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Preface

Originally undertaken to mark the observance of the Fiftieth

Anniversary of the enactment of the Social Security Act of
1935, which initiated the Federal-State Unemployment

Compensation Program, this history should serve for many years

as a source of basic information for students and the genera
public, and as a work tool for staffs of Federal and State
unemployment compensation agencies.

James M. Rosbrow is eminently qualified to write this paper.
He has been closely involved in the unemployment insurance
program since 1937, when he helped establish the Delaware

Employment Security Agency. Except for a 3- -Year break as State

Personnel Director, he served continuously, initially as

Secretary and Executive Officer and later as Chairman-Executive
Director of the Employment Security Commission. 1In August 1970

he was appointed the first Secretary of Labor of Delaware. |
maintained an active involvement in the work of the Intersta
Conference of Employment Security Agencies, serving on sever
occasions as a Regional Vice-President and for an extended
period as Chairman of the Committee on Unemployment
Compensation. 1In August 1973, Mr. Rosbrow joined the staff
the Division of Legislation of the Unemployment Insurance
Service as an Unemployment Insurance Program Specialist, whe
with a 27-month break as Executive Director of the National
Commission on Unemployment Compensation, he continues at the
present time. 1In March 1986, he received the Distinguished
Career Service Award of the Department of Labor.

CAROLYN M. GOLDING
Director
Unemployment Insurance Serv
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FIFTY YEARS OF UNEMPLOYMENT COMPENSATION- -
A Legislative History

INTRODUCTION

Benefit payments under the Federal-State Unemployment
Compensation Program, enacted as part of the Social Security

Act on August 14, 1935, expanded from occasion to occasion by

Federal-State and Federal extended benefits and by a group of
special purpose programs, have reached an overall total in
excess of $250,000,000,000---a quarter of a trillion dollars!
Given the general conclusion that UC benefits are, spent
largely for consumption for the necessaries of life, a GNP
multiplier in a ratio of 4 to 1 for each dollar of benefits,
this would represent a trillion dollars in community purchasi
power since benefit payments became nationwide, in 1938 and
1939.

BACKGROUND

When unemployment insurance was being considered as part of t
Social Security Act in 1934 and 1935, the number of unemploye
workers in the United States was estimated at 11 to 15
million. State relief programs had broken down and were
supplemented by one federal program after another. The
Presidentially appointed Committee on Economic Security and t
Congressional committees considering the legislation faced th
problem of devising an unemployment insurance program that
would fit into the Federal-State political system. Supporter
of a workmen's compensation approach took the states' rights
viewpoint, advocating a "state laboratory" system for
experimenting "close to the grass roots." Besides, it was
feared that a Federal system would be declared unconstitution
because of possible encroachment on states' rights.

In enacting the unemployment insurance provisions of the Soci
Security Act in 1935, Congress recognized both national and
state concern over unemployment and measures to alleviate it.
Since any unemployment affects the whole nation as well as th
State where it occurs, Federal government action was consider
as part of its responsibility for the general welfare. But
Congress also considered it feasible and desirable for the
States to administer unemployment insurance programs to meet
local needs.

The planning of this legislation was influenced by many
preceding programs--those in other countries, voluntary plans
in this country, state workmen's compensation laws, and the
Wisconsin unemployment insurance law.
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UNEMPLOYMENT INSURANCE IN OTHER COUNTRIES

The first unemployment insurance benefits ‘in Europe were
provided under voluntary plans which trade unions started for
their members. The best known were started by small local
unions in Belgium, in Liege in 1897 and Ghent in 1901. The
first successful government actions in this field were
subsidies to trade union plans. Over the years the need for
pooling the financial risk forced many voluntary union plans to
merge into national programs. 1In 1920, the Belgian government
welded union programs into the semblance of a national system,
with centralized control of funds and national subsidies as
needed.

Enactment of Unemployment Insurance
in Selected Industrial Nations

Laws subsidizing voluntary Compulsory unemployment

insurance systems insurance laws
1902-France 1911~Grea£ Britain and
Northern Ireland
1907-Denmark ‘ 1919-1Italy
1915~Nor&ay 1920-Austria
1916-Netherlands : 1922-Queensland, Australia
1917-Finland v 1924-Poland
1921-Belguim © 1925-Bulgaria
1924-Switzerland , 1925-Switzerland (13 cantons)
(12 cantons)
1931-Spain | 1927-Germany
1934-Sweden ~ 1935-Canada

Source: A History of Ul Legislation, N.Y. State

Department of Labor, 1973
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Compulsory unemployment insurance legislation was enacted in
Europe decades before any such law was passed in the United
States--the first national system in Great Britain in 1911. By
1935, when the Social Security Act was passed in this country,
all or part of 10 nations had compulsory unemployment insurance
laws and another 10 had systems of government subsidies to
voluntary plans.

