
THE SOCIAL SECURITY ACT

BY B. M. SELEKMAN

THE Social Security Act of 1935
marks the most comprehensive
program of social insurance and

welfare aid ever enacted at one stroke
by any democratic nation. In Germany,
where the movement first began, it
required roundly fifty years, and in
Great Britain well over twenty-five, to
develop piecemeal and with frequent
amendments as experience accumu-
lated, their measures for social security.
The United States accepted the prin-
ciple of social insurance in workmen's
compensation against accidents about
three decades ago. But with that the
movement stopped. True, before the
depression 44 states had provided aids
of one kind or another for mothers with
dependent children, while 10 had
passed old age pension laws. Many
of these laws, however, were not man-
datory, and all of them still remained
within the old system of poor relief.
It was only during the depression that
we embarked on new social policies,
embarked swiftly and comprehensively.
Federal responsibility for unemploy-
ment relief came in 193 2-193 3; the
Social Security Act—projecting two
forms of social insurance and five
forms of welfare aid—in 1935.

It is small wonder, with so little
experience of our own to go by and
with the inevitable haste and pressure
under which it was enacted, that
serious defects should have been writ-
ten into the security law as it now
stands. Yet a dispassionate review of
the events leading to the passage of the
law raises legitimate questions whether
a sounder measure could not have been

drafted and enacted. However that
may be, the important thing now is to
realize the exact nature of the defects
of the law. This calls not for complete
condemnation but rather for seeking
ways by which the law can be improved.

The Case for the Social Security Act

The principle in public policy which
the Act establishes is, in my opinion, a
sound one—the principle that the total
community must within its resources
make provision in an orderly and digni-
fied way to cushion for workers the
impact of industrial hazards not only
beyond their control, but also, with the
present state of knowledge, frequently
beyond the control of individual man-
agement. Yet there are signs to show
that business generally has not ac-
cepted the validity of this principle for
contemporary American society. This
is unfortunate, for nothing would
appear more essential in the years
ahead than for business men to under-
stand the interrelations between every
individual enterprise and the whole
social process of modern life.

Looked at from this angle, "social
security" emerges as a compensatory
mechanism by which the community
seeks to maintain some equilibrium
as a going concern when work rou-
tines are temporarily disrupted. Social
anthropologists have made clear the
significant role that such routines
play in integrating primitive societies.
Though it is always more difficult to
view any aspect of our own communal
life as one interacting function in a
particular cultural whole, we can see
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that for most modern men when the
job ends or the business fails, income
stop8; when income stops, the going
life routines are disrupted; when going
life routines are disrupted, unless sub-
stitute routines exist, cultural dis-
integration begins. Under conditions
imposed by modern technology, more-
over, work routines are subjected to
forces compelling both continuously
accelerating changes and an extreme
interdependence of each man to all
men. The resulting large-scale organi-
zation of life and work further separates
most individuals from all sources of
livelihood save the highly specialized,
subdivided, short-time job. When that
job fails a man for any reason, he may
lose hold on his normal place in the
community. The depression years have
underscored both the bitter personal
tragedy and the disintegrating social
potentialities of such mass insecurities.

Such measures as unemployment
insurance and old-age pensions, more-
over, may be of immediate value
to individual business establishments.
That worry and a feeling of insecurity
can affect seriously the morale of
wage earners is a matter of general
observation, and recent studies have
actually shown how output curves
fluctuate with the intangibles determin-
ing the state of mind and social organi-
zation of workers on the job.' It is
well to bear in mind, moreover, that
in reality the social insurance program
does not necessarily project new costs.
From time immemorial the community
has taken care of dependents through
mutual aid and neighborly as<!ist-
ance, poor laws and private charities.
Social insurance, provides for the prob-

•T. N. Whitehe»d, Ltadtrship in a Free Society.
Cambridge: Harvard University Pros, 1936, pp.

* B. N. Armstrong, Insuring the Esientiab. New

lem in a more orderly and dignified
way.

It might be argued that, granting
the need for a more orderly way of
budgeting for the needs of dependency,
it would be preferable for industry
voluntarily to establish unemploy-
ment and old-age benefit plans. The
evidence is clear, however, that com-
petitive conditions are such that rela-
tively few, and only those in a strong
financial position, will undertake such
costly programs on a voluntary basis.
Authoritative studies show that an
exceedingly small percentage of wage
earners were covered prior to the
enactment of the present law through
voluntary schemes. Thus by 1931 less
than 160,000 workers were covered
by unemployment benefit plans in
this country, or well under one per cent
of the population which would be
eligible for unemployment insurance.*

A final and fundamental factor in
determining attitudes toward social
legislation of this kind rises from what
might be called the pervasive psycho-
logical orientation of our times. Power-
ful currents of thought among the
masses of the people cannot be ignored
too long. Everywhere nations have
been establishing programs of security
for the rank and file of their people;
the size of the popular majority in
our own recent election reveals that
our people, too, are looking to their
government to establish such programs.
To understand this state of mind as it
rises in the wage earner totally de-
pendent on his job, we need only to
think back to that moment of panic
during the bank holiday when the
bottom seemed to drop out of a familiar

York: The \facmillan Company, 1932, p. 531.
Abraham Epstein, Insecurity: A Challenge to America.
New York: Smith and Haas, 1936, pp. 143-148,
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world and we all looked to government
for positive action. Whenever a worker
loses his job, the bottom similarly falls
out of his familiar world.

