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COMPARISON OF COST ESTIMATES OF THZ COMMITTEE ON ECONOMIC éEC&ﬁiff
WITH ACTUAL EXPERIENCE DATA

A;‘ Intro&netion P

The Comnittee on EZconomic Security undertook numerous studies . -
during 1934 and 1935 to serve as & basis for the enactment of the Social
Security Act, One portion of these investigations involved the develop-
ment of cost estimates for the several programs, Figures were evolved
for the various proposals studied by the Comnittee on Economic Security
and subsequently for the progrem enacted by Congress, In particular, .
year by year estimates were prepared for the old-age assistance program
of Title I and the old-sge insurance system of Title II, as well as for
the taxes to be collected under Titles VIII and IX. : ,

e At this time experience data for several years is available so
that 1tvis interesting to make a comparison with the original estimates.
It is also desirable to do this now on the past experience as an entity
inasmich as the Act has been amended materially in regard to Title II,
thus necessitating entirely new.cost estimates,2/ The amendments to -
Title I also require revised estimates due to the increase of the maxi-
min matching provision from $15 per month per individual to $20.D/ The
payroll tax provisions under Title VIII were amended by eliminating the
scheduled increase in 1940 as well as certain other minor changes, = Sim-
ilarly, the major amendment to Title IX involved the restriction of taxes
to the first $3000 of wages as is the case in Title VIII, :

Cost Estimates for Oldwkge As sistggc

, Two sets cf estimatee were prepared—-one based on: the assumptions -
made by the. consulting actuaries of the Committee, the other on those .
made by the technical staff, The actuaries felt that the costs would be -
appreciably higher than did the staff members so that it was felt advisable
to develop two estimates with the computatione in each case being performed
by the actuarial staff, . ‘ - A o :

Both calculations were made on a "year of operation' basis since
it was impossible to determine exactly when payments would first be made
due to uncertainty as to the time of passage of the Act and the subse-
-quent availability of the funds. It may be remembered that although the
Act was passed in August 1935, no funds were made awailable for grants to
states until February 1936 As a result, this analyeis is based on a
February to. January year._] Yor. example -Year. 1. runs from February 1936

af Senate Report Yo, 734 76%h Gongress First Session Table 1, p. 8.

2/ It is anticipated that the increased expenditures due to this change
will be negligible at the outset,

g/, A slight error is introdiced here due to the 1939 Amendments since Jan-
uary 1940 is included 15 the actual data, Thus, some matching beyond $15
per person. is. included for this ons month, but this amount is believed to
be relatively negligible gince most states grant more than 3$30 per month.

to only a few individuals, .
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to Janmuary 1937, inclusive, Actual data is thus available for four years
of operation from the material published currently in the Soclal Security
Bulletin which shows the number of recipilents and the amount of obliga= =
tions incurred for payments to recipients for each month, The estimates
of the Committee are also available on this basis d/ = |

Separate estimates were prepared for the two sets of assumptions
in regard to the presence or absence of an old-age insurance program,
Since the insurance system was not to be effective until 1942 in regard
to the payment of monthly benefits, the figures for the first four years
were the same in each case,

Table 1 makes a comparison of the actual data for old-age assist-
ance with the estimates of the Committee on Economic Security. For the
first year of operation the staff estimate made an sllowance for adminis-
trative lag, but the actuaries estimate did not do this since it was felt
that such a lag, although recognizably present, was impossible of accur-
ate estimation, Consequently, in order to have comparability, the staff
figure is shown :ini the table with no allowance for lag although a footnote
does glve the other figure,

First, considering the total obligations incurred, it may be seen
that with the exception of the first year the staff eetlmate was gbout
30/ too low, while the actuaries estimate ‘was about -30% too high, Thus,
the actual experience fell almost midway between the two estimates, For
the second year of operation the average of the two estimates is 321 mil-
lion dollars as compared to the actual data being 320 million dollars,
Similarly, for the third year the corresponding figures are 408 and 394
million dollars., However, for the fourth year the average for the two
estimates is 507 million dollars as compared to the actual figure of 435
million dollars, with the staff estimate being nearer the actual experi~
ence than the actuaries estimate, In other words, there has been a less
rapid rate of growth in the cost than the actuaries had estimated,  Whether
this trend will continue in the futiire and thus make ‘the staff estimate -
the more reliable prognostication is impossible to foretell from such a
short period of experience,

Next considering the average number of recipients (as shown in
Table 1 and Chart I) and disregarding the first year of operation, it may
be seen that ‘the actual recipients were more than 3 i greater than the staff
estimate, In fact, for the second year the actual recipients were almoet
lOb greater than the actuaries estimate, although in Year 3 they were 4%
less and in Year 4, 18% less, " In estimatlng the average number of reoip—
ients apparently. the actuaries estimate was appreciably more accurate for
the first few years although there is some indication that the actual fig-
ure in the future will tend to lie somewhere between the two estimatee

d/ Committee ‘on Economic Security, Social Security in America, Table 44,
P. 194, The total smount of obligations “incurred for payment to recipients
was obtained by multiplying the estimated number of recipients by ‘the as-
sumed average grant shown., The amount of Federal subsidy'given in this ‘
table applies to only about 1 the payments to recipients but includes an
ellowence for administrative expenses,
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COMPARISON OF ACTUAL DATA FOR OLD-AGE ASSISTANCE WITH THE BSTIMATES

OF THE COMMITTEL ON ECONOKIC SECURITY

&

Ratio of Actual

Year of Actual Eetimatesd/ to Estimate
Qperationél Data Actuaries  Staff Actuaries  Staff

Total Obligations Incurreal/

1 158 o598/ 0154/ 59% 3%
2 320 : 392 261 82 127
3 394 52¢ - 288 74 137
4 435 686 . 329 63 132
Average Number of Recipientsél
1 744 897 897 . 83% 83%
2 1,408 1,307 1,046 108 135
3 1,701 1,765 1,200 - 96 142
4 1,867 2,287 1,372 82 136
Average Monthly Grant %_ B
1 $17.70 $25.00  $20,00 7% 88%
2 18.94 25,00 = 20,00 . 76 95
3 19.31 . 25,00 20,00 ‘ 77. 97
4 19,41 25,00 20,00 78 . 97

From February to February since grants were first made in Febru—
ary 1936. «

Two sets of estimates were mede, one based on assumptlcns made
by the consultlng actuaries of the Committes and the other based
on those made by the technical staff,

In millions of dollars, Includes Federal, state, and 1ocal
obligations exclusive of administrative expense.

