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SOGIAL RESERVES

P W Litchfield
Birmingham, ¥ov., 19, 1934,

In the course of the lives of men and nations there come times when major de-
cisions mmst De mede, when habits and methods mmst be revised to meet changing
conditions.

These times are difficult for individuals. They are even more difficult for na-
tions because the resistance %o changs is more pronounced in the case of ths
nation than it is in the case of the individual,

It seems to me to be particularly difficult to attain any satisfactory degres of
speed in working out needed changes in the functioning of a democratic form of
government because so many voices must be heard, so many opinions must be examined,
30 many divergent comsiderations mmst be racmmiledr 3

In spproaching the subject of ¥Social Reserves® one should not evade the fact of
our national inertia nor fail to accord it proper consideration. It mskes the
solution to the problem just that much more difficult but it does not in any sense
remove the necessity for action. As a2 matter of fact, it seems to me that this
very fact of national inertia presents compelling reasons why we should not delay
the initial steps which mmst be taken.

For the greater part of five yeers we have been in the thrcoes of depression. Tne
employment figures have reasched the ponderous millions and the problem of extend-
ing immediate relief to those in actual want has cccupied our minds alwost to
the exclusion of 2l] other considerations. -

¥e have seen a nation drop dizzily from the heights of se’f-satisfaction tc the
depths of despondency. Our banking structure virtually collspsed, our great
industrial mechine was dangerously close to complete idleness, the whole retion
staggersd under the great burden of an econocmic depression the like of which
we have mever before experienced.

The camses of this depression were varicus, For the purposes of thie discussion
it is not necessary to examine them im detail. But the most pernicious result
of those csuses, the result to which mey be appended our inability to extricate
ourselves, the result which produced its own baleful off-shoots, may be swmmed

wp in one word -- unemployment.

Let us cure or relieve unemployment and we are on the road to recovery. Let us
maeke & 4ent in this one big problem and meny of our other presain; problems will
begin to cure themselves,

In the spen of your lives and mine, we have seen our nation emerge from sm era
where production could not equal needs to the modern machine age when we have
facilities to prodmce in excess of demends, 3But this machine sge has brought
out inequalities in our system of distribution. Our present emergency will de
relieved in due time but it sppears inevitable that we will again encounter

the problems of depression as the series of pesks and valleys contimues to reg-
ister our surges of production and idleness. Until we have attaimed our human
millenium it will not be possible to orgenize in such a way as to totally avoid
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these peaks and valleys; it will de impossible for us to so order our affairs
that we may be certain of an even tenor. I think we may, however, find methods
of fortifying ocurselves against the more distressing consequences of these re-
curring periods of retarded production and employment.

Nature's own progrem of production, while basically steady and contimuous, has
outward manifestations of peaks and valleys. In the spring comes = surge of
buds and blossoms, in the swmmer there is much visible activity as the fruit
develops. In the fall comes the final ripeming of the fruit and the harvest.
Then there comes a winter of sterkness and spparent inmaction but all during this
time the forces of nature are at work reviving the strength which will produce
another cycle of blossoming and bearing.

¥an'’s general program of production is much the same. There are periods of great
activity followed by periods of inactivity. We observe these recurring cycles
a2 we look back over our history but with the coming of vast improvememts inm
methods of production, the tendency is likely to be toward sven greater periodic
differentislse.

Unemployment is a social evil having a direct effect upon public health, morsls
and welfare.

Unemployment begets more unemployment becsuse the mam out of work is no longer
in the market as & normal consumer,

View it from almost any angle and certain natiomal responsibilities in the problem
are not to be escaped. Now I do net intend to convey the idea that the nation
owes its citizens a living but I do believe that the function of government is to
provide esch person, able and willing to work, with an opportunity to woxk.

In our present low state we cast a regretful eye back at these days of plenty and
rue the fact that we were so improvident., We wish we might have used less of
our means during those better days so that we might have more to carry us thru
owr present plight, Well, it is too late to devote much time to condemning cur-
selves for our lack of preparedness. But it is not too esrly to begim devising
ways and means of combatting a chronic evil.

Bafore the dsys of fire insurance and accident insurance, great burdens of loss
and distress were placed upon individuals. The head of a family whose lifefls
savinge were tied up in the roof which protected him, was often wiped out by fire,
The faxily of another man who met with a fatel accident wes left in dire streite
vhez an unforseen accident took their bread winner,

It was a perfactly logical corollary of our deep instincts to protect ourselves
that owr system of insurance became so highly developed that it encompasses ale
most all forms of loss and misfortune.