Major Provisions oj the Act

The law, as it now stands, inaugu-
rates Federal participation in providing
for six categories of aid. Those covering
the unemployed and the aged are, of
course, of central significance in the
Act. But the financial assistance ac-
corded for better care of children, the
blind, the physically handicapped, and
for improved public health also repre-
sent significant innovations in national
policy. In each of these last forms of
dependency, the method of Federal
assistance is the grant-in-aid to the
states—a method enjoying a long and
respected history in our country.

Old Age. The provisions against old
age and unemployment not only con-
stitute the heart of the Act as far-
reaching innovations in public policy,
but also oiTer most immediate concern
to individual business enterprise. For
from these utles rise the direct payroll
taxes and benefits covering the active
workers in industry. Through the old
age program, two forms of provision
are established: (i) assistance to be
granted under defined standards of
need to any aged citizen; and (2)
contributory individual annuities to
be 1-lie up by contributions from
workers and their employers. The
non-contributory allowances are estab-
lished on the same Federal-state basis
as the other welfare grants, with the
Federal government contributing one-
half of whatever monthly allowances
a state may establish up to a maximum
of $30.' To qualify for this Federal
grant-in-aid, a state plan must meet
• Public No. 27i--74th Congress, H.R. 726a—Title I.

certain minimum conditions on cover-
age, administration, and definitions
of eligibility. The assistance system
must be mandatory and state-wide;
it must obtain from the state treasury
at least part of the funds necessary
to match Federal grants (i.e., some
but not all may be contributed from
county, city, and town resources);
its administration must be entrusted
outright to or be supervised by a single
state-wide agency; machinery must
be set up to which those denied assist-
ance may appeal for reconsideration;
required reports must be made to the
Social Security Board; such methods of
administration must be established
(other than those relating to selection,
tenure of office, and compensation of
personnel) as are found by the Board
to be necessary for efficient operation;
an age limit of 65 must be established
by 1940; a residence requirement of
not more than five years in the nine
years preceding application must be
established, and also a definition of
citizenship that will not exclude any
citizen.

The second form of provision for
old age established by the Acf* con-
stitutes a national system of old age
annuities designed to be completely
self-supporting on an actuarial reserve
basis. Beginning in 1937 contributions
of 2% of all wages up to $3,000 per
year will be paid, half by the workers
and half by the employers. Every
three years until 1949 this tax will
rise by I % until it will have reached a
maximum of 6%. Benefits will not
be paid until 1942, and from then on
will be paid as a matter of right to all
workers over 65 years who give up their
jobs. Annuities will range from a
minimum of $\o to a maximum of $85
per month in proportion to taxable
'Titles II and Vlir.
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earnings and years of employment.
Some 26,000,000 wage earners will
be covered under this plan. Those
excluded are agricultural and casual
laborers, domestic servants, maritime
workers, employees of the government,
and of non-profit religious, educational,
and charitable organizations. Railroad
employees are covered by a special
law known as the Railroad Retirement
Act of 1935. All contributions are
paid into an Old Age Reserve Account,
and the Secretary of the Treasury
must invest amounts in excess of cur-
rent withdrawals in interest-bearing
obligations of the United States.

Unemployment. In sharp contrast
to these provisions for a national
system of old age insurance, the Social
Security Act not only returns to the
Federal-state plan for the program of
unemployment compensation but uses
a method entirely distinct from the
usual grant-in-aid. It is by the tax-
offset, a contrivance developed particu-
larly in connection with estate taxes,
that the Federal government seeks to
promote state insurance plans against
unemployment.* Thus the Act levies
against all employers of eight or more
a tax on pay rolls amounting to 1%
in 1936, 2% in 1937, and 3% in 1938
and thereafter. The proceeds of this
tax are held by the Federal Treasury,
but in states enacting a law that
meets the standards set in the Federal
Act, 90% of the employers' tax may be
credited toward the state insurance
plan. Basically the same occupations
are excluded from the unemployment
as from the old age insurance system.
In addition, the Federal Treasury
will meet the costs of administration
of plans established by the states.
To qualify for approval by the Social
• Titles m and IX.

Security Board prerequisite to receiv-
ing tax credits or administrative appro-
priations, a state plan must meet
certain standards. Primarily it must
provide such methods of administra-
tion, other than those relating to
personnel, as the Board will deem
reasonable guarantee of full payment
of the benefits due; it must pay
benefits only through public employ-
ment offices or other specially approved
agencies, and not begin benefits until
two years after contributions under
its plan begin; it must pay all con-
tributions into the Federal Unemploy-
ment Trust Fund and use monies
withdrawn from it solely to pay
unemployment compensation; it must
assure otherwise eligible individuals
against any denial of compensation
because they refuse to fill positions
vacant directly as a result of a labor
dispute, or offering wages and condi-
tions substantially below those pre-
vailing for similar work in the locality,
or requiring acceptance of membership
in a company union, or refraining
from membership in a hona fide trade
union, as a condition of employment.

Administrative Agencies. For pur-
poses of administration, the Act creates
a Social Security Board consisting of
three members, each to serve six years;
except that in the case of the present
board one member is appointed for
two years, one for four, and one for
six, in order to provide for continuity
of office. This board itself administers
the scheme for old age annuities,,
through regional and local offices which
are in process of being established. The
board also is entrusted with super-
visory functions in regard to old age
assistance, unemployment compensa-
tion, aid to dependent children, and
to the blind.
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In addition to the Security Board,

other units of government, both Fed-
eral and state, are charged with cer-
tain administrative functions. Thus the
Internal Revenue Office is responsible
for collecting the various payroll taxes.
The Post Office Department will pre-
sumably play a large part in adminis-
tration, just as at this writing it is
distributing the forms for old age
benefits. The Surgeon General is in
charge of the Federal grant for assist-
ance in public health. The Children's
Bureau of the Department of Labor
is to administer the provisions of the
law dealing with child welfare, particu-
larly those dealing with child hygiene,
with crippled children, and with mater-
nal health. The United States Employ-
ment Service, in the Department of
Labor, will have a very large part to
play in administering unemployment
compensation. With the exception of
old age annuities, the various provi-
sions of the Act will, however, be
directly administered by the individual
states. The Federal agencies will have
merely a supervisory function. Thus
while the grants for public health will
be in the hands of the health depart-
ments, old age assistance and child
welfare will be in charge of departments
of public welfare.