Neither of these figures makes allowance for lower costs due to
administrative lag, The Staff BEstimate, meking such allowance,
was 137 million dollars, ylelding a ratio of actual Yo estimate
of 115%,
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It is Jinteresting to note that the actual average number of recipients
in the fourth year of .operation is not attained in the staff estimate
until the seventh year.~ - ~ :

The‘methodlof determining,the amount .of obligations incurred for
peyments to recipients was based on first estimating the average number
of reciplents in each year of operation, snd then hypothesizing as to the
size of. the average grant, The estimate-of the number of recipients is
probably more accurate than the -estimate of the average grant since the
latter depends so much moreupon ‘the financial, psychological, political,
and philosophical attitude of the various states, . The number of individ-
uals in need of assistance would naturally have some veriation depending
upon the attitudes of the different states, but the size of the grant
would undoubtedly vary even more relatively. ;

In the two sets of estimates no trend was estimated for the average
grant; i.e, each assumed a given average grant applicable alike in all .
years of operation, The figure used by the actuaries was $25 per month,
while that assumed by the staff was $20. As compared to the actual ex-
perience it may be seen that both figures are high, although the staff
figure is appreciably close, In fact, at the present time the latter is
only about. 3% too high since the average is now about $19,50, Correspond-
ingly, the actuaries estimate .is .considerably over, However, it should be
mentioned that both sets of estimates were developed primarily to show the
long-range cost picture rather than the expected cost in-the early years.,
As a result, the 325 average figures may not be as much an over-estimate
as would at first appear from this data.. The actuaries believed that old-
age assistance in the sbsence of old-age insurance might eventually develop
into a program under which practically ail :recipients would get the maximum
amount which the Federal Government would match- (originally. $30, but now === ——
$40). . The estimates based on-the presence of an old-age insurance system
allowed for a small proportion of the Mannuitants" thereunder receiving .
supplementary old~age assistance grants of less than $25 with all "non-
annuitant" recipients averaging $25 per month, R

C., Cdst Estimates for 0ld-Age: Insurance .

The estimates for old-age insurance were prepared on an incurred
basis rather than a cash basis.gj In other words, the figures indicate the
amounts which would be paid out each year if all eligible claims were
filed immediately upon date of eligibility. It was felt that it was both
impractical and impossible to estimate the extent of the claims lag that
would be present as well as the proportion of claims that would never be .

e/ Senate Committes on Finance, Réport on the Social Securlty Bill, Re-
port No, 628, 74th Congress, Flrst Session, Table IV, p.. 9.  The flgures
used here, dlffer from those of the Senate Report in that they are on &
calendar year rather than a fiscal year basis., The calendar year figures
are available in "Cost Estimates for the Old-Age Insurance System of the
the Social Security Act" by R. J. Myers (Record of the American Institute
of Actuaries, Vol, XXVIII, June 1939), Tables 1-4
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filed since both would depend to an appreciable extent upon the adminis-
tration of the program rather ‘than upon actuarial factors. Similarly,
the estimates of tax collections were made on an incurred basis, but here
there is probably only a small amount of non-filing so that all the taxes
which should be paid are probably collected, although frequently in a
different year than that to which they were 1n respect i

Table 2 compares the aggregate actual financial date for old-age
insurance with the estimates, In 1937 and 1939 the appropriations were
quite close to the estimates, but in 1938 they were l-less. The 'explans-
tion for this difference may be seen from Table 3 which compares - cumula—
tive datas for appropriations and tax receipte under Title VIII,f/ The
Committee on Economic Security made 'its asppropriation estimates on: the
basis thet a certain proportion of the tax receipts (915% for 1937-3
would be used as the appropriations gj Moreover, it was assumed that the
appropriations would be made currently as the’ taxes accrued (i.e, as the
wages were being earned) rather than in arroars as the taxes were collected,

The "current basis" ef making appropriatxons was followed fairly
closely until March 1938, as may be seen by ‘the comparison of cumlzitive
"current taxes" with cumulatlve appropriations which shows a uniform dif-
ferential of about 10% ‘However, &t this time 'thé méthod of meking eppro-
prietions was changed to¢ a "receipt basis" so as to relate ‘to taxes
collected rather than taxes asccrued, 'This is indicated in Table 3 by the
comparison of cumlative eppropriations to cumulstive tax receipte, = Be-
fore June 1938 the former exceeded the latter but ‘since then have been
about 8% less which is approximately the differential estimated by the -
Committee on ‘Economic Security, This change over from the “current basis®
of ‘making appropriations -to the Mreceipt basis" was accomplished by prac-
tically eliminating transfers frow the ‘appropriation balance to the Account
during the-second quarter-of‘lgss.gj"ﬂs a result, the appropriations made
for 1938 were far below the estimate merely ‘due to a change in the admin=-
~ istrative procedure of financlng rather than to ‘a difference in the actual
experience, i , :

Considering benefit payments in Table 2, the actual experience has
been appreciadbly lower than the estimates due principally to the fact that
the estimates were made on an incurred basis as explained previously., For
1937 the actual payments were only about one<feurth of the estimates,
while for the subsequent two years: they were about one-halt R :

£/ A further analy51s of the tax estimstes will be made in the next Sec-
tion, . :

gl Although the Act called for the appropriations to be annal premiums
sufficient to provide for the payments, with the amount to be determined
on a reserve basis ' in accordance with accepted actuarial princlples, this.
procedure of tying up the appropriations with the tax collections was valid
since the orlglnal estimates predlcted that the act was exactly self—sup~
porting,

nf Only 13 million dollars was transferred during this period as compared
to normal transfers of more than 100 milllon dollars per quarter.