Forelgn systems derived financial support from employees and
general revenues as well as from employers. The original
British system was financed by flat-rate contributions from
employers, employees, ‘and the national government.  As amended
through February 1935, the British Act covered most
non-agricultural workers 16 to 64 years of age except
non-manual workers who earned more than 250 pounds a year.
Benefits, payable for 26 weeks, varied according to age and
sex. British statutory regulations for payment of benefits and
provisions on waiting period, availability, and
disqualification were substantially incorporated into the
original state laws in this country, as was the concept of
administration through local employment exchanges.

EARLY DEVELOPMENTS IN THE UNITED STATES

In the early 1930's, only a few groups of workers in the United
States were protected against unemployment, and these plans had
limited value in formulating a comprehensive system. In 1934,
trade union plans covered about 100,000 workers; joint
union-management plans covered about 65,000, mostly in the
garment trades; and voluntary company plans covered another
70,000. These last plans were mostly guaranteed employment
plans, modest in scope and in coverage, to protect seasonal
workers in the off season.

Proposals for State Legislation

The first state unemployment insurance laws proposed in the
United States, bills modeled after the British Act of 1911,
were introduced in the Massachusetts legislature in 1916 and |in
New York State in 1921.  Neither bill pased, nor did bills
introduced in many states during the 1920's. It took the
depression of the 1930's to spark widespread interest in laws
to help unemployed workers.




The Wisconsin Law

The most persistent efforts were in Wisconsin. Largely a
result of efforts by Professor John R. Commons and his
associates at the University of Wisconsin, every legislat
from 1921 to 1931 considered an unemployment insurance bi
Early proposals were modeled on workmen's compensation, t
entire cost to be borne by employers, to encourage them t
stabilize employment. A mutual insurance company was to
the insurance and employers' contribution rates would var
according to their experience with unemployment (within t
unemployment insurance program this is called "experience
rating").

In a special session in 1931, Wisconsin passed this natio
first unemployment insurance act; it was signed into law i
1932. To allow time for setting up the administrative 3
and for accumulating a pool of employers' contributions,

benefits were not paid until 1936. :

Under the Wisconsin law, individual employer reserves wou
maintained in a state fund. Each employer's reserve was
used for benefits to his own workers when they became
unemployed, and his contribution rate would vary accordin
the benefits paid. When the average amount per employee i
his reserve accumulated to a certain level, the employer'
contributions were suspended. The amount and duration of
benefits for each claimant were determined separately for
employer according to the claimant's employment and wages
him. \ ‘

Ohio Pooled Fund

In 1932, the Ohio Commission on Unemployment Insurance
recommended a different kind of plan. This provided for a
statewide pooled fund, employer and employee contributions
with no variation in rates, weekly benefits related to base
period wages from all of the claimant's employers, and a
uniform maximum of 26 weeks of benefits for all eligible
claimants. The plan's emphasis was on the social aspects of

unemployment and on conditions that create unemployment beyond
an individual employer's responsibility.

Other States

No other state took action until 1935, when six states--Ne
York, California, Massachusetts, New Hampshire, Utah, and

Washington--passed legislation in anticipation of the federal
Social Security Act. These early laws were amended in the
next legislative session in each state, to conform them to the
new Federal law.
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Proposals for Federal Legislation

Interest in a national unemployment insurance law was evident
as early as 1916, when a resolution was introduced in Congres
to create a commission to draft such legislation. The

resolution did not pass, and Congress evidenced no further
interest for a decade.

In 1928 and 1931, the Senate Committee on Education and Labor
held hearings on the national problem of unemployment and on
foreign countries' experience with unemployment insurance. I
1931 and again in 1934, Senator Robert F. Wagner of New York
State introduced legislation for a federal-state system, but
these bills never came to a vote.

On March 23, 1934, President Franklin D. Roosevelt wrote:

Of course, unemployment insurance alone will

not make unnecessary all relief for all people

out of a major economic depression, but it is

my confident belief that such funds will, by
maintaining the purchasing power of those temporarily
out of work, act as a stabilizing device in our
economic structure and as a method of retarding

‘the rapid downward spiral curve and the onset of
severe economic crises.

In June 1934, President Roosevelt appointed a Committee on
Economic Security to study the problem of unemployment as par
of the whole problem of economic instability. The committee'
final report, transmitted to Congress in January 1935,
included a recommendation for providing security for all
unemployed. Senator Wagner and others subsequently introduce
bills embeodying the committee's detailed recommendations.

FRAMEWORK OF -THE FEDERAL-STATE SYSTEM -

The national program of unemployment insurance was instituted
under two titles of the Social Security Act, which Congress
passed in August 1935 by an overwhelming bipartisan vote:
Title III, “"Grants to the States for Unemployment Compensatio
Administration," and Title IX, "Tax on Employers of Eight of
More." Much of Title IX was later incorporated in the
Internal Revenue Code, as the Federal Unemployment Tax Act.