The Old Age Insurance Fund

In the program for old age, informed
opinion sees the gravest problem raised
by the financial foundation upon which
the annuities are grounded. For the law
projects an insurance system designed
to be self-supporting on an actuarial
reserve basis. Not only does this in-
volve the accumulation of a huge and
inherently dangerous reserve, but the
very savings it seeks for future genera-
tions prove on examination a mirage.
The rapidity with which the reserve

will pile up in the Treasury becomes
quickly evident when we realize that
for many years old age taxes will be
used primarily not to pay current
benefits, but to accumulate in the fund.
During the five-year initial period, until
1942, during which no benefits at all
will be paid, nearly j53,000,000,000 will
be turned into the reserve. In 1943
more than $1,000,000,000 will be col-
lected, but less than $100,000,000 will
be paid out in benefits. Contributions
will thus exceed benefit payments plus
expenses each year until about 1967,
reaching a peak excess in 1950 of no less
than $1,278,000,000. By 1980 the enor-
mous total reserve of nearly $47,000,-
000,000 will have been accumulated.

The social and political dangers of
such a huge reserve have been fre-
quently pointed out. Accumulated thus
out of contributions in the first years
of the system, it is to be utilized not
to pay future benefits, but as a perma-
nent investment in government securi-
ties, the interest on which alone will
meet part of such benefits. The pur-
poses for which those securities may
be authorized are those of the amended
Second Liberty Bond Act, which in-
clude "meeting expenditures authpr-
ized for the national security and
defense and other public purposes
authorized by law" and "meet-
ing public expenditures authorized by
law." This language, apparently broad
enough to justify almost any type
of authorized government spending,
might offer temptation for Congres-
sional liberality. The existence of
large reserves, moreover, would un-
doubtedly induce agitation for increas-
ing benefits or reducing contributions
sharply in terms of using the huge
accumulations. For most citizens are
baffled by actuarial complexities. But
beyond these dangers to the insurance
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scheme itself, many upsetting factors
might enter into the whole investment
market. Federal obligations have al-
ways constituted for banks and other
financial institutions a primary outlet
for securing liquidity. Since our present
national debt is about ^34,000,000,000,
even such an indebtedness could prob-
ably be transferred entirely from usual
investors to the Reserve Account es-
tablished for old age annuities, as it
approaches its maximum. The invest-
ment market would thus ultimately
face radically changed conditions.
Again, since interest to the Reserve
Account is set at 3 %, the government
could obtain funds at that rate regard-
less of the market for its securities.'

Despite these dangers, it is highly
questionable whether the reserve fund
will achieve the purpose for which it is
intended. By making annual contribu-
tions exceed payments for some 30
years. Congress obviously sought to
ease the burdens of future generations
for the care of their aged. The Reserve
Account is established solely to pro-
duce interest to supplement the con-
tributions out of which benefits will be
paid. In the early years this interest
will cover practically the entire costs;
as these latter increase, it will naturally
play a progressively smaller role, until
by 1980 and after it will pay about 40%

* Mr. M. Albert Linton, president of the Provident
Mutual Life Insurance Company of Philadelphia,
has contributed some of our most penetrating
analyses of the implications of the reserve provisions.
The financial potentialities summarized above are
set forth in hi3 paper presented to the Actuarial
Society of America, Toronto, October 3, 1935,
reprinted in pamphlet form: "Reserve Provisions of
the Federal Old Age Security Program," together
with extracts from another paper on the "Old
Age Assistance Plan" given before the American
Life Convention on October 10, 1935. A more popular
analysis is contained in his article published in the
Atlantic Monthly, April, 1936, under the title, "Old
Age Security for Everybody."
' Frederick Deyhurst and Margaret Grant Schneider

of the current benefits due. However,
when these facts are translated into
the realities of a nation-wide public
annuity system, the savings to the
coming generations seem illusory. For
by the terms of the Act it is the govern-
ment alone which can borrow the
money in the Reserve Account. It is
the government, therefore, which must
meet the annual interest charges. Such
charges can be met, of course, only by
including them in the annual budget
which must be covered by taxation.
Thus future generations, for whom the
Reserve Account is designed to lighten
the costs of caring for our growing
proportions of old people, will pay 60%
of the benefits due them out of payroll
taxes and 40% out of general taxation.
In other words, for a nation-wide com-
pulsory old-age insurance scheme, no
ultimate cost system seems possible
save "pay as you go." Each generation
must support its aged out of its current
annual income; and, in reality, whether
taxes go directly and in the first in-
stance toward providing annuities, or
indirectly there by first meeting inter-
est charges which in turn go into
annuities, the money all comes from
the same contemporary pockets."

