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EIGHTH ANNUAL REPORT OF THE BOARD OF
TRUSTEES OF THE FEDERAL OLD-AGE AND SUR-
VIVORS INSURANCE TRUST FUND

INTRODUCTORY STATEMENT

This report describes the operations of the Federal old-age and
survivors insurance trust fund in the fiscal year ended June 30, 1947,
the expected receipts and disbursements of the fund in the five fiscal
years subsequent to that date, and the long-range actuarial status of
the fund. 1t is the eighth annual report submitted by the Board of
Trustees of the fund in accordance with the requirements of section
201 of the Social Security Act, as amended.

The Federal old-age and survivors insurance trust fund, which
was established on January 1, 1940, is held by the Board of Trustees
under authority of the Social Security Act. The three members of
this Board serve in an ex officio capacity. From January 1, 1940,
through July 15, 1946, the three members of the Board were the
Secretary of the Treasury, the Secretary of Labor, and the Chairman
of the Social Security Board. On July 16, 1946, the President’s
Reorganization Plan No. 2 went into effect; this plan abolished the
three-member Social Security Board, and the functions of the Chair-
man of the Social Security Board as ex officio member of the Board of
Trustees were taken over by the Federal Security Administrator.
By agency order, the Commissioner for Social Security serves as the
Administrator’s alternate on the Board. The remaining membership
of the Board is unchanged. The Secretary of the Treasury serves as
managing trustee. The present report is submitted jointly by the
three trustees.

By the end of fiscal year 1947, civilian employment had risen to an
all-time peak of 60,000,000 and nonagricultural employment was at
the unprecedented level of almost 50,000,000. Unemployment was
2.5 million, a figure approximating the minimum of frictional unem-
ployment. Inflationary pressures affecting prices and wage rates con-
tinued throughout most of the year, despite the highest level of
industrial production ever attained in peacetime.

These economic developments affected operations under the old-
age and survivors insurance program in several important respects.
In each quarter of the fiscal year, the number of workers in covered
employment and the total wage payments on which contributions and
wage credits are based were higher than in the corresponding quarter
at the peak of wartime activity. Contributions collected during the
year were 18 percent above the collections during the preceding fiscal
year and 11 percent above those in fiscal year 1945, the highest for
any previous year. The number of claims for old-age and survivors
insurance benefits continued at about the same level as in fiscal year
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2 FEDERAL OLD-AGE AND SURVIVORS INSURANCE TRUST FUND

1946 when the initial cut-backs in war industries caused many women
and aged men to leave the labor force. During the fiscal year, 242,000
workers aged 65 and over and their 97,000 eligible dependents entered
the benefit rolls; the corresponding figures for the preceding 12 months
were 256,000 and 95,000. The 191,000 monthly survivors’ claims
awarded virtually equaled the number for the previous year.

The war undoubtedly produced changes of a more or less permanent
character in various aspects of our economy, changes which will sig-
nificantly affect the financing of old-age and survivors insurance. It
is still too early to appraise fully the long-range consequences for the
program arising from war and postwar influences, such as the higher
money earnings in covered employment, the shifts in the labor force,
the increased employment of women, and the deferred retirement of
older workers. In earlier reports, the Board of Trustees attempted to
summarize the possible significance of these factors in relation to the
finances of the trust fund. In the present report the statements on
the expected operations during the 5-year period just shead and on
the actuarial status of the fund take these recent developments into
account. There are, however, many uncertainties, and these uncer-
tainties are present, of course, in the estimates contained in this report.

NATURE OF THE TRUST FUND

Amounts accumulated under the old-age and survivors insurance
program are held in the Federal old-age and survivors insurance
trust fund, and financial operations under the program are handled
through this fund. The primary source of the fund’s receipts is
amounts appropriated to it under permanent appropriation, on the
basis of contributions paid by workers and employers in employments
covered by the Federal Insurance Contributions Act. The Federal
Insurance Contributions Act requires all employees and employers,
except those in specifically excluded employments, to pay contributions
with respect to the wages of individual workers, distegarding amounts
in excess of $3,000 per annum. These contributions are collected by
the Bureau of Internal Revenue and are paid into the Treasury as
internal-revenue collections. Sums equivalent to 100 percent of cur-
rent collections (including taxes, interest, penalties, and additions to
taxes) are transferred to the trust fund as such collections are received.

The Social Security Act of 1935 fixed the contribution rates for
employees at 1 percent of taxable wages for the calendar years 1937,
1938, and 1939; employer rates were also fixed at 1 percent for the
same period. The 1935 act provided that these rates should rise to
1% percent on January 1, 1940, to 2 percent on January 1, 1943, to
2% percent on January 1, 1946, and to 3 percent on January 1, 1949.
The Social Security Act Amendments of 1939 modified this original
schedule of contribution rates to provide that the rate of 1 percent
each on employees and employers should continue in effect through
1942, but left the remainder of the schedule as originally enacted.
Successive annual acts of Congress, however, extended the 1-percent
rates from 1943 through 1947. The Social Security Act Amendments
of 1947 extended the 1-percent rates through 1949; at the end of 1949,
accordingly, the 1-percent rates will have been in effect for 13 years.
The amendments of 1947, however, provided that the rates should
giselzgto 1% percent on January 1, 1950, and to 2 percent on January

, 1952.
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The second source from which receipts of the trust fund are derived
is interest received on investments held by the fund. The invest-
ment procedures of the fund are described below.

A third source of revenue for the trust fund is provided in section
902 of the Revenue Act of 1943. This act amended section 201 of
the Social Security Act and authorizes the appropriation to the trust
fund of such additional sums out of general revenues as may be
required to finance the benefits and payments provided in title II
of the Social Security Act. No appropriations have yet been made
under this authorization.

The Social Security Act Amendments of 1946 provide survivorship
protection to certain World War II veterans for a period of 3 years
following their discharge {rom the armed forces. These amendments
authorize Federal appropriations to reimburse the Federal old-age
and survivors insurance trust fund for such sums as are withdrawn
to meet the additional cost (including administrative expenses) of
the payments to survivors of World War II veterans under the
amendments.