Under the protective shield of insurance it is no longer necessary for a :mglo :
person to suffer such grest durdens of loss in case of fire or sccident, The ~
insurance system does not prevent fires and accidents dut it provides for a ‘
sharing of the risk of these misfortunes.

'm essence of inmsurarce is growp Wﬂtn based upon the broad assuption

snd exparience that but a small proportion of the group is likely to emcountsr 1
misfortune at the same time, Yut on the further assumption that some of the growp i
is bound to meet the misfortune,
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Members of the group contridute to a single fund out of which sufferers are in-
demnified for losses. From actuarial and experience tables, rates are computed
and the burden of the cost is thus divided in an equitable manner. The rates or
premiums paid may be regarded as comstant losses but they are undertaken dy indi-
viduals in the interest of keeping these losses small rather {than seeing them
mount to devastating proportions. losses are pooled in the expectation that thru
the working of the law of averages, losses will occur to btut & small percentage
of the group, Thus we insure our homes against fire not with the idea that we
will all avoid fire but with the idea that most of those in the pool will aveoid
fire and that compsratively smell payments from & large number will provide suf-
ficient reserves to take care of the occasional losses, There is = form of 1na
surance to cover almost svery human business and property risk.

Since the early stages of the depression there has been a growing public demand
for some forms of national insurance which would undertake to spread the cost of
unemployment. There has been a growing sentiment in favor of old age pensions
and many states have set up systems for handling this prodblem, Likewise there
has been much sgitation for reserves to take care of the losses suffered by wage
earners thru sickness.

These three general subjects are only remotely related to sach other but public
thinking is directed toward them because the depression has made us more than
usually conscious of the great bonds of interdependence between ourselves and owr
neighbors.

In the matter of public health reserves for wage earmers it does not seem that

we face such a difficult problem. There are ample means already provided to ino
sure any individual worker against loss from sickness or accident and there are
likewise means by which the individual victim may be assured of available
reserves for hospitaligation. It is true that these facilities are mot employed
to their fullest extent. As a matter of fact, it seems that the fellow who most
nesds this sort of protection is just the fellow who fails to buy health insurance. .
But there is no vast complication in the way of taking the means at hand and
adapting them to a broader usage. Health and hospitalization insurance could be
arranged for large groups of employees without great difficulty and on a dasis
of fairness to all concerned, The risks are already pretiy well lmown and the
rates are therefore generally sstablished.

I belisve that to bring breadwinners under the benefits of sound insurance plans
is a necessary step toward social progress. :
The matter of old age pensions presents a different picture from that of providing
public health reserves. It is true that there are an abundance of well establish-
od insurance companies which will assist almost anyone in providing against the
wants of declining years. As s matter of pure theory, every individusl should ac-
cumulate, in one form or another, a fund for his old age. But theory runs into
fact -~ what we should do individually and what we actually 4o are two different
thugn.

!ewunnroooplnntmontnt that there 1snovand;1mhnbms
large percentage of the public which is given to procrastination whea it comes
to sstting up reserves to meet the inevitable., We must deal with the facts as
we find them rather than with the theories. -
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\ For more than a third of a ceantury I have watched labor requirements and employe

ment policiss change with the transition of industry from very small to very large
units. Whem industrial units were small the working hours were long and the jobs
were done by skilled workers who required many years to perfect their trades. In
those days, brains and skill were at a premium and youth, not having acquired

this skill, received much less remmneration than the older workmem. The ability
of a man %o earn money tended to increase during his advancing years, ths older
worker being sble to produce more than the younger. This enabled a man to be
better able to care for the responsibilities of married 1life and the raising of

A fﬂily.

!o'avor. as industry developed, it became apparent that greater valune per dollar
and lower costs of production could be accomplished through mass production. The
public, as a result of this, was able to buy more of the things needed or desired
at lower prices and to have increasingly more than the bare necessities of 1lifs,
The workmen were enabled to produce, through improved machinery and methods, wmore
units per hour, This tendency has contimued up to the present time uatil now

we can produce in our factories mot only the necessities, but many of the luxur-
ies of life, in a shorter mumber of heurs than before., This has naturslly brought
a shorier working day.