Amendments, however, ought not to
be difficult once informed opinion
realizes the implications of the present

of the Committee on Social Security of the Social
Science Research Council have made an interesting
comment on this aspect of the Reserve Account.
"In connection with the inevitable necessity for each
generation to meet currently the cost of caring for its
aged, it is important to realize that the burden of
an increasing proportion of old people will be offset
by a decreasing proportion of children. The total
problem of dependency, therefore, including the
children and the aged will remain about the same.
Future generations, therefore, who will have fewer
children to support will be able to afford to allocate
currently a larger portion of their income for the
support of the aged." Objectives of the Security Act in
Proceedings of the National Conference of Social Work,
1936, p. 401.
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reserve provisions. The first increase
in the tax rate, it will be recalled, does
not occur until 1940, and the full in-
creases from 2% to 6% are spaced over
12 years. Thus to reduce the rate of
reserve accumulation we can postpone
increases in the tax rate, lower its
maximum, or spread its advance. If
we merely permit the present joint rate
of 2% to stand, current benefit pay-
ments plus operating expenses would
first exceed current receipts in 1951.

The Problem of Care for the Aged

The real question boils down, of
course, to the methods by which we
seek to meet the inevitable costs of
caring for our dependent aged. Reliable
estimates have established the dimen-
sions of the problem. From 1920 to
1930 the number of people over 65 years
of age increased by more than one-
third. There are now some 7H millions,
or 6% of the total population, in that
age group; and their proportion will
continue to increase for years to come.
Actuaries estimate that by 1970 about
10% or some 15,000,000 men and
women will be over 65 years of age.
About one-half of these, according to
the actuarial consultants of the Com-
mittee on Economic Security, are likely
to be dependent.'

The Social Security Act, it will be
recalled, sets up two distinct methods
to meet these costs: a system of Fed-
eral-state assistance on the basis of
need; and a system of insurance an-
nuities. Under present arrangements
the assistance program will for years
have to carry the brunt of the burden.
During the five years before the an-
nuities begin, it will carry the whole of
•The consultants placed our present dependency
ratio at 15%; by 1940 when, according to their
calculations, state assistance plans would be fully
in effect, they forecast a dependency ratio of 33%,
which, increasing by 1% each year, would reach the

that burden. After 1942 its non-con-
tributory allowances will have to offer
protection as needed to the adult
population not gainfully employed
and, therefore, outside the annuity
system; they will have to cover the
47% of the gainfully employed in that
adult population who work in occupa-
tions specifically excluded from it.*
They will also have to supplement
retirement annuities which prove in-
sufficient to avert destitution. Now
toward these non-contributory allow-
ances, the Federal government's share
of 50% will come from general tax
funds. The question of public policy
then boils down to this: Would it be
better to pay such a Federal subsidy
out of general tax funds to the con-
tributory annuity system as will make
possible increased benefits, wider cover-
age, or other changes of the same type;
or would it be better to meet the
residual demands through the non-
contributory scheme supported en-
tirely out of state and Federal tax
funds ? The trend of expert opinion, as
well as European experience, is to uti-
lize the non-contributory system chiefly
for transitional and supplementary
purposes, developing the insurance
program to take over eventually the
predominant share of the burden.

Certainly more adequate benefits
might increase retirements. The law
today denies annuities to any who do
not leave gainful employment. With
the low scale of benefits which the
scheme will yield for many years, it is
evident that few workers will retire at
65 if they can help it. If the annuity is
regarded as an insurance right, there
is, of course, little reason for this condi-
mazimum of 50% by 1957.
* It is estimated that roundly 26,000,000 of the
49,000,000 gainfully employed will be covered by
the annuity system.
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tion. However, since the scheme was
adopted at the end of an exhausting
depression, we may be justified both in
retaining this requirement for some
years as a way of releasing jobs for
younger workers, as well as in proceed-
ing slowly and experimentally with in-
creasing benefits or other costs, espe-
cially since the assistance system does
supplement the insurance scheme."*

Relations of the National and State
A dm in istrat ions

Finally—with particular reference
to the old age assistance program it-
self—whether that program will have
to supplement annuities for a long or
short time, on a minor or an important
scale, certain changes should be made
in its present provisions. In the original
draft of the Act, the conditions which
state assistance plans were to meet to
qualify for the Federal subsidy included
the requirement that individual grants
must as a minimum assure "a reason-
able subsistence compatible with health
and decency." Congress eliminated
this standard from the law. It is impor-
tant that it be restored. General discre-
tion lodged with the Security Board to
assure minimum subsistence compati-
ble with health and decency would
permit variations for sectional and
local differences. But it would also
assure the utilization of Federal monies
to provide more adequate provision
for the needy aged than they might
otherwise receive. For since there are
now no controls over the size of the
grants states may pay, some may sim-
ply continue the low scale of aid they
had instituted before the Security Act,

'" Certain practical questions are raised for business
management by the present scale of benefits possible
under the annuity program. As Mr. M. B. Folsom
has suggested, corporations may find "that the
governmental plan will not entirely take care of their
pension problems, and it will be necessary to have a

and use the Federal subsidy merely to
help defray costs previously met by
the state treasury alone. It might also
prove desirable to write into the law
amendments of the present residence
requirements that will permit the old
to move from state to state more easily.
Old people wishing to move in order
to join some child or relative in another
state, or to escape a too rigorous cli-
mate, now face, if they do so, the loss
of their established rights to assistance.
Though allowances are granted under
state plans, the contribution of Federal
monies would seem to justify require-
ments for easier transfer of rights
within the national boundaries.

