10

Secial Security

of an exacf repetition of this experi-
ence.

In the past, for example, major wars
have had a very important influence
on the level of moncy wages. Bub il
it were to be assumed that no major
war would occur during the period
covercd by the estimates, it would be
improper to base an cstimate of future
earnings on a mechanical extrapola-

tion of past experience which had
been greatly influenced by previous
wars. Morcover, now that data on
employment and earnings covered by
old-age and survivors insurance are
available in considerable detail, dif-
ferences based on age and sex ¢an be
taken into account.

The analytical method cannot be
expected, of comse, to provide a sure

insight into the future. Iis advan-
tage is that it attempts to give due
weight individually to the important
clements bearing on the problem.
Although this approach involves a de-
tailed and laborious procedure and
must necessarily result in alternative
sets of assumptions and estimates, it
seems the most realistic in view of the
complexities of the problem.

Actuarial Factors in Old-Age and

Survivors Insurance”®

CERTAIN BASIC COST FACTORS must be
continuously recognized in analysis of
the costs of the old-age and survivors
insurance program. These foctors
include: ¢a) population; (b) mortal-
ity; (¢) family composition: {(d) num-
ber of years of eredited employment
prior to qualification for benefits; (e)
remarvringe of widowed benefleiaries;
(f) employment of widowed henefici-
aries, older children, and aged; and
(g) income in covered employment
ond its distribution among celendar
quarters (as affected by e changing
workweek, changing productivity, ef-
fectiveness of collective bargaining,
long-term trends, cyclical changes,
and so forth),

Population

Population development depends
upon the progress of the existing
population as chenged by future
births and immigration and by fu-
ture deaths end emigretion. The
1940 census showed some 600,000
more persons aged 65 and over than
had been indicated as probable from
an examination of the 1930 census
and the deaths and migration be-
tween the two censuses. IL is also
thought that the faniliar underreg-
istration of children has continued
into the 1940 census. The Burcau of
the Census has made compirehensive
reports as to the many types of error
and bias believed present in the latest
enumeration,-

Birth rates declined for a number
of years, because of the increasing
percent of the population completely

*Prepnred in the Ofice of the Actuary
for the Bonrd of Trustees of the Federnl
Old-Age and Burvivors Insurance Trust
Fund.

above the childbearing ages, the in-
creasing propartion at the higher ages
where childbearing is Iess frequent,
and changed attitudes towayd the size
of the family. However, the long de-
cline of hirth retes lasting into the
thirties has heen reversed since 1937.
Therc also appears to be a marked
increase in the rate of first births,
tending to incremse the proportion
of the insured population with de-
pendents. This increases the amount
of insurance for survivor benefits un-
der cld-age and survivors insurance.
The diminution in the proportion of
large families has had only a limited
effect upon benefits under this pro-
grom, since ageregate benefits for &
family are not increasecd for children
beyond the fourth child in the ab-
sence of a mother drawing benefils,
or beyond the third child with the
mother drawing benefits,

Tmmigration, which had been heavy
up to the end of the ninecteenth
century and rather intermiltent in
the carly portion of the twenticth
century, was definitely cheeked in the
1930’s, and most population forecasts
have assumed that no return to the
old immigration rates may be ox-
pected.

Another population factor to be con-
sidered is that of emigration. The
war has already led to onc type of
emigrafion of considerable magnitude
members of our expceditionary forces
did not return but continued to live
as private individuals in the countries
where they herd becen stationed
did not return but continued to live
as private individuels in the countries
where they had been stationed
during the war., There is continuous
discussion eoncerning the extent of

the manpower requirements of the
Allied Military Government and the
use of American technicians in many
countries of the world after the war.
The 1043 report of the National Re~
sourecs Planning Board on future
population development gives ecrtain
adjustment figures to recognize the
ciffects of the war., Exlbensive analysis
of this and similar material will be
made over the next few years, It will
call for continuous adjustinent in eost
cstimates,

The possible [uture progress of the
population has been indicated in two
different reports:

1. The 1935 report prepared by the
stall employed by the Committee
on Economic Security in develop-
ing long-range cost estimates for
the original program of old-age
benefits,

2. The National Resources Commit-
tee’s report on future population
trends issued in 1938, The actual
cxperience from which projec-
tions were made in that report did
not go beyond 1936.

