means that
in one way or another the civil service will surrender its ancient
traditions of independence. Either it will change its traditions
outright or only National Socialists will be eligible for entrance,
which will come to the same thing.

One sign that perhaps social insurance administration has gone
through the worst of its readjustment is the increasing frequency
with which official statements identify social insurance with the
history and traditions of the nation and the new regime. Far
from being opposed to National Socialist tenets, goes the argu-
ment, social insurance is one of their ideal expressions. “Without
social insurance, and especially health insurance, public health
policy in the National Socialist sense is not possible. . . . National

% Marx, op. cif, note 19, p. 266; and pp. 268-9. “I do not know,” said Hitler
to the Reichstag on January 30, 1937, “whether there has ever been such a
thorough revelution as ours, which nevertheless left unmolested numerous
former political functionaries and allowed them to work in peace and paid
pensions to its bitterest evemies.” (London Times, February 1, 1937.)
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Socialist racial policy and provision for racial and hereditary
health are impossible without social insurance and without the
services of the German medical profession assured through it.
. And how would we be able to defend Germany, if a healthy
progeny were not assured through the help of social insurance
and the health and population policies it directs!”*® For this im-
portant task only experts need apply. “The goal of social insur-
ance: to give the Fatherland new and enduring support to its
inner peace.”™® Another sign is that Party members and others
believe that they can already see the beginning of a program of
moderation in the regime. Whatever the final issue, German civil
service, particularly in supervision, has still an important role in
social insurance. “It is no infallible insurance against political con-
flict,” concludes an expert familiar with German conditions, and
“public administration has necessarily been affected whenever the
nation has been shaken by discord.” But civil service can and
“has mitigated political emergencies,” it is “a stabilizing force.”!
* Martin, op_ cit, pp. 2

© Sogiale Praxis, Apn] 18 1036.
* Marx, op. ¢il., p. 275,



CHAPTER 3

DIFFICULTIES OF IMPROVING COORDINATION
BETWEEN EXISTING ORGANIZATIONS
AND INSURANCES

It 1s piFFICULT to change the organization of a single social in-
surance scheme or insurance body once it is set. It is even more
difficult to improve coordination belween insurance bodies or in-
surance schemes and organizations. The factors that influence the
shape and efficiency of social insurance organization are discussed
in Chapter 17; here it is sufficient to suggest some of the factors
which are particularly important when a matured scheme is to be
reformed. The most important immediate difficulty is the resistive
capacity of bureaucracy. When different social insurances are en-
trusted to different ministries, each highly centralized, this is even
a greater obstacle. Coordination means more work, a change of
viewpoint; it means making compromises. “Gladstone once said,”
says Munro, “that he could not remember a single administrative
reform which the experts did not oppose when it was first sug-
gested.”! Pasadowsky, the German statesman, predicted 40 years
ago that “only a dictator could carry through this reform [co-
ordination].”? Says one English observer, “Civil servants are re-
luctant to give up power or assume new duties.” One never ex-
pects reforms from a ministry.

It is quite true that other important factors support and largely
justify this bureaucratic intransigence, The complexities of even
a middle-aged social insurance structure are enormous. Any
change in organization may have truly astounding ramifications
and repercussions in every area of national life and welfare. So
complicated and pervasive are the problems of coordination and
their proposed solutions that the British research body, Political

' Governments of Europe, p. 8. This is not inconsistent with the general
opinion n Great Britain that most administrative policies are formed in the
ministries and not in Parliament. One of the enduring amazements among civil
servants in Great Britain is that the idea of the Unemployment Assistance
Board ariginated not with the civil service but with the government. It is
said to be the sole important administrative concept so to originate in many

years.
*Richard Freund, in International Labour Review, January 1925, pp. 13-14.
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and Economic Planning (P E P), has recommended creation of
a statutory commission as the only practicable way to acquire an
“intelligent and progressive control over a complex of vitally
important services which are already so unwieldy that they are
virtually uncontrollable.”® Many British feel that a thorough-going
reorganization of the social insurances must wait, like so many
other reforms, for a review and reorganization of the entire
financial-taxation structure. “Experience shows that coordination
in the public services,” says the venerable Secretary of the London
Charity Organization Society, J. C. Pringle, “between different
responsible departments is extremely difhcult, rarely possible. This
does not depend either upon lack of goodwill or grasp of the desir-
ability of coordination. It arises from the nature of public ad-
ministration.”™ “The manceuvers of political parties” exaggerate
the administrative complexities. Labor, organized and individual,
seems strangely apathetic in Great Britain to the need and desir-
ability of better coordination of the social insurances. One reason
is that many trade unions are recognized as Approved Societies in
health insurance and as paying agencies in unemployment insur-
ance. They resist any suggestion of change that may reduce their
usefulness to their membership. German health insurance funds,
always an important political and social force, have been the
principal factor complicating German plans for coordination
within the health insurance system and between health and other
insurances. Actuarial-technical features (e.g., British flat rates of
benefit and contribution) become embedded in custom and it
seems practically and socially impossible to change them.

These are formidable obstacles to coordination; but finally, in
normal times and under normal conditions, there are no very de-
termined champions for it. Organizations and people have to lose
by the changes necessary to improve coordination, or at least are
afraid they have; hardly anyone gains personally or directly and
the losses of an uncoordinated system are usually not dramatic.
The pro-coordination party is on the outside of things; it is

'P E P, British Social Services, p. 33. The functions of such a commission
would be very largely the same as those of a single supervisory department,
as in Germany.

‘Rev. J. C. Pringle, The Nation's Appeal 1o the Housewife {London: Long-

mans, Green, 1933), p. 109, (Italics not in ariginal.} This statement refers to the
major problem of coordinating different insurances,
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usually a shifting group of amateurs, and against it it has the
accumulated wisdom of the departments and the great lethargy
of the legislature and public opinion. “The British national sys-
tem,” says an Englishman, “is in a far greater degree the creation
of adminisirators than of either Parliament or the Cabinet, or
even the scattered enthusiasts throughout the country.”® The
reference here is to education; it applies even more to social insur-
ance where amateurs are less interested and pertinacious.

It is not surprising then that in Great Britain several commis-
sions on the coordination of the soctal insurances have failed to
produce positive recommendations or sometimes even to publish
a report.® German administrators and scholars, under the much
more favorable conditions of unified social insurance supervi-
sion, discussed coordination fruitlessly for decades.” It required
a national revolution and a totalitarian state to allot to German
supervisory authorities powers necessary for the task of co-
ordinating health insurance funds with each other and with other
social insurances. Even today the most drastic of these powers
remain in abeyance and many Germans believe they will remain
so indefinitely.®

* Muir, How Britain Is Governed, p. 48. The importance of the British civil
service in social insurance organization is discussed in Chapter 6.

®Joseph L. Cohen, Insurance by Industry Examined (London: P, §, King
and Son, Ltd., 1923), p. 78.

“For examples that go back to 1897, see Richard Freund, op. cit, pp. 4-6.
* Some examples are given in Chapters 9 and 22,



CHAPTER 4

EVIDENCES OF AN UNCOORDINATED SOCIAL
INSURANCE SYSTEM

THE EVIDENCES OF lack of coordination in German and British
social insurance are countless, but the most significant may be
classed under five heads.® The first three are organizational, the
last two actuarial-technical.

Duplicate administrative or supervisory organizations, par-
ficularly the first.

Failure of supervisory or administrative bodies to collaborate
on common or related tasks.

Dissimilar administrative or supervisory areas for bodies per-
forming broadly similar or supplementary functions.

Inequalities in treatment between insured persons in sub-
stantially the same position and unjust differences in treat-
ment between insurance and relief beneficiaries.

Conspicuous gaps in the social insurance program and con-
spicuous failures to attack admitted problems.

DUPLICATE ORGANIZATIONS

One of the major charges against British Unemployment As-
sistance is that U A B’s investigating staffs duplicate in large
part the organizations of other relief agencies, public and private,
which cover the same area, enter the same homes, and even treat
at the same time the same persons. “There is a good deal of
overlapping between U A B and the local Public Assistance au-
thorities.”? In Germany, both local employment offices and local
welfare authorities apply the needs test to the able-bodied unem-
ployed, and often to the same persons at the same time. The Ger-
man arrangements are temporary but the British are intended to

*There is no attemipt here to treat these exhaustively. See Parts II1, IV
and V for fuller discussion, The failures are not absolute. They vary from
faults universally admitted and deplored, such as the German lack of a plan
for coordinating unemployment insurance and relief, to such debatable ques-
tions as whether the able-bodied unemployed are a distinct group, The factors
involved are as various and as imponderable as those entering into the question
of the desirability and the amount of government financial support, the proper
definition of scope of membership, the proper relations of benefits and con-
tributions to wages, the incidence of social insurance costs, etc.

*P E P, British Soctal Services, pp. 28, 112, 23 and 113.
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be permanent. In Germany today three groups of able-bodied
unemployed persons are recognized under three different plans,
financed from two different sources.® Both German and British
health insurance funds, but particularly the British, duplicate
organizations and facilities because of a failure to divide terri-
tory and the survival of the spirit of local rivalries or commercial
competition. “Many Societies have to deal with a considerable
number of members scattered in ones and twos in different towns
throughout the country.”® In Britain the local Health Insurance
Committees perform certain duties in connection with medical
benefits in health insurance. But the principal reason for their
creation, the making of agreements with local physicians on the
terms of their service to the scheme, has been in the hands of the
Ministry of Health from the beginning, and “the local Insurance
Committees perform no functions which could not be more ap-
propriately performed by the local public health authorities,
which are usually responsible for all other public medical services
in their areas.”* As early as 1926 the Royal Commission recom-
mended that the Insurance Committees be abolished and their
powers and duties transferred to the local authorities. “These
Committees have not now sufficiently extensive or sufficiently
important duties to justify their existence as independent ad-~
ministrative bodies.”’* Since 1934 no fewer than four supervisory
bodies are investigating the affairs of the German health insur-
ance funds, at least three of which duplicate facilities and cover
the same field. Multi-supervision is not necessarily duplicate
supervision. The fact is that the examinations by the local Insur-
ance Office and the state (provincial) old age-invalidity insurance
institutions are admitted duplications. Ultimately they are to be
eliminated; both still examine health insurance fund finances.
Each regards its examination as “expert,” the other’s “super-
ficial.”’®

FaiLure t0 COLLABORATE

Division of the function of administering or supervising the
social insurances among many bodies is of itself not a proof of

* Despite certain recent changes (December 1937) this statement is still
Csssnna]ly correct. See Table 4, Chapter 23.
166 Ié’ggort of the Royal Commission on National Health Inswrance, 1926, pp.
ierze-Ch.apter 9 for effect of the 1934 reorganization law on this situation.
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lack of coordination. Nevertheless, the multiplicity of German
insurance bodies makes the coordinative program of the Ministry
of Labor immeasurably more difficult, and German coordination is
a triumph over this multiplicity, not the result of it.®

Since their administration is usually joined with supervision,
the British division of social insurance authority between five
ministries results in a considerable lack of coordination. In the
health insurance scheme alone, for example, the Ministry of
Health has general authority but the audit of the Approved Socie-
ties is made by an independent government agency, the National
Health Insurance Audit Department, which in turn is separate
from the Exchequer and Audit Department which audits all other
government agencies, “There 15 closer coordination now,” says a
Ministry of Health senior servant, “between the Ministry of
Health and the Ministry of Labour than between the Insurance
Department and the rest of the Ministry (of Health).”

DissIMILAR ADMINISTRATIVE AREAS

A somewhat similar kind of non-coordination may result from
omission to provide common administrative boundaries for ad-
ministrative or supervisory bodies which supplement or pre-
sumably supplement each other’s efforts, When the German
Federal Institution for Employment Service and Unemployment
Insurance was formed in 1927 its administrative districts were
deliberately laid out on a basis different from that of existing
social insurance and other governmental organizations, which
are essentially historical-political. The new basis, a reasonable
one in itself, is homogeneity of general industrial and labor
market characteristics. The 1929 British Local Government Act
eliminated many overlapping jurisdictions but it is nearly as true
today as it was in 1926, when the Royal Commission on Na-
tional Health Insurance called attention to the situation, that the
local administration of public health services is “provided by a
multiplicity of local government authorities, either jointly or
singly, within their own administrative boundaries.”” Fortunately,
more or less coordination always results when local government
must collaborate with the local offices of a central institution, as

' See Chapter 20.
"P E P, op. cit., pp. 103 and 22 respectively.
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in British Unemployment Assistance and in {erman unemploy-
ment insurance and provision for the uninsured able-bodied un-

employed.

INEQUALITIES IN TREATMENT 0F BENEFICIARIES

There will be less agreement on the next two groups of instances
of imperfect coordination hecause they directly involve actuarial-
technical (and social-economic) concepts and premises. Perhaps
the most universally accepted instance of non-coordinated bene-
fits in Great Britain is “the unjustifiable variations” in health
insurance (additional) benefits between funds of different
strength, In Germany the announced purpose of the reinsurance
fund (Gemeinlast) authorized in 1934, is to “equalize the un-
justifiable differences in the level of contributions and benefits”
between health insurance funds.® It is, as the British say, an
anomaly that British health insurance provides no statutory
(guaranteed) dependents’ benefits while unemployment insurance
does. Standard rates of benefit in the two schemes for the in-
sured person are on different levels; “it is difficult to justify,”
said the Royal Commission on National Health Insurance, “a
less generous provision for the invalid than for the man in good
health.”® The British Royal Commission on Unemployment In-
surance in 1932 referred to the same situation, but unemployment
standard benefits today are still considerably higher than those
prescribed in health insurance.’® On the contrary, German health
insurance benefits are higher on average than unemployment and
the latter are paid, after 6 weeks, only on proof of need. This
discrepancy is particularly unfair in view of the fact that the
surplus produced by the high (614 per cent) unemployment in-

*Law for the reorganization of the social insurance system, July 5, 1934,
Art. B, sect. 3.

* Repori, 1926, p. 26.

" This situation is essentially the result of requiring two authorities, one
single, national and official, the other multiform, and predominantly locat and
self-governing, to work together. Standard weekly cash bhenefits for adult males
are 17s., unemployment insurance; 15s., health, In addition Societies covering
70 per cent of total insured persons gave in 1936 cash health benefits averaging
3s. 6d. Thirty per cent of total membership received no additionat cash benefits
and the amount of additional cash benefit varied from one to five “units” (a
unit is approximately a shilling a week) for the rest. Over 80 per cent of all
members received three units or less, limiting their total cash benefit to not
more than 18 shillings weekly. (Seventeenth Agmmal Report of the Ministry of
Health, 1935-36, p. 183.)
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surance contribution is used for other than insurance purposes.™

Another form of inequity may occur when an insured person's
benefit rights are not mutually protected by the different in-
surance schemes. Great Britain and Germany now protect, for
example, the benefit rights of unemployed persons both in old
age and health insurance, but in different degrees. British ex-
tension of the “free period” in health insurance (continuance of
health benefit rights during unemployment) is limited to an
average of 21 months. Regularly employed members may have
their free period extended practically indefinitely but enly for
medical and maternity benefits.®® The German extension is
practically unlimited since “the unemployed person is insured
for sickness as long as he receives unemployment insurance or
emergency benefit {Arbeitslosenunterstiitzung ; Krisenunterstiit-
zung),”"*® and these benefits are unlimited in duration. German®®
and British™ extension of rights to unemployment insurance,
during the illness of the insured member of the unemployment
scheme, on the other hand, is practically identical: the member
is insured for unemployment during sickness. But it is not pos-
sible to say, on the basis of these facts alone, which social in-
surance system more adequately interlocks benefit rights. Bearing
on the question are the reciprocal factors of the division of
financial burden, the relative levels of benefits, the varying effect
of standard regulations on different groups of insured persons
within the same scheme, and so on. A few of the difficulties are
suggested by the fear of the British Government Actuary that the
British extension of rights during unemployment in old age
insurance is on the one side unduly liberal, on the other unduly
standardized.*

" The extreme complication of this coordination problem is suggested by
the fact that for vears the unemployment insurance fund borrowed heavily
from the federal government and unemployment is regarded by all parties as a
national problem. Or the other hand, the federal government gives no current
contributions either to unemployment or health insurance and both funds are
self-gaverning, i.e., they are non-government insurance bodics, the latter re-
taining some degree of employer-worker participation.

® Report of Ministry of Healih, 1935-36, p. 189,

B Geselz dber Arbeitsvermittlung und Arbeitslosenversicherung (employ-
ment service and unemployment insurance law), October 12, 1929, sects. 117
and 95, (R. G. BL [, p. 162.) Cited hereafter in English.

" Ministty of Labour, Summary of Unemployment Insurance Act, 1935,
U. J. Leaflet 8, p. 4.

¥ Report of the Government Actuory on the Widows', Orphans and Old Age
Pensions’ Acts, 1925-32 (1935), p. 34.
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In the field of relief it seems strange that many recipients of
British non-contributory old age pensions must have this income
supplemented by local Public Assistance authorities. One-tenth
of all pensioners must have one form of relief io eke out
another.” Unemployment Assistance grants, on the other hand,
are in general considerably in excess of those paid by local wel-
fare agencies. Both are relief payments but the standards are
those of two authorities, one national, the other local.

One of the knottiest coordination problems arises in the ques-
tion of the proper relations between the levels of welfare and
social insurance benefits. In 1935 public welfare bodies alone in
Germany were forced to supplement inadequate social insurance
pensions, mostly old age-invalidity for wage earners and miners,
in nearly 585,000 cases. This is over one-sixth of all pensioners
in these two schemes and one-eighth of the pensioners in all
social insurance except unemployment.” In addition private chari-
tics gave help: during the winter of 1935-36 an average of
853,000 social insurance pensioners (including dependents) re-
ceived emergency winter rclief.’® Allowing for other forms of
charity and for duplications it appears that at least a third and
probably a higher proportion of the benefciaries of German so-
cial insurance, excluding unemployment, are to a greater or lesser
extent the recipients of charity. In 1935 supplementary local
welfare payments were made also to a total of 230,000 workers
receiving unemployment insurance benefits; in the winter of
1935-36 the maximum number of unemployment insurance bene-
ficiaries was 780,000, Perhaps even less defensible is the situa-
tion of the able-bodied German unemployed who, having ex-
hausted their rights to insurance, are entirely on relief, ie.,
certified unemployment welfare. In 1935, 672,800 of these were
forced on to local welfare, although many had paid contributions

*P E P, op. cit, p. 149,

" Statistisches Jahrbuch fir das Deutsche Reich, 1935, p, 500; Die Deutsche
Soszialversicherung, 1035 (Supplement to Amtliche Nachrichien fiir Reichsver-

sicherung, No, 12, 1936), pp. 301, 518, 601, 614-5. The latter is cited hereafter
as German Social Insurance, 1935,
® Rechenschaftsbericht des Reichsbeaufiragten fiir das Winterhilfswerk
dexlpc1¢t$cherz Volkes, 1935-36, p. 5,
Achier Bericht der Reichsanstalt fiir Arbeitsvermittlung und Arbeiis-
losenversicherung (Supplement to R. A, Bl 1936, No. 34, p. 46). Emergency
winter relief was given te 1,133,342 unemployed persons and their families.
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to the unemployment insurance fund for vears before their dis-
qualification.®

Great Britain also has her anomalies in this field. Partly because
she came through the depression more successfully they are less
extreme, but they are at least as numerous. An unknown but
“large number” of pensioners receiving contributory old age pen-
sions must also have welfare help. “Over 200,000 old age pen-
sioners of both (contributory and non-contributory) classes were
receiving Public Assistance in England and Wales in January
1936.7%* This is one out of every twelve pensioners.?® It is already
clear that the new Unemployment Assistance (unemployment
relief) grants are averaging higher than the flat-rate unemploy-
ment insurance benefits.

Conspicuous Gars AND FaiLures To CoveEr Risks

Finally, a social insurance system characterized by serious gaps
in coverage lacks coordination in still another way. Discussion of
what are gaps and what are justifiable exclusions from coverage
verges even further on to the broadly economic, the philosophic
and even the ethical. The British have eliminated what they
acknowledge was a gap by bringing into the health insurance
scheme all boys and girls who have left school and have taken up
work. Formerly because of the age limit no medical care was
provided for the years between leaving school and entering health
insurance.® Whether the extension of the privilege of voluntary
contributory old age insurance to the white-collar classes, for-
-merly excluded by their employment status, really fills a gap—in
view of the way people usually do #ot join insurance schemes
voluntarily—is a matter of opinion, One is inclined to say it
does not, considering that there appears to have been no great
demand for this privilege by the white-collared. At the same time
nothing has vet been done to raise the maximum wage line for
compulsory health insurance membership because the British
Medical Association opposes it as a threat to its private practice.

* See Table 4 and footnote 5, Chapter 23.

2P EP,ep. cit., pp. 24, 26.

= Statistical Abstract of the United Kingdom for Each of the Fifteen Years

1913 and 1922 to 1935, 80th number, pp. 84-7,
* London Times, June 24, 1937,



42 CoorRDINATION AND Sociar INsurAncE ORGANIZATION

Failure to include hospital and surgical benefits in health in-
surance has driven British workers to form voluntary hospital
associations. Are these gaps? The British now include agricultural
workers in unemployment tnsurance;** the Germans formerly in-
cluded, now exclude them. In 1936 farm workers were given
their own scheme because the British discovered their assumption
of low agricultural unemployment to be fallacious although they
believe agriculture requires a separate insurance organization.®
The Germans say that they are still short of farm labor. Is the
German omission a gap? The difficulties of answering questions
like these suggest that in correcting lack of coordination, as in
discovering it, there are limits which, if not always distinct, are
at least strictly practical.

* British placement officials say they have difficulty in getting unemployed
seamen to shup under flags of countries not requiring insurance. Farm workers
until 1936 were reluctant to leave the towns far the country for the same reason.

® See especially Report of the Unemployment Insurance Statutory Com-
mittee in Accordance with Section 20 of the Unemployment Act, 1934, on the

Question of the Insurance agoinst Unemployment of Persons Engeged in Em-
ployment in Agriculture, pp. 10-20.



CHAPTER 5

LOSSES AND DANGERS OF AN UNCOORDINATED
SOCIAL INSURANCE SYSTEM

THE LossEs aND dangers that result from an uncoordinated
social insurance system are financial,' political and social.

The financial dangers of an uncoordinated social insurance
scheme arise partly but not entirely out of differences in bene-
fits to persons in substantially the same position, which encourage
a “run” on the more liberal fund. For example, the German
health insurance funds tend to push their members on to unem-
ployment insurance because the health funds are local or occu-
pational and the unemployment fund national in financing and
administration. Also the local welfare authorities (because they
are supported principally by local taxes) naturally are tempted to
put as many of their applicants as possible on to unemployment
insurance (a national fund financed by employers and workers).
In Great Britain it is generally agreed that the Unemployment
Fund is carrying persons who should be on health insurance bene-
fit. Health fund doctors, who also have the task of passing on
the unemployment insurance applicant’s ability to work, are
likely {because the health fund is financed principally by em-
ployers and workers and is often local) to be over-liberal with
the resources of the Unemployment Fund (on a national basis
and subsidized substantially by the central government).? Inade-
quate old age pension and health insurance coverage also results
in pressure on the Unemployment Fund. The lapsing of the
health benefit rights of many persons unemployed for long periods
“produced a minor crisis” for the British health insurance bodies
in 1932, From 1928 to 1932 the Approved Societies had been
required to credit a weekly contribution to insured members for
every week of unemployment. The law of July 13, 1932 relieved
the Societies and put the burden, not on the Unemployment Fund

*Sources on which this discussion is based include: Final Report of Royal
Commission on Unemployment Insurance, 1932, pp. 406-7, 155; P E P, British
Soctal Services, p. 171; and 1. L. O,, Yearbook, 1932, pp. 197-8.

* An example of how unification of function may produce the reverse of co-
ordination,
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or the Treasury but on the unemployed themselves. This was a de-
coordinating step of the first rank.

Social insurance and unemployment relief finances are inter-
dependent also. Unless they are coordinated an improvement in
one may easily work equal harm on the other. Local govern-
ment authorities both in Great Britain and Germany complain
that they have been seriously handicapped in the past decade by
changes in central unemployment insurance policy made without
consideration of local financial and social conditions. Reduction of
insurance henefit is followed inevitably by an increase in the local
welfare load. This is particularly true of unemployment insurance.

There is a potential, and sometimes an active political danger
in lack of coordination. Both in Germany and Great Britain there
is normally a surprising absence of interest in social insurance
coordination as such, including benefits, by the persons who have
most at stake, the workers. To the present membership the whole
cdifice of social insurance is a matter of custom. The point at
which members begin to take an interest in coordination is when
they find they have somehow been left out of the scheme (for
example, thousands of former self-employed persons in Great
Britain who are shut out of old age pensions) or discover it is
better for them financially to be on relief than on insurance. Or
when benefits are reduced, as for a considerable fraction of
persons transferred from British transitional payments to Un-
employment Assistance in 1935, Then coordination or the lack
of it becomes practical politics. The downfall of the second Labour
Government in 1931 was largely due to the critical situation pro-
duced by its failure to coordinate unemployment insurance and
relief to the satisfaction of the British voter. The ignominious
Standstill on U A B scales in February 1935 was the result, partly
at least, of the anomalous situation of the Minister of Labour,
who found himself responsible for U A B scales but without con-
trol over U A B policy. Less dramatic but in the long run of equal
importance are the political-social difficulties encountered by any
program of real reform of social insurance organization once it
has matured. The impregnable position of the large British Ap-
proved Societies, despite their universally admitted defects and
their hindrance to inter-society and inter-insurance coordination,
is axiomatic.
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Sidney Webb goes so far as to declare that “the systematic
coordination and completion of social insurance . . . is one of the
greatest political problems of the century.”® One does not need
to claim so much. Social insurance coordination is of first rate
political importance if not always of current political interest.

The social losses and dangers are certainly the greatest. A
series of even wetl-intentioned changes in a scheme whose ac-
tuarial-technical features are poorly coordinated may endanger
the very principle of insurance. The U A B in Great Britain is
paying higher average grants to persons off insurance than they
received while enjoying their contractual rights. IEven more
dangerous to the insurance principle is the provision that U A B
may pay supplementary benefits to certain persons at work and
on insurance benefit: those in intermittent employment. That
the need for supplement is a proof that insurance benefits are too
low is beside the present point. It is difficult enough now for
many Britishers to distinguish on the benefit side hbetween unem-
ployment insurance standard benefits, unemployvment insurance
transitional payments and Unemployment Assistance. The proper
solution of the unemployment problem may be abolition of in-
surance entirely. The Germans practically say so. But a sound
decision is not made by default, by a genial policy of stretching
whatever part of the banket is most flexible to cover the nearest
or the rmost annoying bare spot.*

A quite different fear is that of the welfare official. An un-
coordinated social insurance-relief system becomes inevitably a
categorical scheme. Each new group of clients as it is recog-
mzed is consigned to its own organization, particularly con-
structed to fill another particular need and little concerned with
the rest of an individual’s needs or his whole problem. It en-
courages what Pringle, in his brilliant chapter on “New Types of
Administratively-Created Pests,” calls “the cool hand” who “after
careful study and hearing a good deal of dodges successfully
brought off by others . . . perceives that it is possible to live at
the public expense on (1) sickness benefit; or (2) unemployment
benefit; or {3) transitional pavment; or (4) on Poor Law relief

¢ Cited in Cohen, Social Insurance Unificd, p. 98.

‘Apropos of the U A B's liberal policy toward its beneficiaries, a high

official says, "It will be better to overpay a few than to stir up resentment
among the many.” The author cannot agree with this.
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as a sick person; or (5) on Poor Law relief as an able-bodied
person.”® _

These losses and dangers are much more than financial, al-
though those are real enough. Perhaps the greatest danger is
the unregulated, unrelated competitive building up of social se-
curity departments and systems erected on ever-subdividing cate-
gories, with less and less attention to the whole problem and to
the effect on initiative or human character. One need not argue for
a return to an all-comprehensive Poor Law to appreciate this

danger.
And finally a system without coordination is a system without
general control. “We do not know what is happening. . . . While

physical science has been classifving everything in the world . . .
the commmunity services are carried on largely in the dark.”® Up
grows a complex of social insurances and related services, all
more or less effective in themselves, but as time goes on, increas-
ingly full of gaps and inconsistencies, out of touch with each
other and with realities. Unless there is a plan of some sort and
a sense of direction, changes in the system are necessarily piece-
meal and haphazard, and dictated by all sorts of considerations
other than social. Even a committee on coordination ends up with
complicating additions to the laws, The failure of the British
to extend medical service in health insurance is ascribed to the
dead spot resulting from the division of authority between the
local Insurance Committees (health insurance) and the local
medical authorities. Party politics get mixed up the more readily
in legislation. “Although it works, the system is wasteful, cum-
bersotne, difficult to understand or to control and difficult to
adjust to altered circumstances in any point without adding still
further to the confusion.”” Commission after commission glances
casually at the impinging areas to the right and left of its own
interest, pays a nod of respect, notes that its terms of reference
do not permit it to go into these other matters, and leaves the
whole, the central problem untouched. Indeed it may add to it.

Except in times of great national financial and social stress

fRev. J. C. Pringle, The Nation's Appeal to the Housewife, p, 106. This
was written before the U A B and while "unearned” transitional payments
were given the able-bodied unemployed out of insurance funds.

*P E P, Planning, No. 10, September 26, 1933, p. 6.
TIbid., No, 64, December 17, 1935, p. 2.
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—
these consequences are not dramatic enough to attract popular
attention. Then the motive of reform is likely to be economy,
with varying effects on other phases of coordination. As much
may be lost in the shifting of added financial and other burdens
to, say, the workers, as is gained in reduction in government or
other expenditure. E.g., the continued 6% per cent unemployment
insurance contribution rate in Germany, which produices enormous
surpluses that go to the federal Treasury. So vast is the task of
coordination, so pervasive and comprehensive the effects of any
program at once so technical and so full of values and considera-
tions, subjective and even ethical, that it demands an authority no
less than permanent, impartial, independent and full-time to at-
tack and persist in it.®

*P E P recommends a statutory committee, whose functions would be
two-fold: "To teport annually on the finances of all the social services, to
study the efficiency of grant-aided work done by local authorities, and te secure
explanations from them where necessary, and to carry out the long-overdue
review and coordination of rates of contribution to the social insurances |, ,
to go far beyond merely financial issues and to give its view on the general
working, efficiency, and benefits or defects of the services.” (British Social
Services, p. 179.)






PART II
THE TREND TOWARD CENTRALIZATION

Introduction

THE STUDENT OF social insurance organization and administra-
tion in Great Britain and Germany makes almost immediately
two fundamental discoveries. He learns first that the various parts
of the social insurance system do not work together to make
the integrated unit he has assumed from their common purpose.
But at the same time he discovers two important counter-forces
or trends. There is, he finds, a direct movement toward improved
coordination. More important, he discovers that coordination is
also achieved directly, through increasing centralization.

As we noticed in Part I, these two trends or forces—centrali-
zation and coordination—are intimately related. Sometimes, we
shall see, they are so mixed that it is impossible to say which if
either is controlling. 1t is difficult in fact to discover a pure ex-
ample of the one without the other. Which trend, for example,
is illustrated by recent developments in German health insurance,
in which very definitely one part of the program has produced
stronger control of the insurance bodies from above, another the
closer working together of health funds with each other and of
all health funds with the old age-invalidity insurance bodies?
The creation in Great Britain of the Unemplovment Assistance
Board presents a similar difficulty. The Board is at once an ex-
ample of administrative centralization (the most extreme in the
entire British social security system) and of cocrdination (be-
cause of the close relations between the Board and the Minisiry
of Labour). Here again centralization seems to be the primary
result, but this is hardly more important than the creation in one
step of a new nation-wide cooperative machinery for handling the
able-bodied unemployed, made up partly of existing organiza-
tions, partly of one that is brand new.

This is of course not to say that the distinction between the
two trends is unimportant. On the contrary. The possibilities of
coordination, it soon develops, will be realized principally through
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centralization, but these possibilities are different in every situa-
tion. Indeed, centralization, as we shall see, is as likely to dis-
courage coordination as to encourage it. The possibilities of
coordination through centralization are conditioned by many
factors: one of the most important, for example, is the basic
cause for the centralization, which in turn determines the degree
to which coordination is welcome to the central authorities.

Because social insurance and governmental institutions are so
closely allied, we shall find the root causes of German and
British social insurance trends in the general political, social and
financial developments of the two countries. “Centralization of
the State breeds centralization elsewhere.”* Governmental co-
ordination, or the lack of it, has the same repercussive effects.

The following chapters of Part II will discuss centralization
as a way to increased coordination. Direct programs of coordina-
tion are discussed in Part II1.

'G. D. H. Cole, The Future of Local Government, p. 33,



CHAPTER 6
THE GERMAN AND BRITISH GOVERNMENTS

THE TREND TOWARD centralization in a social insurance organiza-
tion is only in part a product of conditions within social in-
surance. It is more an aspect of a much broader and more
fundamental movement running through the political, social and
financial structure of the entire country. In Germany this funda-
mental movement, moreover, is not a creation of the totalitarian
regime ; by common agreement it goes back at least to the World
War, and some German students see its plain origins in the
chancellorship of Bismarck. Centralization in Great Britain is
even an older development than in Germany.

TaE TREND TowArp CENTRALIZATION IN
GERMANY?

Even the formation of the German Empire in 1871 may be
regarded as simply one stage in an unmistakable trend toward
governmental centralization which originated in 1813; after his
victories Napoleon abolished five-sixths of Germany’s petty states;
the Peace of Vienna following his defeat created the German
Federation. Certainly from the advent of Bismarck the direction
of events is clear. His Imperial Constitution “centralized the
responsibility for administration” and although considerable
autonomy was left the German states, gradually by amendment
and otherwise the smaller and weaker members of the federa- -
tion were pulled into the central orbit. German government grew
steadily but slowly more “Prussianized” and more centralized.
The struggle between Prussia and the Empire on the one side
and the smaller states on the other was an unequal one, but the
stubborness of the resistance made the contest long and difficult.

*For detailed accounts of the historical background, see Munro, Govern-
ments of Ewrope: Chaps, XXXI, “Rise and Fa!l of the Hohenzollern Empire”
and XXX1I, “The New German Constuunon Ray, Major Europcan Govern-
ments: Chaps XXT, ”Government of the German Empire” and XXI1I, “Con-
stitution of the German Reich;” Ogg, Governmenis of Europe: Chap. XXXIV
“The Hohenzollerm Empire;” Roger H, Wells, German Cities (Princeton:

1932) : Chaps. IV-VII; and Arthur T, Starr, Topu:al Analysis of Compargtive
Ewropean Government (Burgcss, 1934), pp. 138-41.
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The proponents of centralization had to proceed slowly and
cautiously against feelings of deep-grained local patriotism and
ancient traditions of states’ rights.

In the Weimar Constitution of 1919 the centralizing parties
generally got their way. The states were removed as agencies
of the federal government in the administration of purely na-
tional laws,® Prussia’s special privileges were taken away, the
local governments® were made democratic. Universal, equal,
direct and secret suffrage was made compulsory in state and
municipal elections, For the first time the right of the federal
government was declared supreme over taxation, It was ex-
pressly declared in the new Constitution that “national law over-
rules state law.” The Bill of Rights in the Constitution places re-
strictions on state as well as on federal government. The Con-
stitution lays down standards for certain state laws and where
state and local officials administer national laws “the national
government , . . retains a degree of control over state officials
which is quite unlike anything in the United States.” Federal
authority extends even to legislation over civil and criminal law
and procedure.*

Legislative developments since 1919 have been in the same
general direction. Gradually by combination of small territories
some of the most absurd political vestigia of localism and par-
ticularism have been eliminated. The state post offices have been
suppressed. Central appellate courts may and do declare state
laws unconstitutional. A federal welfare law was passed in 1924
which imposed basic standards on state and local governments in
return for partial financing oi welfare by remission of certain
tax revenues, A federal child weliare law was passed in 1922,
Since 1922 federal legislation largely regulates the relations of
landlord and tenant, formerly a local concern. The federal govern-
ment practically supports the state police; the states may in

?Social insurance laws are not in this class. The important effect of this
diﬂ'cigence in status on organization and administration 1s discussed in Chap-
ter

*The term “local government” in Germany includes all governmental divi-
sions Jower than the state or province (Land). Of these the most important
are the commune (Gemeinde) and the city (Stadt), both generally referred
to as Gemeinde. Unless otherwise indicated, the expression “local government”
throughout this book refers to the Gemeinde, or Gemeindeverbinde which
are assgciations of Gemeinden.

* Ray, op. cit., p. 349,
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emergency take over the functions of local government. Since
1924 the federal government strictly regulates municipal borrow-
ing and at times has practically forbidden it.

Politically, it is significant that the parties making the greatest
headway during the critical times between 1923 and 1933 were
precisely those whose grand objectives direcily and indirectly
demand the ultimate of centralized government: the Communists
and the National Socialists,

GERMAN CENTRALIZATION AND PuBLic FINANCE

On the one hand the federal government has imposed new re-
strictions and duties involving new costs on the states and local
governments, particularly the latter; on the other it has taken
over for itself tax sources formerly reserved to state and local
governments. It is quite true that considerable fractions of these
taxes are returned for local purposes but the fact of control
and supervision by the central power is all-important. There is
probably no German law of greater significance and pervasive-
ness than the financial equalization law of 1923,° which rear-
ranged drastically the entire tax structure of the country, in-
cluding reallocation of the spheres of federal, state and local
taxation.®

The years 1930-32 brought local government financial au-
tonomy to its lowest level, Under the twin burden of declining
income and immensely increased expenditures for relief, the cities
almost without exception were bankrupted. The local govern-
ments especially are the residual legatees of the relief load: cen-
tral social insurance authorities make decisions abridging benefits,
central authorities in the Ministry of the Interior reduce the
amounts of grants-in-aid for local welfare, and the residual relief
problem is left to the government nearest the people. The cumu-
lative net effect is always more state or federal control,” and ex-
perts as early as 1932 went so far as to say that “local autonomy
is almost extinct.”® If one takes this practically rather than legally,

* Gesetz diber den Finanzansgleich swischen Reich, Lindern und Gemeinden
(Finanzausgleichsgesetz} [law for the equalization of financial relations he-

tween federal, state and local governmentsy, R. G. BlL, 1923, 1, p. 494,

* Cf. the interesting parallel of the British Local Government Act of 1929,
discussed later in this Chapter,

" The states are in general the supervising authorities over municipal affairs.
The very largest cities are excepted. * Wells, op, cit, p. 13.
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this is saying too much even in 1938, because in practice the fed-
eral government must and does still take into account strong states’
rights feelings, particularly in South Germany, and state super-
visory authorities actually exercise fewer rights over local govern-
ment than they are in law entitled to. But there is no mistaking
the trend toward centralization, a trend which events of 1933
and since have capitalized and sped up.

Even a cursory analysis of debt and taxation figures for the
federal, state and local governments® shows the drift of power and
responsibility during the last 10 years. Two facts are clear: the
states and local governments are caught between a rapidly rising
debt on the one side and gradually decreasing opportunities to raise
their own tax revenue on the other. The federal government,
forced to take over the bulk of financing German recovery and
rearmament, shows an even more rapidly rising debt, only partially
offset by its increasing control over taxation. Whatever the offset-
ting factors, the net result on German economic and social insti-
tutions, including those furnishing social security, is inevitably
in the direction of greater centralization.

TeE TrRExD TowARD CENTRALIZATION IN GREAT BRITAIN

Because, with the exception of health insurance, the central
government and the insurance body in Great Britain are one, there

v 1928 1936
Per Per

Amount  cent Amount  cent

A. PusLiC DEBT . ,
In millions of Reichsmarks

Federal government............... 7,190.7 47 33,000.0 70

State governments. .. ............. 1,499. 7} 53 2,522 .5} 30

Local governments................ 6,541.7 i1,547.7

1927-28 1934-35
B. Tax INCOME

Federal government............... 8,449.2 100 8,261.8 100
Remitted to local governments. .. 3,011.8 35 2,494.7 37

State and local governments. ... ... 7,060.0 100 6,104.7 100
Own tax income. ... ........... 4,048.2 57 3,610.0 59
From federal governmtent .. ...... 3,011.8 43 2,494 .7 41

Sources: A—Siatislisches Fahrbuch fitr dos Deutsche Reick, 1936, p. 470: Konjunkturstafistisches
Handbuch, 1036, p. 171.

The federal government debt figure for 1936 includes not only **public debt™ ad usually published
but also a larger sum representing what Gertmans call their “unsecorded debi”— "future short-term
obligations . ., advance tax certificate transactions . . ., short-term financing of the employment
crealion program, national highway construction and rearmament.” In March 1936 the federal
Finance Minister announced a total federal government recorded and unrecorded debt of RM 33
billions. OFf thig total about RM 19 billions is unrecorded. {Deutsches Institut {iir Konjunkturfor-
achung, Supplement to Weekly Repor! of August 12, 1936, p. 3.)

B—Konfunkiursiotistisches Handbuch, 1936 pp. 165-6
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is in that country a closer tie between political, and soctal, and
sotial insurance institutions than in Germany. Centralization
is even an older story. The political antiquarian goes back to
Napoleon in searching out the first evidences of centralization in
Germany. In Britain he goes to the time of the Norman con-
quest.® More to the point are the beginnings in each country
of the systems of government as we have them essentially today.
The most direct impetus toward and the greatest speed of centrali-
zation in Germany date from the World War; by that time the
British system of central and local government was nearly a
century old. The first important break with the traditions of local
government® autonomy in Great Britain was made in 1835,
Reluctantly and partially, in the British way, Parliament moved
to end the amazing confusion of local areas, authorities and
jurisdictions that had grown unchecked and unplanned for 400
years. The Municipal Corporations Act of 1835 applied only to
boroughs and cities (except London), but it was the first great
break in the solid power of the old squirearchy: for the first
time in centuries Whitehall reached out to regulate the local
units. It took another 50 yearsto apply the same general principles
of popular control, administrative simplification and central su-
pervision to the counties, where the old aristocratic order was
more strongly entrenched than in the industrial towns; but the
reforms of the famous Local Government Act of 1888 are the
basis of British Jocal government today. Succeeding laws, particu-
larly the Acts of 1894 and 1929, have progressively strengthened
the hand of the central government in its direct relations with
local government institutions.

A parallel and closely related process of centralization was
taking place at the same time in other social-political areas.
Parliament reached out to control and supervise industry in the
Factory Act of 1833, established the first central control of the
Poor Law in 1834, the first central authority for public health

* For detailed accounts of the history of Jocal government in England, see
Ogg, op. cil., Chap. XIII; Munro, Governmenis of Europe, Chap. XVI; Mar-
riott, English Political Institutions, p. 248,

® Unless otherwise indicated the expression “local government” includes all
administrative subdivisions of government below the central government:
the historic and administrative county, the borough and county borough, the
urban and rura) district, the parish and poor law union.

®For further details see Joha J. Clarke, Social Administration Including
the Poor Laws {(London: Sir 1. Pitman & Sons, 1935), pp. 32-37, 415; Muir,
How Britain 1s Governed, pp. 44-46.
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regulation in 1848.*° In 1839 it made the first grants-in-aid for
popular education with the counter-consideration of the rights
of inspection, supervision and ultimately control. The second half
of the nineteenth century not only continued the trend toward
centralization, it saw the consolidation of central power in the
creation of what came to be permanent central government de-
partments or ministries. In 1871, for example, the scattered func-
tions of the Poor Law and public health officials were conferred
on the newly created Local Government Board, ancestor of the
present Ministry of Health. Agriculture and fisheries were en-
trusted to a new central board in 18R89; today the Ministry of
Agriculture. In 1889 the Board of Education was established.
The pre-War Liberal reform movement added a national svstem
of labor exchanges, trade boards for minimum wage law ad-
ministration and national social insurance. But without any ques-
tion the most important landmark in the trend to centralization
was the creation in 1835 of the Civil Service Commission. Itself
partly a product of the influences that moved for centralization, it
swiftly grew to be such an important instrumentality of the trend
that it deserves special explanation.

TrHE BriTisu CiviL SERVICE

Like many another honorable British institution, the British
civil service was a quasi-accident. Long before its formation
(since 1820} the Customs and Excise Board had been examining
candidates for responsible Treasury posts. The Indian Govern-
ment had begun in 1833, in pure self-defense, a system of com-
petitive examinations that, despite Conservative forebodings, was
working remarkably well, But it was the Order in Council of
1855 that “for the first time in modern government created a
civil service commission” for the home services, and for the first
time on a national scale required that “minimum of competence”
which is the keystone of the British and other systems today.*

® These were not automatic or unopposed stages toward centralization, The
General Board of Health was appointed for 5 years only. At the end of that
titne it was renewed for a year only and proponents of a scheme for trans-
ferring its functions to a central mlmstry were decisively defeated. Said a
current issue of the London Tames, “The British people declined to be bullied
into health.” (Clarke, op. cit., p. 338)

" Leonard D. White, The British Civil Service (New York: McGraw-Hill,
1935), pp. 1-2. The German service is much older but at no time, including the
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By 1870 the principle of the open competitive examination as the
usual although not the exclusive method of entering the service
was firmly set: it has not been questioned since. The British
find 1t hard to explain the reasons for the reform at this particular
time; it was achieved over stern opposition and required an act
of the executive, not the legislative branch to achieve it. But there
is no lack of agreement on the permanent service’s capacity, its
integrity, its immense influence on the direction of British affairs,
Even more strictly neutral in the purely political sense than their
German brothers, the British civil service in more ways than one
runs Britain. It has been for over a half-century a main spear-
head of the drive toward centralization. Nominally under Parlia-
ment and the Cabinet, it actually goes its even way largely on its
own, transmitting from generation to generation an enormous
and complicated mass of written regulations, administrative prac-
tices and traditions, strongly influencing when not actually deter-
mining policies as well as routine details.

On the dangers and the defects of the British service we need
not here decide: all parties agree on its high and stil! expanding
place in British public affairs. The British civil service is more
important in the development of governmental centralization than
the German. In Britain the central civil service affects local gov-
ernments directly ; in Germany, through a welter of middle juris-
dictions—states, provinces, and the like—all cxtremely jealous
of their rights and traditions. In Britain self-government for the
local units has never meant, as it has in Germany, freedom from
central domination, but freedom from legislative domination.
This explains why in Britain centralization grew up side by side
with expanding local self-government, British style. It was the
central Parliament in the 1830's that delivered the towns from the
squires and instituted popularly elected bodies; at the same time
it instituted a reign of Whitehall supervision and regulation.
The British, that is, are content with decentralization of local
government function, leaving control at the top. Partly they have
been forced into acceptance of central administrative domination;

recent past, has it been under a single national or central control. In Germany
each ministry or institution operates its own civil service svstem, German
standards have been at least as high as the British but they were never as
uniform, Cf. discussion of the German civil service, in Chapter 2.
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partly they have become gradually accustomed to a system in
which the local official whom the citizen knows does the work
subject to a Whitehall inspector whom he does not.® These
characteristics of the British situation go far to explain why the
growing influence of the civil service is not only an evidence
of increasing central control, it has also been an agency operating
more or less directly to promote it. “When a body of able and
hard-working men are entrusted with public functions to which
they are called upon [sic] to devote the whole of their time, it is
inevitable that they should incessantly strive to extend their
activities.””*®

Britisii CENTRALIZATION AND PuBLic FINANCE

Capable observers of the British scene distinguish of course
other influences shaping the developments of British nineteenth
century political-social events in the direction of greater centrali-
zation. One was the proven impracticability of local government
units in the administration of the increasing number of functions
which require application over larger areas. It is much simpler
all round, for example, in dealing with depressed areas to appoint
a new official from Whitehall than to create a new local unit or
rearrange old ones.’™ A related cause was the rapid massing of
Britons in great cities: complete local discretion in such matters
as the protection of health, poor relief, provision of police and the
Iike is not possible when the acts or omissions of one city affect
so intimately the administration of its neighbors. Local mis-
government was also a factor although it has never been the
bane it has been in America. Local waste and abuse, particularly

* Munro, Government of European Cities, p. 50; Ogg, op. cit., p. 228; Cole,
op. cit, p. 6. “The cardinal problem of democratic government today,” says the
London Times of February 23, 1937, in a leading article, “is to secure the
degree of centralization which all sucial planning demands without complete
abandonment of the principle of democratic control.”

* Muir, op. cif, p. 47,

Y Cole, op. cit,, p. 22. The Royal Commission on Local Government in the
Tyneside Area, for example, in 1937 recommended creation of new regional
districts because “the full benefits capable of being derived from such [public
health, education, Public Assistance, police, etc.] services are not available
over the whole area, . . ., “We are unable to justify the cxisting conditions
under which certain advantages are available in the larger and wealthier
towns while the same are unobtainable in the smaller and poorer places which
are perhaps not more than a mile or two distant and which are no less thickly
populated.’'” (London Times, March 19, 1937.)
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in poor relief administration, was a leading reason for the Munici-
pal Corporations Act of 1835.%® “Deterioration in the quality of
elected representatives on local governing bodies” has been noted
as recently as 1910; significantly it has been counter-balanced
by an improvement in the permanent (civil service) officials.”®
But the most important, the most pressing reason for local abdica-
tion of historic rights, as in Germany at a later date, was
financial.

Long before the War the existing rates (local tax) basis was
recognized as too narrow for adequate local government financing.
The first central grants-in-aid were given in 1839; at first tenta-
tively and sparingly, but since 1885 they have continued on an
ever larger scale, so that today local governments receive on
the average something like two-fifths of their total income from
central sources, Ostensibly only for functions performed locally
but vested with a national character, these grants are given for
local education, police, street construction, health, housing, poor
relief and other purposes all more or less of national as against
local importance. A more realistic reason for the rapid spread of
the grant-in-aid idea is the persistent demand of land owners
{the rate-payers) on whom the burden of local taxation has al-
ways fallen that local government tap other sources of wealth.
Since the tradition of Britain for centuries has allocated other
tax sources to the central government and real property rates
to the local governments, this has amounted to a demand for
central relief of local burdens. Land owners also agitated for
transfer of local functions to central hands.*® For decades Brit-
ons have been urging the necessity of a general and thorough-
going revision of the entire tax, rates and grant-in-aid structure;
in practice it has been much easier from time to time simply to
increase the amount of national aid. The War exaggerated the
financial problems of the local governments by raising prices and
increasing local debt, without giving them a corresponding op-
portunity to increase their income from rates. Local government
finances, particularly in the North and in South Wales, were
crippled further by the depression, which made even more difficult
a basic and permanent solution.

® Munro, of. eit., p. 50. * Marriott, op, cit., p. 286.
* Masterman, How England Is Governed, pp. 64-65,
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Tue Locar GOVERNMENT AcCT oF 1920

The Local Government Act of 1929 was the first British
legislation to take steps to reduce to a more logical basis the
making of current central government grants to local govern-
ments. It is, as we shall see, not a complete solution. In effect
it applies only to Treasury grants for general local government
purposes: education, police, housing, roads, etc, In the latest re-
ported year, 1934, these so-called block-grants accounted for only
a third of total grants-in-aid to local government. Indeed, because
of reductions in other grants the net increase in central aid com-
pared with the last year under the old system is only 10 per
cent.”* In return the local governments surrendered their former
so-called percentage grants for public health, all local rate in-
come from agriculture, and 75 per cent of rate income from
railroad and industrial property;* moreover they assented
for the first time to imposition of a standard formula for
determination of annual grants, uniform for the Kingdom.
Grants for the 5-year period beginning April 1, 1937 pay to the
local governments one-half their losses in rates and in grants
resulting from the new arrangement, and an additional amount
{approximately one-half the total) to be based on the “weighted
population” of each county or county borough. Five subfactors
make up the formula for determining weighted population: esti-
mated population, the number of children under 5 years, ratable
value of property, the sparsity of population and unemployment.®
Their purpose is to measure as nearly as a formula can the merits
of local requests for money, award grants not exclusively in ac-
cordance with the rate of local spending (the defect of percentage
grants) but with local need.*® The law gives the Minister of

B Statistical Abstract of the United Kingdom to 1935, 80th number, p. 217.
It shauld he added that at the samec time the central Treasury has further
lightened local financial burdens by taking over former local government
functions, e.g., Unemployment Assistance.

= Local Government Act, 1029, 19 Geo. 5, Chapter 17, sects. 67, 68,

® Report of the Ministry of Health, 1935-36, p. 160, In the 1937 revision
of the formula the weights for unemplovment and sparsity of population were
increased, Beginoing in 1942 the block-grants will be determined entirely
by this formula.

* Ministry of Health, Firancial Relations between Ceniral Government and
Loc;l Authorities in England and Weles (unpublished official memorandum,
no date).
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Health the right to reduce a grant by any amount he considers
wise if the local authorities fail to maintain a reasonable standard
of efficiency in spending the grants.®

Even if we ignore completely the great future possibilities of
the new block-grants, there is no mistaking their import. The fact
is that the central authority has imposed standards in another
important area of local-central relations. The formula itself is not
final: after extended discussions with local government associa-
tions of every kind it was revised for the current allotment period
beginning April 1, 1937, with the particular purpose of increasing
aid to the depressed areas.® But a principle is established.*” There
are great difficulties, practical and technical, in the way of a
complete reorganization of local and central government finances.
Entering into the complex situation are the general problems not
only of taxation and rates, but such questions as those of national
policy for the depressed areas, national planning and (now) na-
tional defense, There will probably never he a complete funda-
mental recrganization: that is not the British way. As an attack
on this whole problem the Local Government Act of 1929 is a
very tentative and partial bite (e.g., relief to the railrcads and
agriculture, the equalizing of local government rates).”™ But it
opens a wider breach in local self-sufficiency. Local government,
increasingly dependent on Whitehall, will have to pay for this
help in the ever increasing scope and intensiveness of central
supervision, inspection, audit, regulation and order. There has
recently been some discussion of the desirability of what the
British call “devolution,” i.e., restoration of certain governmental
functions to local government units, possibly on a new regional
basis. There is no reason to believe that devolution will have
great practical importance in the foreseeable future,

Today British government is so highly centralized that it has
been said that only Japan is more closely controlled from the
capital * This is an exaggeration. But if one distinguishes between

® Local Government Act, 1929, sect, 104.

* London Tiémes, February 18, 1937,

¥ Cf. the formula used in Germany for determining central subsidies for
supgort of the able-bodied unemployed, footnote 5, Chapter 23.

The Local Government Act of 1929 was also intended, among other
things, “to lower the weight of taxation that falls upon the costs of produc-
tion,” (London Times, December 29, 1936,)

® Muir, op. cit., p. 278.
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decentralization of function and of control, it is a fair judgment
that in fact British local governments are at least as closely con-
trolled as German, Five central departments share responsibility
for central regulation of local affairs: the Ministries of Health
and Transport, Home Office, Board of Education, and the Elec-
tricity Commissioners, not to mention the Treasury. Health to-
day is the most important of these. It would take volumes to
describe all of the relations, administrative, advisory, financial
and even legislative, that the Health Ministry bears to local gov-
ernment.®® Typical of their range and their effect on local auton-
omy are the right of Ministry veto or amendment of local ordi-
nances contrary to statute and the requirement of Ministry
approval of local regulations; the issuance of detailed Poor Law
and public health regulations and the right to rearrange local
government boundaries. But practically none of these legislative-
administrative powers and rights is as important in influencing
local government as the advisory and financial, particularly the
latter. For example, the Ministry of Health, in addition to making
grants-in-aid, scrutinizes all local government proposals to issue
bonds, audits local government accounts. It is the power of the
purse applied directly and indirectly that has made the greatest
breaches in local self-government. This does not mean that cen-
tral duress is applied crudely or brutally: it is rare that the Min-
istry, in attempting to improve a local situation takes the extreme
step of withholding a grant-in-aid, issuing a mandamus against a
city council or appointing a commissioner to take over local ad-
ministration. The advisory and the financial functions, the right
to express opinion and to withhold money grants, the functions
of inspection, audit and administrative supervision are so inter-
related that it is difficult even in a specific case to distinguish their
relative values, But there is no question of central financial power
over local government. The Law of 1929 adds immeasurably to
this central financtal influence.

Since the last pre-War year local government income from
central government grants has multiplied five and a half times;

¥ See Munro, Government of European Cities, pp. 52-65, for an excellent
brief outline of the functions of the Ministry of Health, as of 1927, Since
then the Tocal Government Act of 1929 has added the new function of ad-
ministering block grants,
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income from rates only twice®® In 1913-14 the central govern-
ment contributed less than a quarter of total income from these
two sources; since the Local Government Act it has not fallen
below two-Afths.® British local governments have not gone
through times as critical as their German prototypes but their
dependence on central aid seems hardly less pronounced.

" Local government income from 1913 to 1934 was as follows:

From From From From
Year rates grants Year rates grants
In million potinds sterling
1913-14. .. .. 71 22 1927-28...... 166 90
1920.. ..., 151 63 1928-29. ... .. 166 89
1921-22. ..., 170 76 1929-30...... 156 107
1922-23..... 157 75 1930-31...... 149 130
1923-24...... 143 78 1931-32. ..... 148 126
1924-25. ..., 141 81 1032-33. ..... 146 120
1925-26. ., .. 148 84 1933-34...... 148 121
1926-27..... 158 86

Souree: Stalistical Abstract of the United Kingdom, to 1935, 80th nymber, pp. 210-11, Data
cover England and Wales only. Local governments also have income from other sources, e.g., from

municipally owned business. The figures above are designed tn show the relative burden on central
(tax) and local (rates) sourcea.

“In the depressed areas the proportions are much higher, In 1937 per-
centages of local government expenditure borme by the Treasury in Welsh
counties are: Monmouth 66, Glamorgan 62, Brecknock 61, Carmarthen 66,
Merthyr Tydfil 58 (London Times, March 3, 1937). The Minister of Health

told Cemmons in February 1937 that the proportions are still rising (London
Ttmes, February 25, 1937},



CHAPTER 7
SOCIAL INSURANCE IN GERMANY BEFORE 1933

THE TREND TOWARD greater centralization in German govern-
ment since the War has been accompanied by a parallel develop-
ment in the social insurances. This trend in the social insurances
is clearly distinguishable even before 1933, but for two reasons
it is not as uniform or as strong as the other. Certain branches
of German social insurance, as we shall see later in some detalil,
have always been relatively highly centralized, particularly the
old age-invalidity institutions, and changes in the direction of
greater administrative centralization, until 1933 at least, have
heen correspondingly minor although not always unimportant.®
( Health insurance, on the contrary, administered under a system
highly autonomous and extremely decentralized, shows as plain a
picture of this trend as the developments of government finance.)
But a more important modifying factor is the practical and social
difficulties encountered by any proposed change in German social
insurance. Even today many a reform cherished by the central
supervisory authorities is held up because public opinion will not
stand for it; the tradition of self-government, until 1933 a {ea-
ture of every social insurance scheme, has always acted as an
important counter-influence to centralization. This tradition, stem-
ming from and reenforced by a parent development and tradition
in local government, could not be broken down in pre-Hitler
Germany. It could be and was gradually being worn away. Natu-
rally the process was a slow one.

UNEMPLOYMENT INSURANCE®

Unemployment insurance and the employment service furnish a
clear example of the trend toward centralization, principally ad-
ministrative, before 1933. Supervision of local employment offices

!No attempt is made in this Chapter to discuss in detail the causes of the
trend. For an analysis of the trend in German health msurance, see Chapter 9.

*Centralized within themselves. The autonomy of the numerous terri-
torial and occupational insurance bodies, however, left a large place for an
increase in supery 1sory centralization, For an example, see the discussion of
old age-invalidity insurance later in this Chapter.

*This section is based in part upon the discussions of the development of
unemployment insurance in Germany in the {ollowing: Oscar Weigert, 4d-

o4
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was not assigned to the federal Ministry of Labor until 1919;*
the law of July 22, 1922 created a national employment service
only in the sense that it provided for coordination by a federal
office of the district offices directly supervising the local offices.
The German placement system that was reorganized in 1927 into
a single and relatively (administratively) centralized Federal In-
stitution for Employment Service and Unemployment Insurance
was decentralized, with the bulk of actual authority at the state
and not the federal level. On the side of unemployment benefits
the turn toward centralization was a slower development, The
first German unemployment benefit plan to contain even the sem-
blance of insurance was started in 1923.° On the one hand the
scheme was compulsory for all covered by health insurance; the
cost was shared principally between employers and workers (the
states and the federal government assumed only the cost of ex-
traordinary unemployment) and the expenses of the employment
ofhces were transferred to the new scheme. On the other, rates
of contribution and benefit were standard only within an office
area, benefits were dependent on satisfaction ol a means and work
test and it was administered by the executive committee of the
employment office, a local government authority. This departure
marked a turn not only to insurance but to administrative cen-
tralization: the employment offices were made an integral part
of an unemployment benefit plan, and for the first time “control

ministration of Placement and Unemployment Insurance in Germany (New
York: Industrial Relations Counselors, 1934), especially pp. 36, 48-50; R. R.
Kuczynski, Postwar Labor Conditions in Germany (Washington: U. S, Bureau
of Labor Statistics, Bulletin No. 380, 1925}, especially pp. 159-77; Karl
Goerdeler, in Jahrbuch der Kommunalwissenschaft (Stuttgart: 1936), espe-
cially pp. 53, 53, 56; Finfzig fahre Reichsversicherungsamt, 1884 bir 1934
(Festschrift, supplement to Amiliche Nachrichten Fiir Reichsversicherung,
1934, No. 7), p. 35; Bernhard Lehfeldt, in Jahrbiicher fiir Nationalokonomie
und Statisitk (Jena, 1927), Vol. 127, Part II, pp. 935, 948; Mollie Ray Carroll,
Unemployment [nsurance in Germany (Washington: Brookings Institution,
rey, ed., 1930), pp. 25-28, 100; National Industrial Conference Board, Unem-
ployment Insurance and Relief in Germany, 1932, p. 31; Industrial Relations
Counselors, An Historical Basis for Unemployment Insurance (University of
Minnesota Press: 1934), p. 28,

* Weigert, op. cit., p. 36. Ci. Kuczynski, ep. cit., p. 167, who places the date
at May 6, 1920

*Verorduung iber die Aufbringung der Mittc] fiir Erwerbslosenfiirsorge
{order for the raising of funds for unemployment relief), October 14, 1923
(R. G. BL. 1, p. 984).
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of unemployment relief began to shift from the local government
(as such) to the exchanges.”® In 1924 the unemployment relief
system was further standardized and centralized, edged closer
toward insurance. Eligibility rules were tightened, payments were
limited to 26 weeks, contributions were scaled to wages, and the
health insurance funds were authorized as agents for the coliec-
tion of contributions. Also, the Minister of Labor was authorized
to arrange contribution percentages on any basis he should con-
sider proper, an abandonment in principle of local financial re-
sponsibility for unemployment relief. But as before, administra-
tion remained with the authorities of the local employment offices
and in the comparatively normal times of 1924 to 1926 local
financing worked fairly well. Unemployment in 1926, however,
was so severe that neither employers and workers nor the local
governments could carry it. A national reinsurance pool was
created out of part of the local contributions to assist the hardest
pressed communities, More important, a new form of emergency
unemployment benefit was introduced to care for persons ex-
hausting their regular benefit rights; the federal government as-
sumed three-quarters, the local governments one-quarter of the
cost. These benefits are the basis of the emergency unemployment
benefits of the present system.’

The net result of German experience with unemployment re-
lief up to 1927 was a gradually increasing federal control march-
ing with increasing federal financial responsibility. In the new
insurance scherne that began in 1927, administration both of
emergency and what may be called normal unemployment bene-
fits was entrusted to a new institution, which is autonomous and,
compared with the old system, (administratively) centralized.
The local governments lost their long and bitter fight to retain
their employment offices.®* Employers and workers, that is, began
to operate their own insurance and placement organization under
principles uniform for the nation; in the new Federal Institution
for Employment Service and Unemployment Insurance power
was concentrated at the top, and there was relatively slight state

* Carroll, op. cit, p, 25,

:For recent changes (December-January, 1237-38), see Chapter 23,

, ]:;1591927 there were approximately 900 local employment offices, in 1936
only :
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supervision.® Finally a distinction was made, following pre-1927
developments, between financial and administrative responsibility.
For the cost of normal benefits employers and workers continued
to be solely responsible ; for emergency benefits the federal Treas-
ury took the major, the local governments the minor share of the
financing.

Developments in unemployment insurance between 1927 and
1933 ran in the same general direction. For example, certain
discretionary powers of the local employment office authorities
over seasonal unemployment benefits were transferred in 1928
to the headquarters of the Federal Institution for Employment
Service and Unemployment Insurance. Prior to 1930 headquar-
ters only had to be consulted on the local and state office budgets;
thereafter it enjoyed the power of veto. Since 1932 the budget
for the entire Federal Institution, including state and local offices,
has been made by headquarters.** In 1931 the executive committee
of the Federal Institution was authorized, if in its judgment the
solvency of the Institution were in danger, to change contribution
rates, or to reduce the amount or the duration of henefits.*? In
1932 these powers were taken over by the federal government
itself, with the further important provision that payments of all
insurance benefits could be made dependent on proof of the ap-
plicant’s need.'* Since then the unemployed German worker re-

* That important functions were left to the local employment offices (de-

centralization of function) does not disturb the fact that their execution was
largely controlled by orders from the top of the organization (administrative
centralization),

¥ The delegation in 1932 to local welfare authorities of the duty of applying
the means test for unemployment insurance benefits indicates that this trend is
not without exceptians. Ferordnung des Reichsprisidenten tiber Massnahmen
zur Erhattung der Arbeitslosenhilfe wund der Soziulversicherung sowie zur
Erleichterung der Wohlfahrtslasten der Gemeinden (order of the Federal
President for the maintenance of unemployment relief and social insurance
and for the lightening of the burden of public welfare expenses on local gov-
ernments), June 14, 1932 (R. G. Bl I, p. 273), cited hereafter as President's
Emergency Insurance Order. Erlass iber das Zusammenwirken der Gemeinden
und Gemeindeverbinde mit den Arbeitsimitern bei der Priifung der Hilfs-
bedirftighett (decree on the cooperation of local governments and local gov-
ernment associations with the employment offices in administering the means
test), August 16, 1932 (R. A, BL I, p. 175).

U Employment service and unemployment insurance law, October 12, 1929,
sect, 161 (5) amended March 21, 1932,

B Zweite Verorduung des Rewchsprasidenten sur Sicherung von Wirtschaft
und Finanzen (second order of the Federal President to assure cconomic and
financial stability), June 5, 1931 (R. G. BL 1, p. 279), Part 1II, Ch. 1, Art. 2.

" President's Emergency Insurance Order, June 14, 1932.
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ceives his insurance benefits as a right, without any test of need,
only for the first 6 weeks of unemployment. Earlier the Federal
Auditor accepted written reports of financial condition from the
Federal Institution; in 1929 this was changed to requirement of
a thorough audit on the ground, including check of all operations
directly or indirectly financial, and spot checks of state (provin-
cial) and local offices.™ So, for some time before the suspension
of unemployment insurance self-government in 1933, the powers
of local and state employment office committees, through these
and many other minor changes, had been undergoing a gradual
but unmistakable process of attrition.*® Both employers and work-
ers were critical of this development, particularly the latter who
hated bureaucracy and had always regarded the Federal Institu-
tion as too highly centralized in any event and palatable only
because administrative centralization had been neutralized by the
counter-weight of self-government. Employers and workers in-
deed had been induced to give up their own employment offices
in return for the protection of self-government. These rights, un-
der pressure of depression, they could see being drawn up, one by
ane, to higher levels.*®

HeaLTiz INSURANCE

In health insurance the recent trend to supervisory centraliza-
tion is at least as plain and its course even swifter.’” The depres-
sion probletns of the health funds led the President of the German
Federation in July 1930 to issue the first of a series of important
emergency insurance orders “reforming” health insurance, that is,
reducing its labilities, strengthening its resources. Designed to
reduce hasty applications for benefit and increase the responsi-
bilities of fund physicians, the effect of the first order was drastic:
“curative and preventive [services] momentarily pass into the
background-—a complete but inevitable reversal of the benefits

" Neunter Bericht der Reichanstalt fiir Avbeitsvermittlung und Arbeilslosen-
versicherung, 1936-37, p. 66. Cited hereafter as Ninth Report of the Federal
Institution.