Defects in Unemployment Compensation

Improvements in the provisions for
old age security may be facilitated by
the fact that we are dealing here with
one national system. But no such easy
path will be offered for modifications
in unemployment compensation, since
a variety of independent programs can
be and are being set up under the tax-
offset device. True, the question as to
just what is the best type of law for
unemployment insurance remains a
debated question in this country, cen-
tering upon what properly should be
the major objective of an insurance
system—prevention or protection. One
of the primary justifications for the
Federal-state program set up by the
Security Act is precisely that it permits
state experimentation. Thus four basic

•plans may under defined conditions gain
approval from the Security Board—a
state-wide pool seeking the greatest
measure of protection possible for the

supplementary plan" in many cases to promote in
the interests of efficiency withdrawals of super-
annuated employees with adequate benefits. "Com-
pany Annuity Plans and the Old Age Benefit Plan,"
HARVARD BUSINESS REVIEW, Summer , 1936, pp . 4 1 4 -
4.24. See also B. N. Armstrong, op. cit., p. 415.
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employees; individual employer reserve
accounts emphasizing reduction of the
risk of unemployment; guaranteed em-
ployment accounts similarly emphasiz-
ing prevention; and merit ratings
within a pooled plan, seeking a com-
bination of the two objectives. Unques-
tionably the state laws already enacted
do promise a degree of real experimen-
tation. By December, 1936, sixteen
states and the District of Columbia
had established unemployment insur-
ance.'* Among these only Wisconsin
has adopted the employer-reserve plan.
Indiana, however, has projected a
combination-form of which individual
reserves constitute the fulcrum, but
one-sixth of all contributions are to be
paid into a state reinsurance fund from
which benefits may be paid when em-
ployer reserves become exhausted. But
even among the pooled plans which
most states have thus far adopted,
twelve will incorporate merit rating
after the required three years' com-
pensation experience, while three are
to study the feasibility of such a plan.'*
Finally of the seventeen laws now in
force, five permit guaranteed employ-
ment accounts within the basic reserve
or pool plan established.'* This division
probably reflects the present state of
public opinion.'* Most experts are in
favor of the pooled type of unemploy-
" Alabama, California, Colorado, Idaho, Indiana,
Louisiana, Massachusetts, Mississippi, New Hamp-
shire, New York, Oregon, Rhode Island, South
Carolina, Texas, Utah, Wisconsin, and District of
Columbia.
" Mississippi, Rhode Island, and New York.
" California, Idaho, Indiana, Oregon, and Wisconsin.
" Interesting presentation of the respective cases
for these various forms of insurance are offered in
Law and Contemporary Problems issued by the School
of Law of Duke University, Vol. Ill, No. i, January,
1936: "Unemployment Compensation" (i) "Tbe
Employer Reserve Type of Unemployment Com-
pensation Law" by Elizabeth Brandeis; (2) "State
Pool Plans and Merit Rating" by the late Dr. I. M.
Rubinow; (3) "Guaranteed Employment Plans"
by R. L. Hibbard.
" The staff of the Committee on Economic Security

ment insurance; Europe generally, after
similar initial debate, has accepted the
JKXJI plan of unemployment insurance..
Thus not only states establishing
employer reserves or guaranteed em-
ployment accounts, but even those
seeking to combine the two objectives
of protection and prevention through
merit-ratings within a pooled plan, will
be embarking upon innovations in un-
employment insurance. Nevertheless it
may well prove valuable for us in this
country, with our individualist psy-
chology and divided opinion on the
subject, to be able to base our final
decision on actual state experience.

But when this is granted, the very
variety of state laws which permits
exfjerimentation creates other diffi-
culties. It is generally agreed that a
considerable measure of uniformity is
highly desirable in such an inherently
complex mass-insurance system." The
different kinds of records and forms
required by the various state laws will
undoubtedly prove vexing to employers
operating in more than one state; al-
ready the Social Security Board and
state administrators are seeking to
develop procedures that will reduce
such complications to a minimum. Both
on the score of efficiency and compre-
hensiveness, indeed, a Federal program
seems so clearly indicated that, despite
regarded either a Federal system or a direct Federal
subsidy looking toward uniformity of benefits and
taxation as superior to the present program. The
final decision to adopt the tax-offset scheme was
motivated by considerations of constitutionality
and the wide division of influential opinion upon the
type of law upon which a national program should
be based. Within the scheme it was hoped that the
uniform tax on all employers would advance national
coverage by inducing states to pass Uws; and that
Federal supervision would ultimately establish
minimum standards and so a degree of uniformity.
O. C. Richter and W. R. Williamson. The Social
Security Act of /gjs and the ffork of the Committee in
Economic Security. Reprinted from the Transactions
of the Actuarial Society of America, Vol. XXXVI
Part 2, No. 94, October, 1935.
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the difficulties of forecast in this field,
we may expect efforts to change the
unemployment compensation provi-
sions to center upon these essentials of
national coverage and uniformity. If
the Supreme Court upholds the old
age scheme, we may even have in time
an effort to reformulate the whole pro-
gram directly on a similar national basis.
The total potential coverage of the
present program is some 23,000,000
workers; the seventeen laws now en-
acted cover nearly 9,000,000 employees
—so that 14,000,000 more workers
must be brought within the protection
of the projected system.** But amend-
ments seeking some degree of uniform-
ity will prove more difficult since they
must deal with fifty jurisdictions. In
the laws thus far passed, the actual
amount of maximum benefit shows a
uniform trend, being set generally at
50% of wages with a maximum of $15
per week. Beyond this, however, a wide
range of variation exists. Some states
set minimum benefits, others do not;
waiting periods vary greatly, as do
employment qualifying periods, the
ratio of the number of weeks during
which benefits are paid to previous
employment, the maximum duration
of ordinary benefits, and the provisions
for additional benefits and for partial
unemployment. Again some possibility
remains of competitive disadvantages
and advantages for employers under
differing laws. Thus while nine of the
present laws cover employers of eight
or more workers, six cover those em-
ploying four or more, two those em-
ploying one or more, and even within
these basic categories a wide variety
of qualifying detail has been included.