In thelight of the as yet unpredictable
population results of the war, it has
seemed well to retain in the low cost
assumptions the rather eautious pop-
ulation foreccast made by the staff of
the Committee on Beonomic Sccurity
as representative of one reasonahle
rate of growth. Al the szmne time, the
Natlonal Resources Committee’s me-
dium population forceast of 1938,
which has been used in other studics,
secns suitable ns an indication of the
polentinl inercease under high cost as-
sumptions. Table 1 indieates the Lwo
assumptions used as to population
growth for the group aged 20-64, in-

T A new report of the Natlonnl Resourees
Flonning Board, dated August 1043 and
entitled Esitmatcs of Fulure Population
of the United Stuatcs, 1940-2000, was pub-
Itshed at the ond of 1643,
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clusive, and the group aged 65 and
over,

It is not believed that future popu-
lation progress is exactly represented
by either of the two series nsed. The
striking sequence of depression, re-
covery, recession, and war, with tre-
mendous unsettled influences
throughout the world, leave doubtiul
in any nation the future trends of
mortality, fertility, or migration, The
figures shown in table 1 represent two
possible developments. Because both
series have been uscd [or some time
and because thoe detailed 1940 census
dala and the Nalional Resources Plan«
ning Board population study of 1943
have not yet been adequately adapted
for cost purposes, nse of these older
bases hes been confinned in this report
with both series extended from their
terminal year of 1980 to the year 2000,

Mortality

Mortality rates by age and sex have
been steadily improving since the
turn of the century for both sexes
and virtually all ages up to 60, with
very little change at ages above 60.
Both the National Resources Commit..
tee study of 1838 and the National
Resources Planning Board study of
1943 make assumplions of a future
improvement in mortality as plaus-
ibly indicated by the past history of
nmiortality improvement. In the low
cost assumptions discussed in thig
seclion, very little improvement in
mortality rates is assumed., In the
high eost assumptions some improve-
ment is assumed, but their assumption
of improvement beyond age 65 is be-

Table 2.—O0lif-age fusurance vecipients of monthly benefits in selected years, 1955-2000

['Thougnnds of persons]

Male prl- Femalo Wivesal | Children . "
- e ritinry rimary | of primary | Agod wld- | Dependent
Colendar year mﬂgﬁ.:}ﬁg“ soneflel- Jouoﬂcf— benefiel- ows paTenis
arles arles arles
Low nssumptions
1,300 200 “400 60 450 50
1,700 350 650 50 750 10
3, 7 1, 100 1,100 160 2, 304 1430
1, 500 1, 400} 1, 400 170 3,300 130
High assumplions
1055 5, 500 250 600 &5 450 140
14930 2, ) 450 Bl 100 OO 200
1080 5, T00 1, 200 2,100 2 2, G} 300
2000 8,400 2,600 3,400 300} 4, 800 250

licved by many to be too optimistie,

Mortality is of major importance
for estitnptes of future benefits for
the aged, and of importance also in
determining potential deaths among
the younger fathers which will give
rise {0 mothers’ and children’s sur-
vivor beneflts, Studies are still undey
way, both in the Socinl Security
Board and in the Bureau of the Cen-
sus, as to what current mortality
rates may be after allowing for cor-
rections of errors and bias in the most
recent census; and following these
there will be further studies along
the linc of the recent Nuational Re-
sources Planning Board's mortality
forecasts. Such remarkable develop-
ments as insulin, penicillin, the sulfa
drugs, and other more recent discov-
eries carry potential mortality im-
provements, particularly at the mid-
dle and higher ages, which may yet
justify the lighter mortality nssumed
in the high cost illustrations.

Table L.—Estimated population of United States aged 20-64 and 65 and over in sclected
years, 1935-2000

[T'housands of persons)

Ares 20-64 |

Ares 65 and over

Colendar yenr

Tetnl I Men

Women Totnl Men Woinen

Low assumptions (Committee on Economlie Seeurity)

L8, 400 44, 100 41,300 12, 200 0, 000 6, 200
89, 400 41, 600 44, B0 L3, 600 6, 680 7, UOL
00, (10 5, GO0 A6, DK 17, 000 7 N 0,100
87,100 414, 160 43, 300 18, 200 8,60 0,600

Tiigh assnmptions (National Resources Committee, medium esthnnte}

48, 200 43, 604 44,300 12, 800 §,200 6, (00
&), 500 44, 600 44, 01 14, 500 7, 140 7,700
01, 600 406, 300 45, 300 22,100 10, 400 11, 700
00, 80 46,300 44, 500 26,400 12,800 13,600

Lamily Composition

Births have significance for old-age
and survivors insurance costs, not
alone because of thelr imporiance in
builkling up the population of the fu-
ture but also because the system pro-
vides an orphaned child under the
age of 18 with onc-half of a primary
benefit and a widowed mother with
three-fourths of a primary beneflt
50 long as she has children in her
care, The mpximum beneflt payable
to a family is twice the primary bene-
fit. Thus, the distribution of families
by size is of importance in determin-
ing the extent of prospective benefits.