Year

Table. 2

COLPARISON OF ACTUAL FINANCIAL DATA FOR. OLD-AGE INSURANCE
WITH THE ESTIMATES OF THE COMMITTEE ON ECONOMIC SECURITY

Calendar

1937 .
1938
1939

1937
1938
1939

1937
1938 -
1939

1937
1938
1939

(Figures in millions of dollars)

Actual  C.E.S.
Data Estimates
Appropriations—/
514,0 : 511,0
343,0 ; 515,9

566.0 o 521.0

Benefit Payments
B
o 9.

14

6.
8.
2

L

o =2
Noo

1
3

-

Interest on Reservehl

2. 0.0
5.4
6

0 b &

1 .
2 30.5

Balance in Reéérvegl :

515,00 - - '505.0
864.9 S 10175

1442,4 . . 1536.3

15,2 =

Ratio

101%

109

22

b2

101

88

102
856

94

Amounts shown are actual transfers raiher than appropri-
‘ations by Congress. ;:,

Actually, interest. is paid at end of fiscal year on aver-
age balance on hand during year, whereas the estimate
assumed that interest would be paid at the end of each
calendar year on the balance on hand at the end of the
previous calendar year,

Includes only investments held and cash
with disbursing officer and not the unexpended appropri-

At end of year.

ation,



Table 3

COMPARISON OF‘GUMDLATIVEIDAEA{ON'APPBOPRIATIONS‘TO LD~-AGE- RESERVE ACCOUNT
‘ " AND TAXES UNDER TITLE VIII®/ :

(Pigures in millions' of dollars)

Ratid‘of Appropri-

: : T ations to
Appropri Tax "Current Tax HCurrent
Month ationsbz Receiptsgjv Taxes"gj Receipts Taz:s¥
March 1937 135 - 49 ok 276% - *
June 1937 265 198 294 134 907
September 1937 389 346 . 112 ®
- December 1937 514 517 586 99 88
March 1938 - 629 578 715 109 88
June 1938 652 709 . 845 92 77
September 1938 761 838 976 91 78
December 1938 857 966 1110 89 . 77
March 1939 994 1100 1247 90 80
June 1939 1155 - 1238 1388 93 83
September 1939 1289 1381 1541 93 84

December 1939 1423 1534 1702 93 84

*  YNot available becausé‘wages were tabulated by halves of year rather
than quarters in 1937, oo

2/ Now the Federal Insurance Contributions Act,

b/ Amounts shown are actual transfers rather than appropriations by
Congress,

g/ Based on tax collections by Internal Revenue Collection Districts
a3 reported in various issues of the Social Security Bulletin,

4/ Based on estimates of total taxable vages for each calendar year as
contained in OASI Operating Statistics Review for February 1940
(p.10)., Annual figures for 1937 subdivided by halves of year accord-
ing to proportion of taxable wages for year included in tabulation
for each half (see Social Security Bulletin, September 1938, p.22).
Annual figures for 1938 and 1939 subdivided by quarters according to
proportion of taxable wages for year included in tabulation for each
quarter, : AR B S S

Note: All figures are cumilative from Jamuary 1937 up to and including
the specified month, =~ ) , )



Table 4 compares the estimated number of potential claims with .
the actual experience on two beses: claims filed and claims certified,
For both death and attainment claims those filed in 1937 were only about
1+ of ®he estimates, whereas in the two subrequent years they were about
£, The figures for 1937 are low due to the lzg in filing. This does
not enter so much into the figures for 1938 and 1939 since the lzg of the
current year is, to a great extent, counterbalanced by that of the previ-
ous years, However, in all periods there is the element of lack of filing
of eligible claims which has probably been present due both to the newness
of the progrem leaving many individuals uninformed of their rights and the
small size of the benefits irvolved so that meny persons did not take the
trouble to file claims, Judging from this crude anslysie, the estimates
are apparently overstatements although there is some question as to how
much effect leg and lack of filing have had,

A furtker anelysis of clzims experience is mede in Table 5 in re-
gard to the averzge payment ant total payments msde, The element of lesg
is present for all years since the estimates indicnte the average sigze of
cleim incurred in each year, while the actual figures apvly to claims
certified in the given yesr regardless of the year of eligibility., The
effect of the lzg is thus to mske the actual certification data smeller
than if it were on an incurred basis, On the other hand, the actual cer-
tified figures tend tc be larger than the dataz for actual total eligible
cleies sirce the smeller ones are less apt to be filed, Thus, for 1937
the average payment made for both types of claims was about 255 larger
then estimated, Here the effect of the predominant filing of tke larger
cleims more than offset the conseguence of the lag., However, in 1938 and
1939 the actual payments certified were 10-15% lower than the estimates:
here the lag wes probably the more imvortant of the two elements,

The tctal payments certified were appreciably less than the esti-
metes for 1937 due to the lag involved, while for 153R and 1939 they repre-
sented about HO» of the estimates with the attainment cleims tending to
have a slightly higher percentage,

The previous discussion has been handicepped by the indeterminable
element of lag., Varicue tebuletions of cleims have been mede so that it
is nossible to meke very accurste estimates of the certifications accord-
ing to year of eligibility., This will tken remove the lag element although
there will still be present the question of the preportion of clzims that
vere never filed due to leck of knowledge of the berefits aveilable or the
smellness of the amounts invelved, A detailed estimate is presented in
Table & showing the source of tre data and the me thod of estimation in each
case] as a result, no discussion of the orocedure will be given here since
the table is cormplete in itself,

The estimate indicates that about 140,000 claims have been paid in
respect to 1937 eligibilities and about 180, OOC in regard to 1938. The
ectimation of 1939 deatk claims involves a prediction of those claims whick
will be filed in 1940 and is thus not so accurate as the 1537 and 1938