®One prominent ex-official of the Federal Institution places the decisive
point of shift as early as 1930, The degree of centralization prior to 1933
was always much less in the employment service than in insurance.

*For a more complete statement of the nature of and the reasons for the
loss of self-government, see Chapter 22,

" For more complete details, see Chapter 9,
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policy followed since the War by all branches of social insur-
ance.”*® The fourth order of the series in December 1931 abol-
ished all additional benefits: benefits extending for more than 26
weeks and paying more than one-half of wages, furnished for-
merly by funds able to afford them.” To avoid an increase in
insurance contributions, considered impossible because of the ris-
ing costs of unemployment insurance, the funds were authorized
to levy on their reserves, and payments into reserves were for the
time discontinued.®® Since 1931 also the Superior Insurance Office
(Oberversicherungsamt) must pass on all proposed increases in
contribution rate.®

But even more important than this growth of central statutory
power is the increasing influence of the Ministry of Labor through
suggestion and advice. In their years of financial difficulty the
health funds were all the more willing to follow this informal
direction. Almost exclusively by these indirect methods the Min-
istry has been able to bring about two results of vast importance
not only for health insurance, but for the entire social insurance
structure. Many health funds have been induced to reduce con-
tribution rates considered by the Ministry to be redundant; aver-
age contributions per member dropped from RM 98 in 1929 to
RM 58 in 1933. In the long run even more important is the
Ministry policy of reducing as rapidly as possible the number of
health insurance funds. In 1919 the total stood at 9,203 ; by 1932
it had been cut to 6,789, by 1936 to 4,725.** Entirely apart from

® International Labour Office, Annual Review, 1930 (Geneva), pp. 288-9;
Verordnung des Reichsprasidenten zur Behebung finanzieller, wirtschafthicher
und sozialer Notstinde (order of the Federal President on relief of the finan-
cial, economic and social emergency), July 26, 1930 (R. G. Bl I, p. 311). Cited
hereafter in English,

® Pierte Verordnung des Reichsprisidenten zur Sicherung von Wirlschaft
und Finanzen und zum Schutz des inneren Friedens {(fourth order of the
Federal President to assure economic and financial stability and to preserve
%te?]z}l]l peace), December 8, 1931 (R. G. Bl I, p. 699). Cited hereafter in

nglish,

®1. L. O., Industrial and Labour Information, January 4, 1932, pp. 14-17.
These additional benefits were later restored.

B Perordnung tiber die Festsetzung der Beitragssitze in der Krankenver-
sicherung (order on establishing the rates of health insurance contributions),
Aupgust 1, 1931 (R. G. Bl I, p, 427).

“Die Krankenversicherung 1934, mit vorliufigen EFrgebnissen fiir das
Jahr 1935, Statistisches Reichsamt (Berlin), pp. 4, 45, 49, Cited hereafter as
Flealth Insurance, 1934, Peter Esser, in Die Arbeiten des Ersten Internationalen
Kongresses der Somalversicherungsfachlewte (Budapest: 1935), pp. 166-7

(cited hereafter as Proceedings of this congress) ; German Social Insurance,
1935, p. 648,
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the wisdom of these changes, they indicate clearly a consistent
trend toward centralization.

OLp AGE-INVALIDITY INSURANCE

The history of old age-invalidity insurance has been one of
increasing coordination rather than of greater centralization.
There are elements of each, but it is not possible, up to 1933, to
distinguish many unmixed evidences of growing centralization
either in supervision or within the insurance institutions. Old age-
invalidity insurance institutions, to begin with, have always been
highly centralized, so that in general they arrived long ago at
the destination to which unemployment insurance is travelling.
The nature of the risk® and the territorial or occupational basis
of organization have made possible an administration centering
at the top not only most powers but most of the actual opera-
tions.** There have been as many as 40 parallel old age-invalidity
insurance bodies. Now there are 32, each highly centralized in its
own operations.

Government solutions of inflation problems have, in a sense,
produced increased supervisory centralization. The financial crises
beginning with the inflation of the early 1920’s made imperative
a series of drastic emergency measures by the government and its
supervisory bodies in order to maintain the solvency of the insti-
tutions. Already in 1921 the reserve principle had to be abandoned
on account of depreciation of the currency. In the inflation the
funds lost nine-tenths of their assets.? On the one hand assets
melted away; on the other benefits had to be restored to at least
part of their lost purchasing value. Between 1929 and 1933 order
followed order from the Ministry of Labor, shortening the dura-
tion of benefits, reducing additional benefits, in all sorts of ways
attempting the enormously difficult task of restoring a financial
balance, exaggerated by the deepening world depression. The fed-

* For an analysis of the effect of the risk on social insurance organization,
see d1=acu55mn of technical factors in Chapter 17.

* Old age-invalidity insurance for salaried employees has always been ad-
ministered by a single institution for the entire country. It represents the tnost
extreme example of (GGerman social insurance administrative centralization,
Practically all operations are handled at the headquarters of the Institution
in Berlin, In the field the Institution maintains only the most rudimentary or-
ganization. Miners’, marine and railroad workers' institutions are similarly
centralized.

* Sonderheft der Oriskrankenkasse, January 1, 1936, article by Storck, p. 72.
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eral government between 1925 and 1932 increased its subsidies
nearly 200 per cent, contributions rose only 11 per cent.”® Even
these heroic measures were not enough: by 1931 all the institu-
tions were drawing on assets in order to pay their share of bene-
fits; they fell into debt to the Post Office for unpaid advances.”
It is a mere accident that the law for preserving the solvency of
old age-invalidity insurance for wage earners, salaried employees
and miners of December 7, 1933 happened to fall in the new po-
litical regime; it was the inevitable climax to 15 vears of con-
tinuous financial crisis.

But these developments indicate better organizational and ac-
tuarial-technical coordination at least as much as increased cen-
tralization. Interference by the government has been almost ex-~
clusively on the broadest financial lines, it has aimed at adjusting
total income and outgo, it has affected the actuary more than the
administrator. There has, in this sense, been an increase in gov-
ernmental control but within the insurance institutions it produced
no major changes. It is true that he who controls or considerably
influences finances in any institution may have a great deal to say
about its administration. May, but not must. In fact, supervisory
control in old age-invalidity insurance for wage earners has not
increased; indeed between 1924 and 1935, for reasons of econ-
omy, the audit of the insurance institutions by the Federal In-
surance Office was completely dropped. On the other hand, a
number of important changes in old age-invalidity insurance since
the War have been aimed directly at better coordination.*® The
law of December 7, 1933, for example, for the first time con-
sidered together the hitherto separate old age-invalidity insurance
for wage earners, for miners and for salaried employees, a co-
ordinating measure of first importance. But none of these events
is half as important as the abandonment in fact in 1924 of the
principle of insurance by territories. By this step wage earners’
old age-invalidity insurance was converted, for greater safety and
economy, from the financial responsibility of over 30 territorial
carriers allied in a federation, to a single national scheme. For

B Konjunkiturstatistisches Handbuch (Berlin: 1936), p, 148.

¥ Sonderheft der Oriskrankenkasse, January 1, 1936: article by Strebel,
p. 77 by Storck, p. 73.

_ *The trend toward coordination in old age-invalidity insurance is discussed
in Chapter 12,
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administrative purposes the territorial organizations remain but
the benefit payments for which they are responsible have ever
since been shared out of what amounts to a national insurance
pool. The administrative units remain for collecting contributions
and paying out benefits; financially the institutions are one.?® In
all the history of German social insurance there is no clearer il-
lustration of organizational and actuarial-technical coordination.
Better coordination may and often does result from increased
centralization. This is an instance of coordination achieved by
direct rather than by indirect means.

"“Reichsversicherungsordnm;gg (Federal Insurance Code), December 15,

1924, sect. 1405 (R. G. BL I, p. 779), now sect. 1386 (R. G. Bl, 1937, I, p. 1393).
Cited hereafter in English.



CaarTER &
SOCIAL INSURANCE IN GERMANY, 1933 AND SINCE

TuE evENTS OF 1933 and since continue the long historic trend
in German social insurance toward centralization. But except in
health insurance the trend has not been speeded up; indeed it
would be difficult to establish for social insurance other than
health that the past 5 years show as much evidence of the trend
as those immediately preceding the new regime. In unemploy-
ment insurance, for example, there have been no major changes
in this direction. One reason is that these other institutions have
always been relatively centralized; another is that when organi-
zations and administrative systems work well, even a revolution
is not likely to increase supervisory control.? It is fair to say that
most of the changes since 1933, including health insurance, have
been as mmuch in the direction of improved coordination as of
greater centralization.

In health insurance the direction of events is clear. Within the
last 5 years special health insurance commissioners have been ap-
pointed by the Ministry of Labor to take over temporarily the
administration of a number of funds,® and the privilege of self-
government has been completely taken away and only in part
restored.* These are clearly steps toward greater supervisory cen-
tralization. Preliminary steps have been taken toward the ultimate
merger of health with old age-invalidity insurance and in the
establishment of the principle of reinsurance.® These last, as
we shall see presently, are intended primarily to produce better
actuarial-technical coordination between the funds, although in-

For examples of increased centralization since 1933, see Robert Frase,
The Administration of Unemployment Insurance and the Public Employment
Service in Germany (Washington: Committee on Public Administration of the
Social Science Research Council, 1938), pp. 45, 48, 65. Multilithed.

* For a discussion of the effect of 1933 changes on social insurance personmnel,
see Chapter 2,

¥ Erste Verordnung zur Newordnung der Krankenversicherung (first order
for the reorganization of health insurance), March 17, 1933 (R. G. BL 1],
p. 131). Cited hereafter in English,

*Law jor the reorganization of the social insurance system, July 5, 1934,
Part 1T, Art, 7.

*Ibid., Part 11, Arts, 1-3, and Art. B, sect. 3,
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cidentally they will result in greater supervisory centralization as
well

In the field of governmental supervision as distinct from in-
surance administration, there is another clear example of recent
centralizing tendencies. From the beginnings of German com-
pulsory social insurance the local Insurance Offices (Versiche-
rungsamter) have presented a curious anomaly. Although ad-
ministratively they are the subordinate agencies of the Federal
Ministry of Labor and the Federal Insurance Office, and the base
of the pyramid of government supervision, they have been in fact
and are today local government bodies. Nearest the insurance
bodies themselves and the people they serve, they provide appeal
facilities from the decisions of the insurance bodies and supervise
their operations. The chairman of the local Insurance Office is
the local Biirgermeister or equivalent official (in practice he ap-
points a professional full-time vice-chairman). Until 1933 appeal
and executive committees of insured workers and employers ex-
ercised important powers of self-government, now again partly
restored. The local Insurance Office was and is a definite and
tmportant part of the machinery of local government, its director
an official ranking in prestige and influence with the welfare di-
rector, the health director, the housing and financial officials.”
Nominally under the supervision of the Superior Insurance Office,
the local government’s administration of the local Insurance Office
in fact has been highly autonomous.®

One order under the new regime restricted considerably the
autonomy of the local Insurance Offices, a second transferred
certain of their functions to other bodies. The First Order for the
Reorganization of Health Insurance, March 17, 1933,° for the
first time placed the local Insurance Offices squarely under the
supervision of the Superior Insurance Office for the state (prov-
ince). Berlin supervisory officials intend this as a long step toward
increased central control.?®

*For tmore complete details, see Chapters 9 and 12, Where motives and
results are mixed, as in health insurance, no attempt is made in this hook to
arrive at an impossible or artificial separation, but the major significance of
each development is indicated, *Wells, op, cit,, pp. 220-1,

® Sonderheft der Ortskrankenkasse, January 1, 1936, article by Griinewald,

p. 89.
*It is no accident that this important local Insurance Office legislation is a
part of the health insurance law. Both local Insurance Office and health fund
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Probably even more important in the long run is the assign-
ment to the health insurance funds of all local functions of old
age-invalidity insurance.'® Practically this amounts, or will
amount when the program is in full swing, to a transfer of func-
tions from the local Insurance Office which now in Bavaria and
parts of Prussia issues new contribution stamp books to wage
carners insured for old age-invalidity, takes in the filled hooks for
forwarding to the appropriate insurance body. Even where this
stamp book function is not performed, as in Berlin where health
insurance funds do it,* the local Insurance Office is the social
insurance agency nearest the average man, where he seeks in-
formation, makes application for benefit, sometimes enters ap-
peals. These local Insurance Office functions in the merged old
age-invalidity-health insurance scheme will be eliminated. It is
generally agreed among the higher supervisory authorities that
within a relatively short time the local Insurance Offices will en-
tirely be superseded, their work as supervisory and appeal agen-
cies taken over by the Superior Insurance Offices, their old age-
invalidity insurance duties by the health insurance funds.”

are important local government institutions, Personal and political relations,
particularly between the local Insurance Office and the general community
health imsurance fund (QOrtskrankenkasse) are generally very close. For
further details, see Chapters 9 and 22.

“ Law for the reorganizalion of the social tnsurance system, July 5, 1934,
Part I1, Art. 3, sects. 2, 3.

1 B, Kappenberg, Grundriss des Verwaltungsdienstes der Triger der In-
validenversichertung (Deutschland), (Geneva: International Labour Office, no
date). Unpublished manuscript.

2 The reasons ascribed officially and otherwise for the proposal to eliminate
or increase central regulation of the local Insurance Offices are typical of
the factors working for centralization generally. They include: Jocal political
influence and interference in Insurance Office affairs as a result of the fact
that the chairman and Biirgermeister (an elected official) or leader are one;
the need to improve persenmel, admittedly less carefully selected and efficient
at local government levels, partly because of the political factor, partly because
often local government personnel spreads its efforts over tax, school and other
local affairs in addition to social insurance; the comparative unimportance of
the local Insurance Offices except for health insurance. It is distinctly agreed
in Berlin that elimination of the local Qffices is not expected teo reduce ad-
ministrative costs. Indeed, rather the contrary. (See Schieren, in Deutsche
Verwaltung {Berlin, October 20, 1936], p. 311.)



CHAPTER 9
A CASE STUDY: GERMAN HEALTH INSURANCE

HEALTH INSURANCE 1N Germany' undoubtedly provides the clear-
est picture of the trend toward supervisory centralization. It is
the more distinct because health insurance has a tradition of at
least a hundred years of autonomy, and the roots of the funds
go back much farther still. Bismarck for political and other rea-
sons is responsible more than any other for the general form and
the multiplicity of the German health insurance scheme today,
but he built on the firm foundation of traditional mutual aid in-
stitutions.

HEeTERGGENEITY OF EARLY HeALTH INsuraxce Funbps

It is a commonplace that the workers’ protective guilds, pro-
viding health benefits in particular, go back to the Middle Ages.
The Prussian General Code of 1794 specifically recognized and
regulated artisans” guilds, journeymen’s unions and miners’ asso-
ciations for mutual aid. The first establishment fund (Betriebs-
krankenkasse) dates from the early eighteenth century. In the
nineteenth century various local and state (provincial) govern-
ments introduced the principle of compulsion, particularly in the
mining industry ; the number and heterogeneity of the funds con-
tinued to increase, and by the 1870’s all Germany was covered
(although not completely or thoroughly) by a network of “multi-
plex organizations . . . old and new, compulsory and voluntary
funds, related in part to individual employers, in part to unions,
in part to industries, highly dissimilar in the level of benefits, in
the participation of workers, in the level of contributions.”? Al-
most without exception the benefits provided were for health,
the insurance risk best adapted to the financial resources and ama-

! The soutces on which this historical discussion is based inctude: I. L, O.,
Compulsory Sickness Insurance, especially p, 10; Ogg, Governments of Euro‘fe,
p. 68; Der Deutschen Soziatversicherung Wert und Wirken, Sonderheft der
Qriskrankenkasse, January 1, 1936, article by Minz, espectally pp. 84, 85, 88,
and article by Grinewald, pp. 88-90; Esser, in Proceedings of the First Inter-
nationzl Congress of Social Insurance Specialists, 1935, p. 166; and Barbara N.
Armstrong, Insuring the Essentials (New York: Macmillan, 1932), especially
p. 304 * Minz, op, cit, p. 85

76
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teur management of the funds. The close relation of the funds
to the labor movement, growing rapidly in the third quarter of
the nineteenth century, gave them a foundation of immense poten-
tial economie, social and political importance. It was Bismarck’s
strategy in the historic health insurance law of 1883 to minimize
or neutralize the political possibilities of the funds by channeling
and diffusing them among many bodies of diverse social and eco-
nomic interests. Already in 1874 and 1875 Prussian laws began
to regulate the funds; the federal law of 1883 reorganized and
formalized health insurance institutions for the whole Empire
on the multi-fund basis which exists to this day.

PrincirLEs oF GERMAN HEALTH INSURANCE

So, Germany began its health insurance organization, not as a
paper-perfect plan but out of mixed motives and many compro-
mises. Bismarck performed prodigies of political manceuvering
to get the law through a hostile Reichstag, and even so it took
over a year to win a majority. The result was the first compulsory
social insurance law in the world. It would be difficult to exag-
gerate the importance of this precedent. In one law were intro-
duced the principles of compulsion, of employer responsibility for
financial aid to his workmen in certain contingencies, and of the
so-called corporative association, or occupational responsibility,
None of these, and particularly the last, was carried out without
exception ; but the impress of decisions—the exceptions as well as
the principles—made in Germany in the 1880’s is clear today not
only on German social insurance but on the social insurance insti-
tutions of the whole world.

From the standpoint of social insurance organization and co-
ordination the third (corporative) principle and the deviations
permitted from it are of the greatest importance. Bismarck meant
to encourage industrial self-government under the corporative
principle, so the old organs, heterogeneous as they were, were
taken over and many additional similar funds created. Establish-
ment funds, miners” and marine funds, guild or union funds and
a few industry funds,® were qualified as statutory insurance bod-
ies. But because this still failed to cover great portions of the
industrial population, exceptions to the corporative principle had

*The bookprinters’ assistants’ voluntary plan covered all of Germany.
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to be made and a new variety of fund created. Every insured
worker who was not already a member of a corporative fund was
required to join one of the new community (including rural)
health insurance funds. These territorial bodies were intended to
be supplementary and subordinate, The corporative principle was
to be controlling, with the logical corollaries of a high degree of
industry responsibility, decentralized administration and a mini-
mum of interference with going institutions.* The entire emphasis
was on industrial autonomy and initiative. As late as 1933 the
central supervisory authorities were complaining of their lack of
real authority over the “power-drunk kings” of the health funds.

Decriving Numser oF HeaLte Funbps

When German health insurance went into operation in 1885,
17,511 funds qualified as insurance bodies. The next years of
rapid industrial and population growth, supported by a move-
ment in the direction of greater lay participation in local govern-
ment,” saw the total go (1909) to over 23,000.° Even after pas-
sage of the Federal Social Insurance Code in 1911, which weeded
out thousands, there were still over 10,000 funds. Since the War
the trend, principally because of the decline in the number of
establishment funds including miners’, has been downward: from
a total of 10,011 in 1914 to 4,725 in 1936. The establishment and
miners’ funds in 1914 accounted for 4.3 million of 16.9 million
total membership; in 1934, 3.5 million of 19.9 million. The pre-
dominance of the territorial {community, rural, miners’) funds
is shown in Table 1.

* Droft of Federal Social Insurance Code, p. 53: “When statutory sickness
insurance was originally introduced, the legislature was guided by the principle
of a system of insurance on a corporative basis and as decentralized as possible,
while maintaining cxisting institutions.” (Cited in I. L. O., Compulsory Sick-
ness Insurance, p. 562.)

! The movement for local self-government in Germany grew side by side
with a slowly developing trend toward centralization under federal control.
The two movements were essentially complementary and not competitive.
This is difficult to understand unless one recognizes the German tradition of
the double sphere of local government: first, as an agency of the state (prov-
ince) and the Empire; second, within clearly defined limiis, as an independent
government., The functions in which German local governments enjoy refa-
tively high antonomy include: poor relief, welfare work, highway adminis-
tration, schools, fire protection. (Blachly and Oatman, op. cit, p. 303. See
Marriott, op. cit., pp. 281-3, for a parallel development in Great Britain.)

*Figures in this section are taken from Health Insurance, 1934, pp. 4, 11,
13, 43; German Social Insurance, 1933, pp. 636, 648: 1. L. O., Compulsory Sick-
ness Insurance, p, 576; 1. L. O., General Probiems of Social Insurance, p, 116,
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TaBLE 1. PERCENTAGE DisTrRIBUTION OoF MEMBERSHIPF oF GERMAN HEALTH
INsurANCE Funps, 1914-1935

1914 1931 1934 1935

ToTAL MEMBERSHIP. ,....... 100.0 100.0 100.0 100.0

Community funds.......... 58.8 65.3 60.8 59.8
(Ortskrankenkassen)

Rural fundst. ... ........... 12.7 9.2 9.1 8.6
(Landkrankenkassen)

Establishment funds®........ 20.6 14.2 15.1 16.0
{Betriebskrankenkassen)

Union funds................ 2.4 2.7 2.7 2.7
{Innungskrankenkassen)

Miners' funds. . ............ 5.5 3.3 2.8 3.0
(Knappschaftskrankenkassen)

Substitute funds?. , .. .... ... — 5.3 9.5 9.9
{Ersatzkrankenkassen)

1 Principally for domestic and farm workers.
* Funda for the employees of a single employer.
1 Special inter-occupational, and predominantly white-collar funds.

Sources: Knall, in Die Reichspersicherung, Vol. 1, 1933; Health Insurance, 1934, p. 13; German
Social Insurance, 1935, p. 636.

The decline in the total number of health insurance funds is the
result in part of a definite Ministry of Labor policy, particularly
in later years; in part of legislation (in 1925, 79 miners’ funds
were consolidated into one; since 1909 no new substitute funds
may be authorized); and in part of financial crisis, which dis-
closed the weaknesses of the smaller and less well managed funds.
A great but incalculable factor in the decline has been the in-
creasing strength of the territorial funds, particularly, the general
community type. Except for the miners’ funds, these have con-
sistently had the largest average membership: since 1914 this has
nearly doubled.” Ten of the first 17 health insurance funds in size
of membership are community funds; Berlin’s is the largest in
Germany, with over 800,000 members. The community funds
have been the principal gainers by the events, political, social and
legislative, that have caused the relative decline of the corporative
funds. The community funds (together with the rural funds)
have the advantage of enrolling automatically any person not
electing to join a corporative or substitute fund.® The increasing
prestige of organized labor and the rapid and successful develop-
ment of effective employer-worker collaboration in and out of

"Health Insurance, 1934, p. 11. Partly estimated by the author.
* Federal Insurance Code, sect. 234 (1)
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social insurance, made increasingly less attractive the establish-
ment and union health insurance types. The community funds are
quasi-departments of local government, they are staffed by quasi-
local officials; they are a part in fact of the local political scene,
an index of the efficiency and popularity of local government
officials.®

Whatever the causes of this downward trend, it encouraged
when it did not positively indicate a growth of centralization. In-
creasingly with time, supervisory centralization has been the result
of definite Labor Ministry policy, particularly since 1931.

Heartn Insurance Funp AuToNOoMY

This heterogeneity of health insurance institutions was matched
by a really unusual degree of local autonomy, It is difficult for
Americans to imagine either the scope or the pervasiveness of the
German tradition and practice of self-government. As a public
corporation, the health insurance fund was even more autonomous
than local government. It'® was managed by committees of em-
ployers and workers of the two parties’ own choosing. Insured
persons elected their representatives to the Ausschuss, or policy
committee, which had direct responsibility for making budget
estimates, the annual audit of accounts, amendments to the rules
including changes in rates of benefit and contribution. Service
rules for employees and all actions of the governing or executive
committee had to be approved by the policy committee. As a
board of directors, the policy committee was in general the final
authority on all matters not delegated to the executive committee.
Even more important in health insurance administration was the
full-time Vorstand, or executive committee, which had responsi-
bility for the actual conduct of business. This committee was
selected at the annual meeting of the policy committee, and in turn
selected from its own number a chairman and vice-chairman, key
officials of the organization. The important duties of the executive
committee were to manage the fund, represent the fund in legal

* Legally the health insurance bodies are public corporations without the
powers of a government authority (Offentlich-rechtliche Korperschaften ohne
Behordeneigenschaft), (I, L. O., Compulsory Sickness Insurance, p. 622.)

_ ®Thesc general references are to the territorial funds unless otherwise in-
dicated. The greatest deviation from this average picture occurs in the estab-
lishment fund.
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actions, make rules for and select officers and subordinate per-
sonnel. Within the limits of a set of rules drawn up initially by
the local government*' and by the broad proscriptions of the
Federal Insurance Code, each fund was largely on its own. It set
its own bases and rates of contribution and of basic benefit; it
could and did supplement basic benefits with additional benefits
of a variety and a quality that made German health insurance the
model of the world.

In the all-important matters of control of finances and per-
sonnel, the thousands of German health insurance funds ap-
proached a degree of self-government that, considering their
mixed constituency and political-economic character (particularly
the territorial funds), is truly remarkable. This autonomy, the
popular habit of centuries, meshed as it was with a parent develop-
ment of local government autonomy, had its good and its bad
sides. Whether good or bad, or something of each, is not the ques-
tion here.’? Self-government until 1933 was a fact, Unless this is
understood, the factors discouraging and opposing the centraliz-
ing forces in German social insurance have small meaning,

German health insurance, then, began in a traditional, although
in part a deliberately fostered heterogeneity. As we have seen, this
heterogeneity persists to this day; at the same time a pumber of
forces have been pushing toward homogeneity. Indeed until very
recently most of the increase in centralization has been the result
rather than the objective of health insurance policy, in so far as
there was a policy.” The emergency order of July 26, 1930 was
the first important deliberate attempt from above to interfere di-
rectly with the affairs of the funds, and this was the product of
crisis and unplanned. In 1931 the insurance bodies were relieved
of certain personnel functions and model plans for setting up job

" Federal Insurance Code, sect, 320.

* The gains and losses of self-government in health insurance are discussed
and balanced in Chapter 22. Here we are outlining trends, the direction of
cvents; Parts IV and V are a summing up.

*® A partial exception may be the regulations governing the appointment and
status of health insurance fund officials, dating to 1919, But there were and
are very few officials (who have tenure and pension rights) as compared
with salaried employces {who have not). (Ferordnung der Reichsregierung
itber die Wahl des Vorstandsvorsitzenden bei den Ortskrankenkassen wnd iiber
die Kassenangestellien [order of the federal government on the election of the
chairman of the governing body of the community health funds and on the em-
ployees of health funds], February 5, 1919, R. G. BL. T, p. 181.)
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classifications and salary scales were issued for use of the funds.
It remained for the new regime that came into power early in
1933, here as in many other directions, to speed up and capitalize
old trends, embroider them and even claim credit for them. For
the first time the central authorities announced a close interest in
and a plan of centralized control for Germany’s thousands of
health insurance funds.**

EvipENCES oF GROWING CENTRALIZATION

Centralization has been increased in German health insurance
both by indirect and direct methods—indirect first. Under the
first order for the reorganization of health insurance (March 17,
1933), the Ministry of Labor appointed special commissioners to
take over and operate 120 funds. While most of these served less
than a year and then turned back the funds to their own officials
(by 1937 only one remained in office’®), the precedent was of vital
importance. At least two-thirds of all insured persons in the nation
were more or less intimately affected by and interested in a policy
which naturally enjoyed the greatest publicity.’® The functions of
the commissioners were to take over powers that had been the cus-
toms and symbols of self-government for 50 years; they reorgan-
ized funds when possible, merged them with other funds when not.

Even before 1933 it was becoming increasingly more difficult
to secure permission to start a new fund; it is now legally im-
possible.”’

The basic Law for the Reorganization of Social Insurance
(July 5, 1934) and supporting regulations contain even greater
possibilities of centralization. Following German practice the
basic law is very short, leaving to orders, executive orders and
emergency orders its gradual and discretionary application, While
many of the broad grants of authority have not yet been and may

*The Ministry of Labor had been working for years on these plans, prior
to 1933, Certain of its unpublished proposals, for example the Gemeinlast
(reinsurance fund), it had never expected to get into legislation. Higher
officials still doubt if the Gemeinlast will be possible even in the present regime,
(1. L. O., Industrial and Labour Information, August 1, 1932, p. 166.)

*Federal Ministry of Labor, Berlin: Memorandum sent to the author.
September 23, 1937, (Unpubhshed)

 Recause of the charges by the incoming National Socialists of extreme
abuses of the right of self-government, For a discussion of the wvalidity of

these charges, see Chapter 22,
Y Siebente Verordnung zur Neuordnung der Krankenversicherung (seventh

org%)for the reorganization of health insurance), October 10,1934 (R, A, BL I,
P
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never be utilized, the direction in which things are going cannot
be mistaken. The first steps toward the ultimate merger of old
age-invalidity and health insurance have already been taken.'®
On one side the health insurance funds are made the local agencies
of the state old age-invalidity institutions for wage earners, with-
out their own local organizations up to now, and health funds
are represented on the advisory committees of the latter.” On
the other, the so-called community duties (Gemeinschaftsauf-
gaben) of the health funds—those which individual funds find
difficult or impossible to carry out alone*—are turned over to the
state old age-invalidity institutions, Very significant is the section
(Art. 3, sect. 3) of the Reorganization Law that definitely assigns,
for both these functions, the health funds to the authority of the
state (provincial) old age-invalidity insurance institutions. The
leader (formerly the executive committee) of the state institution
represents and is an officer of a whole state, subject to direct con-
trol by the federal authorities (Art. 7, sect. 2). This marks a great

change from the situation of the old decentralized autonomous
days.

“This merger provides an excellent example of the difficulty and the im-
practicality of trying to separate too precisely the centralization and co-
ordination aspects of certain social insurance developments. It is casy to see that
the first result is closer coordination between hitherto fairly nncoordinate in-
surances. But one method of control of health insurance is the strengthening
of the government's supervisory powers, A second is assignment of super-
visory powers to the old age-invalidity body, already under greater central
control. These two methods show increased centralization,

™ This change follows general Continental practice. (1. L. O., Compulsory
Pension Insurance, Series M, No, 10 {Geneva, 1933], pp. 602-3.) At present
the German institutions wvse as local agencies the police, the local Insurance
Office, special representatives, and in some parts of the country the health
insurance funds.

* Dritte Verordnung gum Aufbau der Sosialversicherung: Gemeinschafis-
aufgaben (third order for the reorganization of the social insurance system:
community duties), December 18, 1834 (R. G. Bl I, p. 1266), lists these as:
the operation of healmg and convalescent mst:tutxon the carrying out of
preventive health measures, the regulation of the system of confidential
medical counsel (as a check on the efficiency and probity of the funds’ own
doctors), custody and administration of health fund reserves, audit of the
accounts and examination of the other operations of the health insurance
funds and their associations. One community duty has nat yet been transferred:
administration of the proposed Gemeinlast, or reinsurance fund, for all health
funds, This is “for the equal;zat:on of unjustifiable differences in the level of
contributions and benefits” (Law for the resrganization of the social msurance
system, July 5, 1934, Part IIT, Art, B, sect. 3}, While this same paragraph
specifically requires that the economic liability and responsibility of the funds
shall remain undisturbed, the Gemeinlast has great possibilities in the direction
of unification, at least of finances. (See Chapter 21; cf. the old age-invalidity
Schlisssel, discussed in Chapter 12.)
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But centralization has been introduced even more directly.
Regulations in April 1933 removed all non-Aryan doctors.** All
employees (there are very few officers with civil service rating)
of health insurance funds are required henceforth to pass exami-
nations in order to qualify for appointment or promotion.?® The
health funds are made subservient not only to the old age-in-
validity bodies; they are also placed for the first time directly
under the local Insurance Office and directly aligned in the orbit
of central authority.®® Formerly supervision was limited to as-
surance that the law and the fund’s regulations were observed.
Now it was extended to questions of discretion and economic
operation.® The organs of self-government, the policy and execu-
tive committees, were abolished, and a leader—an employer named
by the leader of the old age-invalidity institution—replaced them.*
Whether or not changes in the rank and file and subordinate offi-
cials were numerous, these changes were of prime importance in
principle. Gone the democratic principle, the mainspring of self-
government; in place of a leadership elected by the whole mem-
bership, decisions were henceforth to be made by a state official,
a politician, or at least an official appointed by politicians. As we
shall see below, there are distinct limits even in Germany today
to the rate and the direction of the centralizing process. But the
adoption of the leader principle was an important victory for the
centralizers.”

One other power, still in abeyance, will likewise increase cen-
tral authority over health fund administration., The Ministry of

UV erordsung fiber die Zulassung von Arzten sur Tdtigkeit bet den Kran-
kenkassen (order on the admission of medical practitioners to health fund
practice}, April 22, 1933 (R. G. Bl I, p. 222).

2 Fierte VVerordnung sur Neuordnung der Krankenversicherung (fourth
ordgcf for the reorganization of heatth insurance), February 3, 1934 (R, G. BL I,
p. 84).

M Law for the reorganization of the sociel insurance system, July 5, 1934,
Part IV, sect. 2,

MUerordnung des Reichsprasidenten iiber Krankenversicherung (order of
the Federal President on health insurance), March 1, 1933 (R. G. BL I, p. 97);
amended 1934 (R, G. Bl 1, p. 1274), Part I, Arts, 1-4,

¥ Low for the reorganigation of the social insurance system, July 5 1934,
Part T1, Art. 7, sect. 1.

* The leader principle has already been considerably modified. Fierzehnte
Verardnung zum Aufbau der Sozialversicherung: Leiter, Beirat (fourteenth
otder for the reorganization of the social insurance system: leader, advisory
committee}, April 25 1936 (R. G. BL I, p. 400) reintroduces employer-
worker participation in administration through the advisory committee, This
is likely to have an increasing importance in health insurance.



A Case Stupy: GERMAN HEALTH INSURANCE 85

Labor is authorized by Part II, Article 8, section 4 of the Re-
organization Law to issue regulations at any time for the com-
bined collection of contributions to health and old age-invalidity
insurance.

The weapon of centralization that will perhaps prove to have
the longest life and the greatest long-run influence is the power
granted in this important sentence from the Law for the Re-
organization of Social Insurance (Part IV, section 1}: “Super-
visory authorittes are to see that the insurance bodies observe the
law and regulations. They [the former] may extend their super-
vision to questions of discretion.” The paragraph goes on to limit
this wide grant of power to “weighty matters” and to prohibit
unnecessary interference with “the individuality and individual
responsibility” of the funds. The fact remains that Berlin officials
consider this unprecedented right to question funds on matters of
general policy and judgment their most effective method of con-
trol.

But it is important to stop and note that even this drastic
legislation leaves many reforms for the future; it sets itself im-
portant limits. Its preamble states that the purpose of the law is
to eliminate “disunity and complexity” (“Zersplitterung und
Uniibersichtlichkeit”). The law not only leaves undisturbed, it
distinetly approves a principle which is the greatest single obstacle
to the organizational and actuarial-technical coordination of the
German social insurances: the multiformity and multiplexity of
the insurance bodies. It suppresses a few insurance bodies (for
example, the substitute health funds for salaried emplovees),
authorizes the merger of the miners’ health funds and proceeds
within these limits to legislate for uniformity, not unification.

ANTI-CENTRALIZATION FORCES

What are the reasons why the Germany even of 1938 must
make haste slowly? Arrayed on the side of centralization are
influences so strong and so pervasive that they would appear to be
able to shape developments almost at will. These influences and
considerations are, as we have implied, financial and technical as
well as broadly political-social. Greater central control of the
health funds has been urged by specialists in order to provide bet-
ter medical service, improve the quality of management and of
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personnel, improve the amount and quality of preventive work,
improve coordination between health and other insurances and
reduce administrative expense. After the War and particularly
in 1931-32, Germany’s resources were so strained she had to fook
in every possible place for new economies, and social insurance
did not escape scrutiny. The possibilities of the marriage of health
with old age-invalidity insurance, an indirect but a considerable
influence toward centralization, have long attracted German stu-
dents. Even more powerful are the social-financial-political forces
culminating in the regime of 1933, signalized in social insurance
by the abrogation of the right of self-government.

But centralization goes slowly not only for traditional but for
technical and social-political reasons of great weight. The state-
ment which follows is from six of the highest ranking officials of
the German Ministry of Labor today; it is significant because it
expresses compactly the important fact that continuance of multi-
funds in health insurance is due as much to traditional causes as
to purely technical. It would be hard to find a better statement in
any number of words of the importance of conserving public sup-
port for social insurance institutions:

“The reform by the federal government proceeds from the knowl-
edge that the former regulations had not only disadvantages but also
very special merits; indeed that the multiformity of the social insur-
ance system expresses best German ways and German needs. Extreme
subdivision of function (particularly in health insurance) permits
that close relationship with insured persons which is absolutely neces-
sary for speedy and economical operation. It also permits seocial
insurance to adapt itself closely to the special needs of trades, occu-
pattons and industries and thus makes social insurance as economical
as possible. Finally, through this adaptability to and regard for the
special interests and needs of insured groups and their employers,
it keeps alive their interest in social insurance and prevents degenera-
tion into sterile bureaucracy and lifeless administration. The reform
dared not under any circomstances destroy the advantages of this
multiformity. Consequently the legislation rejects alt efforts to create
unified social insurance funds, particularly in the health insurance
scheme. Indeed it considers the preservation and strengthening of
the feeling of responsibility of each individual social insurance body
the best protection against degeneration.”?

" Introduction to Die Geselzgebung diber den Awufbau der Soszialversiche-
rung, by Krohn, Zschimmer, Eckert, Knoll, Saverborm, Dobbernack (Verlag
fur Sozialpolitik, Wirtschaft und Statistik, Berlin)}. Loose leaf commentary,
Cited by Esser, op. cit., p. 163.
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Finally it is a mistake to believe that all social-political influ-
ences in Germany are pro-centralization. Some officials of the old
age-invalidity insurance bodies mistrust the ability of health fund
personnel] to carry out their new duties. Allied and mixed with
traditional-technical reasons for going slowly with reform are
political and social factors. For half a century the only practicable
place for talented but uneducated labor union members to get
ahead had been in local (political) self-government, in the co-
operative movement and in health insurance. The community,
rural and trade union health insurance funds were the strong-
hold of the Social Democrats and the labor movement., Health
insurance was theirs; they had resisted for years the centralizing
predilections of the civil service, predominantly conservative.
(Certain individual funds gave their personnel long-term con-
tracts but there were very few civil servants.) It was and is a part
of the local political situation and system; it was and is a local
institution:* the people of Leipzig for instance regard their gen-
eral community fund as one of their city’s finest accomnplishments.
It was and is financed entirely out of non-government funds.
While there were criticisms of health insurance by the member-
ship these were far fewer than of any other social insurance.
Among labor groups health insurance was considered the most
human of the social insurances, the least ossified. The risk was
and is best suited to relatively small organization units, and to
lay management or participation. Health insurance was and is a
vital local institution. The supervisory body nearest the health
fund, the local Insurance Office, while the lowest rung of the cen-
tral government’s supervisory system, was and is really a local
government office. To this day control of health fund personnel
is local, not central.

In summary, whether or not the present regime continues its
policies, the movement toward centralization is a permanent one.
The trend is certain. That does not mean it will not be interrupted
or even at times reversed. Local pride and tradition may gradually
wear itself out but it will take a long time; moreover, it is not
correct to assume that the totalitarian state automatically means

®Local politicians, having placed their followers, are today reluctant to

give up to central control. Business men oppose suppression of their establish-
ment funds.
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the completely centralized state.® It is of some significance that
after 5 years of the new regime, a great, perhaps the greater part
of the health insurance reorganization program is still to come.
The rate of change has slowed down remarkably since 1934 and
central officials doubt if very much more centralization is possible
on the present wave. Workers and employers are still represented
on appeal committees at every level of authority. The individual
fund stil] selects its investments, fixes its contribution basis, its
contribution rates (within the maximum), its basic benefit sched-
ules. Every fund is a financial unit as it always was, sharing
neither income nor liabilities with any other. The present organi-
zation is of course not sacred. Laws can be passed changing these
features also. But the federal government today is not using all
the rights it has arrogated ; indeed by inserting the advisory com-
mittee it has already modified a basic Party principle. The forms
of social insurance in Germany, all parties agree, are not final
We may be sure of this: that the push to centralization dare not,
will not, get very far ahead of the public opinion that must sup-

port it.

® An example of an important definite local government point of view and
program today is the current controversy over the future of unemployment
relief and placement., This is discussed in Chapter 23.



CuarTeEr 10
SOCIAL INSURANCE IN GREAT BRITAIN

AT FIRST GLANCE two characteristics of British social insurance
organization present a paradox, The British system is centralized
far more than the German; at the same time the trend to cen-
tralization is far less distinct, The reason lies in two related facts.
One, which we have already noted, is the far earlier origin of the
British movement toward centralization. The other is the com-
parative youth of British social insurance organizations. Unem-
ployment and health insurance date only from 1911; old age
insurance (contributory) only from 1925; equally important, all
were entrusted at once to existing central government organiza-
tions, The Ministry of Health dates only from 1919 and the
Ministry of Labour from 1916, but each took over functions from
older and highly centralized government departments. By the time
social insurance came along the pattern was well set. Centraliza-
tion was taken for granted: it had become a national custom. In
Germany there is a vast literature on organization and the trends
toward centralization and coordination ; in Britain there is in this
field tittle criticism or discussion, positive or negative. “In a coun-
try traditionally of private initiative and of ‘self-government’ of
local institutions,” comments an observer for the International
Labour Office, “this centralization has heen kept covered but it is
very real and it is certain the British social insurance organs are
less autonomous than the analogous Continental organs.””
Where the level of centralization has been conspicuously high
for a long time, there are naturally fewer evidences of an upward
trend. The two important areas in which the centralizing trend in
Great Britain is visible since the War are those in which local
responsibility and old traditional ways have persisted aiter the
formation of the new ministries: in health insurance and in un-
employment relief. The trend here as in Germany is not always
without opposition; indeed, as in the creation of the Unemploy-
ment Insurance Statutory Committee, not without an occasional
I nternational Labour Office, Administration Pratigue des Organismes

&’ Assurances Sociales en Grande Brefagne (Geneva, unpublished manuscript,
no date), Chapter 1; also Chapter 2.

89
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reversal. But the fact and the direction of events are clear.

HearLta INSURANCE

Changes in the organization of the British health insurance
scheme have been very gradual. The most important evidences of
central intervention between 1911 and the Royal Commission
Report of 1926 are the introduction by statutory requirement of
two devices designed immediately to protect the solvency of the
individual healih insurance bodies, indirectly to reduce somewhat
inequalities between different bodies: the so-called contingency
(individuzal body) and central (country-wide reinsurance) funds.?
As in Germany, health insurance organization in Great Britain
has characteristics resulting from historical and political as well
as technical and social influences. The guilds of Britain are as
ancient as the mutual aid societies of Germany. Over 26,000 dif-
ferent societies providing every variety of facility for savings and
for mutual life and health insurance were registered in Great
Britain between 1793 and 1855.> When the English established
the compulsory system in 1911, they found they should have to
recognize and somehow accommodate into their scheme thousands
of Friendly Societies, collecting societies, trade unions, provident
socicties and other mutual aid organizations already providing
insurance or wishing to qualify under the new scheme. In 1910,
for example, 26,948 Friendly Societies alone, with 6.5 million
menthers, had paid out over 6 million pounds of health, death
and other benefits.* Also a politicaily more important set of in-
terests demanded a share and an influence in the new organiza-
tion: the industrial (commercial) insurance companies, They de-
manded that the law be written to permit them to qualify as
non-profit insurance bodies by setting up special non-profit de-
partments for government business and already in the first year
of the new system covered 43.2 per cent of total insured persons.®
The only bodies with nation-wide organization, equipped with

*These were coordinative (principally actuarially-technically) as well as
centralizing measures, Cf, p. 140.

* Encyciopaedia Britannica, v. 11 (13th ed., 1926), p. 220.

*Report of the Chief Registrar of Friendly Sacieties, 1934, p. 47,

* National Health Insurance Joint Committee, Report on the Adminisira-
tion of National Health Insurance, 191417, p. 46.



SociaL INSURANCE IN GREAT BRITAIN o1

experienced agents and reenforced by an immense market for
non-compulsory insurance, the industrial companies have con-
tinued to hold their leading position, indeed have improved it.

This complex of health insurance bodies, a few organized ter-
ritorially, the great majority not, a few highly centralized, the
great majority not, was perhaps a demonstration of the principle
of democracy no less than an experiment in social betterment,
but it would be difficult to imagine one less entitled to be called a
health insurance “system.,” The results of a policy so liberal that
it permitted admission of 16,869 bodies including branches (2,481
headquarters) are felt to this day. Alone of British social in-
surance, health insurance administration is still comparatively
decentralized, and decentralized in control as distinct from func-
tion. Even after years of legislative and administrative pressure
from the top, it is admittedly the chief bar to coordination of the
social insurances. Flat contribution and benefit rates were held in
1911 to be necessary because of the extreme heterogeneity of the
bodies. More important, it is said that the industrial companies
in particular demanded low rates, in order not to spoil their pri-
vate insurance market. Finally the failure to organize the insur-
ance bodies territorially, combined with the attitude of the British
Medical Association, prevented assignment of the administration
of medical care to the insurance bodies, and the special Insurance
Committees peculiar to Britain had to be organized for this special
job.

The law of 1911 gave the Approved Societies (approved for
compulsory health insurance) “almost complete autonomy, and
although it appeared to be implied throughout the Act that the
Minister, as representing the Central Government, was to exercise
some kind of general supervision over the administration of the
Scheme, this was nowhere expressly stated and the powers as-
signed to him under the Act were extremely limited.”® The only
important powers originally granted the central ministry were to
pass on an applicant Society’s proposed rules, and completely to
withdraw approval of the Society as an insurance body in case of
violation of the law. The first power was cancelled, practically,
because of the impossibility of checking adequately the tens of

* Report of the Royal Commission on National Health Insurance, 1926, pp.
108-9, 110, 94 respectively.
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thousands of rules that had been submitted almost alt at once in
1511 the second because the Societies were immensely important
politically, even the very smallest, and withdrawal of approval
was too drastic a penalty to be of practical use.® Only very grad-
ually have these powers been expanded by statute; the most sig-
nificant development of the early years, the marked decline in the
number of funds, came not as a result of central pressure or
advice but mainly because “among the smaller Societies many
officials decided that the task of administering national health
insurance was beyond their powers,”® In 1912 there were 2,481
Approved Sacieties, in 1922, 1,161 ; including branches the decline
was from 16,869 to 8,427." There is general agreement that cen-
tral pressure had practically nothing to do with this decline.

IncrEASING CENTRAL CONTROL IN HEALTH INSURANCE

In the earlier years a number of statutory changes gave a mea-
sure of additional power to the central authorities, then the In-
surance Commissioners. Thus in 1913 “maladministration” of
Society affairs was added as a reason for withdrawal of approval;
in 1918, penal provisions to apply to officials for negligent acts.
But the Royal Commission, appointed in 1924, decided that these
powers had been plainly insufficient for adequate supervision of an
institution supported partly by the taxpayer. The period of effec-
tive central control dates from the Report of the Commission and
the laws that resulted from its recommendations. The majority
of the Commission decided that, all things considered, the Ap-
proved Society system should be retained: “that no case for the
abolition of the Societies can be established on the broad ground
of defects and shortcomings in administration.”® But it made a
number of recommendations aiming at fundamental changes in
the system. All involved substantial increase in central control
of health insurance administration,

Not all of the Commission’s recommendations were followed
by Parliament, particularly the proposal that, in order to “mitigate
inequalities of benefit,” a system of “partial pooling” of surpluses
be instituted.® But other and equally drastic restrictions on self-

"Roval Commission on National Health Insurance: Appendix to Minutes
of Evidence, pp. 59-60.

*Report of the Roval Commission on National Health Insurance, 1926, p.
103; pp. 119-20: note the parallel with the German Gemeinlast,
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government were imposed in 1928. The Ministry of Health was
granted the right to investigate the affairs of a Society, that is,
for the first time it could check on suspicions of “general mal-
administration,” discover conditions to be corrected before they
should reach a seriousness sufficient to justify withdrawal of ap-
proval. The Ministry was now able to follow Society affairs cur-
rently. This new power was supplemented by another also recom-
mended by the Royal Commission: the right of the Ministry to
require an amendment of a Society’s rules when “they do not
properly provide for the administration of the affairs of the So-
ciety under this Act, or [are] likely to prejudice unfairly any
member of the Society;” or, failing submission of a satisfactory
amendment by the Society, to amend the rules itself.® The disposi-
tion of certain Societies to adopt the tactics of the claim-resisting
commercial insurance company by requiring onerous deposits and
imposing long and wearisome delays in their claim procedure, an
absurd situation in a mutual self-governing institution, was the
announced reason for this change.’® But by all odds the most
important new weapon of central supervision and control was
the specific authority granted the Ministry to reduce the so-called
annual administration allowance (normally 4s. 6d. a member) as
a penalty when a Society refuses or fails to introduce suggested
reforms.® It is in fact the Ministry’s chief reliance today.” Quietly
and unostentatiously fiscal control, combined with moral suasion,
operates to limit increasingly the autonomy of the health insurance
bodies.

Finally, central control is working in still another direction: to
reduce the number of health insurance bodies. For years there
have been no applications to establish new Societies; as a result of
merger or transference, the number of Approved Societies is
declining with every year. This is the result of a steady Ministry

® National Health Insurance Act, July 14, 1936 (26 Geo. 5 and 1 Edw. 8,
Ch. 32), sects. 82, 80.

1“' Report of the Royal Commission on National Health Insurance, 1926, p.
111,

3 Other powers were conferred ornt the Ministry, for example, to surcharge
Sacieties for improper expenditures and to appoint a manager to take over all
administrative functions. They are rarely used, One manager was appointed
in 1934-35, none in 1935-36. In the latter year there were only 80 unlawful
items of expenditure. {Report of the Ministry of Health, 1933-36, pp. 186-8.)
For a comparison with the powers of the German Minister of Labor, see
Chapter 19.
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policy. In 1926 there were 1,020 Societies, and including branches
a total of 7,876 insurance units.* By 1932 the number of units
had dropped to 7,505, by 1933 to 7,377, by 1935 to 6,253.*

UNEMPLOYMENT INSURANCE AND UNEMPLOYMENT RELIEF"

Responsibility for unemployment relief in Great Britain until
1909 was almost entirely in the hands of the local authorities. It
is true that the central government had interested itself in poor
relief since long before the reign of Queen Elizabeth. Important
Poor Law reforms were instituted in the Act of 1834, under which
the first central authority over poor relief was created. But the
purpose of the central government, even after 1871 when the
Local Government Board was created, was solely to assure greater
uniformity in the local treatment of the poor; administrative and
finaucial responsibility remained with the local governments. Un-
til 1886 at least, and probably until the early 1900’s, it is fair to
say that the interest of Whitehall in poor relief was nominal.
There were increasing rumblings of criticism of the way the local
authorities performed the task, but the criticisms were aimed at
the evils of a principle of assistance and not at the source of ad-
ministrative and financial responsibility. For centuries distinction
has been made in Britain between the able-bodied needy and
others, an implicit recognition of the unemployed as a special
group. But not until the Unemployed Workmen Act of 1905 and
the Report of the Royal Commission on the Poor Laws and Relief
of Distress in 1909 was there a clear expression of a national
interest in and responsibility for the unemployment problem. The
Commission unanimously agreed on the desirability of unem-
ployment insurance: the majority favored the Ghent system and
the minority recommended a national system of labor exchanges,

Q:Report of the Royal Commission on National Health Insurance, 1926,
P "-Tu-enty-ﬁrst Report on the Work of the National Insurance Audi¢ De-

partment, 1934 (National Health Insurance Acts, 1924-32), p. 21; P E P,
British Social Services, 9. 112,

. MBased upon the following sources: John J. Clarke, Social Adminisiration
including the Poor Laws, especidlly pp. 37, 49-55, 547-8, 583, and Chapter 4;
Mary B, Gilson, Unemployment Insurance in Great Britam (New York:
Industrial Relations Counselors, 1931), pp. 49, 327-35; Percy Cohen, The
British Svstem of Secial Imsurance (New York: Columbia University Press,
1932}, especially pp. 117-27, 144, 147 A, C. C. Hill, Jr,, and Isador Lubin, The

Br‘%gh Attack on Unemployment (Washington: Brookings Institution, 1934),
p. .
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public works and “imperial grants-in-aid” to local authorities. A
national system of labor exchanges under the Board of Trade
was established in 1909, the experimental national unemployment
mnsurance scheme in 1911, The era of national responsibility for
the unemployed had begun. Unlike their German cousins the Brit-
ish jumped directly from local responsibility and financing®® to a
completely and typically British national system of unemployment
insurance.

The British system of unemployment insurance, being com-
pletely centralized administratively to begin with and partially
financed out of government moneys, shows few evidences of in-
creasing centralization since 19117*% But the War had hardly
ended before the rapidly increasing unemployment of 1921 forced
central attention on to unemployment relief problems hitherto
considered local. The problems developed all the sooner in Great
Britain because depression hit almost immediately after the
scheme had been expanded in 1920 from 4 to 11 million members
and before the great majority had been able to establish substan-
tial benefit rights. The central authorities were drawn into un-
employment relief indirectly and unwittingly ; once in they have
never been able to withdraw.

IncrEASING CENTRAL CONTROL OVER UNEMPLOY-
MENT RELIEF

The history of central interest in and central responsibility for
unemployment relief'” between 1921 and today breaks into four
periods, each successively involving the central aunthorities more
certainly and permanently: 1921-27, 1927-31, 1931-34, 1934 to
date. Between the first unccvenanted benefits of March 1921 and
the Steel-Maitland Act of December 1927 the unemployment in-
surance system completely lost its insurance character. At first
paid on the assumption that they were advances to be returned

* Except for the indirect and largely unrecognized connection between
grants-in-aid to local governments and local unemployment relief. See p. 60.

" A few minor exceptions occur: c.g,, concentration of all unemployment in-
surance records for the entire country at Kew; the current experimental plan
to secure a higher degree of uniformity in the work of the insurance officers,
by merging districts and replacing part-time with full-time officers.

Y Direct relief only. The British Unemploved (Relief Works) Act of 1020
and subsequent works programs have never been an important factor in un-
employment relief,
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out of future contributions after improvement in employment,
these extra-contractizal benefits gradually disclosed themselves as
simply the most convenient and politically expedient way of meet-
ing a grave national emergency. During these six years govern-
ment after government talked about the need of reform; at the
end they always extended, with technical changes only, the emer-
gency device. From the point of view of the effect on central
control, and on actual as distinguished from nominal or legal re-
sponsibility for unemployment relief, this period is marked by two
important developments. In the second of the many acts extending
extra-contractual benefits (July 1, 1921) the Minister of Labour
was authorized to limit payments to those he should consider
“expedient in the public interest.” Under this authority he ex-
cluded from insurance, unless “deprivation would inflict real
hardship,” single persons living with supporting relatives, married
women and men living with employed spouses and a few other
classes, Except for a short break in 1924 and 1925, with the
Labour Party in power and a temporary improvement in em-
ployment, this important administrative control was continued
during the entire period. It was a precedent of first importance:
Whitehall in effect setting up its own local relief administration,*®
Whitehall expending relief funds. This new function had at first
the color of a lamented but temporary modification of the insur-
ance scheme, but as the local governments came more and more to
depend on this new form of central assistance, the real nature of
the relations between central and local governments grew appar-
ent. Labor protested at the conditions, if not the aid, but the new
power of the Ministry of Labour was based on a solid founda-
tion. Beginning in 1921 the national finances were drawn upon to
meet the growing discrepancy between contributions and benefits.
By the end of 1927 the Treasury had advanced nearly £25 millions
to the Unemployment Fund.

The second period of rising central influence in unemployment
relief runs from the legislation following the Blanesburgh Report
of 1927 to the drastic reorganization of the insurance-relief sys-
tem resulting in 1931 from the Report of the May Committee and
the Preliminary Report of the Royal Commission on Unemploy-

® Through especially created “rotas” of local employment committees at-
tached to each employment exchange.
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ment Insurance. Encouraged by the improved’ employment of
1927 and imbued with the laudable ideal of restoring the actuarial
solvency of the Fund, Parliament in the Act of December 22,
1927 abolished all discretionary powers of the Minister, restored
all payments as of right. “The principle of the Act,” says Percy
Cohen, “was to suspend extended benefit,”*® but the great masses
of unemployed persons who could not establish contractual right
to benefit stood waiting, an inescapable political and social fact
which had to be recognized. Hence the transitional benefits be-
ginning in that year, which were expected to be purely temporary;
indeed the Blanesburgh Committee anticipated within a few years
not only a return to Fund solvency but even extinction of Fund
debt. The reasons for what, in the clear light of aftersight, proved
so grievous an error in judgment are not important here;*® the fact
is that the transitional extra-contractual payments continued in
one form or another until 1937.%

While this second period saw on one side a recession of cen-
tral influence in the abolition of the Ministry of Labour’s discre-
tionary powers over de facto relief payments, the responsibility
of the Treasury grew rapidly greater. At the end of 1927 Treas-
ury advances were still under £25 millions, in March 1928 they
were actually a bit less; but the figures for the same date in 1929,
1930 and 1931 were £36, £39 and £75 millions respectively. By
the end of September 1931 the debt stood at just over £100 mil-
lions; it had been growing since March of that year at the rate
of a million 2 month.®* In the calendar year 1931 the Treasury
had contributed to the insurance-relief system not only £30 mil-
lions in loans; it was bearing also £16 millions in current contribu-
tions and £28 millions in transitional benefits and payments which
it had been asked to assume since 1929.% It was plain to everyone
that things could not go on much longer at this rate and in this
direction. The May Committee was a Committee on National

B Op. cit, p. 127,

* For example, the Government Actuary assumed an average unemployment

rate of 6 per cent for the trade cycle, The monthly range for the period 1926-
36 was 9.1 to 23.0 per cent,

" This dcspite the creation of the Unemployment Assistance Board in 1935,
which was scheduled to eliminate the need for transitional benefits or pay-
ments, {See next Chapter,) . .

= Twenty-first Abstraci of Labour Siatistics of the United Kingdom, 1934,
pp. 60-1,

B Report of the Ministry of Labour, 1931, pp. 126-7.
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Expenditure and its report reviewed the entire national financial
structure; it is significant of the importance of unemployment
costs that more than two-thirds of its proposed savings were to
come from drastic reforms in the unemployment insurance
scheme. Unemployment had become a national issue: the failures
of the second Labour Government to meet it led largely to its
downfall in the summer of 1931. With the making of the budget
by the new Coalition Government, borrowing by the Unemploy-
ment Fund ceased. Significantly the title of the Act which marked
the end of this second period is the National Economy Act {Sep-
tember 30, 1931). It eliminated certain so-called anomalies, re-
duced benefits and raised contributions, and—this is important—
reintroduced the needs test for transitional benefit recipients.
Extra-contractual benefits were once again, in the national crisis,
recognized for what they actually are: relief payments. White-
hall was back in direct relief. The period had opened optimistically
with the hope if not of abolishing, at least of sharply reducing
non-contractual payments to the insured victims of unemploy-
ment. It ended by reassumption of central responsibility fer a
large part of unemployment relief.

The third period in the scale of increasing central influence
began with the National Economy Act of 1931, ended with the
Unemployment Act of 1934, Under the first the Minister of
Lahour was entrusted with responsibility for supervision of the
new transitional paymenits (successor to transitional benefits),
superseding in effect the Ministry of Health in an important area
of local government supervision. Even more significant, a central
authority became for the first time an acknowledged agency for
unemployment relief.*® Briefly, all persons exhausting their stand-
ard benefit rights were now to succeed to transitional payments,
be treated by the Minister of Labour precisely as standard bene-
ficiaries, with one important exception. Having satisfied the statu-

*Final Report of the Royal Commission on Unemployment Insurance,
1032, pp. 28, 318-9. In 1930-31 local governments in England, Wales and Scot-
land expended only £3.9 millions for out-relief to the able-bodied. The Unem-
plo;;ment Fund expended £101.3 millions.

The Ministry of Health continued to have general supervision over local
government finances, including poor relief, But it had little control over tran-
sitional payments, which came not out of Ministry of Health grants but (up
to the level of unemployment insurance benefits) out of the general funds
of the Treasury, They were paid at the local employment exchange.
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tory prerequisites for benefit at an employment exchange, they
were next to be referred to the local Public Assistance authority
for determination of the fact and the amount of need, on the
basis of local relief standards. This was another major break
with tradition. Between 1921 and 1931 the Minister of Labour,
for legislative purposes, had merely been lending insured persons
certain sums in the ordinary way of business, On the arrival of
better times employment would improve, the loans would be re-
paid and the Unemployment Fund would return to a “business
basis.”*® Never a complete fiction, this premise that the Ministry
of Labour would sometime withdraw from unemployment relief
was restated officially by the Blanesburgh Committee as late as
1927. The importance of the development of 1931 is not that a
particular ministry but that a central authority was selected for a
large part of the administrative task in unemployment relief. In-
deed the Royal Commission on Unemployment Insurance sug-
gested that the arrangement itself was an emergency one. “In the
emergency it was no doubt impossible to improvise machinery in
place of the Poor Law for determining the amount of assistance,
or to define by statute the details of a test of needs.”* But the
principle of central interest and responsibility is clearly stated.
The Unemployment Assistance Board lies just over the horizon.

The main purpose of the Economy Act was to offer relief to the
Treasury; the May Committee expected a saving of £10 millions
on the new needs test alone, a total of £36 millions on the whole
Act. But the worst unemployment of the entire post-War era set
in in the fall of 1930, raising the amount of the transitional pay-
ments obligation of the Treasury high over the estimates, Begin-
ning in April 1933, the number of payments to transitional claim-
ants actually exceeded those for regular insurance benefit, and
continued to do so in almost every month until passage of the new
law in June 1934, In 1933-34 transitional payments exceeded
regular benefits in total amount by £8 millions, in 1934-35 they
were only £2 millions short; in 1935-36 only £1 million short.®
For this the Treasury alone was responsible; it was in addition

® Beginning in 1930 the cost of transitional payments was carried by the
government as a non-repayable subsidy.

# Final Report, 1932, Par. 102, p, 63, Italics not in original.

* Statistical Abstract of the Unsted Kingdom, to 1935, B0th number, p. 128.
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keeping up its current equal-thirds. Small wonder perhaps that in
June 1934 Parliament passed a law centralizing for the first time
in the history of the modern state all relief of the able-bodied
unemployed in the hands of a single central authority. This was
the Unemployment Act, June 28, 1934, which created the Un-
employment Assistance Board.



Cuarter 11

A CASE STUDY: BRITISH UNEMPLOYMENT
ASSISTANCE

UNEMPLOYMENT ASSISTANCE is remarkable for several reasons;
perhaps most significant is that it carries the trend toward cen-
tralization of unemployment relief in Great Britain to a higher
level than it has ever reached there or in any other country.' If
we exclude the national system of employment exchanges, it is
the only new national department with local facilities established
in Britain for the last two centuries.® For the first time British
poor relief is administered, down to the last local office, by a
Whitehall authority® and is financed almost entirely out of cen-
tral funds.® It is not intended here to describe the new Unemploy-
ment Assistance scheme in detail or make a critique of it; the fol-
lowing summary description of its main features is intended to
indicate how far the centralizing trend has gone in this new field
and to help explain the forces encouraging and opposing its crea-
tion.*

The Unemployment Assistance Board, which administers Un-
employment Assistance, is first and foremost a central and not a
local relief authority. A new category of poor is created; it con-
sists of practically all unemployed able-bodied persons between
the ages of 16 and 65 willing to work who have exhausted, or who
have never been cligible for unemployment insurance benefits.
The latter have always been entirely a local responsibility, the

! Payments by the Federal Tnstitution in Germany are nominally not relief,
and unemployment relief is administered and partly financed by the local
governments, ’

*Ronald C, Davison, The New Unempioymeni Act Popularly Explamed
(London: Longmans, Green and Co,, 1934), p. 24,

* Local authority personnel may be authorized to act for the Unemployment
Assistance Board, but the direction is entirely central. This compromise was
necessary in the rush of organization, and large numbers of transferred per-
sonnel have already been separated from the Roard, Appeal and advisory
bodies are selected by U A B from local residents.

*In practice it has been 95 per cent central money,

® As in the discussion of German trends toward centralization, the purpose
of this Chapter is to cxplain the direction of events and the reasons for it. It
confines itself to those phases of Unemployment Assistance that are related
closely to centralization. For a survey of Unemployment Assistance as it has
operated in its brief history, see Chapter 23.
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former whenever benefits ceased or have been insufficient. Not
only are the local authorities now released from this responsi-
bility, they are legally forbidden to continue it.

But centralization goes farther still. U A B in its regulations
provides relief according to a national standard by which the
amount of need is measured. The Board is given important powers
of discretion in applying this standard, but the range of discretion
is determined not locally but centrally. Centralization is adminis-
trative and not merely supervisory; the source of Unemployment
Assistance funds in the national Treasury provides a solid basis
for that.

Unemployment Assistance has importance in the trend toward
centralization for one more reason. It has segregated unemploy-
ment relief administration under a new national department but
it has not disturbed the responsibility of the Ministry of Labour
for supervision and regulation of the entire national labor mar-
ket, There is no talk in Britain as in Germany of “devoluting”
employment exchange administration; a national system of em-
ployment exchanges is taken for granted and the Ministry of
Labour is regarded as the only competent authority for the pur-
pose. U A B investigates need and administers benefits in kind but
the Ministry of Labour performs all other administration of Un-
employment Assistance: the unemployed must register at the
exchanges, they call there for their benefits, they may be ordered
by U A B to Ministry of Labour training or instructional centers,
they are treated exactly as insurance beneficiaries. The Ministry
is responsible for Unemployment Assistance in Parlament. Thus
—since the scheme covers millions not insured for unemploy-
ment®—the principle of central control is extended to a large
section of British workers never before affected.’

Forces FAvorinG CENTRALIZATION

What appear to be the chief forces or influences pressing in
Great Britain for central control and even detailed administra-

* All persons between 16 and 65 are included, whose “pormal occupation”
places them under Widows’, Orphans’ and Old Age Contributory Pensions,
or would have placed them had “industrial circumstances” permitted, (Un-
employment Act, JTune 28, 1934, sect. 36, a, b.)

*This 15 not to ignore the indirect relations that existed when local Public
Assistance authorities referred relief applicants to employment exchanges as
a way of applying the work test.
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tion of unemployment relief ? Basic is the broad and apparently
resistless trend and predisposition toward centralization that per-
meates not only British social insurance but the entire social and
political structure. No important segment of public opinton seems
to oppose this trend, or at least not seriously.® Even organized
labor, while it officially opposed any needs test,” was content to
accept a national assistance scheme because it expected that cen-
tral administration would remove most of the odium of relief
and central financing would provide more liberal benefits. It
seems that labor rank and file had never had as many or as sharp
criticisms of transitional payments as labor politicians; indeed
as individuals they found it hard to distinguish between persons
drawing insurance and persons drawing transitional payments.
For two or three decades the trend in Great Britain had been
strongly toward specialized categorical treatment in the social
services, illustrated in the growth of the social insurances and the
spectal assistance schemes for the blind and the dependent aged.*
The national presumption in favor of centralization is illustrated
by the conclusion of the Royal Commission on Unemployment
Insurance that “closer central supervision of the arrangements
for the assistance of able-bodied unemployed workers is impera-
tive” and its anticipation that “most of the inequalities in the
present system can be removed by a greater degree of central con-
trol and direction of local administration.” The Commission did
not go so far as to recommend a completely centralized depart-
ment for unemployment relief but it insisted on the impossibility
of continuing the old arrangement of central appropriating and
local spending: for example, the only reason it submitted for not
recommending extension of the grant-in-aid principle was that
this principle was too complicated and inflexible. There was and
is general acceptance among all groups in Great Britain of the
premlse that unemployment relief is a national problem and Te-
quires national treatment.’