The early elaiins experience is prob-
ably not typicel because of lags in
getting under way and the sequence
of falling and rising birth rates over
the last dozen years. During the next
few years, as a result of the cur-
rently increased birth rate, a smaller
proportion of nonchild families and a
chnnge in the distribution of orphan
children by age are expected.

It is also important to consider the
lrends in those deaths which termi-
nate husband-wife families, the
trends in divorce which have the saine
effect, and determinations as to what
constilutes a “separation” of spouse's
to be recognized under the law, Im-
portant also are the age relationship
hetween husband and wife and the
differential mortality by sex and by
marital condition. Experience has
shown that at almost all ages women
have a lighter mortelity than men and
that the mortality of morried persons
is significantly lower than that of sin-
gle or ex-married persons. The large
proportion of marriages in which the
wife is younger than the husband re-
sults in o predominance of termina-
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Table 3.—Yonng survivor insurance recip-
fents of monthly benefits in selected years,
19552000

[Thousands of persons)

Low nssumptions | Tigh assumptions

Calendar
¥eOr | orphoned W idowed|Orphaned|Widowed
children | mothers | children | mothers

1, 200 300 1,100 250
1,400 350 1,200 400
1, GO0 400 1,200 250
1, 00 400 1,200 250

tions of marriage by the husband’s
rather than the wife’s death. Further
studies concerning these various fac-
tors are planned in order to secure a
more complete understending of the
relationships.

Thus, the three elements of popuvla-
tion, mortality, and family composi-
tion constitute the warp and woof
for estimates of future potential bene-
ficiaries, with the other influences dis-
cussed below forming the specific
patterns of beneficiaries.

Oid-age insurance beneflciarles are
composcd of several different types of
recipients. Table 2 shows the various
lustrative rates of progress in the
number of bencficiaries, distinguish-
ing between male primary heneflei-
aries, female primary heneficiaries,
wives of male primary beneflciaries,
children of primery beneficiaries,
aged widows of male primary henefi-
ciaries or of deceased covered em-
ployees, and “wholly dependent” aged
parents of deceased covered employees
without widows or children.

Whereas old-age insurance benefl-
cieries make up the bulk of the pro-
spective recipients under old-age and
survivors insurance, the young sur-
vivors composed of half-orphaned and
full-orphaned children and widowed
mothers of the former will be re-

sponsible for n eonsiderable amount
of benefits, Table 3 lists the two
groups separately for inspection and
for comparison between the high and
low examples. The smaller numbers
of child and mother beneficiaries un-
der the high sssumptions result from
use of the National Resources Com-
mittee population projection which
assumes lighter mortality and ¢on-
tracting family size.

Credited Employment and
Tnsured Status

The number of persons who gain
protection through becoming "in-
sured” under old-age and survivors
insuranee depends upon the volume
and pattern of their work in employ-
ments covered by the prograom and
upon the amount of taxable wages
earned in such work. A diseussion of
the latter factor is presented in =a
later section. The old-age and sur-
vivors insurance program covers pri-
marily employees in industry and
commerce. Illustrations oare pre-
sented in table 4 showing the per-
centage of the population insured by
virtue of current or previous work
experience for age groups above and
below 65.

