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result would be an even greater growth in the trust fund han is
indicated under this alternative. On the other hand, lower contri-
tion and interest income together with higher benefit payments, than
shown under alternative II, would lead to smaller net increases in
the trust fund. It must be reemphasized that the estimates presented
above are based on the statutory contribution rate schedule which
provides for a 2}-percent rate each on employers and employees in
the calendar year 1948 and a 3-percent rate thereafter, and do not
assume a continuation of the present contribution rate of 1 percent
each on employer and employee.

ACTUARIAL STATUS OF THE TRUST FUND

In accordance with section 201 (b) of the Social Security Act, the
Board of Trustees is required to present each year a statement of the
actuarial status of the trust fund. In the previous three reports of
the Board, the same cost illustrations were used. These in effect
were prepared largely on the basis of prewar data and assumptions.
The sixth annual report indicated that actuarial study was under way
to make use of additional data on population, coverage, and other
pertinent subjects in a revision of the illustrations of the long-run
costs of old-age and survivors insurance. Such revision is necessarily
a continuous process. With the war over and reconversion well pro-
gressed, it is possible to prepare new cost illustrations taking into
account the foreseeable effects of the war and the brief postwar
period to date.

In view of the striking economic changes due to the war, many of
which have been discussed in previous reports, it has been decided to
present two sets of cost illustrations, one being based on ‘“high”
economic assumptions (intended to represent close to full employ-
ment), and the other being based on ‘low” economic assumptions
(intended to represent crudely and on the average employment con-
ditions similar to those prevailing in 1940-41 combined with wage
rates prevailing in 1941-42). In view of the current level of business
activity and the established national policy of maintaining conditions
conducive to full employment (as embodied in the Employment Act
of 1946), it seems probable that the actual future experience, on the
average, will be closer to the high economic assumptions than to the
low ones. Within each of the two sets of illustrative cost figures there
is a further subdivision into a low cost example and a high cost ex-
ample, which will indicate the range present as a result of possible
variations in such factors as mortality, fertility, retirement rates,
movement between covered and noncovered employment and so forth.
If all other cost factors were maintained constant, costs expressed
relative to pay voll would be lower under high economie assumptions
than under low economic assumptions. However, the absolute dollar
cost of benefits might be higher under high cconomic assumptions than
under low cconomic assumptions. The combination of assumptions
which would show a significantly wide range in pereent of pay-roll
costs would not necessarity yield a range of absolute dollar costs suffic-
iently wide to reflect the many uncertainties involved in the demo-
graphic and economic factors underlying the estimates. 1t was con-
sidered desirable, therefore, to present in effect four cost examples,
namely: low employment, low cost assumptions; low employment, high
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cost assumptions; high employment, low cost assumptions; and high
employment, high cost assumptions.

Under the old-age and survivors insurance system benefits are
available to the aged and to orphaned children and their widowed
mothers in respect to deceased wage earners. Thus, there are certain
basic cost factors which must be continuously recognized in analysis
of the costs of this program.

(@) Population.—The future trend of the population deepnds upon
the size and age distribution of the existing population as changed by
future births and immigration and by future deaths and emigration.
There are many types of error and bias in census data, as has been
recognized by the Bureau of the Census in its many comprehensive
reports on this subject. For instance, the 1940 census showed about
600,000 more persons aged 65 and over than had been indicated as
likely by data in the 1930 census and the deaths and migration be-
tween the two censuses.

Crude birth rates declined for many years until the middle thirties
due in part to the increasing percentages of the population past the
child-bearing ages and in the middle ages where child-bearing is less
frequent, and in part to a decline in the age-specific birth rates.
However, since 1937 the long decline of the birth rate has been re-
versed and during the war years quite high rates were reported. In
fact, even though the peak rate was reached in 1943, the birth rate
since then has been higher than at any time during the thirties despite
the effect of the war in removing from this country many young
potential fathers.

The increase in birth rates in recent years seems to be largely
concentrated in the rate for first and second births. The increase in
first births tends to increase the proportion of the insured population
with dependents as well as the number of such dependents. As a
result, the amount of insurance for survivors’ benefits is increased
despite the counteracting effect of fewer large families; in the latter
case, there is only a limited effect upon benefits because aggregate
benefits for a family are not increased for children in excess of three
where the mother is also drawing benefits.

Immigration had been very heavy prior to 1915 and moderate in
the early twenties, but was quite negligible thereafter. Most popu-
lation forecasts have assumed that no return to high immigration rates
may be expected although currently there are many war brides coming
to this country as well as discussions of admitting some refugees or
displaced persons. Some emigration in the postwar period will occur
as a result of ex-members of the armed forces remaining or returning
overseas, and the wider use of international organizations and co-
operation. However, it is not believed that emigration will be a
relatively very large factor.

As a basis for the new cost illustrations, two new population esti-
mates have been developed. These do not reflect the maximum pos-
sible range in population which might develop in the future, but
rather embody factors which produce either low cost or high cost in
regard to old-age and survivors insurance, as for example unfavorable
mortality assumptions versus favorable ones. The 12 estimates
prepared by the National Resources Planning Board in its report of
August 1943, entitled ““Estimates of Future Population of the United
States 1940-2000,” are useful in indicating the possible range of future
population, but it was considered desirable not to use any specific
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one of these estimates although following closely their methodology.
A revision of this 1943 report based on different assumptions with
respect to future trends in mortality, fertility, and immigration is
being prepared by the Bureau of the Census; the results of this study,
however, were not available at the time the present cost analysis was
made.