The type of federal-state cooperation provided in this
legislation had never been tried in any other governmental
activity. The act did not set up a federal system of
unemployment benefits comparable to the federal old age
insurance system, nor did it provide grants to the states for

Ui ot
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unemployment benefits, comparable to the matching grants
provided for public assistance payments.

Instead, it levied a tax on all employers in industry and Eﬁ%
commerce who had eight or more workers for at least 20 weeks -

in a year. The federal tax was one percent of payrolls for
1936, two percent for 1937, and three percent for 1938 and
thereafter. sSince all employers were taxed, each state could
assist its unemployed without putting its industries at an
economic disadvantage with those in other states. Through a
tax offset provision, the federal act actually made it
advantageous for states to enact laws to pay unemployment
benefits. This provision entitled an employer to credit
payments under a state law against up to 90 percent of his
federal tax due. Employers were also credited for
contributions they were excused from paying under a state
experience rating system.

The federal law contained a number of standards for-
administration, policy, and coverage. Effective in 1940, the
federal law required the states to operate a merit system for
employment security personnel.

A state which failed to meet federal standards could be
penalized in two ways: :

0 Federal funds for state administration costs could be
withheld, or ' :

0 Employers could be denied credit against the federal
unemployment insurance tax for their contributions
under the state law.

Approval by the Social Security Board (later, by the U.S.
Secretary of Labor) was needed for federal certification that
a state unemployment insurance law met the required
conditions. (Judicial review of the Secretary of Labor's
decisions on state conformity or compliance proceedings was
first provided for in 1970.)

Although the cost of administering State unemployment

insurance programs was financed entirely from the Federal
share of the unemployment insurance tax, Congress was required
to appropriate funds annually.

To safeguard the financial stability of the system, the
Federal law required each State to deposit the taxes it
collected in an Unemployment Trust Fund set up by the U.sS,
Treasury, the money to be invested in United States government
bonds. A separate account was kept for each State; a State

could withdraw funds at any time, but only to pay unemployment
benefits.




CONSTITUTIONALITY

The constitutionality of the State and Federal laws was
challenged in several States as soon as unemployment insuranc
taxes became payable on employment after January 1, 1936. Th
U.S. Supreme Court upheld the constitutionality of the New
York law in November 1936, and that of the Social Security Ac
and the Alabama Unemployment Compensation Act in May 1937.
With respect to the constitutionality of the pertinent titles
of the Social Security Act (Titles III and IX) and of the
Alabama Unemployment Compensation Act, the Supreme Court
affirmed the constitutionality of both Federal and State
statutes by vote of 5 to 4. Some significant statements of
Mr. Justice Cardozo, writing for the majority, include the
following (parenthetical language supplied for clarity):

0 To draw the line intelligently between duress and
inducement there is need to remind ourselves of facts as
to the problem of unemployment that are now matters of
common knowledge. The relevant statistics are gathered i
the brief of counsel for the Government. Of the many
available figures, a few only will be mentioned. During
the years 1929 to 1936, when the country was passing
through a cyclical depression, the number of the
unemployed mounted to unprecedented heights. Often the
average was more than 10 million; at times a peak was
attained of 16 million or more. Disaster to the

breadwinner meant disaster to dependents. Accordingly the

roll of the unemployed, itself formidable enough, was onl
a partial roll of the destitute or needy. The fact
developed quickly that the states were unable to give the
requisite relief. The problem had become national in are
and dimensions. There was need to help from the nation i
the people were not to starve. It is too late today for
the arqument to be heard with tolerance that in a crisis
so extreme the use of the moneys of the nation to relieve
the unemployed and their dependents is a use for any
purpose narrower than the promotion of the general welfar

o ... if states had been holding back before the passage of
the federal law, inaction was not owing, for the most
part, to the lack of sympathetic interest. Many held bac
through alarm lest in laying such a toll upon their
industries, they would disadvantage as compared with
neighbors or competitors. Two consequences ensued. One
was that the freedom of a state to contribute its fair
share to the solution of a national problem was paralyzed
by fear. The other was that in so far as there was
failure by the states to contribute relief according to
the measure of their capacity, a disproportionate burden,
and a mountainous one, was laid upon the resources of the
Government of the nation.
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0 A credit to taxpayers for payments made to a State under a
state unemployment law will be manifestly futile in the

absence of some assurance that the law leading to the
credit is in truth what it professes to be. An

unemployment law framed in such a way that the unemployed
who look to it will be deprived of reasonable protection

is one in name and nothing more. What is basic and
essential may be assured by suitable conditions. The

terms embodied in these sections are directed to that| end
(Sections 903 and 904, Federal standards). A wide range

of judgment is given to the several states as to the

particular type of statute to be spread upon their books.