Expenditures under the old-age and survivors insurance program are
paid out of the trust fund. These expenditures for the fiscal year
ended 1946 and previous years included old-age and survivors in-
surance benefits provided in title IT of the Social Security Act and
such reimbursements to the Treasury for administrative expenses
incurred under the program as were authorized by section 201 (f)
of the act. During the fiscal year 1947, pursuant to the Labor-
Federal Security Appropriations Act of 1947, approved July 26, 1946,
wages and salaries for the Bureau of Old-Age and Survivors Insurance
were charged directly to the trust fund and not reimbursed from the
fund as they had been in the preceding fiscal years. As a result of the
Labor-Federal Security Appropriation Act of 1948, approved July 8,
1947, virtually all the administrative expenses of the Bureau of Old-
Age and Survivors Insurance and most of the expenses incurred by
other offices of the Federal Security Agency in carrying out the
provisions of title II of the Social Security Act, as amended, are now
charged directly to the trust fund. Under the President’s Reorgani-
zation Plan NX). 2, effective July 16, 1946, the Federal Security
Administrator certifies benefit payments to the managing trustee,
who makes the payments from the trust fund in accordance there-
with. Prior to July 16, 1946, certifications for payments were made
by the Social Security Board. Payments are made from an un-
invested balance held in the fund to the account of the disbursing
officer of the Treasury.

The managing trustee invests that portion of the trust fund which,
in his judgment, is not required to meet current expenditures for
benefits or administration. The Social Security Act restricts per-
missible investments of the trust fund to interest-bearing obligations
of the United States Government or to obligations guaranteed as to
both principal and interest by the United States. Regular obligations
of these types may be acquired op original issue at par or by purchase
of outstanding obligations at their market price. In addition, the
Social Security Act authorizes the issuance of special obligations
exclusively to the trust fund. Such special obligations are required
to bear interest at a rate equal to the average rate of interest, com-
puted as of the end of the calendar month next preceding the date
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of their issue, borne by all interest-bearing obligations of the United
States forming a part of the public debt (where such average rate is
not a multiple of one-eighth of 1 percent, the rate of interest on such
special obligations is required to be the multiple of one-eighth of 1
percent next lower than such average rate).

Interest on regular obligations held by the trust fund is received by
the fund at the time the Interest becomes payable on the particular
series held. Interest on special obligations is received annually on
June 30. These interest receipts are available for investment in the
same manner as other receipts of the fund. Regular obligations
acquired by the fund may be sold at any time by the managing trustee
at their market price. Special obligations may be redeemed at par
plus accrued interest.

The trust fund serves, in part, as a reserve to meet a portion of the
inevitable future long-term rise in benefit disbursements, and is a
safety factor against the first impacts which may result from an
acceleration in the rate of this long-term rise. Benefit disbursements
under the program are expected to increase markedly over a long
period. Such a substantial increase is anticipated both because the
number of persons aged 65 and over will be increasing for many dec-
ades, and because an increasing proportion of such aged persons will
be qualifying for benefits under the old-age and survivors insurance
system.

At the beginning of 1946 there were about 10,000,000 persons aged
65 and over, a number equivalent to 7 percent of the total population.
It is estimated that by the end of 50 years the number of persons aged
65 and over may be two to three times as large as in 1946 and represent
from 10 to 16 percent of the population. The effect on the finances
of the old-age and survivors insurance system of this expected change
in the number of aged persons will be even greater than may at first
appear because, compared with the present situation, a much larger
proportion of agel persons 50 years hence is expected to be eligible to
receive benefits under the program. The future financial soundness
‘of this system, with its rising rates of disbursements, is of the utmost
importance to the millions of persons who are already within its scope
and to the Nation as a whole.

The trust fund, furthermore, serves in part as a reserve against
short-run fluctuations in total contribution and benefit amounts,
providing a margin of safety against relatively short-term contin-
gencies to insure the payment of bencfits without sharp changes in
rates paid by contributors. These reserves will provide additional
resources against a sudden increase in total benefit amounts or a
sharp decline in contributions, both of which could occur simul-
taneously during any reversal in business activity.

SUMMARY OF OPERATIONS OF TRUST FUND, FISCAL YEAR 1947

A statement of the income and disbursements of the Federal old-age
and survivors insurance trust fund in the fiscal year which began on
July 1, 1946, and ended on June 30, 1947, and of the assets of the
fund at the beginning and end of the fiscal year, is presented in table 1.
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TasLE 1.—Statement of operations of the Federal old-age and survivors insurance
trust fund during the fiscal year 19471

Total assets of the trust fund, June 30, 1946 . ____._____ $7, 641, 427, 571. 95
Receipts, fiscal year 1947:
Appropriations equivalent to

contributions collected. - __. $1, 459, 491, 921. 30

Transfers from general fund._.. 375, 000. 00

Interest on investments_____. 163, 465, 576. 10
Total receipts_ ... oo- 1, 623, 332, 497. 40

Disbursements, fiscal year 1947:

Benefit payments__ . __._.- 425, 582, 346. 28

Administrative expenses___._. 40, 787, 776. 34
Total disbursements__.___.- 466, 370, 122. 62
Net addition to trust fund__ _ . _____. 1, 156, 962, 374. 78
Total assets of the trust fund, June 30, 1947 ____ 8, 798, 389, 946. 73

1 On the basis of the daily statement of the U. 8. Treasury.

The total receipts of the trust fund during the fiscal year 1947
amounted to $1,623.3 million. Of this total, $1,459.5 million repre-
sented the sum of the amounts equal to contributions received under
the Federal Insurance Contributions Act and covered into the Treas-
ury, which were appropriated to the trust fund during the year under
the continuing appropriation in section 201 (a) of the Social Security
Act, as amended. The total amount appropriated represented an
18-percent increase over appropriations in the preceding fiscal year,
and exceeded the record wartime appropriation in fiscal year 1945
by 11 percent. The additional $163.8 million of receipts consisted
of $163.5 million of interest on investments of the fund and nearly
$0.4 million transferred from general funds of the Treasury in accord-
ance with section 210 (d) of the Social Security Act, as amended.

Disbursements from the trust fund during the fiscal year 1947
totaled $466.4 million, of which $425.6 million consisted of benefit
payments, $25.2 million of salaries for the Bureau of Old-Age and
Survivors Insurance, and $15.6 million of reimbursements to the
general fund for all other administrative expenses of the insurance
program. The total amount paid from the fund in the form of bene-
fits during the fiscal year excecded benefits paid in the fiscal year
1946 by 33 percent, reflecting primarily the increased number of
persons drawing benefits.