One reason that the National Resources Planning Board estimates
were not used is that these estimates do not reflect the war deaths,
civilian mortality in 1940-45, and births in 1940-45. The official
estimates of the Bureau of the Census for 1945 indicate births in 1940—
45 were about 10 percent higher than the National Resources Planning
Board high estimate. Another reason for developing new estimates
is to use a somewhat wider range in mortality assumptions (as will be
discussed later), and in fertility assumptions (allowing for somewhat
higher fertility, as evidenced by the 1940-45 experience). The
population projection used for the low cost assumptions is based on
high mortality (level into the future at 1939—41 rates) and high
fertility (approximately 10 percent above the National Resources
Planning Board high rates). On the other hand, the population
projection used for the high cost assumptions is based on low mor-
tality (same as National Resources Planning Board low rates up to
age 65, but with greater improvement for the older ages) and medium
fertility (same as National Resources Planning Board medium rates).
Neither estimate provides for migration, either in or out. Table 9
mdicates the alternative trends of population growth assumed for
the total population, for the group aged 20 to 64, and for the group
aged 65 and over. The high cost assumption projection shows a
larger aged population than the low cost projection because of the
assumed lower mortality, but a somewhat lower population 20-64,
and under 20, because of the assumed declining fertility which more
than offsets the improved mortality. .

(b) Mortality—Mortality rates by age have been improving since
the turn of the century for both sexes and for virtually all ages up to
60, with very little change above that age Both the National Re-
sources Committee study of 1938 and the National Resources Plan-
ning Board study of 1943 make assumptions of a future improvement
in mortality, as plausibly indicated by past history. The latter study
allowed for appreciably less improvement in mortality at the older
ages than did the former, especially beyond age 75. In the low cost
assumptions, as mentioned previously, no improvement in mortality
rates at any age is assumed. However, in the high cost assumptions,
considerable improvement is assumed with even more at the older
ages than the most optimistic assumption of the National Resources
Planning Board. Although both sets of assumptions are arbitrary
they may reasonably bound, for the purposes of this report, the range
within which mortality rates will fall. If the range between them
seems wide, it should be recalled that no allowance has been made
for the effects of such diverse factors as: The application of new dis-
coveries to the prevention of disease, to the impairments caused by
disease and to premature deaths; the possibilities of increasing the
survival of impaired lives for only temporary periods; and the catas-
trophic effects of atomic wars. )

Mortality rates arc of major importance for estimates of future
benefits for the aged and of importance also in determining potential
deaths among younger fathers which will give rise to widowed mothers’ .
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and children’s survivor benefits and ultimately to aged widow’s
benefits. Continuous study must be given to this very important
clement.

TaBLe 9.—Estimated population of United States in selected years, 1955-2000

{In millions]

All ages Ages 20-64 Ages 65 and over

Calendar year ;
3

Tolal | Men [Women| Total | Men \Womcn Total | Men |Women
i j

Census estimate for 1945

1045 o 140 70 70 83 41 l 42 10.1 4.8 5.3
Projection for low cost assumptions
I
153 76 77 87 43 44 12.7 6.0 6.7
159 79 80 89 44 45 14.0 6.5 7.8
179 89 90 100 50 50 17.9 7.8 10.1
199 99 100 113 57 56 19.0 8.3 10.7
Projection for high cost assumptions
151 75 76 ]9 44 45 13.1 6.2 6.9
155 77 78 91 45 46 14,9 7.0 7.9
170 85 85 100 50 50 22.8 10. 4 12.4
173 87 86 102 52 50 28.5 13.3 15.2

(¢) Marital and family composition.—Marital relationships by age
have great significance for old-age and survivors insurance costs be-
cause the system provides benefits for aged wives and widows. A
woman over 65 cannot draw both the primary benefit based on her
own earnings and a full wife’s or widow’s benefit based on her hus-
band’s earnings. Hence, it is necessary to consider both the marital
status of the female covered workers and also the exits from this group
because of marringe. It is anticipated that there will be a relatively
large offset on account of this provision which prohibits duplication ot
benefits. The experience to date is extremely limited in this respect,
since this factor will not be of major importance until some 30 or 40
years hence when the vast bulk of the current female workers, those
in their twenties and thirties, have attained the minimum retirement
age.
Family composition data indicating the proportion of men with
children and the average number of children in such cases also has
great significance because the system provides benefits for orphaned
children and their widowed mothers. The future birth rate has a
very important role in this connection since it determines not only the
total number of children, but how they are divided up into families.
The early claims experience, although valuable as a guide, does not yet
furnish clear bases for the future because of the lag in getting under
way.

There must also be considered the various factors affecting termina-
tion of married status, chiefly divorce and mortality. The distribu-
tion of ages of husband and wife also affects the cost illustrations.
Various studies have indicated that at almost all ages women have
lower mortality rates than men, and that the mortality rates of mar-
ried persons are 10 to 20 percent lower than that for all persons com-
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bined. In the present cost illustrations, differential mortality by
marital status has been considered in determining costs for the various
types of survivors benefits.

Old-age insurance beneficiaries are composed of a number of different
categories. Table 10 shows the various illustrative trends in the
number of beneficiaries, distinguishing between male and female pri-
mary beneficiaries, wives of primary beneficiaries, children of primary
beneficiaties, aged widows of deceased imsured individuals, and de-
pendent parents of deceased insured workers who left no widow or
child under 18.