0 The classifications and exemptions directed by the statute

now in controversy have support in considerations of

policy and practical convenience that cannot be condemned
as arbitrary. The classifications and exemptions would
therefore be upheld if they had been adopted by a state

and the provisions of the Fourteenth Amendment were

invoked to annul them. This is held in two cases passed

upon today in which precisely the same provisions wer

the

subject of attack, the provisions being contained in the

Unemployment Compensation Law of the State of Alabama

0 The proceeds of the excise when collected are paid into

the Treasury at Washington, and thereafter are subjec
appropriation like public moneys generally. No

“to

presumption can be indulged that they will be misapplied

or wasted. Even if they were collected in the hope o

expectation that some other and collateral good would be
furthered as an incident, that without more would not make
the act invalid. This indeed is hardly questioned. * %
There must be a showing in the first place that separated
from the credit the revenue provisions are incapable of

standing by themselves.

The opinion concludes with a similar finding with respect |to
the constitutionality of Title II1I of the Social Security |Act,

authorizing Congress to make appropriations for grants to
States for costs of administering their unemployment
compensation laws. /

DETAILED HISTORY OF FEDERAL LEGISLATIVE ACTIONS WITH RESPECT

TO UNEMPLOYMENT COMPENSATION IN THE 50-YEAR PERIOD (1935-1985)

The Social Security Act (Titles III1 and I1X,- as passed by the

Congress and signed into law, enacted as Public Law 94-271)

Two major differences between the House and Senate versions of

the Act warrant specific reference:
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COVERAGE. The House version of the Act provided for an excise
tax levied upon the amount of wages paid for services by ..
employers of 10 or more employees. The Senate version applied
to employers of 4 or more employees. As resolved in

conference and accepted by both Houses of. Congress, coverage
was approved for employers of 8 or more employees in at least
20 or more weeks in a calendar year.

EXPERIENCE.RATING. The House bill provided only for a pooled
fund in each State law. The Senate amended the bill to
provide for a variety of choices that each State was permitte
to adopt at its option. The Senate amendment was accepted by
the Committee of the Conference and became law.

[« 7

The initiative for adding experience rating provisions to the
bill came from Senator Robert F. LaFollette, of Wisconsin,
whose concern was that the Wisconsin law, already enacted,
could not meet projected Federal requirements under the House
bill. He offered a comprehensive statement of his amendment,
a summary of which follows:

Three different types offprovisions'are provided in the
amendment, under which employers may be permitted a .
reduction in their rates of contribution:

(1) Reduced rates of contrlbutlon under pooled
unemployment-compensation laws. (Consistent with the
House bill)

(2) Reduced rates of contribution under separate reserve
account unemployment-compensation laws. (Consistent
with the Wisconsin Unemployment Compensation Law)

(3) Reduced rates of contribution where employers provide
guaranteed employment. (There appeared to be some
interest by employers in such an option.)

The condition prescr1bed for the reduction of rates of o
contribution of pooled unemployment-insurance laws is that
no reduction may be made until after 3 years of
compensation experience. The condition applicable to the
separate reserve account type of unemployment-compensation
law is that the employer must have built up a reserve
equal to at least five times the largest amount of
compensation which has been paid from his account within
any one of three preceding calendar yearse or equal to at
least 7.5 percent of his total payroll during the
preceding calendar year, whichever is the larger.




The conditions under which reduced rates of contribu
are recognized, where permitted by the State law, to
employer who has guaranteed employment to all or som

his employees are

(1) The period of guaranteed employment is at least
weeks during the year with not less than 30 hour

work during any week. (If the guarantee is for

tion
an
e of

40

than 40 weeks during the Years, the hours per we

be reduced by the same number as the number of w
of guaranteed work is increased-i.e.,

is for

if the gua
42 weeks, only 28 hours of work need be

(2) The employer must have aétually fulfilled his

guarantee.

(3) The employer must have built up a reserve of not
than 7.5 percent of his payroll in the preceding
from which compensation is payable to employees
event the guarantee is not fulfilled or not rene

and the employee, in consequence,
and is unable to find other work.

becomes unempl
(This would i

protect the employee should the employer be unab

fulfill his obligations).
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SECURITY ACT--

(1) August 1935 (P.L. 74-271, Approved 8/14/35). The Fe

Social Security Act was enacted August 14,

1935. Th

established the basic framework of the Federal-State

system of unemployment insurance.
including the device of allowing cr
Federal tax for taxes paid under a
Federal law requirements,
administrative costs,
all substantive elemen
insurance laws--
nearly 50 years.

Principal provisions of the So

and IX) are:

A. COVERAGE

Employers with 8 or more workers in
in a calendar year sub

3 percent.