A summary of receipts and disbursements of the old-age and sur-
vivors insurance trust fund during each of the 7 years from July 1,
1940, through June 30, 1947, is presented in table 2.

76655—48——2
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TasLE 2.—Operations of the old-age and survivors insurance trust fund by specified
period, Jan. 1, 1940, to June 30, 1947

{In millions)

Fiscal year ended in—

18401 1041 1942 1043 1944 1045 1046 1047

Receipts:

Assets transferred from
old-age reserve account
onJan.1,1940_________ $1,724.4 | oo e[ e e

Appropriations equiva-
lent to contributions

collected. .. . ..ot $688.1 | $895.6 |$1,130.5 |$1,202.1 |$1,309.9 ($1,238.2 |3§1,450.9
Interest ou investments_. 42.5 56. 71.0 87.4 103.2 123.9 147.8 163.5
Total recelpts 3. .__.__. 1,766.9 744.1 966.6 | 1,217.9 | 1,395.3 | 1,433.8 | 1,386.0 | 1,623.4
Disbursements:
Benefit payments4____.. 9.9 64.3 110.8 149.3 184.6 239.8 320.5 425.6
Reimbursements for ad-
ministrative expenses.. 12.3 26.8 26.8 27.5 532.6 826.9 37.4 15.6

Salaries, Bureau of Old-
Age aud Survivors
b T T00 00 (o DRI PRSI MU NN PRI SEpRIP RN SRS PP PET 25.2

Total disbursements 8. 22.2 91.2 137.0 | . 176.8 217.2 266.8 357.9 466. 4

Total assets at end of
period 2 ... ... 1,744.7 | 2,397.6 | 3,227.2 | 4,268.3 | 5,446.4 | 6,613.4 | 7,641.4 | 8,708.4

1 January-June 1940, fund having been established in place of old-age reserve account on Jan. 1, 1940.
1 Includés $375,000 made available by the Second Deficiency Appropriation Act, 1847, for salaries of the
Bureau of Old-Age and Survivors Insurance to meet the additional costs of administering benefits payable
to survivors of certain World War II veterans as defined in title IT of the Social Security Act Amendments

of 1946.
1 Totals do not necessarily represent the sum of rounded components,
4 Based ou checks cashed and returned to the Treasury.
s Includes some reimbursements applicable to outlays in other fiscal years.
¢ Adjusted for overreimbursements in prior years.

The proportion of administrative expenditures of the fund in
relation to contributions collected and benefits paid is shown in table
3 (a).

TasLE 3 (a).—Relationship of adminisirative charges against old-age and survivors
insurance trust fund with old-age and survivors insurance contributions and benefit
payments

Admimistrative charges Administrative charges
against the OABI against the OASI
trust fund as a per- trust fund as a per-

3 centage of— centage of—
Fiscal year Fiscal year

OABI con- Benefit OASIcon-{ Benefit

tributions checks tributions checks

collected cashed collected cashed
3.9 41.7 1| 1945, e _ 2.1 11.2
3.0 24.3 | 1946 . ... 3.0 1.7
2.4 18.4 || 1947 e 2.8 9.6
2.5 17.7

The distribution of benefit payments in fiscal years 1946 and 1947
by type of benefit is shown in table 3. Approximately 67 percent of
the total benefit payments from the fund 1n the fiscal year 1947 were
accounted for by monthly benefits to persons aged 65 or over—retired
wage earners and their wives, and aged widows and parents of de-
ceased wage earners. Approximately 26 percent of the 1947 benefit
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payments represented monthly benefits on behalf of children of de-
ceased or retired workers, and payments to widows—practically all
of them under age 65—who had children of deceased wage earners in
their care. The balance of the benefits paid in-the fiscal year 1947
consisted almost entirely of lump-sum amounts in cases where no
survivor of an insured wage earner dying after 1939 was immediately
entitled to monthly benefits.

The total of $425.6 million paid in benefits during fiscal year 1947
includes $1.3 million for additional monthly benefits and $1.6 million
for additional lump sums under section 210 to survivors of certain
deceased World War II veterans. Under the provisions of the Social
Security Act Amendments of 1946, the trust fund will be reimbursed
for these payments to the survivors of veterans.

TaBLE 3.—Estimated distribution of Treasury disbursements for benefit payments
under the old-age and survivors tnsurance program, by lype of benefit. fiscal years
1946 and 1947

[In millious]
1946 1047
Type of benefit P ¢ P
ercen 'ercent
Amount | o¢yota) | Amount | oora)
Total . e aicaicetmmmcmi——————— $320.5 100 | 1$425.6 100
Monthly benefits________ e 204.5 92 397.1 93
Primary (retired wage earners 65 or Over) ... ........ 153.9 48 219.2 51
Wife’s (wives 65 or over of primary beneficiarles). ... 25.2 8 35.8 8
Widow’s (widows 65 or over of wage earners) _.__......_..... 23.7 8 32.5 8
Parent’s (parents 66 or over of deceased wage earners) ... 1.0 (U] 1.3 ®
Child’s (dependents of retired or deceased wage earners).... 60.9 19 374.6 18
Widow’s current (widows of wage earners with child bene-
i TU TS o' JN PN 20.8 9 33.6 8
Lump-sum benefits (no survivor of deceased wage earner im-
mediately entitled to monthly benefits or wage earner died
before 1940) - e 26.0 8 28.5 7

1 Includes $2.9 million of additional benefits paid under sec. 210 to survivors of certain deceased World
‘War II veterans. Amount is reimbursable to trust fund from the general fund of the Treasury.

2 Less than 0.5 percent.
1 Includes $72,000,000 paid to children of deceased insured wage earpers and $2,600,000 paid to children of

primary beneficiaries.

At the end of the fiscal year 1947, approximately 1.8 million persons
in 1.2 million families were receiving monthly benefits, at an annual
rate of $421 million. At the end of the preceding fiscal year, the
monthly benefit rolls included 1.5 million persons in about 1 mmllion
families to whom monthly benefits were being paid at an annual rate of
$339 million. The average monthly benefit in current payment status
for different types of family groups as of June 30, 1947, was as follows:
Retired male worker only, $25.10; retired worker and wife, $39.20;
retired female worker onf;, $19.70; widow (aged 65 and over) only,
$20.30; widowed mother and one child, $35; widowed mother and
two children, $48.70; and widowed mother and three or more children,
$51.80.