The percentages shown in table 4
for ages 65 and above include primary
hencficiaries drawing benefits to the
extent shown by table 5, which indi-
cates the proportion under both low
and high assumptions,

The proportions of the population
shown in tables 4 and & are derived
from application of the coveraoge and
insured status specifications of old-
age and survivors insurance to the
end results of qualification through a
sufficient number of quarters with a
covered wage of at least $50,

In the several tables presented

Table 4.—Percent of the population insured V under old-age and survivors insurance in
selected years, 1955-2000 {including priniary beneficiaries)

Low pssumptions High assumpifons
Colendar year Men Women Men Women
y 65 and G5 anel 65 and 65 nnd
20-64 over 20-64 over 20-64 over 20-64 over
51 30 18 & 01 a4 22 &
&0 34 19 7 66 40 24 T
9 51 21 18 71 [t H] 30 1
0 0 21 21 71 71 32 a2
tuIpsured,’” a3 distinet from “eoverad,” mcocans ment; p person may be “eovered” (4. e., with past or

suMelent participation In covered employment to
have beeome eligible for benefits upon denth orretire-

current wapge credits) without having reached or
rnintained on “insured’’ status,

Table 5.—Percent of the popnlation aged
G5 and over veceiving primary benefils
(excindes wonien eligible to receive
bengfits as wives, widows, and parents)

1OW High

assumptions nssumpltions
Calenedar yonr

AMon |Women| Mon |Womoen

2 15 20 4

26 ] 35 L]

40 13 55 i3

&2 i1 1] 14
above, only potential long-renge

trends have been set down without
recognition of cyclical or periodic ir-
regularitics, Bearing this in mind,
certain trends may be observed in
these illustrative tables of numbers of
beneficiaries:

, 1. An over-all uptrend in benefici-
aries under all types of old-age bene-
fits—save in the relatively unimpor-
tant case of dependent parcnts;

2. A very slight incrensc after 1960
in the number of children and the
widowed mothers who are beneflel-
arles;

3. The relatively and increasingly
small proportion of survivor henefits
in relation to old-age benelfits;

4, The relatively rapid advance in
the pereent insured at age 66 and over
(including those drawing benefits)
when compared with the percent in-
sured aged 20-84, inclusive; and

5. The rapid rise in thec percent
drawing primnary benefits from 1855
to 1980, and the slowing down of the
increasc in the percent in the foilow-
ing 20 years.

Remarriage Rates

Remarriege of “young widows” is a
rother important cost factor., The
greatest possible duration of benefits
occurs among the younger widows,
who as mothers of young children can
expect Lo receive beneflts for many
years. These are also the women with
the greantest chance of remarriage.
Among the older women with fewer
prospective yenrs of benefit receipt
(their children belng nearer nge 18),
the probability of remarriage is lower.
Rcmarriage rates are affected both by
age of widow and duration of widow-
hood, Use of thcse rates results in
considerable reduction in the prospec-
tive cost of benefits to young widows.
It also results In considerable reduc-
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Table 6.—Average taxable wages of twork-
ers with taxable wages wnder old-age
aned survivers insurance, by year and
sex, 103743

Avernge taxable wuge
Calendne year
Total Men Weonien

o0 81,002 $541
A4 il g
881 1,016 536
034 1,078 B30
1,023 1, 10% R91
1,143 1,310 G
1,310 1,580 7b3

1 Prellminary estimates,

tion in the deferred portion of bene-
fits otherwise payable to widows upon
reaching age 656. This serves as a
tangible reduction in the volume of
“life insurance' aflorded hy the pro-
gram, when sueh “life insurance” is
interpreted as the present value, in
easc of the worker's death, of prospec-
tive benefit payments to his surviving
dependents. It is estimated that at
the present time the program is pro-
viding approximately $50 billion of
“life insuranee” proteetion for sur-
vivors. ’

Euployment of Benecficiaries

During the depression, 1t is probable
that many children who should have
been in sehool were working, More-
over, the labor market was increased
by many married women seeking em-
ployment to supplement what they
hoped mieght be only a temporary in-
adequacy in thelr husband’s income,
During the war years a vely large
group of elderly persons have acquired
eligibility for beneflts under old-age
and survivors insurance, Many of
these, after receiving some benefits,
have returned to work and suspended
their henefits, There are also many
instances where covered employees
have announced thelr intention to re-
tire but have postponed retirement.
The greatest proportion of those eli~
gible, however, have shown no evidence
of intention to retire. The abnormal
work oppoertunities are also shared by
older children, by widowed mothers,
and by aged wives of potential pri-
mary beneficlaries, Thus, assump-
tions as to the employment of bene-
flelaries are indissolubly woven in with
all the other cost elements entering
into the number and cost of beneflts.