TasLE 10.—Estimated old-age insurance recipients of monthly benefits ! in selected
years, 19565—-2000

{In thousands]

Male Female Wivesof | Children Aged de

rimary primary primary | of primary Aged - g
Calendar year enefici- | benefici- | benefici- | benefici- | widows pgnde?st

aries aries aries aries baren

Actual data for June 1946

1946 548 84 193 15 110 7

Low employment, low cost assumptions

1,800 250 600 60 550 80
2, 200 400 750 70 900 110
3,800 1, 500 1,100 120 2,100 130
4,200 2,900 1,100 120 2,500 100

Low employment, high cost assumptions

2, 300 400 800 80 600 140
2,900 650 1,000 90 950 210
6, 300 2, 500 1,900 120 2,300 290
8, 600 5, 300 2,400 70 2,900 270

High employment, low cost assumptions

1,400 250 500 40 B00 80
1,800 400 600 50 950 110
3,700 1, 500 1,100 110 2,300 130
4,800 3, 500 1, 200 120 2,800 100

High employment, high cost assumptions

2,300 450 800 70 600 140
3,000 700 1,000 80 1,000 210
6,900 2, 600 2,100 130 2, 500 290
10, 500 6, 500 2,700 80 3,000 270

1 Women qualified both for primary benefits and for wife’s, widow’s, or parent’s benefits are shown as
primary beneficiarics.

Although old-age beneficiaries make up the bulk of the prospective
recipients under the program, the young survivors, composed of
orphaned children and widowed mothers, will be responsible for a
considerable amount of benefits. Table 11 lists these two groups
separately.

In table 10 the high cost assumptions for each of the two economic
assumptions show, as expected, a larger number of beneficiaries than
the low cost assumptions; this is in part because of the lower mortality
rates assumed which result in a greater,number and proportion of



20 FEDERAL OLD-AGE AND SURVIVORS INSURANCE TRUST FUND

aged persons, and in part because of the higher retirement rates
assumed and the greater proportion assumed to be insured as a result
of the in-and-out movement. On the other hand, the lower mortality,
despite the somewhat higher birth rate, tends to have the opposite
effect (table 11); a smaller number of child and widowed mother
beneficiaries under the high cost assumptions than under the low
cost assumptions are indicated for each of the two economic assump-
tions separately.

(d) Proportivn of time in covered employment prior to qualification
for benefits.—The number of persons who gain protection through
becoming either “fully insured” or “currently insured” under old-age
and survivors insurance depends upon the volume and pattern of their
work in covered employment, and upon the amount of taxable wages
earned in such work. A discussion of the latter factor is presented
subsequently under item (g). Table 12 indicates for men and women
separately, the varying distributions according to number of years
with some wage credits for the covered population after the first
8 years of operation of the system. As would be expected, those who
are fully insured are concentrated at the longest periods of employ-
ment, followed by those only currently insured, with those not in-
sured having had employment in only 1 or 2 years in the bulk of
the cases.

TaBLE 11.—Estimated younger survivor insurance recipients of monthly benefits in
selected ycars 1955-2000

[In thousands]

Low employment assumptions High employment assumptions
Calendar Low cost High cost Low cost High cost
year
Orphaned | Widowed | Orphaned | Widowed | Orphaned | Widowed | Orphaned | Widowed
children | mothers | children | mothers | children | mothers | children | mothers

1955. ... 740 220 690 240 730 190 690 220
1960, ... 790 240 650 240 810 210 670 220
1980 ... ... < 880 270 480 200 1, 000 260 540 200
2000 ... ____. 990 310 410 190 1, 160 310 480 . 190

NoTE.—Actual data for June 1946: 416,000 orphaned children and 129,000 widowed mothers.

TaBLE 12.— Percentage distribution of workers in covered employment under old-age
and survivors tnsurance at some time during 1937-44 by years with wage credits
and by insured status as of Jan. 1, 1945

Men Women
Years with wage credits
Fully in- | OTently | Notin. | Fully in- | QUITEOUY | Not i
sured only sured sured only sured
Total .. _..oo.o.o. 100.0 100.0 100.0 100. ¢ 100. 0 100.0
e e [©) O] 34.8 ® () 40.3
2. 2.4 9.9 28.9 5.2 21.1 30.8
3. 6.3 26.7 16.8 12.9 35.3 14. 4
4. 6.8 28.2 10.0 11.7 211 7.4
5. 8.9 17.5 5.4 11.7 10.8 3.9
6. 12.6 9.9 2.8 12.3 6.1 2.0
7. 12.3 5.2 1.0 11.9 3.4 .9
8. 50.7 2.6 .3 34,3 2.3 .4

t Inapplicable under provisions of the Social Security Act.
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Another indication of the relative proportions of the population
having contact with the program is given in table 13. Here 1s shown
for certain age and sex groups the proportions of the total population
of the United States as of the beginning of 1945, which are insured,
or which are covered but not insured (i. e., with some wage credits but
not sufficient to be insured), or which never during the 8 years of
operation considered had had any covered employment.