At the seme time the pace of production is much speedier thar formerly. This is
perfectly natural end logical because it is a well known fact that a man can
produce more per hour working six hours a day, with less offort and lsss detri-

‘ment to health, than he could produce per hour working eight, ten or twelve hours

& day, This is for the same reason that a sprimter in the hundred yard dash
covers the ground much faster than the man running the quarter or half mils, But
it does not mean that any oms task is more severs than the other althovugh there

- is a great difference in the spead.

The introduction of machinery has also reduced the importance of mamual skill as
a factor in industrial productiom. A better article can be produced by a young.
man of very short training then formerly could be produced by an artisan of many
years practice., This has ensbled very young men, without family repsoneibilities
to command earnings equal to or greater than their elders. A situstion has been
created where a man in the factory reaches the peak of his earning power at a
much earlier period of life than formerly. Comversely, his usefulmess on this
kind of work starts to diminish at a umch earlier age. This tends to make it more
difficult for those who have passed the prime of life,

Many socialeminded e«iployers bave recognized this situation by setting ezide, frem
earnings, pension funds to take care of these older employees who have been with
them for many years.

But companies having pension plans are under a handicep in competition with those
which do not have to set aside funds for this purpose and who utilize savings
thus mede in cutting prices of competitive products. REven at best, a single em-
ploying industry cannot provide pemsions for any other than those who have ziven
the best part of their working lives to the service of that industry.

Those who have been engsged in pnrmi.ts that call for constant shifting of em-
ployees, or who have besn connectsd with comcerms which have failed, have been
without protection., Society has a duty to take care of those who are the un-

willing victims of this condition. The question ie, who should pay the bill?

Industry, shich has the bemefit of choosing younger, more active euployees,
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should besr part of the cost., The younger employees in active work are benefited
by being adble at an sarly sge and with less experience to bhave a higher relative
earning power and therefore should set aside some of their earnings to insure
against their lack of earning power in later years. It would also seem that the
public, having bemefited by getting lower costs, and higher standards of living,
should share in paying the bill. If this was a situation which could de con-
4trolled by the employee himself 6 the nature of the problem would be different,
But no man can avold growing clder mor preveat his physicel strangth and emergy.
from diminighing with the years. The situation is beyond his control 28 sn ine
dividual. It therefore becomes the duty of the state to arrange for the easing
of the burdems of old age with the costs being shared by those who benefit. \

I belisve the individual states may well undarteke the handling of old age pen-
sions altho experience msy prove to us that uniform sdministration such as we ;
might obtain thru a federal system would bde more effective and desirsble, MNeny |
s8ates now have old age pension systems in operation or about to go into cperation
. and out of the experience we are obtaining will come the guidance we require in
the discharge of ocur common duty to the aged neighbor.

Let ms now turn to the subject of unemployment ressrves, As I heve said, I con-
slder it to be vastly different from old age pensions. One cannot comirol ad-
vancing years with its decline in physical and mental powers. 3ut cne can, ina -.
large measure control his sbility %o get and retain his Job even in times of
generasl depression, If he keeps himself physically fit, studies his job %0 im-
prove his skill and otherwise concentrates his energies toward improving hig value
to his employer, he will assist himself to hold his job in timss of adversity.

Of course, you cannot successfully argue that if ALL men succeeded in comsiderably
“improving their individual values that there would be an end to unemploymsntec-
but the personsl control one has over his own destiny in this respect is a praceo
tical factor which must be taken inte consideration.

|
\

Our most effective weapon in the fight against the evils of unemployment must be
found in ways and means of furnishing work rather than in supporting men in idie-
ness. Among other things, this calls for a broader sharing of availsble work at
times thru shorter hours. But still we must face the fact that peaks and valleye

ip production will bring sbout surpluses and shortages of lsboer so it seems obvicus
that we mgst set sbout insuring ourselves as far as poesibla against the distress
which comes with a depression.

For toc long, it seems to me, we have stood by snd witnessed individusl victims of
a generzl malady bear inordinate burdens. We all know that we may be in the same

plight as our unemployed neighbers. And yet, disrsgarding the lessons we learned

years ago in the matter of sharing the risks of fire =2nd accident losses, we fail

to adopt some means of spresding the burden of inhumen lesses to society incurred

thru enforced idleness,

!'lma. %00, 1t seems to me that to pursue our present course is to load more and
more of the dburden of our present situstion upon future generations, That is mot
fair nor homest, We owe a debt to posterity decaunse we enjoy the fruits of the
labors of our predecesscrs. ckly we must return to the course of honar

our mi not 8 on %o fubture civilizetion a retard-
i den e and obligation ; ,
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& ﬁiu frankly recognize the fact that we ere setting out on a difficult course

when we sndeavor to provide some perfect system of unemployment insurance,

I recognize the fact thet there is a grave danger of increasing unemployment thru
the adoption of a fauvlty system. I recogmize, %too, the danger of a system which
might put a premium upon idleness and inflict a penalty wpon the virtues of indi-

vidual thrift amd industriousmess.