The total assets of the old-age and survivors insurance trust fund,
as reported in the seventh annual report of the Board of Trustees,
amounted to $7,641 million on June 30, 1946. These assets increased
to $8,798 million by the end of the fiscal year 1947, as the result of an
excess of receipts over disbursements amounting to $1,157 million
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during the fiscal year. Table 4 shows a comparison of the total assets
of the trust fund and their distribution at the end of the fiscal years
1946 and 1947. The assets of the fund at the end of the fiscal year
1947 consisted of $8,742 million in the form of obligations of the United
States Government, $7 million to the credit of the fund account, and
$49 million to the credit of the disbursing officer.

TaBLE 4.—Assets of Federal old-age and survivors insurance irust fund, by type, at
end of fiscal year 1946 and 19471

June 30, 1946 June 30, 1947
Total 888et8  _ - s $7, 641, 427,571, 95 $8, 798, 389, 946. 73
Total investments__ . eiaaas 7, 548, 734, 250. 00 8, 742, 334, 250. 00
Treasury bonds (public issues) - - oo oo 1, 638, 334, 250, 00 1, 638, 334, 250. 00
21%-percent bonds of 1962-67 . ________ . __________.. ... 49, 000, 000. 00 49, 000, 000. 00
215-percent bonds of 1963-68 ______ ... ____________ ... 100, 000, 000. 00 100, 000, 000. 00
216-percent bonds of 1964-69 _ _.___ . __________________ 50, 000, 000. 00 5(), 000, 000. 00
2}6-percent bonds of 1965~70 4000, 000, 000. 00 400, 000, 000. 060
2l4-percent bonds of 1966-71 295, 000, 000. 00 295, 000, 000. 00
21%-percent bonds of 1967-72 744, 334, 250. 00 744, 334, 250. 00
Special IS81eS - o oo e e 5, 910, 400, 000, 00 7, 104, 000, 000, 00
Treasury notes:
214-percent notes: Maturing June 30, 1947 450, 400, 000. 00
2}4-percent notes: Maturing June 30, 1947 240, 000, 000. 00
2-pereent notes: Maturing June 30, 1947__._._____.___ 459, 000, 000. 00
17%-percent notes:
Maturing June 30, 1947 __ _____ ... 251,000,000.00 | ___________ ...
Maturing June 30, 1948 _______ .. ... 1, 109, 000, 00O. 00 1, 109, 600, G00. 00
Certificates of indebtedness:
2-percent certificates: Maturing June 30, 148, ______| . _____..._._._____ 5, 995, 000, 000. 060
174-percent certificates: Maturing June 30, 1947. .. 3, 401,000,000. 00 |- ____ ...
Uninvested balances. ..o iiiiaas 92, 693, 321. 95 56, 055, 696. 73
To credit of fund account._ . __________ ... __.______. 43, 526,625. 17 7,305, 145. 01
To credit of disbursing officer_..______________ ... ___.._... 49, 166, 696. 78 48, 750, 551. 72

1 On basis of the Daily Statement of the U, S. Treasury.

In accordance with the provisions of section 201 (c¢) of the Social
Security Act, as amended, the managing trustee invested during
fiscal year 1947 that portion of the assets of the trust fund which, in
his judgment, was not required to meet current withdrawals. This
section provides that direct obligations of the United States Govern-
ment as well as obligations guaranteed as to both principal and
interest by the United States may be acquired through purchase of
outstanding obligations in the open market as well as on original issue
at par. Investments made for the fund during the fiscal year, how-
ever, as in previous years, consisted only of direct obligations of the
United States purchased on original issue.

The net increase in the investments owned by the fund during the
fiscal year 1947 amounted to $1,194 million. New securities totaling
$7,110 million were acquired through the investment of receipts
accruing to the fund and the reinvestment of securities maturing
during the ycar. Securities redeemed during the year totaled $5,916
million; they included $450 million of 2% percent special Treasury
notes; $240 million of 2% percent special Treasury notes; $459 million
of 2 percent special Treasury notes; $251 million of 1% percent special
Treasury notes; $1,115 million of 2 percent special certificates of
indebtedness; and $3,401 million of 1% percent special certificates
of indebtedness.
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The entire $7,110 million purchase of new securities was in the form
of special certificates of indebtedness, $1,115 million of which were
redeemed during the year, and $5,995 million of which mature on
June 30, 1948. These certificates were acquired at par and bear an
interest rate of 2 percent, this rate being determined by the average
rate of interest on the interest-bearing public debt, which prevailed
at the end of the month preceding the date of issue of these securities.

The average rate of interest on the interest-bearing public debt,
which determines the interest rate at which special obligations are
issued to the old-age and survivors insurance trust fund, varies with
changes in the composition of the public debt and with changes in
the particular rates of interest on different classes of securities. Dur-
ing the fiscal year 1947 the average rate of interest on the public debt
rose slightly: The rate was 2.107 percent on June 30, 1947, as com-
pared with 1.996 percent on June 30, 1946. Because the rate exceeded
2 percent but remained less than 2% percent during the fiscal year,
the interest rate on all special issues acquired during the fiscal year
increased to 2 percent compared with 1% percent at which special
issues were acquired during the previous fiscal year. The average
interest rate on all investment holdings of the fund increased slightly—
from 2.05 percent on June 30, 1946, to 2.08 percent as of June 30,
1947.

STATEMENT OF THE EXPECTED OPERATIONS AND STATUS OF THE
TRUST FUND DURING FISCAL YEARS 1948-52

The Board of Trustees is required under the provisions of section
201 (b) of the Social Security Act, as amended, to report each year to
the Congress on the expected operations and status of the trust fund
during the next ensuing five fiscal years. The Board is required to
include in the report estimates of both the income and the disburse-
ments of the trust fund in each of the 5 years.

The income of the fund depends on the amount of taxable pay rolls
in covered employment, rates of contributions, transfers from the
general funds of the Treasury to meet the additional cost of benefits
payable to survivors of certain deceased World War II veterans, and
mterest earnings of the fund. The disbursements from the fund
depend on the number of persons among those eligible for benefits who
apply for and receive benefits, the amounts of benefit to which they
are entitled on the basis of past earnings, and the mortality rates
among covered workers and beneficiaries. Consequently, both the
income and the disbursements of the fund are substantially affected
by general economic conditions.