* The propesals of P E P and of various commissions for the creation of
new regional administrative units have not made much headway. For a state-
ment of the former, see Planning, No. 47, March 26, 1935, p. 11, Local welfare
anthorities’ opposition has developed pnncipal]y since, not before, the new
law. See also Chapter 23

* Final Report of the Rayal Commission on Unemployment Insurance, 1932,

p. 108, ®*P E P, British Social Services, p. 11
Y Final Repori, pp. 147, 148, 140 106-13.
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There were of course more immediate pressures for centraliza-
tion. The strongest, as has been suggested in preceding pages, was
financial. The era of unlimited borrowing by the Unemployment
(Insurance) Fund from the Treasury had ceased in 1931, but the
drain on the taxpayer of transitional payments continued. In the
financial year 1930, for example, net contributions from the
Treasury (including net Treasury advances) totalled in round
numbers £22 millions, in 1931 £71 millions; the figures for each
of the three years after the 1931 Economy Act are respectively
£88, £72 and £63 millions.* The Treasury was losing more in
transitional payments than it was saving through cessation of
“loans” to the Fund. It was impossible and undesirable to trans-
fer this load to the Fund; it was almost equally impossible for the
Treasury to make good these enormous overdrafts. There seemed
no way practically of asking the local governments to take over
a larger share; rather these (and particularly in the depressed
areas) were clamoring louder and louder for further relief on
their overburdened rates.”® A test estimate made by the Ministry
of Health in 1934 showed that 28.3 per cent of total outdoor
relief in England and Wales would be eliminated by the new law;
that of total local expenditure for persons normally in work “near-
ly two-thirds was attributable o persons in respect of whom the
primary cause of seeking relief was unemployment.” Between
1923 and 1934 local governments had spent, for persons ordinarily
engaged in some regular occupation and their dependents, never
less than 28 per cent of total outdoor relief expenditures.'

By and large unemployment must be paid for and no insurance
or relief scheme is or should be expected to abolish or even mark-
edly reduce the cost. But there is no doubt that the Unemployment
Act of 1934 was intended to be at least as much a financial as a
welfare-relief measure. Particularly since the local governments
were expected to bear part of the cost and because the Minister
of Labour must go to Commons for annual appropriations for

“ Based on Siatistical Abstract of the United Kingdom, to 1935, 80th num-
ber, p. 128. The figures are for years ending March 3lst.

#Gee table in footnote 31, Chapter 6; see also Final Report of Royal Com-
mission on Unemployment Imurance 1932 pp. 348-530.

" Report of the Ministry of Healrh 1935- 36, pp. 140, 123,.In 1927 the pro-
portioh rose to 62 per cent, See also P E P, Plannmg, No. 47, March 26, 1935,

P4
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Unemployment Assistance, the Treasury hoped for a net saving.
A sentor civil servant says, “It was a Treasury scheme, an
economy measure, a control measure.” Much was made, during
the debates in Commons of “£2 millions more for relief” but the
Treasury expected a net saving.

Closely allied with this question of financing was the very gen-
eral feeling that only central control could end the wastes of local
spending of central funds. These were not universal or every-
where equally serious. There was some pushing of Public Assis-
tance cases on to transitional pavments; this could hardiy have
been avoided with Public Assistance authorities administering
the needs test for both but responsible financially only for the
former. The Royal Commission on Unemployment Insurance de-
tected many authorities giving transittonal payment cases more
generous allowances than their own Public Assistance cases.®
Even the friendly critic admits that variations in local assistance
and living standards could not account for all of the variations
in benefits between communities. Labor officially admitted its
unwillingness to have the needs test applied rigidly."® In two dis-
tricts the government found abuses so grave that commissioners
were appointed to supersede local Public Assistance authorities."
On the whole, the Royal Commission was able to trace the “re-
markable disparity” and “unwarranted variations” between the
rates of allowance on transitional payment claims among the vari-
ous local authorities to the defects of local administration, It
recommended closer central supervision to eliminate or greatly
reduce them.”

WaY UNEMPLOYMENT ASSISTANCE?

This failure in local administration was partly due to political
causes. At the time of its passage Unemployment Assistance ap-
pealed to many members of Commons as a neat way out of what
had become an annoying political situation. For years unemploy-
ment relief had been both a local and a national issue. Members,
particularly from the depressed areas, stood and fell on their
record on unemployment relief. Before each local election, reports

* Final Re%ort, 1932, pp. 61-3.

" London Times, December 18, 1934,
TP E P, Planning, No. 47, March 26, 1935, p. 3.
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a former Ministry of Health inspector, he could observe an in-
crease in the average transitional payments grant. The number of
poor had grown greatly during the depression; since 1919 popular
suffrage had increased their political importance. While adminis-
tration of the needs test for transitional payments was entirely
local, its financial, social and moral aspects and implications were
ceaselessly debated in the House of Commons. The Unemploy-
ment Assistance Board was conceived as a new application of an
old British device for getting out of political hot water: the in-
dependent commission.*® It was welcomed because it promised
the local governments some relief from their financial difficulties.
It was perhaps more welcome because it was expected to relieve
the individual politician of the ceaseless demands of his followers
for special treatment. And it was to relieve the government of
the day too: ““No Cabinet Minister will forever be answering a
catechism in the House of Commons as to why John Smith or
Mary Roberts is only receiving so much a week from this or that
local office.”**

A wide resentment at the needs test, particularly as administered
in the general Poor Law, was undoubtedly of considerable influ-
ence in paving the way for Unemployment Assistance. Labor,
we have noted, has always officially been opposed to the needs
test and at first held out against any test at all. But it compromised
on a national system separate from local politics and finance.
Some observers believe that the exposure of a new group of un-
emploved, the white-collar workers, to the austerities of poor
relief did as much to produce the break with the Poor Law as any
other. Rightly or wrongly, people distinguish in Britain between
relief through the Poor Law which carries a social stigma even
more dread than in this country, and the new national Unemploy-
ment Assistance scheme in central hands.

A final factor for centralized administration is mentioned in

*The highly successful British Broadcasting Corporation is an example.

® Davison, op. cit.,, pp. 24-5. P E P, Plarning, No. 75, May 19, 1936, p. 3.
Here, as throughout the discussion of the forces for and against centralization,
there is no attempt to evaluate each critically, This list represents what ap-
pear to have been the principal factors in the situation at the time, Certainly
ane might criticize the relative validity of any of them. Some have already
proved to have been delusions. For example, this hope of the politicians. See
Chapter 23,
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official reports: the so-called anomalies or inequalities that re-
sulted from application of the test of need for transitional pay-
ments under 200 different statutory, personnel, political, social
and financial standards. Not only were persons on transitional
payment treated quite differently; in the same community there
were illogical differences between persons on transitional payment
and those on Public Assistance. The sole difference was that the
first had once been insured, the second not. There was a general
feeling, at least in certain circles, that these anomalies were in-
appropriate in unemployment relief financed by the nation.*® The
reason cited by the Royal Commission on Unemployment Insur-
ance for closer central supervision of unemployment relief was
the hope of a “reasonable uniformity.”””* Indeed any proposal to
make a separate group of the able-bodied unemployed implies an
intention of relatively uniform treatment of the group. One
doubts, however, whether the desire for a fair coordination of the
benefits of the able-bodied unemployed would have been sufficient
to produce the Unemployment Act of 1934.*

Forces Orrosed 10 CENTRALIZATION

To this imposing list of reasons for greater centralization in
unemployment relief were opposed essentially only two influ-
ences. They were the opposition of local welfare authorities, and
local suspicion of a new central department and insistence on
preservation of unemployment relief for local self-government.
The second of these was remarkably weak: most opposition got
no further than asking for local administration of funds provided
largely or exclusively from the Treasury.”® Most British con-

*U A B Report, 1935, p. 7. # Final Report, 1932, p. 63.

# A good example of the relative and even the phﬂosophlcal nature of co-
ordinaticn, Actuarial-technical coordination of one kind would be secured
in a plan of absolutely standardized treatment of all able-bodied unemployed
in Great Britain. But absolute umformity of benefit, irrespective of variations
in local and personal conditions, is not coordination either, And, having put
all able-bodied unemployed on uniform benefit, what of coordination between
unemployment relief and other relief ? Particularly on this last the answer will
be empiric when it is not philosophical. Coordination like centralization is
always relative,

®The alternate proposal of the Royal Commission, a system of central
grants-in-aid to local governments under Ministry of Labour supervision,
was so intimately connected in the popular and political mind with hatred of
Public Assistance, it was never seriously considered by Parliament.
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sider the fear of loss of self-government in this sphere academic:
a meaningful commentary on their attitude toward centraliza-
tion.”* The position of the local welfare authorities, essentially
professional and not political, was much more firmly taken but
it was weakened immeasurably by local government dependence
on central financing. Centrally administered Unemployment As-
sistance was and is undesirable because “poverty is indivisible.”*
The only sound approach to a dependency problem is through the
family and the family needs help for many reasons, often in-
extricably mixed, other than unemployment. It is not possible to
make a separate category of the able-bodied unemployed and pre-
serve this unitary family case work approach. It is undesirable
too because it is unnecessary: Public Assistance staffs cannot be
eliminated or even measurably reduced. Public Assistance must
always stand by for the residual, as well as the comprehensive
relief job, A new agency will merely duplicate facilities, duplicate
administration of the needs test even in the same cases. A new
central agency cannot hope to recruit the efficient staff commanded
by most Public Assistance officials. Central regulations are bound
to he less fAexible. Finally, transitional payments administration
was never the disgrace that politicians like to say it was, and in
any event, concluded the Royal Commission, the remedy for
abuses lies in closer central supervision, not creation of a new
central administration.”

A trend is an approximation of the direction of a movement
and the movement never ceases. Over three years have elapsed
since. Unemployment Assistance was presented to the British;
in this time U A B has continued to be almost a daily headline
and Parliamentary interest. There has been, interestingly enough,
much more discussion of the principles of centralized unemploy-
ment relief since 1934 than before. It is too soon to make long-
term predictions but it is a fact that to date nearly all criticism of
Unemployment Assistance has been directed toward improving
centralized administration, not toward abolishing it. Unemploy-
ment Assistance has not reached its final form. It never will; the

™ For a statement of the opposite view, see P E P, Planning, No. 47, March
26, 1935, 1. 6.

®*P E P, Plapning, No. 75, May 19, 1936, p. 2.
* Fingl Repart, 1932, pp. 147, 110-12, 140,
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British may conceivably even reverse their direction.”” It does
not seem probable,

* Allocation of Unemployment Assistance to a new central agency instead
of an existing department is hardly an instance of reversal, Indeed the present
system is much more centralized (in administration, not mercly supervision)
than was the proposed plan of the Royal Commission, which would have
given the Ministry of Labour supervision over unemployment relief spending
by local goverument authorities. This recommendation would have resulted
in unification of Unemployment Assistance supervision at the top but not
at the local level

Creation in the 1934 Unemployment Act of the Unemployment Insurance
Statutory Committee provides a somewhat similar instance. Here the need
of an independent authority in unemployment insurance finance was the im-
pelling motive. But this authority is entirely a central one, Its creation repre-
sents a2 sort of (administrative) decentrabization at the top level; relations
between it and the Ministry of Labour are partly those of equals, partly those
between a supervising and supervised agency. For a critique of British un-
employment insurance-assistance arrangements, see Chapter 23.



PART III
THE TREND TOWARD COORDINATION

Introduction

CENTRALIZATION IN social insurance, despite opposing forces, is,
as we have seen, a strong influence. It is important in a study of
coordination because it is usually the means, if any, by which
better coordination is achieved. Centralization, as German and
British experience shows, does not always or usually have better
coordination for its purpose. Centralization within an msurance
institution is in fact a deterrent to inter-insurance coordination;
but centralization, particularly of supervisory powers, ie., exer-
cised over insurance bodies, is almost always the method by
which coordination is accomplished. In the illustrations of the
trend toward improved coordination which follow, many cases
are mixed, but it is always possible to indicate the significance of
each case in terms of better coordination, Coordination through
centralization is not perhaps the ideal way to more rational or-
ganization and administration but it is the surest, the most re-
liable way.

The forces operating most direcily in behalf of better coordina-
tion are principally two, and both financial: the slow pressure of
increasing financial burden; the sharp pinch of financial emer-
gency. Of these the first is much the more common. A very weak
third factor working for improved coordination is recognition of
and a frontal attack on the inequities and wastes of a badly co-
ordinated system. Again it is hardly possible to find an unmixed
case. Examples of the first tend to shade off toward examples of
the second, particularly in Germany where since the War it has
been the fashion to ascribe most radical reforms to the compul-
sion of financial crisis. It is impossible to find a single illustration
of the third cause entirely untinged by financial considerations.

It is the purpose of the following discussion of British and
German coordination trends, not to attempt an impossible pre-
cision of distinction between evidences of centralization and co-
ordination, but to discuss those aspects of social insurance de-
velopments that illustrate most clearly the possibilities of improv-
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ing coordination in a poing system. Change comes much more
slowly and tentatively than in centralization; the showing will
on the whole not be as impressive. There is no broad social and
political background to support and help explain it, Usually there
is no long chain of events that builds up neatly to a climactic peak.
But the possibilities of achieving coordination directly, as con-
trasted with indirectly through centralization, are still consider-
able, and none the less so because they must be achieved sporadical-
ly and under special difficulties.



CHAPTER 12
SOCIAL INSURANCE COORDINATION IN GERMANY!

CoORDINATION FOR FINANCIAL REAsoNs

FinancraL causes lead to improved organizational and actuarial-
technical coordination both directly and indirectly. Whether the
law happens to mention it or not, one important force operating
for coordination in social tnsurance is the practical necessity of
equalizing, roughly at least, the financial burden among the vari-
ous insurances or among those who pay contributions, and of as-
suring that the total burden does not become unbearable. This
produces, indirectly and with varying success, a form of organi-
zational and actuarial-technical coordination. Administrative
specialists, honest and capable as they may be, are enthusiasts;
each group, intent on its own objectives, tends to lose sight of the
whole picture, and works busily at “improving” or defending its
own sector of the line. Legislators or their totalitarian equivalents
must keep an eye on the whole. Resentful as they are at political
dictation, broad-gauged administrators admit this coordinative
function of the layman-politician. In Germany the increasing
scope and cost of social insurance in times of increasing national
financial strain has naturally led to reconsideration of the social
insurance burden and its effect on the national income. Despite
pressure from various international commissions supervising
reparations payments to reduce this burden, the Germans held
solidly for the essentials of their social policy. But increasingly
and with closer attention they have scrutinized the financial
! The materials which form the basis of this Chapter include: I. L. O.:
Industrial and Labour Information, May 12, 1930, p. 205, August 3, 1931, p. 168,
Januvary 4, 1932, pp. 14-17, Annual Review, 1930 pp. 288-9, Benefits of the
German Sickness Insurance System (1928), pp. 153-73, and an unpublished
manuscript by B. Kappenberg, Grundriss des Ferwaltungsdienstes der Triger
der Invalidenversicherung (Deutschland); Proceedings of the First Inter-
national Congress of Social Insurance Specialists (Budapest, 1935): Esser,
p. 165, Gorling, pp. 187-99; Federal Ministry of Labor (Berlin}: unpubhshed
Memorandum to the author, September 23, 1937; Schieren, in Deuische Ver-
waltung (Berlin: October 20, 1936), p. 311 German Social Insurance, 1935,
Summary 71, p. 533 Abrechnung i der Im'a!:denverncherunq fiir 1935, Reichs-
versmherungsamt (Berhn no date), pp. 3, 10; E. C. Donaldson Rawlins, Eco-

nomic Conditions tn Germany 1o March 1936 {London: H. M. Stationery
Office, 1936), p. 221.
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aspects of their social insurance system, particularly its adminis-
trative costs.

HEALTH INSURANCE

The first reforms in health insurance in 1930, for example,
were announced with the explanation that the ‘“‘government con-
sidered that the increase in the health insurance budget should be
considered in relation to the expenditure of other branches of
social insurance, the general economic position and the new re-
quiremnents of unemployment insurance, which would shortly call
for an increase in contributions.’”* The tota) burden of social in-
surance costs had become so great it could not be increased, so
health insurance contributions were lowered to conserve resources
for unemployment. The Federal President’s order of July 26,
1930 placed a maximum of 6 per cent on contribution rates and
reduced health insurance fund obligations; on the average, con-
tributions to health insurance were decreased by 10 per cent. An
order in 1931 made possible reduction of contributions to miners’
health insurance funds by requiring use of reserves exceeding a
specified level. The announced reason was to permit a concurrent
increase in contributions to miners’ old age-invalidity insurance,
which had been in financial difficulties for a long time. In the
fourth order of the Federal President, issued December 8, 1531
“to assure economic and financial stability,” health insurance
funds were authorized to levy on reserves, to discontinue pay-
ments into reserve funds. This was specifically intended to obvi-
ate increases in contributions.® All these events had as their cen-
tral purpose the better actnarial-technical coordination of the
various health insurance bodies with each other and with the other
social insurance organizations.

With two exceptions other developments toward coordination
in health insurance in the past 5 years have been incidenta! or
due to causes primarily other than financial. Both illustrate direct
attempts at coordination. One, the transfer of the custody of
health insurance reserves to the old age-invalidity bodies of the
state (province), has already gone into effect* It has already

1. L. O, Industrial and Labour Information, September 15, 1930, p. 35L

*For full citation see footnote 19, Chapter 7.

*Third order for the reorganization of the social insurance system, Decem-
ber 18, 1934.
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produced important advantages, in the reduction of money and
security transfers and in higher interest earnings. The individual
funds formerly kept their moneys principally in savings banks
and cash and averaged only a 2 per cent return. The average now
is approximately 4 per cent.® The significance of this step, which
in one area of operation extends organizational coordination prac-
tically to unification, is important and provides a precedent, if any
were needed, for the much more ambitious proposal to set up a
Gemeinlast or national equalization or reinsurance fund. This
remains for the future and will have to be introduced very care-
fully and gradually if at all; its introduction in health msurance,
as in old age-invalidity, would have the practical effect of modi-
fying extremely or eliminating the century-old tradition of inter-
fund benefit inequality and the fingncial autonomy of each fund.
Even if only partially applied, the Gemeinlast, by supplementing
the income of poorer funds out of a common pool contributed
by all, would practically elimiinate inequalities in the cost burden
between rich and poor funds, industrial and non-industrial popu-
lations. Tt would take away the chief advantage of the privilege
of operating establishment and other special funds. It would be a
long and decisive stride toward a single health insurance fund for
the entire nation. That the idea has as much as achieved the
publicity of the statute books is token of the rapidity of social
change in Germany in the past 5 years. It had been discussed for
many years among the experts in the Ministry of Labor, but with-
out any real expectation that it would come to pass.

UNEMPLOYMENT INSURANCE AND RELIEF

Unemployment insurance and relief developments show direct-
ly and indirectly the influence of financial considerations. We have
already noted how unemployment and health insurance costs are
considered together. Germans consider that unemployment insur-
ance and local relief problems are even more intimately refated.
In 1930 a new tax was levied on tobacco. Because this was ex-
pected to throw workers on the street, a provision was included

® Further savings resulted from other steps in the old age-invalidity merger,
taken primarily for non-financial reasons. For example, the state old age-
invalidity Institutions sold or otherwise disposed of numbers of convalescent

institutions formerly operated by health insurance funds with no or small need
of them.
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in the tax act to assure unemployment insurance benefit, even
though the unemployed persons had not satisfied the qualifying
period requirement. The Federal Institution for Employment
Service and Unemployment Insurance was instructed to pay the
unearned benefits, charge the federal Treasury. Similar orders
were issued in the same year to protect persons discharged from
the Army and federal police. In 1930 the Federal President and
the Ministry of Labor progressively increased unemployment in-
surance contribution rates from 3.5 to 6.5 per cent of wages, and
shortly thereafter announced payment of emergency unemploy-
ment relief (Krisenunterstiitzung) to practically all trades be-
cause of the startling increase of persons on relief in the cities.
“The increase in the number of unemployed receiving relief from
municipalities was a great danger to the financial stability of the
towns.”"®

A striking, though a severely criticized, example of attempted
coordination in the unemployment insurance-emergency unem-
ployment relief field is the cooperative arrangement by which
since 1933 the Federal Institution finances the entire cost of both
kinds of benefits,” entrusts administration of the needs test (a
condition of practically all payments) to the local authorities.®
The reasons are directly and starkly financial. Progressively as the
crisis of 1931-32 developed the Federal Institution was forced to
take over financial responsibility for unemployment from the local
governments; to minimize this as much as possible, insurance
benefits were reduced in 1932 by an average of 23 per cent and
were made dependent on satisfaction of a needs test after the
sixth week of unemployment. Application of the needs test was
transferred from the local employment offices to local welfare

“I L. O, Industrial and Lobour Information, November 10, 1930, p. 233,
There were important social and political reasons also. In recognition of these,

Germans call ali social, and particularly unemployment insurance, “window-
pane insturance.”

"Geselz iiber Anderungen der Arbeitslosenhilfe (law on modifications of
the unemployment relief system), September 22, 1933 (R. G. BL I, p. 656).
See Chapter 23 for a description of the current situation.

*President's Ewmergency Insuronce Order, June 14, 1932, Part 1, Ch. 1,
Att, 1; Verordnung niber die Hohe der Arbeiislosenunterstitzung und die
Austihrung ifentlicher Arbeifen (order on the amount of unemployment
benefit and the execution of public works), June 16, 1932 (R. G, Bl. I, p. 305).
Both modified by Ferordnung des Retchsarbeitsministers dber die unter-
stiitzende Arbeitslosenhilfe (order of the Federal Minister of Labor on un-
employment benefit), December 22, 1937 (R. G. BL I, p. 1410}, sect 2.
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authorities in order to secure uniformity of standards between
unemployment and other relief.® The significance of this coopera-
tive arrangement between the local authorities and the Federal
Institution lies not in the precise degree of its success or {ailure,
but in the possibilities it suggests and the questions it raises on
the organizational and actuarial-technical coordination of central
relief financing and local relief spending, and on the policy of
treating all able-bodied unemployment relief cases on the same
general principles. Before the advent of insurance in 1927, the
unemployed on relief had also been treated more or less as a
group, but on a completely local basis which varied for each com-
munity; this variation continued after insurance began. It con-
tinued indeed until 1932.*¢

OLp AGE-INVALIDITY INSURANCE

Old age-invalidity insurance also shows a trend toward closer
coordination, The so-called Schlissel or formula for apportion-
ing the obligations of the territorial bodies for wage earners (as
distinguished from salaried employees), unheralded on its intro-
duction and except by a few experts unnoted today, has practical-
ly abolished their financial autonomy.

The Schliissel has the effect of creating a complete Gemeinlast,
or reinsurance fund, for all old age-invalidity bodies for wage
earners. The partial Gemeinlast, or partial pooling of resources,
is an old story in German old age-invalidity financing. Ten years
after the original law of 1889 the first modification of territorial
fund autonomy was made by requiring that all of the basic in-
validity benefit (Grundbetrag) and 73 per cent of the old age
benefit should be met out of common and not individual insurance

* A parallel development was embodied in an Executive Order in 1932, re-
quiring all so-called AWE (Anerkannte Wohlfahrtserwerbslose), able-bodied
unemnployed supported partly by the local governments, partly by federal sub-
sidy, to be certified as such by the local employment offices of the Federal
Institution. (See footnote 5, Chapter 23.) .

* This development illustrates admirably the distinction between organiza-
tional coordination and centralization. It was a step away from both ad-
ministrative and supervisory centralization, perhaps a permanent one, But not
necessarily from coordination. Indeed, one might reason that the less central-
ized the organization of an institution or group of institutions, the greater the
need for a plan of coordination between the decentralized members. Actually,
the less the centralization the less usually the control of the parts.

For details of the unemployment insurance-relief controversy, see Chap-

ter 23,
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body funds.™ In one form or another a partial Gemeinlast was
continued until the inflation crisis of 1921 when, in the general
breakdown of old age-invalidity financing, all distinction between
common and individual fund responsibility disappeared.'* The
Schliissel of today dates from the reorganization of old age-
invalidity insurance after the inflation. It permits continnance of
the German tradition of territorial organization for wage earners’
old age-invalidity insurance and retains this organization for ad-
ministrative purposes. T'o minimize the administrative difficulties
and wastes of a system of completely autonomous bodies and to
equalize the financial burdens of bodies of different strength, it
imposes a rough and simple division of current pension costs.
Under the Schiiissel each state body maintains its own facilities
and personnel for collecting contributions on behalf of and pay-
ing benefits to wage earners currently living within the state. But
at the end of each year “‘pemsion expenditures, in so far as they
are not supplied by the Reich, are assumed by the insurance bodies
as a group, in proportion to their contribution income for the same
year.”® There are no figures to show to what extent current pen-
sioners originated in or at some time contributed to other state
institutions, but even in a country like Germany, where until re-
cently internal labor migration has been relatively small, the pro-
portion after 50 years is considerable. On the purely administra-
tive side, some such compromise with autonomy is necessary (cf.
the rough average allowances in settlements between German in-
dustrial accident and health insurance bodies discussed in Chapter
13) to eliminate the insupportable mass of correspondence, de-
tailed records and elaborate cross-accounting that would be re-
quired to maintain an orthodox debit and credit for each insured
member’s contributions and benefits in his original state institu-
tion.** The direct financial effects of the Schliissel on the sharing
of pension costs among the state bodies are even more important.

" Twa other minor costs were also transierred to the common responsibility.

®The Law of July 23, 1921 intended that each territorial body was to be
responsible for one-tenth of its own pensions, but “this requirement did not
prove practicable” (Memorandum from the Federal Miistry of Labor
to the author, September 23, 1937.)

W Federal Insurance Code, sect. 1386,

" Precise records and strict territorial autonomy become increasingly less
meaningful and justifiable when the federal government contributes important
sums to old age-invalidity insurance finances.
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The Schliissel is admittedly and intendedly an approximation
and does not pretend to hold a balance between the numerous
complicated and changing factors that determine pension costs
over a period of years. Indeed the contrary, Its purpose is “equ-al-
ization of the burden which is justified by the different paymg
abilities of the insurance bodies.”™ One reason why German of-
ficials do not worry overmuch about precision in allocating old
age-invalidity costs is that the federal government is now con-
tributing nearly 40 per cent of total old age-invalidity expendi-
tures.’® Another is that inflation and deflation have impressed on
them, if they were not impressed before, the complete inter-de-
pendence of the old age-invalidity bodies not only with each other
but with the federal Treasury, As a matter of fact, the results
produced by the Schliissel work out differently, not only from
what would happen if all the factors influencing cost were scrupu-
lously regarded, but also if the individual Institutions absorbed
without redistribution each year’s pension payments to bene-
ficiaries, including sums obligated for other Institutions. For the
year 1935, for example, the proportion of pensions paid to bene-
ficiaries by the Berlin Institution to total pensions paid for the
entire system was 7.09 per cent. The Schliissel, based on current
ability to pay, ie., on the current proportion of Berlin to total
contribution income, apportioned to Berlin 8.78 per cent of total
pension payments. East Prussia had percentages of 2.77 and 2.35
respectively; Pomerania, 2.34 and 2.37.

It is impossible from published statistics to check the extent to
which this equalizing factor influences the financial burden of the
individual funds. One can make a few crude assumptions, draw
from them a few c¢rude conclusions. One can assume, for exam-
ple, that states with relatively declining populations, such as
Pomerania, will have a relatively high proportion of pensioners,
a relatively small proportion of current contributors, and that Ber-
lin, with a rising population, will have the opposite. Given these

¥ Esser, op. cit., p. 162,

“Since April 1, 1938, the federal government specifically guarantees the
funds required to provide benefits over and above those produced ‘“by contri-
butions and other income.” (Gesetr iiber den Ausbau der Rentenversicherung:
law for the extension of pensions insurance, December 21, 1937 [R. G, BL'1,
p. 1393] sect. 32.) An important new source of “other income” in the future will

be the Federal Imstitution for Employment Service and Unemployment In-
surance. For recent changes, see Chapter 23.
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crude assumptions and ignoring all other factors that influence
pension costs and contribution income, Pomerania would be ex-
pected to withdraw today relatively more in pension expenditures
than she contributes to income, Under the Schliissel, for 1935 at
least, the disproportion is the other way. On the other hand, the
relation of the Berlin and East Prussian percentages coincides
with the expectations of the simple assumption (the former with
a rising, the latter with a declining population). A further rough
test of the effect of the Schlissel may be applied by comparing the
ratios of contribution income to pensions expenditure for the
individual Institutions with the average for the whole system. The
1935 national average was 85.2 per cent; i.e., the contributions
failed to cover pensions by about 14.8 per cent,’” The ratios for
Berlin, East Prussia and Pomerania were 1024, 72.5 and 86.5
respectively. Both East Prussia and Pomerania, given our as-
sumptions, would be expected to cover their pensions less ade-
quately than the average. Under the Schliisse]l Pomerania takes
more than its share, East Prussia less. Berlin not only exceeds the
average, it more than covers its own pension payments out of con-
tributions. We can be sure of only one result of the Schhissel.
Whatever the reason for these variations, there is no question of
its equalizing effect on the old age-invalidity insurance financial
structire, that is to say, its coordinative effect both on organiza-
tional and actuarial-technical features. “It is certain that insur-
ance bodies in agricultural districts are relieved of many millions
at the expense of institutions in industrial and metropolitan dis-
tricts.”*®

Events since 1933 have decidedly increased the organizational
coordination of the old age-invalidity system. The heterogeneity
of the system has been deplored for many years by German spe-
cialists, Even today this heterogeneity still exists, but steps have
been taken to simplify it. The basic law of December 7, 1933 for
the first time legislated at once for old age-invalidity insurance
for wage earners, for salaried employees and for miners. The

* The rest is made up by federal government subsidy. Government, in fact,
gave a sum equal to 39 per cent of total pension payments in 1935, The dif-
ference between this and the deficit indicated by the 14.8 per cent figure is
aecounted for principally by an increase in surplus of about RM 230,000,000.
23 ‘l’glggderal Ministry of Labor: Memorandum sent to the author, September
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financial importance of this statute “‘to maintain the solvency” of
the three institutions is indicated by the provision that in the
future the scale of contributions will be determined, not by the
Federal Ministry of Labor alone but by this Ministry in consulta-
tion with the Federal Ministries of Finance and Economics.®® In
miners’ insurance the Federal Finance and Labor Ministers are
jointly responsible for determining the amount paid by the Federal
Institution for Employment Service and Unemployment Insur-
ance, for the protection of unemployed miners’ benefit rights.®
For the first time, in the 1934 Law for the Reorganization of
Social Insurance, old age-invalidity insurance for wage earners
and for salaried employees was joined under a single title, pension
insurance (Rentenversicherung). This change—a part of the
federal government’s decision to abolish the “disunity and com-
plexity” of the social insurance structure—has an importance
that is yet largely potential and, as with the health insurance rein-
surance fund, may take time to eventuate. But the principle is
established; coordination comes in just such tentative piecemeal
fashion, For the first time, too, the Federal Insurance Office was
given direct supervision over old age-invalidity insurance for wage
earners and salaried employees, aver the special funds for marine
workers and miners and over the Federal Railway Insurance In-
stitution, newly consolidated out of four predecessor funds.™
In 1935 the substitute {special white-collar) old age-invalidity in-
surance funds for salaried employees were terminated.*

The significance of these changes is so broad that they pervade
all aspects of the system, but essentially they were introduced as a
stage in the financial reorganization of the old age-invalidity in-
surance structure. It is interesting to note that, while the new old

® Gesetz zur Ervhaltung der Leistungsfohigheit der Invaliden-, der Ange-
stellten- und der knappschaftlichen Versicherung (law to maintain the solvency
of invalidity, salaried emplovees’ and miners’ insurance), December 7, 1933
(R.G. Bl I, p. 1039}, Part 2, sect. 7 (2).

* Retchsknappschaftsgeselz (Federal Miners’ Benefit Society Act), June
23, 1923 (R. G. BL 1, p. 431), Part 8§, sect. 112 (3), as amended by Order of
Mag 17, 1934 (R, G.BL I, p, 419).

Law for the reorganization of the social insurance svstem, July 5, 1934,
Part 4, sect. 2 (1),

2 Neunte Verordnung sum Aufbau der Sozialversicherung: Ersatz- und
Zuschusskassen der Rentenversicherung (ninth order for the recrganization
of the social insurance system: substitute funds), August 6, 1935 (R. G. Bl
I, p. 1087), Part 1, sect. 1.
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age-invalidity laws call for increased centributions, it was an-
nounced these could not be raised until unemployment contribu-
tions could be reduced in the same proportion.®

It would be possible to cite other examples (organizational and
actuarial-technical } of coordination arising out of financial neces-
sity: for example, the introduction of the Gemeinlast, or reinsur-
ance fund, into industrial accident insurance in the fourth order
of the Federal President (December 8, 1931) which empowered®
the Minister of Labor to impose joint assumption of pension costs
“up to one-half of the sums necessary to meet the pension ex-
penditures for the years 1931 and 1932.” This was distinctly a
result of the financial crisis of these years and was announced as
introducing only a temporary change in the status of complete
financial autonomy of the industrial accident bodies. But the
precedent is an important one and one likely to be recalled if an-
other emergency arises.

Non-FinavciaL Factors Leabping To COORDINATION

Examples of improved coordination in which financial reasons
are not controlling or at least important are hard to find. This is
partly due to the temptation of reformers to ascribe the need for
all changes to financial stress. It is an argument, honest or not,
that appeals to everybody. Partly it is because only financial emer-
gency can break down the resistance of entrenched bureaucracy,
group prejudice and vested interests in general. But primarily it
is because coordination for non-financial reasons must come chiefly
through voluntary action, which is not enough. The two major
exceptions to this generalization found in Germany (the Federal
Soctal Insurance Code and the new arrangements between the
health and industrial accident bodies) are only partial. The latter,
for example, are strongly tinged with financial constderations.

There is no intention here to ignore motives and forces other
than financial in German social insurance legislation, particularly
in the past 5 years, There are elements, we have seen, of coordina-

®For later developments in this direction, see Chapter 23,

*This power was never invoked by the Minister, because it has not to
date proved practicable. . . . Since it develops that, as far as we can see, there
will be no need for the Gemeinlast in the future, cancellation of this authority
is anticipated.” (Federal Ministry of Labor: Memorandum to the author.

Septernber 23, 1937.) All of which provides an example of the sturdy autonomy
of the industrial accident funds.
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tion even in the most extreme examples of centralization, and
centralization often has nothing to do with financial reasons. The
transfer of health insurance reserves to the old age-invalidity
bodies, and the Gemeinlast, are predominantly financial measures;
on the other hand the gradual integration of the funds with the
old age-invalidity insurance system and the gradual suppression
of the local Insurance Offices are predominantly not. The rear-
rangement of the social insurance administrative structure an-
nounced in the Reorganization Law, which forecasts a distinct
centering of authority at the state level, is a coordinative step of
the first importance, This is not primarily a financial change. Both
financial and other reasons for the legislation are given in the
preamble to the Reorganization Law,® although it is a fair state-
ment that without the financial argument the others would prob-
ably not have been enough to justify it. The relative insignificance
of German progress toward coordination when unsupported by
centralization is the best proof possible of the validity of this
generalization,

For years the supervisory authorities had attempted, for ex-
ample, to encourage closer cooperation between the national as-
sociations representing health, industrial accident and old age-
invalidity insurance bodies, and doctors and welfare authorities.
A national cooperative association (Reichsarbeitsgemeinschaft)
was to carry out a general program of health provision for the
nation; it was erected on state and district organizations which
sometimes included welfare bodies. The plan never achieved im-
portant practical results. It was not compulsory, it attempted
to cover scores of highly different institutions, it was neces-
sarily drawn up in the broadest of terms.*® The most effective
cooperation on broad public health questions in Germany op-
erated not at the national but at the state level. The first state
association to embrace various social insurance institutions dates
only to 1920; also the first to include welfare institutions. By
1926, 17 of these state associations were at work. While they

¥ “In order to eliminate the disunity and complexity of social insurance and
through coordination (einheitliche Zusammenfassung) to strengthen its sol-
vency, reorganization will be undertaken according to the following principles.”

* Richtlimien tiber Gesundhettsfirsorge n der Versicherten Bevolkerung
(instructions for health provision for the insured population}), February 27,
1929 (R. G. BL I, p. 69). These emphasized measures for tubercular and
venereal disease,
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varied tremendously in scope and representativeness of member-
ship,” rested on voluntary action and included bodies of quite
dissimilar traditions, organization and efficiency, they provided a
manageahle and fairly effective machinery for joint and uniform
action on such matters of cotnmon concern as the making of agree-
ments with hospitals, the establishment and operation of joint
hospital facilities, negotiations with the medical profession and
apothecaries, health education and the like. Within its limits the
most effective voluntary cooperation has been between adminis-
trative bodies in the same field of insurance, state and national.
The successes of German health insurance education are mostly
to the credit of a few individual funds and to these health in-
surance associations. On the whole voluntary efforts at coordina-
tion, because of the number and astounding heterogeneity of Ger-
man social insurance institutions, are not enough. In this fact is
the real importance of the transfer of the so-called community
health functions from the individual health insurance funds to the
state old age-invalidity bodies.®®

THe FEpErRAL SociaL INsuranceE Cobe

The Federal Social Insurance Code and the cooperative ar-
rangements between the German health and industrial accident
bodies furnish two illustrations of organizational and actuarial-
technical coordination by direct attack. This Code, as Germans
themselves admit, has many lacks but it is nevertheless a marvel
of codification, combination and coordination. Like the social in-
surances themselves it is the product of evolution; it dates not
from the 1880's but from 1911. It is constantly being revised in
detail, its last general revision being in 1924, At present it 15 go-
ing through another basic revision, the better to integrate and
assimilate the nearly countless amendments of the last 5 years.
It is expected that certain recommendations {such as elimination
of the local Insurance Offices) of the Academy of German Law,
a semi-official committee, wiil be included in this revision.

It is not necessary or possible here to analyze the Federal Social

T ntil September 1937 membership of a health fund in a state or national
association was voluntary, Zwélfte Verordnung sur Neuwordnung der Kranken-
versicherung (twelith order for the reorganization of health insurance), Sep-
tember 6, 1937 (R, G. BL T, p. 964).

’;For the significance of the Reorganization Law in this sphere, see Chap-
ter 9,
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Insurance Code in detail ; what follows is a summary of its scope
and basic purposes and of its principal omissions. It is divided
into six Books, as follows (the main sub-heads for Book Il are
added here for illustrative purposes):

Book 1. General

Book 1I. Health Insurance
Scope of insurance
Benefits
Insurance bodies
Legal provisions
Supervision of insurance bodies
Contributions
Health insurance associations
Special occupational groups
Substitute funds
Judicial and penalty provisions

Book III. Industrial Accident Insurance

Book IV. Oid Age-Invalidity Insurance

Book V. Relations among Inswurance Bodies, and be-
tween Insurance Bodies and other Authori-
ties

Book VI. Procedure

The Code achieves coordination in the following ways:

It lays down general principles on the scope of federal social
insurance (Reichsversicherung), on insurance bodies, on insur-
ance supervisory authorities and on certain other questions of
general application, such as penalties and prohibitions (all of
Book I), and on general administrative and appeal procedure
{(Book VI). In considerable part these principles are the same
for all branches of insurance, in part the material in these Books
represents a convenient and compact device for comparison.*
For example, the section on local Insurance Offices is common to
all; but decisions by the insurance bodies are made differently in
industrial accident and in old age-invalidity insurance.

It defines in considerable detail the relations among the social
insurance bodies, and in certain cases between the social insurance

o

]

™ All applicable principles are not included. For example, the important
Reorganization Law of July 5, 1934 has not yet been integrated with the Code,
although it modifies the provisions of the Code considerably.
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bodies and the public welfare authorities (all of Book V). As for
the rest of the subjects treated in the Code, this is not the whole
law, or even the bulk of the law on the subject, because it is
phrased in general terms and must be supplemented by dozens of
orders, ministry instructions and agreements between the inter-
ested parties. But it provides all-important basic principles for
inter-insurance body cooperation.

The nature and scope of Book V deserve brief illustration. Part
1 for example defines the relations of health to industrial acci-
dent insurance, health to old age-invalidity insurance and indus-
trial accident to old age-invalidity insurance. Just to make sure
that all the ends are tied together, extensive cross-references are
made to other sections of the Code that treat each of these in-
surances in detail. To cite an illustration of the nature of these
definitions from the section on the relations between health and
old age-invalidity insurance:
Division of liability

(1) If the state [provincial] old age-invalidity institution initiates
the process of treatment, it must continue treatment for the duration
of the illness according to the regulations of the health insurance
fund of the sick person. If the institution places the sick person in
a hospital or a convalescent home, it can cancel, for the period of
treatment, partially or entirely, the old age-invalidity or widow’s
pension,

(2) The health insurance fund must reimburse the institution to

the extent that the sick person would have a claim on the fund for
cash benefit. (sect. 1518)

Part 2 of Book V covers the relations of social insurance bodies
to other authorities. Here is a statement of the basic relations be-
tween insurance and welfare bodies:

Right of welfare bodies to reimbursement

1f the local government or other welfare body supports a needy
person according to law during a period in which he had or has a
right to benefit under this law, the local government or the welfare
body can claim reimbursement up to the amount of this right. (sect.
1531)

Of particular interest for coordination is Part 5 of Book V, on
insurance transfers (Wanderversicherung). Depending on how
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one looks at the materials in this section, they may be considered
as a triumph of coordination or as a demonstration of its utter
lack.*® Regulations covering msurance for “wanderers” are neces-
sary because of the amazing heterogeneity, territorial and occu-
pational, of the German old age-invalidity system. The same per-
son may be and often is insured at various times in the system
for salaried employees, the system for wage earners, and the sys-
tem for miners which in turn provides separately for salaried
employees and wage earners. Part 5, Book V of the Code does its
best to keep these tangled relations straight but no German au-
thority is proud of it except perhaps as proof of the ingenuity and
tepacity of the human mind. The following is one of the less
complex provisions of this part of the Code:

Waiting period, benefit rights, old age-invalidity insurance for wage
earners, old age-invalidity insurance for salaried employees, miners’
old age-invalidity insurance for salaried employees

In determining the fulfillment of waiting period requirements, and
the maintenance and renewal of benefit rights, all contributions [to
the insurances named] are considered as a unit. For mirers’ old age-
invalidity insurance for salaried employees, this applies only for that
part of benefits not in excess of benefits provided in the law for old
age-invalidity insurance for salaried employees [other than miners’].
(sect. 1544, a)

We have said that the Code is not all-encompassing. At the
moment, in fact, it does not include the whole social insurance law
as the important law of July 5, 1934 is not yet incorporated. The
expression, federal social insurance (Reichsversicherung), now
includes health, industrial accident, old age-invalidity for wage
earners and salaried employees, and miners’ insurance (this in
turn covers health, old age-invalidity insurance for wage earners
and salaried employees engaged in mining, but not industrial acci~
dent, which is under the general industrial accident insurance
system ).’ Of these, old age-invalidity insurance for salaried em-
ployees and all of miners’ insurance still remain technically outstde

* Actually the first rather than the second, Mere complexity does not make
coordination impossible. It makes it more difficult, Simplification is usualty the
handmaid of improved coordination.

™ Law for the reorganization of the social insurance system, July 5, 1934,
Part 1.
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the Code although their early inclusion is forecast.*® Unemploy-
ment insurance, the orphan of the social insurances, is not even a
part of federal social insurance, enjoys a completely separate
status in a completely separate law.*® There are numercus cross-
references, as there must be, between unemployment insurance and
health insurance in the unemployment insurance law, but not in
the Insurance Code. To summarize, for example, a section from
the unemployment insurance law on required deductions from
unemployment insurance benefit:*

1. Pensions from social or private insurance.
2, Pensions from relief authorities and for war, military or
police service,

The following income is not deducted:

1. Small sums for so-called nursing benefit in industrial acci-
dent insurance,

2. Small sums for so-called nursing supplements, supplements
to provide dogs for leading the blind, and supplementary
relief pensions, etc., etc.

A great deal of organizational and actuarial-technical coordina-
tion, of course, is possible between insurances, as between unem-
ployment and health, without actually combining them in a single
hasic law. A great deal has indeed been done.®® Ultimately all the
social insurances, except possibly unemployment, will rest within
the Code. It will then really be, as it now claims to be, a truly
national law,

. = Cf. Book T, Part 1, sect. 1 of the Code and Part I of the Reorganization
aw.

¥ The word “enjoys” is used advisedly. See Chapter 18, discussion of
government-insurance body relations,

“ Employment service and unemployment insurance law, October 12, 1929,
sect. 112 (a). Tn Part B, I of Erlass des Reichs~ und Preussischen Arbeits-
ministers und des Reichs- wund Preussischen Minisiers des Imnern dber die
Priifung der Hilfsbediirfiigheit bei der Arbeitslosenunterstitzung (instructions
of the Federal and Prussian Ministers of Labor and of the Interior for the
application of the means test for unemployment benefit), January B8, 1938
{R. A. BL I, p. 14), 1B specific kinds of benefits are anthorized to be ignored
in calculating unemployment insurance benefits.

¥ For further details, see Chapter 20.
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A CASE STUDY: GERMAN INDUSTRIAL ACCIDENT AND
HEALTH INSURANCE

THE coorbINATION produced by the Federal Social Insurance
Code is necessarily on broad lines. Recent important changes in the
cooperative arrangements between the industrial accident and the
health insurance bodies in Germany furnish a concrete insiance
of organizational and actuarial-technical coordination, relatively
rare, brought about (a) where financial considerations were not
the most important, and (b) largely through the activities of
highly autonomous insurance bodies and not the federal govern-
ment. The two characteristics are connected. Relations between
the industrial accident and health insurance bodies lie largely in a
field in which the federal government can advise but cannot com-
mand. The government must be and is willing to work by indirec-
tion, through encouragement and advice. These new arrangements
are the end-product of years of discussion,' and more particularly
of a series of conferences beginning in 1934 between the four
national associations of health funds and the national association
representing the industrial accident insurance hodies. Agreement
was finally reached in 1936. This agreement was approved and
announced in June 1936 in an order of the Ministry of Labor;?
with supplementary regulations it constitutes the new law in an
important though not a dramatic area of social insurance or-
ganization and administration.

For many years the two groups of bodies have not seen eye to
eye on certain of their joint problems and particularly on the
difficulties and misunderstandings resulting from their joint ac-
tivities. Among interested persons discussion has been wide and
and free, but these are technicians; politicians and the general
public knew nothing of the problems. The federal government
had no power to enter directly; the technical difficulties of co-
ordinating the operations of two autonomous groups were and

! Sogtale Praxis, July 24, 1936.

*Verordnung itber die Regelung der Beziehungen zunschen den Trigern
der Krankenversicherung und der Unfallversicherung (otder for the regula-

tion of relations between health and industrial accident insurance bodies), June
15, 1936 (R. A. Bl IV, p. 164).
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are considerable; politically, it is difficult to say which would be
the harder to tackle directly: the proliferated health funds with
strong roots in local politics and patriotism® or the practically in-
dependent, nation-wide industrial accident insurance bodies
dominated and financed by the large employers.

SIMPLIFICATION OF FINANCIAL ARRANGEMENTS

The nature and significance of recent organizational changes in
industrial accident and health insurance are described in the fol-
lowing summary:

First and most important is a drastu: simplification of the defi-
nition of the joint financial responsibilities of the insurance bodies.
The responsibilities of the two groups of bodies are of two kinds:
to their members; to each other. The responsibilities affected by
the recent changes are solely of the second kind, although to un-
derstand them one must also understand the first. Indeed, a basic
reason for the really formidable complexity of inter-insurance
body relationships that has existed for decades between the two
groups is the fact that the boundaries of the two sets of responsi-
bilities do not coincide, That is, the law provides benefits to be
furnished by each class of fund to members insured in both sys-
tems on one basis, but it arranges the incidence of these benefits
on a quite different basis. This cause of complexity has not been
removed by the new arrangements.

In German social insurance, the health and the industrial acci-
dent organizations since the 1880’s have been separate but they
work together closely in providing medical care and cash benefits,
not only to the same persons but to the same persons for the
same disability. The health insurance funds are responsible of
course to their members for disability from non-industrial causes.
They are responsible also fo those of their members insured in
the industrial accident scheme, the great majority, for the initial
period of disability resulting from industrial causes, in particular
from occupational disease, After this initial period the industrial
accident bodies take over. This arrangement eliminates duplication
between the bodies, it relieves the industrial accident bodies of
much detail and direct responsibility and permits them a unique

®For an analysis of the operations of these bodies, see discussion of health
fund autonomy in Chapter 9; also Chapter 22
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simplicity of organization. But it has introduced certain problems
in the settlement of inter-fund obligations.

These problems would be difficult enough, but the Germans
have added to them, as we have suggested, by further distinguish-
ing between what each insurance body owes its members and what
it owes other insurance bodies. Treatment and cash payments
were and are transferred from the health to the industrial acci-
dent body at one stage, financial responsibility at another. It is
easy to discover the complexity of the results.* What is not so
easy is to discover both a simple and an equitable arrangement,
particularly considering the completely differing technical and
legal bases and organization of the two tnsurances.” The Germans
admit they have created many of their administrative problems in
this field by a too sedulous searching after exact equity.®

FrxanciaL ARRANGEMENTS BEFoRE 1936

The situation up to June 1936 was as follows: The responsi-
bility of the health insurance funds to their members for disability
resulting from industrial accident was (and still is) to provide
weekly cash beneft for the first 13 to 26 weeks (the various cir-
cumstances being defined in detail in the law). Thereafter the in-
dustrial accident bodies took (and still take} over cash benefits,
Medical care is their responsibility from the beginning,

*The possibility of having the two sets of responsibilitics coineide is, prac-
tically, a remote one, The present arrangement permits flexibility in handling
the individual case and a relatively simple method of making setilements ir-
respective of the administering agency. A residue of administrative difficulties
is inherent in any scheme requiring cooperation of two such dissimilar bodies,

*Of these differences, one of the most important in this respect is that in
industrial accident insurance the employer is solely responsible for contribu-
tions and administration: in health the insured workers contribute two-thirds,
the employers one-third of contributions and both assist but do not control
administration. This difference in financial basis suggests a German assump-
tion that employers alone are responsible for all industrial disahilities, since
industrial accident insurance covers only these, and since a considerzble though
a minor fraction of health insurance benefits are paid also for industrial
disabilities. Actually here, as generally in social insurance, the shares have been
determined almost entirely by empinical considerations, Besides, the more or
less arbitrary system of cross-liability between funds destroys whatever sem-
blance one might suspect of a basic formula. .

Another important difference in the definition of compensable disability is
discussed later in this Chapter. ) ) .

¢ Begrindung (official brief) in support of order cited in footnote 2, this
Chapter, “This is how we do it but for Heaven's sake don’t copy it,” was the
advice of two high government officials on this point.
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But the financial responsibility of the health insurance funds fo
the accident bodies, and vice versa, was (and is) defined differ-
ently. The health funds, for example, were formerly financially
liable for weekly cash benefits only for the first 8 weeks of dis-
ability, and were entitled to reimbursement from the industrial
accident bodies for the remaining time. In case they provided
medical care, they were likewise responsible only for the first 8
weeks. Practically, as distinguished from legally and financially,
the health funds often provided medical care pending determina-
tion of the cause of the disability; in the meantime they took care
of their members irrespective of cause.’

It 1s evident that of the two sets of responsibilities the second
is by far the more important for the insurance bodies. On the
first, the law determines which body is to give medical care and
pay benefits; on the second, which body is actually to bear the
cost. In an effort to secure an equitable distribution of costs,
agreements affecting the second group of responsibilities have
been changed time after time in the past decade. Obviously in re-
lations as complex as these, any adjustment, however detailed, is
bound to develop inconsistencies and weaknesses, and requires

_constant reexamination,

FINANCIAL ARRANGEMENTS AFTER 1936

The gist of the new inter-body financial arrangements follows:
a single and simple line is drawn between the periods for which
each body is responsible to the other; average rates of reimburse-
ment replace the earlier separate calculations for each case. (These
changes have to do only with inter-insurance body responsibilities;
obligations to members remain unchanged.) The dividing line is
set at the 45th day after the industrial accident. For medical care
and cash payments given before that, the health insurance fund is
solely responsible financially; after that the industrial accident

"Qnly the main elements of the old agreement are noted here, Actually it
was extremely complicated, and contained almost as many exceptions as
principles. For example, if the disability lasted 8 weeks or longer, the industrial
accident fund had to pay all costs of medical care; if during the first 8 weeks
the industrial accident {und gave medical care not provided by the health
body, the latter had to reimburse the former. On the other hand, the industrial
accident fund had to pay the health fund any excess of health over industrial
accident medical benefits provided by the health fund during these first 8
weeks.
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insurance fund. For each day of non-institutional treatment pro-
vided by either body to the members of the other outside the
period for which it is responsible under the 45-day rule, a stand-
ard credit of RM 0.70 is allowed. For institutional treatment pro-
vided during the first 45 days the health fund allows the indus-
trial accident fund RM 1.50 a day, plus actual expenditures for
cash benefits. For the same treatment provided by the health fund
after the 45th day, actual expenditures are replaced.®

A second reform produced by the new regulations, and closely
related to the first, has greatly simplified inter-insurance body re-
lations in another way. Formerly the health fund was required to
report to the industrial accident body, without regard to its seri-
ousness ot effect on the insured person’s employahility (Arbeits-
fahigkeit), every “sickness the result of accident.” In addition,
the health fund had also to notify the industrial accident fund of
the beginning date of medical treatment, The purpose of the pro-
vision was to give the industrial accident body the opportunity
to watch or take over the case if considered advisable. The provi-
sion achieved its purpose but its very simplicity created another
difficulty: it left open a large area for dispute between the bodies
at the end of the eighth week of disability when the health funds
would propose the transfer of costs to the industrial accident
funds. The law required the industrial accident funds to take
over only for the period of unemployability. Naturally the health
funds often considered a beneficiary unemployable whom the in-
dustrial accident funds did not. This difference of opinion, given
opposing interests and a subject matter involving highly technical
questions of fact, is inevitable. Health funds, covering for shorter
periods, are more liberal in defining unemployability than indus-
trial accident bodies which assume a long-term expensive lia-
bility. Health funds do not require the heneficiary to he completely
disabled to be entitled to full benefit, industrial accident bodies do.

* Bestimmungen iber die Unterstiitzungspflicht der Kronkenkassen und Un-
ternehmer gegentiber den Trigern der Unfallversicherung und iiber Ersalz-
leistungen zuwischen Krankenkassen, Ersatzkassen und Trdagern der Unfall-
wersicherung (Paragraph 1504 bis 1510) soiwie {m Fall des Paragraph 1543 (b)
der Reichsversicherungsordnung (iustructions on the obligations of health
funds and employers to the accident insurance carriers and on repayments by
and to health funds, substitute funds and industrial accident insurance carriers

{sections 1504 to 1510] and under section 1543 (b) of the Federal Insurance
Code), June 19, 1936 (R. A, BL IV, p. 195).
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The result of this difference of point of view, exaggerated by the
complexity of the rules for reimbursement, was that “the regu-
lations . . . were the cause of countless disputes.”?

Under the revised regulations, the health fund must report to
the industrial accident fund only “sickness the result of accident
which is connected with unemployability.” Further, the industrial
accident body assumes complete financial responsibility for medi-
cal care in cases not involving unemployability within the first
45 days. On the other hand, it is now definitely protected if it has
paid sums improperly to persons later discovered not to be suf-
fering from industrial injuries?®

PossiBILITIES OF VOLUNTARY COORDINATION

The full advantages of these drastic simplifications will take
time to develop fully, but their general scope is already evident.
The 45-day line of demarcation is uniform for practically all
cases, medical or other, and permits few exceptions. The old divi-
sion was multiple and complicated by countless exceptions. For the
laborious and detailed individual case calculations, a simple aver-
age scale of payments has been substituted. The health funds al-
ready announce a marked decline in the number of reports they
make to industrial accident funds, because of the mass of ir-
relevant cases of sickness they now omit; yet the latter bodies
receive in good time pertinent information which may later be
important, Also, the industrial accident body takes over without
raising the troublesome question of employability.

These new arrangements, the latest stage in a 50-year co-
ordinating process, illustrate admirably both the possibilities and
the limitations of voluntary coordination. The process is slow, it
requires mutual concessions by matured institutions and officials
steeped in a point of view. Compulsion from above would perhaps
hasten the process, but not necessarily, and the changes resulting
from compulsion would possibly be less sound and less permanent.
Neither party is entirely satisfied with the new payment scale;
each feels it 1s getting somewhat the worst of it. Inter-insurance
body problems are not all solved, indeed some are inherent in the

* Begriindung (official brief) in support of order cited in fcotnote 2, this

Chz}bpter.
Federal Insurance Code, sects. 1503, 1505, 1509 (a), revised by sects. 1

(1), 2 (1), and 4 (1) of the order cited in footnote 2, this Chapter.
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basic arrangement which requires cooperation between two dis-
similar bodies on the same risk. Complete standardization, if for
no other reasons, is impossible as long as each health insurance
fund determines its own scale of benefits.

At the same time the arrangements illustrate the possibilities
of tmproving coordination in an unfavorable field. Over 4,700
health funds and 291 industrial accident bodies through their
national associations participated in the discussions and decisions
and entered into a nation-wide contract. While neither side got
all it wanted, each regards the new agreement as an improvement.
There are precedents and efficient machinery for further debate,
amendment and improvement.

For Americans the most suggestive feature lies in the diplomacy
and the careful preparations demonstrated by the federal govern-
ment authorities in bringing about the new agreement. This, in
a country not one-tenth as reluctant to be compelled as Americans,
is an object lesson of first importance.



CHAPTER 14

SOCIAL INSURANCE COORDINATION IN
GREAT BRITAIN

INn GreaT BRriTAIN coordination proceeds even more slowly than
in Germany. Greater British centralization is the major reason,
particularly since supervisory-administrative authority is split
among so many bodies.” Another reason why, over the past decade
and a half, the evidences of increasing coordination are more
difficult to find in Great Britain is that the British, hard pressed
as they were financially, were subjected to a fraction of the
pressure on the Germans. Finally should be noted the admitted
British reluctance to change. Says a British expert, “The British
way is to build up piecemeal, try to consolidate later.””* When one
speaks in Great Britain of the coordination problem in social
insurance, a not uncommon answer is that other fields need co-
ordination even more; e.g. that of the Factory Acts.

FinNANCE AND COORDINATION

Financial forces in Britain have not been as powerful as in
Germany but they have been the most powerful of any in working
directly toward better or closer coordination, particularly actu-
arial-technical. An important instance of actuarial-technical co-
ordination aimed at equating private as against government social
insurance spending, is the reduction of unemployment insurance
contribution rates in 1925 coincident with the new old age pen-
sions contributions.® The government also, in making important
changes in its contributions to ome insurance, must and does
consider the possible effects on its obligations to other insurances.
Thus in 1925 the government deliberately set the contribution

*See discussion of administrative centralization in Chapter 19.

*For the effect of a possible fourth reason—a higher degree of organiza-
tional coordination, at least in certain respects, to start with—see the resume
in Chapter 20,

! The figures in this Chapter are to be found in Report of the Government
Actuary on the Widows', Orphans’ and Old Age Pensions Act, 1925-32, pp.
5, 8, 31, 34; Report of the Ministry of Health, 1935-36, pp. 188-91, 203-4. The
reader 15 also referred to Percy Cohen, The British Svstem of Social Insurance,

especially pp. 5-11, 31, 53 and 124; 1. 1. O,, Yearbook, 1933, pp. 1834, Vearbook,
193435, p. 229, Industrial and Labour Information, August 3, 1931, pp. 164-5.
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rates of the new contributory old age scheme at less than an
actuarially adequate level. The contribution for an entrant at
age 16 should have been 10d. weekly for men and 5d. weekly
for women. The statutory rates were made 9d. and 474d. re-
spectively, “in consideration of the relief to the Exchequer re-
sulting . . . from the termination of unemployment insurance
[benefits] at age 65.”" (This also illustrates a type of interlocking
benefits and coverage.) The maximum age for health insurance
members was also reduced to 65, another saving in government
health insurance subsidy from which the Treasury benefited. In
1931 the Government Actuary pointed out officially the impor-
tance of considering unemployment in an analysis of old age
pensions financing: “A difference of 2 or 214 per cent in the
rate of unemployment . , . makes a difference in the contribution
receipts, and therefore in the Exchequer charge, of about
£1,000,000 in that year.” Again in 1931 the government, in order
“to provide the enormous subsidies required for unemployment
insurance,” transferred the cost of central health insurance ad-
ministration, formerly on the government, to the Approved So-
cieties and discontinued its payments into the Central (reinsur-
ance) Fund for health insurance.* At the same time the loss to
the Central Fund was partly cancelled by transferring to it an-
nually certain sums from the (Old Age) Pensions Account. This
British policy of rough coordination of social insurance costs
{which affects employers and workers as weil) is based on the
fact that the government contributes to every social insurance
except industrial accident (hardly ranked as social insurance in
Great Britain) and administers entirely contributory old age and
unemployment insurance.

MutuvaL ProTECTION OF BENEFIT RIGHTS

The principle of mutual or interlocking protection of benefit
rights in the different insurances or between the different social
insurance risks is closely related to government financial responsi-
bilities for social insurance. It was first expressed in 1918, with
institution of the “free year” in health insurance. Persons ceasing
to be employed in insurable employment were continued in health
benefit rights for 12 months. In 1921 these rights were liberalized

‘I L O., Yearbook, 1931, p. 271
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in an emergency measure, and the cost placed on the Treasury. As
a result of the report of the Royal Commission on Health Insur-
ance the “free period” was extended in 1928 to 21 months, with
the possibility of another 12-month extension, and older contribu-
tors were practically guaranteed health insurance benefits until 63,
the age of qualifying for contributory old age pensions. Also,
arrears in contributions due to genuine unemployment were can-
celled and the government increased its contribution by £2 mil-
lions a year. These “temporary provisions” beginning in 1921
were extended again and again (although with reduced benefits)
in 1930, in 1931, in 1932, The 1935 Act made the provisions
permanent: genuinely unemployed persons who have been in-
sured continuously for the past 10 years are continued in health
rights indefinitely. For 180,000 persons not able to qualify under
the 10-year rule, even these prerequisites were modified. This Act
also provided for cancelling in full contributions arrears of un-
emploved persons, a return to the provision of 1928 which had had
to be modified in 1932 on account of the drain on the Approved
Societies. The Treasury assumed one-half the cost of paying up
these arrears.

Rights to contributory old age pensions have been maintained in
much the same way. Because of the interlocking membership of
health and contributory pensions insurance, the “free year” ex-
tensions were applied automatically to the latter with the former.
The permanent provisions of 1935, in view of the differeat pur-
pose and higher cost of pensions, are somewhat less liberal in
safeguarding pension benefit rights. Persons who have been con-
tinuously employed and insured for 10 years up to the time of
becoming unemployed have their rights preserved as long as they
remain employable. Persons so employed and insured for less
than 10 but more than 4 years have their rights continued for
an average of 33 months, Persons with a credit of less than 4
years continue for an average of 21 months, Two hundred thou-
sand persons were saved their rights by this legislation. As a
result, the Government Actuary said, “practically nobody will
have lost his pension rights owing to prolonged unemployment
before 31st December 1933.” These concessions are costing the
Pensions Account £9 millions for the first 10 years, and it is
estimated by 1945 the Pensions Account will be practically ex-
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hausted as a result and that thercafter the Treasury will have to
pay gradually increasing subsidies beginning at £3 millions to
continue them.®

Repuction oF INEQUALITIES IN HeALTH INSURANCE

If the government were more interested financially in health
insurance, the British would no doubt concern themselves more
with inter-insurance inequities and inequalities. In any event the
British do not concern themselves greatly over inequalities in
benefit between different insurance schemes. There has been, it
is true, a recent general policy aimed at seeing that unemployment
insurance benefits do not rise on average above their present
margin over health insurance. But on the glaring differences
in benefits and security between different Approved Societies
there has been much more discussion than action, and in general
a policy of reliance on ministry advice and voluntary compliance.
The 1932 Act, for example, even excused the Societies irom most
of the burden of financing the extended insurance rights and
placed it on the unemployed themselves; in recognition of resul-
tant hardship the Ministry softened the blow as much as possible
by an appeal to the Societies to use their surplus to cancel con-
tributions arrears. It also prolonged by 4 months the period of
grace for back payments. Societies numbering 6,000,000 mem-
bers granted this additional benefit. This was at best a very partial
gesture toward reducing inter-Society inequalities, since only the
more prospercous had the surpluses to disburse. In 1931 the
Ministry discovered that one-third of the doctors on the health
insurance panels were guilty of defective certification of disa-
bility. It thereupon urged the Societies affected to take measures
to improve the situation, among them freer use of the Regional

*In addition to the statutory subsidy of £21 millions a year. The financing
of these safeguarding provisions provides as mice a problem in actnarial-
technical coordination as one may find, Innumerable questions of equity arise,
of which the following are a few: Should a difference be made between health
and old age pensions rights? How far into the future should these rights he
preserved? Is it {fair to have the Approved Society membership bear half the
cost and the contributory old age pension membership none? Are there hard-
ships, as the Government Actuary suggests, in umiform ritles for all con-
tributory old age pensions members? Should rights be extended in {full for a
shorter period or n part for a longer? The problem is complicated by the fact

that the government pays large sums now to help support the contributory old
age pensions scheme, comparatively [ittle to the health scheme.
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Medical Officer, who serves as a check (similar to the German
advisory physician) on the decisions of the local doctor, who is
too close to the patient. This indirectly did something to modify
inter-Society differences in treatment.

Finally despite the strong recommendation of the Royal Com-
mission on National Health Insurance that the principle originated
in the Central Fund should be extended to include a partial pool-
ing of Approved Society surpluses,” nothing has happened. In-
deed since 1921 both the government’s and the Societies’ con-
tributions to the Central Fund have been suspended because of
the size of the balance,” and in 1931 the government’s obligation
was rtepealed entirely, The general policy of the Ministry of
Health of fewer and stronger funds, discussed in Chapter 10,
will bear fruit in the very long run in better coordination and
possibly in a mitigation of wide differences in benefits between
Societies, but one basic cause of inequality, the commercial com-
panies, seems to be a permanent part of British health insurance.

But these are not the only recent evidences of coordination.
Financial emergency has produced in Great Britain two other
important and dramatic developments: the Unemployment In-
surance Statutory Committee ; and Unemployment Assistance and
the Unemployment Assistance Board. Both date from the historic
law of 1934, significantly titled not an unemployment insurance
law but The Unemployment Act. The very scope of this Act
forecasts a new program of coordination in the twin fields of
unemployment insurance and unemployment relief.