I am aware of many other compelling arguments against various forms of unempleye
ment insurance. But at the same time, I am convinced that we cannot soive the
problem by evading it

I do mot appear before you today with the perfect solution to this complex problem
but at the same time, I am not ready %o confess that we Americans are lacking in
the ability to arrive at an ultimate solutiom,

I believe that there should be a determined and immediate effort put forth to
develop a national plan under which we can at least begin the job of prepering for
the future. True, prevailing conditions meke it impossible to undertake the task
of taking over tho relief load now borme by the govermment., Psrhsps the current
burden will remain extremely heavy for several years to come. But my point is
that we should prepare no¥ =- begin laying away now for currently originmating
uwnemployment. My conscicusness of the magnitude and corplexity of the task doen
not overcome my conviction that the caumse of orderly progress insists that we
make our beginning now -~ in the face of nationel inertia and in the fsce of
naticnally depressed coanditions,

I do not attempt to define the exact methed of operstiom which shoulid be followed,
but I have some general convictioms, Our first step should be to appoint the
best talent in the country on a commission whose job it weuld be to mske & thoro
examination of all systems now in use to study our own needs and peculiarities
and them proceed to inaugurate a plan.

The comxission which undertakes the siudy probably should be made up equally of
members representing industry, labor and govermment, For the present it appears
that the original plan should comcern itself with industrial umemployment rather
thar to risk the complications which undoubtedly would confront sny attempt teo
embrace other and less uniform fields of employment,

In gemeral, the plan for our nation should follow established insurance methods,
It showld be guided by the federal govermment and at the outset it should be
sufficiently flexible to permit of change as experience would indicate what
changes should be made,

In the drafting of guch & system, extreme care should be taken that it comstitutes
no invitation tc the natural shirkers. Wy mmset pressrve every possidle induce-
ment to work and avoid any emcouragement to loaf.

A% the same time we should guard against a system which would permit political
usurpation of ths right to dispense benefits from the nstional reserves,

I believe the reserves should be built from zssessments against employers and em-
ployees with no part of the funds coming frow the public treasury except in case
of extracrdinary drains upon the reserves during severe depressions.
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Whether the assessment against employers and employees should be on the basis of
uniform, flat peyments or perceantsges of wages could best be determined by the
gtudy. Fremkly, I could not hagard a guess. But if the assessments are made on
a percentage baeis, then it should follow that the workers paying the most money
inte the reserves should be emtitled to comuensurately higher relief benefits
than those who contributed lass,

The effect of assessing the cost against amployers and employees would be to
reduce the hazards., Just as fire insurance premium peyers are required to slim-
inate fires risks from their own premises, sc would the employers be likely to
seek sarnestly for ways and means of reducing unemployment to the enmd that their

 premium costs% would be held to the lowest possible figure,

Another beneficial possibility of these joint assessments is found in the invita-

tion it offers participants to assume more rigid supervision of the administration
of such funds., With employers and employees paying money out of their own pockets
into a publicly administered :hmdg the likelikood of abuses in such administration
is considerably reduced, -

Any such system must eventually recognize the law of supply and demand as it ape
plies to wages and working hours. To adapt itself to this law, the system must
be flexible., In times of high demand and consumption, wages will be higher be-
cause lsbor will be in demand. And hours are likely to be lomger. But in times
of curtailed markete, wages are bound to be lower becsuse there is a surplus of
lagbor and hours should be shorter in order to teke up some of the slack in empley-
ment,

Under such a system, when employment and wages are high muck greater sums wuunld
be paid into the reserves., Lesser amounts would be paid in during d&ull times dut
the regervoir would have a cushioning effect upon business and exployment drops
of the future. :

It would seem wise, too, to consider a method for co-ordinating the kmowledge of _
employment services with the operations of the unemployment reserve administretors.
Thue wilfull idleness could be guasrded agaimst and no man could turn down a
reasonable opportunity for employment and at the same time contimme to receive
unemployment benefits. Another safeguard against sbuse of the spirit of the plan
might be provided thru the establishment of a reasonsble margin between the date
of loss of employment and the date of the first bemefits possible.