In this report the Board presents two sets of estimates of income
and disbursements based on alternative economic assumptions.
Alternative T shows the effect of reasonably optimistic assumptions;
alternative II, the effect of moderately pessimistic assumptions.
Because alternative IT does not reflect the effect on income and dis-
bursements should a deep depression materialize during the next 5
years, the differences between the two estimates are not great.

For both alternative I and alternative IT, it is assumed that present
statutory coverage of old-age and survivors insurance will remain
unchanged throughout the period under consideration. The compu-
tations of tax income are based on present statutory rates of contri-
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bution, which are 1 percent each on employer and employee on wages
paid during the calendar years 1947, 1948, and 1949, 1% percent each
during the calendar years 1950 and 1951, and 2 percent each during
the calendar year 1952.

The two sets of estimates of the income and disbursements of the
trust fund for each of the five fiscal years 1948 to 1952, together with
the resulting assets of the fund at the beginning and the end of each
year, are presented in table 5. In addition, the figures for actual
experience in fiscal years 1941 to 1947 are shown.

Alternative I, which shows a relatively large increase in trust-fund
assets, is based on the assumption that a high level of employment and
earnings is maintained without any major break through calendar
year 1951. Weekly carnings and average annual taxable wages are
assumed to increase, but at a slower rate than hourly wage rates
because of the gradual shortening of the workweek. Unemployment
is assumed to remain at a low level. Benefit disbursements are
assumed to increase substantially, primarily because-of the long-range
upward trend in the number of beneficiaries.

Under alternative I, aggregate income during the period of five
fiscal years ending in 1952 would amount to $12.2 billion, including
$10.9 {)illion in contributions and $1.3 billion in interest. Aggregate
disbursements for the period would be about $3.7 billion, with the
highest expected annual disbursement about $910 million. The
trust fund at the beginning of the fiscal year 1948 would amount to
about 9.7 times the.highest expected annual disbursement during
the succeeding five fiscal years.

The other set of estimates, alternative II, is based on the assumption
that the current rapid rise in prices will result in an adjustment as
consumer resistance mounts. During the adjustment period it is
assumed that there will be a substantial increase in unemployment
and in short-term and part-time employment. This adjustment
period, however, is assumed to be brief and recovery fairly rapid.

In each of the 5 years, estimated pay rolls, and therefore contribu-
tions, are assumed to be lower under alternative II than under alter-
native I. In addition to a higher level of unemployment in each year
except the last, it is assumed under alternative II that the long-time
upward trend in wage rates will be interrupted for 2 years and that
the subsequent gains in average hourly earnings will be less rapid
than under alternative I. Kstimates of benefit disbursements,
on the other hand, increase more rapidly under alternative II than
under alternative I because a much larger number of older workers
are assumed to withdraw from or to be unable to find jobs in covered
employment.

The aggregate income of the fund for the five fiscal years, 1948-52,
under alternative II, would amount to $11.3 billion, including $10.0
billion in contributions and $1.3 billion in interest. Aggregate dis-
bursements would be $4.1 billion, with the highest expected annual
disbursement about $1,020 million. The trust fund at the beginning
of the period would amount to about 8.6 times the highest expected
annual disbursements during the period.

The 1946 amendments to title II of the Social Security Act provide
survivors insurance protection for a limited period to certain veterans
of World War II. Specific provision is made in this legislation author-
izing appropriations, out of general revenues, to the trust fund of



FEDERAL OLD-AGE AND SURVIVORS INSURANCE TRUST FUND 11

amounts necessary to meet the additional cost of these benefits.
These disbursements are clearly in the nature of reimbursable trans-
actions, independently financed and employing the trust fund pri-
marily as a practical mechanism for facilitating coordination of these
benefit payments with potential survivors benefits under the old-age
and survivors insurance program. Disbursements arising from these
amendments, and reimbursements therefor, are included in the
amounts shown in tables 5 and 6.

TaBLE 5.—Operations of the Federal old-age and survivors insurance trust fund, fiscal
years 1941-62, subject to the assumptions and limitations stated in the text1

[In millions]

Transactions during year
g;‘;‘g Income Disbursements Fund
Fiscal year ngflg e Jo Net in- grt ;:::Ir
nter- min- | crease
year ? Total AI.%);-O. est on | oy Bege?t istra- |infund
iy | invest- oy | tive ex-
ments penses

$744 $688 $56 $91 $64 $27 $653 | $2, 308

967 896 71 137 110 27 830 3,227

1,218 1,130 87 177 149 27 1,041 4, 268

1, 395 1,292 103 217 185 433 1,178 5, 446

1,434 1,310 124 267 240 127 1,167 6, 613

1, 386 1,238 148 358 321 37 1,028 7,641

1947 1,623 1, 460 163 466 426 41 1,157 8,798

Estimated future experience:

1948:

Alternative I.___.__ 8,798 | 1,824 1,631 193 556 509 47 1, 268 10, 066

Alternative IT._.._. 8,798 | 1,738 1, 548 190 556 509 47 1,182 9, 980
1949:

Alternative I.._._._| 10,066 | 1,904 1,676 228 649 599 50 1, 255 11,321

Alternative IL._.... 9,080 | 1,699 | 1,477 222 730 676 54 969 | 10,949
1950:

Alternative I _.___| 11,321 | 2,222 1, 966 256 734 681 53 1,488 12, 809

Alternative IT__._._| 10,949 | 2,030 | 1,784 246 839 786 53| 1,191 { 12,140
1951:

Alternative I._.._..| 12,809 | 2,981 | 2,687 294 822 768 54| 2,159 | 14,968

Alternative II..__.. 12,140 | 2,756 | 2,479 277 942 888 54 | 1,814 | 13,954
1952:

Alternative I___..__| 14,968 | 3,317 | 2,976 341 910 855 55| 2,407 | 17,375

Alternative II_.___. 13,954 | 3,047 | 2,730 317 | 1,019 964 55 | 2,028 | 15,9082

1In interpreting the estimates in this table, reference should be made to the accompanying text which
deseribes the underlying assumptions. Alternative I assumes a continuing high level of employment and
earnings throughout the period; alternative IT assumes a brief recession with a fairly rapid recovery. Esti-
mates were prepared January 1948,