TrE UNEMPLOYMENT INSURANCE STATUTORY COMMITTEE

The Statutory Committee marks a direct step toward improved
coordination. The usual sequence of events is for centralization
to go ahead, and after some years, gradually and uncertainly,
bring coordination with it. The Royal Commission on Unem-
ployment Insurance urged a direct step toward coordination by

t Report, 1926, pp. 119-22,

" Pooling of surplus would work directly toward diminution of differences
in benefit and security hetween Spcieties, Only Societies with a surplus at a
certain level may pay additional benefits ; the difference between Societies is the
difference between those who pay standard benefits only (poorer Societies)
and those who pay standard plus additional benefits (the more prosperous).
The moneys in the Central Fund are available only for insolvent Societies, and
thus do nothing beyond guaranteeing standard benefits.
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creation of a new authority in unemployment insurance and relief,
because in this field there was in a sense too much centralization
already. Prior to 1934, there was no independent British au-
thority, central or otherwise, to give its impartial opinion, based
on a purview of the whole unemployment situation. In the recom-
mendations of the Royal Commission one distinguishes at least
three specific reasons for creation of a Statutory Committee. An
impartial outside authority was needed, in order:

To maintain Fund solvency: “The most important questions
of policy in relation to unemployment insurance are those
concerned with the conditions for the receipt of benefit and
with the financial basis of the scheme, ie., with rates of
contribution, rates and periods of benefit and the level of
unemployment ;”’

To maintain the principle of insurance (related to first
reason) ;

To keep the scheme “constantly under review,” with a sharp
eye not only on unemployment insurance finances as such,
but on “the interests of industry, both employers and work-
ers” who may be “sacrificed to the interests of political
expediency,” and on tax burdens on industry which may
be more than are “cconomically reascnable or advisable;”
to give attention to “the danger . . . of causing fresh un-
employment and placing impediments in the path of eco-
nomic recovery and increased employment;” to maintain
“the sound principles of a social service.”®

The general significance of the Statutory Committee in the
British social insurance organization is discussed later.” It is of
immense importance, potentially at least, as a coordinative agency.
Itself a new Whitehall office, there was no question here of taking
power from local or provincial bodies, but from existing central
bodies. Even more to the point is the comprehensive scope of
the powers given the Committee. The Committee not only gives
its opinion when requested by the Ministry of Labour, it may
and does initiate opinions. No new regulations can be promul-
gated by the Ministry without its concurrence ; failing agreement,

8 Final Report, 1932, pp. 163-4.

" In Chapter 18. The Committee consists of a chairman and not more than
six other members appointed by the Minister of Labour. At least one member

must be a woman, and one each must represent workers, employers, and North.
ern Ireland. (Unemployment Act, 1934, Third Schedule, Part I, 1-4.)
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the statements of both authorities go to Commons for adjudica-
tion. In its reports, financial and other, its purview is as wide as
unemployment itself. Its discussions of how best to dispose of
Fund surplus are compact little studies in sociology, applied and
theoretical economics, statistics, insurance and business forecast-
ing. Itself the first to acknowledge the slender basis of some of
its “facts,” it at least proceeds to its problems with both the long
and the wide view. One duty specifically laid on it in the 1934
law was a coordination problem: investigation of the possibility
of including farm workers in the unemployment scheme. The
Committee in due course recommended that these workers should
be covered but in a separate scheme: its advice was followed by
Parliament. In only a few years it has studied dozens of pro-
posals to amend the unemployment insurance law, all toa greater
or less degree involving problems of actuarial-technical coordina-
tion. Its chairman considers that “its functions are as much
social as financial.” When social end financial considerations are
weighed in a social insurance problem, the first purpose of co-
ordination is achieved. It is not that in the past the decisions
on questions now referred to the Statutory Committee were less
important, or were any less permeated with these social-political
implications. It is that now a single authority is responsible for
considering all of them. One important limit to its coordinative
influence is that it cannot, directly at least, concern itself with
Unemployment Assistance.

THe UNEMPLOYMENT ASSISTANCE BOARD

The Unemployment Assistance Board, the new national au-
thority in unemployment relief, follows the British trend to
centralization. Its significance as the culminating stage in the
long history of rising central responstbility for unemployment
relief has been discussed.*® Like many another instance of extreme
centralization, it contains enormous possibilities of organizational
and actuarial-technical coordination as weil.

Indeed it is not correct to credit U A B only with possibilities.

*In Chapter 11, In Chapter 2, U A B’s personnel and organization are nsed
as an example of the capacity of civil service and sound organization to over-
come unfavorable political circumstances. In Chapter 23, British unemployment
insurance-relief coordination is compared with the German,
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For better or worse, Britain has for the first time adopted a uni-
form national policy toward those of its able-bodied unemployed
who are permanently or temporarily ineligible for unemployment
insurance benefits. U A B is by all odds the largest reliei service
in Great Britain: its immediate objective was application to all
its clients either of precisely the same treatment or of standard
treatment subject only to highly standardized variations. In pay-
ing allowances to 1ts clients it comes into contact on one side
with public and private welfare authorities. Here it faces the
most difficult coordinative task of all: to know when to preserve
national standards made in Whitehall, when to relax them so as
to conform more closely to local standards and prejudices; when,
that is, to use Unemployment Assistance as a lever to lift, when
to lower its standards because of dangerous repercussions on
local opinion and local companion services.

On the other side U A B, in the mechanical sense, is working
closely and harmoniously with the Ministry of Labour.® U A B
allowances are paid only to the able-hodied; the Ministry deter-
mines whether clients are eligible on this point. U A B has as
yet no training, transference and allied facilities of its own and
may never acquire them. “More than two-thirds of the men at
the Government Training Centres [Ministry of Labour] and
80 per cent of the men at Instructional Centres [also Ministry of
Labour] are applicants to the Board.”'* Indeed nearly all of the
clientele of the training centers come from the depressed areas.
The Ministry of Labour takes applications for 1J A B benefit,
pays benefits at its employment exchanges, makes post-payment
checks on U A B payments, lends its records facilities at Kew.
U A B staff determines eligible clientele, the degree of need and
the amount of payment; all other functions are with the Ministry.

" The degree of actuarial-technical coordination of the whole unemploy-
ment insurance-relief program is not so quickly determinable. Despite the
fact that both are national services, Ministry of Labour and U A B standards
cannot universally be the same. For example, who i3 able-bodied? The latter
is likely, as a welfare body with a broad grant of power, to be more liberal
than the former. See discussion of technical factors litniting unemployment it~
surance-relief coordination in Chapter 23.

22U A B, 1935 Report, p. 58, Also Chapter V: Government Training Centers
provide short courses in the rudiments of trades. Instructional Centers are
reconditioning stations, where men below standard physically are put back

into shape, There is also a variety of other training and physical training
schemes.
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The Minister of Labour is responsible for U A B in Commons,
submits U A B appropriation requests with his. The two agencies
have a joint clientele: in the broad sense, since the able-bodied
pass back and forth between the two schemes; in the narrow
sense, since U A B is empowered to grant supplementary benefits
to workers recetving insurance benefit inadequate for maintenance.



CuartER 15
A CASE STUDY: THE BRITISH OLD AGE PROGRAM!

Now-ConTriBUTORY OLD AGE PENSIONS

ForMAL AND specialized provision for .old age in Great Britain
falls in two distinct periods: 1908 to 1925, the period of non-
contributory pensions exclusively; from 1925 on, the period of a
mixed contributory and non-contributory system.

Agitation in Great Britain for specialized formal old age pro-
vision goes back at least to the younger Pitt.? In 1790 he con-
sidered a project for contributory old age insurance. Of this
nothing came, nor of a number of later proposals to subsidize
old age pensions to be paid by Friendly Societies, A hundred years
passed before old age pensions edged into the arena of practical
politics. In 1879 two proposals were rather widely discussed: one
by Canon Blackley for contributory insurance, a second by a Mr.
Hookham for non-contributory pensions.® Despite the preponder-
ance of proposals for member contributions, British thinking
about old age provision, then and up to 1926, was essentially in
terms of relief rather than of insurance. Blackley’s proposal for
contributory pensions was generally opposed because it was argued
that, unless the pension was to be free of cost to the claimant,
the pauper class would not profit by it. The principal result in
Great Britain of the German contributory law of 1889 was the
proposal of Charles Booth for non-contributory pensions. A

1 Materials on which this Chapter is based include: John J. Clarke, Social
Administration including the Poor Laws, pp. 505-7; Percy Cohcen, British
System of Social Insurance, pp. 6, 96, 98-9; A, D. K, Owen, in The Listener
(London: weeldy paper of the DBritish Broadcasting Corporation, March 25,
1936), p. 591; L L. O, International Labour Review, March 1926, p. 363, and
April 1926, pp. 507-9, 515; Clarence King, Adminisiration of Non-Contributory
Pensions {Washington: Committee on Public Administration of the Social
Science Research Council, 1937), an unpublished manuscript; Joseph L. Cohen,
Soctal Insurance Unified, pp. 19-25. Figures are taken from Siatistical Abstract
of the United Kingdom to 1935, B0th number, pp. 14, 15, 84, 85; and P E P,
Planning, No. 42, Januvary 15, 1933, p. 4, Britisit Social Services, p. 149; Report
of the Governmeni Actuary, 1923-32, pp. 8, 10-12, 18, 23.

*Some authorities name Francis Maseres, 1772, as the pioneer. {(Euncyclo-
paedia Britannica, v. 20 [13th ed., 1926}, pp. 64-5.)

*The British, for reasons to be explained, do not distinguish sharply be-

tween the two schemes, We shall ior the sake of definiteness refer to the older
scheme as non-contributory old age pensions, the newer as old age insurance.

145
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Select Committee of the House of Commons of 1899 was ap-
pointed to consider the “condition of the aged deserving poor.”
Its plan also provided gratuitous pensions. When the first British
old age pensions law was enacted in 1908, it provided, on a very
modest scale, a system of pensions free to the beneficiary.

Briefly summarized, the 1908 scheme provided a full pension
of 5 shillings weekly to all persons of 70 or over with means not
exceeding 8 shillings a week. Then as today, there was also pro-
vision for less than full pension, but in fact the great majority of
applicants received the full amount. The prerequisites, emphasiz-
ing its welfare characteristics, were very strict; e.g., pensioners
must be British subjects and have resided 20 years in the United
Kingdom; applicants were disqualified for habitual failure to
work, detention in a pauper or criminal lunatic asylum, and simi-
lar personal and moral reasons. The entire cost was on the central
Treasury. Indeed, at the time of its passage, there appears to
have been no discussion of an alternate plan of financing. It was
administered partly by local, partly by central authority.

To the financial embarrassment of its sponsors the new scheme
developed an immediate and extensive popularity. Original esti-
mates of cost were far too low, but there was no question of
turning back. The only purpose and effect of successive amend-
ments to the scheme were fo liberalize it. In 1919 for example,
in recognition of increased living costs the temporary wartime
increase in pension from 5 to 10 shillings weekly was made per-
manent, and an allowance of capital not subject to computation
of means was set at £25; in recognition of increased wages the
qualifying income for full pension (the means limit} was raised
to 10 shillings a week. Despite the recommendations of the ma-
jority of the same Committee which recommended these other
changes, Parliament did not abolish the means limit. But in
answer to criticism that the means limit penalizes thrift, amend-
ments in 1924 further liberalized the capital allowance, further
increased the proportion of beneficiaries receiving full pension.
In 1926, the last full year of exclusive non-contributory old age
pensions, only 3 per cent of pensions were at less than the full
rate of 10 shillings. The old age pension system, for this and
other reasons, had achieved the status practtcally of statutory
contractual benefit. This practical standardization of benefit justi-
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fied, if it did not partly account for, the introduction of the re-
vised old age arrangements beginning 1926.

CoNTRIBUTORY OLD AGE INSURANCE

The Widows’, Orphans’ and Old Age Pensions Act of 1925
was enacted principally for financial reasons. There was remark-
ably little official reference to this at the time of its passage but
the financial implication runs plainly through contemporary dis-
cussions. The non-contributory scheme was rapidly rising in cost:
between 1914 and 1924 it had nearly doubled, and the real old
age financial problem was still to come. In the first third of the
present century the British population 65 years and over has more
than doubled. During the same time the whole population has
increased by only a bit over a fifth. The old, it is estimated, will
double again by the end of the century. By 1941 the whole popula-
tion will apparently begin absolutely to decline. Absolutely and
relatively the number of old people is steadily increasing. More
persons live to old age and qualify for support; old persons live
longer average lives and require greater financial expenditure.*
Table 2 gives an estimate of the proportion of old to total popula-
tion for the next 37 years on the best British evidence.

TaBLE 2. EsTIMATED ELDERLY PoPULATION OF GREAT BRITAIN,

1936-1975
Estimated Estimated Percentage
population, population, of population
Year all ages aged 65 aged 65
and over and over

In millions

1931 (census).. . 44.8 3.3 7.2
1936........... 45.1 3.6 8.1
1941, .......... 44.8 4.1 9.2
1046........... 43.9 4.5 10.3
1950, .......... 42.6 4.7 11.2
1956. . ......... 41.2 4.9 11.9
1966........... 37.5 5.2 14.0
1975, .......... 32,7 5. 17.5
Source: P E P, The Exit from Indusiry, 1935, p. 40. Based on Dr, Grace Ley-

burne's calculations.

*There are other factors that increase the old age load, for example, the
probably increased hazards in voluntary and private old age provision,
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Among the remaining reasons for introduction of the con-
tributory principle into old age provision were the belief that
administration might be cheaper, the wish to avoid the social and
political undesirability of having to carry a large and increasing
proportion of the population on relief, and to some extent, the
wish to eliminate criticism of the means test. There are at least
two opinions on the validity of the first argument. The last never
seemis to have been a very important move: the individual basis
for testing means, to which even today British are not particularly
averse, and liberal rules for measuring means combined, and today
continue to combine, to make non-contributory pensions at least
palatable. Compared with the financial factor, these other reasons
for contributory pensions were minor indeed.

The old age insurance scheme differs sharply from the non-
contributory scheme which preceded and which coexists with it.
It is first not, like the other, universal in scope. Parliament found
in the health insurance scheme an existing mechanism and a
membership nearly ideal for its purpose. It proceeded to inter-
lock the membership of the health and the new old age schemes
more nearly perfectly than any others in the whole British sys-
tem.® It included in the new administrative mechanism the Ap-
proved Societies of the health insurance scheme. It entrusted
(another departure from non-contributory pensions) administra-
tion to the department already enjoying supervisory authority
over the Approved Societies, The British believe that the amazing
ease with which the new and complex scheme was set into opera-
tion and interlocked with the health insurance scheme was due
principally to the personnel and organizational efficiency of the
Ministry of Health, Finally the new benefits were paid, not on
proof of need but contractually, in return for which insured per-
sons were required to help bear the cost. Following British tra-
dition, benefits were made flat stms, unvaried for any factor, in-
cluding in this case even sex. Beginning January 2, 1928 old
age pensions of 10 shillings weekly were paid to mnsured men and
women and to the wives of insured men, running in effect to the
end of life.®

® See figures in foetnote 2, Chapter 20,

* Contributions began January 4, 1926. The pensions scheme includes also,
and its financing is considerably affected by, provision of widows' and orphans’
pensions (life {nsurance) to the relicts of insured men. The effect of these
on old age finance is discussed later in this Chapter.
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TuE CoMBINED PLAN

The description of the British schemes of old age protection
has to this point been general. As a matter of fact, they present
at once a surface appearance considerably technical and highly
complex, and at the same time an inner organizational and actu-
arial-technical coordination that begins to approach actual uni-
fication. For a number of reasons, some of the most important
of which are political and social, the British for the time being
are quite content to go on with the surface complexities. Their
long-time program, however, is plainly aimed toward simplifica-
tion of both the actuarial-technical and financial features. When
the program is realized, British old age provision will have the
same broad simplicity that now characterizes unemployment in-
surance and assistance. Today a distinction must still be made
between surface indications and inner unities.

The technical differences follow. Non-contributory old age pen-
sions continue to be paid beginning at age 70 and only on proof of
need. They coexist with the contributory scheme. Although in
practice they pay to persons not covered by contributory insurance,
they almost always pay precisely the same benefit. They are ad-
ministered principally by a central department, the Customs and
Excise Department in the Treasury, although there are local
appeal tribunals of first instance locally appointed.

The picture for contributory insurance is not quite so simple.
The Pensions Act of 1925 is in three sections, two of them pro-
viding old age pensions and one widows’ and orphans’ pensions.
One contributory old age scheme, benefits effective January 1928,
provides 10-shifling weekly pensions to insured men and women
and to the wives of insured men, beginning at age 65. There is of
course no tneans test, Local administration is divided among the
Approved Societies (which collect stamp contributions from per-
sons jointly insured in the health and contributory old age
schemes), the Post Office (which sells contribution stamps to
employers, hands out applications and pays benefits by postal
order}, and the Outdoor Staff, the local “eyes and ears” of the
Ministry of Health.”

But these pensions run only to age 70. Thereafter the financial
responsibility (the beneficiary doesn’t know this) for surviving

? See Diagram IIT in the Appendix.
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persons insured for old age is transferred to the non-contributory
old age pensions scheme, but with this important difference: the
means test is not applied. In every respect, except the entrance
age, these pensions for persons over 70 are precisely the same
as those for persons from 65 to 70: benefits, contractual status,
administration.

A third section of the Act provides contributory widows’ and
orphans’ pensions. Survivorship pensions are paid under this sec-
tion, to age 70, to the widows of insured men on the same flat
benefit contractual basis. At 70 these pensioners also are trans-
ferred to the non-contributory scheme and also without the means
test; the pensions are likewise administered by the Ministry of
Health and cooperating agencies.

The financing of these schemes is as complicated as their tech-
nical-administrative features. As would be expected, all costs of
non-contributory pensions are on the Treasury. It is no surprise
to learn also that the government, in the British tradition, supple-
ments member and employer contributions to the Penstons Fund
which handles the resources of the widows’ and orphans’ and the
65-70 schemes. What is surprising is that the financing of the
pensions to insured persons over 70 is handled entirely outside
the Pensions Fund; that a separate appropriation is made by
Parliament to the Customs and Excise Department jointly for
these and the pensions to non-insured persons over 70; and that
because member and employer contributions are sufficient only
to purchase contributory pensions to age 70, the whole cost of the
contributory pensions to persons over 70 comes out of the Treas-
ury, that is, out of general taxation.®

The British have interlocked not only the technical and ad-
ministrative features of their two old age schemes but the financial
as well. Contractual beneficiaries draw from general tax sources
and almost entirely irrespective of the number and amount of

*Three decennial increases in contributions, required by the Act, will “grad-
nally | . . transfer from the Exchequer to the contributor a part of the cost of
pensions over age 70. . .. Perhaps in 50 vears time a majority of the individual
contributors will be paying for an appreciable part of the old age pensions at
70, as well as for the other benefits, provided . . . that the three decennial in-
creases of contributions become effective.’” (Report of the Government Actuary,
1925-32, p. 21.}
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contributions; benefits dependent on need are paid practically on
a contractual basis; the same flat benefits are paid to all. This
interlocking, confusing as it first appears, suggests some under-
lying principle which holds all the elements together.

THE BriTisH CooRDINATED PrLAN ForR OLD AGE

The principal evidences of the emergence of a British coordi-
nated old age insurance-pensions system are: (1) the similarities
of the two benefit structures; (2) the centralization of the two
administrative systems; (3} the policy of interlocking insurance
and pension financing.

The benefits of the contributory scheme are purposely flat and
at the same level as those of the non-contributory scheme. Men
and women under both receive a 10-shilling weekly benefit. Neither
benefit is related to the number or value of contributions. Non-
contributory pensions may in theory be reduced below the full
10-shilling sum but the percentage of reductions for years has
been at only 3 to 4 per cent. The result is that Britishers generally,
and the beneficiaries particularly, regard non-contributory pen-
sions as at least a quasi-contractual payment. “One purpose of
the pensions was to remove old people from the ‘taint of local poor
relief.” ”® And non-contributory, very much like contributory bene-
ficiaries, are in approximately one case of every ten forced on to
local relief to supplement their inadequate benefits.’® They can
hardly be blamed for finding it difficult to distingunish between two
such highly similar payments.

Non-contribufory pensioners are encouraged in this attitude by
a number of other features also. Administration is nearly as highly
centralized as for contributory insurance. The most important
administrative agency in non-contributory pensions is the local
Pensions Officer of the Treasury, who determines the fact and
the amount of need according to central rules. The reason for
exempting local governments from financial contribution was the

*King, op. est, pp. 7-8. Cf. a similar distinction by British workers between
two kinds of unemployment relief: transitional pavments (through Public
Assistance authorities of the local governments) and Unemployment Assistance
(through a centralized body, “the Government”). The first bears the taint of

the old Poor Law, the second does not.
*The proportion of contributory pensioners on relief is somewhat less.
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wish to keep administration out of local hands. “England regards
the responsibility as a national one” and with national responsi-
bility go national standards.*® On paper, it is true, the adminis-
trative organization of the Ministry of Health for contributory
pensions is the more highly centralized. Actually, concentration
of control of non-contributory pensions in the Treasury is nearly
as extreme. The sole concession to local sentiment is the Pensions
Committee, the court of appeal of first instance, But the most im-
portant function of the Pensions Committee is its “indirect in-
fluence in securing community understanding and good will and
in tempering executive action to local needs and convictions.”"?
The highest court of appeal for both contributory and non-
contributory pensions is in the Ministry of Health.

It would be comparatively easy to combine into a single or-
ganization the central authorities responsible for the two systems,
The reason for the present administrative system in non-contribu-
tory pensions is purely historical. Since the major objective of
the 1908 law was to eliminate the taint of the Poor Law, it was
not possible to use the local investigating officers. The new pen-
sions tasks were assigned to the Customs and Excise Department
in 1908 because it was then the only national authority with suit-
able local representation.

But the strongest evidence of a coordinated British old age
program lies in the finanecial arrangements and the social-political
ideas that support and justify them. There are no legal relations
between the contributory and non-contributory schemes; their re-
lations are “actual, practical and social.”’** The common factor
that explains all of the government’s financial relations to the old
age program is the absolute necessity of government subsidy.
From the very beginning the contributorv scheme has needed large
Treasurv contributions, in order to be able to meet acerued liabili-
ties not covered by emplover and worker contributions. First, con-
tribution rates, flat for all ages, were set somewhat below the

" King, op. cit, pp. 7-8; 21 respectively,

2 Except that extension of pension rights to insured persons 70 and over
under the Old Aqge Pensions ¢ Non-Contributory) Act, July 14, 1936 (26 Geo,
5and 1 Edw. 8, Ch. 31), is provided in the I’Vidow.v’, Orpham" and Old Age
Contrlibutory Pensions Act, July 14, 1936 (26 Geo, 5 and 1 Edw. 8, Ch. 33),
sect. 11,
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amounts required to provide a pension up to the age of 70 even
for persons entering insurance at 16, Second, the scheme could
not be limited to persons entering at 16, and “a very large capital
deficiency” was created by admitting millions of persons ranging
from 16 upward. A third and another considerable deficiency was
created by the provision of the so-called non-contributory bene-
fits* to widows. These last are payments to widows “who would
have been entitled to a contributory pension if the schente had been
in force before 1926, the year in which it actually began.”** That
is, these pensions are completely “unearned,” not a single contribu-
tion has been received on their account into the Pensions Fund.
An even more severe drain on the Fund resulted from the Act of
1929 which made more liberal provision for “non-contributory”
pensions to widows. The Government Actuary estimates that this
radical alteration of the contributory scheme will benefit at least
500,000 widows who would otherwise not have received a penny.
The 1929 changes alone increased Pensions Fund liabilities by
£93 millions. Between 1926 and 1934 these unearned widows’
pensions accounted for one-quarter of total pensions payments ex-
cluding all pensions to persons 70 and over. The additional lia-
bitity created in 1929 amounts to 6 per cent of total Fund liabilities,
current and due in the future.

It is social (and perhaps political) considerations such as those
which advised the addition of so-called widows’ non-contributory
pensions that explain the British old age pension program. These
are the factors that the Government Actuary has in mind when he
warns that his estimates of cost and income are good only on
certain assumptions. One assumption is that no new liabilities will
be added, another that the decennial contribution increases will
actually be made. Even if the increases take effect (the first one
was introduced in 1936), there is still no guarantee that new
liahilities will not more than balance them.” The result is an ever-

®Not to he confused with the non-contributory old age pensions under the
Act of 1908,

* Repart of the Government Adctuary, 1925-32, p. 3. Ttalics not in original,

*®Extension of voluntary insurance to white-collar workers in 1937 will
increase Treasury liahility a further £23 millions. The Minister of Health de-
seribed this to Commons as “a wonderfu] bargain” for the new insured gronp.
{London Times, April 9, 1937.)
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increasing accrued liability on the Treasury. In addition to the
statutory subsidy (annual lump sum payment toward the 65-70
pensions), the government stands responsible for over half of
the Pensions Fund’s current and future liabilities.’® Its share is
more likely to increase than to decrease in the future.

And this is not the whole of the government’s responsibility for
old age. It is also still exclusively responsible for financing the
annual appropriations for pensions to persons of 70 and over of
both classes. In time these pensions to insured persons may at least
be partially covered by the decennial contribution increases; the
current trend is for expenditures on account of these to increase
as non-contributory pension payments decline. Table 3 summarizes
the relations of government subsidy to pension expenditures of
all kinds since 1930. The British non-contributory pensions acts
incidentally include also blind pensions, another token of the unity
of British social insurance thinking. War pension payments have

TaABLE 3. GOVERNMENT FINANCING OF Br1TIsE OLD AGE AND RELATED PENsIONS
1930 1931 1932 1933 1934 1935 1936
In million pounds sterling

War Pension Poymenis........ 54.1 51.7 49.4 46.8 45.0 43.3 42.4
PENSION PAYMENTS. . .. -.... .- 62.6 72.6 80.0 82.0 84.0 86.6 89.4
Total contributory, including ad-

ministration. .. ............. 26.4 34.6 40.8 41.1 42.4 43.5 44.9
Non-contributory pensions, both

classcs, 70-and-over......... J6.2 38.0 39.2 40.9 41.6 43.1 44.5
GOVERNMENT SUBSIDY......... 40.2 47.0 49.2 51.9 53.6 56.1 58,6
Non-contributory pensions, 70-

and-over................... 25.4 24.7 23.2 22,0 205 19.5 18.5
Contributory, 70-and-over., .. .. 10.8 13.3 16.0 18.9 21.1 23.6 26.0
Contributory, other (statutory). 4.0 9.0 10.0 11.0 12.0 13.0 4.0

In per cent

Government subsidy, to total
pension payments {(except War) 64 64 61 63 62 65 65

Sowrce: Statisticol Abstract of the United Kingdom, to 1935, 80th number, pp. 85, B8—0, 90, Years
are fiscal years ending March 31st.

* The Treasury share of the total contributory pensions Liability (excluding
all 70-and-over pensions to insured members) as of March 31, 1934 was £835
millions out of £1,426 millions. In addition there are heavy Treasury liabilities
on both varicties of 70-and-over pensions,
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been included in Table 3 because of the general policy of regulat-
ing the rate of increase of government expenditure on other pen-
sions by the rate of decrease on these.

Two facts emerge clearly from the figures of this table. The
government is responsible for roughly two-thirds of all British old
age payments. While its financial liability for non-contributory
pensions, 70-and-over, is steadily declining, the savings are more
than made up by a rapidly increasing liability in the annual ap-
propriations for contributory pensions 70-and-over, and in the
statutory Treasury subsidy. The opposed trends of expenditure for
the two 70-and-over schemes are related; the number of non-
insured aged persons is decreasing with the passing of every year
since 1926. Ultimately, practically the only persons eligible for
old-style pensions will be persons not eligible for insurance
throughout their entire lives, It is the plan of the government that
eventually there shall be a single financial plan for all insured
persons. A senior Ministry of Health official says, “It is practically
ane now.”” In the meantime the division of government financing
between statutory subsidy and annual appropriation has a number
of social and political advantages,

The division permits the Treasury to assume simply and un-
ostentatiously a substantial part of the cost of contributory pen-
sions. Had this Treasury responsibility heen included in the statu-
tory grant to the Pensions Fund, it could probably have been only
at the cost of higher contributions from members and employers.
This latter the Ministrv did not consider feasible. It was strength-
ened in this position by the belief that, were it not for govern-
ment aid, “the bulk of the contributory members would be on
non-contributory benefit anvway”—the words of the same Min-
istry official. That is, the government in one way or another must
support most old people and it makes, for the time being, little
difference through which financial channel. Contributory pensions
are not self-supporting even to age 70. The government must
supplement these, and for the present carrv entirely the 70-and-
over. Having one 70-and-over system on hand, the government
used it as “the simple way” to finance the new program.

The division is in fact one method by which the British apply
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to old age financing their principle of “current cost.”*” It em-
phasizes, particularly in view of the expectation that ultimately
70-and-over contributory pensions will be financed out of con-
tributions, the internal unity of the British old age financial
policy. For, cither payments to the contributory system will be
used in effect to pay for old age pensions legally outside the con-
tributory system, or the two schemes will actually be amalga-
mated. Perhaps even the relatively small number of non-insured
pensioners over 70 will be absorbed in toto into the contributory
scheme. Considering the size of the government’s share in the
financial obligations of the future, and particularly its probably
increasing share in relation to the whole cost, and the way the
British tend to regard their old age problem as a unit, hoth of
these last possibilities are logical. Even should neither eventuate
on paper, each year steadily adds to the actual coordination of
the British system of old age protection.

"The Government Actuary estimates that the balance in the Pensions Fund
will expire in 19453-46, Thereafter the Fund will depend entirely on member-
employer contributions and Treasury subsidies. “The scheme was started with
a lhability (accrued) of about £650,000,000 . . . for the amortization of which
no specific provision was made. . , . The Exchequer contribution is not a fixed
annual charge designed to redeem the initial liability, the vearly payment being

taken only as the amount required to balance the costs of the year, . . . This
Exchequer payment will go on in perpetuity.” (Report, 1925-32, p. 21.)
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COORDINATION THE PRODUCT OF CENTRALIZATION

COORDINATION AND centralization are a kind of Siamese twins.
They cannot always live amicably together, the first in particu-
lar finds it difficult to live apart. The trends toward coordination
and centralization are closely related.

Of these trends, the first operates directly but more slowly and
uncertainly toward more equitable or efficient relations between
the insurances and between insurances and related agencies. It
is slow and uncertain for many reasons, but essentially because
it must usually work on existing organizations and officials re-
luctant to give up power, and an improvement of coordination
between organizations almost always means that one or both
must give up something to the other. Frequently, too, the in-
fluences behind it are weak because they are negative; when the
arguments for coordination are only rational, no one in particu-
lar is for coordination and thousands of entrenched bureaucrats
and other special interests are against it. In some cases better co-
ordination comes as a result of financial emergency. Then it comes
suddenly but often harshly, almost accidentally and even mis-
takenly, The scundest basis of a coordination proposal is that
resulting from the slow, steady pressure of rising financial costs.

The second trend, the trend toward supervisory and adminis-
trative centralization, operates less directly toward coordination.
Centralization and coordination, though they are often found
together, are not the same thing, and centralization usually has
other objectives than producing smoother and juster relations be-
tween organizations and insurances.

To appreciate the relation between coordination and centrali-
zation it is useful to review briefly the three ways in which cen-
tralization in social insurance may come about. It may operate
exclusively within the social insurance institution itself, that is,
result in increasing control of higher over lower ranks of ad-
ministrative authority. It may reflect itself in an increase in the
powers of the supervisory authority over the insurance adminis-
trators. Or, finally, it may come through a shift of supervisory

157



158 T TREND TowaARD (COORDINATION

control from lower to higher authority, In Germany, where in-
surance body and government supervisory agency are always
separate, centralization has occurred by all three methods, but
the last two are the most important. In Great Britain, except in
health insurance, the government is both insurance body and
supervisory agency, and it is not possible or necessary to distin-
guish the different methods in the same way. Where the two
functions are thus combined, both in effect are administrative;
so that the British trend toward centralization, except in health
insurance, may be said to develop by the first method. In British
health insurance it comes principally through the second.

The most usual reason for centralization is the wish of higher
authority, supervisory or administrative, to improve the stand-
ard of administration, particularly personnel> When the higher
authority in addition bears all or an important part of the finan-
cial burden, its hand is all the stronger: financial interest and re-
sponsibility provide not only a reason but a weapon for control.
The desire to coordinate more effectively one institution or de-
partment or insurance with another is only occasionally the first
purpose of the centralization policy of higher administrative of-
ficials. Here centralization is essentially selfish and individualist;
it works within an institution; if it is not actively hostile to co-
ordination with other institutions it is at least lukewarm. In-
creased centralization in this situation, or in the similar case in
which supervision and administration are one, is often a real
obstacle to coordination, particularly when responsibility for dif-
ferent insurances centers in different ministries.

Where supervision and administration are separate, the wish
for better coordination is sometimes a reason for centralization
policy among higher supervisory officials. Much more important,
however, is the desire for improved administration within the
insurance institution. The fact is that administrative officials
seem to get used to lack of coordination, particularly with other
institutions, but continually they strive to improve the quality
of their own administration. Besides, when coordination involves
cooperation with other supervisory authorities, this general at-

*For a detailed analysis of the forces favoring and retarding centralization,
see Chapters 11 and 9 respectively,
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titude and lack of aggressiveness are in large degree born of
the lessons of experience.

All other factors equal, centralization is most likely to lead
to improved coordination when the duties of supervision are
separate from those of insurance administration and when super-
visory authority over all social insurance is joined in a single
ministry.

Even under the most favorable conditions, improved coordi-
nation is an indirect and sometimes even an unexpected result of
centralization. It influences coordination at second hand. Progress
toward coordination this way is slow because it must come indi-
rectly, whereas progress toward coordination by direct methods
is slow because it affronts special interests and it is not natural
for men and institutions to yield power. But centralization is by
far the stronger of the two trends because it is natural for power
to flow to the top and because, particularly since the War, under-
lying conditions have been extremely favorable to building up
central strength and authority. Though it works less directly
and intelligently, centralization is the more reliable trend because
it is impelled by self-interest. If we are to have improved coordi-
nation in the social insurances, centralization will be the principal
means to it, A frontal campaign, for instance, for improved co-
ordination between existing health and old age-invalidity insur-
ance institutions is very difficult. Authorities in Germany have
for years discussed the pros and cons, but it required a consider-
able increase in their powers before the supervisory officials were
able to bring it about even partiaily. Indeed it is not too much
to say that the great strides toward better coordination of the
German social insurances, despite the most discouraging handi-
caps, are due principally to the centering of all supervisory power
in one ministry—Labor. This despite the fact that in some di-
rections the supervisory powers of the German Ministry of Labor
have been and are still relatively weak. In fact, German experi-
ence goes far to prove that a single authority of lesser power
is more effective than many ministries intent on their own con-
cerns.






PART IV
THE FORMS OF SOCIAL INSURANCE ORGANIZATION

Introduction

In Parts |, IT anp 11T we have at various points noted the rea-
sons for particular decisions and indicated in passing the influences
bearing on the German and British political and social insurance
structures, Parts IV and particularly V contain a detailed and
analytical examination of these factors or influences in terms of
particular social insurance organizations and issues {and in turn
their bearing on organizational and actuarial-technical coordi-
nation). Essentially, Parts II and TIT show the direction of events
and their causes; Parts IV and V the important aspects of the
current scene. As an introduction to this more detailed analysis,
it will be useful to summarize these influences and indicate their
nature and relative importance,

The most important infliences may be distinguished as:

Social-economic. These include such factors as national wealth
and income and their distribution by social classes; the size of the
country and the distribution of population; the relative financial
capacities of central and local governments; the degree of social
stratification; the relations between capital and labor; the num-
ber, character and strength of pre-existing non-political institu-
tions; the general set of national habit and tradition.

Political. These include the political forms and traditions of
a country; the number, character and strength of pre-existing
political institutions; the nature and size of pre-existing political
divisions; the political temper of the people and the degree of
their political unity.

Technical. These include the nature of the risk covered by the
social insurance institutions; the groups covered; the general
relations between the government and the social insurance bodies;
the quality of the civil service.

Legal.

Temporary, accidental and other factors.
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CHAPTER 17

WHAT FACTORS DETERMINE THE
ORGANIZATIONAL PATTERN®

SociaL-EcoNoMic FACTORS

Or aLL THE influences bearing on social insurance organization,
the social-economic and political are the most important, although
it is startling to discover the many apparently permanent effects
of decisions reached years ago out of temporary or accidental con-
siderations.

Social and economic factors are fundamental but they are es-
sentially imponderable. National wealth and income can be shown
statistically, but they influence social institutions only at second
hand, diffused through screens of popular tradition and national
habit. Most social and related factors are by their nature in-
capable of statistical treatment or evaluation; they take their
shape in the minds and emotions of the people. They are not
the less vital and powerful for that. The Germans, for exam-
ple, invariably preface their discussions of unemployment in-
surance and relief policy by assuming they are a poor people,
and can’t afford the luxury of unemployment insurance, a posi-
tion and a contention shot through with assumptions, national
bias and subjective values. The position may or may not be cor-
rect; in the last analysis there is no way of knowing. The im-
portant fact for German social insurance and relief is that the
(Germans act as if it were. They make a similar statement on the
reasons for centralized social insurance administration and super-

! The materials uged in this Chapter, unless otherwise indicated, are found
in: P E P, British Social Services, especially pp. 30, 170: Report of the Royal
Commission on National Health Insurance, 1926, pp. 95-101; L. L. O., Admin-
istration Pratigue des Organismes d’Assurances Sociales en Grande Bretegne,
Chapter 2 (unpublished manuscript) ; Industricl and Labour Information, De-
cember 3, 1934, pp. 299-301; Clarence King, Adminisiration of Non-Contribu-
tory Pensions, pp. 7-8; Owen, in The Listener (weekly paper of the British
Broadcasting Cerporation), March 23, 1936, p. 592; Bernhard Lehfeldt, in
Jahrbiicher fiir Nationalokonomie und Statistik, Vol. 127, Part II, p. 937;
Peter Esser, in Proceedings of the First International Congress of Social In-
surance Specialists (Budapest: 1935}, pp. 161-9; Percy Cohen, British Sysiem

%deocigé Insurance, pp, 200-207 ; and Joseph L. Cohen, Social fnsurance Uni-
ed, p. 85,
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vision: “A nation can perhaps afford decentralization when times
are good and when it is rich, In times of financial strain local
administration costs too much,”

The influence of financial factors on social insurance organi-
zation is axiomatic. The German principle, for example, of sup-
porting “normal” unemployment insurance costs exclusively out
of the contributions of employers and workers broke down under
the strain of financial crisis. Both British and German subsidies
to their old age insurance schemes are increasing because of the
accepted inability of insured persons and employers to bear the
increasing burden arising, in part, from a rapid increase in the
proportion of old people to the whole population. Increasing gov-
ernmental financial participation always carries with it the pos-
sihility, whether realized or not, of increasing central control. In
British Unemployment Assistance central financial responsibility
resulted in completely centralized administration.

German experts go so far as to say that all social insurance
and relief decisions are ultimately financial. Many Britons believe
that the problems of non-coordination must await a searching sur-
vey and reform of their entire complex of national and local taxes
and finance.

The density of their industrial populations and the compact-
ness of their areas have encouraged the growth of centralization
both in Germany and Great Britain.? An even more important
influence in both countries, as we have seen in Chapter 6, has
been the increasing reliance local governments have had to put
on central financial aid.

An outstanding instance of the force of social stratification in
social insurance organization is the persistence of separate old
age-invalidity insurance schemes in Germany for salaried em-
ployees and wage earners. In a regime whose major premise is
the outlawing of class distinction, this persistence is extraordi-
nary.® The multi-insurance bodies which characterize the Ger-

*None of these factors, of course, is absclute, Any of them may be partly
or entirely balanced by other factors. In Germany, for example, strong tradi-
tions of states’ and local rights slow down considerably the rate of centraliza-
tion, persist to this day (see Chapter 9).

*The arguments for retaining the present division are really evidences of
class distinction. The salaried employees’ scheme is much younger, covers a

lesser risk, now enjoys a considerable surplus, whereas the wage carnery
scheme requires heavy governmental subsidies.
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man health and old age-invalidity insurance systems are largely
the resuit of this same factor.*

Capital-labor relations, particularly in Germany, are closely
related to social stratification as an influence on social insurance
organization. The instituttons of seli-government in German so-
cial insurance are direct evidence of the ability of employers and
workers to cooperate successfully. In health insurance the self-
governing principle was carried so far as to result in nearly com-
plete autonomy. As late as 1927 this principle was applied to
German unemployment insurance as an offset to creation of a
single national insurance institution, opposed by the local gov-
ernments, and of a new bureaucracy, opposed by the workers. The
strength of German trade unions made administration or repre-
sentation by the workers necessary ; employers did not oppose it.*

In the making of basic decisions at the time a social insurance
organization is in formation, there is no influence greater than
the pressures brought to bear by existing institutions. Many of
the most important are non-political. These institutions, with
vested interests to protect or to extend, are various: medical,
commmercial insurance, mutual aid. They are more important than
political institutions (and doctrines) because these latter are more
results than causes, take their color and shape more directly from
the pressures of contending social and economic groups and in-
terests. “Social insurance systems in each country are therefore
the resultant of a complex of forces and the expression of the
varying doctrine and fluctuating strength of workers’ and em-
ployers’ organizations and of political parties.”® We have seen
that while Bismarck encouraged and expanded the occupational
mutual aid societies, he was building firmly on an ancient and
respected German tradition.

‘ See next Chapter, and Diagram [TA in the Appendix. i

* Social insurance seli-government in Great Britain (with the exception of
unemployment insurance Courts of Referees and advisory committees) does
not inclide the idea of employer-worker cooperation. This is partly the result
of the smaller influence of British trade unions at the time the social insurance
mechanism was formed, but more of a common acceptance and trust in cen-
tralized governmental administration or regulation, German unions worked
unceasingly for more representation in social insurance administration; British
for more protection by the government and more government support. The
difierence is significant. {The two are compared in Chapter 22.}

*1. L. O, General Problems of Social Insurance, p. 121. One would add
medical and insurance organizations. “Te start with entirely new organizations

would be dangerous . . . and so it is usual to arrange a compromise.” (I. L. O,
Comptilsory Sickness Insurance, p. 23.}
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In general the influence of the vested interest has been less in
Germany than in Great Britain, although it is commonly accepted
that the autonomous German health insurance bodies are the chief
reason coordination goes slowly. The British were forced to leave
death benefits out of health insurance in 1911 because of insur-
ance company opposition; they are still missing.” The British
medical profession opposed any but the most primitive medical
(as distinguished from cash) benefits in the same scheme, and
prevailed. British medical benefits are still the lowest in the world.
British industrial (commercial insurance) societies held out for
low health insurance cash benefit rates. They are still low. It is
generally agreed that the strongest obstacle to coordination be-
tween health insurance funds and between health and other so-
cial insurances is the British Approved Society, incorporated in
1911 into the health insurance scheme as a self-governing insur-
ance body.

Less definite but in the long run as vital, and permeating all
these other influences on organization, are the common assump-
tions, the national ways of thinking, the social habits and tradi-
tions, that distinguish one people from another. The British, for
example, would not agree that low benefit rates are a sign of
backwardness; the Royal Commission on National Health In-
surance regarded them rather as a sign that it is “socially de-
sirable to leave part of the field open to be covered by voluntary
insurance.”® Flat rates have a similar support in British public
opinion. The German tradition of self-government is as much
social as political; indeed it may be regarded as the operation
of industrial democracy in social insurance. In principle it pre-
cludes current governmental financial contribution to social in-
surance; a fact of importance both in its application and in the
exceptions that are taken to it in emergencies. It is the basic
reason for the discreet path German central authorities must
tread in their program of increased control of health insurance.
It is a factor in the relative independence of the Federal Institu-
tion for Employment Service and Unemployment Insurance®

. ;g}ggidows’ and orphans’ pensions in the old age insurance scheme came in
in R

* Repori, 1926, p, 14,
_ *See the discussion in the next Chapter on government-insurance body rela-
tions in Germany; see Chapter 23 for a discussion of the future of German
unemployment insurance and relief.
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PoLiticarL Factors

The general pattern of a country’s governmental system, we
have seen in Part 11, intimately affects social insurance organi-
zation. “Centralization of the State,” says G. D. H. Cole, “breeds
centralization elsewhere.””® This is almost literally true; e.g., the
complete administrative centralization of British social insurance
resulting from the centralization of government and the concen-
tration of power in Whitehall, as pointed out in Chapter 10. The
number, kind and strength of political institutions, and particu-
larly the relations between central and local governments, have
played and are still playing an important role in German social
insurance organization and organizational reform problems. When
the social insurance organizations were created in the 1880’s, it
was not possible or desirable to ignore political divisions and
political sensibilities. For no other reason the wage earners’ old
age-invalidity institutions were organized on the political lines
of the German states and provinces, and were staffed with state
or provincial officials, The multi-insurance bodies in health and
industrial accident insurance are a reflection of the German habit
of forming many groups and proliferating parties. The centrali-
zation trend in Germany has had a long and uphill struggle. In
the nineteenth century it would have been politically unthinkable
to create a brand new, independent, federal supervisory organi-
zation for social insurance. The result was the delegation to state
(provincial) and local bodies of the tasks of supervision and regu-
lation of even purely national (old age-invalidity for salaried em-
plovees, railroad workers) systems of insurance. These hodies
were and are state and local in every sense: they were and are
integral parts of state and local government, they were and are
selected at state and local levels, their expenses were and are paid
by the state. Even a totalitarian government must go slowly in
an announced program to abolish the local Insurance Offices.™
Local intransigence is a real obstacle in the plans for merging
old age-invalidity with health insurance and making other health

* Cole, op. cif, p. 33.

" The anachronistic State Insurance Offices (Landesversicherungsimter)
which were intermediate authorities between the Federal Insurance Office and
the Superior Insurance Offices, were not abolished until 1934. (Law for the
reorganizafion of the social insurance system, Part 3, sect. 2.) Until then they
had persisted only in Bavaria and Prussia, purely deferential gestures to strong
states’ rights traditions.
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insurance reforms.”® An important reason for local animus
against the Federal Institution for Employment Service and Un-
employment Insurance is its strong central administrative con-
trol, and its attempts to minimize local political influence, par-
ticularly in the selection of personnel. The independent status of
the Institution was granted in 1927, not so much to follow Ger-
man precedent as to avoid federal and state rivalry in social in-
surance supervision and because “there is less danger of political
interference in an independent institution than in a goverment
department.”"® Self-government in unemplovment insurance and
placement, unlike that of health insurance, is on a national basis
for much the same reason,

Many German ohservers rank the political temper of the people
and the national discipline (closely related with social habits and
national traditions} as of at least equal importance with financial
factors in the solution of such problems as that of coordinating
unemployment insurance and relief, These will determine the re-
sistive capacity of the German civil service and of other trained
personnel of the social insurance institutions against partisan polit-
ical encroachment. Tt is significant that social insurance institu-
tions, supervisory and administrative, have suffered less from
the shocks of the revolution than anv other in Germany.

TecuNicArL FAcTors

Technical influences on social insurance organization are prin-
cipally three: those arising from the actuarial-technical nature of
the risk and the groups covered; the general relations hetween
government and insurance bodies; the quality and status of the
civil service. The last two have been touched on. Government-
insurance body relationships, for example, may be broadly or
narrowly political in origin; they have on the other hand im-
portant technical results. When, as in Germany, government and

1t is true that the local Insurance Office is most important in health in-
surance, essentially a local institution, It is less important in old age-invalidity,
industrial accident and unemployment insurance. But healtk insurance is the
kev stone of the German social insurance structure, and this intimacy between
health insurance and local government is probab]y the principal obstacle to
abolition of the local Insurance Office. (See Chapters 9 and 22.)

*For a comment on the accuracy of this assumption, see the discussion in
the next Chapter on government-insurance body relations, and in Chapter 23
on the current German situation.
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insurance body are separated, the difficulties of imposing central
control or of increasing central supervision are magnified.** The
problems caused by self-governing health insurance bodies both
in Great Britain and Germany are also instances of the impor-
tance of government-insurance body relationships.

Chief among the actuarial-technical factors influencing the
form and shaping the characteristics of the social insurance or-
ganization are the nature of the risk and the groups covered.*?
The differences, physical and moral, between the old age and
health risks, for example, have important organizational results.
Old age is a fact that can be verified with relative objectivity
and need not be verified often; as a result most old age insurance
administrative operations are routine and clerical, can be carried
on away from the location of the insured members, Old age in-
surance requires long-term records; these can be administered
by a highly centralized organization with little or no local ma-
chinery. It may involve maintenance of reserves, a task for a
large as well as a central body. The average henefit is a relatively
large sum.

But the health risk (particularly in Germany, where it excludes
long-term disability) is largely a subjective concept (a state of
health is essentially a personal matter), produces frequent small
losses, requires close relations between insurance body and mem-
ber. Tt demands local administration. Since no great amounts of
money are carried over from year to year, there is no financial
reason for a centralized administrative organization. Self-govern-
ment here means much more than in old age insurance because
it works naturally through local institutions and through com-
paratively great reliance on lay as distinguished from civil ser-
vice personnel.’” One argument against a rapid consummation of
the proposed old age-invalidity insurance merger in Germany is

* See the case of the German Federal Tustitution for Employment Service
and Unemployment Insurance, Chapter Z3.

® The effect of these factors specifically on coordination and unification 1s
discussed in Chapter 21,

" That is, on the usual present assumption and tradition that there should
be a relation between pension benefits and (a) average wages and (b) the
lifetime record of thrift. These are not universal (cf. Great Britain), are
largely subjective and traditional and may change. In the meantime they in-
fluence the social insurance organization just as surely as such “inherent”
factors as the physical nature of the risk

T See Chapter 9; and Chapter 22 on the future of self-government.
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that health fund personnel is not qualified to answer the technical
questions, and make the important preliminary decisions on ap-
plications for old age pensions.®

These risk differences are additionally complicated in practice
hy more or less related differences resulting from lack of uni-
formity in the membership of the insured groups, in the kind and
level of benefit and contribution base, and by other outside fac-
tors such as the number and importance of mutual aid and other
institutions. Some of these differences are artificial or at least
largely subordinate to those immediately touching on the nature
of the physical and moral risk; e.g., the definition of the insured
membership. Various considerations suggest differences in mem-
bership scope ; the result on organization is sometimes important.
For example, the British unemployvment insurance scheme was
not joined more closely to health insurance because in 1911 it
was regarded merely as an arrangement limited to a few irregular
trades not already covered by voluntary schemes. Undoubtedly
if it had been started with its present scope the relations between
the two insurances would be much closer.®

LLEGAL FAcCTORS

With the exception of the theory of occupational risk which
underlies both the British and German industrial accident sys-
tems, legal influences are of slight importance.® Under this theory,
the employer alone is responsible for injuries sustained in the
course of employment and must alone bear their indemnity.

This has had particularly unfortunate consequences in Great
Britain whose method of administration is outlawed by practi-
cally the entire world. Employer responsibility means in fact ad-
ministration by the emplovers and the county courts, with very

# The problem is accentuated in Germany because of the inclusion of the
complexities of invalidity pensions in the old age insurance system.

" A related example is furnished by British old age insurance. One obstacle
to inclusion of self-emploved persons is that there is no employer to make up
part of the contributions, and the flat rate benefit would penalize tremendously
the middle and higher wage groups if they had to bear both employer and
member shares, . .

® Germans, for example, do not understand American misgivings over join-
ing executive and judicial powers in one body, as in the Federal Insurance
Office and subordinate offices. Tn 1934 a committee of experts examined this
question, concluded that the experience of 50 years is definitely in favor of
status quo. One advantage, it is said, of the combination is that judges are
farced to keep closer to practical administration.
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minor intervention or regulation of any kind by the government;
and except for mines, extension of the privilege of self-insurance
(no insurance) to all employers.® One of the few complaints
heard in Germany of industrial accident insurance is that em-
ployers’ associations, which administer and pay for it exclusively,
have allowed too little participation by workers.

TeEMPORARY, ACCIDENTAL AND OTHER FACTORS

The persistent force of purely historical, temporary factors,
and of the immediately expedient decision has run like a thread
through these pages. Workmen’s compensation (industrial acci-
dent insurance) in Great Britain is privately administered and
insured today hecause in 1897 no government machinery existed
for the purpose. British non-contributory old age pensions are
administered by the Customs and Excise Department of the
Treasury because in 1908 Poor Law administration of the new
pensions was ruled out and this seemed to be the only govern-
ment body with the required local organization. Indeed, non-
contributory as against contributory pensions were urged pre-
cisely on account of this lack. We have noted the effect of an
assumption (ie., of a small scale, selected membership) made in
1911 on the British unemployment insurance system of 1938
German unemployment insurance is relatively centralized (ad-
ministratively) because organized labor in 1927 exchanged this
concession for representation on the self-governing boards and
the pledge of a minimum of civil service. Today Germany has
no organized labar in the orthodox sense, but it has centralized
unemployment insurance administration. The British Temporary
Provision Act of November 1921 introduced, for the first time
and for 6 months only, dependents’ benefits in unemployment
insurance, This fundamental departure from the British tradi-
tion of flat benefits survives today and will continue. The “tem-
porary” reductions in 1932 of German unemployment insurance
henefits were in force until June 1937: for practical reasons it

% Tor the last reported year the proportion of total compensation paid by
uninsured employers for the iollowing industries was: railways, 99%; docks,
34%; construction, 249 ; mines, 23% ; engine and shipbuilding, 199 ; quarries
and metal mines, 15%: shipping, 12%. {Workmen's Compensation: Statistics
of Compensation and Froceedings under the Workmen's Compensation Acls
and the Emplovers Liability Act of 1880 in Great Britain, 1934, p. 5.)
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was considered impossible to amend them. More than a few
Britons believe that one factor in the retreat of the government
and the House of Commons on the original U A B scales in 1935
was the unpreparedness of the Minister of Labour. The decision
by the Cabinet to have the Standsiill is said to have been taken by
the margin of a single vote.

These temporary and accidental factors often merge indis-
tinguishably with the political, particularly those more narrow
and partisan. Bismarck set the shape not only for German but
for social insurance organization the world over, out of motives
immediately as well as broadly political and to gain immediate
political objectives. The Social Democratic party in Germany was
always in favor of improved coordination in policy, but in prac-
tice found it impossible to make changes that would deprive its
members of jobs. German farm workers and domestics are ex-
empted from unemployvment insurance at least partly for political
reasons,

The plea that the small and local Friendly Society would be
smothered by a national health insurance fund led to the multi-
insurance bodies of British health insurance, and to the licensing
of large commercial companies to write compulsory insurance in
special non-profit departments. These [arge companies now domi-
nate the British health insurance scene, create problems of co-
ordination undreamed of in 1911.** One reason for continuing
the complex financial relations between British contributory and
non-contributory old age pensions is the wish of the government
not to attract attention to the size of its participation. British
unemployment insurance benefits cannot be raised because of
the opposition of the Approved Societies, which it is said ohject
to a further increase in the spread between health and unem-
plovment insurance benefits. Labor in Great Britain seems oddly
insensible to the need for reform in the archaic industrial acci-
dent system until one learns that it prefers not to open up the
issie of worker contributions which would surely be raised in
any thorough-going analysis of the system. Neither union lead-
ers nor the rank and file in Great Britain are particularly interested
in social insurance coordination, This is probably because the
leaders justify their jobs and their salaries largely in terms of

2 See discussion of these companies in Chapters 10 and 22.
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the assistance they give government agencies in social insurance
administration.

It is hardly to be wondered, in view of the variety and com-
plexity of the influences bearing on social insurance organization,
that the problem of coordination is a difficult one. Even an out-
line of these factors suggests the difficulties of developing a so-
cial insurance system coordinated organizationally as well as
technically. The difhcalties are the greater because so many of
the factors are non-technical and indeed subjective and non-
rational and hecause some of the technical factors clash with each
other (they are derived largely from the non-technical). Finally,
these difficulties suggest that any coordination program is bound
to be a compromise program, which inevitably locks worse on
paper than it works in fact.



Cuapter 18

THE GERMAN AND BRITISH ORGANIZATIONAL
PATTERNS

OnE MAY OBSERVE the basic organizational pattern from three
directions: (1) the relations between the government and the
insurance bodies; (2} the basis of insurance body or fund or-
ganization; (3) the contribution and benefit bases. The first two
of these factors affect social insurance organization directly, the
third indirectly.

(GOVERNMENT-INSURANCE Bopy RELATIONS: GERMANY

Without exception the Germans separate government and in-
surance body. The reasons, we have seen, are historical and polit-
ical; the German insurance institution represented self-govern-
ment, the right of the layman to participate or at least to be
consulted in social insurance administration. The organizational
results are principally two. Joined with the German bias toward
occupational and territorial groups and parties, it has produced a
truly astounding multiplicity of insurance bodies, as we shall see
presently. German social insurance self-government meant in fact
local government or trade association government in most in-
stances. Second, in the German social insurance organization the
government stands sharply aside; it has no administrative part,
indeed it acts as the impartial supervisory, regulatory and appeal
authority guaranteeing justice to the insurance bodies and their
members. At the three levels of government, federal, state (pro-
vincial) and local, the appropriate government organization for
this purpose is provided: the Federal Insurance Office, the Superior
Insurance Offices, the local Insurance Offices, respectively. Each of
these includes, for example, bodies on which employers and work-
ers are represented for adjudication of appeals on benefit and
other decisions made by the insurance bodies. Generally speak-
ing, appeals are taken first to the body of first instance, the local
Insurance Office, then to the next higher authority, the Superior

173
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Insurance Office, then to the Federal Insurance Office.! There is
no appeal in any circumstance from the decisions of the last an-
thority. This same triple government mechanism serves as the
medium through which the government supervises and regulates
all other phases of social insurance administration.?

It is easy to conclude, particularly in a totalitarian state, that
this separation between government and insurance body may
well be a distinction without a difference. The conclusion would
be wrong. Certainly, as we have seen in Chapter 2, recent politi-
cal changes in Germany must and will leave their mark on so
prominent an institution as social insurance. Introduction of the
leader principle has made the separation between government
and social insurance body somewhat less sharp. The real as dis-
tinct from the paper significance of the separation rests, how-
ever, on many factors other than the immediately partisan and
political. Al the factors that determine the set and shape of the
social insurance organization combine to decide this as well as
other organizational questions. Among these are the long German
tradition of impartial and independent supervision; the local, ter-
ritorial and occupational bases of insurance organizations; the
resistance of a vested bureaucracy; the close identity of interest
between the insurance bodies and political governments below
the federal level. There is a vast difference in interest and point
of view between the federal and these other governments, and the
supervisory hodies below the federal level are parts of the state
and local governments,

It is easier to describe the effect of this separation than to
prove it; it is easier to sense it in the attitudes of the officials
themselves than to describe its effects. The key fact in the Ger-
man situation is the relatively slight change in social insurance
organization in the new regime.® The greatest changes, we have

! There are important exceptions. For example, the local office in fact
handles mostly health insurance appeals; appeals in other insurances (except
unemployment, which provides its own courts of first instance) go directly to
the Superior Insurance Office.

*The functions of the government mechanism are threefold: appeal ad-
judication, supervision and (since German, like British, legislation is largely
administrative} regulation. In the second and third functions the Ministry of
Labor stands hetween the government and the Federal Insurance Office. Unless
specifically stated to the contrary, the term “supervisory” shall be taken to
include also regulatory and appeltate functions.

*See Chapter 2 for a consensus of German opinion on the effects of the

new regime on social insurance administration, What the ultimate as against
the immediate result will be remains for time to develop,
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seen, have taken place in health insurance where the separation
between funds and federal government has been the greatest and
where the fund bureaucrat has not existed at all; that is, where
there has never been any question of mixing government and
insurance body identities. It is true in Germany as in any other
country that social insurance reserves are invested in govern-
ment, quasi-government, or at least domestic securities; it is true
that the latitude of choice among government securities has been
decreased. But except in unemployment insurance, whose current
surplus is turned over to the federal Treasury, the investing or
use of German social insurance funds is not currently a matter
of great importance. Indeed, it is in unemployment insurance that
one would expect to find the least independence. Actually the
situation is not quite so simple. The Federal [nstitution stands
off from the Ministry of Labor, which nominally supervises it,
and is regulated less than any other social insurance save indus-
trial accident. The Institution does not even find a place in the
Federal Social Insurance Code. The so-called Syrup Plan* for
reforming unemployment insurance-relief relations does not have
the approval of the Ministry of Labor and (it is said) the Minis-
try was not consulted before its publication. If Syrup, President
of the Federal Institution, has his way with his plan, he will have
to win over both the local governments and the Labor Ministry.
But he is the first to agree that “the future degree of indepen-
dence of the Federal Institution will depend on the personal integ-
rity and influence of its President.”

GoveErNMENT-INsURANCE Bopy RErLATIONS: GREAT BRITAIN

When government and insurance body are separate, the gov-
ernment as far as organization goes is automatically an inde-
pendent and impartial authority. It stands aside from and above
the parties: insurance body and member, insurance body versus
insurance body, and assures, or at least is in a position to assure,
equity to all. As supervisory, regulatory and appellate authority,
it has no selfish interest. It has no direct financial interest. This
is not to suggest that, because of non-organizational reasons, the
government may not in fact lean to one side or the other, or as
in German unemployment insurance, exercise strong financial
control over the insurance body.* Political and other improper in-

*For further details, see Chapter 23.
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fluences may affect the insurance institution but the influence will
not be due to the inability of the right hand to distinguish itself
from the left.

There are three principal ways in which the government may
Iet its contractual or business function interfere with its super-
visory or social function, or vice versa. It may, for example, as
appellate authority rule favorably to itself as insurance body.
In countless ways it may, by pursuing a narrow policy in the
interpretation of benefit provisions, defeat the purpose of social
insurance legislation. It can hardly act fairly as its own auditor
and examiner. On the other hand, it may be so alive to the political
or social repercussions, worthy and unworthy, of its social insur-
ance policies that it fails to preserve its financial integrity.

In Great Britain contributory old age insurance and unem-
ployment insurance administration are exclusively the function
of government departments: only health insurance follows the
German plan of separating government and insurance body.®* But
having combined the supervisory and insurance functions the
Bntish have not overlooked the possibilities of a conflict of in-
terest, the dangers of what may be regarded as an excess of
centralization. In both insurances they have developed, in two
directions at least, semi-independent authorities to provide some-
thing of the viewpoint that results automatically from the separa-
tion of the two functions. These authorities provide impartial
agencies for (a) adjudicating disputes and (b) assuring legal
expenditure of insurance funds and independent advice on the
financial-actuarial problems of social insurance administration,

BriTise SEMI-INDEFENDENT APPELLATE AUTHORITIES

The important function of assuring claimants an impartial
hearing on appeals is performed in British contributory old age
insurance by an individual referee. This referee, always a bar-
rister or solicitor, has no contacts or relations with the Ministry
of Health, the administrative and insurance agency. Appeals

* Industrial accident insurance is omitted here because it is almost entirely
beyond even government regulation, That is, the gavernment neither acts as
risk-bearer nor supervises in any important way the risk-bearing bodies which
are entirely private. The principal connection between government and in-
dustrial accident insurance is through the registration of awards and agree-
ments on benefit in the county courts. (Percy Cohen, British System of Social
Insurance, pp, 234-9.)
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reach him through another semi-independent authority, the Regis-
trar of Appeals, who serves as clerk to the panel of referees, All
hearings are oral and private and no Ministry of Health officials
attend. The panel of referees is chosen by the Minister of Health
under regulations of the National Health Insurance Joint Com-
mittee, a coordinating authority of four officials representing the
four geographical divisions of Great Britain, on which the Minis-
ter of Health represents England.®

To call these referees semi-independent authorities, as a mat-
ter of fact, is an understatement. It is true that they are chosen
by essentially the same official who administers the old age scheme.
But actually, as with so many orgamzational arrangements, the
degree of independence depends on the spirit with which they
are used and not on paper indications. The referee, although he
is appointed by the administrator of the old age insurance fund,
is independent because the Minister of Health in fact appoints
able and independent lawyers and not hacks, and because he ex-
pects his appointees to be independent. The importance of this
organization imponderable is the greater because, while in gen-
eral the referee’s decision is final in cases referred to him, the
Minister retains certain discretionary appellate powers.® The
spirit of the whole arrangement, the force of tradition in the
maintaining of rigidly impartial standards, the unquestioned
confidence of claimants, are a tribute to the British genius for
informal as distinguished from mechanical coordination. Sig-
nificantly, British civil servants assume that a division of func-
tion between two agencies of the same department is a division in
fact.

In unemployment insurance the separation on paper between
appellate and administrative authorities is hardly more definite.
The manager of the local employment exchange is usually both
the chief administrative and judicial official. But even where the
local insurance officer and manager are two persons, it is the
esprit of the service and not paper allocation of function that
preserves a just balance between the two functions. It is true
that the former is responsible not to the manager but to the divi-
sional insurance officer, at the next higher level of administrative

* Naitonal Health Insurance Act, 1936, sect, 160; Widows', Orphans’ and Old
Age Contributory FPensions Act, 1936, sects. 30, 31,
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authority. Actually there has been little effort in recent years to
coordinate local insurance officers” decisions, and the local insur-
ance ofhcer in fact may and sometimes does feel a closer identity
with his exchange than with division headquarters,

The first court of appeal, the Court of Referees attached to
each exchange, is appointed by the same authority that adminis-
ters the unemployment insurance scheme, the Minister of Labour,
The chairman, usually a lawyer, is directly appointed; the repre-
sentatives of employers and insured members are selected from
a list of nominations by the local employment committee, also
appointed by the Minister, attached to each exchange. Like the
insurance officer, the Court of Referees is responsible to the divi-
stonal insurance officer, not to the divisional comptroller, the super-
visory and administrative chief at that level. The decision of the
Court of Referees can be reversed only by the Umpire.

The highest court of appeal is the Umpire, appointed by the
Crown for tife. There is no appeal from his decisions. He cannot
be removed except by petition to the Crown from both the House
of Lords and the Commons. Here the separation between the ad-
ministrative and the appellate functions is more complete than
anywhere in British social insurance organization. This indepen-
dence moreover is actual as well as formal: the Umpire, for ex-
ample, does not even deign, despite requests, to codify his own
decisions and the Ministry of Labour’s codification is plainly
marked non-official.’®

BriTisH SEMI-INDEPENDENT FINANCIAL-ACTUARIAL
AUTHORITIES

The outside view is desirable also to assure that the funds col-
lected by the government as insurer are legally invested and
properly expended. In contributory old age insurance all accounts
are maintained and all excess moneys invested according to the
instructions of the Treasury: the Comptroller and Auditor Gen-
eral examine the accounts and report on them to Parliament.®
The Government Actuary, beginning in 1935, is required to make
a decennial financial-actuarial report to the Treasury “on the

" Ministry of Labour, Analytical Guide to Decisions of the Umpire Respeci-

mg Claims for Benefit, U1 Code 7, 1936,
¥ Widows', Orphans’ and Old Age Canmbutor_v Pensions Act, 1936, sect, 14
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financial operation of the scheme.”® In his first report he fore-
cast the finances of the scheme until 1946.*° Expert examination
and information are particularly important in a scheme involving
a large and a mounting lability for years to come.

If the Unemployment Insurance Statutory Commiitee cannot
be said to reverse the trend to centralization, at the very least its
creation considerably reduced the concentration of central au-
thority. It was created by the Unemployment Act of 1934 as an
independent authority primarily to provide the British scheme
with the financial balance wheel it has always lacked. The impli-
cations of certain of the powers and duties conferred on the
Committee are important also for other reasons,™ but its im-
mediate task was financial. The Royal Commission on Unemploy-
ment lnsurance in 1932, after referring very bluntly to the need
for “advice by an authority which is independent of politics and
party changes,” first recommended such a body. Despite the pro-
vision in the basic Act of 1920 for the application of ministerial
discretion in modifying benefits and contributions for the main-
tenance of Fund solvency, “we know of no occasion on which
this procedure was acted upon. . . . The Government of the day
and Parliament tend to adopt the course which is politically easiest.
.« . On this ground alone we have reached the conclusion that
there is need for an impartial body outside the immediate politi-
cal arena.”** Parliament for once followed the advice of a Royal
Commission, and since July 1934 an important new authority has
been an integral part of British unemployment insurance organi-
zation.

The functions of the Committee are essentially three: to ex-
amine and report to the Minister of Labour on the financial con-
dition of the Unemployment Fund; to prepare and submit to the
Minister such amendments to the law as are necessary “to make
the Fund, as the case may be, sufficient or no more than reason-
ably sufficient to discharge its liabilities;” to study and report te
the Minister on all draft regulations proposed by him.'* That is,
one function is advisory; in this it follows a common precedent

*Repart of the Ministry of Health, 1933-36, p. 202.

® Report of the Government Actuary on the Widows', Orphans’ and Old
Age Pensions” Act, 1925-32. .

“ Far its significance in British social insurance coordination, see the critique
of the Committee in Chapter 14.

® Fingl Report, pp. 163-4,

* Unemployment Act, 1934, sect. 17, 2; sect. 17, 3, a; sect. 19, 1; sect. 17, 5.
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in British organization. But it is much more than merely advisory,
and from here on it departs sharply from British practice. For
it 1s not a case of the Ministry’s taking the Committee’s advice
or leaving it, the usual fate of the pious counsel of an advisory
committee. The Committee must prepare recommendations for
amending the law.