Table 4

JOMPARISON OF ESTIMATED NUMBER OF FOTEWTIAL CLA.IMS-E/
WITH ACTUAL CLAIMS EXPERIENCE

Bptimated —  Actnal Actual Ratio to Estimated Claimse
Calendar Potential Claims Claims Claims Claims
_Year Claimsa/ Filedd/  Certifieds/ Filed  Certified

Death Claims

1687 191,300 35,298 25,831 18% 14%
1628 194,400 121,594 121,850 63 63
1H3% 197,500 115,818 115,481 60 58
Attainment Claims
1937 123,000 34,473 27,406 28% 22%
1938 136,000, 92,330 91,819 68 68
1939 ge,ooo-/ 57,551 59,360 63 65
Total Clainms
1937 314,300 69,771 53,237 22% 17%
1938 330,400 213,924 213,669 65 65
1933 289.5008/  176.366 174,841 61 60

gj Rumber of claims arising in the given year due to death or attainment
in that peried,

}a_/ Laims received in Washington in the given year regardless of year in
which ¢laim was incurred.

¢/ Claims certified to the Treasury for payment in the given year regard-
less of year in which claim was incurred or filed.

4/ Adjusted for the fact that the 1939 amendments eliminated attainment
benefits as of Angust 10, 1939,



Table 5

COMPARISON OF ESTIMATED AVERAGE PAYMENT AND Tow PAYMENTSE/
WITH ACTUAL CERTIFICATION EXPERIENCEDR

Calendar __Averaze Payment Total Paymentat
Year Estimateda/ Certifiedd/ Ratio Eatiggteae/"CertifiegE; Ratio

Death Claims

1937 $19.25 $24.27 126% 3,700 . 627 17%
1938 55.50 47.37 85 10,700 5,772 54
1939 91,75 80,72 88 18,200 9,321 51

I '

L

Attainment Claims

1937 $19,25 $23,74 123% 2,300 651 28%

1938 57.75 51,25 89 7,900 4,706 60

1939 83,504/ 77.08 92 7, 7004/ 4,575 59
Total Claims

1937 $19.25 $24.00 1256 6,000 1,278 21%

1938 56.50 49,04 87 18,600 10,478 56

1939 go.sod/  7g.48 89 25,9008/ 13,896 54

Based on claims arising in the given year due to death or attainment
in that period.

Claims certified to the Treasury for payment in the given year regard-
less of year in which claim was incurred or filed,

In thousands of dollars,

Adjusted for the fact that the 1939 esmendments eliminated attainment
benefits as of August 10, 1939,



Table &

ESTIMATE OF BREAXKDOWN OF CLAIMS CERTIFIED ACCORDING TO CALENDAR YEAR IN WHICH CLAIM .I.ROSIiﬁ/

Period of Period of Death Attainment  Total
Category Mling Qertification Claims Claims Slaime
Claims Incurred in 1937
& - 1887 Prior to 1/1/38 25,881 27,408 83,237
B 1837 1/1/38 to 2/28/28 7,718 » .
[V 1937 After 2/28/28 400 . b
D 1937 After 12/31/37 8,100 6,800 14,900
B 1938-39 Before 7/1/39 37,724 32,827 70,551
T 1938-39 After 6/30/39 1,500 300 1,800
G Total . 73,200 67,300 140,500
Claims Incurred in 1938 ’ '
H 193839 Before 7/1/39 102,001 74,210 176,211
1 1938-39 After 6/30/29 5,600 600 4,200
J Total 105,600 74,800 180,400
Claime Incurred in 1939
X 1939 Before 1/1/40 84,400 36,500 120,900
L 193940 After 12/31/39 35,100 - 35,100
M Total , 119,500 36,500 156,000

* Yot available.
g/ 1,e¢. year in which death or attainment ocecurred,

Source of Data or Method of Estimation:

Category A - Operating Statistics Review, Jamuary 1938, p. 5.

Category B - Cumilative data for death claims certificstions through February 1938 from
Soclial Security Bulletin, July 1939, P. 22 (33,549) minus category A.

Category C - Estimated to be 85% of the 482 death claims filed in 1937 but not certified
before March 1938 or disallowed before January 1938, Filed in 1937 - 35,298 (0.8.R,,
Jaxmuary 1938, p. 5); certified through February 1938 - 33,549 (see Ga.tegory B above);
and d.isallowed through December 1937 -~ 1,267 (Claims Report of Administrative Divi-
sion, OASI),

Category D, Death Claims ~ Sum of Categories B and C,

Category D, Attainment Claims - 6,832 attainment claims were filed in 1937 but not cer-
tified or disallowed before Jamxa.ry 1938 (34 473 filed in 1937, 27,406 certified in -
1937, and 235 disallowed in 1937) and eimilerly 8,200 such death claims (35,298 filed,
25,931 certified, and 1,267 disallowed), Of the latter 8,100 or 99% are estimated
to have been finally certified (Category D), This percent is also assumed to apply
to the 6,832 atteinment claims gilving 6,800, e :

Category B - From unpublished tebulatiom, :

Category ¥ - Estimated to be 3% of claims certified from July to December, 1939 (51 ,164
death cleims and 8,891 a.ttainment claims; source - 0,S,R, various issuce), Estimated
percent based on unpu'blished monthly eamples of clsims certified in July-December 1938,

Category G - Sum of Categories A, D, E, and ¥.

Category H - From unpublished tabulation,

Category I - Estimated to be 7% of claime certiﬂed from July %o Deoem‘ber, 1939 (-oe
discuseion of Category F).

Category J - Sum of Categories H and I,

Category K - Cumilative certifications to December 31, 1939 (263,162 death claims a.nd.

178,568 attainment claims; source - $,85,Bull,, Fe’bma.ry 1939, Pe 75) mims Gategories
e} and. J.