Incone in Covered Employment
One of the most striking chonges
in earned income on record has takcn
place between 1938 and 1943. Wherens
a considerable group of individuals in
nonwar employments have had very
little change in their incomes, large
groups in manufacturing have had
marked increases both in their basic
rates of pay and in the number of
hours in their working weck, More-
over, there has been o great falling
off in particl unemployment with a
greater stabllity of work from week
to week, This change in income
status will give a grecat many more
persons quarters of coverange than had
been the case in pre-war years. The
Increase In the persistency of employ-
ment and thus in the number of quar-
ters ercdited results, at least tempo-
rarily, in an Increase in the number
of persons with an insured status—
either fully or currently insured.
Assumptions as to future covered
wagcs are essentinl in developing 11~
lustrative actuarinl projections., The
trend of wages in the past has been
unquesticnably of an upward eharac-
ter. The level of earnings at the end
of the reconversion period and their
movemment thereafter will, of course,
affect contributions and benefits un-
der the program, since both are geared
to covered ecrnings. Some indirect
recognition of uncertninties with re-
spect to wages is given in the adoption
of low and high sets of average wage
assumptions. This point is discusscd
further in connection with the illus-
trative eost chart presented below.
Nonc of the data derived from old-

age and survivors Insurance records
are yet fully useful for long-range
cost  purposes. Average reported
wages were much lower In the early
years of the system than they cur-
rently are. The increase whieh hns
occurred is indicated in table 8.

The high assumptions use an aver-
nge annual taxable wage of $2,000 for
men working in 4 quarters of a year,
$1,000 for men working 3 quarters,
$400 for men working 2 quarters, and
$200 for those working 1 quarter, The
corresponding average wage flgures
used for women under the high as-
sumptions are $1,200 for 4 quarters,
$600 for 3 quarters, $250 for 2 quarters,
and $100 for 1 quarter. Under the
low assumptions, the 4-quarter aver-
age-wage assumption used for males
1s $1,600, with $750 used for 3 quarters,
$300 for 2 quarters, and $150 for 1
quarter. The low 4-quarter average
used for women is $90C¢, $450 belng
used for 3 quarters, $200 for 3 quarters,
and $90 for 1 quarter. The ratlos to
the annual 4-quarter averages of ap-
proximately 50 percent for 3 quarters,
20 pereent for 2 quarters, and 10 per-
cent for 1 quarter parallel fairly elose-
ly the actual ratios observable in old-
age and survivols insurance wage data
for 1940 and 1941,

For purposes of determining the
number of employed men under the
low assumption, the male labor-force
percentages by age of the 1940 census,
after subtraetion of those seeking
work, were applied to the assumed
future male populations; for the high
assumption, eorrcsponding pereent-
apges from the 1930 census of gainful

Table 7.—Percentage disiribution of covered workers under old-age aud survivors
insuravce, by numbers of quarters with taxable wages, 19411

Classifteation

Thoso with tuxnblo woges in—

Totnl ) i
iqunrter | 2quarters 3quarters, 4 quarters
only only ! only ‘ only

Taxahlo wages under $1,000
Taxnblo wages $1,000 and over...

A WOrKeTS. oo e

Workers under 8po 38 iciiecmman
Workers nge 35 0 Over oo adiaeams

AN WG RerS. e iiiiai i

w0 I

A. By two closses of taxable wages

100 2.1 22.( 16.9 30.0

100 1 .5 1.4 3.0

T 13.1 | 12.0 2.0 | .7
B, By {wo ago groups of workers

| 0 15.3 16.2 .t 59,4

N ) 0.1 0.3 7.6 73.0

1.t I 12.0 | n.n| 0t.7

!t Ineludes all persons who eorned nny Enxnble woges durlng the calendar year, Doto patily estimated.
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workers were applicd, they being rela-
tively high in comparison with sub-
sequent years. For women, percent-
ages of the total female population
represented by the 1940 female labor
force minus those seeking work were
applied against the assumed future
female populations for the low as-
sumpticn, white the tolal 1940 female
labor-force percentages were uscd for
the high assumpticn, these being
higher than those for 1830. It has
been further assumed that the Iabor-
force characteristics of those in cov-
ercd employment will bear the same
relation to those of all workers as
existed in 1940 under old-age and
survivors insurance,