But it is in the potential differences
of ability to pay benefits that most

"After this article went to press, i8 states passed
lawi, bringing the total by December 29 to 35 laws
covering about 17 million employees.

serious difficulties may arise. No state^
of course, is a self-sufficing unit. The
amount of unemployment existing in
Michigan, for instance, hinges largely
on the prosperity of the rest of the
country and the consequent demand
for automobiles and trucks. Unemploy-
ment in Massachusetts is affected by
the movement of textiles, shoes, and
leather to other sections of the country.
Fluctuations in various types of unem-
ployment vary greatly among the
states. To treat each state, therefore,
as a separate and autonomous insuring
unit, building up its own unemploy-
ment funds on the basis of a uniform
payroll tax, is to make some far less
able to care for their idle than others.
Michigan's insurance fund may face
exhaustion well before Idaho's, though
Idaho's demand for cars will always
influence Michigan's employment. Un-
der a directly national scheme a pooling
of risks and contributions would
achieve greater equality of benefits.
Consequently if the tax-offset scheme,
or any other Federal-state scheme con-
tinues to be our program, it will prove
necessary to build up a Federal rein-
surance fund, from which contributions
can be made under defined conditions
to the harder-hit industrial states to
assure their workers an equality at
least in minimum insurance benefits.

Some similar mechanism must be
provided to insure mobility and at the
same time to protect workers who will
seek employment over state lines.
On a state-insurance basis, migratory
workers, or workers moving into an-
other state, face a loss of established
insurance rights, or an inability to
build up such rights. If state plans
continue, it will be necessary either to-
devise an interstate scheme by which
workers who have acquired eligibility
for benefits in one state may transfer
their rights to other states by reciprocal
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'exchange provisions; or Federal funds
will have to provide for the coverage
of those workers who constitute our
mobile labor force.

Other Specific Issues

A further and potentially serious
complication of the present program
for unemployment compensation is the
separate organization and administra-
tion of the employment service. The
public employment office should obvi-
ously function at the core of an in-
surance system. Registration at the
employment office testifies to a man's
unemployment, and his willingness and
ability to work. Again through the
•employment offices it should prove
possible to supplement insurance with
the necessary retraining, transfer, mi-
gration, or other programs that may be
indicated for cases of more permanent
displacement. In Britain the over-
whelming burdens of the post-war
decline and depression have swamped
the employment offices with the tasks
of the insurance program; the resulting
inability to develop adequately the
placement functions represents a real
set-back." At present our employment
service under the grant-in-aid principle
•embodied in the Wagner-Peyser Act is
in process of construction." Complete
administrative coordination between
the employment service and the un-
employment compensation agencies
throughout the Federal-state program
is clearly desirable in the near future.

It is important to realize, finally,
that the problem of dependency arising
"Cf. Sir William H. Beveridge, Unemployment, a
Problem of Industry. New York: Longmans, Green &
Company, 1930 edition.
" It is a matter for satisfaction that the Wagner-
Peyier Act has been accepted in all 17 of the jurisdic-
tions in which unemployment compensation laws
liave been passed, and that in all but 2 the same
agency adminitters both compensation and employ-
ment offices.

out of unemployment is met only in
part by the present program of com-
pensation. Indeed we are embarking
upon unemployment insurance just as
nations with older experience have
come to realize that no insurance
scheme offers more than "a first line
of defense" against enforced idleness.
Britain, for instance, struggled for
years to make her system provide for
all the able-bodied unemployed, until
in 1934 two supplementary systems
were provided—^first, the unemploy-
ment insurance scheme limited only to
benefits as a right; and, second, unem-
ployment assistance based upon need.
We, too, must ultimately establish a
similar second line of defense."

Appraisal of the Present Law

In addition to the specific issues re-
lating to old age and unemployment,
general questions present themselves
in the Social Security Act as it now
stands—questions of scope, adminis-
trative simplification, personnel, and
finance. It is of course impossible, and
indeed undesirable, to render final deci-
sions on these questions now, and we
shall do little more in this place than
list some of the unsolved problems.

Scope. With regard to scope, the
Security Act still leaves unmet one
of the major causes of dependency—
sickness among wage-earners and their
families. Though under consideration
by the Committee on Economic Secu-
rity, health insurance was not included
in the final bill which it recommended.
However, the Committee specifically

" For a more detailed discussion of this aspect, see
Eveline M. Bums, "The Relation of Unemployment
Compensation to the Broader Problems of Relief,"
in Law and Contemporary Problems, Vol. Ill, No. i,
pp. 150-157; and Alvin H. Hansen, Mernll G.
Murray, Russell A. Stevenson, and Bryce M. Stewart,
A Program for Unemployment Insurance and ReHef
in the United States, The University of MiiuKioU
Press, 1934, pp. i - io and 153-165.
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designed the grants-in-aid incorporated
in the Act for public health work " as a
first measure for meeting the very
serious problem of sickness in families
with low incomes'* and made insur-
ance "the second major step" toward
which study was to proceed.'"

Administration. Challenging admin-
istrative complexities are presented by
the Act. The two insurance systems
and five welfare grants-in-aid are
placed within the administrative super-
vision of five separate agencies—the
Security Board, the Employment Serv-
ice, the Children's Bureau, the Public
Health Service, and the Office of Educa-
tion. The first is independent, the next
two within the Department of Labor,
the fourth in the Treasury Department,
and the last in the Department of the
Interior. In addition, the Treasury (as
custodian of the funds), the Bureau of
Internal Revenue (as collector of the
various taxes), and the Post Office (as
distributor and recorder of forms) are
also involved. The task of coordination
is a serious and pressing one. That
employment offices and unemployment
compensation should be administered
by the same agency has already been
indicated. For other welfare measures,
the proposal, already under discussion,
for the creation of a new Department
of Public Welfare with a cabinet secre-
tary at its head, merits wide study.