Category L - Based on certifications in Jamary-Mey, 1940 (27, 463) plus an estimated
7,600 certifications after May 1940,

Category K - Sum of Categories K and IL.
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figures, On the other hand, the estimste of 1939 attainment claims is
reasonsbly accurate since it depends only upon the estimates for 1937
and 1938 claims and the total claims paid up to August 10, 1939,

Since some of the figures for the three years involve estimates,
it is interesting to examine what proportion of the total comes from actual
tabulations and is thus presumed to be completely accurate, Of the esti-
mated 73,200 1937 death cleims all but 1,900 .(Categories C and ) resulted
from tabulations so that 97.4% of the estimate is precise, Similarly, for
the 1937 attainment claims 89,5% of the estimate is based on tabulations,
For 1938 death and attainment claims the corresponding figures are 96, 6%
and 99,2%, respectively. It may thus be seen that the 1937 and 1938 fig-
ures are far more accurate than most estimstes can be made since a 50%
error in the estimated portions would pro&uce only lﬁﬁ% errors in the total
figures, i/

Table 7 compares the estimated "actual claims data" of Table 6
with the potential claims estimated by the Committee on Economic Security.
These two sets of figures, unlike those in Table 4, are completely compar-
able since both are based on year of eligibility. The ratio of actusal
death claims paid to estimated potential claims increased from slightly
less than 40% for 1937 eligibilities to over 60% for 1939 eligibilities,
For attainment claims there was no such increasing trend but rather a ratio
of 55% for both 1937 and 1938 and only 40% for 1935 (despite adjustment
in the estimated potentlal claims for the fact that no such claims were
paid after August 10, 1939, due to the 1939 Amendments), The lower ratio
for 1239 is probably due to the fact that many eligible individuals did
not file because of the pending amendments which would subsequently give
them life annuities rather than lump-sum payments, The increasing trend
for death claims indicates that relatively more persons were filing for
claims due both to the larger payments involved ss more wage credits ac- e
cum.lated and to the increasing knowledge of the program on the part of
the public,

Table 8 shows an estimate of the total payments certified according
to the year-in which the claim arose rather than according to the year in
which it was paid just as Table 6 did in regard to number of claims, The
next to last column of Table 8 shows the proportion of the total estimate
which is actual data from tzbulations and is thus some indication of the
relative accuracy of the estimates given in the last ¢olumn, Thus, for
example, for 1937 death claims only about 13% of the total estimate is really
"estimated" so that the range of error is probably gquite small,

Table 9 uses the figures‘of Table 8 to compsred estimoted "actual
averzge payments" and "actual total paymente" based on year of eligibility
with the original estimates, For both types of claims and in all years

i/ e.z. for 1937 attainment claims B9,5% of the total figure comes from
tabulations with only 10,5% actuelly being estimated, A 50% error in the
latter portion would only amount to 5.3% of the total figure, For other
categories the total error produced by a 50% error in the estimated portion
would be appreciably less than 5o.



Table 7

COMPARISON OF ESTIMATED NUMBER OF POTENTIAL cm.ms-/ WITH ACTUAL CLAIMS EXPERIENCE
 BASED ON w.a oF mex:amm/

Calendar Estimate? Act'aalb /

Year Claims® Claims=~' - = Ratilo
Death Claims

1937 191,300 73,200 369

1938 194,400 105,600 54

1939 ‘ 197,500 119,500 61

Attainment Claims

1937 123,000 -~ 67,300 56%

1938 136,000 74,800 B85

1939 : 92.0009/ 36,500 40
Total Claims

1937 314,300 140,500 | 45%

1938 - 330,400 180,400 - 55

1938 289,600¢ 156,000 54

a/ Nuomber of cla.ims arising in the given year due te death
or attainment in that peried,

y Date based on year of certification for payment broken
down according to year of eligibility (i.e., year in which
death or attainment occurred). Figures taken from Table
6. ) - .

¢/ Adjusted for the fact that the 1939 amendments eliminated
attainment benefits as of Angust 10, 1939,



Table 8

ESTIMATE OF TOTAL PATMENTS CERTIFIND ACCORDING TO CALENDAR YXAR IN WHICH CLAIM .A.'ROSﬁ!

Clainms for Which Data is

Availablel Estimated Col.l Estimated
Calendar R Total Number o as % of Total
Year Number PaymentsS/ Claimed Col,3 Paymente®/
Death Claime
1937 63,555 1,627 73,200 86.8% 1,870
1988 102,001 5,936 105,600 96.6 6,140
1939 . T ——- 119,500 - 11,200

Attainment Claims

1937 60,233 1,517 67,300 89.5% 1,690
1938 74,210 4,824 74,800 99.2 4,860
1929 — — 36,500 - 3,380

i,e, year in vhich death or attainment eccurred. .

Date available for 1937 claims is that for claims certified in 1937 plus
that for 1937 claims filed in 1938-39 and certified before July 1939 (see
Categories A and E, Table 6)., Data available for 1938 claims is that fox
such cleims certified before July 1939 (see Category H, Table 6),

In thousands of dollare,
From Teble 6.

In thousands of dollars, - 1937 and 1938 wvsluea obtained by dividing
column 2 by column 4, 1939 values obtained by subtracting estimates for
1937 and 1938 claims from totel amount certified up to December 1939
(Social Security Bulletin, February 1940, p. 75); for 1939 death claims
there was also added $3,500,000. for such claims certified in 1940 (in
Jamuary-May, 1940 the actual certifications were $2,403,000),



Table 9

COMPARISON OF ESTIMATED AVERAGE PAYMENT AND TOTAL PAYLM\TTSQ-‘;WITH .AC‘I’ULL CLAIMS EXPERIENCE

BASED ON YEAR OF ELIGIBILITYR

Calendar Aversge Payment Total P entsE/
©__Year Estimatedas M&dj Ratie Estima.teaﬁ Actup1d/ Ratio

L

e e

o
S~

Death Claims |

1937 $19.25  $25.50  132% 3,700 1,870 5%
1938 55.50 58,00 105 10,700 6,140 57
1939 91,75 ‘93,76 102 18,200 11,200 62