The Minister sust within two months present these recom-
mendations to Parliament, avoiding another common pitfall of
unwelcome reports; he must, after consulting with the Treasury,
draft the amendments necessary to carry the Committee’s advice
into effect. The Minister must, if he differs from the Committee’s
opinion, present his and the Committee’s reasons to Parliament
and let Parliament decide between the two.'* The Committee’s
function here is thus semi-legislative; it serves as the agent of
Parliament to protect the insured members of the Fund against
unwise use of the powers delegated the Minister of Labour by
that body. It specifically is not limited to an annual financial
examination of the Fund, but may report on the state of the
Fund whenever it considers expedient.

RECORD oF THE BRITISH STATUTORY COMMITTEE

In four short years the Committee has been strikingly success-
ful. Its reports on the financial condition of the Fund are ex-
emplars of the statesman’s point of view applied to a really dif-
ficult task. Taking advice from many representative organiza-
tions, calling on experts for information beyond its technical fa-
cilities, it tries to survey and evaluate all the factors that enter
into the position of the Fund, the alternative methods for dis-
posing of surplus {there have been no deficits since 1934), and
the estimated effect of these alternate methods on Fund finances.
Thus in its second examination the Committec reported the Fund
solvent and likely to continue so for some time, and recommended
increased benefits to dependent children.* This recommendation
was accepted by the Minister and approved by Parliament. The
Report for 1936 concluded that the Fund would have an annual
disposable surplus of £6,500,000 that could best be spent in re-
ducing weekly contribution rates. This was also approved by the

B Report of the Unemployment Insurance Statutory Committee in Accor-

dance with Section 59 of the Unemplovment Insurance Acl, 1935, on the Finan-
ctal Condition of the Unemployment Fund on 31st December 1935, p. 4.
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Minister and Parliament. The Fund has heen set to balance at
an unemployment rate of 16.75 per cent for an 8-year cycle, “on
the basis of using up in that period the bulk of the accumulated
reserve.’”

In 1936 no fewer that 23 draft regulations were referred by
the Ministry to the Committee, Generally speaking they were ac-
cepted without change by the Committee. In addition the Com-
mittee reported on several broader questions: a proposal by the
Ministry to raise the wage cligibility limit for non-manual work-
ers, a proposal for the inclusion of share fishermen in insurance.
On the first the Committee agreed with the Ministry, on the
second it did not.*®

There is no question of the Statutory Committee’s success. It
is so marked and recognized so necarly universally that already
the idea of the Statutory Committee has been suggested as a prece-
dent in other fields, particularly as a device for coordinating all
the social services. One reason for this high regard is that its
complete independence is beyond question. It “has introduced a
welcome element of objective study” into an area riddled with
palitics ever since the War.*® The Minister of Labour appoints,
it is true, the members of the Statutory Committee; this would
immediately be the occasion for eyebrow-lifting in any country
but Great Britain. But it is a fact that the Committee is truly
independent.®® Also, the Committee has no administrative duties
to distract it or draw on it the ire of individual clients. It ad-
ministers no benefits, so it does not have to go to Commons once
a year for funds. Creation of the Unemployment Assistance Board
has constderably simplified its task, Finally, it is a continuing
body, and the country appreciates the advantages of the long and
the outside view.

It is agreed that the Statutory Committee has many advan-
tages over a roval commission. The case against the royal com-
mission is that it is not permanent; it usually is made to repre-

% Report of the Ministry of Labour, 1935, p, 68; Report, 1936, np. 63, 64.

¥ [n addition the Committee in January 1935 presented an exhaustive report
recommending inclusion of agricultural workers in insurance, but under their
own scheme,

P E P, British Soctal Services, pp. 178, 179,

% This despite the Minister’s nominal power to remave a member “unfit to
continue in office or incapable of performing his duties.” (Unemployment Act,
1934, Third Schedule.}
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sent all, including widely conflicting interests; it takes too long
to do too little, The Statutory Committee is also preferable to
creation of a new ministry: the Committee is taking an 8-year
look ahead; an individual minister hardly dares look five minutes
ahead. A new minister also “would add to rather than relieve
the congestion at the center, which is largely responsible for the
long-term aspects of the problem being neglected at present.”™

It is too soon, of course, to estimate the ultimate status of
the Statutory Committee, Astute observers ascribe much of its
success to the prestige of its first and only chairman, Sir William
Beveridge. The British relate it to no precedent® and consider
it none. It is a purely “tentative” answer to a special pressing
problem. The Committee is both in and out of the Ministry, can
be developed in either direction.

The real test will come with the next depression and the onset
of increased demands on the Unemployment Fund. However the
arrangements to meet it are organized, unemployment is a politi-
cal question. Indeed the Royal Commission at no time contem-
plated cancellation of ministerial, that is, of political responsi-
bility for unemployment insurance and relief:

“The question is by what means an insurance scheme, which
has once been established on sound lines, can be adapted to changes
or new developments in the industrial situation while preserving
unchanged its fundamental principles. Parliament must accept
final responsibility for the policy embodied in the scheme, and the
Minister of Labour must be held responsible in Parliament for
the work of his Department.”*® The most the Royal Commission
hoped for was independent and expert financial-actuarial advice
and supervision, It is this precisely that is sought in the separa-
tion of insurance body from the government®

* The Royal Commission on Unemployment Insurance, in referring to a
purely advisory committee established in 1931 to aid in administering iransi-
tional payments, emphasized its narrow limits, urged something “more than an
advisory committee,” (Final Report, 1932, p. 168.) *[bid., p. 163.

* Tt is a separate question and a nice one to determine how far the inser-
tion of a new body like the Statutory Committee will go to provide the ad-
vantages of separation. Social insurance regulation is wider than financial and
actuarial ; on a score of matters not directly financial-actuarial, the German
Ministry of Labor can nitiafe regulations. The Statutory Committee cannot.
It will be interesting to see how liberafly “financial” will be interpreted in
carrying out the functions of the Committee. The Committee is self-starting
on francial matters only.
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Fuxp OrRGANIZATION IN GERMANY AND GREAT BRITAIN

German social insurance bodies are not only separate from the
government. They are also, despite the recent trend toward sim-
plification and centralization, remarkably multiplex. In health
insurance, as we have seen in Chapter 7, this multiplicity is partly
natural, partly inspired. On a smaller scale it is characteristic also
of the other German social insurances. There are still 291 indus-
trial accident bodies: 63 industrial, 37 agricultural and 191 pub-
lic.?* Occupational association as the basis of fund organization
was reenforced here by the legal doctrine of industrial responsi-
hility, but the encouragement to territorial (as against national)
organization of strong states’ rights traditions was at least as
important. Today there are still 31 old age-invalidity bodies
for wage earners alone. Of these 28 are general funds, organized
territorially, and there are special nation-wide funds for miners,
for federal railroad workers and for marine workers. Indeed
there ~re separate miners’ old age-invalidity funds for wage
earners and for salaried employees. Finally there is a na-
tional unemployment insurance body. The grand total of insur-
ance bodies, including the 4,725 health insurance funds, is 3,051.%
Compared with the proliferation of even 10 years ago this is a
considerable simplification, but the complex of insurance bodies
(with the consequent differences in coverage and organization)
presents a really formidable task for the coordinator.™

By comparison the British insurance structure is simple and
even crude. Except for health insurance, the social insurance
fund is single and nation-wide and is administered by a govern-
ment department or ministry.® The British have even introduced

™ As late as 1929 there were 633, of which 527 were public. -

B Cerman Social Insurance, 1935, pp. 373, 369, 648. This total includes 47
substitute (white-collar) funds,

™ This is a stmplified picture at that. The special old age-invalidity fund
for marine workers, for example, has a division which serves as a special
marine health insurance fund. (Federal Insurance Code, sect. 476.) Miners
may receive benefits from three funds; the special miners’ (wage carners’ an.d
salaried employees’), the national salaried employees’, and the genmeral terri-
torial funds for wage earners (sects. 1544 to 1544n), The miners’ salaried
employees’ and national salaried employees' funds now collect 2 single contri-
bution, pay a single benefit. Germans point out that these are not as grave
departures from coordination as one might suppose, since in fact the different
funds for marine workers are really departments of the same industry-wide
insurance body. ! . )

* The new Agricultural Unemployment Insurance Fund is a minor excep-
tion.
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a large element of simplification into their inherently complex
old age insurance-pensions system.” Unemployment Assistance
is the work of two cooperating national bodies. The result is that
the administrative and other relations between the British social
insurances are far simpler than between the German. Something
may be sacrificed by this extreme simplicity of insurance fund
organization; there is no question of the soundness of the broad-
est possible approach.

CONTRIRUTION AND BENEFIT BAses IN GERMANY AND
GREAT BRITAIN

German and British social insurance organization is affected
perhaps even more by differences in contribution and benefit bases
in the different insurances than by the organization of their in-
surance funds. The picture of multiplicity and heterogeneity is
repeated for Germany, the picture of essential simplicity for Great
Britain. The Germans, in theory at least,”™ have tried to relate
social insurance benefits and contributions to wages and living
standards.”® The result is a system of benefit and contribution
scales graded by wage classes. This general objective, combined
with marked differences in costs between states (provinces),
strong occupational and local interests and traditions and the tradi-
tions of self-government, made natural and even desirable differ-
ences between insurances and territories in contributions and
benefits.

No two German insurances use the same wage groups in deter-
mining contributions except unemployment and health, and these
only in so far as the two memberships coincide, Indeed within the
same tnsurance, as old age-invalidity, there are differences in con-
tribution base between the territorial wage earners’ funds (which
are uniform) and all of the others. Every health insurance fund
determines its own wage classes for contributions and benefits.
Benefits are different for every social insurance, unemployment
included: unemployment benefits are further graded in three

* Described in Chapter 15.

¥ Finaneial crisis, forcing sharp cuts in old age-invalidity and unemployment
insurance benefits, has temporarily defeated this objective,

®To relate them to, not replace, wages and living standards, Germany goes
further than Great Britain in attempting to make benefits replace lost income
but neither country created its social insurance benefit structures on an a priort
standard of benefit “adequacy.” The best German illustration is the short-time
unemployment benefit (Kurzarbeiterunterstittzung),



THE GERMAN AND BriTisH OrGaNIZATIONAL PATTERNS 185

classes for living costs; different insurance bodies in health and
old age-invalidity insurance pay different benefits.*® In general
the Germans make greater and more precise use of dependents’
benefits than the British. These further complicate the differences
between insurance organization structures and particularly the
possibilities of coordination.

British contributory old age and health insurances have different
rates of contribution, but since both are flat sums, absolutely in-
variable except for sex, it is feasible to collect them through the
same agency (the Approved Society), at the same time, on the
same card, by a joint stamp. Unemployment contributions, of
course, while they are differentiated by age as well as sex, are still
flat sums and thus permit a comparatively simple organization.
Differences in benefit base are for most purposes far less impor-
tant for coordination than differences in contribution base. When
and if there is a serious attempt to unify the social insurances, the
element of flat benefits presents a favorable factor.®

®This is not, of course, a complete catalogue of actuarial-technical dif-
ferences. Usnally, for example, the division in contribution share hbetween
employer and worker is 50-50, but in miners’ old age-invalidity insurance for
wage earners the insured members still pay 60 per cent. The federal subsidy
is mich greater proportionately, too, for this insurance than for the other
wage earners’ funds, The scope of membership of the different insurances also
interlacks to 2 much lesser extent in Germany than Great Britain. This has
great importance for coordination possihilities.

¥ The most ohjective measure of the effect of these German and British
organizational differences on administrative efliciency is administrative cost.
Because of differences in salary scales and living costs in the two countries,
the much higher proportion of civil servants in Great Britain, and the im-
possibility of measuring efficiency in money in any event, even this is
seriously defective. In general German administrative expense, on the basis
either of contributions or total expenditure, is little if any higher than the
British. The following are percentages of administrative expense to total
contributions  (including governmental subsidy) in German and British
contributory old age insurance:

Germany
- —_—A
Great Wage e Salaried
Year Britain! earners Miners? employees
1931........... 5.9 7.9 5. —
1932, .. ... 5.5 8.9 6.0 2.
1933. . ......... 5.0 7.9 5.2 2.7
1934........... 5.3 6.9 4.3 2.8
1935 ... ..., 4.9 6.5 4.2 2.5

L Excluding Approved Societies' share,

* Wage earmers and salaried employees. .

Sources: Report of Ministry of Health, 1935-36, p. 275; German Social Insurgnce: 1934, p. 668,
1935, pp, 557, 606, 623. Statistisches Handbuck des Reichs- und Preussischen Arbeilsministerinms
{statistical manual for the senior staff officers of the Federa! and Prussian Ministries of Labor}.
{Berlin, no date, Looscleaf monthly; not published for general use.)
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OteER DIFFERENCES BETWEEN (GERMANY AND GREAT BrRITAIN

One other feature closely related to the basic social insurance
organizational pattern in which the British and Germans differ
greatly, is in the weight they give to civil service personnel. In
Great Britain the general rule (always except for health insur-
ance) is civil service; in Germany it is the exception. This differ-
ence goes straight to the historical origins of each. British social
insurance was taken into established central ministries operating
under civil service rules and traditions. German social insurance
organization (except unemployment insurance) is a development
of state and occupational interests and traditions; essentially it has
heen an institution at local and state levels, not federal. Some in-
stitutions, for example, the Brandenburg and Berlin old age-
invalidity institutions for wage earners, and the Leipzig and
Munich General Community Health Insurance Funds, have civil
service standards comparable to those of the federal government.
But in general the German local and state tradition is against civil
service. Exact figures are not available for comparison, but it is
significant that civil servants make up the entire personnel of
British social insurance administration above the lowest levels;
they occupy only the top positions of German, In British unem-
ployment insurance, for example, all employees except the Minister
of Labour, the Parliamentary Secretary and the “temporary staff”
are permanent.® The proportion of permanent servants (Beamte)
in the equivalent German Federal Institution for Employment
Service and Unemployment Insurance is under 5 per cent.®

One final general difference between the two systems is the
German preference for formal and detailed organization, the

¥ Seventy-seven per cent of the total in 1936, (Report of the Ministry of
Labour, 1936, p. 98.)

“ Robert Frase, The Adminisiration of Unemployment Insurance and the
Public Employment Service in Germany, p. 60. Multilithed. This is not to sug-
gest that the relative importance of the two groups of civil servants is to be
measured in figures. German civil servants in general hold top administrative
and federal supervisory positions, exert influence all out of proportion to their
numbers. Also there is no inference that civil servants automatically make
better social insurance personnel than others, A basic reason for self-govern-
ment was labor’s distrust of the bureaucrat. The proportion of Beamte in
unemployment insurance was purposely made very low in 1927 to allow intro-
duction of non-professional trade union representatives. On the other hand,
not all of the Beamte, taken over from the local and state employment offices

in 1927, were first class. (The quality of German civil service has been dis-
cussed in Chapter 2.)
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British for organization informal, general, approximate, tentative.
Tt is a difference that a foreigner is likely to underestimate. The
Germans seem to have thought of everything, the British to have
left so much to chance, or improvisation. Actually, the longer one
studies the two systems the more one wonders which is the better
coordinated. One system aims at rather exact equities, modified in
fact by the remnants of many historical accidents, the pinch of
financial stress and a score of other non-rational factors. The other
is admittedly careless of exact justice and of tying up neatly the
relations between insurances, benefits and contributions. One aims
higher and often fails, the other is satisfied with less. One thing is
certain: it is impossible even to begin on the question of the co-
ordination of the social insurances without careful consideration
of those imponderables that are so large and vital a part of British
organization and British character.



CHAPTER 19

CENTRALIZATION IN THE ORGANIZATIONAL
PATTERN

It 1s EVIDENT from the preceding pages that British social insur-
ance organization is in general far more centralized than the Ger-
man.' The social insurances, except health, are organized as single
national funds; these funds are government funds, in which the
government acts not only as the bearer of the risk but also as the
supreme supervisory, regulatory and appellate authority. Central-
ization can hardly go farther, unless it unifies the insurances into
one omnibus fund. Even Unemployment Assistance has been fully
centralized.
ADMINISTRATIVE CENTRALIZATION

British centralization is true centralization: both of power and
administrative function.® In unemployment insurance the divi-
sional comptrollers (second level of authority) have a measure of
autonomy, but they influence policy most by passing their sugges-
tions to Ministry of Labour headquarters, whence sooner or later
may issue new regulations governing the entire system. Ideas may
come up from below: orders are given from above and are of na-
tional scope.® In contributory old age insurance the second level of
authority, the divisional inspector, is not an important man, the
local (district) inspector of the Ministry of Health even less so.
Local organization here is furnished chiefly by other departments,
a sign of the unimportance of local autonomy. A measure of dis-
cretion is intended in the administration of Unemployment As-
sistanice at the divisional level, but it is limited by a nation-wide
needs scale.

*Only in its disunity of supervision is it less centralized, For a discussion
of the relation of German supervisory unity to centralization and coordination,
see Chapter 20, L

*With the government fund there is no question of distinction between
supervisary and administrative centralization, But even a government fund
can delegate impostant policy making powers to local or district offices, No
British fund does.

*Walter Matscheck, ddministration of Unewmployment Insurance ond the
Public Employment Service in Great Britatn (Washington: Committee on

Public Administration of the Social Science Research Council, 1938), p. 24.
Multilithed,

188
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As far as actual results (as distinguished from a program) are
concerned, the British Ministry of Health exercises at least as
much influence over the decentralized Approved Societies in health
insurance as does the German Ministry of Labor over the German
health insurance funds.

Diagram I illustrates, in the important field of contributory old
age insurance, certain significant differences in administrative
centralization between the British and German systems.* The first
is a single compact organization; the second is made up of divi-
sions running vertically (occupational groups) and horizontally
(territorial groups). In one very limited sense, perhaps, the Ger-
man administrative scheme may be satd to be as highly centralized
as the British: each of the territorial or occupational insurance
bodies has comparatively little need for subdividing its organiza-
tiont and when it does subdivide, organizational subdivisions have
little autonomy. The German scheme in this way is centralized as
highly as the British, but within much smaller limzits. The differ-
ence is significant. If the centralized insurance bodies differ in
coverage, contribution and henefit bases and other features, as the
German do, little has been gained {for coordination between the
bodies. Rather, in their common dislike for compromise, a strong
barrier to coordination has been erected.®

SUPERVISORY CENTRALIZATION

Germany and Great Britain offer interesting comparisons also
in supervisory centralization, i.e., by government over social in-
surance hodies, The only area in which a direct comparison is pos-
sible is in health insurance: the insurance bodies in both countries
are non-governmental and multiplex. The wayvs in which the rising
influences of centralization have worked historically on these self-
governing institutions have been discussed in Chapters 9 and 10.
It will be useful to summarize here the scope and degree of that
control today under sharply different conditions, as a comparative
exhibit on German and British supervisory centralization.®

* Comparison of superpisory centralization in old age insurance hetween the
two countries is not possible because of the British combination of supervision
and administration, See Diagram [ in the Appendix.

*The effect of the so-called Schliissel on the coordination of the wage
earners’ territorial schemes has heen discussed in Chapter 12.

* This analysis is necessarily from the point of view of the central authori-
ties, and is lirnited to a treatment of supervisory mechanisms.
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Both the scope and the degree of the control exercised by the
British Ministry of Health are considerably greater than that
exercised by the German Ministry of Labor. On paper the differ-
ences, particularly since the new German laws, are not so great.
In 1933, for example, the President of the Reich extended the
central powers of regulation and supervision to “questions of ex-
pediency and economy ;” actually their use is still largely potential.”
The British have exercised these same powers, quietly and un-
ostentatiously since 1928, Their mandate is not as clear as the
German. It is none the less effective. It is broad enough, for ex-
ample, to include a fixed policy of gradual reduction in the number
of funds, a policy, incidentally, followed by the German authorities
for a considerable time before the 1933 laws and orders.

Britisit CoNTROLS OVER DECENTRALIZED ADMINISTRATION

The principal methods of central control of health insurance in
Great Britain may be summarized under these heads. Except the
third, they are applied exclusively by the Ministry of Health:

Procedural and other routine regulations
Inspection and investigation

Fiscal-actuarial

Reorganization or merger

Direct emergency central administration
Transfer of function from local to regional levels
Provision of appellate facilities

Advice and moral suasion

There is hardly one of these controls that is not used more ex-
tensively in Great Britain than in Germany. Some do not even
exist in Germany. By all odds the most important in Great Britain
is the group of powers that may be characterized as fiscal-actuarial,
A senior civil servant says, “Control by the Ministry is almost
entirely fiscal.” These fiscal powers range from the right of the
Ministry of Health to impose fines on and surcharge a Society for
improper expenditures to the mightiest weapon of all: the power to
reduce, without restriction, the so-called administrative allowance

'Order of the Federal President on health insurance, March 1, 1933 (R, G.
BL I, p. 97), Arts. 1, 2. It is not necessary to repeat here the obstacles to and
the limitations on the growth of supervisory centralization, These and other
det;iés of German health insurance developments are described in Chapters 9
and 22,
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per member which each Society must have for operation.® It is a
control, moreover, reenforced by the powerful argument of gov-
ernment subsidy.® There is no such direct authority in the German
Ministry of Labor. There are no German government subsidies.
Since the government gives no financial aid, it does not examine
the insurance funds’ financial affairs. Audit or fiscal examination
is not by the government, but by other self-governing bodies: the
health fund association (principally) or the state (provincial) old
age-invalidity insurance body for the area.*

The British Ministry follows day-by-day health fund operations
more closely than the German, In the inspectors of the Qutdoor
Staff, the ‘‘eyes and ears of the Ministry,” it has a continuous check
on operations at the local level, an outlet for complaints by mem-
bers and Societies, a liaison with the Ministry of Labour which
passes along suspicions or knowledge of employer non-compliance,
The Quidoor Staff “visits” employers eligible for investigation,
it “surveys’”’ employers’ records to check on compliance. If it turns
up suspicious information it reports to a companion branch of the
Ministry in charge of Approved Societies which also gets infor-
mation from the auditors.

Inspection extends to the detailed operations of the Societies.
With the usual disclaimer of the impossibility and undesirability
of a stereotyped system, the Ministry officially admits that “it is
the practice of the Department to watch closely the administration
of each Society.” The Ministry insists on “competent officers and
a Committee of Management who take an active interest,” on “an
effective scrutiny and supervision of benefit claims.” In 1935, 201
Societies were examined. In addition detailed inquiries are made,
following a valuation report, when there is “evidence of financial

® Other fiscal-actuarial controls are those provided by: the periodic valua-
tions by the Government Actuary (to determine the amount of surplus that
may be spent for additional benefits); the periodic audits of the National
Health Insurance Audit Department; the power of the Ministry to divert
Society income into the Central Fund, or national reinsurance pool; the cantrol

of investments by the Ministry of Health; the requirement of statutory re-
S€Irves,

* The Treasury contributes approximately one-seventh of the cost of benefits
and of local administration for men, one-fifth of benefits and local adminis-
tration for women, and the entire cost of central administration,

* Examination by the local Insurance Office, which has to do mostly with
personnel, is to be abolished. Examination by the state (provincial) employ-
ment office is confined to a check on unemployment insurance contribution
collections. {German Social Insurance, 1935, p. 635.)
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retrogression.” During the past 5 years such detailed inquiries
were made into the affairs of 470 Societies.

The Approved Society Branch of the Ministry has for its main
function the careful watching of Society expenditures. When a
case calls for treatment the Ministry has a whole list of remedies
from which to choose. The Ministry may recommend liquidation
or merger. 1f the cause of the trouble seems to be too liberal
benefit payments, “sick visitors” are appointed or “ a judicious use
of the Regional Medical Service” recommended. In extreme cases
the Ministry may appoint a manager to administer the affairs of
the Society pending reorganization. The most drastic power of
all has never been used: the power to rescind the “approved” rating
of the Society. The judicious use of advice, plus the leverage of the
administration allowance without which no Society can exist, is
usually sufficient for any emergency.™

GeErRMAN CONTROLS OVER DECENTRALIZED ADMINISTRATION

German central control has been comparatively long-range and
mild. The immediate supervisory authority, the local Insurance
Office, is identified so closely with the local government of which
it is a part, that it cannot be expected to perform the functions of
a central and disinterested agency. The state (provincial) old
age-invalidity insurance Institutions are empowered to take over
the duties of audit and inspection of health funds,*® but so far they
have chosen to leave the task almost exclusively with the former
authorities, the health insurance associations.”® Even when and as
the Institutions take over, central control will stili be diffused
through a territorial body, more under state (provincial) than
federal influence.

The principal routine German control is exercised through ad-
vice. This type of control had gradually heen gaining in influence

" Quotations are from Report of the Ministry of Health, 1935-36, pp. 187-8.
Tn 1935, 15 Societies were merged, one as a result of maladministration. One
other was reorganized for the same reason. One manager, appointed the year
previously, was rcplaced hy the Society’s own Commitiee of Management.

A rare occurrence is a recent case in which two factions were unable to
agree on a Secretary. The Manager appointed by the Ministry sacked all per-
sonnel, rehired the best, selected a new Board of Trustees and a new Com-
mittee of Management. .

¥ Third order for the reorganization of the social imsurance system: com-

munity duties, December 18, 1934.
™ German Social Insurance, 1935, p. 635.
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before 1933 ; since then it has been backed by the power of the
Ministry of Labor, freely used in 1934, to appoint commissioners
to take over fund administration.* Despite this interlude of direct
intervention, now past, and of the introduction of the leader prin-
ciple, it remains true that German central control of health fund
administration is less continuous, less penetrating and less effec-
tive than the British. More functions remain in the sphere of fund
autonomy inn Germany: benefits, contributions, investment other
than reserve, are individual fund matters and each fund is still
a financial-insurance unit. At the very most, the loss of self-
government in Germany has meant diversion of fund administra-
tion from leaders selected locally and democratically to leaders
selected locally and authoritatively. Only in personnel supervision
does the German Ministry go further than the British. Since 1934
all applicants for fund places must take examinations approved
by the Superior Insurance Office, which also passes on all service
and salary regulations.”

One feature of central control which the American misses bath
in Germany and Great Britain is the use of statistical and related
devices. This omission is generally characteristic of both countries
and of all sacial insurances.*® But statistical controls, principally
because of the heterogeneity and autonomy of the funds, are least
important in health insurance. The British Ministry of Health
attemnpts no statistical controls of the details of personnel, pro-
cedure, benefit decisions or other current operating results.” The
Germans, when pressed, admit a few rules of thumb: roughly no
more than one staff member for every 500 to 700 fund members;**
not more than one doctor for every 600 fund members. But there

#See Chapter 9, discussion of growing centralization in German health
insurance,

® Fourth order for the reorganization of health inswrance, February 3,
1934, sect. 1; Federal Insurance Code, sects, 335, 356.

*There are exceptions. In British unemployment insurance the so-called
staffing-basis scheme for determining the number of staff, and the quasi-
statistical control by the London Divisional Tnsurance Cfficer of the work of
his local insurance officers, ate examples. So is the so-called placing index for
measuring the placing efficiency of an employment exchange or district. The
Germans, who originated the staffing-basis scheme, have discontinued it as teo
complicated, (Frase, op. cit., p. 63.) . .

A partial exception is the statistical record of the Regional Medical Offi-
cer, of the proportion of claimants found capable of work by the panel doctors.

® This is a local insurance officer’s figure, The Federal Insurance Office puts
the figure at 800 for smaller, 600 for larger funds.
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are no standards for measuring and controlling the relative liber-
ality of funds on appeals “because of the wide swings in health
insurance experience,” no standards on costs. There is as yet no
standard procedure for examining health funds, although there
is one in preparation, It surprises Americans to learn that, in fact,
Germans generally are disposed to suspect statistics as a control
measure, in general display a “reluctance toward efficiency rat-
ings.”"*®

* Marx, Citel Serwice in Germany, p. 227,
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COORDINATION IN THE ORGANIZATIONAL
PATTERN

IT 15 vor difficult to discover that the British system of social in-
surances is more highly centralized than the German system. This
is principally a matter of objective fact. But to presume to say
which organizational and actuarial-technical features are the better
coordinated is to presume not only the ability to analyze a nearly
endless array of highly complex facts but agreement on a set of
values. These values (particularly when actuarial-technical fea-
tures are involved) are subjective rather than objective and in any
scientific sense they are incapable of measurement or even of exact
statement.

What follows then is necessarily an approximation, based
largely on values more or less subjective and necessarily more or
less incornplete.

The principal points at which, for practical purposes, one may
judge the degree of organizational and actuarial-technical coordi-
nation of a social insurance system are listed below. The list is not
complete; it leans principally on an evaluation of characteristics
capable of statistical demonstration, e.g., it contains no measure
of the equity of the incidence of contributions and benefits. The
measures on the list are approximations; one may criticize any of
them for incompleteness or inadequacy, e.g., the proportion of in-
surance beneficiaries requiring supplementary relief. Data on this
point are not complete, At best this is a second-hand measure of
benefit adequacy. A smaller proportion may mean not more ade-
quate benefits but greater recourse to private relief or private
means, differences in living costs or a reduction in living standards.
Besides not everyone would agree that relief supplements to insur-
ance benefits are evidences of non-coordination.

The points of comparison are:!

*There is no attempt to separate sharply organizational and actuarial-
technical characteristics. They are inextricably intermingled. For example, the
first of the list. In Great Britain medical care is practically omitted from the

circle of social insurances, which fact has an important effect on organization
and coordination. (See Chapter 17, discussian of social-economic factors.)
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The extent to which risks generally accepted as social are

included.

The proportion of gainfully occupied persons covered by
insurance,

The extent to which membership in the different insurances
interlocks.

The extent to which benefits and benefit rights between the
insurances interlock.

The extent to which "unjustifiable’” differences in benefits
persist between insured persons of substantially the same
status, particularly within the same insurance scheme. (The
extent to which there are similar differences in treatment
between insurance and relief clients is not capable of com-
parison.)

The proportion of social insurance beneficiaries receiving sup-
plementary relief.

The extent to which there is a general social insurance (and
relief ) policy.

The degree of simplicity of the supervisory organization,

The degree of simplicity or uniformity of the insurance or
administrative organization.

The extent to which the insurance bodies make effective use of
joint or loaned facilities.

COORDINATION IN THE BRITISH SoclAl INSURANCES

Rating the two systems on these points, the British is superior:
(1) In the number of insured persons and the proportion of
gainfully occupied persons covered by social insurance,” and in
the extent to which membership in the different insurances inter-

! Comparable data for wage and salary earners are not available, Besides,
certain insurances, health for example, cover more than the group of wage and
salary earners, The data are taken from latest official sources, although in some
cases the periods covered do not coincide. (See Chapter 21, discussion of
actuarial-technical limits to unification.)

Great Britain Germany
Number Per cent Number Per cent
of in- insured of in- tnsured
Insurances sured among sured among
persons, g‘ainfqllg persons, gainfull
in accupte mn pCcupie
millions persons nillions persons
Industrial accident., . . . —= —s 24.5 74
Health.............. 18.8 88 20.9 65
Oldage.............. 19.2 90 22.7 69
Unemployment....... 14.2 66 14.0 42

® Not published, but this has the widest coverage of ail British social insurance.

Saurces: Statistical Abstract of the Uniled Kingdom to 1935, 80th number, pp. 81, 115, 86, 5, 111;
German Social Insurance, 1935, pp, 360, 636; Konjunkhturstatistisches Handbuch, 1936, p. 10; Sio-
tistisches Handbuchk des Reichs- und Preussischen Arbeitsministeriums,
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locks. British contributory old age and health insurance member-
ship is practically identical. '

(2) Inthe smaller proportion of insurance membership required
to supplement benefits from relief sources. Complete data are
nowhere available on this point but scattered evidences indicate
that the British scheme, despite the self-imposed handicap of low
and flat benefits, appears today by this test to be more nearly ade-
quate than the German.®

(3) The British are definitely ahead also in the simplicity of
their administrative organization. A high degree of administrative
centralization permits, if it does not always produce, arrangement
of administrative areas of the different insurance organizations on
a common basis. Unfortunately this administrative simplicity is
not matched by a corresponding supervisory simplicity. Four
highly centralized departments are engaged in social insurance
functions, five counting the Unemployment Assistance Board.
Diagrams ITA and B in the Appendix compare the relations be-
tween British and German supervisory bodies and the administra-
tion of the social insurances and unemployment and other relief.

(4) The British in general make more use of joint or loaned
facilities in social insurance and related administration. One or-
ganization, for example, applies the means test in non-contributory
old age pensions (Inland Revenue, Customs and Excise Depart-
ment )} ; while a second (Ministry of Health) acts as the court of
appeals. The Unemployment Assistance Board performs the for-
mer function in its field; the Ministry of Labour registers appli-
cants and pays the allowances. The Approved Societies collect
contributions not only for health but also for contributory old age
insurance. This is made possible by the high percentage of common
membership of the two schemes, highest of any British or German
insurance.* Employers’ records for all social insurances including

*See Chapter 4, discussion of inequalities in treatment of beneficiaries. This
was not true of old age benefits before the financial crises in Germany but it
appears to be true today. Unemployment benefits in Germany seem always to
have been lower than British, Even in 1927 “the German [unemployment]
benefit was about three-quarters of that of Britain” (Arnold Tolles, in fournal
of the American Statistical Association, June 1934, p. 163.) Today it has be-
come practically unemployment relief. The level and scope of German health
tenefits, both in cash and care, are far superior to British,

“Percy Cohen, British Svysiem of Social Insurance, p. 91; Charity Or-
ganization Society, The Prewention and Relief of Distress (London: P. S
King and Sen, Ltd,, 1936), p. 147,
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unemployment are examined by the Ministry of Health.* Ministry
of Health medical certificates are accepted, although not always
trustfully, in unemployment insurance, which otherwise would
have to maintain a separate panel of doctors. The Post Office
serves as general aide to the social insurances: selling contribution
stamps for insurance cards (all three) ; handing out application
forms (contributory and non-contributory old age pensions,
health) ; paying benefits through postal order (contributory and
non-contributory pensions, occasionally unemployment insurance).
The most conspicuous use of joint facilities in Germany is in
the use by all social insurance schemes® of the appetlate facilities of
the Federal Insurance Office, and the state (provincial) and local
Insurance Offices; in the cooperation of local governments and the
Federal Institution for Employment Service and Unemployment
Insurance in applying the means test; in the collection of unem-
ployment insurance contributions and the examination of em-
ployers’ records for both unemployment and health by the health
msurance funds.” But the degree of interlocking membership, as
we have secn, is far smaller here than between British old age
and health insurance. The German Post Office sells stamps and
pays benefits for wage earners’ and salaried employees’ old age-
invalidity insurance. The police, the Labor Front, the local Insur-
ance Offices and other local government bodies, the health in-
surance funds, all cooperate in various ways in old age-invalidity
insurance administration, although differently in different insur-
ances and in different sections of the country.® On Diagram I1I a
specific comparison is made of the use of joint facilittes in German
old age-invalidity and British contributory old age insurance; the
British have the more complicated arrangements at the national
level, the German at the local. These differences suggest a nearly
perfect microcosm of the two social insurance organizations: the
British complex at the top and simple at the bottom; the German
exactly the reverse.
'M'atscheck op. cit., p. 8,
®Except in unemp]oyment insurance, which provides its own appeal facili-
tles at the local level,
T Employment service and unemployment insurance law, 1929, sects. 145, 147.
!L L. O, unpublished manuscripts: B. Kappenberg, Grundriss des Ver-
waltungsdienstes der Triger der Invalidenversicherung; Adminisiration Pra-

tigue d'Assurance Vieillesse-Invalidité des Ouvriers en Allemagne (1935);
Praktische Verwaliung der Angestelltenversicherung in Dewtschland (1930).
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The most glaring British actuarial-technical gaps are: the omis-
sion of industrial accident insurance from the list of social insur-
ances; the persistence of the commercial insurance company in
health insurance; the low standards of medical care in the sa-me
scheme. The greatest British organizational defect is the diffusion
of supervisory powers among many departments. In the German
sense, Britain has no central social insurance policy.

COORDINATION IN THE GERMAN Sociar INSURANCES

German social insurance shows superior coordination in these
respects:

(1) 1In the greater completeness of its circle of insured risks.
Germany is particularly strong where Britain is notably weak: m
providing medical care. German social insurance also includes in-
dustrial accident insurance as an integral part of the system, It 1s
weakest in its failure to work out a coordinated unemployment
insurance and relief program.®

(2) In the generally closer relations between the social insur-
ances, e.g., industrial accident and health. Here as elsewhere the
Germans have made a virtue of a defect: they use the stronger in-
surance bodies (industrial accident) to carry the more serious and
expensive long-term industrial disability risk, leave the short-term
risk to the health insurance bodies.” Similarly the non—industrial
long-term disability risk is the responsihility of the territorial
old age-invalidity institutions, not, as in Great Britain, of the
health funds.

(3) Germany has always pursued a policy of close labor market
control: it has tightened visibly with National Sociatism and th_e
increasing emphasis on a self-contained national economy. This
control embraces broad and intensive programs of vocational
guidance, apprentice training and vocational training for the
unemployed. The Germans have a system of coordinated work
relief ; the British gave this up.

(4) Where Germany has a special ad\rantage is in the concentra-
tion of all supervisory authority in the Ministry of Labor, and in
turn, the Federal Insurance Office. (Germany needs this advantage
badly ; what the German social insurances would be like with multi-
insurance bodies and non-standard benefits and contributions and

*For recent changes, see Chapter 23, * See Chapter 13,
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divided supervisory authority, is hard to imagine. German de-
velopments show a stronger trend to centralization than British,
This does not mean that the German system is more central-
ized. We have seen that it is not. Nor is her system on the whole
better coordinated. The German diffusion of supervisory authority
vertically (delegation of power by the Federal Insurance Office
to state [provincial] and local government authorities) raises a
bar to coordination, much as British diffusion Aorizonfally op-
poses coordination. German coordinative efforts started later, have
had many more obstacles to overcome, German social insurance
supervision has made coordinative progress (largely through in-
creased centralization), despite its obstacles, German coordinative
progress has been considerable but it has still a long way to go. It
is remarkable, not so much for what it has achieved as for the
enormous obstacles it has had to overcome.

But the greatest German advantage is that the Germans have a
plan. They are gradually, sometimes painfully, working toward its
ohjectives. The program can be criticized at many points. It in-
cludes, for example, the drastic proposal to eliminate a large part
of remaining health fund autonomy, the complete suppression of
the local Insurance Office, reduction of the influence of local gov-
ernment, and reorganization of health and old age-invalidity in-
surance at the state (provincial) or regional level. In some direc-
tions the ideals of the program are not reached: for example, the
wrecking of the graded contribution and benefit structure, par-
ticularly in old age-invalidity insurance. But the Germans think
more consistently than the British in terms of the whole social in-
surance situation: see the many instances of financial decisions for
one insurance considered in terms of the entire social insurance
burden. Their greatest unsolved problem is that of the relations be-
tween unemployment insurance, if any, and unemployment relief.

All in all, one concludes, on the basis of absolufe results, and
without regard to the inherent difficulties of the task, that British
social insurance shows more evidences of organizational and
actuarial-technical coordination than the German.'* The British

" Tn gertain respects it is quite impossible to measure differences between

the two countries. It may be considered, for example, that Great Britain has
gone a bit further in eliminating gross differences in benefit between members
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try less for perfection, are satisfied with less. There is practically
no serious discussion in Britain, for example, of the possibility and
the desirability of substituting graded for flat contribution and
henefit rates.” Which is better: to try, as the Germans do, for pre-
cise equities in a fearfully complicated area of social, financial and
technical relations, with the sure knowledge that the systemn is
always bound to be out of whack for one reason or a dozen? Or
like the British, assume that the only achievable equities are rough
and that a too sedulous search for justice defeats itself ?

The differences between the two systems are too narrow, the
conditions in which they operate too different, the standards of
measurements too nebulous to permit a dogmatic answer to the
question: which system is the better coordinated? To answer, as
we have, in favor of the British, is not to say that the British way
is best, and particularly for another people or other conditions.
Some fatlures in coordination are inherent in the people and the
country, just as some are inherent in the juxtaposition of two
mutually exclusive theories or principles (i.e., unemployment in-
surance and relief), and are therefore really not failures at all.”®
Tt is these “failures” that the foreign observer needs most to guard
against. Otherwise he will find himself warning his compatriots of
imaginary evils and recommending for adoption impossible prec-
edents.

of different health insurance funds. There is a reinsurance fund, where the
Germans have none (except on paper). On the other hand, the differences are
more “unjustifiable” in Great Britain because all members pay exactly the same
contributions. Germans do not.

In the important matter of interlocking insurance benefit rights (assuring
that as a result of one insured risk, as unemployment, members do not lose
their rights to other insurance, as old age or health), there is no commensu-
rable difference between Germany and Great Britain, In both, the rights of
(insured) unemployed persons are safeguarded for limited periods in both
health and old age insurance. The costs in Germany are assumed entirely by
employers and workers in the unemployment insurance scheme: in Great
Britain principaflly by the government, German provision is more liberal:
safeguarding in old age-invalidity insurance is extended indefinitely even to
unemploved uninsured persons on relief. (Law to maimtain the solvency of
mualidity, salaried emplovees' and miners’ insurance, December 7, 1933, Part
IT8, sect. 14; see also Employment service and unemplovment insurance low,
October 12, 1929, sects. 117-129.) The British extension of free health in-
surance rights is generally limited to 33 months, for older members it continues
indefinitely. But the cost is borne by the Approved Socicties and not the
government. (National Health [nsurance Act. 1936, sect. §; 1. L. O., Yearbook,
1932, pp. 197-8; Report of Minisiry of Health, 1935-36, pp. 189, 203.)

Both systems provide in detail for prevention of donble payments.

2For an exception, see P E P, British Social Serwvices, p. 25.

* British Unemployment Assistance is an excellent instance,






PART V
MAJIOR COORDINATION PROBLEMS AND ISSUES

Introduction

THE PURPOSE OF Part V is to provide through three case studies
specific analyses of leading current problems in social insurance
organization and coordination. These select {rom, draw together
and treat in specific terms the complicated forces and influences
outlined in Part IV that determine the basic pattern of the social
insurance structure. The case studies in Parts IT and IIT are of
trends, historical developments. In Part V they are of current
issues. The same institution may thus be discussed in two places,
from different points of view. For example, German health insur-
ance offers an opportunity to observe the trend to centralization;
it provides a case also for the analysis of a going self-governing
institution, Stmilarly the story of the British trend to centralized
unemployment relief is in Part IT; Unemployment Assistance, the
apex of the trend, is analyzed in Part V.

The three case studies that follow have been selected for analysis
for a variety of reasons. The pros and cons of unification are dis-
cussed in Chapter 21 because unification abroad has a long history
and literature, but particularly because unification is in practice an
extreme case of coordination. Whether true self-government is
possible in a coordinated social insurance system is a permanent,
and as yet unsolved, problem in social insurance organization. The
record of German and British self-government in health insurance
is analyzed in Chapter 22: this is particularly timely in view of the
recent important political and social changes in Germany which
are bound to affect social insurance with other institutions, Chap-
ter 23 analyzes in terms of German and British experience the
outstanding social insurance issue of the day: can unemployment
insurance be coordinated with unemployment relief? Both coun-
tries have decided, although in different ways, that the employable
unemployed are to receive special treatment, This decision,
whether unemployment insurance is retained as in Great Britain
or not as in Germany, raises important questions on the proper
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relations between special unemployment relief schemes and unem-
ployment insurance on the one hand, and residual relief on the
other. The experience and current status of the British and Ger-
man unemployment insurance-relicf programs illustrate every
conceivable variety of coordination problem in this field.



CHAPTER 21
WHAT IS THE CASE FOR UNIFICATION??

AT varIoUs TIMES there has been considerable discussion abroad
of the pros and cons of complete unification of the social insur-
ances, including membership, benefits, contributions and all other
actuarial-technical features., For reasons later discussed, all of
them more or less closely related to the influences or factors which
also limit programs for better coordination, this discussion in
Germany and Great Britain has been sporadic and largely
academic. Social insurance unification has been approached in
nearest degree in a few Continental countries: Austria, Italy,
Yugoslavia, Czechoslovakia and Russia. Germany and Great
Britain approach improved coordination slowly and tentatively;
they shy from unification.

Proposals for unification are of interest in an analysis of social
insurance coordination for a number of reasons. Chief is the very
close relationship between the two. In one extreme sense, unifica-
tion is organizational and actuarial-technical coordination carried
to its logical conclusion. Practically, as distinguished from the-
oretically, the closer two insurance bodies are coordinated, the less
reason there appears for two bodies and the closer they draw to-
ward actual amalgamation. While it is true theoretically that a
relation of coordination between two insurances or insurance
bodies implies differences to be respected and preserved, whereas
unification implies similarities, in fact the influences that favor
and limit the two are much the same.

ARGUMENT FOR SocIAL INsSURANCE UUNIFICATION

There are essentially four grounds on which unification (the
term from here on means unification in the complete sense) has

1Based on the following sources unless otherwise indicated: 1. L. O,
General Problems of Social Insurance, pp. 121, 124, 128, 131, 133, 136: Inter-
nationgl Labour Review, March 1925, article by Karl Pribram, p. 303; April
1925, article by J. L. Cohen, pp. 477-8; Ludwig Brucker, Die Deuische
Sozialversicherung am Scheideweae (Stuttgart: 1933). n. 48: Report of the
Roval Commission on National Health Imsurance, 1926, p. 257; Knoll, Die
Reichsversicherung, Vol. 1, 1933: Gorling, in Proceedings of the First Inter-
national Congress of Social Insurance Specialists {Budapest: 1935), pp. 187-
99, also Esser, pp. 161-9; Soztale Praris, July 31, 1936, atticle by Hans Engel,
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been justified. One is increased simplicity and economy: elimina-
tion of the administrative complexities, the clumsinesses and the
high administrative costs resulting from the more or less inde-
pendent administration of different insurance funds, One is semi-
political: unification offers a chance to improve personnel, the
weakest feature of autonomous local administration. This objec-
tive can be and is being achieved in Germany by other methods (by
increased central governmental control) but it has also been a
reason for unification. A third argument is financial: only a multi-
risk insurance body, for example, can command the resources re-
quired for the best medical care. A unified fund would also furnish
an opportunity for reallocating the incidence of social insurance
costs, Some see unification as a way of eliminating the theory of
occupational risk, which places the entire cost of industrial acci-
dent insurance on the employer. Others would use unification to
eliminate differences in cost between different groups of members
insured for the same risk, as between the German occupational
industrial accident funds.? But the fourth objective and the one
most stressed by protagonists of unification is the elimination of
gaps and overlappings in coverage, the resolution of “contradic-
tions of principle . . . resulting from the fact that the several
branches of social insurance are governed by separate laws passed
at different times.””* The pro-unificationists are campaigning essen-
tially for a rational social insurance structure. That is their greatest
strategic weakness.

ExTexT oF Sociar INSURANCE UNIFICATION

Complete unification of all social insurances exists only in
Russia; one fund covers all insured risks, pays all benefits, cash
and other, without reference to degree or cause of disability. Much
more usual is partial unification, in fact a variety of coordination.
One may, it is true, make a paper distinction between partial uni-
fication and coordination but it is a tenuous one and hardly useful.
Untfication of organization, for example, occurs when one body
performs services for two or more insurances, or for an insurance
and related institution. Coordination of organization occurs when
two insurance bodies or agencies cooperate or collaborate effec-

> The Gemeinlast or reinsurance fund is a halfway stage to umification,
T1. L. Q. General Problems of Social Insurance, p. 123.
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tively in a common task. But if, as usually happens, the facilities of
one body are loaned to another, and both continue to function al-
though in different areas, there is both partial unification and or-
ganizational coordination. For example: the collection of contribu-
tions for health and unemployment insurance by the German
health insurance bodies, and the collection of contributions for old
age and health insurance by the British health insurance bodies.

German social insurance comes closest to unification in the com-
bination of the old age and invalidity risks in the same territorial
insurance bodies. Even here the financial bases are different. On
the other hand, the Germans fail conspicuously to unify the old
age-invalidity insurances now functioning separately for wage
earners, miners, salaried employees and other special groups.
British combination of the invalidity risk with the health risk is a
conspicuous example of artificial unification. The Approved So-
ciety is completely unfitted financially and otherwise to handle the
expensive long-term invalidity risk. There should be close coordi-
nation between the health insurance and invalidity insurance
bodies, but never unification.® Both countries use the same per-
sonnel to a considerable extent to administer unemployment in-
surance and placement.

Partial unification or coordination may be organizational or
actuarial-technical. In the British old age insurance arrangements,
in the British health insurance Central Fund, and in the various
Gemeinlasten in German social insurance, both orgamzational and
actuarial-technical features are coordinated if not completely uni-
fied, This is a variety of organizational and actuarial-technical
coordination. Otherwise these social insurance schemes operate
independently. Every instance we have cited of loaned or joint
use of facilities (contribution collection, medical services, inspec-
tion, means test administration and administration of local or re-
gional insurance functions) is an instance of partial organizational
unification. Likewise every instance of interlocking membership,
interlocking insurance beneht rights, every attempt to reduce in-
equalities between benefits, is an instance of partial actuarial-
technical unification.

Unification has made so little headway in Great Britain and
Germany that there must be strong reasons, There are. We can

*Unless one reserves the possibility of including these with all other social
insurance risks in one body,
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distinguish three groups of reasons: organizational, actuarial-
technical and traditional-political.

Broadly speaking the forces and factors opposing unification
are the same as those opposing or limiting improved coordination.®
The elements in the situation, however, show themselves much
more clearly when unification is proposed ; many of the arguments
against unification also do not apply to coordination. It is as diffi-
cult and as useless here as anywhere in the whole realm of social
insurance organization to attempt to separate completely one type
of limit from the others. Most of the organizational and actuarial-
technical limits, for example, prove on examination to be essen-
tially traditional. It is remarkable to discover how few of these
limits are technically “inherent,” that is, imposed by the nature of
the risk and membership. On paper all or nearly all could be re-
moved if men were completely rational or if national and sec-
tional habits and traditions could be cancelled. This is the key
reason why unifiers have so few and such partial successes. Even
if they could agree among themselves—they cannot—they would
stifl face the apparently insurmountable task of changing the folk-
ways of half a century or longer.

OrcanNizaTiONAL LiMits 7o UNIFICATION

Our threefold classification of limits, then, depends not on their
origin but on the point at which, and the degree to which, they
affect the social insurance structure. Some affect primarily the
structure and inter-relations of the social insurance organization.
The organizational factors that impose distinct limits on unifica-
tion proposals may be subdivided as follows:

The organization of administrative or risk-bearing responsi-
bility in the various insurances on a non-uniform basis® E.g.,
British contributory old age insurance organization is national in
scope ; British health insurance bodies local or less than national.
Complete unification means the remodeling of one or the other
to a common pattern. This means not only destruction of one or the
other’s traditions (in this case, those of health insurance), but
violation of certain well established actuarial-technical principles.
For example, health insurance administration, because of the

:Forces limiting cocrdination have been summarized in Chapter 16. |
Source references are given only to materials introduced for the first time,
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risk,” should be on a small scale and should be kept close to the in-
sured member, impossible in a truly national scheme. On the other
hand, if the old age body is modified sufficiently to give it an ade-
quate local organization, it will lose its advantages as a large scale
unit, and there will probably be no great advantage over two
closely coordinated institutions.

This difference in organization is the more important because it
is usually associated with other parallel differences: between in-
surance bodies highly centralized and bodies decentralized and
autonomous; between (as in Germany) discretionary contribution
and benefit scales locally determined, and statutory scales alike for
the entire country. In Great Britain the difficulties are further
complicated by the existence of large and politically powerful com-
mercial insurance companies selling compulsory health insurance,
and naturally not only opposed to unification but even to closer
coordination.

The division of supervisory responsibility horizontally between
equal powers or vertically between various levels of authority. The
first of these, except as it reflects “inherent” differences in func-
tion or in the social insurance risk in different insurances, may be
paraphrased as bureaucratic resistance to change. The second, as
we have seen, is of great importance in Germany it rests on social
and political forces of great weight. Germans are aiming, it is
significant to note, not at complete unification of the social insur-
ances, but at coordination on a state (provincial) basis, and of only
the old age-invalidity and health bodies. The local Insurance Office
(and its ally, the local health fund) are the obstacles to even this
comparatively modest objective.

The relations, particularly financial, between the supervisory
and insurance bodies. The British government has more to say
about the administration of social insurance than the (German,
partly because it makes more substantial contributions to social
insurance costs, even health, which is relatively autonomous. Ex-
cept in health, it is the actual insurance administrator. It could,
from this standpoint, better justify a program of unification than
the German Ministry of Labor. This financial factor sometimes
takes unexpected and rather narrowly technical forms; e.g., it is

7 Additional details concerning the special nature of the health insurance
risk are given in Chapter 22
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seriously claimed that unification of British contributory old age
and unemployment insurance is impracticable because of the differ-
ent basis of the government’s contributions. This has been argued
even against joint collection of contributions,

More narrow perhaps but immediately of great weight is
the argument of the more centralized insurance bodies that the
personnel of the autonomons local bodies, accustomed to certain
routine and familiar with specific problems, is unquelified for the
more difficult and more varied technical tasks imposed by a unified
insurance structure,

AcTuArRiAL-TECcHNICAL LiMirs To UNIFICATION

Opponents of unification confine themselves generally to the
actuarial-technical objections. As a class these perhaps are more
nearly “inherent,” less the product of national habit or tradition,
than any other. But it is remarkable how many of them originate
from the same social-political causes that shape the insurance and
supervisory organizations themselves, so that actuarial-technical
and organizational factors are often really two aspects of the same
influence.

Nearly all of the actuarial-technical limits to unification are
based on the different nature, inherent or traditional, presumed or
practical, of the various social insurance risks. The most important
of these risk differences, and their results are:

Differences in risk which produce differences tn the groups
covered. These are, without doubt, the most stubborn actuarial-
technical limits to unification. If there is any part of a social insur-
ance scheme that is more the product of chance and expediency
than any other, it is the scope of the membership. Yet there is a
basic distinction, recognized even by the unifiers, between social
insurances intended to protect wage earners, and those intended to
protect all gainfully occupied persons. On the one side there are
risks that arise definitely and exclusively from the conditions of
employment: industrial accident,® occupational disease, unem-
ployment. The last of these is the clearest example: one cannot in-

3 The theory of occupational risk, on which rest our current systems of
indemmnity for industrial injury, is purely legal. It conld of course be abandoned
for an “all-in” health-accident scheme covering all gainfully occupied persons.
The Russian scheme at one stage covered even unemployment, recognizing
only loss of income as the risk to be covered,
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demnify for unemployment losses a man who has never been an
employee, for example, a former independent business man. On
the other side are risks faced by all the gainfully occupied: health,
old age, death.®

The fact is that most differenices in membership are based on
reasons other than purely actuarial-technical.

It does not follow of course that differences in membership,
whatever their causes, are an absolute bar to partial unification,
But every added difference makes unification that much less de-
sirable and less necessary.

Differences in risk produce also imporient differences in the
theory and practice of the benefit structure, Health benefits, for
example, are theoretically related to the current level of wages,
because “health insurance benefit is a bridge between two periods
of approximately equal wages.”* In old age-invalidity insurance
current wages cannot be the benefit basis for several reasons. The
insured person is no longer productive. The purpose is not to re-
store as quickly as possible a productive worker to his usual earn-
ing power, as in health insurance, but to assure a retirement bene-
fit. The first benefit should in theory approach lost wages, the
second not. Practically, on account of cost, old age benefits must
be kept well below the level of health benefits,** A second purpose
of old age-invalidity insurance may enter to complicate the benefit
strticture: the desire to use it as a reward for thrift by relating
henefits to the length of the contributing period as well as to the
amount of contributions.'? There are still other differences in the

* Theoretically these last should have the broadest scope of membership
of any social insurance. Actually in Germany (and probably in Great Britain}
the industrial accident scheme stands a good first in coverage, contributory
old age second. (See figures in footnote 2, Chapter 20.) The extent of cover-
age has no relation, of course, to benefit liberality or other important features
of the scheme. In Great Britain workmen's compensation for industrial acci-
dents, for example, is not compulsory,

*Knoll, op. cit. This is German doctrine. But the Bntlsh Royal Commis-
sion on National Health Insurance, on this point, was “impressed by the fact
that the inequality of experience fdne to inequality n additional benefits] he-
tween different Socicties is accompanied by a considerable inequality in wages.”
(Report, 1926, p. 118.)

U When there is a government subsidy for old age benefits and not ior health,
this margin may decrease or even disappear, E.g., British old age pensions
(contributory) which are paid both to insured men and their wives; health
insurance cash benefits are not,

2 Not in Great Britain, with flat benefits.
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benefit philosophies of the two insurances, all of them with reper-
cussions on organization and thus on the possibilities of unifica-
tion. Health benefits are relatively wide in scope but are paid for
a short period; old age-invalidity benefits are narrow but extend
for a long time, usually for the remainder of life. Health benefits,
to be really useful and serve their purpose, must be paid quickly
and with a minimum of technical prerequisites. In Germany, for
example, they are paid generally without reference to technical
questions of incapacity; i.e., health funds pay when a member is
incapacitated for his own, as against any, job. German old age-
invalidity prerequisites are quite different. ‘““‘Health benefits must
be paid as soon as the worker cannot do kis job, without question
of whether there is other work which he could do. Because of a
passing illness he cannot be asked to give up his occupation and
transfer to another. The conditions for oid age-invalidity pension
must be quite different. The question of whether a man has
definitely lost his job, and for the rest of his life or for a long time
must live off the rest of the insured persons, cannot depend on
whether he 1s able to get his old work.”™*

These differences can be extended almost indefinitely: for ex-
ample, health insurance, with no great financial risk, can and
should dispense with long qualifying periods (between the day of
entering insurance and the date of eligibility for benefits). In old
age-invalidity, for reasons of expense, a considerable time must
elapse after a member enters the scheme before he can begin to
draw pension. The purpose of medical care also is different in the
two insurances. Health insurance medical care is—theoretically at
least—the essence of the contract; in any event it is contractual,
obligatory. Old age-invalidity bodies, with their immensely greater
financial obligation, practically can give medical care, if at all, only
when it will prevent or reduce disahility and thus benefit pay-
ments.**

= Knoll, op. it

“ Other insurances present variations of the differences encountered be-
tween health and old age-invalidity. The “normal” unemployment risk, for
examyple, is similar to the health risk in this way: it requires benefits as a
bridge between jobs, theoretically at a level not too far below lost wages.
But no going scheme can or does ignore abnormal unemployment; this raises
the problem of the differences between upemployment insurance and unem-
ployment relief, The industrial accident risk differs, depending upon whether
it is temporary or permanent. The first theoretically demands a bridge similar
to that of health and unemployment insurance, the second an invalidity

pension. Industrial accident laws complicate this even further by providing
benefits related to the degree of incapacity,
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Despite their basis in technical differences, it is evident that this
group of differences is more or less customary and traditional, that
these rest as often on expediency as on technical grounds.

Risk differences may also have their effect on the contribution
collection technigque and { with benefit differences) on the kind and
nuntber of records to be maintained. The Germans, for example,
use stamp collection in some insurances, cash in others. They have
experimented in old age-invalidity insurance for salaried em-
ployees with both cash and stamp collection, in 1923 turned from
cash to stamps. The change was made because cash payments were
“too cumbersome and costly. . . . In particular, there were too
many changes of address and incorrect contribution calcula-
tions.””** Where a long record of earnings is demanded by the
benefit structure, the record must be simple and stamp collection
naturally follows. Where records are required for a shorter period
(even though they are more complex), cash collection 1s feasible.
But it is impossible to make a consistent rationale to distinguish
between the bases of the two methods. The contributions for Ger-
man old age-invalidity insurance for wage earners and salaried
employees are collected by stamps; all other German contributions,
including those for miners’ old age-invalidity, are collected in
cash.'® But all in all, it is fair to say that contribution and collec-
tion differences are at least as much the product of expediency as
of actuarial-technical factors."

Differences in risk produce also differences in the size and num-
ber of insurance bodies, Health insurance is ideally suited to small
and financially relatively weak bodies. Close relations between
members and administrative officers are desirable, No large re-
serves are required. The number of beneficiaries per mile of area is
usually high ; the fund’s facilities, particularly medical, dare not be
too far removed from its clientele,

U1 L. O, Praktische Verwaltung der Angestellienversicherung in Deutsch-
land (Geneva: 1930}, Unpublished manuscript.

*® Here the disadvantage of cash collection is neutralized by the fact that
the miners® occupational associations also simultaneously collect for health
and industrial accident insurance.

" The British tradition of flat contributions would appear to encourage uni-
fication. All British socia) insurances use the flat rate. Unification of unem-
ployment with old age-health contributions and collections has heen rejected
because the membership of the health scheme differs so widely from unem-
ployment, “Ten years ago there was an attempt at unifying contributions which
broke up on the problem of where to lodge the stamp books,” says a British
senior civil servant,
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Old age-invalidity insurance for salaried employees in Germany
has been centralized almost completely, and successfully, in Berlin:
its membership and beneficiary list is small, medical facilities are
comparatively unimportant, financial resources are profitably con-
centrated in a single fund. Old age-invalidity insurance for Ger-
man wage earners could, as far as actuarial-technical factors go,
be consolidated into a single fund, and financially it practically
has been.

Differences in risk produce still other limitations to unification:
e.g., in the difference in organizational proximity of the various
social insurances to other social services. The close relations be-
tweeen unemployment insurance and the labor market, for ex-
ample, require at least close coordination between, if not unifica-
tion of, placement and insurance facilities. But having turned local
administration of unemployment insurance over to the employ-
ment offices, an obstacle is raised to unification of unemployment
insurance with the other social insurances. As a matter of fact,
it is generally agreed that complete unification of unemployment
with the other social insurances is undesirable, for financial reasons
if for no other. The unemployment risk is incalculable. It is bound
to the national and the world economy. If mixed with the other
social insurance risks it will contaminate then, It is even argued
that it is too near the line of relief to be considered insurance.

A related limitation to unification, particularly of benefits, arises
from the desire (or the political necessity) of the framers of social
insurance laws to protect beneficiaries as far as possible from the
need of relief to supplement their insurance benefits. Because
it introduces the criterion of need, the most natural and the least
logical amendment to a system of contractual social insurance
benefits is the addition of dependents’ allowances. These allow-
ances make true unification of benefit structure difficult if not im-
possible. Invalidity benefits, for example, are paid for long periods
to older people with few or no dependents; unemployment and
health benefits to family heads for short periods. Practically de-
pendents’ benefits are most obstructive to unification because they
are paid in some insurances and not in others, they are on differ-
ent bases in different insurances, they not only mix relief with in-
surance but mix it on an arbitrary non-rational basis.
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TRADITIONAL, PoLITICAL AND (OTHER LimiTs

Vested interests, governmental and other, oppose unification for
the same general reasons they oppose improved coordination. Ger-
man supervisory officials say: “Unified contribution collections are
easier for the employer, harder for the administrator.” Merger
of the health funds with the old age-invalidity bodies would in-
crease bookkeeping for the former. The British Royal Commis-
sion on National Health Insurance rejected a proposed merger
of health and industrial accident insurance because the Approved
Societies are unsuited to the second task. There has never been a
sertous attempt to unify the British health insurance funds, be-
cause the two most important groups of Approved Societies, the
trade unions and the commercial companies, are quite satisfied with
their present position,

But the real force of the traditional, political and social limits
is not specific. These are implicit in, underlie and explain practi-
cally all of the limiting factors discussed under the other two
heads. Tradition is the principal reason for the British flat rate
contribution and benefit: one proof is that, for expediency’s sake,
the British have modified it both in health {additional benefits)
and unemployment insurance (dependents’ benefits). Tradition
explains the British health funds and German social insurance
self-government, both simply incapable of being accommodated
in a truly unified system.'®

So proposals for unification hoth in Germany and Great Britain
have the air rather of an academic debate. In the face of the ob-
stacles, real and imaginary, this is not surprising. Unification pro-

® An instance of the way a legal-traditiona) concept affects the prospects
for unification is the doctrine of occupational risk in industrial accident law,
This concept, worked out logically, not only places responsibility for most
industrial injuries on the employer; it includes the assumption that he and only
he can measurably madifyv the risk by preventive methods, and that he should be
given the greatest possible financial incentive to that end. The practical result
in Great Britain and Germany is that employers alene pay mmdustrial accident
contributions, and each industry is segregated into a risk group of its own.
In Great Britain emplover independence and responsibility are so definite that
there is, except for coal mines, not even a requirement of insurance. There is
under circumstances such as these no real possibility of unifying industrial
accident with other insurances.
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posals have never been taken very seriously. There are still other
reasons than those just discussed. One is the fear of a super-fund,
and particularly of the danger of one insurance, unemployment for
example, sapping the resources of the others. One is the knowledge
that unification in one direction, in the scope of membership for
example, will inevitably—in order to minimize the number of ex-
cepted groups or benefits—de-liberalize the scope of the wider in-
surances rather than increase that of the narrower. A third is the
fear that unification will actually increase administrative costs be-
cause of added personnel and the new expenses created by the mil-
lions of exceptions resulting from incompletely unified member-
ship. But none of these is the real objection. Pasadowsky’s epi-
grammatic dictum that “only a dictator” could accomplish so
drastic a reform is applicable, but a German dictator has come and
has decided not to attempt it. His reasons are various. One of them
certainly is the advice of German experts that unification would
be undesirable if not unfeasible. In Germany as in Great Britain,
unification, except partially and through the slow indirection of
coordination, is a development for the far future.
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SELF-GOVERNMENT IN HEALTH INSURANCE!

SELF-GOVERNMENT, as we have seen, is a flexible concept and one
being continually recast, It means different things in different
countries; it means, as in Germany, different things in different
institutions in the same country; its meaning changes with time.
Self-government came into social insurance from political gov-
ernment. Both in Germany and Great Britain political self-
government means essentially freedom from central control. But
the British do not distinguish sharply between decentralization
of function and of control, which explains their common failure
to make a distinction between local government and self-govern-
ment. They have been content to accept as self-government a
measure of legislative freedom, permitting Whitehall to regulate
closely officials locally appointed or elected. A second and related
attribute of self-government, lay participation (“government by
amateurs under the criticism of their fellows”?), has also been
modified in Great Britain under the encroachment of supervisory
centralization. The Germans in this respect never claimed for
self-government more than “a considerable element of unpaid lay
or unofficial persons” for the purpose of tempering the austerities
of an expert bureaucracy.® In general German local governments
are subject to closer legislative control than the British, but a
definite line is drawn between the functions of central and local
government, and “the power of the state is commonly exercised

*Based on the following sources unless otherwise indicated: Cole, The
Future of Local Government, p. 6; Ogg, Govermments of Europe, p. 228;
Munro, Government of European Cities, pp. 50, 74; R. L, Buell, I P. Chase
and R. Valeur, Democratic Governments in Europe (New York: Nelson, 1935},
p. 86; Bernhard Lehfelds, in Jahrbiicher fiir Nationaltkonomie und Statistik,
p. 937; Sonderheft der Ortskrankenkusse, January 1, 1936, articles by Grine-
wald and Martin; German Social Insurance, 1935, pp. 636-40; Ray, Major
European Governments, pp. 338-41: 1. L. Q. General Problems of Social
Insurance, pp. 84, 89-100; Industrial and Lobour Information, July 17, 1933,
p. 130; Report of Roval Commission on National Health Insurance, 1926, pp.
106-8, 110, 95; P E P, British Social Services, pp. 112, 176; Fercy Cohen,
British System of Social Insurance, p. 50; National Health Insurance Fund
Accounts for the Year ended 31st December 1934, p. 4; Statistical Abstract of
the United Kingdom, for earlier years and 80th number, p. 82.

* Muir, How Britain [s Governed, p. 44,

*Ogg, op. cit., p. 668,
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in such a way as to leave the local units a good deal of freedom.”™
This line is the harder to override because in Germany local feel-
ings and local loyalties are still strong.

One of the interesting contrasts between Germany and Great
Britain is that in politics the concepts of self-government are
fairly alike, in social insurance they usually are not. But in health
insurance they are alike in one way: originally both included lay
responsibility for the making of policy as well as the details of
administration. This characteristic is often intertwined with an-
other, inherited from local political institutions: emphasis on local
autonomy. The cases are often mixed. In Germany, for example,
the Bismarckian ideal of the occupational corporation gave way
at once to the territorial organization; tn Britain, where the large
industrial insurance companies operating on a national scale share
the new administrative task with thousands of small local mutual
aid bodies, the reverse shift occurred.