Similarly, as far as possible the tax
structure set up by the law must be
simplified. As it now stands, the em-
ployer pays both Federal and state
taxes; and in some states he may be
called on to meet five different levies—
for old age, his own tax, and that on
behalf of his employees which he col-
lects ; for unemployment compensation,

*• Report to the President of the Committee on Economic
Security. Washington: United States Government
Printing Office, 1935, pp. i, 6, 41-43.

the Federal unemployment tax, the
state tax; and in eight states thus far
a tax on behalf of employees. Since
insurance payments are proportional
to individual earnings a separate ac-
count must be kept in each scheme for
millions of workers. In states which
establish merit rating, individual em-
ployer reserves, or guaranteed em-
ployment accounts, similar individual
records of employers' experience and
funds will have to be maintained, in
addition to the accounting for pooled
funds which may accompany such
plans. Transfers of workers between
different types of insurance schemes
and from state to state will require
further complex administrative pro-
cedures involving formalized arrange-
ments among fifty jurisdictions. It
appears clear that though experiment
is valuable, certainly some simplifica-
tion of administration will very soon
become urgent.

Personnel. In any scheme, but par-
ticularly in one of so many complexi-
ties, personnel is a prime essential. As
far as the Social Security Board itself
is concerned, nothing but the great-
est satisfaction can be felt for its
constitution and the first year of its
work. Indeed anyone speaking to repre-
sentatives of the Washington office
must be impressed with the high morale
which prevails there. But despite these
fine beginnings, we face, for the long
pull, the basic fact that we lack sources
from which to draw a trained per-
sonnel. A long-established Civil Service
in Britain and other European coun-
tries, with old traditions of public
responsibility, offered recruiting ground
for the new insurance and welfare sys-
tems. We in the United States possess
no similar ranks of professional public
servants from which to staff our newly-
rising security program. It is just here.
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therefore, that the universities confront
a new challenge and opportunity.

Yet even the best qualified person-
nel in the central organization under
our present set-up will not assure non-
political, professional service in the
whole system. For in a final analysis, it
is in the state and local units of admin-
istration that efficiency of service will
be determined. In all but one category
of aid established under the Act, it will
be recalled, administration involves
Federal-state-local relationships. Only
the old age annuities are established on
a completely national basis; in the
others financial and supervisory rela-
tions only exist between the Federal
and local governments. It has become
established practice in almost every
field in which such relationships exist
to utilize the financial contribution of
the Federal government as a lever by
which the central supervisory body
may raise and maintain standards in
the local units. In the original draft of
the Act this principle was followed,
according to the Federal agencies'
power to make grants conditional upon
the acceptance of "such methods of
administration as would be approved
by the administrator." But during the
passage of the Act through Congress,
the power for setting minimum person-
nel standards was specifically excluded
from Federal control. Thus in its final
form the Act specifically excepts, as a
condition of approval, those methods
of administration " relating to selection,
tenure of control, and compensation
of personnel," from such oversight.^'
"Public—No. 271—74th Congress [H.R.7260]:
Title I, Section 2 (a) (5)—old age assistance grants;
Title III, Section 303 (a) (l)—unemployment com-
pensation grants; Title IV, Section 402 (a) (5)—
granu for aid to dependent children; Title V, Part I,
Section 503 (a) (3)—grants for maternal and child
health services; Title V, Part 2, Section 513 (a)
(3)—grants for services to crippled children; Title X,
Section 1002 (a) (5)—grants for aid to the blind.
The grants for public health work (Title VI), child

Financing the Social Security Program

We come finally to perhaps the most
fundamental question involved in the
security program: who shall pay for it
and how ̂  At present the Act proposes
that the costs of old age insurance be
met by payroll taxes, levied upon em-
ployers and employees, and of unem-
ployment insurance upon employers
(though state laws may add levies upon
employees and grants from state treas-
uries).*' The grants-in-aid will be taken
out of general tax funds, as will the
state allowances they supplement. The
failure to follow British experience in
providing regular contribution from
the public treasury toward unemploy-
ment and old-age insurance may be
explained by the unbalanced budgets
with which we emerge from the depres-
sion. The present method cannot, how-
ever, be considered to project a satis-
factory distribution of costs. While
the incidence of the payroll taxes may
not be uniform in all industries, it is
inevitable that management will con-
sider them as operating costs, and seek
to shift them forward into the prices
paid by consumers or backward into
wages paid to workers. What does this
mean in reality but that those least
able to meet the costs will pay prac-
tically the whole of them as consumers
and workers.^*' It must be realized,
moreover, that beyond any direct con-
tributions employees may make, they
are already called upon to carry a part
of the costs of lost income by provisions
for a waiting period before unemploy-
welfare services (Title V, Pt. 3), and vocational re-
habilitation (Title V, Pt. 4) do not carry this wording.
" Eight states provide for contributions by employees
and only the District of Columbia provides for a
public subsidy.
" Some contribution from workers, on the other
hand, is justified on two grounds: (l) to increase the
benefits that may be paiH by increasing the fund
annually available for them; and (2) to stimulate
employee interest in a sound scheme.
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ment benefits begin, by limitation in
the duration of those benefits, and by
the prof)ortions of benefits to actual
earnings. Contributions out of the
general tax funds, therefore, seem
essential both to assure some distribu-
tion of costs according to ability to
pay, and to make possible higher rates
of benefits and lower rates of contribu-
tion from employers and employees.