Attainment Claims

1937 $19,25 $25.00 130% 2,300 1,690 73%

1938 57,75 65,00 113 7,900 4,860 62

1939 83.508/ 9250 . 111 700t/ . 3lzs0 0w
Total Cleims

1937 $19.25 $25.25 131% 6,000 = 3,560 59%

1938 56.50 61,00 108 18,600 - 11,000 59

1939 89,508/ 93.50 104 25, 900_/ 14,580 56

Besed on cleims arising in the given yee.r due to daath or atta.inment in
that period,

Data 'based on year of certification for payment broken down according to

year of eligibility (i.e., year in which death or attainment occurred.)
Pigures taken from Teble 8,

In thousands of dollars,

Based on data in Table 8 (Aversge payment obtained by dividing eolumn 5 by
column 3 and rounding to the nearest twenty-ﬁve cents),

Adjusted for the fact that the 1939 amendments eliminated attainment bene-~
fits as of Angust 10 1939,



the 'actual payment made in respect to eligibilities‘of‘the given year is
higher than the estimate; thus indicating that there was less non-filing
for the larger olaime. The relative difference decreased from about 30%
in 1937 to only 2% in 1939 for death claims and 11% for attainment claims,
This trend indicates clearly the element of non—filing ‘of smaller claims,
Since non~filing is probably almost ‘entirely among claims for very small
absolute amounts and since ‘the proportion that these small claims are of
the total decreased quite rapidly, it would  be- expected that the error
due to non-filing would also decline,[ The ‘size of claims which arose in
the various years may have been even smaller than the estimate even though
the size of the certified claims was‘larger.'“f‘

“The total payments whieh were incurred for death claims represented
only 50% of the estimate in 1937, increasing to more than 60% by 1939,
For attainment claims there was the _opposite trend with the ratio decreas-
ing from 73% in 1937 to 62% in 1938 and only. 44% for 1939 (the latter
probe?ly due to the effect of the pending amendmente as mentioned previ—
ouslyjl," .

The previous analyses have eliminated the element of lag from the

actual experience data, " If the element of non—filing could be removed

it would be possible t6 mske a completely valid comparison with the esti—
mates of the Committee on Economic Security. In other words, there would
have to be known for each of the various yeare the number of deaths and
attainments of persons with wage credits.* Unfortunately, euch data is not
available in rezard to déaths, but a fairly accurate estimate of the total
eligible attainments in 1937 can be made from the 1937 wage data, Here
there were shown to be about 89,300 persons who were born in 1872 and who
thus mist have attained age 65 in 1937 unless they died during 1937 prior
to their birthday. ‘Except for the latter category, all of these individ-
uals uould have been ‘eligible to file attainment claime Deducting an
estimated 1700 persons to allow for such death would indicate 87,600
individuals" who could heve filed attainmen‘ c‘etms in" 1937 (Table lO)
This figure represents 71% of the original estimate which was thus in ,f
error by only" 29% as compared to the ‘apparent’ error of 78% when only .
1aime certified in’ 1937 are coneidered 72% when only claims filed in
1937 are considered or’ 45% when claims certified in 1937 and thereafter
(as estimated in Teble 6) are coneidered , e

Similarly, the 1937 wage data gives an indication of the eligible
,atteinments in 1938-39 eince there may readily be estimated the number of
individuals with 1937 credits who attained age 65 in those years, This
will tend to be a minimum figure since it excludes all such individuals
who first obtained credited  wages after 1937 but prior to their 66th
birthday waever 1% 1is believed that the latter category. is relatively
negligible since emnloyment among those . at the older ages is usually
eteedy.l From the two groups of individuals ‘in the 1937 wage tabulations

J/ In the firet year of operation the fact that the claime filed were
only 20% of the estimate (on an incurred basis) was pointed out to show
the great inaccuracy of the estimates, This analysis indicates that the
estimates were only about 30% in error instead of 80% when their nature
is considered,
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- who will attain age 65 in 1938 and in 1939 prior to August 10 there must
be deducted the number of deaths just as was done in the case of the 1937
potential claims, ,;The results theneof_ are shown in Table 10,

o 5 ‘I;li“o;..'po,tﬂential eiigi‘biliéiﬁéa acco&diné: to-,;the ywage‘v -da.t,a: were ‘onil.yﬁ

about 20-25% lower than the estimates of the Committee. on Economic Secur-
ity for the two years under consideration, .However, the actual claims .
certified .in respect to 1938 eligibilities were 45% smaller than the orig-
-inal estimate of potential claims, while for 1939 the corresponding figure
was 60% (due to the effect of the 1939 Amendments), = Of the actual poten-
tial eligibilities according to the wage data, only 77% were filed in ...
respect to 1937 claims, while for 1938 apd 1939 the corresponding figures
were 72% and 52%, respectively (egain the decreasing trend of filing is

probably due to the effect of the 1939 Amendments),

.. The enalysis in Table 10 indicates quantitatively the great diffi-
culty in making actuarial estimates for the early years of operation;. .
first, because of the natural lag in filing claims (only 51% of those
- who received attainment claims based on 1937 eligibilities filed for
claims in 1937); second, because of the newness of the program which re-
sulted in many individuals not filing claims at all (only 774 of those .
who attained sge 65 in 1937 and had wage credits actually did receive an
attalument benefit at some time in or after 1937); third, because of the
_natural administrative lag in adjudicating claims (only 79% of the attain-
_ment claims filed in 1937 were certified in that year); -and. fourth, be-.
cause of the natural errors arising in any estimates (those who attained
'8ge 65 1n 1937 and had wage credits were 29% less than estimated), .

of the actual interest earned by the Old-Age Reserve Account with the.
estimates of the Committeé on Ecomomic Security. Hers .again it was nec-
essary for the Committee to make certain assumptions as to the method of

ibsequently these assumed procedures have not been

" urning back o Table 2 there will next be considssed a comparison

payment of interest, , y . ,haye not 1
followed exactly in actual practice, It was presupposed that interest .-
would be-credited at the end of each calendar year only on the balance in
the fund at the beginning of the year so that there -would be no earnings.
the first'year, 'Actually, the Treasury credits interest at ‘the end of
each fiscal year based, in effect, on the average balance in ‘the_ Account
during the given period, 48 a result, about 2 million dollars was received
~ during 1937 as compared to nome in the estimate, For 1938 the actual ine
terest was almost exactly ‘the same as the estimate, but for 1939 it was
about 12% lower due to the smaller size of the Account than had been esti-
mateldll e mhand hi o o hen ey e Oh MR | | S

 Pinally considering the balances in the Old-Age Reserve Account .