The German concept is essentially one of lay responsibility for
results, applied even to social insurance bodies on a national scale
with comparatively little local autonomy. In German health in-
surance lay responsibility was joined in most cases with local re-
sponsibility. But most important, lay government in German
heaith insurance was the joint responsibility of workers and em-
ployers; it was an integral aspect of the trade union movement
and the counterpart of self-governing devices of various sorts in
other social insurances. For years it was supported and nourished
by strong local political self-government. Employers and work-
ers, then and now, not only were responsible for administrative
routine; they served also on appeal and other judicial committees
of the governmental supervisory machine.

The extent to which employers and workers entered into ad-
ministration in Germany varied considerably with the kind of
insurance: it was widest in health, narrowest in old age-invalidity
insurance. {Industrial accident insurance was and is today en-
tirely administered by the emplovers.) All enjoyed self-govern-
ment on a greater or lesser scale. There is a body of opinion,
non-official, in Germany which believes that even the drastic
changes of 1933 have left a modicum of self-government, because
employers and workers are equally represented on health insur-

* Blachly and Oatman, Government and Administration of Germany, p, 303.
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ance and other advisory committees. But self-government in the
traditional sense no longer exists.®

British health insurance self-government, in one sense, is just
as strong an institution, although it rests on a much narrower
basis. It has never included the idea of industrial self-government,
has clung much more closely to the traditional shape of the mutual
aid societies from which it developed and to which to this day it
is in fact often joined. In Germany employers and workers to-
gether are responsible for administration; in Great Britain, only
the insured workers. Health insurance self-government stands
alone in British social insurance, an exception both to political
and to social insurance developments. It is as much a bustness
as a social insurance device. But it is strong enough to be able
to put up stout resistance to attempts at its modification, It is an
integral part of an ancient system of mutual aid which existed
before health insurance itself and which coexists with health in-
surance in the same bodies. A blow at the Societies which pro-
vide health insurance is a direct blow at all Friendly Societies,
of which there are over 23,000. Allied with these are the large
industrial insurance companies which wish to preserve their State
insurance departments, organized to meet the mutual and self-
government requirements of the law. British self-government in
health insurance is fully as resistant to reform as its German
parallel.

SELF-GOVERNMENT IN GERMAN HEALTH INSURANCE

The history and the general principles of self-government in
German health insurance have been described in the discussions
of centralization. In a sense the rise of supervisory centraliza-
tion may be read in reverse as the decline of self-government. In
fact the relations between the two philosophies or principles or
points of view are not quite so simple. In an institution as heter-
ogeneous as German health insurance, there are numerous pos-
sibilities for extension of central authority, in certain directions
or functions, without much or any effect on the practical opera-
tions of self-government. For example, it is quite possible for
the central supervisory authorities to impose more or stricter

_ *Further details on self-government in German health insurance are given
in Chapter 9,
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standards for determining insurance benefit, while at the same
time the participation of insured workers and employers in ad-
ministration remains practically unimpaired. Something like this
had indeed been going on, prior to 1933, in German health in-
surance. Berlin authorities had gradually been strengthening
their controls over health insurance, beginning directly in 1930,

indirectly much earlier. But selif-government continued until
1933.°

Earlier sections (in Part IT) have described in general terms
the operation of the forces pressing for and against greater cen-
tralization. Here we may analyze and evaluate in detail those of
particular importance for health insurance self-government. Es-
sentially there are five criticisms of self-government,” although
at least four are closely related to each other because of their
common origin in politics, and all are mixed with numerous minor
complicating factors and influences:®

Politics

Inefficient and redundant personnel

Occasional extravagances

Delays

Lack of employer interest and the resulting “profes-
sionalization” or “bureaucratization” of administra-
tion

All are relative; the validity of most, as we shall see, depends on
the point of view of the observer; some of them indeed are only

¢One could even make a perfect theoretical case for the coexistence of
increasing supervisory centralization and at the same time of healthy and
growing self-government. For example, the developments in German social
msurance have been genecrally in the direction of shifting supervisory powers
from the local to the Superior Insurance Offices and the Federal Insurance
QOffice. Such a transfer means stronger coutrol from the top as distinct from
the lower levels of supervisory authority, but with no essential effect on the
rights of the autonomous bodies, Indeed, even today continuation of this
double development is practically possible. The local Insurance Offices are to
be suppressed, a prima facie case of centralization, On the other hand, seli-
government in one form or another, may return,

"The basic heterogeneity of the health insurance scheme, producing collateral
chasacteristics of duplicate organization, jurisdictional complexity and non-
uniform contributions and benefits, should be added, although Germans make
much less of these than we should expect. They seem rather to regard them
as a fair price to pay for the privilege of continuing traditional institutions.
; ‘dThese criticisms are aimed principally but not exclusively at the teritorial

unds.
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unpleasant ways of describing conditions or characteristics that
appear admirable to another party or philosophy.

CrITICISMS OF SELF-GOVERNMENT

There is nearly unanimous agreement that administration of
the German health mmsurance funds had a considerable, sometimes
a strong political flavor. The relations between the local Insurance
Offices, local government and health insurance funds, hallowed
by a half-century of tradition, were intimate, frequently with
unfavorable effects on health fund administration.” The health
funds were an important part of the local political machine. Doc-
tors complained in some cities that they were unable to secure
hospital appointments without influence.

Trade union politics was particularly a problem in health in-
surance administration because the workers enjoyed a two-third’s
representation on all committees. (In other social insurances their
share was one-half, a mechanical difference of great importance
having effects quite apart from those of seli-government itself.)
Tt seems quite clear that the parties, particularly the Social
Democrats, made political use of their control of health insur-
ance to win votes from their opponents, particularly the Com-
munists, and even friendly critics admit that sometimes health
fund moneys were devoted to party purposes.

Political power was most misused in selecting personnel.’® In
some cities “the local administrative hoards,” says a former labor
union official, “were drunk with power.” Labor representatives,
who were often self-made men and intent on improving the
fortunes of their party, were particularly susceptible. Competent
authorities say that the different unions sometimes demanded
places for their members in direct proportion to their numerical
strength, There were unnecessary jobs. Too often the staff was
untrained or unqualified.

® Health fund personnel, with few exceptions, was not under civil service,
even where this existed for other loral government personnel. While it does
not follow that political administration was always or necessarily poor adminis-
tration, practically all parties agree that this was a weakness. They differ
principally on the extent to which they see extenuating or neutralizing influ-
encgsﬁvm in the much more highly centralized Federal Institution {for Employ-

ment Service and Unemployment Insurance, the top authorities had difhculties
in securing non-partisan personnel.
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The stories of extravagant management in health insurance
administration, particularly in building administrative offices and
healing institutions, have been greatly exaggerated. As a former
employer member of a large general community health insurance
fund says, these things are relative: “What was extravagance
then would be called public works now.” It is significant that
charges of extravagance against German health insurance funds
have been very vague, including those from official sources. It
is equally significant that these allegations were loudest during
the rise to power of the National Socialist Party. The health in-
surance funds, unprotected by civil service and offering jobs for
the faithful, were a natural target for Party attacks.”

There is evidence for believing that one result of political in-
fluence in. sclf-government was the delay engendered by party
manceuvering and excessive political caution, Where every shade
of political and social opinion has its own party and the party
label means something very definite and party responsibility is
very strict, these delays and inconveniences are likely to be con-
stderable. Although in the long run the able administrator got
the same results, self-governing processes tock more time. It is
no coincidence that the harshest critics of self-government and
the strongest defenders of the leader principle are not the groups
which operate health insurance, but civil servants, federal, state
and local. That is, persons whose first objectives are speed and
efficiency, as well as honesty of administration, and the execu-
tion of whose duties is impeded or obstructed by partisan delays.
As a group these are critical or contemptuous of self-government,
The German bureaucrat applies to the self-governing process his
most crushing comment: “It is just like a parliament.” This point
of view incidentally illustrates clearly the close relation of health
insurance self-government to self-government in general, and the
influence of general political habits and standards on these spe-
cial questions.

One hears finally in Germany that, in certain cities at least,
employers took so little interest in the privilege of self-govern-
ment that in practice they delegated it to salaried representatives.

"1t is often difficult, if not impossible, to present documentary evidence
for all statements on questions so charged with political controversy. It is

nevertheless a fact that the charges of wholesale corruption and peculation
against health insurance officials in 1933 were officially proven false,
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One result was the creation of a caste of syndici, or attorney
middlemen, who specialized in labor law, pursued always the legal
viewpoint, Jost sight of the purposes of social insurance and self-
government, bureaucratized and muffled the democratic process.
“An artificial barrier was thrust between employers and work-
ers.” The appearance on the other side of a similar although less
highly trained group, the so-called party secretaries of the unions,
made things no better. But it would be incorrect to believe that
the syndici and secrefaries as a class were always obstructionist
and legalistic, or that they existed throughout the entire system.
Particularly in the smaller cities and rural areas workers and
employers took direct part in the administration. This must be
rated as a minor criticism of self-government. The efficiency of
the Munich General Community Fund, indeed, has been ascribed
to the appointment of a chairman by the city, the procedure pro-
vided when employers and workers could not agree on a choice.
This is hardly a sign of lack of interest.

REerLY oF THE DEFEKSE

Fifty years of self-government, even in the absence of other
evidence, prove that it had its strengths as well as its weaknesses,
The complexity of the controversy over self-government is indi-
cated by the fact that its friends point with pride to many char-
acteristics which its enemies view with alarm. Former labor union
officials, for instance, admit freely that politics was mixed up
with health insurance fund administration and add that this is
“natural” and moreover continues today.’* They say, too, that
unions, competing for support of the voters, were forced to be
careful of their nominations, an influence for good administra-
tion. Conflict between employers and workers moreover is not
only inevitable; it is a sign, not of weakness, but of health. Tts
extent in any case has been greatly exaggerated. One hears, for
example, that often worker representatives got along better with
their employer colleagues than with their unions because some-
times they saw fit to vote against union policy,

It is also true that, while the administrative processes have been
sped up somewhat since 1333 (there are no statistical measures

# One prominent official is inclined to consider the personnel problem

primarily a matter of geography. He asctibes the generally poorer personnel of
the rural funds to the fact that they have fewer qualified persons to draw on.
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to test this), some administrators including men still in office
would prefer a system less direct and more responsive to public
opinion, even at the expense of some delay. “It is fine,” says a
former federal official, “to have no critics.” It would be difficult
to prove that all of the reduction in administrative expense of the
last few years {from 10.9 per cent of contributions in 1932 to
9.6 per cent in 1934 and 1933) was due to the suspension of self-
government, Indeed, administrative cost per member had already
dropped in 1932, a full year hefore appointment of the special
commissioners, and both total expenditures and expenditures per
meraber have been dropping since 1929. Total administrative per-
sonnel actually rose in 1934 over 1933, and again in 1935 over
1934. In short, even the radical step of appointing health insur-
ance commissioners was an incident as much as a cause of the
trend toward lower costs, Germany was simply having to take
in her sails here as well as everywhere else.

There are no syndici or party secretaries today, but many Ger-
mans believe the new bureaucracy to be the greater evil. “Fven a
politician after a time becomes a bureaucrat in Germany.”

STRENGTHS OF GERMAN HEALTH INSURANCE SELF-GOVERNMENT

Three strong points of self-government stand out: (1) the
close relations between insured persons and administration; (2}
the fostering and developing of popular interest in good govern-
ment and public health; (3) the counter-influence to ossification
in administration.

For a risk like that insured by the health fund, the first ad-
vantage is of great practical importance. The health risk is the
risk least suited to large scale organization, mass treatment, high
administrative centralization, bureaucracy. Whatever its advan-
tages, no bureaucratic svstem can provide a substitute for the in-
terest of insured persons in a scheme they consider their own.'®
The extent of German popular interest in self-governing insti-
tutions has perhaps been exaggerated outside of Germany, but

® Tt is not carreet, of course, to assume that health insurance self-govern-
ment always means organization in small insured groups. In so far as health
msurance organization departs from its traditional basis of a group small
enough to permit preservation of close contact between members and adminis-
tration, it loses its greatest advantage. The administrator of the Berlin General
Community Fund, for example, believes that his Fund is too large. Tt is the
product of a merger of 16 funds completed in 1934,
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impartial students consider that the chief loss of the changes of
1934 has been the loss of this interest. The principle of growth
has been rooted out. Mechanically the machine goes on much as
before, but morally and psychologically ‘‘there has been a loss
of 50 years in German social policy.”

Second, one of the most vital services of the German funds
has been their ability to interest the average man and woman in
health matters. This interest will die.™*

Finally, all agree that health insurance suffered less from os-
sification, from the deadening hand of routine and red 1ape, than
any other social insurance, because it was in the hands of its
members.'”> Impartial observers noted, between 1920 and 1930,
a definitely increasing sense of responsihility among trade union
representatives in health fund administration.

Dip GERMAX HEALTH INSURANCE SELF-GOVERNMENT FaIL?

This survey of the strengths and weaknesses of health insurance
self-government suggests that if self-government failed here it
failed principally because of reasons cutside insurance. Or rather,
that it did not fail in this sphere except in a relative sense, and
that it was superseded for general and not special reasons. This
is the fact. Of two things we may be sure: most of the attacks
on health insurance self-government were politically inspired; it
was the alleged evils of self-government as a principle and net
self-government as practiced in health insurance that caused its
abandonment. Men of every interest and occupation agree that
most criticisms of health insurance self-governmment had their
origin in political strategy. Until 1933 the Social Democrats were
the principal health fund administrators; to prove the Social
Democrats a menace their critics damned health insurance ad-
ministration. Even within Party ranks it is admitted that criticism
of health insurance self-government was predominantly political.

" German officials of today would not entirely agree, of course. “Without
social insurance, and in particular health insurance, a health policy in the
National Socialist sense is impossible”” {See Martin, ap. cff, pp. 1-4.)

¥ The Leipzig General Community Fund, for example, is said to have been
the first to introduce merit examinations for personnel, long before they became
compulsory, and the first to own its own convalescent home. The Munich
General Community Fund introduced merit examinations in 1923, One of the
coroliaries of autonomy, however, is the difficulty of coerdinating health funds
with each other or with other sacial msurance mstitutions.
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It would be a mistake to assume, however, that political attacks
are completely groundless attacks. One may agree that self-
government was dropped in health insurance principally as a
matter of Party principle, and yet ponder whether the weaknesses
of the democratic principle as demonstrated in German political
government are inherent and must considerably condition, if they
do not prevent, application of the principle in health insurance.
Making all allowances for the abnormality and the brevity of
the period of trial, it is a fact that the processes of democratic
government in Germany worked more and more cumbrously and
ineffectively with every year after the War. The multiple party
system, encouraged under the monarchy because many parties
cancel each other and permit strong executive rule, proliferated
to a degree probably never equalled in any country of the world.
“Under a parliamentary system it is not a matter of divide and
rule, but of consolidate and rule,”'* and the German traditions
of centuries were not to be remade overnight. In the elections of
1930, 28 parties ran candidates; between 1928 and 1930 no fewer
than 13 parties were represented in the Reichstag, although enly
9 had enough members to influence legislation. Party control
(particularly Socialist) of members was always very strict; the
member who violated party instructions ran the risk of expul-
sion. The logical result of these related trends and events was
government by bloc: whatever its advantages, its defects, par-
ticularly as one descends the scale of government, grow increas-
ingly more sertous and, for the democratic processes, dangerous.
Local government legislative and executive meetings became
mere sounding boards for electioneering, party vied with party
to promise the electorate more favors. A fundamental difference
in point of view between local authorities, predominantly Social
Demgocratic, and the federal anthorities, predominantly conserva-
tive, produced conflict, further impeded effective administration.
The drastic changes resulting from the revolution of 1933 natu-
rally had their repercussions in industrial as n political self-
government. But the key fact is that no impartial student in Ger-
many doubts that, had there been no revolution in 1933, health
insurance self-government would continue today.

" Munro, Governmenis of Europe, p. 652,
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ErFrcT oF 1933 C1ANGES

A convincing exhibit of the vitality of a social insurance institu-
tion, soundly organized and rooted in popular nced and accep-
tance, is furnished by the comparative unimportance of the changes
introduced into the mechanics of health fund operation by the
leader principle. Mechanics are not everything; in the long run
they are not the important thing, and in any event experienced
administrators say that the effect of the changes will not be plainly
distinguishable for five or even ten years. In the meantime, how-
ever, this minimum of change is important because it makes
easier the potential return, partial or entire, to former principles.

Despite the fact that miost authority now resides in the leader,
an official politically appointed, instead of in democratically se-
lected committees, operational changes have been relatively un-
important.’” Local opinion is still of tremendous practical force
and politicians, even in a one-party government, never fail to
consider it."® In some cases officials ousted in 1933 have been re-
instated, in many others qualified although political choices took
over their places®® Elections to health insurance offices were al-
ways political, the principal difference today being that the stimu-
lus of political competition between parties has been replaced by
intra-party competition and by the eternal necessity of a minor-
ity group to consider and woo and conserve public opinion. Poli-
tics in health insurance administration today are at least as
important as they ever were. Some crities are disturbed by the
growth of lay influence at the top of a technical job (because the
leaders are not always experienced), others that the regime shuts
out former union leaders who know and could interpret the needs
and wishes of the insured group. In Germany the most persistent
question on the effect of 1933 changes is concerned not with the
machinery of organization or administration, but with what Ger-
mans call spiritual or psychoelogical values. Impartial observers

* Official but unpublished Ministry of Labor opinion is that the appointment
of health insurance fund commissioners was chiefly for the purpose of
minimizing the effect of political change; that is, to preserve the funds for
their members.

® National Socialist peliticians resent and oppose centralization just as
much as their predecessors, and for the same reasons.

» A high official, not a Party member, considers that “the practical effects

of National Socialist politics [on social insurance administration] had disap-
peared” by 1936,
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fear the effect in the long run of loss or atrophy of the principle of
growth, of member interest, of incentive to local health fund offi-
cials. A companion fear is that the present management is not only
not responsible to the whims of the voters and fund members, it is
not responsible to any final authority. It is bureaucracy enthroned.

On the other hand, it is a fair judgment that improvements
since 1933 have been the result not so much of the leader prin-
ciple as of the greatly increased influence of the Ministry of
Labor. Before and after comparisons of German experience within
the last 5 years are futile, generally because of the complexity of
the influences operating on all German institutions, specifically
in health insurance because of the introduction of this important
new factor. It is generally agreed also that the transfer of hos-
pitals and sanatoria to the old age-invalidity bodies has intro-
duced economies, but this, too, has nothing to do with the leader
principle. It is interesting to note that it is principally the ad-
ministrator who sees advantages in the leader principle: he gets
results quicker, he does not have to concern himself so directly
with the processes and pressures of public opinion (party officials
do), he naturally believes the present direction is more intelligent
than the old.

The reintroduction of employer-worker representation in 1936
through the advisory committee is still largely of potential rather
than of actual importance; the importance of the change is that
it marks a recognition of defects in the leader principle and
modifies considerably the power of the leader. The advisory com-
mittee must be consulted by the leader before he may issue rules
or changes of rules and before he makes up his budget for the
year. More important, the advisory committee has full responsi-
bility for making the annual audit and it must approve the re-
sults. If there is difference of opinion on any of the points, they
are decided by the local Insurance Office.® It would not be wise
to place too much faith in the immediate import of this change.
While the local Insurance Offices today are more completely con-
trolled by higher authority than earlier, and indeed are destined
to be abolished, the changes cannot be made rapidly. The local

* Vierzelmte Verordnung sum Aufbau der Sozialversicherung: Leiter, Betrat
(fourteenth order for the reorganization of the social insurance system: leader,

adviqgry committee), April 25, 1936 (R. G. BL 1, p. 400), Part II; Part III,
sect, Y.
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Insurance Office today appoints an equal number of employer
and worker representatives to the advisory committee, a major-
ity of its membership, and has the power of veto over out-
side nominations for the medical and local government repre-
sentatives.” Appeals developing from conflict between leader and
advisory committee, moreover, are made to this same local In-
surance Office,”® and we have seen that this Office is still very
close to local government. In practice the advisory committees
are functioning quite differently depending on local conditions.
Some advisory committees up to the fall of 1936 had not met at
all; others were meeting twice or three times a year. In Munich
no committee had been appointed. There is no question that the
change is an influence for moderation and 2 tentative step back
toward self-government.*® Officially the advisory commitice is
being explained as simply “a sound limitation of the well-under-
stood leader principle.”® This itself 1s an indication that the
change is not an empty one.

Is GERMAN HeEALTH INSURANCE SELF-GOVERNMENT DEAD?

“Seli-government is not dead.” It is remarkable how often
one hears this belief repeated in almost every German quarter
save the official, where the dogma of the leader principle still
dominates. Three sets of factors, from time to time referred
to in the following discussion, will determine to what extent it
will return and what forms it will take if it does: political-
traditional, financial and technical. We have seen how deep are
the roots of self-government in health insurance and local gov-
ernment ; against this today stands a regime whose first conten-
tion is the ineffectiveness and viciousness of democracy. But
self-government grew and flonrished under the monarchy, it may
again grow and flourish in the totalitarian state.** From the finan-
cial side German health insurance, like industrial accident, is

® Law for the reorganization of the soctal insurance system, July 5, 1934,
Part I1, Art, 7, sects. 3, 4.

= A good illustration of the fact that trends arc never without exception.
Cf. the dclegation in 1932 of important duties in unemployment insurance to
the local welfare authorities. See icotnote 10, Chapter 7.

® Somale Praxis, July 31, 1936, article by Hans Engel.

* Ope interesting commentary on the possible permanence of the leader
principle in an organization demanding technical administration is that “some
leaders already are growing tired of leading,” feel themselves unable to make
competent decisions in many complex departments of modern municipal gov-
ernment,



230 MAaJor CooRDINATION PrOBLEMS AND IssUEs

naturally a candidate for self-government, because its traditions
of a century are the traditions of self-help. Government in Ger-
many gives not a pfennig to health insurance.® The forthcoming
merger of health and old age-invalidity insurance may make
an epochal change in this situation: health will be wedded to an
insurance already centralized, particularly on the administrative
side, and already receiving large government subsidies. It is a
truism that tf the government contributes financially and if the
government wishes, it may have considerable to say about or-
ganization and administration. {On the other hand, there are
no insurances in which insured persons and their employers pay all
costs where government control is important.) Actually the de-
gree of self-government will depend in a given case on political-
traditional and technical factors as well as financial.®
Technically no risk is better suited for self-government than
health insurance, particularly when organized in small units. The
health risk (excluding long-term invalidity, as in Germany) is
one in which the actuarial and financial factors in organization
are less important than for others covered by social insurance.”
The risk requires no elaborate calculations. The event insured
occurs with relative frequency and produces a relatively small
and uniform average loss, two characteristics that make for uni-
form and predictable results, It is “possible to determine fairly
accurately the average cost of sickness insurance per head per
annum,” which makes the risk “preeminently a case for distribu-
tion” (annual or frequent reallocation of contributions through
current or practically current spending of income).*® Putting this
in another way, the setting aside of capitalization reserves is not
necessary in health insurance because there are no important rea-
sons for providing from current income capital funds for incurred
= Until 1933 the federal government gave varying sums as supplementary
maternity benefits to wives of insured workers. In 1932 this amounted to only
07 per cent of total health fund payments, .
This has been discussed in detail in Chapter 17. The International Labour
Office goes so far as to say that if subsidies are regular and limited, the insur-

ance body can still be independent. (General Problems of Social Insurance,
8.
P "'}'here is an element of life insurance in German health fund death
benefits, but this risk is precisely calculable, Death benefits amounted in 1935
to less than 1 per cent of total health insurance payments,
31, L, Q. General Problems of Soctal Insurance, p. 90.
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but as yet undischarged liabilities. The health risk, particularly
in view of restrictions in practice on henefits to 26 weeks for a
single illness, is a short-term risk. Nearly all moneys collected in
health insurance are expended currently. There are no long quali-
fying periods between the date of entry into the scheme and the
date when the insured person is eligible for benefit. There are no
complicated formule for relating benefits to the number of con-
tributions or to age. In these respects it is set off sharply from
old age insurance, where a combination of practica! and technical
reasons usually requires capitalization as a method of maintain-
ing equities between classes of insured persons, particularly over
a period of time.” The consequences of poor or inexpert manage-
ment are minimized.

This does not mean, of course, that health insurance funds, to
minimize frequent and considerable changes in contributions or
benefits, may not maintain contingency reserves or emergency
funds. In fact the German funds have always been required to
maintain such funds: in 1935 they had over RM 300,000,000,
an amount equal to more than a third of their assets. This equals
over RM 16 a member, more than a fourth of the average an-
nual contribution per member, an amount considered by the Labor
Ministry much more than adequate and to be reduced. Nor does
it mean that the probability of compensable illness is the same
for the same person from year to year. It is not. But this factor
is not important becanse funds are currently distributed and,
roughly speaking, each vear the insured members pay as they go;
each year the insured group, unlike the case in old age-invalidity
insurance, is paying its own way; moreover, being compulsorily
insured, rough justice is done because a member may not leave
the fund at will and push onto the remaining loyal members the
burden of bearing his share of unpaid obligations.®® An insured

#* Not that the capitalization or capital fund method is theoretically essential
or everywhere in use. There seems recently to be a trend away from it, In
any event the capitalization method would add greatly to the difficulties of
self-government. When the assessment or distribution method, or some varia-
tion of it, is adopted, this means in practice a government subsidy, introducing
a financial reason against self-government.

* The British health insurance scheme is the only one on the full reserve or
capitalization basis, partly to secure a level premium throughout the insurance
life. That is, more than enough is charged younger members in order to pro-
duce a surplus for supplementing inadequate premiums at older ages. The
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member, has, for the best of reasons, a personal interest in the
insurance fund. The health risk is suitable, for still other tech-
nical reasons, for insurance by relatively small self-governing
bodies. To a degree much greater than for industrial accident or
invalidity the determination of the fact of illness is subjective;
it cannot possibly, as in old age, be made at a distance, occasionally
or by correspondence; it requires close and frequent check and
the closer the contact and personal acquaintance among the mem-
bers of the insured group the sounder the scheme, There is no
preventive of malingering like personal and frequent contacts be-
tween members. Just as private mutual insurance companies in
Great Britain have grown large, so not all German health funds
are small. The larger they become the more they tend to lose
their natural advantages of compactness and close relationships
between members. To the extent that the large health funds must
substitute other controls, always more or less artificial, they cease
to be true mutual aid societies and tend to become like any other
group organized for the insuring of risk.

This does not mean that laymen can perform the specialized
management or medical functions of health insurance. They can-
not. But health insurance, more than any other, demands the live
interest of each member in the affairs of his fund and laymen
here can form general policy intelligently. It is no accident that
the German old age-invalidity organization is comparatively an
immense bookkeeping arrangement: elimination of invalidity
benefits would make it even more so.*

principal risk reason for reserves is the British provision of long-term in-
validity benefits in the health insurance system.

The British Treasury indirectly makes cousiderable subsidies to invalidity
benefits through the crediting of unearned reserve values to health insurance
funds, These subsidies are made through an annual Treasury payment, not
to be confused with current Treasury contributions.

# Unemployment insurance would seem to be disqualified from the widest
use of self-government for a combination of reasons. The risk insured is so
variable, so considerable and so catastrophic, that the only practicable basis of
fund organization is natien-wide. So the individual member of the insured
group has little personal interest in the healthiness of the fund, and a com-
pletely decentralized scheme would mean local spending of central money.
Much more than the kealth risk, the unemploymcent risk piles up in great
waves which use up also the welfare funds of the local governments and pro-
vide an added reason for local administration to dip liberally into the national
unemplovment insurance fund. There is always more or less conflict between
the health insurance fund and the local government authorities, particularly
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In summary, while technical considerations and the traditions
of a century are highly favorable to seli-government in German
health insurance, two major factors oppose its return: the politi-
cal regime; the trends to centralization and coordination. From
what we can see today, we must conclude that self-government in
the old sense is gone, and will be gone for a long time. While the
advisory committee may grow in influence, the health insurance
bodies will hardly return to their pre-1933 status. Their future
position is more likely to be similar to that of the old age-invalidity
bodies, if indeed they are not in fact merged physically with the
latter,

GERMANY AND GREAT BriTaix COMPARED

The degree of similarity in the developments of German and
British health insurance® is startling. Both systems are marked
strongly by the circumstances of their origins. Each is the prod-
uct partly of a conscious attempt to continue and encourage
mutual aid institutions democratically administered, partly of
political forces and influences operative at the time of their legis-
lative conception. Each has been an extreme example of social
insurance self-government, in Britain the only example. Under
the general pressure of a broad movement toward centralized po-
litical government and the particular pressure of intensifving
supervision, each is surrendering gradually but unmistakably its
autonomous powers to central authority,

It would be a mistake to conclude, however, that their position
in the social insurance structure and the general characteristics
of the two health insurance systems are identical. The actual de-
gree of autonomy of the individual German fund, despite recent
developments, is much higher than that of the British. The Ger-
mans, as we have seen, have lost much of their self-government,
but, in 1933 particularly, they lost it to the officials of what is
still usually a local fund. Even without the advisory committee,

welfare, but it is nothing compared with that which arises between welfare
and unemployment insurance authorities in the bitter emergency of depres-
sional unemplovment, There must be strong controls from above to preserve
the insurance fund. Laymen are as capable intellectnally of guiding general
policy in unemployment as in health insurance, but the crisis places too heavy
a strain on divided lovalties. Inevitably the national (insurance) fund has
pushed on it burdens legally the responsibility of local (relief) finances.
¥ See Chapters 9 and 10.
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the officials of the rural or general community funds are local
officials, politically appointed but subject at least to the political
and other controls of local opinion and franchise. In both coun-
tries the average size of the fund is increasing, with the inevi-
table adverse effect on the chances of real participation in ad-
ministration by the members, but the hegemony of the British
industrial society, really an enormous commercial insurance com-
pany, has no parallel in Germany. So impossible practically is
real participation by British insured members that in 1926 the
Royal Commission on Nationat Health Insurance concluded that
administration of the Societies must be a function of public ad-
ministration and not of democratic organization.

The democracy of the British Approved Society is fictitious.
In the German sense of the expression, the British never had
self-government, i.e., the continuous and comprehensive partici-
pation by both employers and workers in routine administration.
Emplovers in Britain have never shared in administration,®
workers in increasing proportion have selected as their Societies
the enormous impersonal industrial organizations, health insur-
ance has not been the specialized function of the Approved So-
cieties but has been mixed with provision for saving, house con-
struction, soctal diversion and the like.

While the pressure of the centralizers is evident in both coun-
tries, the fact is that today the German fund retains more of its
pristine privileges, Since 1928 the Ministry of Health has in
fact if not on paper regulated day-to-day administration in Great
Britain; most German intensive regulation of this type is still
on paper. German health insurance reserves have recently been
taken away from the funds but have been transferred to an-
other more or less autonomous social insurance institution, and
in any event reserves in Germany are not the important matter
they are in Great Britain, which provides long-term invalidity
henefits and has a complicated capitalization system. (Invalidity
benefits are a part of the old age insurance system in Germany.)
One-half of British fund investments by law are in the hands
of the central anthority; in practice most funds except the largest

® Except in a few employers' provident Societies, in which workers do not
participate,
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voluntarily entrust the other half as well.® Each German fund is
still a fiscal unit; for years the British Societies have been re-
quired to pay a part of their contributions to a Central Fund, or
remsurance reserve.* Only in personnel matters do the Germans
go further than the British.

The prospects for the future are for a further increase of cen-
tral supervision and control in both countries. There are still im-
portant areas in each for extension of control, particutarly in
Germany, where coniribution and benefit rates are still the con-
cern of the individual fund. The rate of change will undoubtedly
be faster in Great Britain, because local opposition is less, the
central power more firmly entrenched. The Royal Commission on
National Health Insurance listed as reasons for non-democratic
health insurance administration the apathy of the average man
to technical matters and his abiding trust in officialdom. It justi-
fied its recommendation for closer central financial control by the
financial contribution of the government. There is no govern-
ment contribution in Germany; in Britain the statutory subsidy
equals one-seventh of benefits for men, one-fifth for women, also
part of administrative cost. In 1935 British Treasury grants
equalled more than one-fifth of employer and worker contribu-
tions, one-sixth of total insurance income. An additional reason
for increasing British centralization must be noted in the major
share of compulsory insurance controlled by the large industrial
Societies. Even if we assume no change in relative strength since
1928, over three-quarters of msured persons are in 2.5 per cent
of all Societies, itself an evidence of centralization and a situa-
tion in the long run more favorahle to central government regu-
lation than a heterogeneous complex of insurance bodies as in
Germany. The large British commercial insurance companies
have powerful political talking points, but in the long run these
are less potent than the particularism of the German provinces.
Reorganization of multi-insurance bodies into a single national

* National Health Insurance Act, 1936, sect, 142,

¥ Since 1921 both the goverament grant and the Societies’ levy to the
Central Fund have been suspended becanse of the size of the balance, In
practice the individual Society’s contingencies fund has proved to be sufficient
to absorb losses without recourse 1o the Central Fund.
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fund has been proposed in Great Britain, and officially rejected.®
In Germany it stands in the law in the proposed Gemeinlast. But
it would be a mistake to rush to the conclusion that this reform
will come first, if ever, in Germany. Despite recent German events,
Britain has the more ancient, the deeper inclination to centrali-
zation.

® The case for a national body or a group of regional insurance bodies is
much stronger in Great Britain than in Germany, hecause of thc way many

British‘hodies spread over the entire Kingdom, producing endless duplication
in facilities, useless competition and other wastes.
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CAN UNEMPLOYMENT INSURANCE AND
RELIEF BE COORDINATLED™

Tue GERMAN APPROACH

Tre GERMAN unemployment insurance-unemployment relief
scheme is a complex. In terms of organization it contains three
distinct elements: the remnants of unemployment insurance,
mixed with unemployment relief, highly centralized; and two
decentralized systems of outright relief. In terms of financing,
the arrangements are even more involved: of the three classes
of unemployed persons now recognized, one is entirely supported
from the resources of the Federal Institution for Employment
Service and Unemplovment Insurance,® one by local governments,
and a third by the two combined but principally the latter. Table
4 briefly summarizes for 1932 (the year of greatest unemploy-

*Sources for the German materials include: Carroll, Unemployment Insur-
ance in Germany; National Industrial Conference Board, Unemployment In-
surance and Kelief in Germany, p. 6; Weigert, Admiistration of Placement
and Unemployment Insurance in Gernany, p. 182; Memorandum of the Federal
and Prussian Ministry of Labor tu the author, Eniwickliung der Wohifahrts-
Rilfe in Deutschiand, March 4, 1937 (unpublished) ; the admirable survey of
unemplovment relief and insurance by J. Nothaas, Die finansiclle Entwick-
fung der Arbeitslosenhilfe in der Nachkriegszett (R, A, Bl, 11, November 25,
1936) ; Statistisches Jahrbuch fur das Deutsche Reich, 1936 (Stanstizches
Reichsamt, Berlin), especially p. 320; Ninth Report of the Federal Institufion
for Employment Sevvice and Unemployment Insurance, especially p. 53; Ten-
Year Report of the ederal Institution, 1927-1937, especially pp. 29, 79 Karl
Goerdeler, in Jahrbuch der Kommunalwissenschaft, 1936, pp. 51-81; Mark-
mann, in Dewtsche Ferwaltung, October 20, 1936; Robert Adam, in Blatr fiir
Offentliche Fiirsorge, Vol. 21, Ne. 11, pp. 109-113. The arguments for Dr.
Friedrich Syrup's plan are digested principally from his book, Der Arbeitscin-
satz und die Arbeitslosenhilfe in Deutschland (Berlin: Elsner Verlag, 1936),
especially pp. 1829, and the article by Robert Adam in Deuwtsche Verwaltung,
October 20, 1936. The local government position is digested principally from
the articles by Goerdeler, Adam and Markmann,

Sources for the British materials include : Final Report of the Royal Com-
mission on Unemployment Inswrance, 1932, pp. 106-113: U A B, Keport, 1935,
po. 12, 26, 40-47, 306-7, and Report 1936, pp. 3-4, 16, 27-8, 130, 198-9; Repori
of Ministry of Health, 1935-36, p. 140; Keport of Ministry of Labour, 1933,
p 61; P EP, Planning, No. 30, p. 13; and British Soctal Services, pp. 135, 174.

*Changes in Decemnber 1937 and January 1938 have, for the time at least,
eliminated the former distinction between persons receiving regular and emer-
gency benefits. See later in this Chapter for an account of these changes,

237



238 Mayor CocrpiNaTioN ProBLEMS AND IsSUES

ment) and 1937 the number of persons benefiting in each cate-
gory and the administrative and financial arrangements for each.

This summary suggests the complexities of the administrative
and financial relationships in the unemployment insurance-relief
system. Equally important in a consideration of these relation-
ships are the shares of financial responsibility assumed by the
TABLE 4. DIvisioN OF FINANCIAL AND ADMINISTRATIVE RESPONSIBILITY FOR

UNEMPLOYMENT INSURANCE AND UNEMPLOYMENT RELIEF IN GERMANY,
1932 aND 1937

J%verafge num-
Administrative Financial &r O persond
Status of authority responsibility dm’g“g bene-
unemployed tg, in
persons thousands®
1932 1937 1932 1937 1932 | 19370
1. Persons insured | Federal Insti- No Federal Tneti- | Federal Insti- | 1,089 | 277.1
in Federal Insti- | tution (appli- | change | tution (em- | tution {em-~
tutlon receiving | cation of means ployer-em- ployer-em-
regular benefits | test after 6th ployee contri- loyee contri-
{these same per- | week by local butions aupple- utions)
sons may also be | welfare author- mented by
receiving sup- | ities and local loans from fed-
plementary sup- { employment of- eral Treasury)
port under 3 be- | fices of Federal
low) Institution}
1. Persons insured | Federal Inati- No Federal Insti- | Federal Insti- | 1,447 | 523.8
in Federal Insti- | tution {(appli- |change | tution (supple- { tution {em-
tution receiving | cation of means mented by ployer-em-
emergency bene- | test by leeal emergenicy loyee contris
fitg, after 26th | welfare author- loans from fed- utions)
week? of unem- | ities and local eral Treasury
ployment (these | employment of- and contribu-
same  persans | fices of Federal tions from local
may also be re- | Institution) governments)
ceiving supple-
mentary support
under 3 below)d
3. Employablesun. | Local welfare No Local govern- | Local govern- | 2,048 | 183.0
der 60 (so-called ;| authorities change [ ments {(supple- | ments (sup-
AWE®} oot eligi- | (certified  as mented by plemented by
ble for or having | employable by sums from fed- | sums from
exhausted rights | Jocal employ- eral Treasury | Federal Insti-
to regular or | ment offices of and Federal In- | tution}
emergeticy betie- | Federal Inati- stitution)
fits and persons | tution)
receiving supple-
mentstot and 2
above
4, All others {8o; | Local welfare | No Local govern- | Nochange 1,006 | 377.3
called NAWE)! ] authorities change ] ments

* Excluding dependents.

beng

fits after the 20th week. . .
No new accessions since Diecember 1937, Benefits under (1) now paid without limit on dura-
tion. See later in this Chapter for summary of changes in December 1937 and January 1938,

® See footnote 5 of this Chapter.
f See footnote § of this Chapter, .
Sources: For groups 1-3 in 1932, Konjunkiursiatistisches Handbuck (Berlin: 1936), p. 17.

For group 4 in 1932, Fanfter Berichi der Reichsonstall far Arbeiisvormiiilung und Arbeitslosen-

wersickerung, April 1, 1932-March 31, 1933, Summary 3,
For 1937 figures, Neunter Berickt der Reichsensielt fir

b For 12 months ending March 1937,
® In 19332, after the 39th week in rare cages in which benefits were extended. In 1937 emergency

rung, April 1, 1936-March 31, 1937, Summary 2, p. 4.

D. 31,
Ardeitsvermitttung und Arbeiislosenversiche.
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local and central authorities and by the Federal Institution. Table
5 shows these shares, including the cost of public works, place-
ment and vocational training, from the beginning of the insur-
ance system. For comparison the average number of unemployed
is also shown.

TasLE 5. NET EXPENDITURES FOR GERMAN UNEMPLOYMENT INSURANCE AND
UNEMPLOYMENT RELIEF, CLASSIFIED BY SOURCE OF FINANCING

1927* 1928 1929 1930 1931 1932 1933 1934 1935
In millions of Reichsmarks
TOTAL NET EXPENDITURES. 759 1,659 1,907 2,940 3,237 3,152 2,914 2,041 1,708

Loecal governments. ..., ., 66 152 271 618 803 926 681 596 461
Federal Institution....... 445 982 828 1,219 1,256 1,307 1,681 1,440 1,220
All other (principally the
federal Treasury)...... 248 525 B80R 1,103 1,08 919 552 5 27
I'm per comt

TOTAL NET EXPERDITURES., 100 100 100 100 100 100 100 100 100

Local governments. ...... 9 9 14 2 28 29 23 29 27
Federal Lostitution. ....., 58 60 44 42 ED) 41 58 71 71
All other (principally the

federal Treasury)...... 33 31 42 a7 33 30 19 0 2
Average wumber unemployed

(fmmsllions) . .......... 1.3 1.3 1.9 2.1 4.5 5.6 4.8 2.7 21

* Haulf-year. All are fiscal years ending March 3ist.
Source; J. Nothaas, in Reichsarbeitsblatt 1936, 11, p. 482.

BREAKDOWN OF GERMAN INSURANCE-RELIEF PLan

No one in Germany, as we shall see, is satisfied with the un-
employment insurance and relief system. No one has a good word
to say for it. It is, and has been for years, an emergency arrange-
ment, revised from time to time to meet new situations, to bridge
new financial crevasses. When the Germans created their unem-
ployment insurance scheme in 1927 they believed they had come
through the worst of their financial hard times and built accord-
ingly. The new Federal Institution for Employment Service and
Unemployment Insurance was to carry eligible workers, without
reference to need, through the worst of their unemployment: for
at least the first 26 weeks. The contributions of insured persons
and their employers were calculated to be sufficient for this initial
period; thereafter, and for persons who were not in the insurance
scheme or had exhausted their benefit rights, a special form of
unemployment emergency relief was provided out of federal and
local government funds. It was distinctly understood and believed
that the emergency allowances would be of secondary importance:
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“designed for periods of peculiarly unfavorable labor conditions.”?
Payment of emergency allowances was left to the discretion of
the federal Ministry of Labor, could be limited to localities, oc-
cupations or even individuals. They were a form of relief, depend-
ing on proof of need, but because of the special status of the
claimants, the conditions for qualification were made less difficult
and were standard for the entire country.

Between an insured person’s insurance rights (benefits in excep-
tional cases could run to as many as 39 weeks) and his emergency
relief rights (32 to 45 weeks) the framers of the law expected
that only the direst national emergency would force insured work-
ers on to local general welfare. Need would have to be shown only
in the most unusual cases, and then not to local welfare authorities
who investigate every case individually, but to the local offices of
the new Federal Institution, applying broader and more imper-
sonal tests. The morale of the nation’s permanent labor force was
to be preserved at the same time local government treasuries were
to be spared.*

Tables 4 and 5, particularly the second, tell the story of what
happened to these hopes. Already in 1929 insurance benefits and
emergency allowances had to be reduced both in amount and dura-
tion. The burden was shifted on to the local governments. Hun-
dreds of thousands of unemployed persons exhausted their rights
even to emergency relief (the majority of these were formerly
self-employed), local government welfare offices were forced to
supplement inadequate insurance and emergency relief benefits.
The federal Treasury was obliged to begin payment of special
subsidies to local governments for support of the unemployed. In
1930 it gave RM 3.7 millions; in 1931, RM 233.8; in 1932, the
high mark of Germany’s post-War financial crisis, the enormous
sum of RM 652 millions.® Even with this aid from the federal

* Carroll, op. cit, p. 57,

*The local governments’ contribution was limited to one-fifth of the cost of
emergency allowances.

* Beginning in 1932, this group was treated as Anerkannte Wohlfahrtser-
werbslose (AWE), literally, certificed unemployed welfare clients. To establish
the rights oi the local government to federal subsidy, the unemployed person
had to be certified by the local employment office of the Federal Institution
as employable and not over 60 years of age. For each person in this group the
local government received, first from the federal Treasury, later from the

Federal Institution, a monthly subsidy based on a formula or Schlissel, The
Schiussel is a graduated scale of subsidy payments per head, the eflect of
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Treasury the load on the local governments was insupportable,
was a direct cause of their nearly universal bankruptcy. Unemploy-
ment relief in 1932 alone took over 15 per cent of local govern-
ment income. For over a million unemployables they received no
subsidy at all.® In this same year the local governments con-
tributed 29 per cent of total German expenditures for unemploy-
ment relief. Their share in 1935 was still as high as 27 per cent.

The Federal Institution tn the meanwhile had been going
through a crisis of its own. Its initial reserve of RM 107 millions
was quickly exhausted by the heavy unemployment of the winter
of 1927-28. Benefits were restricted beginning in 1929; contribu-
tions were raised in January 1930 from 3 to 314 per cent, in Au-
gust 1930 to 414 per cent, in October 1930 to 614 per cent, where
they still rest; but the drain on the Federal Institution continued.
In 1931 the federal government, in order to lighten its own load,
was forced to declare the finances of the Federal Institution inde-
pendent of its own budget; up to then it had advanced over a
billion and a quarter Reichsmarks. Thereafter the federal govern-
ment kept pressing more and more of its financial load on to the
Federal Institution. Loans and advances ceased,” the Federal
Institution took over first part and then all of the federal govern-
ment’s share of emergency unemployment benefits, the local gov-
ernments were further relieved by discontinuance of all transfers
from emergency benefit to local weliare, the local governments
were excused from paying their one-fifth share of the cost of these
benefits and the cost was transferred to the Federal Institution.
In 1933 the local governments actually received a greater total
subsidy for unemployment relief (certified unemployment relief
clients— AWE) than in 1932; more than half came from the
Federal Institution,

which is to teduce the average monthly payment as the proportion of AWE
increases to the whole population of the local government’s area. It takes
into account also differences in living costs in communities of different sizes.
It sets both maximum and minimum amounts per AWE, No local govern-
ment with an AWE rate of 10 per thousand or less is eligible for subsidy.
(Weitere Bestimmangen zur Wohlfahrishilfeverordnung [further regulations
on the welfare order}, August 2, 1932 [R. G. BL I, p. 393])

$Victims of unemployment other than those in the first three groups in
Table 4 are supported entirely by the local governments (Nichtanerkannte
Wohlfahrtserwerbslose).

"The Federal Institution continued to receive an average of over RM 300
millions income from the Unemployment Relief Tax until 1934,



242 MasoR CoORDINATION PrOBLEMS AND ISSUES

Not until 1933 was the Federal Institution able to show a sur-
plus and then only by dint of retaining the 614 per cent con-
tribution scale, by application of a means test to insurance bene-
ficiaries and by reducing benefits in many cases below a subsistence
level. All advances from the federal Treasury have been returned
and more besides.® One important factor in the current discussion
of the future of German unemployment insurance-relief is the wish
of the Federal Institution to regain conirol of its finances. Its large
surpluses now go principally to finance public works and unem-
ployment relief. Of the Institution’s total expenditures of RM
1,500,000,000 in the fiscal year 1937, over a third was paid for
these two purposes.

These then are the main strands of a highly complex social, eco-
nomic and political situation. Various interests are dissatisfied with
it for various reasons but there is no lack of agreement that it is
bad. It is (despite recent changes to be discussed presently) a
tissue of anomalies, a haphazard patchwork of arbitrary divisions
in financial and administrative responsibility.® Tables 4 and 5 sug-
gest some of these anomalies: employable unemployed persons are
not only to be found under two branches of the Insurance Institu-
tion’s administration but also among the AWE. Indeed many of
the AWE are insured persons who need relief payments to eke out
insufficient insurance benefits. Only employables are supposed to
be carried by the Insurance Institution, yet for 6 years it has been
paying, without time limit, emergency benefits to hundreds of
thousands who may never be employed again. Insured workers and
their employers see their admittedly excessive contributions ex-
pended for all sorts of purposes other than unemployment insur-
ance; they are in fact paying for local general poor relief on an
enormous scale.’® They were asked originally to pay contributions

® Between October 1927 and September 1937 RM 195 billions had been
transferred from the Federal Institution to the federal government for general
relief and the work relief program, against RM L39 billions of loans. In
addition the Institution had contributed RM 982 billions for emergency relief
works (Notstandsarbeiten),

*“Ii one should offer a reward for the most unsuitable and the most irra-
tional system [of unemployment relief], this system would win the prize”
(Goerdeler) “It is vestigial, completely illogical.” (Adam)

* The Law for the Extension of Pensions Insurance, (sect. 33}, December
21, 1937, also increases very considerably the financial obligations of the Federal
Institution to the old age-invalidity insurance Institutions for wage earners,
Until April 1, 1938 the Federal Institution paid these bodies RM 0.50 per
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for insurance, now find even their expensive insurance system a
relief institution in all but name.** Local welfare departments and
local employment offices, serving different masters and operating
on quite dissimilar principles, are expected to work smoothly to-
gether in administering the means test for insured persons and in
caring for the great mass of joint business resulting from local sup-
plementary relief to insured persons, transfers from one group to
another and the like. Even where this cooperation works fairly well,
both parties long for a more logical rearrangement of their duties.

A series of orders issued in December 1937 and January 1938
by the Ministry of Labor contain considerable possibilities for the
simplification and improved coordination of this situation.** The

month for cvery unemployed person insured in both schemes in return for
continuation of their old age-invalidity insurance rights. Thereafter the
Federal Institution will pay annually a sum equal to 18 per cent of the con-
tribution income of the old age-invalidity bodies. The effect of this change
will vary with the amount of unemployment and employment: in 1935, for
example, RM 15,047,730 were paid by the Federal Institution; for this same
year on the new basis RM 170,159,040 would have been paid.

Although not officially anncunced, the purpose of increasing the obliga-
tion of the Federal Institution is to readjust the relative levels of the old
age-invalidity and unemployment insurance contribution rates: in effect to
increase the first, reduce the second. The first rate is at present insufficient to
establish statutory reserves, the second highly redundant. Instead of raising
the frst, it will he supplemented out of the surplus produced by the second.
There is likewise no official statement of the reasons for choosing this method
of readjustment but several are obvious. Unofficial but informed opinion, for
example, ascribes it to the wish aof the government not to disrupt the delicate
relations between prices, wages and costs during the Four Year Plan. (Lutz
Richter, in Die Sozialversicherung [Wien: April 1, 1938], pp. 2-3.)

Equally important is the fact that, at the moment at least, the Federal
Institution has an enticing surplus, If the insured membership of the two
insurances were identical, no great practical difference would result from the
change. As it stands, the 14 million persons in the unemployvment insurance
scheme are subsidizing nearly 9 million persons insured for old age-invalidity
but not for unemployment,

“Tncreases in unemployment insurance benefits, authorized by Article 1 of
Verordnung diber die Hihe der Arbeitslosenunterstiitzung (order fixing the
amount of unemployment benefit), June 3, 1937 (R. G. Bl I, p. 616), were
announced as a return to the insurance principle. But the right to benefit after
the 36th day of unemployment is still contingent on satisfaction of a means test.

* Verordnung des Reichsarbeitsministers tiber die unterstiitzende Arbeits-
losenhilfe (arder of the Federal Minjster of Labor on unemployment henefit),
December 22, 1937 (R. G. BL 1, p. 1410); Anordnung des Keichsarbeitsminis-
ters zur Regelung der Hichstdauer der Arbettslosemunterstiiizung (adminis-
trative order of the Federal Minister of Labor regulating the maximum dura-
tion of unemployment benefit), December 27, 1937 (R. A. BL 1938, I, p. 5);
Erlass des Reichs- wnd Preussischen Arbetfsmumsters und des Rewhs- und
Preussischen Ministers des Innern iiber die Priifung der Filfsbedirfrigkeit
bei der Arbeitslosenuntersiittcung (instructions of the Federal and Prussian
Ministers of Labor and of the Interior for the application of the means test
for unempioyment benefit), January 8§, 1938 (R. A, Bl 1, p. 14},
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substance of the modifications introduced may be summarized as
follows:

Regulations governing emergency benefits are abolished. Pro-
vision for emergency benefits remains in the law and the im-
mediate effect of this change is to preclude current admissions to
the list of persons receiving this kind of benefit.

Regular unemployment insurance benefits are in general now
unlimited in duration. This is official recognition of a situation
that has existed for years; i.e., insured persons exhausting their
rights were transferred automatically to emergency benefit and
paid without limit on duration. But the Ministry of Labor is au-
thorized to impose special duration limits for particular groups of
insured persons or districts.

Persons drawing regular unemployment insurance benefits must
continue as before to submit themselves after 6 weeks of unem-
ployment to a test of need by the welfare offices of the local gov-
ernments. But the Federal Institution is no longer bound to accept
welfare office certification of the fact and the amount of need.
Formerly the Federal Institution could overrule the welfare office
when the latter had certified an applicant for benefit; now it is
bound neither by a negative nor a positive decision of the welfare
office. At the same time, the Federal Institution is allowed to pay
higher benefits than those set in the local government certificate.

It is, of course, too soon to evaluate the potential effects
of these changes. Assuming that no new emergency beneficiaries
will be added, they make possible a considerable advance toward
a coordinated German unemployment insurance-relief program.
It will be years perhaps before the list of emergency bene-
ficiaries is purged of its heavy load of unemployables; in the
meantime the power of the Federal Institution to distinguish
between employables and unemployables may be used to accom-
plish much the same result. A collateral sign of potential in-
creased control of the labor market by the Federal Institution is
its increased autonomy in the application of the means test and its
authority to exceed local government relief scales. It is a fair
judgment to conclude that something has been done which in the
long run will clarify and coordinate the German confusion, but
much remains. Indeed, the new powers of the Federal Institution
over the means test may be regarded as an immediate step away
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from coordination. As long as large numbers of unemployables
remain inside the insurance scheme, as the law authorizing emer-
gency henefits remains on the statute books, as the means test is
applied to applicants for unemployment insurance after the first
6 weeks of unemployment, and as the Federal Institution and local
welfare offices are obliged to collaborate on the means test,—so
long will the fundamental confusion and heterogeneity of the
German unemployment program remain.

UNEMPLOYMENT INsURaNCE JLosgs CAsSTE

In the current discussion of reform in this field the two prin-
cipal parties are the Federal Institution and its President, Dr.
Syrup, on the one side, and the German Association of Local
Governments, now practically a Party bureau, on the other. Other
interests are involved, particularly the federal Treasury, but the
issue turns principally on the political, financial and other argu-
ments advanced by these two,

It is startling to an outside observer to discover how completely,
however they disagree on who should operate it, most responsible
Germans®® today agree that unemployment insurance is over or
indeed perhaps has never been, Usually the statement is made as
a self-evident truth: Dr. Syrup, for example, in his recent book in
which he presents his reform proposals, lists without explanation
the satisfaction of a means test as one of his principles. “Un-
employment is a plague, not an insurable risk,” says an Ober-
biirrgermeister of Leipzig. “The focus of discussion is not the
question of the insurance principle,” says Dr. Adam, Director of
the Munich Employment Office, because the principle breaks down
inevitably in depression. Partly for moral or psychological rea-
sons: “in no other insurance is it so easy to produce the insured
event as in unemployment; on the other hand it is very hard to
establish malingering.” Also, under the pressure of millions ot
unemployed, the usual insurance controls (e.g., the offer of work)
are practically worthless. And finally, depressional unemployment
demands that benefits be linked, not to wages, but to the cost of
supporting a family. Despite a system of allowances for depen-
dents in unemployment insurance, local governments in 1935 were

BThat is, most officials. A few private individuals and a few officials
(privately) would like to see insurance restored.
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forced to grant suppiements to nearly a quarter million insurance
beneficiaries. Unemployment insurance is said to be a failure be-
cause it is inadequate.

It is stated or implied, too, that relief is cheaper than insurance
and that Germany is too poor to be able to afford the luxury of
the latter. “As long as a people must fight for a living the idea of
insurance is completely absurd, as absurd as life and accident in-
surance for war accidents.”** But the principal argument against
insurance is that the new regime has abolished or practically
abolished unemployment.® The local employment offices of the
Federal Institution in the future, Markmann says, “will have only
a historical value,” except as placing and vocational training agen-
cies and organs of labor market control. The influential Ober-
biirgermeister of Munich, who is also federal Leader for Local
Government in the National Socialist Party Cabinet, believes un-
employment is conquered because “there will always be need for
houses and roads” and the close control of the regime over the
labor market, raw materials and the economic structure as a
whole will make the old-style cycle a thing of the past.*®

Not all anti-insurance arguments go as far as this but there is a
general assumption in Germany that she has solved a problem
America is still muddling over. Current developments are very
favorable to this assumption: by late 1936 the number of unem-
ployed for all Germany had dropped nearly to a million, of which
perhaps 500,000 were considered unemployable. Since then (Au-
gust, 1937) the total has gone even lower: to slightly over
500,000, Whatever may be one’s opinion about the financial de-
vices used and the kind and level of payment for work that has
been created artificially and on so vast a scale, unemployment for

* Goerdeler, ap. est., p. 72. He presumably limits himself to unemployment
insurance in this indictment but not necessarily. He speaks always for the
local welfare point of view,

¥ “When 1 took over power there were more than 6,000,000 unemployed.
. .. Today vou must admit that I have fulfilled my promises.” (Hitler} (Lon-
don Times, February 1, 1937,)

¥ The proposals of Oberbiirgermeister Goerdeler of Leipzig represent an
extreme view of the possibilities of this contrel. He goes so far as to advise
abolition of all taws controlling hours and wages, with the expectation that
lower costs and increased production will automatically reduce unemployment.
An integral feature of the Goerdeler proposals is extensive use of public works.

"Tn August 1937 the number of persons unemployed but fully employable,

or fully employable but not suitable for inter-state transfer (nicht ausgleichs-
fihig) was officially reported as 428,000,
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the time has been conquered and many Germans even go on the
assumption that the victory is permanent. This needs to be re-
membered in the discussion that follows.

THe SYrUP PLAN

The elements of the so-called Syrup Plan are very simple. It
is embodied in four principles, very broadly stated. The prin-
ciples are:

“The completely outworn distinction” between the four classes
(three since January 1938) of unemployed persons must end.

All partially or entirely employable persons who are unem-
ployed, up to age 65 (including those formerly sclf-employed),
for whom public or private work cannot be found, should be
supported by the Federal Institution. All other persons would be
supported by the local governments,

All provision for unemployment, work, training and support
should be concentrated in the Federal Institution.

Support by the Federal Institution should generally be at a
level sufficient to make other public relief unnecessary. The amount
of relief should be determined by need based on previous wages
and local living conditions. Relief should be paid until the un-
employed person gets work. The unemployed person should deal
with a single agency, the local employment office of the Federal
Institution.

It is an open question also, says Syrup, whether in the interests
of the insurance principle and the social point of view, support for
an initial period of unemployment should be paid without investi-
gation of need.

The leading direct or positive arguments offered by the pro-
ponents of the Syrup Plan are these:

This is a coordination measure of first importance. It follows
logically the precedent of the law of November 3, 1935 which
confers complete and exclusive authority for placernent and voca-
tional guidance on the Federal Institution. Of the two reasons for
his plan which Syrup mentions, one is “administrative simplifica-
tion.” Simplification would result in two ways: in a clarifving of
the respective areas of responsibility of Federal Institution and

" Gesetz fiber Arbeitsvermittlung, Berufsberatung und Lehrstellenvermist-
lung {(law on employment service, vocational guidance and placement of
apprentices), November 5, 1933 (R. G. BL I, p, 1261).
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local governments; in the release of the funds and facilities of the
former for concentration on its logical clientele, the employable
unemployed. Overlapping of authority and jurisdiction would
cease because the Federal Institution would do the whole job for
its own people. Since the fall of 1932 emergency benefits for those
eligible af that time have been continued without limit on duration;
hundreds of thousands of these have become unemplovable. Of the
total average number of unemployed estimated for 1936 by Syrup,
he put the number of only “conditionally employable” at at least
600,000.

Placement, runs a second argument, cannot be separated from
unemployment insurance (or relief). Sooner or later, the place-
ment function must enter as'a control on payment of benefits. This
proposal would continue this relationship for the employable
group. No other agency can perform placing and allied functions
as well as the Federal Institution. These functions require a cen-
tralized organization of national scope and with a national ap-
proach to the problems of the labor market,

The Syrup Plan would keep the elite of the nation’s working
force off welfare rolls as long as possible. Syrup and his sup-
porters maintain there is a.world of difference between local
general welfare and the benefits offered under the Syrup Plan even
if the latter include the means test from the first day of unemploy-
ment. There is a tremendous difference between the ordinary poor
and persons who are paid benefits in return for contributions to a
formal unemployment relief plan. Insured persons today, for ex-
ample, retain their rights to health insurance while unemployed;
they do not have to repay, as welfare clients do, their unemploy-
ment benefit,

The financial arguments are perhaps the strongest. By this ar-
rangement the local governments would transfer that part of their
relief load which is least capable of prevision and provision: that
due to cyclical changes in business. The remainder of their load
(for war injured persons, social insurance beneficiaries and for
other needy) is influenced much less by cyclical change, presents
much more nearly a fixed quantity. It takes a national fund to
assume the cyclical risk; Syrup holds out the chance not only of
territorial equalization of unemployment costs (for employables)
between various provinces of Germany but even temporally, overa
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cycle.*® The Federal Institution would indeed immediately assume
more financial responsibility than it could transfer, but in the long
run it would gain in closer control of the labor market. The bulk
of the unemployment load is today on the Federal Institution but
it will gladly assume more if it is released from the demands of the
federal Treasury.

The indirect arguments for the Syrup Plan are in part answers
to the objections of the local governments. Of these objections
the strongest (see also later) is the incapacity of local employment
office personnel to perform what is essentially a welfare function.
To this its proponents answer that this might once have been true,
but that since 1932 when the means test was introduced, the Fed-
eral Institution has been accumulating experience. Syrup also
argues that in the long run central financial authorities cannot per-
mit local governments to finance part of their unemployment relief
out of federal funds and part out of local moneys, because of an
inevitable conflict of interest. “With outside money one easily
spends too freely,” says Adam. For this reason, in the joint ar-
rangements for application of the unemployment insurance means
test, the local employment office has never been required to accept
local welfare office certification of need (ie., an affirmative re-
port).* Particularly in rural areas local employment offices find
themselves obliged to check back on local welfare certifications in
self-protection,

THE Locar GoveErRNMENT PosiTioN

The program of the local governments is not as definite as that
of Dr. Syrup, but its essential elements are clear enough. It as-
sumes that unemployment in the future will be taken care of by
relief. Positively, it demands for local government entire responsi-
bility for unemployment relief; also it opposes any change which
will create another specialized and centralized relief institution.
Naturally it expects continuation of federal subsidy for un-
employment, principally because the federal government has the
widest spread and controls most sources of tax income. In its

*The Employment service and wunemplovment insurance law (sect. 159)
authorizes an emergency reserve but circumstances have never permitted one.

® [bid., sect. 172, Amended by sect. 2 of the order of the Federal Minister
of Labor, December 22, 1937 (cited in footnote 12 above).
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most extreme form the local government program would abolish
entirely the local employment offices of the Federal Institution,
retain Federal Institution headquarters and state (provincial) em-
ployment offices only as coordinating agencies for placement, voca-
tional training and guidance and as supervisors of local govern-
ment spending of federal unemployment subsidies.” More moder-
ate statements assume continuance of the local employment offices
but for placement purposes only.

The principal direct arguments for this program are as follows:

What is needed is “unified and undivided” responsibility of local
government for unemployment relief, It is impossible practically
to separate unemployment relief from relief required for other
causes. The weliare offices of the local governments are “natural”
relief agencies because relief demands individual treatment and
German welfare authorities are everywhere acknowledged to have
developed case work technique to a level the highest in the entire
world. They treat the family as a unit, follow it “from the cradle
to the grave.”” Local welfare officials must go into the same home
and often at the same time as unemployment relief authorities, to
carry out sanitation, housing, educational, health and other relief
functions, Only a single authority can be justified for carrying out
functions related as closely as these, Welfare work is one of the
fundamental reasons for local government ; surely in welfare work
if in any sphere it is the privilege of local governments to enjoy
that unity of local administration which is guaranteed in the Ger-
man [ocal Government Code.

Closely related to this demand for administrative unity is the
argument that employability is essentially a relative concept, that
the concept varies constantly, depending on industry, occupation,
business conditions and other influences, that, in short, the distine-
tion between employables and others is not clear or constant and
that the advantages expected from the distinction have been over-
estimated. For example, the Unemployment Insurance Law re-
gards a person employable if, considering his training and former
occupation, he is able to earn one-third the amount a person with
similar qualifications in the same neighborhood could earn if he

* This extreme proposal, combined with removal of legal restrictions on
hours and wages and with a system of public works, is sometimes called the
Goerdeler Plan.
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had a job.® But for thousands of unskilled workers there are no
hopes for jobs, except those with pick and shovel for which they
are not physically fit. Another instance is the problem of women
working a quarter or fifth of full time. Complete local government
monopoly of unemployment relief would assure the cooperation
desirable between officials who make relief payments and those
who investigate need, and would eliminate transfers of clients
between two agencies. Classification of the unemployed into two
categories would declass a large section of the population, per-
manently reduce their social usefulness.

Other arguments from this side of the controversy are prin-
cipally rebuttals of claims and charges by the Federal Institution.
Of these by all odds the most common is the allegation that local
governments spend too freely when funds come from out of town.
The most positive answer to this is Goerdeler’s proposal that super-
vision must go further than “formal reports,” it must be “live
supervision by living people,” with strict accountability and penal-
ties for abuses. In general local government proponents content
themselves with blanket denials.

Local government officials look with fear, too, on a new cen-
tralization of power, and particularly in this field. Oberbiirger-
meister Fiehler of Munich expects from it neither financial nor
administrative relief. All the Syrup Plan does is make double
work. The responsibility of the Biirgermeister will be increased
without increasing his authority. Oberbiirgermeister Goerdeler of
Leipzig expects from it a “‘new battle of the ink-slingers.”

Local welfare authorities scorn the pretensions of the local em-
ployment offices in assuming to take over a welfare task; moreover
they do not believe it possible to arrange an unemployment relief
plan which will make local public welfare superfluous.® An or-
ganization operating on insurance principles and from central
headquarters “according to records and norms” must inevitably
fail.

Most unexpected to Americans is the claim that the local gov-
ernmnents and local government associations did a much better job
of placement prior to 1927 than they have ever been given credit

= Employment service and unemployment insurance low, sect. 88 (1).

¥ The analogies between German and English opinion on this point and on
the difficulties of defining employability, are interesting. See later in this
Chapter,
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for, that placement was never important between states (prov-
inces), and therefore that the local governments, banded in suit-
able associations, can do the placing as well as the paying job.

THE GERMAN SITUATION IN SUMMARY

It is significant that essentially the dispute between the two
parties is not over facts; rather it is the result of a fundamental
difference in interest and point of view, For example, it is quite
impossible to reconcile the two divergent views as to who should
control the employment offices. The local governments feel that
they lost them in a political contest and that inter-state placement
never was important anyway. The Syrup group answers that one
needs a national system of employment offices for national con-
trol of the labor market and that the Federal Institution can do
things today that were impossible in the old days. Here the logic
of recent events is on the side of the centralizers,

Again, the central authorities regard local government insis-
tence on unity of relief administration as a fetich, indeed largely
a dishonest mask for local retention of political patronage. They
disregard completely the difficulties and the inconveniences that
will be created by the establishment of a new category of relief
clientele. As a matter of fact, there is a vast difference, depending
on location, in the way the system of cooperation between the two
agencies has worked in applying the unemployment insurance
means test.”* Where there has been mutual confidence, as in Frei-
burg, Leipzig and Munich, all has gone fairly smoothly ; in Berlin,
where this trust has been lacking, the local employment office has
made all except the initial tests of need. Syrup considers the task
of classifying the unemployed as employable or not a minor prob-
lem; social workers do not. Syrup regards his as much more than
a relief plan; local governments do not. Syrup believes his benefits
would make other relief superfluous; the local governments do
not. The stronger case on this point is the local governments’.