Tllustrations are presented in table 14 showing for the future the
percentages of the population insured by reason of current or previous
work experience for men and women, and for age groups above and
below 65. The percentages shown in table 14 for age 65 and over
include primary beneficiaries. Table 15 relates the primary benefi-
ciaries actually drawing benefits to the total aged population. It has
been assumed in these cost illustrations that all persons eligible to
receive primary benefits based on their own earnings would apply for
and receive such benefits even though they might be entitled to larger
wife’s, widow’s, or parent’s benefits, which instead they would receive
as a reduced supplementary amount. This assumption has been
made because it i1s always to the individual’s advantage to receive
primary benefits and reduced supplementary benefits of another cate-
gory rather than solely the full benefits of the other category.

In tables 10, 11, and 14, only potential long-range trends have been
set down, without recognition of cyclical or periodic irregularities.
Bearing this in mind, certain trends may be observed in these illustra-
tive tables of numbers of beneficiaries:

TaBLE 18.—Percentage distribution of total population aged 15 and over as of
January 1, 1945, according to insured and covered staius, by age and sex

Men Wnmen
Age! Covered Covered
Total {Insured?| butnot Nevex:i Total |Insured?| butnot | vev o
insured 3 | COVEre insured 3 [ COVere
100 51 32 17 100 23 30 47
100 16 56 28 100 14 54 32
100 55 42 3 100 42 41 17
100 69 26 5 100 27 33 40
100 61 27 12 100 22 25 53
100 51 27 22 100 13 18 69
100 43 28 29 100 8 11 81
100 35 23 42 100 5 6 89
100 25 13 62 100 2 2 96
75andover..._.____. .- 100 9 § 88 100 1 0 99

! Age on birthday in 1944.

2 Includes both those fully insured and those currently insured only,

2 bIncludes dthose with some wage credits during 1937-44 (although not necessarily in 1944), but not sufficient
to be insured.
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TaBLE 14.—Estimated proportion of the population insured! under old-age and
survivors tnsurance in selected years, 1956—-2000

[In percent]

Low employment assumptions High employment assumptions
Low cost High cost Low cost High cost
Calendar year
Ages Ages Ages Ages
Ages 65 and Ages 65 and é\.ggs 65 and é‘:‘]ggi 65 and
20-64 over 2 20-64 over 3 0-64 over 3 over 2
Men
55 2 64 42 63 39 73 44
55 41 65 46 65 44 75 49
87 56 67 65 71 64 81 73
57 58 68 69 72 75 83 85
Women 3
21 4 28 6 24 6 31 7
22 6 29 8 27 7 35 10
28 15 36 21 39 16 48 22
29 27 38 35 45 35 54 43

1 “Insured” means sufficient participation in covered employment to have become eligible for benefits
-apon deatt or retirement.
2 Including primary beneficiaries.
3 Excludes wives and widows of fully insured men except wives and widows who are insured on the basis
of their own employment.

TABLE 15.— Estimated proportion of population aged 65 and over receiving primary
benefits !

{In percent]

Low employment assumptions High employment assumptions

Calendar year Low cost High cost Low cost High cost

Men ‘Women Men Women Men Women Men ‘Women

30 4 37 6 23 4 37 7
33 6 41 8 27 6 43 9
48 14 61 20 47 14 66 21
51 27 65 35 58 33 79 43

1 Women qualified both for primary benefits and for wife's, widow’s, or parent’s benefits are shown as
primary beneficiaries.

(1) An over-all uptrend in beneficiaries under all types of old-age
benefits—except in the relatively unimportant case of dependent
parents;

(2) A relatively small increase under some assumptions and a de-
cline in others, after 1960 in the number of orphan child and widowed
mother beneficiaries;

(3) A relatively, and increasingly, low proportion that survivor
benefits bear to old-age benefits; )

(4) A relatively rapid advance in the pereent of insured persons at
age 65 and over (including those drawing benefits) as compared with
the percent insured at ages 20 to 64; and

(5) A rapid rise in the percent of aged persons drawing primary
benefits from 1955 to 1980, and a slowing down of the increase in the
following 20 years.
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(e) Remarriage rates—Remarriage of “young widows” is a rather
important cost factor. The greatest possible duration of benefits
occurs among the younger widows, who can receive benefits for many
years as mothers of young children and later as aged widows. These,
however, are also the women with the greatest chance of remarriage.
Among the older mothers with fewer prospective years of benefit
receipt (their youngest child being nearer age 18), the probability of
remarriage is lower. Remarriage rates are affected both by age of
widow and duration of widowhood. Recognition of the remarriage
factor results in considerable reduction in the prospective cost of
benefits to young widows. It also results in considerable reduction
in the deferred portion of benefits othcrwise payable to widows upon
reaching age 65. This serves as a tangible reduction in the volume
of “life insurance’’ afforded by the program when such ‘“life insur-
ance”’ is interpreted as the present value, in case of the worker’s
death, of prospective benefit payments to his surviving dependents.
It is estimated that at the present time the program is providing
approximately $50 to $70 billion of “life insurance’” protection for
survivors, exclusive of the temporary survivor protection for veterans
provided for by title IT of the Social Security Act amendments of
1946.

(f) Employment of beneficiaries.—Since monthly benefits for all
categorics of beneficiaries are suspended for beneficiaries with $15 or
more of monthly covered wages, assumptions as to the employment of
beneficiaries rank high among the various cost clements. At the
present time, less than half of those beyond age 65 who possess
insured status are actually receiving benefits (table 8). This low
proportion is in part due to the apparently abnormal work oppor-
tunitics now prevailing, and partly due to the element of lag in that
the aged insured population now contains relatively few of those at
the more advanced ages.  In the future this proportion is bound to
increase, if for no other reason than that this group will contain a
relatively larger number at the more advanced ages (say, 75 and over)
where work opportunities are relatively sparse.