(as' of December 31), there was very ‘1ittle difference between the actual _

and estimated figures for 1937, ‘However, in 1938 the actual Account was

-15% lower than estimated, while in 1939 the deficiency was only 6%, The
sharp drop. during 1938 resulted from frthefrc;hang.q in method of making -



Table 10

COMPARISON OF ACTUAL DATA FOR ATTAINMENT OLAIMS WITH ESTIMATES

Namber
1937 Claims
Estimate 123,000
Certified in ﬁzvé/ 27,406
Filed in 19378 34,473
Certified in 1937 and thereafterl/ &7 300
Potential according to wage dataS/ 87,600
1938 Claime
Estimate , 136,000
Certified in 1938 and'thereaftenhl 74,800
Potential according to wage dataS/ 103,500
1939 Claims
Estimated/ 92,000
Certified in 19392/ 36,500

Potential according to wage dataﬁ/é/ 706,600

2/ TFrom Table 4,

b/ From Table 6,

Percent of
Estimate

100%
o2

71

100%
76

100%

77

: ‘Percant

"Errort

78%
72

29

' 60%

g/ Persons in the 1937 wage tabulation who iere born in 1872, 1873, and
1874, respectively, for 1937, 1938, and 1939 claims (i.e., their 65tk
birthday would ocecur in the given year) less estimated deaths after

1936 and before their 65th birthdsy,

g/ Adjusted for the fact that the 1939 amendments eliminated attainment

benefits,
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appropriations as described previously. Although actual benefit payments
were lower than estimated, the amcunts involved were relatively small as
conmpared to the sppropriations, As a result the "savings" in benefit pay-~
ments had much less effect in increasing the reserve than the "deficiency"
in appropriations had in decreasing it., Thus, over the three year period
the actual appropristions were about 125 million dollars lower than the
Committee on Economic Security estimated, a relative difference of only 8%
On the other hand, the _actual beneflt payments vere lower than the estimates
by about 30 million dollars, or over 55%, However, the 30 million dollar
Ysavings" in benefits represented only 25% of the "deficiency" in appropri-
ations, leaving a "net deficiency" between income and outgo of about 100
million dollars as compared to the original estimate,

D, Cost Estimates for the Tex Program

The Social Security Act of 1935 provided for two tex programs.
Title VIII (now the Federal Insurance Contributions Act) instituted a
graded tax schedule (starting at 2% for the period 1937-39) on identi-
cally the same wages as those for which credit is given under the old—age
insurance program, Title IX (now thé Federal Unemployment Tax Act) pro-
vided for a tax at the rate of 1% for 1936, 2% for 1937, and 3% for 1938
and thersafter on a somewhat different coverage than the previous tax,
However, only 10% of this tax actually had to be paid to the Federal
Government if contributions at least equal to the other 90% were paid
into an approved State unemployment compensation fund, ‘As in the case
of the previous estimates, those for the tax yield under these titles
were prepared on an incurred basis; i,e, the amounts paysble in respect
to each of the given calendar years rather than the amounts received into
the Treasury during the given period.k Since 1t was impossible to fore-
cast exactly how many states would have approved unemployment compensation
laws, the estimates for the Title IX taxes were on the 'basis of making no
allowance for the 90% credit,

Table 11 compares the actual tax receipts in respect to particular
calendar years with the estimates of the Committee on Economic Security.
Due to the lag in collection of taxes, it is necessary to make certain
assumptions as to what the actual incurred taxes are; in other words, some
estimation is involved, Thie has been done on two bases as follows: first,
the actual tax collectlons with a two month lag (i,e, taxes in respect to
1937 are those received prior to March 1938; taxes in respect to 1938 are
those received in the period March 1938 to February 1939; and taxes in
respect to 1939 are those received in the period March 1939 to February

k/ Senate Committee on Finance, Report_on the Social Security Bill, Re~
port No, 628, 74th Congress, ]Z‘irst Session, Tables X and XII, p. 26 & 7.
The figures for Title VIII used here differ from those in the Senate Re-
rort in that they are on a calendar year rather than a fiscal year 'basis.
The figures for Title IX used here differ in that an sdjustment has been
nade for the fact that firms of nine or less were excluded in the bill as
considered in the Report as compared to an exclusion of seven or less in
the Act as finally enacted.
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GWARISON oF AM‘UAL m BEOEIP&‘S mm QITLE VIII!/ N BESPEGT TO PARTICULAR OAIEHDAR TEARSE/
- WITH ESTINATES OF THE OOLMI'HEE OF _ECONOMIC SECURITY ,

(Figures in millions of dollars)

Calendar i eipts Est ed fr ¢.B.S, Ratio to C.E,§, Estimates

Joar ~Zax Oollections®/ Wage Recordsd/ Estimetes  (Column ] Columm 2
197 . ev6 . 86 . 57  103% 106%
1938 ' se2 524 563 93 o
1939 .. 882 B2 bed 102 . 104
1937-39 1,680 172" 1,688 100 101
&/ Now the Federal Insurance Contributions Act.
b/

i.e, taxes collected in varions years in resPect to wages ee.rnei in the specified
calsndar year, , . : _ , :

g] Based on . ta:: coLlections by Internal Revenne Collection Dintricts. as raported in
- various issues of the Social Security :Bulletin.,} A two month lag in tax collection
18 assumed; i.e, taxas in respect to 1937 are those received. prior to- March 1938,

taxes in respect to. 1938 ars thou receivad in the period. March 1938 to Fobmry
1939, otc._ . o e P e

g_/ Based on estinates o:t total taxable wages for each calendar yea.r as. conta.ined in
0.A.8.1. Operating Statistics Review, February 1940, p. 10, These estimates are
based mainly on tabulations from the wage records 'but include w:p;plementa.ry egti-
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1940); and second, 2% of the total taxable wages for each calendar year
based on the tabulations from the wage records plus a small supplementary
estimate to allow for lag in filing reports and processing the data,