Where the local governments are weakest is in the generally
accepted fact that they are inclined to spend somewhat more free-
1y when the funds come from a higher source.

*This, of course, has no bearing on the larger question presented by the
conflict between the local government’s principle of treating the unemployed on

a_par with other poor, as contrasted with the Federal Institution’s plan for
giving the unemployed special status, with more liberal tests of need.
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THE FuTure 0oF GERMAN UNEMPLOYMENT INSURANCE
AND RevLiEF

It would be a thankless task to attempt a precise forecast of the
direction of events in German unemployment insurance and re-
lief. So much depends on intangibles, so much on factors that
change nearly from day to day. Not only internal conditions but
foreign affairs will have an influence on the decision. Syrup is
quite frank in offering as a reason for close control of the labor
market the requirements of mobilization in case of war. The com-
binations and the fortunes of internal political competition are
in constant change. On the side of the local governments (distin-
guishing now between arguments and basic social-political factors)
are the deep traditions of community self-help and the universal
local desire to save local jobs and to finance local needs as much
as possible out of the central fund; the regime must court local
support. On the other side stand an Institution and a leader ap-
parently in the confidence of the central government if not of the
federal Ministry of Labor: President Syrup is one of two men
who have been entrusted with all responsibility for the labor mar-
ket (Arbeitseinsatz) under the second Four Year Plan, and is,
moreover, a person of resource and political experience. He is
strong enough to have made a formal proposal to end the de-
pendence of the federal Treasury on his Institution. He has re-
cently won one battle with the local government authorities; on the
other hand the new obligations of the Federal Institution to the
old age-invalidity bodies show that he is not yet master of his
financial house. Unless his plan is adopted, ultimately it means
the end of his Institution; it cannot justify itself as an insurance
body.

The most striking omission in published discussion of this sub-
ject in Germany (except for Syrup) is criticism of the extent to
which employer and worker contributions have been diverted to
other than insurance purposes. Despite promises and the efforts of
German business men to have these reduced, they remain at the
1932 level. They represent an inequity of burden that would be
difficult to match anywhere in the world. It is hard to see how they
can be reduced in the near future. If they are reduced, the entire
aspect of things will change and the chances for the Syrup Plan
will be greatly reduced with them. 1f they remain where they are,
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the events of the immediate future will be greatly in Syrup’s favor.
It would not be the first time that powers granted in an emergency
were retained as permanent and significant features of a social in-
surance system.

Tue BriTisg APPROACH

Like the German, the British unemployment insurance-relief®®
system is a three-way system. It consists of a highly centralized
unemployment insurance scheme, a highly centralized unemploy-
ment relief scheme and a residual relief scheme locally admin-
istered but rather closely regulated from London. Indeed if one
distinguishes between legal forms and actualities, the German
and British unemployment-relief schemes are considerably alike.
Under similar financial and social pressures local resources in
both countries broke down under the load of depressional un-
employment, both insurance schemes progressively were diverted
to relief, hoth discovered the impossibility of central financing
and unregulated local spending of central relief funds; in both
countries local government finances and even residual relief, under
increasing central subsidies, are becoming more and more matters
of national concern; in both, unemployment relief has been highly
centralized (in Germany except in name) ; both recognize in the
able-bodied unemployed a distinct category of the poor and at-
tempt distinctive treatment; in both countries but particularly in
Germany, local welfare authorities bitterly oppose such separate
treatment. In Germany the final decision on the future of unem-
ployment relief has not yet been made; in the meantime Germany
has come to the equivalent of Unemployment Assistance on a
considerable but not as wide a scale as the British.

Table 6 gives a brief summary of the division of financial and
administrative authority in British unemployment insurance and
relief before and after the introduction of Unemployment As-
sistance, A column is added to show the relative importance of
each method of treating the unemployed in terms of persons
drawing benefit.

The relations between local and central financing of unemploy-
ment insurance and relief up to the creation of Unemployment

* Developments in British treatment of the unemployment insurance-relief
problem up to Unemployment Assistance have been covered in Chapter 10; see
also Chapter 11.
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Assistance have been previously discussed. Table 7 shows the
relative shares of financial responsibility of the Treasury, employ-
ers, workers and local governments, in 1934, 1935 and 1936. It
covers, that is, the last full year of the old system and the first year
and a guarter of the new.

TABLE 6. DvisioN OF FINANCIAL AND ADMINISTRATIVE RESPONSIBILITY FOR

UNEMPLOYMENT INSURANCE AND UNEMPLOYMENT RELIEF IN GREAT BRITAIN,
1934 AxD 1937

li}vertz_lge num-
£ Administrative Financia} eF ol person
u&ﬁgﬂaged authotity responsibility dra\glltl;lgi:eﬂe-
peraona thousands
1934 1937 1934 1937 1934% [ 19370
1. Persons insured | Ministry of | Nochange |{ Unemploy- No change 943 | 714
in national | Labour ment Fund,
scheme, receiving Ministry of
regular benefita Labour (etn-
(same  persons ployer, em-
may also be re- ployee and
ceiving  supple- Tteasury con-
mentary support tributions)
under 3 below)®
2. Persons insured | Ministry of Treasury 1,022
in national ] Labour (ap-
scheme, receiving | plication of
transitional pay- | means teat
ments, after 26th | by local wel-
week of unem. | fare authoti-
ployment (same | ties)
persons may also
be receiving sup-
plementary sup-
port under 3 be-
low)
2a, Persong covered UAB UAB 552
by  Unemploy- {Ministry of {Ministry of
ment Assistance Labaur re- Labour re-
(thoge exhausting sponsible to sponsible 1o
insurance rights, Parliament) Parliament)
other able-bodied 25 % of
as defined after funds from
April 1937)¢ Treasury,
5 from
local gov-
ernments
3. All others Local Public | No change | Local gow- | No change 425 { 330°
Asgistance ernments (re-
authorities ceive central
government
block grants-
in-aid based
parily on
amount of
lacal unem-
ployment)

& Data are for January.

b Data for groups 1 and 2a, as of March 15, for group 3. January 1936,

¢ After Apnil 1937, supplementary support came from Za.

4 Either transitional paymenis or unemployment allowances, depending on which was higher
for the duration of the “Standstill,"” January 1935 to November 1936.

® Including dependents, Data cover England and Wales only.

Sowrces: Hill and Lubin, Brsfish Altack on Unemployment, p. 205; P E P, Britéish Sociol Sermices,
p. 203,
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TABLE 7. EXPENDITURES FOR BRITISH UNEMPLOYMENT INSURANCE
AND UNEMPLOYMENT RELIEF, CLASSIFIED BY SOURCE
OF FINANCING

Source of funds 1934 1935 1936

In million pounds sterling
TOTAL EXPENDITURES . . . . ovvvvnnnnnn.. 110.4 116.0 119.4
Treasury (net). . ..................... 63.6 ©65.6 66.9
Employers and workers. . . ............ 30.3 41.7 43.4
Local governments (Public Assistance]). . 7.5 8.7 9.1

Source: Data except for local governments: Statistical Abstract of the Unilted
Kingdom to 1935, 80th number, p. 128. Local government data: Report of Minis-
try of Health, 1935-36, p. 123, All years end March 31. Treasury expenditures
include net additions in Treasury advances to the Uncmployment Fund, current
(equal thirds) contributions, and all costs of transitional payments and unem-
ployment allowances, but exclude administrative expenses and grants for public
works, This last item is not important and is confined principally to the depressed
arcas. In addition, a part of block grants-in-aid to local governments is for unems-
ployment,

In Part II were outlined the various forces that produced
British Unemployment Assistance, a formal organization on a
national front of centralized unemployment relief. The analysis
that follows summarizes the short history of Unemployment As-
sistance, outlines the controversy that rages in Great Britain, im-
mediately over Unemployment Assistance, actually over the whole
broad area of unemployment insurance and relief,

On the so-called first appeinted day named in the 1934 Un-
employment Act, January 7, 1935, the newly created Unemploy-
ment Assistance Board took over the first part of its new duties:
responsibility for investigating the need for unemployment allow-
ances and for actual payment of non-cash benefits (clothing, food,
blankets, etc.) for 800,000 able-bodied unemployed persons (and
dependents) transferred from transitional payments. On the sec-
ond appointed day, postponed by the Standstill Act until April 1,
1937, the Board took over the second part of its duties and clien-
tele: 127,000 able-bodied poor persons and their dependents, for-
merly entirely on local Public Assistance. Together the two groups
(except for persons under 16 and over 65) represent practically
all British able-bodied unemployed not eligible for insurance bene-
fit. Indeed the jurisdiction of U A B is even broader: it may in
certain cases supplement unemployment insurance benefit when
this is less than U A B allowance rates. The scope of Unemploy-
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ment Assistance is unique. Neither the law nor U A B regulations
impose a total or case limit on expenditures; the Board is specifi-
cally directed to pay not only cash allowances to its clients, but to
promote their and their families’ “welfare” in other ways, with a
particular view to preparing the wage earner ior reentering regu-
lar employment.

It was inevitable that a mandate as comprehensive and as revo-
lutionary as this would not only have important repercussions on
unemployment insurance and local poor relief, on which Un-
employment Assistance directly impinges, but would raise issues
even wider.

UNEMPLOYMENT ASSISTANCE: ARGUMENT FOR THE (JPPOSITION

Adverse criticism of Unemployment Assistance groups itself
principally under the following heads:

It takes one more step toward the destruction of local self-
government,

Centralized relief is unnecessary, inflexible, and produces
dangerous differences in treatment between U A B clients
and other unemployed persons.

It is as much in politics as transitional payments ever were,

It misses the heart of the British unemployment problem.

It perpetuates the needs test.

It 1s too expensive.

Of these, the first two bear particularly on the problems of co-
ordinating unemployment insurance and relicf. To a lesser degree
the third also applies; the rest which have to do with other phases
of the unemployment relief issue need not be discussed here.

The first two criticisms represent essentially the position of
those who oppose any centralized scheme of unemployment relief.
The first is hardly stronger than it was prior to 1934; it has been
reenforced somewhat by the acknowledged liberality of U A B
benefit scales and of U A B general policy compared with local
Public Assistance and insurance benefits. Zealots have even applied
the name “bribery” to this policy.

One of the questions that arises in the mind of the impartial
observer is why Britain, with so long and successful a history of
central subsidies through grants-in-aid, particularly since the 1929
Local Government Act, did not choose this middle way between
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outright centralization and the haphazard local-central arrange-
ments that persisted up to 1934. The Royal Commission on Un-
employment Insurance after much thought recommended pre-
cisely that, with ““much the greater part of the burden on the Ex-
chequer” but arranged so that the grants “will not undermine the
Local Authority’s sense of financial responsibility.”’*® Grants as
high as 80 per cent of total expenditure were suggested infor-
mally. The immediate reasons for the House of Commons’ failure
to follow this advice are more or less obscure ; on the surface large-
ly political, essentially they were the same as those that have pro-
duced in general so high a degree of centralization in British
government and social insurance institutions. Labor fought the
needs test because of its hatred of Public Assistance, which means
local administration; it knew that adoption of grants-in-aid would
mean continuation of local administration and personnel.* Rightly
or wrongly, the old Poor Law (superseded in 1929 by Public
Assistance), was in such evil repute that the government was not
courageous enough to apply it to Unemployment Assistance. The
1932 municipal elections took place between publication of the
first and final reports of the Royal Commission. Contested on the
inequities of the transitional payments means test, they resulted in
heavy losses of normally Conservative districts to the Labour
Party, alarming the government of the day. Other reasons for
rejection of grants-in-aid are also really reflections of the British
inclination to centralized government. They include the belief
that local authorities cannot properly handle a national problem;
that subsidies are unsuitable for Unemployment Assistance be-
cause of the size and complexity of the problem, and of the rapid
changes in the unemployment situation and in the number of
persons involved.

The second criticism, or rather group of criticisms of Unemploy-
ment Assistance, which comes principally from public welfare offi-
cials who are without question the heart of the opposition, has
really developed only since U A B has gone to work, The London
County Council and the Association of County Councils in Scot-

* Final Report, 1932, p. 152,

™ In fact the bulk of subordinate Public Assistance personnel was retained

by U A B, particularly on the investigating side, but this is gradunally being
weeded out,
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land were the sole local authorities to oppose centralization of
unemployment relief administration before the Royal Commission
on Unemployment Insurance. Now old fears are confirmed, new
ones have been aroused. Unemployment Assistance, it is alleged,
has already proven itself unnecessary. It is only another organiza-
tion for poor relief. There is no special unemployment relief
problem: “U A B is doing the same work we do,” says a Public
Assistance officer. U A B clients hardly make a new category
because, broadly speaking, they are the same group that was
formerly on transitional payments and before that on local Public
Assistance or poor relief.*® Dependency is indivisible; it is not
possible to cut off a piece, call it unemployment dependency and
treat it separately. To attempt to do so is “a fundamental error—
an affront to all the canons of decent social administration.” Local
Public Assistance is the only comprehensive relief service, An
attempt to treat this group (including dependents) separately
must have undesirable social results. One is the “administrative
confusion” between U A B and Public Assistance authorities re-
sulting from the difficulties of determining their respective
spheres. Who, for example, are the “able-bodied unemploved ?"**
(U A B takes the able-bodied client, Public Assistance the non-
able bodied.} There is also considerable overlapping between the
two assistance services: for example, an able-bodied unemployed
person and his dependents are handled by U A B but his adult
sons and daughters in need of medical or other care are on Public
Assistance. All the able-bodied unemployed excluded from Un-
employment Assistance by the 1934 Unemployment (Assistance)
Act or by U A B regulations remain with Public Assistance.
Finally, it is argued that a relief job on the average can he done
better by Public Assistance authorities than by any other organiza-
tion. Central authority means inevitably more or less rigid admin-
istration ; exercise of true discretion is not possible and even 1s not
wished for in a centralized scheme. U A B cannot command the
variety and the scope of facilities built up in many years by wel-
fare authorities. The qualifications of U A B’s investigating staff

® The Birmingham Public Assistance Committee discovered, in a special
survey in 1934, that 60 per cent of its transitional payments cases had been
Public Assistance clients in 1923-24. . ]

® Quotations are from P E P, Planning, No. 75, p. 2, and British Social
Services, pp. 28, 147-8, 155,



260 MAgJor CoORDINATION PROBLEMS AND ISSUES

are not as high in training or experience as they should be.

An even more fundamental issue is raised by critics of Unem-
ployment Assistance: on the dangerous scope and level of U A B
allowances. There are differences, in many cases considerable,
between the amount and scope of Unemployment Assistance on
the one hand and unemployment insurance and Public Assistance
benefits on the other. It is a fact that U A B allowances average
higher in amount than the transitional payments (based on local
relief scales) that they succeeded.** Many Public Assistance of-
ficials consider them high enough to discourage the desire of the
client for work.** They also are higher on the average than un-
employment insurance benefits®* There is some indication that
this is already creating a new aristocracy of U A B clients. This
apprehension is coupled with a fear that U A B is ambitious,
“that in time U A B will crowd Public Assistance out,” a natural
development if the general position of welfare authorities on the
indivisibility of dependency is sound; that is, it will gradually
assume relief of other than the unemployed needy. It is even
feared that U A B will go into health and old age insurance. It is
true that the possibilities of the discretionary powers of the Board,
even under the present Act, are considerable. Medicines, for ex-
ample, are specifically prohibited as allowances, but extra foods
may be allowed in cases of under-nourishment, and the dividing
line between sickness and unemployment as a cause of under-
nourishment (particularly for the children of an unemployed

“In February 1935, the second month of U A B, two-thirds of its allow-
ances were higher than transitional payments. Since then U A B allowances
have heen further increased by the new regulations effective November 16,
1936. Immediate increases were granted to over 200,000 persons,

“ The Chairman of U A B in his first Repori (1935) calls “attention to a
fundamental question that arises on any scale of assistance for unemployed
persons . . . the difficult problem of the relation between assistance given dur-
ing unemployment on the one hand, and gencral wage levels and the normal
earnings of applicants when at work on the other. .. . The amount of assis-
tance . , . may be so little below an applicant's normal net earnings as to di-
minish both his eagerness to obtain work and his reluctance to relinguish it
There are already disquieting signs in individual cases. . . . Taken altogether
these cases are only a small propartion of the total number of applicants, but
they are a significant problem” (p. 12).

¥ Exact comparisons on the basis of published statistics are not possible
because of the different proportions of married men receiving benefit under the
two systems, Average weekly insurance benefit for 1935: 17s, 2d.; average
weekly Unemployment Assistance allowance for the same year: 21s. 9d, {low),
23s. 4d. (high). Average unemployment insurance benefit is not published for
1936. U A B allowances rose in 1936 to 23s. 3d. (low), 24s. 8d. (high).
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man) is practically a difficult one. Unemployment insurance itself
is in danger: there will be a demand, first for higher insurance
benefits; this will be followed by an even greater inability of the
average man to distinguish between unemployment insurance and
assistance. This danger has been exaggerated since April 1937
when certain groups on unemployment insurance benefit became
eligible also for supplementary U A B allowances.®

And, finally, U A B is as deep in politics as ever transitional
payments were. The scene, it is true, has been shifted from the
local to the national stage, but U A B allowances are still one of
the first interests and worries of the House of Commons. Local
pressure, we have seen, was so great and bitter in the first month
of the new scheme that Commons in approving the Standstill
abruptly disowned its own child. This can be explained, partially
at least, by the natural difficulties of adjusting a nation to the
shock of sudden change, but political interest in Unemployment
Asststance continues. Contrary to earlier hopes the Minister of
Labour must still debate the equities of particular cases in Parlia-
ment. Labour members plead eloquently for abolition of the needs
test and for higher allowances. U A B must get annual appropria-
tions from Parliament, must have its regulations approved there.
In December 1936 Labour demanded another standstill; that is,
abrogation of all reductions produced by the new regulations ef-
fective November 16, The Labour Party made considerable use
at this time of the contrast between the rearmament prosperity
of the south and east and the bitter plight of the depressed areas.

TUNEMPLOYMENT ASSISTANCE: ARGUMENT FOR THE DEFENSE

Of the adverse criticisms that bear directly on the problem of
coordinating insurance and relief, the defense answers oniy the
second. U A B proponents deny firmly that they are violating good
welfare principles. They deny that their group of clients is not a
logical one. 1f the dependency of most U A B clients were caused
by factors other than unemployment, there would, admits the
first Secretary of U A B, be a case for the opposition. But at least
“73 per cent are normal” cases in this sense, and would resent
ordinary welfare treatment. A London County Council Public

= A contradictory but not widely held prognosis of U A B's status is that,

following British precedent, U A B has been set up in such a way as to permit
amalgamation with the Ministry of Labour.
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Assistance official agrees on the estimate, One test, an over-liberal
one, of the accuracy of this estimate (there are no statistical
proofs}) is in the proportion of cases which U A B refers to Public
Assistance and other local authorities for supplementary atten-
tion or benefits. In one central London Division, the proportion
is estimated at only 2 per cent. On the other hand, the London
Survey of 1929-30 established the fact that unemploysment is the
apparent cause of poverty for 36 per cent of families below a
minimum standard of living. And the Ministry of Health es-
timates that “nearly two-thirds” of local government unemploy-
ment relief expenditures in 1934 were to persons normally em-
ployed.

Defenders of U A B deny also inflexibility, particularly since
the revision of regulations in November 1936 which corrected the
worst of the hardships imposed by the rent provisions of the uni-
form standards. Nothing is harder to measure than relative flexi-
bility, but U A B points out that both in 1935 and 1936 increases
in weekly allowances were given in view of “special circum-
stances” (mostly for extra nourishment and high rents) in 20
per cent of total U A B cases. Also 10,000 and 22,000 lump sum
payments were granted respectively for “exceptional needs” (ex-
traordinary expense such as buying clothing, meeting the extra
cost of catastrophes, ete.). (The average number of cases in 1935
was about 700,000; in 1936 about 650,000.) In a central London
Division 88 per cent of family cases recetved an increase of their
rent allowance over the standard. In one northern Division about
20 per cent of all cases, even excluding family rent cases, received
allowances above standard. In a central Division the percentage
was 23. Indeed some Public Assistance authorities admit that
U A B officers are less bound by fixed standards than they.

Inferior local administration of unemployment relief has been
succeeded by impartial centralized administration, with the ma-
jority of higher places filled from the permanent service, all other
places under civil service regulations. The grades below the top,
filled largely from the temporary stafis that administered transi-
tional payments (former Public Assistance personnel), have
been left in that status for a probationary period, but the propor-
tion of temporary employees is being gradually reduced.™

* The proportion of permanent to total staff at the end of 1936 was 41 per
cent,
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One of the unexpected results claimed for Unemployment As-
sistance is the stimulus U A B is applyving to other welfare agen-
cies, public and private, It has the leisure and the money to make
a thorough investigation of every application; when it cannot act
itself it refers the case or the need to the appropriate authority.
While this at times irritates local authorities, and occasionally the
Ministry of Health which supervises them, the social effect is
wholesome.

Tae BrITISH SITUATION IN SUMMARY

It is not strange that the arguments of proponents of the two
points of view do not always meet. As in Germany, their differ-
ence is one essentially of philosophy, On some points of contro-
versy, for example, the proportion of the unemployed poor whose
dependency is uncomplicated by other causes, time will probably
develop data still unavailable. But on such a question as whether
centralized relief is too rigid, there will never be a statistical
answer. Nor on the dangers of an imperialistic U A B program.
Two groups principally are arrayed against Unemployment As-
sistance: the local Public Assistance authorities and, to a lesser
extent, local government officials in general; all opponents of
centralization, all protagonists of governmental decentralization
and coordination on a regional basis. The latter are not a large
nor as yet an influential party. Both concentrate on the second of
the criticisms listed earlier in this Chapter ; they agree, for exam-
ple, that a needs test is essential in unemployment relief.

The difference in point of view between the pros and antis is a
fundamental one: the fate of U A B will be decided on the issue
of centralized versus decentralized unemployment relief. It seems
evident that the direction and the force of PBritish events, the
power of the central government and the civil service and the
administrative efficiency of U A B, all will combine to prevent
any important devolution or decentralization of British unem-
ployment assistance, It will take a large and determined opposition
to defeat this formidable combination, Such an opposition does
not now exist and is not likely to develop in the predictable
future.
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TueE LIMITATIONS ON INSURANCE-RELIEF (COORDINATION

This survey of German and British attempts to create a co-
ordinated unemployment insurance-relief system provides excel-
lent illustrations both of possibilities and limitations. The tenta-
tive nature and the relative successes of all attempts at coordina-
tion are suggested: both possibilities and limits are different for
the two countries; they change with changing internal and ex-
ternal conditions; many of the limits are inherent in the social
and political habits and characteristics of the people as well as in
the technical difficulties of reconciling two fundamentally different
methods of treating unemployment. Here, as everywhere, choices
must be made. A decision, for example, must be made either for
retaining insurance or dropping it; if retained, decision must be
made on the relations between the insurance and unemployment
relief and residual relief systems; if not, decision must be made
whether a separate category of the unemployed shall be created;
and in turn, if this category is recognized, on the relations be-
tween the schemes for the unemployed and other poor. And so
on, nearly endlessly, into every aspect of a tremendously compli-
cated set of circumstances.

This section will review, in terms of this specific problem, the
operation of the factors which influence the form and effectiveness
of the basic organizational pattern described in Part IV,

These factors may be conveniently grouped, for the present
purpose, under two heads: social-political, technical.

The social-political factors that bear principally on the problem

of coordinating unemployment insurance and unemployment re-
lief are:

The relations, particularly financial, between local and cen-
tral government.

The national wealth and income and its distribution by social
groups.

The fact that unemployment is always a political question.

The social habits, prejudices and general characteristics of
the country,

The technical factors, generally subordinate to and hinging on
the social-political, are principally these:

The inevitable, inherent differences between any insurance and
any relief scheme,



UNEMPLOYMENT INSURANCE AND RELIEF 265

The inevitable, inherent differences between any centralized or
central administration and any local administration.
The kind of social insurance organization and its relations to
the central and local governments,
The decisions on technical questions such as:
What is the scope of insurance and relief membership?
Who are the able-bodied unemployed?
At what level shall insurance benefit rates, relative to wages,
living costs, etc., be set?
If tnsurance benefit rates are flat sums, shall maximums
and minimums be set, and where?
Shall unemployment relief be given according to need, with-
out limit in amount? in duration?
How long should the insurance benefit period run?

These social-political and technical factors are common to
Great Britain and Germany (and all other countries). But their
relative importance in different countries frequently varies.
The clearest indication of this is the substantial difference in the
way the British and Germans have developed their insurance-
relief programs. It is not necessary here to go into all the sub-
factors that fall under the main heads above; illustrations of a
significant few will be sufficient to explain important differences
in results.

SocCI1AL-PoLITICAL FACTORS

Basic to the approach in both countries is the important fact
that the unemployment problem and unemployment insurance and
relief are always and must always be political. Unless the govern-
ment can meet the unemployment problem in some way satisfac-
tory to its citizens it will and should fall. In both countries, too,
we have noticed (Part II) the steady and relentless increase of
central influence over local finances and local government affairs
in general. Central government, in fact if not in law, is squarely
responsible for unemployment,

From this point on, however, the influence of the social and
political factors that bear on and shape social insurance-relief
organization and administration is different in the two countries.
These differences, indeed, determine the whole set of each national
approach, and largely in turn the nature of (and the solutions
for) the technical problems that have to be solved or at least
reconciled or compromised. The British, for example, are firmly
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wedded to the contributory insurance principle;®® it enjoys a
popularity, perhaps even for unemployment, higher than at any
stage in British history. Originally adopted principally for finan-
cial reasons “it has proved surprisingly and increasingly accept-
able. The population is hecoming insurance-minded.”*®

No one in Great Britain, with the exception of one radical in
Parliament, has proposed the abolition of unemployment insur-
ance; in Germany the parties in the present controversy agree on
one thing: unemployment insurance is not worth keeping. Welfare
authorities in both countries argue against a separate category of
the able-bodied unemployed for relief purposes; in Germany they
go on to deny the need even for insurance of this group. In Britain
unemployment is assumed to be a permanent fact; Germans as-
sume it has been conquered.’” Germans, if the testimony of wel-

*The world, including the United States, has pretty much given up dis-
puting whether the unemployment risk is insurable. By the criteria of private
insurance (coverage of a large number of individuals exposed to risk of the
samme general kind, a risk not likely to produce loss to a relatively large pro-
portion of the individuals at the same time, a risk producing a loss easily and
defiritely verifiable, payments to beneficiaries by contract and as a matter of
right}, uncmployment insurance has definite lacks. {(Chamberlin vs. Andrews
and Bennett, Econamic Brief for Respondents, Factual Background of Article
18, Labor Law, Chapter 468, Laws of 1935, argued in the Court of Appeals of
the State of New York, March 19, 1936, p. 73.) But there is no practical point
in arguing the question if it is decided that what is generally called unemploy-
ment “insurance” is worth retaining,

Actuarially, then, there is no debate, German industrial aceident and health
insurance actuaries, for example, smile when unemployment is mentioned in
the same sentence with insurance. The German Social Insurance Code does
not include uwnemployment insurance. A political risk is not insurable in the
orthodox sense,

But it is precisely this political characteristic, combined with the social
and economic, that may dictate the retention of unemployment “insurance.”
Germany (at least for the time) and Great Britain have made diametrically
opposed decisions on these bases. The British say they want “insurance” for
its moral vaiues. (There is no needs test; there is less political abuse, there is
more incentive to self-help than in any other system.) It also provides “an
easy automatic way to take care of ordinary unemployment.” Many British
wish unemployment insurance retained “just because,” with no attempt at
explanation, This British assumption in faver of insurance has an interesting
German parallel: Germans seem equally inclined to reject unemployment insur-
ance without explanation. In Germany, for the time at least, the social-
palitical atmosphere is uniavorable to unemployment insurance; in Britain it
is very favorable,

“ P E P. British Soctal Services, p. 160,

¥ This is only fipuratively true even if one discounts the conditions under
which much of German work is offered, Germans include in their statistics
of unemployed workers employables and unemployables. Taking the latter at
428,000, the Federal Institution's estimate, the lowest net unemployment figure
Germany has reached is approximately 80,000, in August 1937
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fare workers and others is to be credited, dislike the means test at
least as much as the British. But the German is under a discipline,
psychological as well as political, that does not exist in Britain and
his experience with unemployment insurance, compared to the
Briton’s, is very brief. The key fact is that the German's concept
of rights and of liberty is so different from the Briton’s that the
same words can be and are used to explain and justify equally well
two completely dissimilar national attitudes and policies.

But, even after deciding for or being habituated to the insur-
ance principle, national social-political habits and traditions are
still important. The British, for example, explain their generally
low benefit rates as intended to be enough simply “to get on with
for a while.” They assume other personal resources, at least for
a limited period of insurance benefit. This assumption may be
wrong, it may be encouraged by private insurance interests, but
it is a fact of enormous social importance. Related to this is the
British tradition of flat benefit rates as distinguished from rates
graded by wage groups. These rates are based on the twin as-
sumptions that, for the groups covered, wage distribution, and in
turn the cost of living, are so nearly uniform for all insured per-
sons and all sections of the country that discrepancies are not im-
portant and that, the higher a man’s wages when at work, the
more he can lay aside in his individual store. The British system of
lIow flat benefit rates is a very maze of social-political bias and
habit. The assumption, for example, that wages are distributed
fairly evenly by trade and locality in any country is measurably
true, if ever, only when the group insured is refatively small;*
the more comprehensive the insured membership the greater the
discrepancies between wages and benefits for the higher paid
workers and the greater the burden transferred to other methods
and sources of support. So in turn other difficult decisions must
be made on the relations between insurance and relief standards,
particularly as the British insist on preserving for the able-bodied
worker a special status.®®

™ The British found it advisable to depart from the principle when they
set unemployment benefits for agricultural workers lower than under the
general scheme,

® Even less tangible are the factors related to national wealth and income
and their distribution. The Germans, for example, say they cannot afford
msurance. What does this mean? It cannot be tested. The materials for the
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TrEcuaNIcAL FACTORS

The technical factors influencing unemployment insurance-re-
lief coordination are secondary because their nature is largely
determined by social-political decisions and characteristics, and
technical decisions or solutions must be achieved within the limits
these impose, When, for example, a worker changes from insur-
ance to relief status, there must be a change in the amount of his
benefit. He is passing from contractual to welfare status. Even
though unemployment benefits are modified both in Germany and
Great Britain by attaching dependents’ benefits, these are in-
evitably more standardized than those of the most rigid as-
sistance scale, This relative rigidity and uniformity is in the nature
of insurance; the more and the greater the variables that are in-
troduced into the insurance benefit scale the less it is insurance.

At that point at which the worker passes to relief he will receive
what he needs, not what he has contracted for. IT insurance bene-
fit rates are low and flat, the break in the amount of benefit is
generally upward and is exaggerated: that is the British dilemma.
If they are high the break will usually be downward, but there is
the danger of insurance benefits impinging on wages. This change
is emphasized, perhaps dangerously, when both insurance and re-
lief systems are national or when a large proportion of relief
clients receive increases above the insurance benefit. The average
man seems to take for granted discrepancies in benefit between two
local administrations or even between a local and a national ad-
ministration. He is not so likely to understand differences between
two national systems and benefits.

This inherent difference between insurance and relief is not
solely one of benefits. There is a difference in their definition of
benefit Cllglblllty ; for example, who is able-bodied ? Inevitably the
standards for insurance will as a rule be stricter than for relief,
at least if the latter is genuine relief. In any event their standards
will not be the same.*

answer would cover not only the whole realm of wealth and income data,
national and individual, but of data on the kinds and incidence of taxation
including social insurance contributions, the relative cost of the insurance and
relief method, etc. As a matter of fact determination of the shares of the
contributing parties in social insurance and relief financing is almost always
an empirical and political decision.

“ Practically, the definition of who is able-bodied in unemployment insur-
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Implicit, too, in any analysis of unemployment insurance-relief
relations is the basic factor of local-central government relations.
Centralized and decentralized organization and administration
have each their advantages and inherent strengths and weaknesses.
The coordination problem in Great Britain is that of devising a
scheme that will preserve the advantages of the broader view, of
national financial control over the spending of national funds and
of superior administrative personnel, with the advantages of local
cooperation and local knowledge of and interest in affairs close
to home. Central government, we have seen, is financially inter-
ested in unemployment in Great Britain in many ways: in insur-
ance, to which it gives one-third the cost; in Unemployment As-
sistance, which it supports entirely; in grants to the depressed
areas (mostly for unemployment) and in the new block-grants
(partly for unemployment}.* Particularly since unemployment
is so intimately meshed with other problems and issues of national
concern—e.g., the tariff, money and banking policy, immigration,
industrial subsidies and a score of others—central government
must control unemployment policy as well as finance it, Bat since
it cannot take over all relief (this would practically destroy local
government), it must provide a modus vivend: with local suscep-
tibilities, furnish a workable bridge between unemployment in-
surance and unemployment relief on the one side and residual
relief on the other.**

Any coordination program is by nature approximate, tenfative
and largely subjective. Coordination, always difficult, is particu-

ance is not only different in different countries but varies depending on condi-
tions within a country from time to time. The volume of unemployment, the
state of the labor market, the state of national and unemplovment insurance
finances, make a flexible definition practically imperative, These changes in
turn have repercussions on both local and national welfare burdens.

*“These last are paid at present mostly for local government losses in
revenue produced by derating (reducing local taxes). This is an excellent
instantce of the complexity of local-central government financial and other
relations. Sec section in Chapter 6 on the 1929 Local Government Act.

“The British system is not as simple as either the Syrup or the German
local government proposals. The latter propose, in effect, an Unemployment
Assistance Board for all able-bodied unemploved persons. Both at the initia-
tion of their proposed systems and thercafter there would be fewer transfers
from welfare to insurance and back, than in Great Britain. In this connection
it is interesting to note that Unemployment Assistance in Great Britain is to
be made as palatable as possible by a very liberal definition of "able-bodied.”
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larly difficult in unemployment insurance and relief. The truth is
that one asks for coordination of institutions, organizations or
administrations only when these have differences as well as simi-
larities. It is always a matter of judgment or discretion, then, even
assuming a perfectly rational decision, at which stage to cease
striving for the utmost of organizational and actuarial-technical
coordination and to be satisfied with a relationship that at the
time and place is fairly workable and, to all parties concerned,
fairly reasonable. What, for instance, is a desirable degree of
coordination for unemployment insurance and relief benefits?
Only the crusaders of the extreme left argue for perfect equality,
in which case insurance would disappear. If insurance benefits
are measurably higher than relief, they may touch wage levels.
Says Sir William Beveridge: “We over-insure the unemployment
risk.”*® And the higher the benefit level the higher will contribu-
tions be; the worker may lose more through this attempt at co-
ordination than he gains. He will generally be asked to give a
share of the increase; will he get relatively higher real benefits?
We have noted also the danger of benefits lower for insurance
than relief; this will strike the average man as not fair and just,
because his “earned income” will have to be supplemented by
charity. In the not-so-long run, insurance will suffer.

Actually, decisions and solutions in this field are not principally
or usually rational or objective. Theyv are rather empirical. It
would perhaps be possible, if not very useful, to refine and expand
indefinitely our list of factors bearing on social insurance-relief
organization and coordination. It seems a fair conclusion that,
while others to a greater or smaller degree bear on the question,
three factors have the greatest influence: political pressure, social
habit and prejudice, and central-local government relations. Only
after these have shaped the major decisions do technical questions
arise for decision. Once these have determined the general shape
of things, technical questions and in turn technical decisions are
largely predetermined.

“ Sir William suggests contributions graded by wage classes, But Germans
warn us that, unless wage levels remain fairly stationary, use of graded con-
tributions simply introduces an unworkable administrative feature. In practice

German unemployment-health insurance beneficiaries fall principally in 4 wage
classes, although 11 are provided: 83 per cent of the total in 1936.



PART VI
CONCLUSIONS AND AMERICAN PARALLELS

Ir THERE 18 one conclusion implicit in the pages that have gone
before, it is that social insurance and the social insurance organi-
zations are traditional and social, rather than technical, institu-
tions. Like most government institutions they take their es-
sential shape not from g prieri or “scientific” principles, but from
the basic social and political conditions in which they originate
and function. The social insurance institution is peculiarly a na-
tional and sometimes even a local product, and it follows that the
most German and British experience can do for us is to point
out basic issues, provide German and British solutions that may
apply to us more or less directly. Direct imports of foreign ex-
perience are always suspect; in social insurance they are often
plainly inappropriate if not actually dangerous.

What follows, then, is a series of conclusions on German and
British experience; after each conclusion follows a European
instance and what appears to be the closest American parallel.
There will be no general agreement on the parallels, But it would
be absurd to stop with these conclusions, leave an analysis of
European results hanging in the air, preserved more or less per-
manently for future generations of students.

The purpose of these concluding pages is not to provide a blue-
print for direct American application but a statement of the pos-
sible American implications of Gerrnan and British experience. It
is not possible to select and analyze American parallels to Euro-
pean experience without making judgments, without at least im-
plying an opinion of their validity and suggestions of possible
American variations to meet variations in American conditions.
To some the parallels and variations will seem dogmatic, to others
they will be marred by timid conditions and limitations.

There is no attempt here, finally, to summarize all of the ma-
terials of the foregoing pages, but rather to state the conclusions
one may draw from them.® Conclusions and parallels in Part VI
are arranged under four heads:

! Sources for materials used earlier but drawn upon again in this Part are
not repeated. Authors or organizations are credited with quotations, but the
pages in this book on which full citations appear may be located in the index
under the name of the author.

&1
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. General Social Insurance Policy

Insurance or Administrative Organization

Supervisory Organization

. Coordination: Issues, Problems and Possible Sclutions

SIeY=TS

A. GENERAL SOCIAL INSURANCE POLICY

Soctal insurance and social imsurance organizations are tra-
ditional and social rather than techmical institutions. No
questions of social tnsurance policy or social insurance or-
ganization can be settled apart from the fundamental social,
political and traditional background against which they
wust operate.

One of an American’s most startling experiences i learning
about European social insurance and social insurance organization
is his discovery that “principles’” and rational planning have had
so little influence, expediency, national and local bias, tradition
and habit and even pure chance so much, “Doubtless,” goes an
ironic passage from the International Labour Office report on
Compulsory Sickness Insurance, “they [the governments] are
influenced by the advice of specialists, who are generally of opinion
that the edifice of social insurance should be constructed or re-
constructed on a scientific basis capable of giving the maximum
result for a minimum of expense. . . . However, pressure is
brought to bear upon the Governments by existing insurance in-
stitutions, which naturally do not desire to disappear, and at the
time when the laws are being voted, display an intense activity in
order to defend their existence and obtain a place in the compul-
sory insurance scheme. To start with entirely new institutions
would be dangerous, because it would arouse dangerous opposi-
tion against the compulsory principle, and so it is usual to arrange
a compromise, in which the part played by the different types of
institutions varies with the number and power of the already exist-
ing voluntary insurance funds, the features of the public admin-
istrative system, the parliamentary majority and the conditions of
each country.”

It follows from this that at the most the “ideal” institution or
program is that which at the time seems to fit best a social, tradi-
tional and political situation highly complex and changeable. This
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is not an excuse for a slap-dash irresponsible program or organiza-
tion. It means that there are no standard or permanent solutions
to social insurance problems and issues anywhere; direct European
imports to this country are potentially dangerous not only because
the European conditions that produce European solutions may
not be the same as ours, but because these conditions in addition
are constantly changing and making the solutions out of date, It
would, for example, be the height of absurdity to copy German
precedent in relying, in unemployment insurance and placement
administration, on personnel only in very minor part in the civil
service. The German situation is the result of a political and social
compromise, one that we are not called on to make. At the same
time it would be folly for us to expect that we can do the same
effective administrative job as the Germans without the protection
that in Germany is supplied, in large part at least, by a completely
different public attitude toward public administration and by the
German advantage of centralized and unitary supervision. Ger-
mans warn us, too, against a too quick acceptance of their device
of wage classes as a way of simplifying contribution collection
and benefit payment: there is a gain only when individual wages
and wage levels are fairly stationary. If they hop about, the ad-
vantage is partly or entirely cancelled. Again, the British, as
the result of a historical accident, leave to the Treasury adminis-
tration of non-contributory old age pensions. That provides no
reason why we should follow suit. We, to meet constitutional re-
quirements, are forced into an equal anomaly when we entrust to
our Treasury the task of collecting old age and unemployment
insurance contributions. If Europeans were following us instead
of the reverse, we should have to say to them of various features
of our social insurance system as they say over and over to us:
“yes, this is the way we do it but don’t copy it.”

GERMAN [UUNEMPLOYMENT INSURANCE-PLACEMENT-
REeLiEF CONTROVERSY

Unless the social insurance problem or issue is placed against its
national setting, it often fails to make sense. When Americans
first hear of the German controversy between the Federal Insti-
tution for Employment Service and Unemployment Insurance and
the local governments over the future of the employment service,
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unemployment insurance and relief, they are plainly skeptical. It
stands to reason, they say, that placement is the function of a
state if not a national institution. But this assumption ignores
completely the facts of German social and political history. Within
the frame of German conditions—of a new regime operating on
an official assumption that unemployment has been conquered, a
deep faith in what is still the finest social service and welfare
mechanism in the world, a short experience with centralized place-
ment under difficult condittons, a long and in general a successful
experience with placement on a state (provincial) and local basis,
a deep disposition toward local and state patriotism and particu-
larism that the new regime has hardly limited—the issue takes on
a new face. “A Federal Institution for Employment Service,”
said Dr, Weigert, one of its authors in 1927, “is a break with the
whole historical development of the German placement system.
Neither of its two predecessors, the local pre-war employment
office or private placement arrangements, pointed in this direction,
and even the Placement Law of July 22, 1922 allowed the place-
ment service to remain in its local independent setting and limited
Federal influence to expert supervision.””? In this setting it is the
developments of 1927 and since that show themselves as 2 major
break with German traditions and institutions, not the drive of
local governments today to recapture placement and unemploy-
ment administration from central anthority.

Similarly one cannot comprehend the British decision in Un-
employment Assistance against extension of their tried principle
of the grant-in-aid and in favor of a straight central relief system,
without reference to all the factors that entered into it. One of
the most important immediate reasons for turning from grants-
in-aid was the fear of alienating not only organized labor but the
white-collar classes exposed for the first time in Great Britain to
widespread depressional unemployment. National subsidies to local
government would have meant continuation of local government
administration of unemployment relief, an administration rightly
or wrongly burdened with an unpopular repute. Neither the idea
of Unemployment Assistance as a scheme of relief financing or
administration nor the fact of its apparent permanence as an or-
ganization, despite all attacks, is plausible until one remembers the

*Cited by Lehfeldt, op. cit., p. 939.
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strong British disposition toward centralization, the sublime faith
of the British in the civil service, their social and political unity
and the snug compactness of their islands.

AN AMERICAN PARALLEL: UNEMPLOYMENT INSURANCE
AND EMPLOYMENT SERVICE

Germans find it as hard to follow the reasons for and the com-
plexities of our unemployment insurance-placement arrangements
as we of their unemployment insurance and relief controversy.
They say that the lateral division between federal and state au-
thority, and the vertical division between the Social Security
Board and the Department of Labor are unworkable, will need
to be removed to make our system work. They throw up their
hands, for example, at the illogic of a plan which gives consid-
erable powers to the Department of Labor over state employment
office personnel, vague and indirect powers to the Social Security
Board over the insurance personnel working in the same offices,
sometimes at the same desks and tasks. They cannot understand
why we have embarked on a state scheme of unemployment in-
surance administration, on a national scheme for old age.

Yet if German experience proves anything, it is that in pre-
cisely this sensitive social-political realm we must make haste most
slowly, No German expert insists on organizational or technical
reforms when they appear socially and traditionally unsuitable;
rather, he justifies delays in his plans for improved coordination
as being socially and politically premature. We may, for example,
agree with the Germans that in the long run only a national un-
employment insurance fund is worth the trouble and expense of
the insurance principle. In the meantime certain limitations are
imposed by our own past. We are still not a nation as much as a
continent. The states are not as proud as they were before 1929,
but they still resent federal hegemony in what they consider and
what they have been told is a stefe function supported by state
contributions or taxes. They were grateful to Washington for
help in organizing tax collecting arrangements; as time passes,
many of them may revert more and more to an attitude of sus-
picion and resentment at what they regard as federal snooping
and an over-zealous or an increasingly intensive interpretation of
the federal control provisions of the Social Security Act, The
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states, for a time at least, will welcome the help of the federal
authorities also in the much more difficult tasks of benefit ad-
ministration, but the obstacles to a coordinated plan of insurance
and placement administration are very real.

On the other hand, there are counter-influences. Working for at
least closer coordination between state organizations is a slow but
a fundamental trend toward centralization that is the counterpart
of the trend we have observed in Great Britain and Germany. It
is not as strong as the British, and has a history even shorter than
the German. It would be a mistake to presume on it too much asa
support for basic changes in our unemployment insurance-place-
ment scheme. A serious depression will speed the coming of a
federal unemployment insurance system more than 25 years of
the slow pressure of increasing financial burdens and administra-
tive complexities. In Germany reorganization of old age-invalidity
and health insurance was impossible until the recent modification
of states’ rights, bound up intimately with social insurance insti-
tutions. Even with the modifications reorganization is mostly for
the future.

A SecoND Pararrern: HEALTH INSURANCE FOR THE
UNITED STATES?

Foreigners are likewise completely at a loss to understand why
we, from their point of view, have gone at the construction of a
social insurance system backwards, The British and Germans
started with health insurance; we have completely cmitted it.®
Yet in what appears to be the present state of lay and medical
opinion it would be premature to add health insurance immediately
to the American program. It was considered impossible politically
to include health insurance in the Social Security Act: old age
and unemployment were depressional issues that called for action;
health was not, although an additional appropriation was provided
for public health work. It is a question of nice political and social
judgment to determine just when medical and other opinion in
the United States will be sufficiently favorable to health insurance.
But as long as organized medicine is in opposition, it 1s imperative

' A health insurance movement for the United States collapsed during the
World War, (I. M. Rubinow, Quest for Social Security [New York: Holt and

Co., 1934], pp. 207-17.) For the effects of this omission on social insurance co-
ordination, sce pp. 293-295.
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that we take medical opinion and medical-political influence into
account. The German and British medical professions remained
largely aloof from the discussions which produced their health
insurance schemes, and both they and their opponents came to
regret it.* One result in Great Britain is a schedule of medical care
benefits so limited that British refer to it as a bottle of medicine
and a general practitioner. If we are too eager for immediate
results we may well get a health insurance scheme for the United
States as limited and as much a drag on future development. As
the British and Germans built their schemes around existing in-
stitutions and professional and other prejudices, we shall have
to also. Even if and when Americans become convinced that they
are able to carry an additional social insurance cost and the doc-
tors cooperate, we shall still have to devise ways around or con-
siderably soften a still widespread suspicion of government in-
surance and administration.

Whatever form the American health insurance scheme, if any,
assumes, it will and should not be a straight transplanting from
Europe.

A Toirp PARALLEL: SociaL INSURANCE AND PRIVATE
INsURANCE ARE DIFFERENT

One other possible parallel, rather an important one, suggests
itself: social insurance cannot be expected to operate successiully
on the principles of private insurance. In social insurance, whether
or not the government contributes, there is no need for a precise
allocation of financial cost between different groups, for a detailed
accounting record or for a precise relationship between benefits
and contributions. Membership is compulsory and the number of
insurance bodies small (the latter will be even more true here than
abroad), so that again much of the extremely complex and ex-
pensive supervisory machinery required for a system of multi-
private and therefore mortal insurance bodies can and should be
dispensed with. Close regulation of contribution rates and re-
serves, for example, is essential in a private insurance system;
private insurance bodies are of greatly different financial strength,
individual bodies come and go, they constantly compete with each

*1. S. Falk, Security against Sickness (New York: Doubleday, Doran,
1936), pp. 127, 277.



278 CONCLUSIONS AND AMERICAN PARALLELS

other for members and lose them to each other. Adequate rates
and reserves are thus essential to assure that, though the individual
insurance body fails or closes up shop for other reasons, it will be
able to leave its incurred but unpaid liabilities covered. The rela-
tively small memberships of private insurance bodies, moreover,
permit and demand investment of reserves in prime securities.
When tens of millions are compulsorily insured in a perpetual
insurance institution, application of principles suitable for small
and voluntary insurance schemes becomes not only useless but at
times even dangerous.

The provision in the contributory old age section of our Social
Security Act that, if a member dies before retirement age, his
estate will receive for him a sum (roughly) equal to his contribu-
tions, is an excellent example of the application of a private in-
surance principle where it does not belong.® It makes of the Social
Security Board a gigantic banking and estate-settling body; it
piles up unnecessary administrative expense in order to carry out
an incidental function that has not the remotest relation to social
insurance, If the widow of the deceased insured man were to
receive instead a survivor’s pension, based not on his lifetime
contributions but on his wages at the time of death, the admin-
istrative problem would be immeasurably simplified and the social
insurance principle extended into an area where it is sadly needed.
The relating of contributory old age benefits to the insured per-
son’s lifetime wage record is another example of the same thing.
Soon or late the mere weight of the load of record-keeping pro-
duced by this provision will force modification, possibly to some
such arrangement as the German, in which benefits are related,
not to actual lifetime wages but to average wages for a limited
period preceding retirement.® It is still possible for us, in the very
early days of our program—three years before we begin to
pay retirement benefits and while we still may officially assume
that government contribution is not needed—to pretend an old

* These issues are always mixed. Apologists for this feature say that with-
out it the Social Security Act itself could not have been passed, Thus in this
instance an American tradition works for private insurance principles, not
against them as is usual abroad. The return premium feature can be justified
the more readily because we pay no survivors’ benefits,

* Benefits would be related, not strictly proportionate, to earnings, The

benefits for older workers could be set at any desirable or practicable level
with relation to both their own wages and the benefits of other workers.
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age scheme on “actuarial,” i.e., private insurance, principles. But
Europe’s experience shows that the older the scheme, the more
the government comes to recognize its residual responsibility for
the financing as well as the administration of old age insurance,
the more incongruous will private insurance principles show them-
selves, the more we will approximate the broad social and financial
base as well as the broad social purpose of the German and British
plans.

We may expect here also another development, particularly
noticeable in Great Britain, that shows how flexible and vague is
the concept of social insurance in actual fact. The British, in grad-
wally formalizing and reducing the requirements for assistance
(old age and unemployment) have in effect included assistance
in their social insurance program. Thus risks sometimes treated
actuarially in private insurance and sometimes under certain
forms of relief, are both included in the institution regarded as
social insurance. This has a number of important results for social
insurance organization and coordination. There appears, for ex-
ample, to be no important criticism of administration by the Brit-
ish Treasury of the means test for non-contributory old age pen-
sions; on the other hand, there is criticism of the means test as
applied by the local government Public Assistance authorities. The
sting of relief, it appears, is largely drawn in Great Britain when
the means test is impersonal, when it is administered by a central
authority, and when requirements are so reduced and standardized
they begin to resemble insurance qualifications.”

There are indications that Americans during the depression
have been learning to make a similar distinction between federal
unemployment relief and local public and private relief, old-style.
To the extent that this is so, opposition by the states to a federal
program for coordinating unemployment insurance and relief will
be so much the less stubborn. The states will not only welcome
federal subsidies; they will be prepared to accept in return a
stronger measure of federal control. We shall find it increasingly
difficult to distinguish between federal (and perhaps state) finan-
cial responsibility for old age or unemployment assistance and for
old age and unemployment insurance. The closer their identity in

"This is not to ignore the fact that the Public Assistance test is on a family
basis, the old age test on an individual basis.
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the official and lay mind, the more likely that they will be treated
as a unit, the sounder their organizational relation is likely to
be and the better the chance for their coordination.

Unemployment, unemployment insurance and unemploy-
ment relief are essentially political matters. Unemployment
insurance should not be judged by the standards applied to
other social insurances. Unemployment insurance, and un-
employment assistance, require special safeguards to mini-
mize their abuse and misuse for partisan purposes.

It is no accident that one of the main assets of the regime in
Germany today is its record {whatever we think of its permanence
or its cost) in conquering unemployment., A British government
fell in 1931 largely because of public resentment on the unem-
ployment issue, Britain’s gravest since the War. “It would be a
strange kind of government, in fact no government at all,” said
Chief Justice Crane in handing down the opinion of the Court of
Appeals on the constitutionality of the New York unemployment
insurance law on April 13, 1936, “which would not give help in
such trouble.” In the best and broadest sense of the term, the un-
employment problem is political; it is and must be one of the first
concerns of government. On a government’s ability to meet un-
employment, immediate and long-run, will depend its survival.

It is an economic as well as a political fact—they are related—
that, in the words of the Minority Report of the British Royal
Commission on Unemployment Insurance (p. 407}, “there can be
no permanence in the details of an unemployment benefit scheme
and these may vary as the political or financial or industrial situa-
tion changes from time to time.” That is the reason why, in the
sense of the other social insurances, unemployment insurance
hardly deserves social insurance rank. Al social insurance institu-
tions are subject to change, sometimes radical, but none like unem-
ployment. The risk covered is too catastrophic, too cataclysmic, to
permit a plan as formal or inflexible as for the other social insur-
ances. Any unemployment program, insurance, relief or other,
must be a flexible program.

But the basically political nature of unemployment and of un-
employment insurance does not justify narrowly political or care-
lessly expedient organization and administration. Indeed the con-
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trary: it makes the more necessary organizational and other
controls to minimize slap-dash administration and narrow and par-
tisan political influence. British organization is informal, not
irresponsible. The peculiar dangers of unemployment insurance
arise from just this baffling double requirement: there must be an
unemployment insurance-relief plan; yet the plan, above every
other requirement, must be easily and smoothly adjustable to new
facts and situations. It is inevitable that, unless public opinion and
organizational controls impose restraints, partisans will abuse it,
little men misuse it under the extraordinary pressures of depres-
sion. Unemployment insurance is subjected to strains the like of
which are unknown to other social insurances. However well the
unemployment insurance scheme works when times are fair, it
will be violently attacked when depression reveals its weaknesses
or its inherent limitations.® German agitation for unemployment
insurance and relief reform was strongest at the bottom of the
depression; it has receded with the initiation of the two-year mili-
tary service and the success of the German public works and
public spending programs, but experienced observers regard this
as a lull before the storm.

British Unemployment Assistance was created to take unem-
ployment relief out of politics. It has sueceeded principally in
transferring the politics from the local and narrow to the broad
and national and impersonal level. Unemployment Assistance
offers a valuable precedent for American study. Politics of the
partisan sort has been taken out of unemplovment relief admin-
istration, occasional local incompetence has been replaced by a
central organization with civil service personnel. Of course no-
body would recommend copying for this country this completely
centralized organization for unemployment relief. But we should
be at work on a permanent plan for unemployment relief, one
which will be coordinated on one side with unemployment insur-
ance and on the other with residual relief. It is essential, to assure
organizational and actuarial-technical coordination, that the fed-
eral government exercise every last degree of supervisory control

* The extraordinary complexity of the interests and motives involved in the
unemploytnent insurance-relief issue is suggested by the statement one hears
in Great Britain that the British landlord was not among those who complained
of the dole, because British labor’s tradition is to pay the rent first and the
dole was at least sufbicient for rents.
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consistent with federal-state amity. It will have to provide the
sinews of the next war on unemployment; it should see that it
gets its money’s worth in the highest possible organizational and
administrative standards, particularly personnel. Contribution of
federal funds demands federal supervision of unemployment re-
lief administration. This does not mean administration by the
federal government. That is out of the question. It does demand
effective federal supervisory control. We start without Britain’s
superb civil service and without the British government’s solid re-
liance on British preference for central administration or control.
We start with a still general reluctance to trust government, and
particularly the government bureaucrat. It is all the more impor-
tant that we capitalize whatever virtues and advantages we have:
the ingenuity that has not usually failed us in other fields, the
increasing reliance of the states on the federal Treasury.

American coordination must take into account regional and
state differences and susceptibilities, but the lessons of German
and British unity of placement and unemployment insurance
authority at the top, of the British tie between unemployment
insurance and unemployment assistance, and of the British inno-
vation of the Statutory Committee as a means of providing an
informed and balanced judgment on the vexing issues of unem-
ployment, should not escape us. Unemployment insurance and
placement organization must be coordinated or else each is likely
to discredit the other along with itself, That is the very least we
must demand in an American unemployment insurance-relief
prograrm.

Effective social insurance organization is not the product of
a spontaneous public opinion. Social insurance organization
wust create 1ts own support in public opinion by honest and
flexible administration and a willingness to explain its case
to its clients and the public. Personnel trained and protected
from partisan pressures can even make a poor or unpopular
lawe work, and resist, for a time at least, dangerous partisan
mfluences.

In Great Britain top officials of the Unemployment Assistance
Board believe that their greatest single mistake in 1935 was fail-
ure to prepare public opinion. One senior civil servant character-
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izes this as the “failure of a first class bureaucracy,” that is, of
first class personnel and organization unguided by imagination.
When the initial organization was set up, time was too short for
establishment of the local advisory committees which now inter-
pret the new scheme to their communities, temper the rigidities
and injustices of national standards by presenting the case for
local differences and special problems, U A B was able to win
through a first rate crisis principally because of firm public confi-
dence in the impersonality and capacity of the British civil servant.

German experience since 1933 demonstrates a2 more rermarkable
quality of a trusted and competent permanent service. Even
unfriendly critics say that Germany still leads the world in social
service administrative standards. The German civil service, with
other German institutions, has been “restored” and considerable
numbers of older officials have been retired. Nevertheless, the Ger-
man service has resisted with a remarkable degree of success at-
tempts by Party interests to influence or actually to take over social
insurance administration. Sooner or later social insurance institu-
tions, as all others, must conform to the national philosophy. But
in the very important middle run, when changes are great, abrupt
and erratic, the civil service (or its equivalent), like the courts, can
exert a powerful and a valuable resistance to narrow and imme-
diately political aims and pressures.

We need in this country, particularly in the early stages of our
new departures, even more the qualities illustrated in recent Ger-
man and British experience. Both Germany and Great Britain,
it is important to remember, had a trained service before they ini-
tiated social insurance. We are either attempting the second with-
out the first, or except in a few states, are beginning them together.
Our difficulties and problems, serious enough of themselves, are
multiplied many times by this administrative handicap. Britons
and Germans make an assumption for government; Americans
still assume agatnst government. It is an administrative task of
first importance simultaneously to start end to explain a social
insurance scheme chock full of social and political difficulties and
dangers, For example, to many persons the contrast between
old age assistance and insurance benefits will seem utterly il-
logical; this illogic, real or imagined, inherent or stimulated, will
be exaggerated by the postponement of retirement benefits until



284 CONCLUSIONS AND AMERICAN PARALLELS

1942, Imposition of federal standards on state administration of
old age and other assistance and of unemployment insurance may
keep local resentments stirred up for an indefinite time to come,
The great increase of government personnel required by the new
laws appears already to be arousing considerable suspicion. This
suspicion will feed progressively, unless dispelled or counteracted
by a first class administrative performance, on rising social insur-
ance and other governmental costs. If political machines seize on
this important new patronage field, the outlook is not at all reas-
suring.

We need in short and at once in our social insurance adminis-
tration, trained, protected and imaginative personnel. The very
fact that some of our problems and difficulties are to a large de-
gree inherent (e.g., a difference in level between old age insurance
and assistance), makes the need the more imperative. They can
be reduced but never removed by amending laws. How long it
will take for Americans to surrender the cult of the amateur will
depend to a great degree on the performance of the new admin-
istrative organization.®

B. INSURANCE OR ADMINISTRATIVE ORGANIZATION

Technically and financially self-government in social insur-
ance works best when the visk is relatively uniform from
year to year, when large reserves are not required, when
cost is financed entirely from local sources, when the in-
sured group is homogeneous and relatively small, and when
employers and insured workers trust each other and de-
mand participation in the public admuinistration of a fund
they regard as their own.

Not all risks are equally suited for self-government, that is,
administration of social insurance by employers, by insured work-
ers or by the two together. Unemployment is the risk for which
self-government, either on a national or local basis, is least suit-

*We may console ourselves a bit—but not too much—by remembering the
German success in public administration with a small minority of civil servants
to sweeten the leaven of non-civil service employees and to exert control or
influence from the top of the organization.
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able. The industrial accident and health risks are most suitable,
The principle has been extended to cover the greatest number of
persons both in Germany and Great Britain'® in health insurance,
where pre-existing mutual aid and similar societies provided a
base and a framework for a greatly expanded seli-governing in-
surance system. The most extreme instance of application of the
principle of sel{-government is German industrial accident in-
surance, in which occupational associations of employers have sole
responsibility for the risk.**

For this country true self-government—really a form of in-
dustrial democracy—is, if ever, in the far future. We have still
to embark on social insurance of the health risk. Neither employers
nor workers are interested in the responsibilities of public admin-
istration that self-government imposes, We are still committed by
tradition and temperament to governmental and not to industrial-
democratic administration. Unemplovment insurance by the states
in one sense perhaps suggests a form of self-government, but this
is political and not industrial-democratic. Also it is precisely in
unemployment insurance that true self-government is least prac-
ticable.

One step toward social insurance self-government lies in the
development and more honest use of the device of the advisory
committee. There is distinct evidence that the advisory committee,
generally despised when it is not condemned here, can and does
have more than rubber stamp importance abroad. The advisory
committee, for example, has definite and useful functions both in
British Unemployment Assistance and British unemployment in-
surance. It is the device by which self-government, cancelled in
1933, may gradually be able to re-establish itself in German health
and other social insurance.

The comparative failure of the advisory committee here and
the low esteen in which it is held, particularly by administrators,
g0 back to essentially the same root causes that in the past have
inclined Americans to avoid government service and to make for
themselves a chore of their political duties. American advisory
committees today are too often callections of impressive names

©In British health insurance, employers, with very few exceptions, have

no part,
’I:Workers have advisory functions only,
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not expected to engage even at second hand in the administrative
process.’? Until they are something much more, even the first ap-
proach to self-government here is impossible. A new American
bureaucracy under the ostensible supervision of an advisory com-
mittee but actually a law unto itself is even a graver danger to
public administration than a bureaucracy controlled only by poli-
ticians. In the latter situation the ultimate responsibility for re-
sults at least les with the people; the former, as the Germans say,
is “bureaucracy enthroned.”

Social and political reasons may make the step advisable,
but foreign experience warns that serious administrative
problems and social results are created by the admission of
pre-existing and private insurance bodies into a field cre-
ated by government compulsion.

Both in Germany and Great Britain the multifarious hetero-
geneous health insurance bodies are the greatest single obstacle to
reorganization of health insurance and its coordination with the
rest of the social insurance scheme. In Great Britain even pre-
existing private corporations for profit were made eligible (on
organizing special mutual departments) for the compulsory
scheme. These corporations and the trade unions qualifying as
Approved Societies today, are generally opposed to reform be-
cause most reforms would start with their suppression or drastic
limitation. They naturally exert powerful political influence to
forestall it. In Germany, where there are no private insurance
bodies in the compulsory health scheme, the thousands of health
insurance funds raise a similar bar to basic reorganization. It is
true that there are real advantages in constructing a new social
insurance scheme, particularly health, on the foundation of estab-
lished mutual aid groups. But as the scheme matures the price that
is paid for local interest and support becomes increasingly burden-
some. As the size of the average health insurance fund grows,
interest and close local contact fade. Yet the organizational form
moulded about the local organizations of the pioneer period can
be changed, if ever, only in the gravest emergency.

*The Unemployment Insurance and Emplovment Service State Advisory
Councils in New York and Wisceonsin are conspicuous exceptions.
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This is not, it should be noted, the same as saying that mutual
aid bodies should have nothing to do with administration. It is
possible, though not necessarily desirable, for private associations
to help administer social insurance laws (e.g., British trade unions
and local education authorities pay out unemployment insurance
benefits) without acting as insurers of the risk. The major diffi-
culties arise when pre-existing, which means in practice multi-
and non-uniform, insurance bodies bear the risk and have a say
in the administration of benefits and in the determination of con-
tribtition levels.*?

It is an open question whether on balance the absence of the
mutual aid society in our new social insurance scheme is an ad-
vantage or a handicap. No private insurance body now wishes a
part of the unemployment risk; for the time at least private com-
panies have no wish for compulsory old age insurance business.™
Our trade unions with few exceptions are too occupied with other
affairs, and are not sufficiently interested in public administration
to offer to help carry out the insurance function, But health in-
surance is still to come, and here there are existing insurance
institutions. Trade unions, even those few now paying rudimen-
tary benefits, will probably not offer to serve as insurance bodies
but the private accident and health husiness is an important one
and its owners are not likely to pass up a chance to participate in
an immense new market they have never been able to attract by
voluntary methods. Admission of private insurance companies to
the government market, if at all, should be on terms designed to

* British trade unions may have the privilege of paying unemployment
benefits to their members on condition that they pay additional benefits out of
their own funds. They are thus partly risk-bearers, principally administrative
bodies. In 1936 approximately 738,000 insured persons were covered under
such an arrangement (Report of Ministry of Labour, 1936, p. 58). _Af.ter
considering the arguments pro and con on this point, the Royal Commission
on Unemployment Insurance (p. 273) recommended “that the principle of
concurrent payment of suppletnentary bemefit . . . should be affirmed” but
urged that the Minister of Labour tighten up his inspection service to assure
“adequate safeguards for the administration of State benefit.”

* Private old age pension schemes continue as suppiements to compulsory
coverage, Had the so-called Clark Amendment been added to the Social Se-
curity Act, qualified voluntary schemes, most of them covered by insurance
contracts, would have been exempted. The most important single reason for
the collapse of the campaign for the Clark Amendment was the realization
by many employers that the Social Security Act was offering them relief from

a financial burden beginning to prove unbearable under private plans, par-
ticularly those not insured.
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minimize the unfortunate and undesirable results experienced
abroad.

One factor, ironically enough, makes the likelihood of private
or multi-insurance bodies in government insurance less serious
here than aboard. American employers and workers would both
rather trust government than each other. We need expect in this
country no self-governed health insurance bodies German-style.
This is not only because both groups will probably consider they
have other more important functions to perform but because each
has less than full confidence in the other. This is the reason why,
m a country still suspicious of government, government is never-
theless entrusted with functions elsewhere assumed, particularly
in Germany, by the parties most interested, employers and workers.

Permission to large employers to practice health self-insurance'®
on a scale comparable to that in American workmen’s compensa-
tion will create problems similar to those produced by the entry
of private insurers. The privilege will no doubt be requested by
employers eager to add another bond between themselves and
their workers, to keep down insurance costs or to make a gesture
against government insurance. Its very partial success—from the
social point of view—in workmen’s compensation,’ and the de-
sirability of a health insurance scheme standard at least for an
entire state, suggest that health self-insurance be limited to the
very smallest group of employers consistent with current political
and social exigencies.'’

* Theoretically self-insurance means that by reason of his large operations
and ample financial resources the employer is permitted to act as his own insur-
ance company. In workmen’s compensation, self-insurance usually means only
that the employer is exempt irom the compulsory insurance provision of the
law,

“Howard M. Teaf, Self-Insurance of Workmen's Compensation in Penn-
sylvenic, Pennsylvania Department of Industry and Labor, Special Bulletin
No. 40 {Philadelphia, 1934}, pp. 1-10.

7 The Wisconsin unemployment reserve fund (each employer responsible
only for his own unemployment) is really a madified self-insurance plan. Fach
employer’s contributions are credited to his individual account from which
benefits are paid to his employees and no others, The employer’s contribution
rate varies with the level of the balance in his account. Two modifications
introduced in the self-insurance plan are: (1) the provision that, within certain
limits, benefits may be charged to an earlier employer’s account if that of the
last emplover is exhausted; (2} by an amendment in April 1937 a special state-
wide “balancing account” is created to absorh overdrafts on the individual
employer accounts. Whatever its merits as an employment stabilization device,
it will create sertous difficulties when coordination with other insurances, health

for example, is attempted. It produces, of course, gross inequalities in benefit
to the employees of different employers,
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The number of social insurance bodies should be kept at the
smallest number consistent with the technical and financial
characteristics of the risk and the political and social char-
acteristics of the membership.