Sole reliance on payroll taxes in
unemployment insurance may, more-
over, increase the very risks against
which the insurance is designed. For
such a method stimulates recourse to
labor-saving machinery in order to
reduce the payrolls upon which taxes
must be paid. Moreover, while a pay-
as-you-go scheme, as already indicated,
appears preferable for old age insurance
to the actuarial reserve basis on which
it is now established, neither that
method nor reserves seems indicated
for unemployment insurance. For the
latter must nieet burdens varying from
year to year, and greatest just in those
periods of general depression when the
national income out of which all cur-
rent costs must be met is lowest. To
meet such unequal burdens we can
accumulate reserves, borrow funds to
be repaid when business improves, or
adjust benefit and contribution rates
flexibly to existing need. The first seeks
to transfer purchasing power from the
present into the future; the second to
transfer purchasing power from the
future into the present; and the third
to redistribute existing purchasing
power. The present scheme makes no
provision for public subsidy. Postpon-
ing benefits for two years after con-
tributions begin in any scheme, it
creates a form of reserves. Lacking any
organized provision for protecting the

"Paul H. Douglas, Social Security in the United
StaUs. New York: McGraw-Hill Book Company,
1936, p. 298.
'' For a suggestive aad interesting analysis of these

unemployed who exhaust their benefits
or are outside the scope of the scheme,
it intensifies the relief burdens which
must be met out of general tax funds
on an emergency basis. The way by
which unemployment compensation is
to be financed thus remains among the
most challenging of our problems.

Even when we accept the need for
contributions out of general tax funds,
we must determine their distribution as
between Federal and local treasuries.
At present the grants-in-aid set certain
relationships, though not always on a
clearly comprehensible basis. Thus it
is hard to see why the Security Act
should set the Federal contribution to
the aged at one-half the total monthly
allowance and to dependent children
at only one-third. As has been well said
"the childrer are at least as important
as the old pejple. . . . "''* The present
arrangements throw the costs for all
forms of residual relief also upon state
and local treasuries. We may well
expect to find, as Britain did, that such
a distribution of costs is untenable in
modern industrial society.

Specifically, therefore, the problems
of financing our security program pre-
sent us with four still unsolved issues:
(i) What will be the incidence of
security taxes, and how high accord-
ingly should be the rates of contri-
bution levied upon the parties to
industry ? (2) What are the potenti-
alities of transferring purchasing power
across the generations by means of
reserves and borrowings ? (3) What
are the implications and functions of
government contributions and sub-
sidies out of general tax funds ? (4) In
what proportions should these govern-
ment outlays be taken from Federal,
state, and local resources .'*' Thus it
issues see Eveline M. Burns, "Financial Aspects of
the Social Security Act," American Economic Rtviev/,
Vol. XXVI, No. I, March, 1936, pp. iz-22.
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is that the problems of security ulti-
mately reach down into fundamental
issues of social organization and social
change. At any given moment they
require a nice balance between the
short-time needs of beneficiary and
taxpayer, worker and business man,
and the long-time requirements of
peaceful, evolutionary social change
and adjustment. In the end they meet
the final task of modern society—how
to organize and increase production so
that the masses of people will enjoy
regular work and rising standards of
life. For the amount of dependency
which must be alleviated in modern
society is directly conditioned by the
adequacy and regularity of wage in-
come. However relief and insurance
costs are apportioned, they entail
lowered living standards, for they must
be taken out of national income and
never can make up wage losses. Yet
given the tenets of the present day,
they must impose heavy and progres-
sive burdens, unless we find ways to
reduce the needs against which they
are directed. That is why for the very
welfare of their own individual enter-
prises as well as of society as a whole,
business men in the years ahead must
come to look beyond their own indus-
tries to the whole interrelated economic
structure. If they cannot be expected
to "go into the red" within their own
enterprises, either to "provide employ-
mert" or nieet new taxes for security,
they must come increasingly to realize
that community balance sheets also
are involved. What is saved in produc-
tion costs may be lost in total demand
for goods and must be made up par-
tially in relief and insurance benefits.
Social security laws at best only project
organized protections for the masses of
people against the risks of a going

industrial society; real social security
can rise only from a stabilized and
expanding industry which will reduce
those . risks to the lowest possible
dimensions.

Conclusion

The Social Security Act marks an
important turning-point in American
national policy. It recognizes continu-
ing Federal responsibility in five wel-
fare assistance programs and sets up
systems of compulsory social insurance
for old age and unemployment. Its
objectives are sound and essential to
an industrial society such as ours. In
its specific provisions, the Act reveals
many defects. Some of these rose from
the effort to meet constitutional diffi-
culties; others from the haste and
emergency pressure that forced us to
draft the Act during a great depression,
when acute mass suffering both re-
vealed our belatedness in providing
tested social aids and brought forth
numerous proposals of unsound pan-
aceas in the absence of such aids. Still
other defects rose from the uncer-
tainties and confusion of administrative
policy. Analysis of these defects, how-
ever, reveals readily certain lines of
amendment along which improvements
must be sought. Yet many still un-
solved problems remain on which ex-
perimentation and study are needed.
Both to improve the present Act, and
to promote real social security, the
country must obtain the cooperation
of business, as of all groups concerned
in the national welfare. The central
position of leadership accorded busi-
ness men in American industry makes
their cooperation essential—perhaps
above that o[ all other social groups—
to the sound development of the move-
ment initiated by the Security Act.