Then, too, a large demand for labor draws into employment and
away from benefit receipt many widowed mothers and older children.
Under the high employment illustrations there is a greater allowance
for this savings factor of employment of heneficiaries than in the low
employment examples. Likewise, within each employment assump-
tion there is assumed to be more employment of beneficiaries in the
low cost assumptions than in the high cost ones.

(g) Income wn covered employment.—One of the most striking changes
in earned income on record has taken place since 1938. Not only
have there been further rises in the hourly rate of earnings since the
end of the war, but also there has tended to be relativelv little unem-
ployment including partial unemployment, so that most workers have
had a full workweek. The resulting change in wage income gives
workers relatively more chance of obtaining credit for quarters of
coverage (at $50 per quarter) than had been the case in the prewar
years, and as a result produces an increase in number of persons with
insured status and in the average wage used for benefit computations.
Under the high employment assumptions this increase is assumed to
be more or less permanent, whereas under the low employment
assumptions it is assumed to be only temporary, although affecting
future vears to a certain extent.
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Assumptions as to future covered wages are essential in developing
illustrative actuarial projections. The trend of wages in the past has
been unquestionably of an upward character. The level of earnings
at the end of the reconversion period and their movement thereafter,
of course, affect contributions and benefits under the program, since
both are geared to covered carnings. Some indireet recognition of
uncertainties with respect to wages is given in the adoption of low and
high sets of average wage assumptions used respectively with the low-
and high-employment assumptions. This point is discussed further
in connection with the illustrative cost charts presented subsequently.

The data derived from old-age and survivors insurance records are
not yet fully useful for long-range cost purposes. Average reported
wages were much lower in the carly years of the system than they are
currently. The increase which has oceurred is indicated in table 16.

The high-employment assumptions use an average annual taxable
wage throughout the period 1955-2000 of $2,400 for men working in
4 quarters of a year and correspondingly $1,440 for women. Under
the low-employment assumptions the 4-quarter average wage used
for males is $1,800, with $1,080 being used for women. For both low-
and high-employment assumptions and for both men and women the
average wage used for 3-quarter workers is about 50 percent of that
for 4-quarter workers (i. e., at a lower rate per quarter), while the
corresponding proportions for 2- and 1-quarter workers are about 20
and 10 percent, respectively. These ratios of the part-time average
covered wage to the 4-quarter average parallel very closaly the actual
ratios observed in the old-age and survivors irsurance wage data for
each of the 4 years 1940-43. The 4-quarter wage assumptions may
be compared with the actual expericnce for such workers in past
years as shown by the last three columns of table 16.

In determining the number of covered persons under the low-em-
ployment assumption, percentages by age were developed through
analysis of the 1940 wage data, while for the high-employment assump-
tion the percentages derived were based on 1943-44 conditions with
suitable modification to allow for the absence of younger males in
military service. It was assumed that in the future the proportion
of the population which would be in covered employment would
gradually rise for each age group since there has been a definite trend
in the past for more and more of the total labor force to be in covered
employment. Correspondingly, the rise was assumed to be greater
for women since they have been participating more and more in the
covered labor force.

Because the coverage of the system excludes several large categories
of employment (agricultural, domestic, nonprofit, railroad, and public
employment and the self-employed), there is a flow of workers be-
tween covered and noncovered emplovments as well as between cov-
ered employment and unemployment. The restricted coverage
necessarily will result in large numbers of workers who have not had
sullicient contact with the program to establish or maintain the in-
sured status necessary for benefit qualification. The extent of contact
is a function both of stability of covered jobs and of age; older persons
are somewhat more settled in their work than younger persons.
Table 17 illustrates differences in the extent of contact workers had
with the program in 1944.
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TABLE 16.— Average wage credits of workers under old-age and survivors insurance,
by year, 198745

; : ; Workers with wages in all 4
Workers with any wages in year quarters 3
Calendar year .
Taotal Men Women Total Men ‘Women
$899 $1.040 $539 [O)] O] [O)

832 959 508 $1, 211 $1, 356 $781

881 1,016 536 ) ") )

926 1, 069 553 1,305 1,462 829
1,014 1,185 57 1,466 1,647 910
1,127 1, 360 509 1,703 1,928 1,041
1,289 1, 579 87 1,913 2,204 1,271
1,369 1,680 885 1,995 2,300 1, 400
1, 336 1,639 864 ) )] )

! Data not available.

2 Up to and including 1942, includes all workers with $3,000 or more of wage credits regardless of reported
number of quarters with wage credits.  For 1943 and after, includes all workers credited with having wages
in all 4 quarters regardless of reported number of quarters with wage credits.