The greater the number of insurance bodies the less the possi-
bilities of a rounded and well coordinated social insurance system
and program. Many bodies inevitably mean diversely organized
and administered bodies, with different benefits and contributions,
presenting great and often unjust differences in facilities, financial
safety and cost. Also, the greater the number the smaller their
average size and financial strength. It is axiomatic that the greater
the average risk and the longer the average disability resulting,
the larger should be the insurance body. Yet in Great Britain we
discover that the long-term non-industrial disability risk is cov-
ered, not by the old age insurance system to which it is naturally
related, but by the multifarious health bodies. Two unfortunate
results follow from this saddling on a body usually small and
financially weak a risk in its nature expensive and of long dura-
tion. Benefits must be kept low to make the arrangement work at
all: British disability benefits are paid at one-half health insurance
rates, include no provision for medical, surgical or hospital care.*®
Approved Societies, because they are not financially fitted for the
disability risk, are often miserly with disability benefits. Ironically,
the very fact of disability benefits, even very low ones, is used as
an argument against an improved disability system. Basic benefits
must be kept so low that even the poorest Society can pay them.
And though they are inadequate, their burden on the health in-
surance societies is becoming a matter of official concern. Dis-
ability obligations are beginning to be the tail that wags the health
insurance dog. For the (approximately) six-year period between
the third and fourth valuations of fund finances by the Govern-
ment Actuary, health benefit expenditures show a “profit” over
expected costs of 7 per cent, disability a “loss” of 8 per cent.”
Itself not a final proof of unsuitability of the disability risk for
the health insurance bodies, the significance of this contrast is

B Regular ar statutory benefits. See footnote 10, Chapter 4, for a discussion
of additional henefits. .

® Report of the Government Actuary on the Fourth Valuation of the Assets
and Liabilities of Approved Societies, 1937, p. 4.
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increased by the fact that disability benefits, although a minor
responsibility of the health insurance bodies, make up in this pe-
riod over one-third of their total benefit payments, and the pro-
portion is increasing. “Claims for disability benefit have tended to
grow from vear to year and it is clear” that special steps will
have to be taken soon “to maintain the financial soundness of the
system.”® No cleaner cut case can be found to illustrate the im-
portance of making the insurance body fit the risk and not vice
versa,?

We shall probably be able to start in health insurance with
fewer pre-existing institutions, insurance or other, to build around
and compromise with than either Germany or Great Britain, In
any event we should not consider any basis of insurance fund
organization except the territorial, thus avoiding the British prac-
tice of permitting all bodies, including the smallest to attempt to
spread over the entire country.® The territorial unit should not be
smaller than the state, might conceivably be an economic-social
region.

C. SUPERVISORY ORGANIZATION

Separation of powers between the government {(supervisory
authority) and the social insurance (administrative and
risk-bearing ) bodies appears to produce real and consider-

able advantages. Where separation does not exist, if 1s tm-
portant, and sometimes vital, to secure the advantages of a
separation in some other way.

This separation of powers is a characteristic of all German
social insurance; it exists also in British health insurance. It is
one of the factors that helps explain the capacity of German social

* Ibid., p. 54. The National Health Insurance Joint Comrmttce senior ¢o-
ordmatmg agency in health insurance, has undertaken a comprehcnswc inves-
tigation into the causes of the rising cost of disablement benefit.” Disclosure
of the causes, of course, will still leave open or perhaps emphasize the ques-
tion of the proper insurance body.

# Since it is desirable to have the health and disability insurance systems
work closcly together, one possihility is to coordinate health with old age and
invalidity insurance, as in Germany.

2 1f pation-wide private insurance comganies are admitted to the system,
they should be permitted to operate only in territories or states for which
they have established adequate facilities,
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insurance organization and personnel to resist so well the shocks
and pressures of the recent major political upheaval. It is the
necessary result of application of the principle of social insurance
self-government: when the government is not the insurer, em-
ployer or workers or both must be. In unemployment insurance,
where the government is also the insurance body, the British have
found it necessary to provide substitutes for the device of separa-
tion: the Statutory Committee, for instance, brings the outside
and the long view on the financial and other vital issues presented
by the insurance and related schemes. Both in contributory old age
and unemployment insurance the British have found it necessary
to provide impartial appeal authorities to assure that the govern-
ment does not allow its interests as insurer to dim its appreciation
of its function as supervisor,

In a way of speaking, our federal-state unemployment insurance
system represents a kind of separation between the SUpPErvisory
and insurance functions. The division is not as clean cut as it
might be. One advantage of separation abroad is that the super-
visory body is able to exercise effective controls over the insurance
bodies, assure financial safety and honest and impartial adminis-
tration. To the degree to which the Social Security Board cannot
or does not, for any reason, impose the controls necessary to ac-
complish these ends, our paper separation is a snare and a delu-
sion, Moreover, no right of appeal is provided (or is constitu-
tionally possible) from insured worker or employer to a federal
appeal tribunal; it is conceivable that the state, acting both as
claims administrator and final appellate authority, might be in-
fluenced by its interest as custodian of its unemployment insur-
ance fund to adopt a miserly and unjust benefit policy.*® Finally
and most important, the unemployment insurance funds standing
to the credit of the states are really nat state funds at all, except
in the statutory sense, so that it is a question not so much of a
federal authority supervising state funds as of a federal fund in-
completely supervised by federal authorities. The Secretary of the
Treasury, not the Social Security Board, is custodian of state in-
surance funds. The interest and the authority of the Treasury are
purely fiscal. The Social Security Board has no power to audit or

®For a comparable danger in American state workmen's compensation

insurance, see D, McCahan, State Insurance in the Unifed Siates (Philadelphia;
University of Pennsylvania Press, 1929}, pp. 17-23,
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check in any way on the Treasury’s operations, It has only the gen-
eral authority to study and recommend “‘as to the most effective
methods of providing economic security through social insur-
ance.”* Nor does the recommendation of the President’s Commit-
tee on Administrative Management for the appointment of an
Auditor General meet the need. His functions also would be purely
fiscal.

This concentration of authority on the one hand (all in federal
agencies) and omission on the other (no control except fiscal}, is
not necessarily dangerous but the post-War experience of the
British Unemployment Fund suggests that it can be. It would
require a comparatively simple change to give the Social Security
Board® a status somewhat similar to that of the British Statutory
Committee, i.e., give it also the duty of making an annual actu-
arial-financial-economic audit and report on the Unemployment
(Trust) Fund held by the United States Treasury. As our system
stands, there is no actuarial and social-economic watchdog, federal
or state, of our unemployment funds. Provision in a majority of
our state laws requiring the administrative agency to keep the
legislature informed on the status of the unemployment fund
hardly provides such a safeguard.

The contributory old age insurance scheme shows also concen-
tration of authority: in this case in a single federal department, the
Treasury. The present law makes the Treasury in effect its own
auditor and actuary ;* again it would be simple to entrust an annual
actuarial audit to the Social Security Board. The need for check
and counterweight here is the greater because of the large size of
the reserves contemplated in the Social Security Act. Even if
amendments reduce the size of the reserve, the Treasury should
be relieved of its anomalous double duty. It is desirable also that
some such device as that provided in the British Ministry of
Health to assure impartial hearings on appeals, be included as
part of the appeal machinery on claims for old age insurance
benefit.

* Social Security Act, 1935, sects. 904(a), 702.

™ On the assumption that the Treasury for constitutional reasons must
continue to bandle the funds. If the Social Sccurity Board were to collect
unemployment insurance contributions or taxes, a separate hody would have
to be created,

* Soclal Security Act, 1935, sect. 201(a).
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D. SOCIAL INSURANCE COORDINATION: ISSUES,
PROBLEMS AND POSSIBLE SOLUTIONS

A social insurance system which omits health, invalidity
and survivors’ benefits is incomplete and dangerous to the
msurances included in the system.

Perhaps the feature of the new American social insurance sys-
tem least intelligible to Europeans is the blank left by our omission
of health benefits. Both the British and German systems were
started with health insurance ;" indeed in hoth countries the com-
pulsory scheme was an expansion and continuation of existing
mutual aid institutions providing health insurance benefits. The
European regards insurance of the health risk as central to social
insurance because it covers the most workers® and the risk most
important over a lifetime to the average person; it touches the
insured membership oftenest and most intimately. Even leaving
out of consideration the special conditions which both in Germany
and Great Britain helped to make health insurance the keystone of
the social insurance system (self-governing administration, for
example), foreign experts believe we shall have to fill in the gap
as quickly as possible, in order to prevent serious consequences for
the insurances already provided. Health insurance, they point out,
would have been the best insurance to start with: it is the simplest
financially and actuarially, it dernands no great reserves, initial
benefits may be paid at the same time as contributions start with-
out actuarial or financial complications. By such an arrangement
the members learn about social insurance in the most pleasant
instead of the least pleasant way: by receiving henefits instead of
by simply paying taxes,

Omission of invalidity and survivors’ benefits from our system

* Government compulsory health and unemployment insurance in Great
Britain were both initiated in 1911. But health insurance is the pioneer for two
reasons. One, government health msurance was the direct successor of im-
portant older voluntary plans; unemployment was not. Two, government
health insurance in 1911 assumed essentially the form and scope it bears
toeday : membership widespread and compulsory. Unemployment insurance was
purely experimental, was limited for the first 5 years to 2,500,000 workers. Tt
reached its present scope only after the War. ) .

= Indusirial accident insurance covers more persons in Germany, primarily
because of inclusion of self-employed persons and omission of a salary limit
for compulsory coverage. On paper British workmen’s compensation covers

more workers than health insurance, but the former hardly deserves inclusion
in the social insurance system. See footnote 2, Chapter 20.
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will in the long run prove just as great a handicap. Immediately
the effect will not be as great or as obvious, If there is one con-
clusion implicit in the preceding pages, it is the importance of
assuring that one part of the insurance scheme is not, by failure
to coordinate it with the other parts, saddled with obligations and
functions for which it is not intended and which it cannot be ex-
pected properly to carry out. “It is common knowledge,” was the
testimony of G. D. H. Cole before the British Royal Commission
on Unemployment Insurance (Final Report, p. 407), “that the
[unemployment] insurance scheme is at present carrying a con-
siderable number of workers under the age of 65 who are not
fully able-bodied, or capable of ordinary employment. . . . A
scheme of invalidity pensions,®™ while it would not relieve the
Exchequer, would enable the real problem of unemployment to be
more clearly envisaged.” When social insurance provision is lack-
ing or inadequate in one direction other insurances are stretched,
sometimes dangerously, to cover the need.

Private insurance companies writing workmen’s compensation
in the United States have complained, with some reason, that in-
dustrial accident coverage, as the result of the over-liberal attitude
of state administrations toward workers, has been used during the
depression to pay losses of income resulting from health and un-
employment and even old age risks. Public fund administration
will have even greater pressure exerted on it to be “liberal.”

It is a certainty that, unless we add health, invalidity and sur-
vivors’ benefits to the American system, we must expect consider-
able and perhaps serious inroads on unemployment insurance and
other funds. The chief burden will be on the unemployment fund.
This is because the unemployment and health risks in particular
are so intimately related. It is a difficult and often arbitrary ques-
tion to determine to what extent the inability of a worker to find
a job results from his physical, as distinguished from his technical,
incapacity. We know that sickness and unemployment are often
successive phases of an endless cycle of events that leads to de-
pendency. It is inevitable that the unemployment insurance ad-
ministrator, particularly in depression, will interpret the meaning
of “unemployment” as broadly as he can. Failure to provide health

® Modest invalidity benefits (half the heafth insurance rate) are paid by
health insurance funds after the 26th week of disability.
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insurance benefits increases by that much the pressure to be “lib-
eral” in unemployment benefit policy.

Invalidity is a long-term non-industrial disability resulting from
poor health. Pressure to pay for invalidity out of unemployment
funds will operate more slowly but this will also in time supply
obvious evidence of the incompleteness of our social insurance
scheme on another front. Omission of survivors’ benefits (life
insurance for widows and other dependents of workers dying
from injuries other than industrial) will have, as it now has, its
principal effect not on social insurance but on public assistance
funds. The inadequacy of widows’ pensions in the majority of our
state workmen’s compensation laws, for example, means a direct
transfer of a large part of the financial burden to public and
private relief agencies, principally the former. Demand for a
program of widows’ pensions from social insurance administra-
tors is therefore less likely in the near future.

It is possible to wminimize but not to eliminate differences in
insurance benefit scales that may be unfair, iogical and
even dangerous. Benefit differences most difficult to elimi-
nate are those between social tmsurance and relief,

Social insurance organization and benefits are essentially tradi-
tional and social rather than technical. It is not surprising, then,
that foreign social insurance “systems” are characterized by a
considerable heterogeneity, not to say a lack of coordination be-
tween the various elements. Even if men were entirely rational,
the social insurances, because of the technical reasons discussed in
Part 1V, could not be perfectly standardized or coordinated, It
is difficult to eliminate even the most glaring anomalies between
the benefit scales of different insurances. Differences between so-
cial insurance and relief scales are even more difficult to treat
because of the inherent differences in the principles from which
each proceeds.

An American is surprised, for example, to find so little com-
ment and criticism on the differences, often considerahble, in the
amount of benefit an unemployed worker abroad receives while
on unemployment insurance and what the same worker receives
when he passes to unemployment relief. There are discrepancies
that to Americans seem even more unreasonable. In Great Britain
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and Germany there appears to be no discussion worth mentioning
of the fact that many persons must also ask for relief to supple-
ment their old age-invalidity insurance. The American, particu-
Iz;:rly as he has carried over so extensively into social insurance
h‘ls Private insurance attitude and even private insurance prin-
ciples, will be less likely to take this tolerant view.

PROBABLE A mErIcAN ATTITUDE TOWARD INSURANCE-RELIEF
DISCREPANCIES AND DIFFERENCES

Thf:‘l‘e appear to be at least three reasons why we cannot expect
An-lerlcan workers to take the same complaisant attitude as the
Briton and German, particularly on insurance-relief benefit dif-
ferences. First, the differences here will be without doubt greater
than. abroad. In some fields, for example old age security, the
British, as we have secn, have approached practical uniformity of
benefit for insured and non-insured persons, This is an extreme
case but it illystrates a basic principle abroad: social insurance
benefits, and particularly British, do not aim at replacing full, or a
standard proportion of, wage losses.®® It will often be impossible,
particularly for lower paid workers and in particular sections, to
raise our benefit scales to the level of our telief standards. The
level of insurance benefits, as distinguished from their duration,
particularly unemployment and health, is determined essentially
by what can be paid for out of contributions and current subsi-
dies, largely independent of their adequacy. Relief benefts are
not. These differences operate in every country, hut their im-
portance is exaggerated here because of two peculiarly American
factors. One is our disposition to cling closer to private insurance
standards, which will work to keep insurance benefits that much
the more below “adequacy.” The second, which makes the money

*The German benefits, based on wage classes, go farther than British in
attempting to approximate wage losses, But in 1936 one-fifth of the average
old age-invalidity pension was covered by a flat federal subsidy; that is, RM
6 a month was added to everv pension paid by the Institution, with the result
that the lower paid workers received a relatively high proportion nf lost wages,
the higher paid the opposite. In addition, the amount of that part of the
benefit borne by the Institution increases as wages rise, but at a rate less than
that of the increase of wages.

The radical cuts in German old age-invalidity benefits resulting in 1921
from German hyper-inflation have never been restored. This makes an im-
portant practical modification of the German tradition of relating contribu-
tions Lo wages.
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cost of adequate benefits relatively higher here than abroad, is
the fact that the American worker must buy health, housing and
many other social services at retail.® The German worker, for
example, can get along on low money benefits largely because he
has access to an unparalleled array of socially-provided services
and facilities. “Wage and salary scales as shown in statistical re-
turns are a very unreliable guide to real social conditions in Ger-
many since the individual receives from the State many things and
services which would 1n other countries be paid out for wages and
salaries.”* While it affects both insurance and relief money costs,
the American tradition of providing these services at retail proba-
bly affects the latier much more than the former.

Americans are likely to be more critical than Europeans of
discrepancies between relief and insurance benefit levels for an-
other reason. The American worker has a quite different attitude
toward relief itself. This is perhaps partly because European dif-
ferences in insurance and relief levels are less than they will be
here. It is due partly to the disposition, particularly noticeable in
Great Britain, to take the sting out of relief by liberalizing and
standardizing the old age and unemployment relief needs tests
and by administering them through central and not local agencies.
Relief {on this British model) approximates very closely social
insurance. Finally the German and British relief client is not likely
to be disturbed at differences between insurance and relief because
he has never regarded social insurance as a sacrosanct institution
erected on permanent and sacred legal and financial principles, He
has not carried over to social insurance, as we have so extensively,
his private insurance postulates and standards; he dwells (quite
unconsciously) much less on his rights as a member of the in-

® The provision during the depression of medical care to relief clients by
doctors under contract represents a step toward socially provided, complete
medical care, .

#"This same penetrating cbserver of the German scene, the British Com-
mercial Counselor at Berlin, says that "“this accounts in some degree for the
fact that, while the Germans regard themsclves as a comparatively poor and
hard pressed nation, foreign visitors are usually impressed by the largesse of
the German scene, the absence of slums and of slum dwellers from the city
streets, the cleanliness, order, well kept appearance and bearing of the in-
habitants and their surroundings. . . . It should, however, be remembered that
... the ontward appearance of a cerfain opulence is in great degree due to
efficient collective organization and the mass consumption, as well as the mass

production, of culture and leisure {(as well as industrial) products.” (E. C.
Donaldson Rawlins, Econemic Conditions in Germany to March 1936, p. 19%.)
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sured group and more on his obligations. His attitude toward
social insurance indeed is very like the average American’s atti-
tude toward taxes: he is certain and patient of his obligations, he
trusts he will in turn get back some of their benefits,

One special factor, a temporary but important one, will make
Americans particularly semsible of insurance-relief benefit dis-
crepancies. This is the long wait between the first tax and the first
beneft payments. Americans waited, it is true, two years for
unemployment insurance benefits, but European observers are
amazed at our temerity in asking them to wait, not two but five
years, for old age insurance. Insurance-relief discrepancies will
be greater, the contrast clearer and politically more dangerous
than in unemployment insurance, because of the long wait for old
age insurance benefit and the (absolutely) low benefits to our first
(older) and to lower paid insurance beneficiaries. Differences be-
tween unemployment insurance and relief will be dangerous at
particular times, in depressions; differences between old age in-
surance and assistance will be increasingly dangerous over the
years, with a steady increase of our aged population and of the
persons on old age benefit.

CoorpINATION OF QLD AGE INSURANCE AND RELIEF

The problem of organizational and actuarial-technical coordina-
tion of unemployment insurance and relief is still unsolved both
in Great Britain and Germany. Technically and politically it is a
misch more difficult problem than that of coordinating old age
insurance and relief. Because old age payments of both types go
to persons well beyond the family rearing stage, the possibilities
of actuarial-technical coordination are much more favorable.
Amendment of the Social Security Act to keep contributions at
a maximum of say, 2 per cent each from employer and worker
would do something to soften the contrast between the rights of
those who pay and those who do not pay for old age benefits.
Addition of invalidity benefits, inevitable sooner or later, would
do something more by adding to the attractiveness of insurance,
giving something not provided by old age relief. The most likely
possibility is an increase of old age insurance benefits, particularly
to the first and older heneficiaries and to lower paid workers, and
extension of benefits to wives and widows of insured men. These



Sociarl INSURANCE COORDINATION 299

changes mean increased cost, and inevitably recognition by the
government of its residual financial responsibility for old age
provision for the masses of workers, Recognition will mean also
a thorough-going review of the entire federal financial structure,
and particularly of federal-state financial-tax relations. It may
mean a complete reconstruction of the old age insurance-assistance
program, with wide extension of the federal income tax base to
include as many ultimate old age beneficiaries of both types as
possible, important modification of the insurance elements of the
program, and a corresponding expansion or modification of the
federal grant-in-aid principle in state old age assistance."

Centralization is the surest although not always the most
rational or safest way to secure improved coordination in
the social insurance system.

Centralization has its dangers as the most effective approach
to improved organizational and actuarial-technical coordination.
In its most extreme form it may produce “apoplexy at the center
and anzmia at the extremities.”® It does not proceed directly or
(with rare exceptions) rationally toward coordination; coordina-
tion is usually the by-product of the centralizing process. But it is
more to be relied on than coordination by direct approach because
direct coordination virtually always means a #eze program that
upsets existing arrangements to which officials and vested interests
in and out of government have become accustomed. A direct move-
ment for coordination is not a strong movement practically and
politically because no strong interest or group gains by it; if
nothing else, mere inertia holds out against it. Coordination is
rational ; social insurance institutions essentially are not,

So the nearest way to improved coordination in this as in every
country is by indirection. Here, as abroad, basic social and political
movements will in the long-run support and encourage increased
centralization in social insurance organization. But, despite an
increasing reliance of the states on federal financial aid, we shall
probably have to go more slowly even than the Germans. The
states and regions of this country have their pride and their

® This is an area in which we might explore the British block-grant prin-

ciple, that is, central financial aid based not exclusively on local ability to pay
but on local ability and need. “King, e €, p. 9.
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special interests: these must be regarded and properly so. The
mere size of our country and the diversity of its economic and
social interests suggest that we should never expect the degree
of centralization at the national level that exists in Germany and
Great Britain. A federal or federalized social insurance program
with state apathy or opposition is not only undesirable, it ts im-
possible. Decentralization of the organization of the Social Se-
curity Board into regional offices is at least in part recognition
of the force of the economic and social differences that inevitably
mark off from each other the regions of a continent so vast and
varied as ours.*

A social insurance svstem, coordinated organizationally and
actuariglly-technically, is eastest to achieve when the num-
ber of supervisory and insurance bodies is smallest. The best
social insurance organization is wsually the simplest.

It is difficult to make generalizations about a matter as compli-
cated and permeated with qualitative values and imponderables
as coordination, but it will probably be generally agreed that, while
the British have gone farther toward a coordinated system, the
Germans have made, despite enormous handicaps, the greater
relative progress. The German trend to centralization is not as
strong or as old as the British; German separation between gov-
ernment and insurance bodies and the German tradition of multi-
insurance hodies are factors inherently opposed to centralization.
German progress toward coordination s traceable, despite its still
relatively weak powers, more to the influence of a single super-
visory body, the Federal Insurance Office, than to any other
organizational and technical influence.

® Birchard E. Wyatt and Willlam H. Wandel, The Social Security Act in
Operation (Washington; Graphic Arts Press, Inc., 1937), pp. 20-1, Particu-
farty in the preliminary stages of organization, this decentralization is technical,
not true decentralization. In view of federal responsihility for and the technical
nature of contributory old age insurance, an organization in which Washington
makes policy and the region executes it is the most practicable in the long
run as well, But Washington, to secure local cooperation and confidence, must
keep itself informed on local habits and problems and keep its supervisory
organization flexible enough to meet special local and regional situations.

* Tt is no contradiction to say at the same time that Anancial reasons have
provided the principal motive for coordination. Financial and social policies
are worked out in Germany through a single federal organization, the Minis-
try of Labor,
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British social insurance coordination is due essentially to the
simplicity, despite their multiplicity at the top or Whitehall level,
of British social insurance institutions. With the exception of
health and to a degree unemployment insurance, the British join
the supervisory and insurance function in a single body ; this has
its defects, but the gain in simplicity and (at least potential} co-
ordination is unquestionable. The high degree of centralization
within the British supervisory-insurance hodies works in fact at
least as much against as for coordination between them; luckily
the number of bodies, compared with Germany, is small.¥

THE AMERICAN SocIAL INSURANCE OQRGANIZATION ToDAY

American social insurance organization at the federal level ap-
proximates the British rather than the German. For two main
reasons it is less than completely logical. The framers of the new
system were obliged to build it around existing government agen-
cies, principally federal; they were unable or thought they were
unable to affront departmental sensibilities by a too drastic trans-
fer or concentration of powers. This factor alone is enough to
explain most of our division of the power and the glory at the
top: between Treasury, Social Security Board and various bu-
reaus of the Department of Labor. Public health, for accidental
reasons, was in the Treasury before the new law, and there it
remains.® Mothers’ and children’s welfare, though largely a
health service, is entrusted to the Department of Labor, partly
because this Department has been interested in child welfare be-
fore the Social Security Act, partly because there exists no federal
Department of Public Welfare. Vocational rehabilitation remains
with the Department of the Interior. All remaining federal social

“In Germany supervision of local government affairs including residual
public rclief is concentrated in the Federal Ministry of the Interior. Public
works supervision is scattered among several public agencies, including the
Ministry of Labor and the Federal Institution for Employment Service and
Unemployment Insurance; execution among scores of semi-public corpora-
tions, Since 1936 very extensive powers over public works have been conferred
on Goering, chief of the Four Ycar Plan,

In Great Britain the Ministry of Health is responsible for local govern-
ment and residual relief (except Unemployment Assistance) supervision. Pub-
lic works supervision (and in part execution) has been in the hands of various
committees more or less closely related to the Ministry of Labour.

® This is no more and no less logical than British Treasury admimstration
of non-contributory old age pensions.
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insurance and assistance functions provided in the Social Security
Act were conferred hy Congress, largely for reasons of expe-
diency, on a new federal body, the Social Security Board.* Thus
was created a whole host of organizational problems largely non-
existent in Great Britain or Germany, the most serious of which
is caused by the separation between federal bodies of two services,
unemployment insurance and placement, that are joined every-
where else in the world.*®

In addition, the American social insurance system suffers un-
der special organizational handicaps resulting from our need for
avoiding constitutional pitfalls. Foreign experience, particularly
British, shows that multiplicity of supervisory-insurance-relief
bodies, though disadvantageous, need not be fatal, But no foreign
country has ever tried to organize an unemployment insurance
system in which one authority (the federal Treasury)* is em-
powered to define taxable employers and workers and to col-
lect these taxes, another (the state unemployment insurance
agencies) to define eligible beneficiaries and pay out benefits **
There is, as we have observed, no virtue in combining or co-
ordinating bodies of dissimilar function just for the appearance of
unity or coordination. Coordination is useful only when the bodies
or functions coordinated have something in common. The func-
tions of tax (contribution) collection and of benefit certification
and payment are so close they should by all means be in the same
body; whether they can be separated successfully remains very
much a question for the future.*® Our problem in unemployment

® Workmen's compensation, not mentioned in the Social Security Act, re-
mains with the state departments of labor. The Railroad Retirement Board
handles old age and unemployment insurance for railroad workers. Veterans’
pensions are in a separate Veterans Administration, .

*The disadvantages of this separation are accentuated by the different
organizationa! and personnel standards of the two bodies. Their personnel
must work jointly in the same employment offices, yet that of the Department
of Labor is (in effect) under federal civil service, that of state unemployment
insurance bodies is not. Even in states which have combined the two services
in a single department, distinction must be made—an impossible one in the
absence of a state civil service law equal to the fedcral—between the quali-
fications of the insurance and employment office staffs.

“ The state agencies also may define taxable employment.

“TIn old age insurance, the Social Security Board in fact certifies the bene-
ficiary's name and the amount of the benefit to the Treasury, which makes the
payment.

“TFor example, the Social Security Board which administers old age bene-

fits must have access to the contribution records of the Treasury which collects
taxes. It is already clear that this mere physical separation of the functions of
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insurance is exaggerated by a further separation between state
and federal taxes (contributions} and tax collecting organiza-
tions.

The flaws of social insurance organization abroad are never as
serious as one would suppose from an anmalysis of forms and
regulations. This, though we dare lean much less on imponder-
ables than the British, is also true of our new organization. Work-
ing relationships are, they must be, established between depart-
ments sharing a common task, even though the law and the writ-
ten regulations do not provide for them. A potentially very serious
lack of coordination at the federal level was recognized and, in
principle at least, eliminated in the agreement between the De-
partment of Labor and the Social Security Board for joint ac-
tion through a coordinating committee in administering the fed-
eral-state unemployment insurance-placement scheme. While this
agreement is drawn in broadest terms and leaves two agencies
where perhaps there should be one, some such cooperative rela-
tionship is essential if they are to carry out even the most nominal
of their duties under the law. A still more informal liaison
operates between the Social Security Board and the Treasury. In
tthe formative stages of organization, and while there is still a
chance of reorganization, perhaps this omission to set up more
formal coordinative machinery has its fortunate side. As the
British say, the informal agreement gives officials the opportunity
to make changes and compromises with a minimum of strain and
face-saving. But soon or late, preferably soon, because we dare
not assume the public or the civil service tradition that justifies
and supports British “muddling through,” simplification and im-
proved coordination must come in our social security organization.

AMERICAN COORDINATION AT STATE AND REcionaL LEVELS

Coordination in American social insurance and related organi-
zations will no doubt have to take account of state and regional
differences. We have noted some of the obstacles in this country

the two agencies causes delay. Another problem is raised in the possible conflict
between the two bodies in their interpretation of tax (Treasury)} and benefit
(Social Security Board) coverage, It is indeed impossible to imagine two
sets of interpretations as independent in fact as they pretend to be in the Social
Security Act. It js heartening to learn that delays and difficulties are being
minimized by an agreement to coordinate, still largely informal, between the
two bodies.
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to organizational and actuarial-technical coordination at the fed-
eral level. They include such factors as the size and diversity of
the various areas of the continent, the strength of local and re-
gional feeling, the Constitution which produces lateral and ver-
tical divisions in authority, tivalry and competition between fed-
eral departments. But whether or not we are to have major
changes in the present organizational lines at the federal level,
foreign experience suggests the wisdom of our taking into ac-
count, in our planning, all the factors that abroad bear on and
determine the usefulness of the social insurance organization.**
One of the most important of these, for us, is the purely geo-
graphical influence, and the social-political differences this n-
fluence produces. Even if we make the state or the region the
center of the American social insurance organization, we shall
still often be covering larger areas than a British or German
national scheme in its entirety. We must decentralize to this ex-
tent, at least in function if not in control, if we are to get close
enough to the insured person and his personal and local slant.
Even in these smaller foreign countries a distinct, though not a
universal trend, to administrative decentralization has become
apparent, e.g., German old age-invalidity and health insurance at
the state (provincial) level. Our need for decentralization is
vastly greater.

In the assistance and public health services, decentralization
here would build on the solid ground of existing institutions and
traditions. In this sphere the state, with or without federal sub-
sidy, is already primarily responsible for financing, entirely re-
sponsible for administration. In public health, for example, federal
grants-in-aid now supplement state funds; an expanded program
of medical care, if provided on a relief or other non-insurance
basis, would join with this naturally.

The extent and exact degree of decentralization in the American
social insurance organization cannot be decided on a prieri prin-
ciples. They will depend primarily on two factors: the technical
nature of the insurance or assistance concerned, the degree to
which local autonomy proves administratively necessary and prac-
ticable. In old age insurance, to take one extreme, decentralization
will be almost entirely functional, that is, will consist essentially

“For an analysis of these factors, see Chapter 17.



Social INSURANCE COORDINATION 305

of a subdivision of functions. But in old age assistance, financed
on a combined state-federal basis, much greater leeway must and
will be permitted to special regional and state requirements, real
or other, and thus to the discretionary powers of the Jocal or
regional official. That is, decentralization here will be true decen-
tralization: delegation of power, not a mere splitting of function
under close federal control. Even true decentralization, of course,
does not and should not preclude federal supervision and main-
tenance among the different regions of minimum administrative
standards, particularly in personnel.

Americans are like the British in that they dislike not so much
the idea of central subsidy as the 1dea of direct central administra-
tion. They will, that is to say, increasingly (though not always
gracefully) accept administration by a local person selected un-
der federal standards, paid partly out of federal funds, supervised
by federal authority. The federal grant-in-aid will be the principal
method by which we may hope to raise and maintain reasonable
social insurance and assistance standards on the state level.* It is
remarkable that we have made so Little use of the block, as dis-
tinguished from the percentage grant, which discriminates auto-
matically against poorer communities. The block-grant would
appear to offer considerable possibilities for American social in-
surance and assistance administration.

The best time to coordinate a social insurance system is at
the time of its creation.

The mould of organization sets early and it tends to set hard.
Even features which seem purely technical on their surface get
imbedded in the popular mind, become part of the tradition and
habit of social insurance, and are as hard to change actually as
those based on a major principle or on local or national prejudice.
There is, as we have seen, no perfect organizational or administra-
tive plan, even on paper. At the time of its creation, social and
political forces may be and usually are more important than tech-
nical considerations or the dictates of pure reason. In the nature

* 1t is not impossible that the federal-state unemployment insurance scheme
may some day be reorganized on the federal grant-in-aid basis. This would
place unemployment insurance on the same hasis as the employment service,
and immediately produce results on state administrative standards,
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of the case, organizational simplicity and a high degree of organi-
zational and actuarial-technical coordination are therefore essen-
tially ideals, to be constantly worked for but never actually
achieved on all fronts.

Fortunately there is still time in this country, within the limits
we have outlined, to plan for a relatively simple and well co-
ordinated system. Our situation is much more like the German
than the British: German experience with coordinating programs
warns us not to expect too much, The vertical line of authority,
because of our federated government and because we cover so
immense and diverse an area, will not be as clear as the British.
The horizontal organization can still be made as simple as the
German. We have advantages as well as handicaps in our search
for a well coordinated, simple, effective social security organiza-
tion, 1t is the fashion to emphasize the second, and the handicaps
are real enough. The important thing for us is that we capitalize
now our few opportunities; in ten years they will be far fewer.
For one, we seem to be entering a gradually rising market for
public administration. As the opinion spreads that our economic
frontier has filled up, we shall get not only a better supply of
human material to man the new service and apply to public ad-
ministration the imagination and ability that in the past have gone
principally into business, we shall get something more important—
public understanding of and support of public administration.
Again, our lack of precedent and experience has already proved
a stimulus as well as a handicap in devising new ways around ad-
ministrative problems.*® Finally, and most certainly, we can count
on the slow pressure of increasing federal hegemony and increas-
ing state reliance on the federal Treasury. Depending on one’s
philosophy this double development may appear desirable or
ominous of a slow national decay. We can at least assure our-
selves that both Germany and Great Britain have preceded us
in the same development and that, whether it proves ultimately
desirable or otherwise, a similar development for this country
appears inevitable.

*L.g., the proposal to establish two-way teletype connection between the
regional and Washington offices of the Social Security Board for quick trans-

mission of wage and other data, which would permit decentralized adjudica-
tion of old age insurance claims.
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BRIEF DESCRIPTION OF THE ORGANIZATION OF
GERMAN AND BRITISH SOCIAL INSURANCES

The three diagrams in this Appendix illustrate only the principal
supervisory and administrative relationships in the social insurance
systems of Germany and Great Britain. To have included all the lines
of authority and cooperation would have resulted in a hopelessly con-
fused picture. As a supplement to the diagrams the following outline
briefly summarizes the chief characteristics of the two systems which
have particular bearing on coordination and centralization. Since co-
ordination is a horizontal relationship, it is normally found in the
relations between supervisory bodies, between administrative or -
surance institutions and cooperating agencies, and between insurance
schemes (external organization). Centralization, essentially a vertical
relationship, appears within an insurance scheme or institution (in-
ternal organization).

GERMANY

The main organizational characteristic of German social insurance is
the strict separation of administrative and supervisory functions. Ad-
ministrative functions are exercised by insurance institutions which
are public corporations and autonomous, and supervisory functions
are exercised by insurance offices which are essentially government
agencies organized in a strictly defined hierarchy descending {rom the
national via the provincial to the local level (Federal Insurance Office,
under the supervision of the Federal Ministry of Labor; Superior In-
surance Offices ; and local Insurance Offices). Supervision in Germany
always includes the functiorn of providing appellate facilities and of
formulating and applying administrative regulations.

I. Old Age-Invalidity Insurance
Covers approximately 18.7 million wage earners employed in in-
dustry, commerce and agriculture. Salaried employees are covered
in a separate insurance system covering approximately 4 million
persons. Provides uniform invalidity and old age benefits and
widows’ and orphans’ pensions; additional benefits in kind are
optional and vary among insurance institutions. Financed by em-
ployer and worker contributions, and (for the wage earners’
funds only) by a government subsidy. Germany has no separate
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categorical old age relief or assistance scheme ; the aged who need
relief are treated as part of the residual relief group.

A, Administrative organization

32 insurance institutions: 28 general funds for wage earners
organized territorielly according to governmental subdivi-
sions, and a separate nefion-wide fund each for miners, rail-
road workers, marine workers and salaried employees. Each
general wage earners’ fund is relatively autonomous in its own
administration, with only a slight degree of central supervi-
sion, and highly centralized within its own organization at the
state { provincial) level. Each fund has a few local representa-
tives of its own, but mainly its local functions are exercised
by other cooperating social insurance bodies and by certain
government agencies at the local level. Financiaily, however
{through the operation of the so-called Schliissel), these
funds are practically a unit.

The old age institution for salaried emplovees (and with minor
modifications, the institutions for miners, railroad and marine
workers) is organized as a single nation-wide fund, highly
centralized both in function and control, with practically no
organization at the state or local level.

B. Supervisory organization
General supervision by Federal Ministry of Labor. Despite
the federal subsidy, central supervision is relatively slight.
Occasionally the local Insurance Offices (supervisory bodies)
act as local agents of the old age insurance institutions (ad-
ministrative bodies).

C. Relations to other social insurance institutions
Actuarial-technical coordination among old age insurance
bodies for wage earners, salaried employees, miners, marine
and railroad workers is fairly close and is increasing.

Until 1934, no important organizational or actuarial-technical
coordination between health and wage earners’ old age insur-
ance. The new program contemplates partial unification of the
two systems: health insurance institutions have been made
local agencies of the state (provincial) old age insurance
hodies, are represented on their advisory committees, and oc-
casionally issue and exchange old age insurance stamp books.
To the old age insurance institutions have been tranzferred
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I1.

1II.

health insurance reserves and the so-called community duties
and the nomination of the leaders of health insurance bodies.
In the fufure old age msurance bodies will audit and inspect
health insurance funds,

D. Cooperating agencies
Local police issue and exchange stamp books, hand out benefit
application forms. Local branches of the Federal Post Office
sell contribution stamps, pay benefits,

Industrial Accident Insurance

Covers approximately 24.5 million wage earners and salaried em-
ployees in industry, commerce, agriculture, etc. for industrial
accidents and certain occupational diseases. Provides uniform
pensions, medical care and rehabilitation. Financed entirely by
employer contributions.

A, Administrative organization
291 insurance bodies organized nationally: 63 for industrial
workers, 37 for agricultural workers, 191 for public em-
ployees. Have the highest degree of autonomy of all German
social insurances ; are highly centralized internally.

B. Supervisory erganization
General supervision by Federal Ministry of Labor.

C. Relations to other social insurance institutions
Close organizational and actuarial-technical coordination be-
tween industrial accident and health insurance institutions,
increased since 1936,

Unemployment Insurance

Covers approximately 14 million employees, including all wage
earners covered by health insurance, and all salaried employces
except those in higher wage classes ; but excluding farm workers
and female domestic servants. Provides uniform ordinary and
emergency cash benefits plus family allowances. Financed by em-
ployer and worker contributions.

A, Adwministraiive orgenization
Single nation-wide fund (Federal Institution for Employment
Service and Unemployment Insurance) ; originally highly de-
centralized in function (not in control), but increasingly less
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so. The Institution has a complete regional (provincial) and
local organization of its own,

B. Supervisory organization
General supervision by Federal Ministry of Labor, but less
than for old age and health insurance. Actually, the federal
Treasury exercises more control : through loans to the Insti-
tution during the depression and the diversion of Institution
funds since 1933 to help finance the political and economic
program of the government,

C. Relations to other social insurance institutions
Health insurance bodies collect unemployment insurance con-
tributions jointly with their own ; examine employers’ records
for compliance.

D. Cooperating agencies
Local government welfare authorities apply the means test for
unemployment insurance benefits (after the 6th week), Local
offices of the Federal Institution certify that unemployment
relief clients of local welfare authorities are employable.

Health Insurance

Covers approximately 20.9 million wage earners, and all salaried
employees except those in higher wage classes. Provides uniform
minimum henefits in cash and medical care, and additional bene-
fits depending on the financial ability of the individual health
insurance body. Both the insured member and his family are cov-
ered. Financed by employer and worker contributions,

A. Administrative organization
4,725 health insurance bodies : organized territorially (general
urban and rural community, and miners’ funds) ; or nation-
ally (union, establishment and substitute funds). Originally
highly autonomous, considerably less so since 1933, they still
retain control over their contribution and benefit rates, invest-
ment of funds, etc.

Normally both territorial and nation-wide funds have their
own local offices. Gradually the health funds are being amal-
gamated with the state (provincial) old age insurance institu-
tions for wage earners, Associations of health insurance funds
continue to audit fund accounts, but this function will be
taken over by the state old age insurance institutions.
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B.

C.

Supervisory organization

General supervision by Federal Ministry of Labor, formerly
shight, now increasing.

Relations to other social inswrance institutions

See section C under old age insurance, industrial a_ccid.ent in-
surance, and unemployment insurance, for coordinative ar-
rangements with these insurances.

GREAT BRITAIN

The main organizational characteristic of British soFi'fxl ins'uranCe
(except health insurance) is the vesting of both admmls.tratwe and
supervisory functions in the central government. It contributes con-
siderable sums to all insurances, except health insurance. To offset
this high degree of centralization, Great Britain has established semi-
independent appellate and financial-actuarial authorities.

1. Old Age Insurance
Covers approximately 19.2 million employees, i.e, practically all
employees 16 years and over. Provides uniform old age benefits
to insured persons over 65, and widows’ and orphans’ pensions
to eligible dependents of insured persons. All benefits in cash,
Financed by employer and worker contributions and a govern-
ment subsidy,

A

Administrative organization

Single nation-wide fund, operated by the Ministry of Health
( Pensions Branch, Alterations Branch), highly centralized in
function and control. The Ministry of Health is bath the ad-
ministrative and chief supervisory {including appellate and
regulatory) authority but appoints semi-independent refereeg
at the local level, selected in accordance with regulations made
by the National Health Insurance Joint Committee.

. Supervisory organization

Ministry of Health is the chief supervisory authority, through
its own divisional officers and local Qutdoor Staff. The Comp-
troller and Auditor General audit the Pensions Account and
the Government Actuary makes decennial reports on the
financial status of the scheme, both at the national leve|,

Relations to other social insurance institutions _
Health insurance bodies (Approved Societies) collect glq age
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insurance contributions together with their own. (See Health
Insurance under IV below.)

D. Cooperating agencies
Local branches of the Post Office sell contribution stamps,
hand out benefit application forms and pay benefits. The
Treasury is custodian of the contributory old age Pensions
Account and invests the funds.

The non-contributory old age pensions scheme is adminis-
tered and supervised by the Treasury. Although there is no
coordination between the Treasury and the Health Ministry
in the edministration of the two old age schemes, there is
close financial-actuarial coordination, The Treasury provides
out of its own funds non-contributory pensions for persons
over 70 who are in need, and also takes over the financing of
contributory pensions for persons who are over 70. The Min-
istry of Health is the highest appellate authority for both old
age schemes.

Industrial Accident Insurance (Workmen’s Compensation)
Widest coverage (all wage earners, and all salaried employees
except those in higher income brackets) of all British social in-
surances, although there are no official figures, Provides uniform
cash benefits for industrial accidents and certain occupational dis-
eases, but no medical benefits except in case of death. Financed
entirely by employers. Insurance compulsory only in the coal
mining industry.

A. Administrative organization

Insurance, if elected by the employer, is fumished by private
insurance companies,

B. Supervisory organization
While private insurance companies are subject to the usual
governmental controls, the government has no special rights
as in other social insurances. The Home Office has general
supervision over those employers whose workers are covered,
but not over the private insurance companies which carry
the risk.

Unemployment Insurance

Covers approximately 14 million employees: i.e., practically all
salary and wage earners (including farm workers) between 16
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and 65 years of age except salaried employees in the higher in-
come brackets. Provides uniform cash benefits plus family al-
lowances (special uniform rates for farm workers). Financed
by employer and worker contributions and a government sub-
sidy (equal thirds),

A, Administrative organization

Single nation-wide fund (with separate “general” and “agri-
cultural” accounts) operated by the Ministry of Labour, highly
centralized in function and control, with complete divisional
and local organization of its own. Ministry of Labour both
administers and supervises, but sets up semi-independent ap-
pellate authorities (Courts of Referees). The highest ap-
pelate authority, the Umpire, is completely independent of
the Ministry of Labour,

B. Supervisory organization

Ministry of Labour is the chief supervisory authority through
its divisional officers, Unemployment Insurance Statutory
Committee is a semi-independent agency (partly advisory,
partly legislative} at the national level: its function is primar-
ily financial supervision of the unemployment insurance fund
and improvement of actuarial-technical coordination of un-
employment insurance and relief,

C. Relations te other social insurance institutions
Ministry of Health (with general supervision over health in-
surance, see below) inspects employers’ records for compli-
ance simultaneously with examination for health and old age
insurance ; Ministry of Health physicians certify employability
of unemployment insurance claimants.

D. Cooperating agencies

Local branches of the Post Office sell contribution stamps,
occasionally pay benefits.

Unemployment Assistance Board (not an insurance but a re-
lief agency) provides relief payments for able-bodied be-
tween 16 and 65 who either have exhausted or were never
eligible for unemployment insurance benefits. Financed al-
most entirely by the central government, UAB is a single na-
tional authority, highly centralized in function and control,
with its own divisional and local organization for investigat-
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ing need and administering benefits in kind. Close organiza-
tional and actuarial-technical coordination with the Ministry
of Labour which provides registration facilities, pays UAB
cash benefits, trains and retrains UAB clients, post-audits
UAB expenditures, and is responsible for UAB appropria-
tions in Parliament.

IV. Health Insurance

Covers approximately 188 million employees, practically the
same group covered by old age insurance. Provides uniform mini-
mum benefits in cash for sickness and maternity, and (at lower
rates) for invalidity both of the insured person and his wife.
Modest minimum medical care benefits are provided for insured
persons. 1f the Ministry of Health approves, additional benefits
may be paid by health [unds with surplus reserves. Financed by
employer and worker contributions and a small government sub-
sidy.

A. Administrative organization

Over 6,000 Approved Societies, organized nationally or
lacally, They vary considerably in size from huge commercial
insturance companies with special non-profit departments for
compulsotry health insurance to small mutual aid clubs, and are
in general competitive, Compared with other British social
msurances, the Societies are decentralized (in control), op-
erate as self-governing funds.

B. Supervisory organization
General supervision by Ministry of Health, increasing in ex-
tent and intensiveness, The National Health Insurance Joint
Commiltee serves as the supreme coordinating agency for
health insurance in the United Kingdom.

C. Relations to other social tnsurance bodies

See section C under old age insurance and unemployment in-
surance for coordinative arrangements with these insurances,

D. Cooperating agencies

Local branches of the Post Office sell contribution stamps,
hand gut benefit application forms,
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Note: The laws and orders, including
the German Federal Insurance Code,
cited in this book will be found un-
der "Laws and orders, G" (Ger-
many) or “Laws, GB” (Grca.t Brit-
ain). US refers to the United States.

ministration allowance, 93, 190-1,
192; cost of central health admin-
istration transferred to (1931),
137; differences in benefits and se-
curity, 139-40; disahility benefits,
207, 289-90; health insurance “free
period” costs barne by, 43, 138, 139,
201n; health insurance organization
influenced by, 165; health insur-

AriE-Bopiep UNEMPLOYED: relative
nature of 35n, 250, 268n; Germany

categories of, 36, 238, 240-2: con-
cept of employability, 250-1, 252;:
means test applied by local em-
ployment and welfare officers, 35,
238; means test applied by welfare
ofhicers, 67n, 116-7, 198, 244, 249;
unemployment relief, 40, 238, 239-
41, 242. See also Certified unem-
ployment relief clients. Great Brit-
ain separate category under UAB,
100, 101, 103, 107, 143, 256, 259;
treatment of, prior to UAB,
94-100.

Abrechnung in der Invelidenversich-
erung fur 1935, 113a.

Adam, Robert, 237n 242n, 245, 249,
Advisory committee: cause of {fail-
ure in US, 285-6; development of,
a step toward self-government,
285-6; Germany functions in health
insurance 228-9: future of, 233
importance of reintroduction of,
228-9, 233; leader principle modi-
fied by reintroduction of, 8n, 88;
old age-invalidity insurance for
wage earners, health funds repre-
sented on, 83; Great Britain unem-
ployment insurance, appointment in,
164n, 178. See also under spec1ﬁc
insurances
Agricultural See
workers

Amtliche Nachrichten fiir Reichsver-
sicherung, 1934, No. 7, Finfzig
Jahre Rewch mers-.cherungsamt 1884
bis 1934, 65n; 1935 No. 12, Die
Deutsche Sozwiwrswherung (See
German Social Insurance, 1935).
Appellate bodies: Germany, 1734,
198; Great Britain, 101n, 152, 175,
176-8, 197 ; United Statu, 201-2. See
afso under specific insurances
Approved Societies: administration a
function of public administration,
234 central control of, through ad-

workers, Farm

3t9

ance, position in, 91-4; hinder inter-
society and inter-insurance coor-
dination, 44, 286 ; Ministry of Health
inflzence over, 189; objection to
increased mmemployment insurance
benefits, 171; old age insurance, re-
lations with, 148, 149, 185, 197; re-
duction in number of, 93-4; self-
government, 10; wnification of
health and industrial accident in-
surance opposed because of, 215
See also Health insurance, GB

Armstrong, Barbara N, Insuring
the Essentials, 76n.

AWE, See Certlﬁed unemployment
relief clients

BENEFITS: coordination between un-
employment insurance and relief,
268, 270; coordination of insur-
ance scales difficult, 43, 295-9; diffi-
culties of relating to risk and wages,
21, 212; reduction of, increases
local welfare load, 44; rights to,
of unemployed, 39, 43, 138, 139,
201n, 240; relief supplements to,
G and GB compared, 39-40, 197,
See also Contributions and bene-~
fits: under specific insurances

Beveridge, Sir William, 182, 270,

Bismarck, Otte von: centralization,
origin of, 51; influence on insurance
organization, 26, 76, 77, 164, 171,
218,

Blachly, F. F, and Qatman, M. E,
Government and Administration of
Germany, 7o, 13n, 78n, 218n.

Blanesburgh Committee, GB, 99: Re-
port (1927), 96, 97.

Blind pensions, GB, non-contributory
pension acts include, 154,

Block-grants: Great Britain Ministry
of Health administers, 62n; basis
of to local governments, §0-1, 269;
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g{]tsnited States possibilities of, 299n,
British government, trend to cen-
tralization, 54-63. Se¢ alsro Central-
1zation, GB; Laocal governments, GB
British Medical Association, attitude
toward health insurance, 41, 91,
Brucker, Ludwig, Die Deutsche So-
sialversicherung am Scheidewege,
205n.
Buell, R. L, Chase, E, P., Valeur, R,
Dl?macratic Governments in Europe,
n.

CarroLL, Mollie Ray, [inemployment
Insurance in Germany, 65n, 66n,
2370, 240n.

Central fund (health insurance), GB:
basic reasons for, 11, 51, 158; co-
ordination, 90, 207; government’s
and Approved Societies’ contribu-
tions to, 137, 140. See alse Reinsur-
ance fund

Centralization: administrative, de-
fined, 9; coordination and, 11, 49-
30, 72, 111, 157-9; definition and
use of term, 8-9; internal sup-
ervisory, defined, 9; self-govern-
ment and 10; supervisory, defined,
9; trend in health insurance, G and
GB compared, 234-6; trend stronger
than coordination, 159; types of,
9; ways of achicving, 157-8; Ger-
many administrative, 1R8-9; coexist-
istence with self-government, 78n,
219, 220n; coordination and, 83n,
117n; extent of, 188-90), 192-4;
German government, 51-4, before
1933, 64-72, since 1933, 26, 73-5;
old age and health insurance merger
of, 24, 230; opposition to, by Na-
tional Socialist politicians, 277n;
political influences on, 166-7; social-
economic influences on, 162-4: sup-
ervisory, 188n, 189-90, 199.200; trend
compared with GB, 200; trend in
health insurance, 76-88, 166, 192-4;
trend in unemployment insurance-
relief, 252: Great Britain adminis-
trative, 188-9; block-grants encour-
age, 01; British government, 54-
63; extent of, 188-92: financial in-
fluences on, 104-5, 107 political in-
fluences on, 166 ; social-econotic m-
fluences on, 163: supervisory, 189-
90; trend compared with G, 200;
trend in health insurance, 90-4;
trend in unemployment insurance-
relief, 94-109; Unemployment As-

sistance, 49, 101-9, 142, 263; Un-
employment Insurance Statutory
Committee and, 179; United States
attitude toward, 304-3; limitations
on, 299-300; trend toward, 276.

Certified unemployment relief clients,
G, 40-1; administrative and finan-
cial responsibility for (1932 and
1937), 5, 238; formula (Schliissel)
for government subsidies, 238, 240n;
non-certified clients (NAWE),
241n; uniform treatment with in-
surance and relief beneficiaries,
117. See also Able-bodied unem-
ployed

Chamberlin vs. Andrews and Bennett,
decision relating to New York un-
employment insurance law, 2066n,

Charity Organization Society (Lon-
don) The Prevention and Relief
of Disiress, 197n.

Civil service. See Dersonnel

Clark amendent, 287n.

Clarke, John J., Soctal Admintstra-
tion Including the Poor Laws, 55n,
S6n, 94n, 145n.

Cohen, Joseph L., 2050, fnsurance by
Industry Examined, 34n; Social In-
surance Unifled and Other Essays,
13n, 45n, 145n, 162n.

Cohen, Percy, 97, The British Svys-
tem of Social Imsurance, 94n, 136n,
145n, 162n, 176, 1970, 217n.

Cole, G. D. H,, 294, The Future of
Social Gowvernment, Bn, 50n, 58n,
166n, 217n.

Committee on National Expenditure,
GB. Sre May Commitiee on Na-
tional Expenditure

Community health funds, G, member-
ship of, 78, 79

Contributions, cash vs. stamps, 213

Contributions and benefits: differ-
ences in, important for coordina-
tion, 185, 200-1, 211; relation to
wages, 184-5 270n, 296, See also
under specific insttrances

Coordination : actuarial-technical, defi-
nition of, 4; actuarial-technical,
prablems of, 33, 35, 38-42; centrali-
zation and, 11-12, 49-30, 111, 157-
9: definition of, 3-6, 8 83n, 107n,
117n, 207; fnancial factors, 157;
forces operating toward, 111-2;
forces opposing, 208-15; importance
and problems of, 8, 14, 32-4, 43-7,
157, 293-306; influence of personnel,
16; insurance henefit differences,
40, 295-9; integration and, 8; num-
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ber of insurance hodies and, 289-
90; pre-cxisting or private insur-
ance institutions and, 286-8; sim-
plification and, 7; social-economic
aspects of, 3n; unemployment in-
surance and relief, 44, 175, 237-70;
unification and, 7, 203, 205, 206-7;
Germany comparison with GB, 199-
201; corporative principle, 77, 78,
123-4; Federal Insurance Code, 122,
124-8, 129; financial causes, 113-22;
heaith insurance, 34, 114-5; indus-
trial accident and health insurance,
129-35; industrial accident reinsur-
ance fund, 122; non-financial fac-
tors, 122-8, 129-35: obstacles to, 37,
85, 131, 183, 185, 189, 200-1; old age-
invalidity nsurance, 70-2, 117-22:
Reorganization Law (1934), 123:
supervisory, 188n, 189-9, 199-200;
trend since 1933, 26, 73-3; unem-
ployment insurance-relief, 115-7;
167, 175, 243-5; Great Britain com-
parison with G, 196-201; financial
causes, 136-7; gaps in, 199; govern-
ment subsidies, influence of, 152;
ohstacles to, 33, 34, 37, 91, 136, 172,
1850 ; old age and health insurance,
138-9; old ape and unemployment
insurance, 137; old age insurance
and relief, 149-56; social insurance
costs, 44, 136-7; Standsti]l Act and,
18n; unemployment insurance and
relief, 17n, 140-4, 269: Unemploy-
ment Insurance Statutory Commit-
tee, 140-2, 179n, 181; United States,
209-306; health and old age insur-
ance, 290n; insurance-relief benefit
differences and, 295, 296-8: old age
insurance and relief, 279-80, 298-¢:
unemployment insurance and em-
ployment service, 273-6; unemplov-
ment insurance and relief, 279-80,
281-2.

Corporative associations, G, 77, 78.

Court of Refereces, GB, appomtment
and functions, 164n, 178

Coverage. See under specific insur-
ances

Customs and Excise Department. See
Treasury, GB

Davison, Ronald C., The New Unem-
ployment Act Popularly Explained,
101n, 106n.

Death benefits, US, old age insurance,
278.

Decentralization. See Centralization

Department of Interior, US, 301.

Department of Labor, US, relations
with Social Security Board, 275,
301, 303.

Dependents’ benefits: G and GB, 185;
insurance principle and, 245-6, 268;
unification and, 214. See also under
specific insurances

Deutsches Institut fiir Konjunktur-
forschung, supplement to Weekly
Report, 54n.

EMEeRGENCY TUNEMPLOYMENT RELIEF,
G: coordination, 116; finances, 67;
needs test, 116; origin of, 66. See
also Unemployment relief, G; un-
employment insurance, G

Employers and workers: administra-
tive participation, 218-9, 222-3;
Germany health insurance appeals
committees, 88 ; industrial accident
and health insurance, 131n: unem-
ployment insurance, 66, 68; Great
Britain cxpenditures by, in unem-
ployment insurance and relief, 256;
health insurance, 219, 234 ; industrial
acrcident, 169-70; old age insurance,
152; unemplovment insurance, 313

Employment service, Germany Amer-
ican parallel, 275-6: personnel
changes (1933), 22-3, 29; self-gov-
ernment, loss of, 68, 218; supervi-
sion, £5-7 ; unemployment insurance-
velief coniroversy, 273-5; Great
Britain, 94-5; administrative and
judicial functions, 177-8; repistra-
ticn of TARB clients, 102; United
States coordination with unemploy-
ment insurance, 275-6, 282, 302. See
also Unemplovment insurance

Encyclopaedia Britannica, 90n, 1453n.

Esser, Peter, 69n, 76n, 86n, 113n, 119n,
162n, 205n,

Establishment funds, G, membership
of, 79,

Favk, 1. S, Security Against Sick-
ness, 277n.

Farm workers: unemployment insur-
ance, G, 42, 171: unemployment in-
surance, GB, 42, 142, 181n, 267n.

Federal and Prussian Ministry of
Labor, Memerandum to the author:
Entwickinng der Wohifahrishife
i Deutschlund, 2370,

Federal TInstitution for Employment
Service and Unemployment Insur-
ance: centralization and self-gov-
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ernment in, 10 65 165; duty to
unemployed 23‘ executive

comsmittee, d\mes and powers, 67,
80; financial and administrative re-
sponsibility for unemployment in-
surance and relief, 67, 77, 78n, 101n,
116, 238, 239, 240n, 241-2; future
of, 233; independence of, 27, 175;
means test, relations with local
welfare offices, 198, 244, 249; politi-
cal influences on orgamzat:on 37,
167; politics in personnel of, 221n;
seasonal unemployment, 67; sep-
aration of powers, 26-7; subsidies
from federal government, 26n:
subsidies to old age~invalidity insur-
ance (wage earners), 119n; techni-
cal influences on organization, 168;
unemployment insurance, attitude
toward, 245-9; unemployment insur-
ance-relief 1ssue attitude toward,
273-5: Reports of 29n, 40n, 68n,
237n, 238n.

Federal Insurance Office, G, appellate
facilities of, used jointly, 198; cen-~
tralization and coordination in, 5,
11, 24, 74, 199-200; executive and
judicial powers, 169n; functions,
174; old age- mval:d:ty insyrance,
71, 121.

Federal Ministry of Labor, G: uni-
fication of supervisory authority
in, 24, 199-200; control by, compared
with Ministry of Health, GB, 189,
190, 191 ; coordination of insurances
under, 5, 37, 121; employment offi-
ces, supervision by, 65: functions,
compared with Unemployment In-.
surance Statutory Committee, GB,
182n; health commissioners ap-
pointed by, 73, 82, 193; health in-
surance, influence on, 14, 15, 37, 69,
78, 80, 84-5, 228 ; industrial accident
insurance, 122: industrial accident
and health insurance, 129; local In-
surance Offices, 74; old age-inva-
lidity insurance, supervision by, 70,
121: social insurance studied by
(1933), 23; Syrup plan, 173; unem-
plmment insurance-relief, 66 240,
243.5; Memorandum to the author,
82n, 113n, 1200, 122n.

Fiehler, Oberbiirgermeister of Mu-
nich, 246, 251,

Frase, Robert, The Administration of
Unemployment Insurance and Pub-
fic Employment Service tn Ger-
many, 73n, 186n, 193n.

Freund, Richard, 10n, 32n, 34n.

Friendly Societies, GB: health insur-
ance, %; membership of, 90; old
age pensions, 145; Repor? of the
Chief Registrar (1934), 90n.

GEMEINLAST, See Reinsurance fund

(German Association of Local Govern-
ments, 245, 249.52,

German government ; centralization in,
514, 62; public debt and tax in-
come, 54n; relations to insurance
bodies, 173-5.

German Social Insurance, 1935,
69n, 78n, 79n, 113n, 185n, 191n, 192n,
196n 217

Gilson, Mary B., Unemployment In-
surance in Great Britam, 94n.

Goerdeler, Oberbiirgermeister of
Ixilpztg, 65n, 237n, 242n, 245, 246n,

Goerdeler Plan, 249-50; British sys-
tem compared with, .

Gorling, 113n, 205n.

Government Actuary, GB: benefit
rights of unemployed in old age
insurance, 39; estimates, Pensions
Fund, 153, 156n; reports to Treas-
ury on old age insurance, 178-9:
valuations by, =as fiscal-actuarial
control in health insurance, 191n;
Report on the Fourth Valuation of
the Asseis and Liabilities of Ap-
proved Societies, 1937, 289n, 29%0n;
Report on the W:do*ws’ Orphcmr’
and Old Age Pensions Acts, 1923.
32, 39n, 145n, 150n, 133n, 156n, 1790,

Government Training Centres, GB,
143,

Grants-in-aid, GB: central govern-
ment, 39, 60, 61, 274-5; Unemploy-
ment Assistance and, 25/-8; Un-
employment Insurance Commission
(1932}, attitude toward, 103, 107n;
United States federal-state relations
in old age security, 299; reorganiza-
tion of unemployment insurance on
basis of, 305n ; standards maintained
by, 305.

Grinewald, 74n, 76n, 217n.

HeaLtE INsurawce: benefit philoso-
phies and unification, 211-3; differ-
ences in size and number of bodies,
and unification, 213; seli-govern-
ment in, 217-36, 285 ; self-insurance,
288: Germany administration by
employers and warkers, 218-9, 223,
232; administrative costs, 224 ad-
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visory commitiee and seif-govern-
ment in, 285; arrangements with
industrial accident insurance, impli-
cations for US, 135; audit, 191,
192; benefit rights of unemployed,
39, 201; benefits higher than in un-
employment insurance, 38; central
control of, 24, 34, 49, 76-88, 189,
192-4; centralization and self-gov-
ernment, 10, 220, 222-3; centraliza-
tion before 1933, 64, 68-70; cen-
tralization since 1933, 24, 34, 73, 75;
changes in (1933), 22, 227-9: cov-
erage, 65, 79, 196n; civil servants
in, 27, 81, 84, 87, 193, 22In, 222;
community duties, 83 commumty
funds, 78; comparison with British,
196n, 197n 233-6; contributions and
beneﬁts 69 81, 13111 184, 185; co-
ordmatlon "Anancial reasons, 114- Sy
coordmatlon multiple funds obsta-
cle to, 33, 69 2856: coordination
with industrial accident insurance,
122, 124, 129-35, 199: coordination
with old age- mvahdrty insurance, 75,
114-5, 123, 209, caordination with
unemployment relief and i insurance,
43, 66, 198, 207; decentralization, 9;
declme in number of funds, 78- 80
duplicate organizations, 36, emer-
gency orders “reforming,” 68.9;
executive committee, 80, 83; ex-
travagant management in, 222;
Federal Insurance Code, 78, 126:
federal government, relations w1t11
15, 26n, 69, 74n, 75n, 8n; Gemem-
last 38, 82n, 115; history and prin-
c1p]es 76- 82 277 medical profes-
siot, attitude toward 277: old
age- mvahdlty insurance, merger
with, 73, 75, 83, 124, 215, 230, 233;
national cooperat:v aqsnmatlon
123; organization, 69, 80-1, 129-35,
ISS. 189 1924, 224: organization,
political influences on, 166, 221-2;
organization, social-economtc influ-
ences on, 164, 165; personnel, 27,
87, 221, 222; reorganization pro-
posed 200; reserves, 23n, 69, 114-5,
123; risk, nature of, 87, 168, 208-9,
213, 224, 230-1: self-government,
10, 80-2, 84, 87-8, 164, 165, 200, 218,
219-33, 285; self-government, criti-
cisms of, 220-3; self-government,
defense of, 223-5, 229-33; self-
government, loss of, 73, 74, 82,
225-6: social insurance started with,
293; statistical controls not stand-

ardized, 193-4; subsidies, 26n, 230n;
Great Britain admuinistration by
wotkers only, 219, 234 administra-
tive costs, 93, 137; Approved Soci-
cties, 33, 38, 44, 93; henecfit rights of
unemployed, 39, 43-4, 137.9, 201n;
benefits, variations among {unds, 38,
139-40; central control of, 11, 89,
90-4, 189, 190-2; comparison with
German, 196n, 197n, 233-6; contin-
gency and central (reinsurance)
funds, %0; contributions and bene-
fits, 38, 91, 185, 215; coordination
in, 33, 37, 38, 44, 260; coordination
with old age insurance, 138-9, 148,
197, 207-9; coverage, 41 l%n de-
centml:zatlon 9-10, 91; dependents
benefits, 38; dup]icatc organizations,
36; history, 89-91, 277, 293 hospital
and surgical benefits excluded, 41-2;
long-term non-industrial disability
risk covered by, 289: medical and
maternity benefits, 39, 46 medical
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influences on, 168; organization,
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169, 207 ; unification with industrial
accident insurance opposed, Z15;
United States admission of private
companies, conditions of, Z287-8;
coordination with old age insurance
suggested, 290n; movement for,
276n; omission from social insur-
ance system, 276-7, 293-5; terri-
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Compulsory Pension Insurance, 83n;

Compulsory Sickness Insurance, 761,
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isters des Innern iber die Priifung
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order), 241n: Zweite Verordnung
des Retchsprisidenten zur Sicherung
von Wirtschaft und Finanzen (sec-
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penditures for direct relief, 98n;
for unemployment relief, 1934-36,
256, functions decentralized, con-
trol centralized, 57; income, 59,
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employees) G: centralization, 70n,
214 organization, political influ-
ences on, 166; Reorganization Law



InDEX

329

(1934}, 121; resernblance to British
scheme, 11; subsidies, 163n.

Old age-invalidity insurance (wage
earners) G: benefits supplemcnted
by local welfare, 40; centralization
of financial responsibility, 11: civil
service, 27; orgamization, political
influences on, 72, 166, 192; Reor-
ganization Law  {1934), 121;
Schliissel, 7, 71, 117-20, 214; sub-
sidies, 26m, 119, 1201, 163n. See also
Marine workers’ insurance, G, mi-
ners’ insurance, G, railroad workers’
insurance, &

0Old age pensions, non-contributory,
GB: administration centralized, 14,
151, 152; blind pensions, 154; co-
ordination with old age insurance,
70, 145n, 148, 149-56: coordination
with unemployment msurance, 43;
financing, 150-1, 152-6; |history,
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