3 Totals shown in this and other columns do not necessarily equal the sum of rounded components.

3 Include 100 percent of contributions which are automatically appropriated to the trust fund, and reim-
bursements equivalent to any additional payments arising from the extension of survivors insurance protec-
tion to certain veterans of World War II (Social Security Act Amendments of 1946), Estimated contribu-
tions for fiscal years 1948-52 are based on statutory rates of 1 percent each on employers and employees in
calendar years 194749, 114 percent each in 1950 and 1951, and 2 percent each thereafter,

4 Represent charges against trust fund in respeetive fiscal years; administrative expenses after adjustment
for bookkeeping transfers, were about $30,000,000 in fiscal year 1944 and about $29,000,000 in fiscal year 1945,

The 1946 amendments to the Railroad Retirement Act, contained
in Public Law 572, establish a system of survivors insurance and, in
effect, amend the present survivors insurance system contained in
title II of the Social Security Act. Under both systems, eligibility
for and the amount of benefits payable to survivors, in general, will
be based on an insured worker’s combined earnings record under the
two programs. As a result of this coordination, some survivors will
become eligible under old-age and survivors insurance who otherwise
would not have become eligible; on the other hand, some survivors who
would have become eligible under old-age and survivors insurance will
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instead receive railroad survivors benefits. In addition, some sur-
vivors who in any event would have been eligible under old-age and
survivors insurance will now receive larger benefits. Although no
specific provision is contained in these amendments for the allocation
of costs between the two systems, the legislation states that, not later
than January 1, 1950, a joint report should be made setting forth the
actual experience under each system and recommending such legisla-
tion as deemed advisable for the equitable distribution, between the
two systems, of the financial burdens arising from awarded claims.
It is believed, however, that the net aditional disbursements, if any,
will not constitute a serious drain on the trust fund during the five
fiscal years 1948-52.

Benefit disbursements during the next 5 years, like contributions,
are dependent to a considerable extent upon economic developments
and so have a considerable range of possible variation. The number
of workers in covered employment, their distribution among different
classes of workers (e. g., older workers, very young workers, women,
workers not previously engaged in covered employment, ete.), and
the level of wages will all have a decided effect upon the amount of
benefit payments to be anticipated.

In general, the larger the volume of employment the larger will be
the number of workers who are insured under the program, and there-
fore, the larger will be the number of deaths which will give rise to
valid claims for survivors’ benefits. However, over the short range
the amount paid out for survivors benefits will not be affected sig-
nificantly by wvariations in economic conditions. While favorable
opportunities for employment will operate to increase the number of
new death claims, such a high employment situation will tend to
have counterbalancing effects such as that of inducing many of the
widows and older children eligible for survivors benefits to forego
them by working in covered employment. On balance, the amount
paid out for survivors benefits over the next fow years will differ so
little whether the economic conditions of slternative I or alternative
II are assumed that a single set of estimates is deemed appropriate
for both alternatives (table 6).

Oun the other hand, the lower the level of employment during the
next 5 years, the larger will be the volume of benefit payments to
retired workers who have attained age 65, to their aged wives, and to
their children. As is indicated in table 7, a considerable proportion
of the workers aged 65 and over who were eligible for primary benefits
in the past remained in covered employment (or, if they left covered
employment, later returned to it) and did not receive benefits. During
the course of fiscal years 1945-47, however, this proportion began to
decrease—slowly at first and then accelerating—as the volume of
withdrawals of older workers from covered employment increased.
The withdrawal of older workers may be expected to continue for
some time to come at rates approximately equivalent to those cur-
rently being experienced, even under the favorable employment
conditions assumed under alternative I, with a consequent increase
in the proportion in receipt of primary benefits.
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TasLE 6.—Treasury disbursements for benefit payments, distributed by classifica-
tions of beneficiaries, fiscal years 1941-52, subject lo the assumptions and
timitations stated in the tert!

[In millions]
Disbursed to survivors of deceased
insured workers
Disbursed
: to wives
. bggglzilt t% l;i?ilgsaigr and Monthly benefits
Fiscal year disburse- bene- children Lump-
ments 2 ficiaries of primary sum
bene- Aged | Younger sum
ficiaries Total widows | widows pay-
and an ments
parents | children
$64.3 $31.4 $5.3 $15.3 $1.5 $13.8 $12.3
110.3 54.9 9.6 31.6 4.1 27.5 14.1
149.3 72.4 12.7 47.5 7.9 39.6 16.7
184.6 86.8 15.2 63.6 12.1 51.5 19.0
239.8 109.1 19.2 85.8 17.7 68.1 25.7
320.5 153.9 27.2 113.4 24.7 88.7 26.0
947 425.6 219.2 38.4 139. 4 33.8 105.6 28.5
Estimated future dis-
bursements:
1948 __ ... 509 271 48 160 43 117 30
1949: I
Alternative I_____ 599 327 57
Alternative 11. 676 393 G |} s 54 130 &2
1950:
Alternative I.____ 681 . 376 65
Alternative IT._.. 786 165 & |} s 67 141 32
1951;
Alternative I.__.._ 768 428 75
Alternative 11 888 531 92 } 232 8 151 3
1952:
Alternative I_____ 855 480 84 i . P
Alternative I 964 573 100 } 256 | 95 161 35
1

1 In interpreting the estimates in this table, reference should be made to the accompanying text which
describes the underlying assumptions. Estimates were prepared January 1948.

2 Totals do not necessarily equal the sum of rounded components.

3 Partly estimated.

If the lower employment conditions assumed in alternative IT should
materialize, it is expected that still larger proportions of eligible work-
ers will be obliged to leave covered employment, even at ages 65-69.
Hence, despite a slightly smaller rumber of eligible workers, the num-
ber receiving primary benefits under alternative IT would considerably
exceed that under alternative I. Moreover, it is expected that the
average primary bencfit amount payable under alternative II would
exceed the average under alternative I, inasmuch as many of the more
steadily employed and, therefore, higher-paid older workers who would
not withdraw from covered employment under the conditions of
alternative I would not be employed under the conditions of alter-
native II. In consequence, alternative IT would result in a substan-
tially higher volume of benefit payments to primary beneficiaries and
their wives and children.