Because the coverage of the system
excludes scveral large categorics of
cmployment (agricultural, domestic,
railroad, and public employment and
the sclf-employed), there is a flow
of workers between covered and
noncovered cmployments as well as
between covered employment and un-
employment. The restricted cover-
age necessarily will result in large
numbers of workers who have not had
sufficient contact with the program to
establish or maintain the insured
status necessary for beneflit qualifiea-
tion. The extent of contact is a func-
tion both of stability of covered jobs
and of age; older persons are more
settled in thelr work than younger
persons, Table 7 illustrates differ-
ences in the extent of contact workers
had with the program in 1941. Other
data pertinent to this matter were
presented by the Chairman of the
Social Sceurity Board in his testimony
hefore the Ways and Mcans Commit-
tec of the House of January 13, 19442

2 Hearings on nn Amendment, Adopted
by the Senate, to the Revenue Bill of 1043
{H. R. 3887) Freezing the Soclal Security
Tax Bate nt 1 Percent for 1944, pp. 17-18,

The carrying through of the pro-
spective progress of the program,
using the elements discusscd above,
furnishes reasonaple illustrations of
future beneficiaries and costs, neither
the lowest nor the highest coneeivable,
the values derived being within the
outside boundaries of possibility. Ex-
perience to date is very limited, the
payment of monthly benefits having
begun only in 1940. As payments got
under way, the limitations of cover-
age and the insured status require-
ment cxcluded large numbers of po-
tential bencfleciaries, Payments were
further delayed by the lag with which
any new program commences. In re-
cent years, as the lag has lessened,
poyments ameng the relatively small
number yet ecligible to reccive them
have been limited by deleys in the
claiming of benefits occasioned by the
war, 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.

Tahle 8 sums up the previous dis-
cussion in terms of illustrative num-
bers of beneficiaries. The calegory
“younger survivors” comprises or-
phaned children and thelr widowed
mothers. Widows aged 65 and over
are included under the "old-age”
category.

It is to be noted that, in addition
to the assumptions already discussed,
the long-range cost illustrations in-
elude assumptions relating to the
length of the period of retirement, in-
validity, and intcrest rates.

There now follows a prescntation
of the illustrative cost results of com-
bining values for the various elements
discussed earler in this section. The
revised long-range cost illustrations,
which are subject to continual test-

Table 8.—0ki-age and survivors fusurance bencficiarics in receipt of bencfits in selected
years, 1955-2000
['Thousands of persans)

Low assumptions High assumptlons
Calendar yeart -
?E'M‘ﬁ“ Younger Latmp- %l‘;;‘&“ Younger Lamp-
cinrics SULVIvOTS s b ciaries survivors sum!
2,500 1, H0 270 3,300 1,300 200
3, 500 1,700 a0 4,000 1,500 400
8,500 2,000 556 12, 500 1,400 650
10, 800 2,000 [Hx]] 12,300 1.400 750

I Represent number of deaths during the year resulting fn lump-sim hepefits.

Table 9.—Two illustrations of bencfit pay-
ments and tax iucome of the Federal
old-age and sirvvivers insurance trust
Jund, by quinquennial years, 1955-2000 !

{In hilliens)

Low assumplions High assumptions
Yenr
Benefit Tax Tenefit T'nx
paymets| incenme puynmﬂsﬂncomn
1066 o o_o.. 0.9 $2.1 $1.2 1.3
1.2 2.1 1.7 3.3
1.5 2.2 2.2 S.4
1.0 2.2 *7 .34
2.3 2.2 1.2 34
2.6 2.2 3.0 a4
2.0 2.2 4.6 4
i) 2.2 6.3 L]
3.2 2.2 &8 3.4
3.2 2.2 0.1 3.4

1 Subject to the limitation given in the text, See
chart 1.

jng, refinement, and adjusting, are
presented in the accompanying chart
and in table 8. These exhibits com-
mence with the year 1955, The gap
between 1948 and 1955 is purposecly
left to emphasize the very great un-
certainty with respect to the transi-
tion period following the war,

As indicated in the chart and table,
taxes at the rate of 6 percent of tax-
able pay roll (the rate scheduled to
become effective in 1949) would ex-
ceed beneflts during the 50's and 60's
under both low and high examples.
This would result in increases in the
funds accumulated, and the interest
earnings thereon would be available
Iater to meet a portion of the bencfit
payments. This eould forestall, per-
haps indefinitely in the casc of the
iow example, the necessity for (i) an
increasc above 6 pereent in pay-roil
tax rates; (i) contributions on the
part of the Treasury derived from
general taxes as distinet from pay-
roll taxes; or (iil) liquidation of the
trust fund for purposes of meeting
benefit obligations when these come
to exceed pay-roll eontribution in-
come. Under the high example, such
interest income would substantially
defer, but only defer, the time when
onc or more of these other sources
would have to be tapped to assist in
financing statutory benefits,