3 Preliminary.

TaBLE 17.—Percentage distribution of workers in covered employment under old-
age and survivors insurance, by number of quarters, with wage credits, 1944

By sex By age By wagﬁ)giedxts in

Calendar quartesrs Total —

with wage credits | persons s
§ N ,. - 45 and Under [$1,200 and
Men Women | Under 25| 25 1o 44 over $1,200 over

Total..._._____ 100.0 100.0 100.0 100.0 100. ¢ 100.0 100.0 100.0

1 quarteronly.._ ... 14.0 12.3 16.6 21.8 12.5 9.3 8.3 1
2 quarters only. 12.7 10. 6 15.8 20.8 11.0 8.7 24.9 1.2
3 quarters only. - 11.8 10.2 14.3 18. 4 11.6 1.5 20.0 6.3
4 quarters_______.___ HL. 5 66. 9 53.3 39.0 64.9 715 26.8 92,4

1 Preliminary data, partly estimated and subject to revision.

The carrying through of the prospective progress of the program
using the various elements discussed above furnishes reasonable illus-
trations of future beneficiaries and costs, though neither the lowest
nor the highest conceivable, the values derived being within the out-
side boundaries of possibility. Experience to date is limited, the
payment of monthly benefits having begun only in 1940. As pay-
ments got under way, the limitations of coverage and the insured-
status requirement excluded large numbers of potential beneficiaries.
Payments were further delayed by the “lag” with which any new
program commences. In recent vears, as the lag has lessened, pay-
ments among the relatively small number eligible to receive them
have been limited by postponements in the claiming of benefits
occasioned by the war and immediate postwar conditions. The long-
range illustrations look beyond these various limitations and furnish
some indication of the trend in the costs of the old-age and survivors
insurance program.

The Social Security Act amendments of 1946 contained only one
major benefit provision in regard to old-age and survivors insurance,
namely, the providing of survivor protection for veterans for a limited
period after discharge (generally 3 years). These payments are to be
on an entirely independent basis but are not in full an addition to
benefits otherwise payable on the basis of wage credits. The cost is
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to be met entirely by appropriations from the general Treasury.
Since the protection is on a temporary basis and since the cost 1s to
be met independently of the regular sources of income of the trust
fund, these long-range cost illustrations disregard both the benefit
payments and the appropriations arising under this special provision.

Another important element affecting old-age and survivors insur-
ance costs arose through amendments made to the Railroad Retire-
ment Act in July 1946 which provide for a coordination of railroad
retivement and old-age and survivors insurance covered wages in
determining survivors benefits. In some instanees such survivor
benefits based on the combined wage credits will be paid by the rail-
road retirement system, whereas in other cases the benefits will be
paid by the old-age and survivors insurance system regardless of the
fact that cach specific individual worker contributed in part under
one system and in part under the other. The amendments to the
2ailroad Retirement Act provide that before 1950 a study should be
made setting forth the actual experience and recommending legisiative
changes necessary for equitable distribution of the financial burden
of such awards as between the two systems. In the long-range cost
illustrations developed here it is assumed that eventually the impact
of the costs of the coordinated benefits between the two systems will
be properly allocated, and that there will be such a small effect on
the long-range costs that this coordination provision may be safely
ignored. Even if it weve desirable to consider this clement, there
are no available data for making any reasonable estimates and it is
likely that there will be none in the next year or two.

Table 18 summarizes the previous discussion by showing illustrative
numbers of bencficiaries. The category “younger survivors’” com-
prises orphancd childven and their widowed mothers.  Widows aged
65 and over are included under the “old age” category, as are also
dependent children of primary beneficiaries.

TaBLE 18.— Estimated old-age and survivors insurance beneficiaries in receipt of
benefits as of middle of selected years, 1955-2000

[In thousandsl

Low-cost assumptions High-cost assumptions
Calendar year
%L(Lf‘f’-f“ Younger Lump %{%’é\l}fe Younger Lump
ciaries Survivors sunt ciaries survivors sum

Low-employment assumptions

3,300 960 280 4,300 930 280
4,400 1,030 340 &5, 800 890 320
], 800 1,150 580 13,400 680 560
19, 900 1,300 70 19, 500 600 850

High-emplayment assumptions

2,900 920 310 4,400 910 300
3,900 1,020 380 6, 000 890 350
8, 800 1,260 680 14, 500 740 640
12, 500 1,470 980 23,100 670 1,020

t Number of deaths during the year resulting in lump-sum payments.

NOTE.—Actual data for June 1946: 957,000 old-age beneficiaries and 545,000 younger survivors. Aectual
lump-sum death payments in 12-month period ending June 1946: 184,000 deaths,
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It 1s"to be noted that in addition to the assumptions already dis-
cussed, the long-range cost illustrations include assumptions relating
to retirement rates, interest rates, and various miscellaneous adminis-
trative factors. Since the earlier cost illustrations were developed,
sufficient actual experience under the operation of the program is
available to permit various modifications to be introduced to allow
for such factors as the various minimum and maximum provisions
as to benefits, and the provision that the lump-sum death payment,
in certain instances, may not exceed the actual burial expenses. Also
taken into account in these new cost illustrations are such miscel-
laneous factors as differential retirement rates by marital status, the
effect on the size of survivor benefits of lowered earning capacity
during last illness, cte.

Illustrative long-range costs

There now follows a presentation of the illustrative cost results of
combining values for the various elements discussed earlier in this
section. The revised long-range cost illustrations, which are subject
to continual testing, refinement, and adjustment, are presented 1n
the accompanying charts and in table 19. These exhibits commence
with the year 1955.

