ECONOMIC SECURITY ACT

FRIDAY, FEBRUARY 15, 1935

UNITED STATES SENATE,
CoMMITTEE ON FI NANCE,
. Washington, D. C.

The committee met, pursuant to adjournment, at 10 a. m.'in the
Finance Committee room, Senate Office Building, Senator Pat
Harrison (chairman) presiding.

The CHalrvaN.  Mr. John C. Gall, representing the National
Association of Manufacturers.

STATEMENT OF JOHN C. GALL, ASSOCIATE COUNSEL, NATIONAL
ASSOCIATION OF MANUFACTURERS

Mr. GALL. | appreciate the pressure upon your time and we will
arrange, Mr. Sargent and I, to do as you suggest; in fact, 1 will
put as much of my material as | can into the record without reading
or without elaboration, so that Mr. Sargent can have at least half of
the time.

Mr. Chairman, | think one way | can facilitate my presentation
is to avoid dupllcatlon of testimony that has already been given you
by other witnesses. | would like -to invite- the committee’s atten-
tion to the hearings held last year on the Wagner-Lewis bill before
the House Ways and Means Committee and particularly to my tes-
timony beginning at page 313 and endmg at page 357 of the House
record of hearings on -that bill: :

| do that because | want to make it clear that | am n‘ot.dupllcat-
ing testimony that | gave over there. At that time when the com-
mittee had substantially the principle of the unemployment-compen-
sation sections of this bill before it, | discussed the legal phases “of
the bill and the nature and operatlon of a pay-roll tax such ‘as is
proposed here. Today | want to’ confine myself to ‘the subject of
unemployment insurance and particularly to the Brltlsh experience
with unemployment insurance.

As a background for that discussion, | would like to call your atten-
tion to some official statements made by the present Secretary of
Labor in connection with the Wagner-Lewis bill last year. This
is taken from the hearings before the House Ways and Means Com-
mittee, March 21 to 30, 1934.

The Secretary of Labor said:

At; the present time, if you look over the whole history of the English unem-

Ia/ment insurance fund you N-ill find that they added the war risk to it,
they added the demobilization of industry after the war without contri-
bution to it, and then they added shipping and ceal, which are the two terribly
depressed industries, where they would have had to bear the burden and cost

of maintaining their population b?]/ relief anyhow. If they had not added
those two industries the fund would hare been solvent today.
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That of course, gentlemen, constitutes an admission on the part
of the Secretary of Labor that the British system of unemployment
insurance was insolvent at that time.

A little further in the record of the same hearings, in response
to a question from Congressman Cochran of Pennsylvania, the Sec-
retary of Labor said:

The German fund became insolvent about 5 years ago due to a very pro-
longed period, as you know, of unemployment and no employment, and therefore
constant depletion of the funcl. They translated it at once into a relief fund.

So that the Secretary testified at that time that both the English
and the German systems had become insolvent. Later, however,
at the annual meeting of the American Federation of Labor, October
5, 1934, the Secretary of Labor said this:

The significant fact now stands out that in no country which has experi-
mented with unemployment insurance has the system broken down, even in
the present world depression, and in no country has the public treasury been
]galledl_uPon for amounts to relieve distress approximating our expenditures
or relief.

Those two statements by the Secretary of Labor about the oper-
atons and the condition of the English system in particular are
diametrically opposed; they cannot be reconciled, and because the
record so far contains nothing but generalization and opinions about
the operation of the foreign systems, | have undertaken to bring to
you today a statement of facts as to the operation of the English
system. ,

I think I can best conserve your time if | will read a portion of
the statement | have prepared covering the English system. |
would not read it, but | would insert it in the record in its entirety
were it not for the fact that I am quite sure that some members of
the committee would like to ask questions about some phases of it,
which | could not possibly elaborate on in a brief statement.

However, due to the pressure of time, | shall not read the state-
ment but request that it go into my testimony at this point as though
read, as follows:

It is constantly urged that the United States should adopt a system of com-
pulsory unemployment * insurance ” because, it is alleged, we are the only
civilized Nation that does not have such a system. We are further told that
European systems have worked successfully ; the ‘Secretary of Labor a short
time since told the American Federation of Labor (an organization which,
incidentally, has until ver){]_recently opposed compulsory unemployment insur-
ance) that in no country which has adopted such a system had it broken down.

Obviously, adoption of such systems In other countries has little persuasive
value for us, except to the extent that political, economical, and social condi-
tions are similar, and then only if it can be shown that they hare worked
satisfactorily. What are the facts?