Yor all three years the actual tax receipts as estimated from the
wage records are slightly higher than those based on the tax collections,
the lergest deviation being 10 million dollars which is less than 2% rel-
atively, TFor 1937 and 1939 the original estimate was about 4% less than
the actual receipts, while for 1938 it was ‘about 7% too high, ‘These fluc-
tuations of the actual e:perience from the Committee's estimates appear
to arise primarily from the business cycle which was obviocusly impossible
to incorporate into the compuxaxions, Thus, over the three Year period
the actual tax receipts were almost identical with the original estimates

since the latter lay within the narrow range of the two estimates of the
former. . , -

Table 11’indicatea‘that'the éitiﬁétés”in“regard to”téx"reccipts
under Title VIII were remarkably good since they were so close to the
‘actual experience, On the basis of actual experience meny individuals
have criticized the estimates of the Committee on Economic Security on
the grounds that the $1100 wage and the 25% million coverage were incor-
rect since the former should have been lower and the latter higher, Thus,
in 1937 about 32 million workers received credited wages totalling roughly
29,3 billion dollars or $916 per capita, while 36,7 million persons had
obtained account numbers, The latter item is, of course, a false indica~"
tion of coverage (although it is sometimes used in that respect) since
any of the 130 million persons in the United States could obtain account
numbers regardless of coverage status. -

However, such critice did not realize that the 25% million figure
vas assumed to represent the mumber of full-time Joba, while $1100 was
taken to be the full-time average wage, Actually, in 1937 there were’
roughly 32 million persons who worked either part er full-time, which may
"be taken as equivalent to about 26% million full-time Jobs, The $1100
full-time average wage when spread out amnng this larger group amounted
to only dbaut $900 per cqpita. The main purpose of the Committes's esti-
mates was not to’ predict the mumber of individuale covered nor their aver-
age wage, but rather the amounts of money involved, From this viewpoint
the tax estimates of the Committee on Economic Security hawu been phenomo-
nally accurato.

A8 stated prév1ou§1y,”the‘bsfimates‘fofﬁthe Title IX taxes were
made on the artificial basis that no state would have an approved unem-
ployment compensation law so that no employer would obtain the 90% credit
given, Since all states now have such lawe, the actual receipts under
this title have been only about 10% of what they would be under the basis
considered in the original estimates, The actual experience may only be
obtained by estimating the actual “theoretical tax yield.," This somewhat
academic figure can be estimated from various state reports and other tax
data which give some indication of the taxable payroll, Once the total
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taxable payroll is known, the "theoretical tax yield" may be readily
obtained by applying the pertinent tax rate (1% for 1936, 2% for 1937,
and 3% for 1938-39),

Two eatimates of the actual total taxable payroll have been made-—-
one by the Burean of Employment Security and the other by the Bureau of
Research and Statistics, The latter was made on the basis of estimated
compensation of employees in various industrial groups with various modi-
fications being made to allow for differsnce in coverage, with the result-
ing figures being presented as a range, The former estimate is based on

' total payrolls as reported by various state agencies with suitable adjust-

ments for differences in coverage between Title IX and the state laws,

The resulting "theoretical tax yielda" based on these estimstes
are shown in Table 12 and as may be seen there, the estimate of the Burean
of Employment Security tends to be near the upper limit of the estimate
range of the Bureau of Hesearch and Statistics, The estimates of the
Committee on Economic Security were lower in all years tham the “theoreti-
cal tax yield" with an average difference ef about 10%, although in some
years as groat as 25% while in others as little as 2%,



Table 12

COMPARISON OF ACTUAL “THEORETICAL TAX YIELD" UNDER TITLE IX&/IN RESPECT TO

PARTICULAR CALENDAR YHARSR/WITH ESTIMATES OF THE COMMITTEE ON ECONOMIC SEGURITYQ/

(Figures in millions of dollars)

Actual "Theoretical Yield,"d/
Based on- Estimates of

Calendar Employment “Research and & c. E S, Ratio to. C E S Hetimates
Tear Securityd/ Statistica_/ ' Lstimatea_/ Column 1 Oolumn 325

b/

1836 287 256-287 234 120% 116%
1837 667 576-642 533 125 114
1938 816 768-852 © 99 « 102 f 101
1939 908 828-915 812 112 107

1936-39 2,678 2,428-2,696 2,378 113 108

Now the Federal Unemployment Tax Abt.

The actual ¥theoretical tax yield" represents the resulting revenues if no
states enact approved unemployment compensation laws (which have the effect
of giving a 90% credit sgainst the Title IX tax), Since all states by now
have enacted such laws, this figure is purely theoretical., It can be esti-
mated from various state reports and tax date which indicate the taxable
payroll, To this is applied the pertinent tax rate (1% for 1536, 2% for
1937, end 3% for 1938-29).

No allowance is made for the 90% credit in states with approved unemployment
compensation laws,

E. Clague to W, R, Williamson, "Taxable Payroll under Title IX for 1936-39,"
April 9, 1940, A slight adjustment has been made to include railroad pay-
rolls,

M., M, Wofsey to Ruth Reticker, "Taxable Wage Bases," February 29, 1940,
Adjustment hes been made for 1939 so as to include railroad payrolls for
the full year since this was the original basis of the Act,

Based on the arithmetic mean of the range shown in the second column