As indicated in the charts and table, assuming a constant average
wage throughout the period 1955 to 2000, contributions at the rate of
6 percent of taxable pay roll (the rate scheduled to become effective
in 1949) would exceed benefits at all times under the two low-cost
examples and for about 30 to 40 years under the two high-cost
examples. Even in the latter case, this would result in increases in
the funds accumulated, and the interest earnings thereon would be
available later to meet a portion of the benefit payments.  This could
forestall, perhaps indefinitely in the case of the big"-employment,
high-cost example, the necessity for (i) an increase above 6 percent in
pay-roll contribution rates; (ii) contributions on the part of the
Treasury derived from general taxes as distinet from pay-roll contri-
butions; (ili) liquidation of the trust fund for purposes of meeting
benefit obligations when these come to exceed pay-roll-contribution
income; or (iv) any combinations of these. Under the low-employ-
ment, high-cost example, such interest income would substantially
defer, but not eliminate, the time when one or more of these other
sources would have to be tapped to assist in financing the benefits
provided by statute.
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TaABLE 19.—Illustrations of benefit payments and contribution income of the old-age
and survivors insurance trust fund in selected years, 1956 to 2000 1

Low-cost assumptions

High-cost assumptions

Calendar year

Benefit
payments

(in
billions)

Contribu- | Benefits as | Benefit Contribu- | Benefits
tion in- percent payments tion in- | as percent
come (in of (in come (in of
billions) pay roll billions} billions) pay roll

2000
1946 t0 20002 ... __
Level premium in perpet;

2000
1946 to 20002____
Level premium in perpetuity 3_

Low-employment assumptions

2.5 $1.3
3.1 1.7
4.0 2.7
5.0 3.9
5.7 5.1
5.8 5.9
34,3 | |-ea
LIE: 9% S DU

NOO O NG
SRRSO

R

badad atat ol ko
SeNSLHIW

'Y

SR 00 Tagn 20 B0
WD OO

P

1 The figures in this table are subject to the limitations stated in the text and correspond to the values used
in the charts.
3 Average or level cost without interest for the 55-year period. R .
2 Level cost (based on discounting at 2 percent interest) of benefit payments after 1945 and in perpetuity,
taking into account accumulated funds through 1945.

NoTE.—Actual data (based on certifications) for calendar year 1945: $0.29 billion benefit payments, $1.29
billion contribution income, and benefits 0.46 percent of pay roll.
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The charts show the steady rise in benefit payments under the two
widely different sets of conditions discussed earlier in this section.
They show the large increases, relatively and in absolute quantities,
which would occur even after 1980, particularly within the frame-
work of the high-cost assumptions, Because of the nature of the
assumptions, the charts show only smooth curves and hence do not
show the irregularities and periodic cyclical variations which may
develop. These irregularities are expected to be far more pronounced
in the curves pertaining to contributions than in those representing
benefits, because the dollar amount of the benefit roll, after the system
is well established, will contain a large proportion of fixed payments
to permanently retired persons. However, the pay roll of covered
workers from which the tax income is derived has been, and will con-
tinue to be, quite sensitive to current fluctuations, through increases
or decreases in job opportunities, ups and downs in the workweek,
and changes in unit rates of pay. Thus, the charts indicate more
smoothness of income and disbursements, especially the former, and
more stability in the percentage relationship of the two than actually
is likely to occur. In fact, for demographic reasons alone, as dis-
cussed earlier in this section, it is unlikely that the system even even-
tually would level out to a completely fixed relationship between
contributions and benefits.

Another factor mentioned earlier but not used in the actuarial
projections is the trend, exhibited in the past, of an irregular but
upward movement in earnings, both on a dollar basis and in the form
of real wages. If this secular trend continues, then—other things
being equal—the curves of benefits and contributions would both
be more steeply ascending than shown. The upward changes in the
contributions curves, however, would be far more accentuated than
would be such change in the benefit curves. There are several reasons
for this, the important one being that the benefit increase would be
dampened because:

(1) The basis for benefits is the average monthly wage up to the
maximum of $250; 40 percent is taken on the first $50 thereof and
10 percent of that part above $50. As average wages increase and as
more persons approach or reach the $250 maximum, a larger portion
of such wages falls in that part of the benefit formula to which the
10 percent, rather than the 40-percent rate, applies. Thus benefits
are reduced in relation to wages, and consequently in relation to
contributions,

(2) Any year’s contributions are substantially based on the covered
wages of that year, while any year’s benefits in force are based on
weighted composite wages of all previous years in which the insured
persons on whose account the benefits are paid worked in covered
employment, thus including—in future years—wages of as much as
60, 70, or more years previously.

Under the assumptions of 1 percent compound annual rate of in-
crease in the wage level and of a static benefit formula unchanging
from the present provisions, benefit disbursements in the year 2000
would be only about 10 percent higher than under a level wage assump-
tion (as in table 19 and the preceding charts). At the same time,
contributions would be increased by about 50 percent under the low
employment (and low wage in the early years) assumptions and by
about 35 percent under the high employment assumptions. On this
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basis the annual benefits related to annual pay rol! for the year 2000
would be as follows:

Rising Level
wage wage

. Percent | Percent
Low-employment, low-cost assumptions____.__ . _ ... ... 4.2
Low-employment, high-cost assumptions. . ... ..
High-employment, low-cost assumptions____._______.__
High-employment, high-cost assunpbions . .. .o

;e
[="N R
-
wmSen
- Qv oG

Thus, the cost of benefits relative to contributions in a year half a
centulv hence would be decreased by about 20 to 25 percent under an
increasing wage, static benefit formula assumption.