Key provisions,
edit against the
State law that me
Federal financing of

and substantial State autonomy |over
ts of self-contained Unemployment
have not been fundamentally altered in

each of 20 different
ject to ‘payroll tax (on total wages|) of

eral
Act

ts

cial Security Act (Titles III
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Major coverage exclusions--

(1) Employees of employers with fewer than 8 employees
(2) Workers in agriculture

(3) Federal, State and local government employees

(4) Employees of nonprofit employers

(5) Household workers

B. CREDIT FOR PAYMENT OF STATE TAX

Title IX (now the Federal Unemployment Tax Act--FUTA) provides
that employers subject to the Federal tax receive credit
against that tax for contributions paid under an approved
State unemployment compensation law, up to a maximum credit of
90% of the Federal tax (initially 2.7 percent of payrolls).
If State law meets Federal requirements for "experience
rating," employers receive "additional credit" equal to the
difference between 2.7 percent and the contributions actually
paid under State law. (A State law may provide tax rates
ranging from a rate as low as zero. However, the employer
receives a credit of 2.7 percent of payrolls.) The net (0.3
percent) Federal tax is to pay costs of administering the UI
program.

C. EXPERIENCE RATING

To be certified for additional tax offset credit by the Social
Security Board (now Secretary of Labor) a State law must meet
the following criteria:

(1) Pooled-fund. State law must rate employers on the basis
of their experience with respect to unemployment or other
factors bearing a direct relation to unemployment risk
during 3 consecutive years preceding the computation date.

(2) Reserve account. State law must provide reduced rates to
employers with a balance equal to 5 times the amount of
benefits paid to former employees during any 1 of the past
3 years and 2-1/2 percent of payrolls for the past 3
years. (Obsolete) This would have established reserve
requirements estimated to be sufficient to assure that
benefits would be provided to former employees. No States
have reserve account provisions in their laws.

D. FEDERAL REQUIREMENTS FOR CERTIFICATIONS UNDER
TITLE IX, FOR TAX OFFSET CREDIT

(1) State law must provide that all compensation be paid
through public employment offices.




(2)

(3)

(4)

(5)

.(6)

E.

Administrative grants for proper and efficient administrat
provided to the State by the Social Security Board (now
Secretary of Labor). State law must provide:

-12-

No compensation shall be paid within 2 years after the

first day of the first period with respect to which
contributions are required.

Contributions collected by the State are required to be

immediately transferred to the Secretary of the Treaﬂury
ent

to the credit of the State's account in the Unemploy
Trust Fund of the United States.

All contributions (and withdrawals from the Unemployment
Trust Fund and interest earned) shall be used solely (in
the payment of benefits or for refunds to employers for

overpaid contributions.

State law shall not deny payment of compensation to a
claimant-- \

(a) for refusal to accept new work where the position
offered was vacant because of a labor dispute:

(b) for refusal of a job where the wages, hours, or
working conditions are substantially less favorabl
than those prevailing for similar work in the
locality; or

(¢) for refusal to accept a jbb that would require a
claimant either to refrain from joining a bona fid
union or to join a company union.

All rights, privileges, or immunities conferred by the
State law must exist subject to the authority of the
State, by law, to amend or repeal them at any time.

114

GRANTS TO STATES FOR COSTS OF ADMINISTRATION

(1) Such methods of administration as are calculated ¢t
ensure full payment of benefits when due;

(2) Opportunity for a fair hearing before an impartial

e

rion

o

tribunal for all whose claimg to benefits have bean

denied: and

(3) Full and complete reports to the Social Security B
on activities under the State law, and requested
information to other Federal agencies engaged in t
administration of public works or assistance.
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MAJOR PROGRAM CHANGES: 1938-1985

During the 47-year period: 1938 to 1985, 65 bills were
enacted by the Federal Government that dealt directly with or
were closely related to the Unemployment Insurance program.
Ssome of these made major and multiple changes in the system;
others were single purpose. 1In this section we discuss major
program changes that have occurred; thereafter in succeeding
sections we summarize the Unemployment Insurance program as in
effect in 1985, and discuss issues in which there is current
interest.

THE SYSTEM BEGINS ...

By July, 1937, all States had enacted Federally-approved
unemployment compensation laws. 1In general, the State laws
followed the models suggested by the Committee on Economic
Security. Benefits were to be equal to 50% of full-time
weekly earnings, but not to exceed $15 weekly. Most States
set a $5 weekly minimum benefit amount. The States were more
optimistic about the ability of the unemployment compensation
funds to handle benefit payments than the Committee, which had
recommended that benefits be provided for up to 12 weeks,
after a two-week waiting period; only three States provided
for such brief duration. 1In general, States provided duration
of 13 to 16 weeks.