Table 7 contains an analysis of workers eligible for primary benefits
by age attained as of the middle (January 1) of each of the fiscal
years 1941 through 1952. The growth in the number of eligible
workers aged 65-69 is gradual but interrupted under both alternatives.
This growth results partly from the increasc in the population at these
attained ages, but primarily from the fact that each passing year a
larger proportion of the persons attaining age 65 have fully insured

76655—48——38
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status. In the calendar year 1940, a worker attaining age 65 would
not have been fully insured if he had left covered employment more
than 1% or 2 years previous to his attainment of age 65—for example,
due to a permanent disability—but in the calendar year 1952 numer-
ous persons attaining age 65 will be fully insured even though they left
covered employment before the age of 60.

TaBLE 7.—Wage earners eligible for and receiving primary benefits by attained age
of wage earners, fiscal years 1941-62, subject to the assumptions and limitations
stated in the text 1

All waggn%agr‘l,eel;s age 65 Wage earners 65-69 Wage earners age 70 and
Personsreceiving Persons receiving Personsreceiving
Middle of fiscal year | Num- benefits— Num- benefits— Num- benefits—
(Jan. 1) ber ber ber
eligible Propor- eligible Propor- eligible Propor-
for tion of | IO tion of | 'O tion of
bene- | Num- bene- | Num- g bene- | Num-
fits 2 ber total | gisy | Ther total | ‘gigs | Tper total
) number number nomber
eligible eligible eligible
Actual experience: Thous. | Thous. Pct. Thous. | Thous. Pct. Thous. | Thous. Pet.
1941 548 112 20 376 85 23 172 28 16
680 200 29 445 134 30 235 66 28
831 260 31 522 153 29 309 107 35
1,016 306 30 608 156 26 408 151 37
1,244 378 30 708 167 24 536 211 39
1,447 518 36 792 212 27 655 306 47
1947 1, 626 702 43 851 271 32 775 430 - 55
Estimated futurc expe-
rienee:
1048 . _ 1,795 875 49 915 320 35 830 555 63
1949:
Alternative I __ 1,955 1, 040 53 965 365 38 490 675 68
Alternative II__ 1, 920 1,215 63 940 465 49 980 750 77
1950:
Alternative I_ __ 2, 110 1,175 56 1,020 405 40 1,090 770 71
Allernative IT__ 2,040 1,430 70 970 560 58 1,070 870 81
1951:
Alternative I_ __ 2, 265 1,315 58 1,075 445 41 1,190 870 73
Alternative IT__ 2, 165 1, 600 74 1,005 635 63 1, 160 8965 83
1952:
Alternative I___ 2,425 1,445 60 1,130 480 42 | 1,296 965 75
Alternative IT. _ 2,285 1,710 75 1,040 660 63 1,245 1,050 84

1 In interpreting the estimates in this table, reference should be made to the accompanying text which
describes the underlying assumptions. Estimates were prepared January 1948.
2 Figures for 1941-47 are partly estimated.

Although the number of eligible workers aged 65-69 is expected to
treble between January 1, 1941, and January 1, 1952, the aging of the
program has an even greater effect on the number fully insured at
attained ages 70 and over. This number is expected to increase more
than sevenfold during this period, even under the lower-employment
assumptions of alternative II. At the latter date, the number eligible
at these attained ages should comprise more than one-half of the total
number of eligible persons.

The estimates presented above result in a net increase in the trust
fund during the 5-year period of about $8.6 billion under alternative I
and about $7.2 tillion under alternative II. Tt is entirely possible
under alternative I that the amount of contribution income may be
greater and benefit payments lower than has been estimated. The
total result would be an even greater growth in the trust fund than is
indieated under this alternative. On the other hand, lower contribu-
tion and interest income together with higher benefit payments than
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shown under alternative II, would lead to smaller net increases in
the trust fund.

ACTUARIAL STATUS OF THE TRUST FUND

Section 201 (b) of the Social Security Act requires the Board of
Trustees to present each year a statement of the actuarial status of
the trust fund. In the previous report of the Board, new cost illus-
trations were presented taking into account the foreseeable effects of
the war and the brief postwar period to the date of that report. In
the present report, no essential changes have been made in these
cost estimates other than to allow for the new contribution schedule
introduced in the Social Security Act Amendments of 1947. The
past year’s experience has not indicated any great need to modify
these estimates, although the work of revision 1s necessarily a con-
tinuous process and new cost illustrations will no doubt be necessary
within a few years.

In view of the striking economic changes due to the war, many of
which have been discussed in previous reports, two sets of cost illus-
trations have been prepared, one being based on “high” economic
assumptions (intended to represent close to full employment with
average annual wages at about the level prevailing in 1944-46), and
the other being based on ‘“low” economic assumptions (intended to
represent crudely and on the average employment conditions similar
to those prevailing in 1940-41 combined with the annual wage level
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 assumptions there is a
further subdivision into a low-cost example and a high-cost example,
which will indicate the range present as a result of possible variations
in such factors as mortality, fertility, retirement rates, and movement
between covered and noncovered employment. If all other cost
factors were maintained constant, costs expressed relative to pay roll
would be lower under high economic assumptions than under low
economic assumptions. However, the absolute dollar cost of benefits
might be higher under high economic assumptions than under low
economic assumptions. The combination of assumptions which
would show a significantly wide range in percent of pay roll costs
would not necessarily yield a range of absolute dollar costs sufficiently
wide to reflect the many uncertainties involved in the demographic
and economic factors underlying the estimates. It was consi lered
desirable, therefore, to present in effect four cost examples, namely:
low employment, low-cost assumptions; low employment, high-cost
assumptions; high employment, low-cost assumptions; and high em-
ployment, 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. There are a number of basic cost factors which must be
continuously recognized in analysis of the costs of this program.

(@) Population.—The future trend of the population depends upon
the size and age distribution of the existing population as changed by

Next Page
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shown under alternative II, would lead to smaller net increases in
the trust fund.

ACTUARIAL STATUS OF THE TRUST FUND

Section 201 (b) of the Social Security Act requires the Board of
Trustees to present each year a statement of the actuarial status of
the trust fund. In the previous report of the Board, new cost illus-
trations were presented taking into account the foreseeable effects of
the war and the brief postwar period to the date of that report. In
the present report, no essential changes have been made in these
cost estimates other than to allow for the new contribution schedule
introduced in the Social Security Act Amendments of 1947. The
past year’s experience has not indicated any great need to modify
these estimates, although the work of revision 1s necessarily a con-
tinuous process and new cost illustrations will no doubt be necessary
within a few years.