The assumptions of steadily rising average wages in conjunction
with an unamended benefit formula have an impor tant beari ing on the
long-range cost of the program. With such assumptions, the rise in
wages would seem to offer significant financial help in the financing of
benefits because pay-roll contubutlom at a fixed percentage rate
would increase steadily relative to bencfit disbursements; but benefits
paid to beneficiaries would steadily diminish in relation to current
wage levels. In such a case, it is likely that the present formula
would not be maintained, but rather revisions would be adopted
which would make average benefits at least as adequate relative to the
then existing average wage level as average benefits under the present
formula were in relation to the 1939 wage level.  In vevising the bene-
fit schedule to conform with the altered wage level, the changed cost
and contribution picture would have to be consldexed especially,
changes resulting from the fact that a worker’s benefit would be based
on wages prev alhng at that time of retirement while his contributions
and the interest accumulated thereon would be based on the lower
wages prevailing during the period of his active employment.

In addition to excluding the assumption of increasing wages, the
cost examples given have avoided dealing with various other important
sccular trends with diverse effects on costs which cannot now be
adequately extrapolated into the future. One illustration is the
lengthening of the period of childhood or preparation for work.
Another is a drastic change in the age of retirement either to a con-
siderably lower effective age so that practically all persons are retir-
ing at the minimum age of 65, or conceivably in reverse to a higher
effective age under circumstances of greatly improved health condi-
tions combined with gocd employment opportunities, such that few
would retire before age 70 or even 75.

SUMMARY AND CONCLUSION

At the end of the fiscal year 1946, aggregate old-age and survivors
insurance benefit payments were bemg made at an annual rate of
about $375 million; in the last year of the five fiscal years ahead,
annual payments are expected to total from $760 to $870 million.
The trend of such payments will be an ascending one throughout
the present century; within two decades benefit disbursements are
expected to have increased to 5 to 8 times their current level.

Current contributions paid by contributors are expected to be
wholly sufficient to meet the current disbursements of the old-age and
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survivors insurance program in the immediate five fiscal years ahead.

At present, employers and employees are contributing 1 percent
each on taxable wages and pay rolis in industries covered under the
program. This 1-percent rate has now been maintained for eleven
consecutive years by repeated congressional actions delaying the date
at which scheduled rate increases become effective, Present statutory
provisions call for an inerease in the contribution rate to 2% percent
on employees and 2} percent on employers beginning with January 1,
1948, and to 3 percent on each beginning with January 1, 1949. The
Board of Trustees is fully aware that there are adjustment problems,
for employees and businesses, resulting from the comparatively sharp
increase in contribution rates now scheduled by statute for 1948 and
1949. The Board is also mindful, however, that prudent management
of the finances of the trust fund requires emphasis on the long-range
relationships between disbursements and income of the fund.

The level-premium cost of benefits now provided by the system, or
the average contribution rate required to finance the system into
perpetuity at a 2-percent interest rate, is estimated to range between
3 and 7 percent of pay roll. These ostimates are lower than level
premium cost figures contained in earlier reports of the Board, and
below the estimated costs of the program when it was adopted in
1939. The war and its aftermath, as well as the recovery from the
depression of the carly thirties, have been accompanied by important
changes in many of the factors which determine the relationship
between benefits and contributions under the program. Among the
more important factors which have led to a reduction in the estimates
of costs, measured as a percent of pay roll, of the present benefit
provisions are the increcased level of earnings and the expanded
employment in covered occupations.

These revised figures, however, are predicated on the maintenance-
of-level wage rates over the next 40 or 50 years ahead. The evidence

_gvailable from historical experience and from the development of our
economic system indicates that the Nation in the future is likely to
have a level of income and earnings above that now prevailing.
Increases in the past have bec nsomewhat uneven but, on the whole,
they have been persistent over the decades. If the cost estimates of
the present benefit provisions contained in the actuarial statement
of this report were amended to take account of a long-term tendency
for wages to increase, the range of the level-premium cost might be
reduced from 3-7 percent to 236 percent. But the factors which,
in large part, account for the anticipated favorable financial position
of the program in the immediate period ahead, and for the reduced
estimates of the long-range cost as a percent of pay 10ll, at the same
time have seriously impaired the adequacy of benefits based on
present benefit provisions and will continue to do so unless the
benefit formula is adjusted upward to reflect the rise in wages, in-
come, and living standards. With further increases in mnational
income and earnings, these inadequacies will become even more
pronounced.

The Federal Security Agency and the Social Sccurity Administra-
tion have pointed out in their annual reports to the Congress that there
are many inadequacies and gaps in present coverage and benefit
provisions—gaps which in a measure have developed or been intensi-
fied as an aftermath of the war. The board of trustees is taking the
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present opportunity to call attention to those reports, because the
board is of the opinion that the financial provisions of the program
should be reviewed by the Congress in conjunction with a reexamina-
tion of the benecfit formula, the coverage of the system, and the scope
of the protection afforded. The annual actions of the Congress in
maintaining the 1-percent contribution rate, without revising the
basic contribution schedule of the program, have led to considerable
uncertainty on the part of the businessmen and employees par-
ticipating in the program. In the opinion of the board of trustees,
concurrent consideration of benefits and contributions is needed with
a view to removing uncertainty and to achieving appropriate adjust-
ments of the program to changes which have developed during and
out of the war.
O
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