AND THE CHANGES BEGIN ...
1938
Railroad Unemployment Insurance (RRUIL)

The Railroad Retirement Act, which preceded the Social
Security Act and provided a retirement system for employees of
the rail industry, was expanded to provide a separate
unemployment insurance system for employees of the industry.
Coverage was excluded from the Social Security Act, and States
were required to similarly exclude such employment from State
coverage. (Public Law 75-722, June 1938). Both rail
employers and rail employees supported the transfer. States
in general indicated no opposition, at least partly because
there had been some difficulties experienced in assigning
coverage for employment which involved time spent in many
different States, and because rail wage payment practices were
different from the weekly payroll that was the general
practice in most other employment--auguring possible
difficulty in relating unemployment benefits, on a weekly
basis, to the rail employment pattern.
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1939

Amendments to the Social Security Act made changes in the
Federal unemployment compensation laws. Several hundred
thousand workers were excluded from unemployment compensation i
coverage as definitions of excluded classes of workers w
broadened. Agricultural labor, exempt from coverage, wa
redefined to include produce packagers and processors.
definition of excluded nonprofit organizations was also
broadened, and students were specifically excluded fronm
coverage. The taxable wage base, initially the total wa
paid to each worker, was limited to the first $3,000 pai
each individual in a year. (Public Law 76-379, August 1

The $3,000 limit was the same as that in effect under th
Social Security Act.

1944

The Servicemen's Readjustment Act of 1944 (popularly kno
the "G.I. Bill of Rights") included a program of readjus
allowances of $20 a week for a maximum of 52 weeks to

unemployed veterans of World War II and to self-employed
veterans with net monthly income, after expenses, of less than
$100, payable for 12 months at a monthly maximum of $100. For
most veterans this program ended in July 1952. (Public Law

78-346, September 1944).

A loan fund was established under the War Mobilization Acit 5
(called the "George Loan Fund" after its sponsor, Senator :
George of Georgia, Chairman of the Committee on Finance of the
Senate). Loans were available to States whose revenues were
inadequate for the increased benefit payments expected to
result from the reconversion of industry from war-related
industry back to a peace economy (Public Law 78-458, October
1944). The American economy proved able to make the:
adjustment without major unemployment resulting, and this| fund
was never used and the legislation lapsed.

1952

The Veterans Readjustment Assistance Act provided up to 2
weeks of benefits at $26 a week to unemployed veterans of | the
Korean conflict, discharged between June 27, 1950, and
February 1, 1955. (Public Law 82-550, October 1952).

1954

In this year, two major measures were enacted:
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The Employment Security Administrative Financing Act (known a
the "Reed Act" after its sponsor, Congressman Reed) earmarked
all proceeds of the Unemployment Tax Act (now a part of the
Internal Revenue Code) to unemployment insurance purposes by
automatically appropriating to the Federal Unemployment Trust
Fund any annual excess of Federal tax receipts over employment
security appropriations. The act also provided for a loan
fund to provide interest-free loans to States whose
unemployment trust funds fell below the amount they had paid
out in benefits in the previous year. Additionally, the act
provided for the return to the States of any excess above a
$200 million reserve in the Loan Fund, to be used for payment
of benefits and, under certain conditions, for State
administrative expenses, including construction of buildings.
(Public Law 83-567, August 1954)

[72]

A second bill enacted in 1954 extended coverage, effective in
1956, to employers of four or more workers, the first major
extension of coverage since the Social Security Act was passed
in 1935. The act also extended coverage to Federal employees
(UCFE) subject to benefit provisions of State laws, with costs
reimbursed to the States by the Federal Government. (Public
Law 83-767). These extensions were initiated by
recommendations of the Department of Labor.

1958

The Temporary Unemployment Compensation Act (TUC) permitted
any State which signed an agreement with the Secretary of
Labor to pay extended benefits, for half the regular duration
under State law, to individuals who had exhausted regular
benefits after June 30, 1957, and before April 1, 1959 (up to
13 additional weeks of benefits). The Federal Government
financed the program -through interest-free loans to
participating States. (Public Law 85-44, June 1958). This
program was recommended by President Eisenhower. Seventeen
States participated.

The program Unemployment Compensation for Federal Employees
(UCFE) was broadened to include a separate permanent program
for veterans of the armed services (UCX). (Public Law 85-848,
October 1958.) ~

1961

A second temporary extension of benefits (Temporary Extended
Unemployment Compensation) was enacted, at the initiative of
President Kennedy. It was similar to the 1954 TUC progranm,

except financing was provided by the Federal Government on a
nonreimbursable basis and all States participated. (Public

Law 87-6, March 1961)."
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year saw the culmination of a major effort initiated by
Department of Labor as early as 1966. Major provisions of
Employment Security Amendments included the following
ons:

Coverage was extended to all private sector employers with
one or more employees. :

State laws were required to provide coverage for employees
of most nonprofit organizations, and of State hospitals
and State institutions of higher .education.

The Federal Unemployment Tax was increased from 3.1
percent to 3.2 percent, and the taxable wage base from
$3,000 to $4,200 -- the first increase in the wage base
since it was set at $3,000 in 1939.