'The chart shows the steady rise in
benefit payments under the two widely
different sets of conditions discussed
earlier in this section. It shows the
large increoses, reiatively and in ab-
solute quantities, which would occur
even after 198¢, particularly within the
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Chart L.—IHustrative long-term treuds of bencfits and taxes

LOW EXAMPLE

DOLLARS (BILLIONS)

HIGH EXAMPLE
DOLLARS (BILLIONS)

BENEFITS
6 e raes 6
4 4
i /'-_-——-7 -
2F ] T ==== — 2
Q | 1 I ] 0 ! } I ]
1955 1965 1975 1985 1295 1955 1965 1975 1985 1995

1 8ubject 1o the limitatons stated in the foxt.
progression (han s lkely to vecar.

to varintions rellecting temporary fluetuations in employment canditions,

These eurves imply smoother
‘The (ny curves partienlarly would Lo subject

The  slon.

benelit eurves would bo more stable as they apply Iargely to perninanently

framework of the high assumptions.
Because of the fixed nature of the as-
sumptions, the chart results in smooth
curves and hence does not show the
irrcgularities and periodic cyclical
variations which would surely develop,
These irregularities are expected to
be far more pronounced in the curves
pertnining to taxes than in those rep-
resenting benelts. 'This is because the
dollay amount of the bencfit roll, after
the systein is well established, will con-
tain a lavge proportion of fixed pay-
ments te permanently retived persons.
The pay roll of covered workers
wherefrom the tax Income springs is,
however, quite sensitive to current
fluctuations, through increases or de-
creases in job opporlunities, ups end
downs in the workweek, and changes
in unit rotes of pay. 'Thus, the chart
indicates more smoothness of income
and disbursements, especially the for-
mer, and more stability in the per-
ccntapge relationship of the two than
actually can occur. In fact, for demo-
graphic reasons alone, as discussed
carlier, the system cannol be expected
cven eventually to level oub to a fixed
relationship  between contributions
and beneflis,

Another factor mentioned earlier
but not used in the actuarial projec-
tions is the trend, exXhibited in the
past, of an irregular but upward inove-
ment in earnings, both on a dollar
basis and in the forin of real wages.
If this secular trend continues, then—
other things being cquai—the curves
of beneflts and taxes would both be
more sieeply ascending than shown.
The upward change in the tax curves,
liowever, would be far more accentu-
ated than would be such change in
the henefit curves. There are severnl
reasons foyr this, the important one
being that the benefit increase would
be dompened because: (i) a Ilarger
proportion of the average wage, the
basis for benefits, would fall in that
part of the benefit formula to whieh
the 10-percent rather than the 40-
percent rate applies; and (i) any
year’s taxes are substantinlly based
on the covered wages of that year,
while any yeal’s heneflts in force are
based on wceighted comnposite wages
of all previous years in whieh the in-
sured persons on whose account the
benefits arc paid worked in covered
employment, thus including in future
years, wages of as much as 60, 70, or

relired Indlviduals, aithough ehouges Jn employmicnt conditlons ean hiave con»
siderable inlluence on the rata at which persons retire,

Ece lext for fuller diseus-

niore years previously. In view of
these facts, continuation of the past
upward btrend in wages would post-
pone for a longer period, or possibly
cven permanently, the time at which
benefils computed under the present
formula would rise above taxes at the
rates now scheduwled.

In addition to excluding the as-
sumption of increasing wages, the
cost' examples given have avoided
dealing with various other important
secular trends with diverse effects on
costs which eannot now be adequately
extrapolated into the future, such as;
(i) lengthening of the period of child-
hood or preparation for work; (i) an
carlier age of retirement, conceivably
reversible under circumstances of im-
proved hezith and good employment
conditions; (iii) the long-time trend
ol migration out of agriculture and
domestie service ints occupations now
covered by the program; (lv) the
downward trend in hours of work;
and (v) the upward trend in the em-
ployment of women outside the home.
Recognition of these trends is another
factor, in addfition to those discussed in
more detail above, which prompts res-
crvations in the use of long-range cost
flgures.