The most essential requirement of any plan is that it be susceptible to honest,
sincere administration and free from provisions which might offer temptations tc
the political manipulator. That is a pretty big order, I confess, but it can be
£filled if the problem is spproached from the proper angle,

I have said that the drafting of a sound plan for the creation and use of unem-
ployment reserves presents many difficulties. But we are not the first nationm,
by any meens, to have to face the problem.

Earliest of systems for insurance against unemployment were brought out during
the last century by certsin craft organizatioms im Burope. Later, in some coun-
tries, these plans were subsidized by national or locsl gevernments but many of
them are still maintaivred by their members exclusively.
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More than twenty countries are giving support in one form or another to unemploy-
ment insurance., Great Britain’s system of compulsory unemployment insurance is
more than twenty years old, Other compulsory systems, similar im nature, were
adopted later by such countries as Austrias, Bulgaria, CGermany, Irish Free State,
Italy, Poland, Queensland and Mexico. In most of these countries, agricultural
anéd domestic workers are excluded from participation, Methods of financing the
systems vary in different countries, costs being borne by the workers, the employm
ers and the governmment 6 either singly or Jjointly.

The State of Wisconsin has recently insugurated s system of unemployment insurance
which offers a proving ground for the national system I am nov advocating.

v The Wisconsin law seems tc have been carefully thought out and a sincere attempt

made tc avoid abuses. It provides a degree of flexibility in many respects. For
example, an employer may be exempted from making peyments into the State fund if
he can give a satisfactory gusrantee to the State Induetrial Commission that he
will meet the requirements of the system. BDmployees who care %o work harder aad
meke their own comtributions to the fund are theredy in position to obtain addi-
tional benefites. Another provision of this law makes it possidble for employers
in one locality to pool their reserves and thus share the cost of and responsi-
bility for localized slumps in employment. Otherwise the reserve funds are Liept
separately for each employer.

There is an admirable attexpt in the Wisconmein law to withhold encouragement from

the natural shirlkter. Aany employee refusing "sultable® employment is barred from

gthﬂ' benefits., Applications for benefits are mads thru the State Employment
100.

It is experimental, but it has the virtue of providing 2 basis upon which the stats
may work toward a solution or a mitigation of its unemployment problem.

With the experience available, we shonld Eoon be able to devise o systex which
would avold obvicus pitfalls and at the same time serve to meet a most pressing
need, '

In pure theory, I suppose, every worker should provide for himself against the
day when he will be unable to find smployment. But here again we run into the
fact that it is buman nature to procrastinate. That same human trait is reflecte
ed in the failure of our local end national governments to conserve in times of
plenty so that there may be reserves available for times of want, And so we may
as woll face the facts as we find them.

In my judgment, to further delay the s$art of building of an adaquate plan for
unsmployment ressrves, is to court the danger of consequences sven more dire
than we are experiencing in our present difficulties,

. Pesks and valleys will contimue with increasing intensity, The immediate past

and the present gives us our warning of what is to come, If we are %o control
this great productive machine we have created, then we must apply our intsllie
gence snd experience to the task, BExpedients and half measures will not suffices=
they are justified only when immediate grave danger threatens, Proper planning,
howesver, can prevent future depressions from attaining such devastating propore
tions, TFor example, the present depression might not have attained its ultimate
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severity if at the cutset there had been an adequate cushion provided for those
who first entered the ranks of the unemployasd and were immediately without the
powsr $o buy the goods made by other men. ; ;

Our concern should be for the worker who, thru no fault of his own, finds himaelf
unable o earn a livlihood. A4ny program for the payment of unsmployment inmsurance
benefits shounld iz ne waey helt us in our efforts to solve unemployment thru other
orderly methods. Managerial methods mmst be improved and there must be more care
taken in the advance planning of public works projects to the end that they may
serve as smployment reservoirs. Seasonal and cyclical unemployment may be mitis
gated thru further earmest study. In times such as the present we caunnot be too
sure of the accuracy of our itraditional theory that soclal welfare mmst be 2 by
product of enlightened self intsrest,

On the contrery, it is high time that employers as a whols plunge with renawed
vigor into problems of better and broadsr plamming with an eys to their social
responsibilities as well as their other dutiss. If we do not voluntarily accept
the responsidility for creating thru our own efforts a better ordering of social
affairs, then that responsidility may be forced upon us by the government and we
will have only oursslves to blame.
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