It is true that the principal countries of Europe have systems of unem-
ploymen t insurance. In the case of France, the system is not a compulsory
one but a voluntary one, under which the government merely makes allot-
ments to trade unions and mutual-aid associations to supplement funds con-
tributed by their members. The government’s proportion grew to 50 percent of
the total by 1931, and since that time has risen to as high as 90 percent in
some classes. In other words, the French system is merely a provision of
relief administered through private organizations.

The systems of Belgium, Denmark, the Netherlands, Norway, Sweden, Spain,
Poland, and Switzerland are also voluntary. )

Russia instituted a compulsory system in 1929, but has since abandoned it.
Contributions were by the government only, which means that the system
backed every characteristic of unemployment insurance and was nothing more
than a scheme of monetary relief provided entirely by government.
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Italy has a system ; but she also has a dictator and a completely controlled
industry. The same is true of Germany. The Italian system was initiated in
1919 by decree, the German not until 1927. ) )

It is obvious that Russia, Germany, and’ Italy, operating under dictator-
shiﬁs, and with complete state control of industry and labor, offer no precedent
either for or against institution of compulsory unemployment insurance in
the United States.. Let us turn, then, to the one major European country
which has adopted a compulsory system, and whose political institutions and
national characteristics are such as to afford a body of experience worthy of
careful study.

The basic unemployment insurance act of Great Britain was adopted in
1911. It was the first compulsory scheme adopted by any European country.
Prior to its inauguration, there had been an exhaustive investigation by a
royal commission on the poor laws, from 1905 to 1909. Contrary to popular
belief, the royal commission recommended not a s?/]stem of compulsory insus-
ance, but a voluntary system similar to the French and Belgium.

However, when the national health insurance bill was put forward by
Mr. Lloyd George in 1911, it contained title 11, providing a tentative and very
limited compulsory unemployment insurance scheme for workers in six indus-
dustries. Thus, as one authority tells us, compulsory unemployment insur-
ance “ crept on to the statute book under the shelter of its more conspicuous
twin.” ~(Ronald C. Davison, in The Unemployed.)

The industries originally covered were : Building construction, shipbuilding,
engineering, construction of vehicles,. ironfounding, and sawmilling.

he number of workers covered was 214 millions.

Mr. Ronald C. Davison, an authority on the British system, and himself an
‘advocate of compulsory insurance, says of the original scheme, to which there:
was wide-spread opposition from both labor and employers :

“ Seldom has the scientific social reformer had a larger hand in legislative
schemes. * * * The most important of all these secondary provisions was.
that which offered subsidies to unemployment funds set up by voluntary associa-.
tions, i. e., by trade unions, in any industry. This provision was clearly a sop
to those who, like the poor-law commissioners and the trade unions themselves,
advocated the continental system of grants in aid of voluntary insurance, but
it was never a success, and it was jettisoned in 1918. Similarly, there were
clauses * * * holding out the prospect of rebates to those employers who
gave regular employment and to those work people who received it. * * *

“ All these devices have gone by the board now. * * * Speaking generally,
the preventive elements in the scheme were in effective or unworkable.”

The new act became operative in July 1912, but no benefits were to be paid for
the first 6 months.

In the meantime trade conditions took a sudden upturn and 1913 was a boom
year. The percentage of unemployment was the lowest in many years, and 1914
was an even better year. As a consequence, there were almost no claims made
on the insurance fund during those 2 years. Such as were made were largely
by building-trades workers, and these were due to seasonal factors.

It is important to note that the industries covered by the act were fairly
well unionized industries, and therefore had a Iar(?e percentage of skilled
workers. Later studies showed that if the scheme had from the outset covered
industries having a low percentage of skilled labor the drain on the fund
would have been much greater, for there is a much higher normal unem-

loyment among unskilled than among skilled workers. The scheme, there-
ore, from the outset covered those most able to help themselves.

Great Britain entered the war in 1914. Within 2 months, unemployment
ceased to exist, and we are told that “ involuntary idleness among wage
earners was practically banished from the land for the duration of the
war.” Consequently, the insurance fund continued to grow by steady accre-
tions, while few calls were made upon it.

In 1916, while the nation was at war, it became obvious that when peace
came provision would have to be made for taking’ care, at least temporarily,
of those called into civilian positions during the war, as well as for the
military and naval forces when demobilized.  Accordingly, in 1916 the in-
surance scheme was extended to cover all workers engaged on * munitions ”,
which was held to mean practically all war materials and supplies. This
practically doubled the humber of people contributing to the fund, bringing
it to about 4 million at the close of the war. The extension in 1916 was a
