A permanent FederalmState'Extended‘Unemployment
Compensation program was adopted. Under this program,
costs were shared equally by State and Federal
unemployment compensation accounts. Benefits were payable
when specified national or State insured unemployment
rates (IURs) were met. Benefits were payable at the |same
weekly rate, and for half the number of weeks (up to 13),
for which an individual had been eligible under the State
claim which he/she had exhausted.

(Public Law 91-373, August 1970).

Efforts to initiate a Federal requirement that States
provide benefits at levels reaching some fixed percentage
of average wage in ‘the State were defeated. A proposal to
include coverage of agricultural workers under the Federal
Unemployment Tax Act was set aside -- the Department of
Labor was directed to prepare a report for Congress on the
feasibility and potential costs of coverage for
agricultural workers. :

Additional Temporary Extensions of Benefits:
1971/1972/1974/1977

Severe layoffs in the aerospace and electronics industry,
particularly in the Northwest and Northeast, caused
extremely high unemployment ‘in the early 1970's. And then
in 1974 the oil embargo expanded the economic problems
into almost every part of the Nation. A series of
temporary bills were enacted to mitigate some of thes
economic difficulties: ' :

w
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(1) The Temporary Emergency Compensation Act (TEUC)
provided additional payments to individuals who had
exhausted regular and extended benefits in States
which had triggered "on" extended benefits and which
reached a special adjusted insured unemployment rate
of 6.5 percent. (Public Law 92-224, December 1971,
and Public Law 92-329, June 1972).

(2) The Emergency Jobs and Unemployment Assistance Act
provided for an unprecedented temporary program of
Special Unemployment Assistance (SUA) to individuals
who met the work experience requirements of State
unemployment insurance laws but whose earnings were
not in employment covered by State laws. (Public Law
93-67, December 1974; Public Law 94-12, March 1975,
and Public Law 94-45, June 1975.)

(3) The Emergency Unemployment Compensation Act, a
companion act to Public Law 93-67, established a
temporary program of Federal Supplemental Benefits
(FSB) providing additional weeks of Federally-funded
benefits to individuals exhausting regular and
extended benefits. Over the life of the progranm,
national and then State triggers were used, and
duration, originally up to a uniform maximum 13 weeks,
was extended to 26 weeks, and then to a variable
number of weeks based on State insured unemployment
rates. - (Public Law 93-572, December 1974); Public Law
94-12, March 1975; Public Law 94-45, June 1975: and
Public Law 95-19, March 1977.)

1976

Interest in the unemployment insurance system continued after
the passage of the 1970 amendments. Further expansion of
‘coverage and fine-tuning of the extended benefit program were
among major concerns, and, in the Department, in development
of a benefit standard that would bring all States up to some
minimum level of wage replacement for a substantial majority
of all workers. 1In 1973 a comprehensive set of
recommendations was sent to the Congress by President Nixon.
However the subject of permanent change in the system was put
aside and efforts to meet the immediate needs, described in
the paragraphs just preceding, received priority attention. {
President Ford proposed permahent changes in the system, and E

this effort culminated in the Unemployment Compensation
Amendments of 1976 (Public Law 94-566, October 1976), which
included the following major provisions: ‘
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(1) Required State coverage was extended to nearly all
employees of State and local governments and to nonprofit
elementary and secondary schools. Agricultural and
household workers were given limited coverage under |the
Federal Unemployment Tax Act, effectively extending such
coverage to State laws.

(2) The taxable wage base under FUTA was increased from $4,200
to $6,000, and the Federal tax rate was increased to 3.4
percent, dropping to 3.2 when certain obligations to the
general fund of the Treasury are paid off.

(3) Improved Federal and State extended benefit triggers were
enacted to make the programs more responsive to sudden
changes in the economy.

1980

A bill providing for amendments to the Employment Retire
Income Security Act (Public Law 96-364, September 1980)
contained three unemployment insurance provisions:

(1) Amended an earlier pension deduction requirement to
the mandated deduction in State laws to that proporti
an employee's pension funded by the base period empl

(2) Amended the program for ex-servicemembers (UCX) to
increase from 90 days to 365 days the minimum qualif
period of military service.

(3) Limited payment of extended benefits for individuals
move from a State paying extended benefits to a Stat
paying such benefits. :

who
not

The Omnibus Budget Reconcilation Act (Public Law 96-499,
December 1980) included the following changes in Federal
unemployment insurance requirements: - ‘

(1) Extended Benefits.

(a) Eliminated Federal reimbursement for the 50 perc
share of extended benefits for the first week of
payments if the State law does not include a wai
period of at least one week for reqgular benefits.

(b) Provided a series of special requirements with r
~ to job search and acceptance of suitable work, and
instituted specific disqualification requirement

the extended benefit program.
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(2) Unemployment Compensation for Federal Employees.

Required that each Federal agency pay directly the costs
of benefits paid to its former employees.

1981

The Omnibus Budget Reconciliation Act (Public Law 97-35,
August 1981) contained the following provisions relating to
unemployment insurance: '

(1) Extended Benefits. Elminated the national trigger,
limiting payments to conditions in individual States and
increased the insured unemployment rates governing
payments in a State. Prohibited payment to an individual
who had fewer than 20 weeks of work (or equivalent) in his
reqgqular State base period.

(2) Unemployment Compensation for Ex-servicemembers.
Disqualified individuals who separated from the service
when eligible to reenlist.

(3) Loan Mechanism Revisions.

(a) Provided for a maximum on the amount of reduction
(cap) in State tax credit if States take certain steps
to increase solvency of their unemployment insurance
funds. :

(b) Provided that, with certain limited exceptions, all
new State loans taken on and after April 1, 1982,
shall bear interest. (Heretofore no loans were
subject to interest.) Also required that interest
payments may not be made from State unemployment funds.

(A more detailed explanation of this subject can be
found in the section: THE BASIC SYSTEM.)

1982

Again, significant changes were made in the unemployment
insurance system in the Tax Equity and Fiscal Responsibility

Act (Public Law 97-248, September 1982). Major provisions
included the following:

(1) Federal Supplemental Compensation (FSC). Due to deepening
recessionary conditions, significant numbers of workers
were exhausting both regular and extended benefits. A new
temporary FSC program provided for additional benefits for
varying numbers of weeks in each State depending upon
State insured unemployment rates. The program was
operative in all States, funded from Federal general
revenues.
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Both the FUTA taxable wage base and tax rate were
increased, the wage base from $6,000 to $7,000, and
tax rate from 3.4 percent to 3.5 percent (both effe
from January 1, 1983).

1985 increase in gross FUTA tax. Effective January
1985, the gross FUTA tax was increased to 6.4 perce
(from 3.5 percent): the standard tax credit for emp
in a State with an approved law was increased to. 5.
percent (from 2.7 percent); and the 0.8 net Federal
remained the same. The changes came from Congressi
initiatives and the rationale was: (1) raising th
required maximum rate in State laws to 5.4 percent

make it easier for States to secure legislative app
of higher tax maximums and to thus assign higher ra
employers whose charges against State unemployment

insurance funds were greatest--attributable to irre
patterns of employment, and (2) this in turn would
more stable employers, whose demands upon the unemp
fund were lower, to earn lower tax rates. Special

exceptions were permitted two State laws to provide
certain employers, where such employers were assign
rate higher than 2.7 percent en bloc, to have a 5-y
phase-in, to 1989, to reach the 5.4 percent maximum

Modifications to the program of unemployment compensati
ex-servicemembers were included in the Miscellaneous Re
Act (Public Law 97-362, October 1982), as follows:

(1)

(2)

(3)

1983

In January, March, April, September, and October, a seri

The automatic denial of eligibility for failure to
re-enlist when eligible to do so was eliminated.

Eligibility was provided for an individual discharg
released after completing his/her first full term o
active service, or for certain enumerated specific

Benefits are not payable before the fifth week afte
discharge and would not exceed 13 times the individ

weekly benefit amount (instead of the duration speci

in State law, as heretofore discussed).

bills were enacted providing changes in FSC triggers an
providing extensions of benefits, eventually extending
life of the program to March 31, 1985.
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The Social Security Amendments (Public Law 98-21, April 1983,
included a group of changes dealing with requirements relating
to loan repayments and interest changes. (These are detailed
in appendix 11).

1984

Amendments to Title XI of the Social Security Act, included in
the Deficit Reduction Act (Public Law 98-369, July 1984),
required that all States, as a condition for compliance with
Federally-aided assistance programs and for conformity with
requirements for Title III grants for costs of unemployment
insurance administration, must provide for a system of
quarterly wage reports by employers.
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AT THE 50-YEAR MARK: THE FEDERAL-STATE SYSTEM TODAY

THE BASIC SYSTEM

About 97 percent of wage and salary workers are now covered by
the Federal-State system, originally established by the Social
Security Act. The Federal taxing provisions are in the
Federal Unemployment Tax Act, chapter 23 of the Internal
Revenue Code (FUTA). Railroad workers are covered by a
separate Federal program. Veterans with recent service in the
Armed Forces and civilian Federal employees are covered by
Federal programs, chapter 85, title 5, United States Code,
with the States paying benefits as agents of the Federal
Government.

The Federal provisions in the Federal Unemployment Tax Act and
the Social Security Act establish the framework of the
system. If a State law meets minimum Federal requirements,
(1) employers receive a 5.4 percent credit against the 6.2
percent Federal payroll tax, and (2) the State is entitled tpo
Federal grants to cover all the necessary costs of
administering the progranm. ‘

Should nonconformity result in violation of FUTA standards,
the Secretary is re