In view of the striking economic changes due to the war, many of
which have been discussed in previous reports, two sets of cost illus-
trations have been prepared, one being based on “high” economic
assumptions (intended to represent close to full employment with
average annual wages at about the level prevailing in 1944-46), and
the other being based on ‘“low” economic assumptions (intended to
represent crudely and on the average employment conditions similar
to those prevailing in 1940-41 combined with the annual wage level
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 assumptions there is a
further subdivision into a low-cost example and a high-cost example,
which will indicate the range present as a result of possible variations
in such factors as mortality, fertility, retirement rates, and movement
between covered and noncovered employment. If all other cost
factors were maintained constant, costs expressed relative to pay roll
would be lower under high economic assumptions than under low
economic assumptions. However, the absolute dollar cost of benefits
might be higher under high economic assumptions than under low
economic assumptions. The combination of assumptions which
would show a significantly wide range in percent of pay roll costs
would not necessarily yield a range of absolute dollar costs sufficiently
wide to reflect the many uncertainties involved in the demographic
and economic factors underlying the estimates. It was consi lered
desirable, therefore, to present in effect four cost examples, namely:
low employment, low-cost assumptions; low employment, high-cost
assumptions; high employment, low-cost assumptions; and high em-
ployment, 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. There are a number of basic cost factors which must be
continuously recognized in analysis of the costs of this program.

(@) Population.—The future trend of the population depends upon
the size and age distribution of the existing population as changed by
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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
between the two censuses.

Crude birth rates declined for many years until the middle thirties,
due in part to the increasing percentages of the female population
past the childbearing 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 reversed. During the war years quite high rates were
reported, the wartime peak having been reached in 1943. Although
the birth rate declined somewhat after 1943, it remained higher than
at any time during the thirties despite the effect of the war in removing
from this country many young potential fathers. Beginning in the
middle of 1946, the birth rate again rose very rapidly, and for the
12-month period ending June 1947 the birth rate was higher than at
any time since before the beginning of the First World War.

The increase in birth rates in recent years seems to be largely con-
centrated 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 regard to the latter
factor 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 entitled to benefits.

Immigration had been very heavy prior to 1915 and moderate in
the early twenties, but was quite negligible thereafter. Most popula-
tion 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 will occur in the postwar period
as a result of ex-members of the armed forces remaining or returning
overseas, and the spread of international organizations and coopera-
tion. However, it is not believed that emigration will be a relatively
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; 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 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
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immigration is being prepared by the Bureau of the Census, but the
results were not available at the time the cost analysis here presented
was made.

One reason that the National Resources Planning Board estimates
were not used is that these cstimates 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 that 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 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 mortality (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 8 indicates
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 in age groups under
20 and 20-64, because of the assumed declining fertility which more
than offsets the improved mortality.

TABLE 8.— Fstimated population of United States in selected years, 1955—2000

[In millions]

All ages Ages 20-64 Ages 65 and over

Calendar year
Total | Men [Women| Total | Men |Women| Total | Men |Women

Census estimate for 1946

2046 141 70 71 83 41 42 10.4 5.0 5.4

Projection for low-cost assumptions

153 76 el 87 43 44 12,7 6.0 6.7
159 79 80 89 44 45 14.0 6.5 7.5
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 89 44 45 13.1 6.2 6.9
156 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
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(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
Resources Committee study of 1938 and the National Resources
Planning Board study of 1943 make assumptions of a future improve-
ment in mortality, as plausibly indicated by past history. The latter
study allowed for appreeiably 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 improve-
ment 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 scts of assump-
tions 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 faetors as: The application
of new discoveries to the prevention of discase, to the impairments
caused by discase, and to premature deaths; the possibilities of in-
creasing the survival of umpaired lives for only temporary periods;
and the effects of future uses of atomic energy.

Mortality rates are 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’
and children’s survivor bencfits and ultimately to aged widows’
benefits.  Continuous study must be given to this important clement.

() 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 carnings and a full wife’s or widow’s benefit based on her hus-
band’s carnings. Hence, it is necessary to consider both the marital
status of the female covered workers and also the exits from this
group becausc of marriage. It is anticipated that there will be a
relatively large offset on account of this provision which prohibits
duplication of 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 eurrent
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 an
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 termi-
nation of married status, chiefly divorce and mortality. The distri-
bution of ages of husbands and wives also affects the cost illustrations.
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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-
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 9 shows the various illustrative trends in the num-
ber of beneficiaries, distinguishing between male and female primary
beneficiarics, wives of primary beneficiaries, children of primary
beneficiaries, aged widows of deceased insured individuals, and
dependent parents of deceased insured workers who left no widow or
child under 18.

TasLeE 9.—Estimated old-age insurance recipients of monthly benefitsl in selected
years, 1955-2000

[In thousands]

Male Female Wives of | Children Aged
’ primary primary primary | of primary Aged ]
Calendar year beuefi- benefi- benefi- benefi- widows depe:,_nggnt
ciaries ciaries ciaries ciaries parents
Actual data for June 1947
1947 . 695 103 245 20 146 9
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 40 800 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

t Women qualified both for primary benefits and for wife’s, widow’s, or parent’s benefits are shown as
primary beneficiaries.
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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 10 lists these two groups.
separately.

TasLE 10.—Estimated younger survivor insurance recipients of monthly benefits in
selected years, 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 2200
1960 ... __ 790 240 650 240 810 210 670 220+
1980_ .. ____. 880 270 480 200 1,000 260 30 200
2000 - ... 930 310 l 410 190 1,160 310 480 190

NoOTE.—A ctual data for June 1947; 479,000 orphaned children and 135,000 widowed mothers.

In table 9 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 & greater number and proportion of
aged persons, and in part because of the higher retirement rates
assumed and the greater proportion of the population 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 10); a smaller number of child and
widowed mother bencficiaries under the high cost assumptions than
under the low cost assumptions are indicated for each of the two eco-
nomic assumptions scparately.

(d) Proportion of time in covered employment prior to qualification for
benefits.—The number of persons who gain protection through becom-
ing 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 11 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 9
years of operation of the system. As would be expected, those who
are fully insured are concentrated at the longest period of employ-
ment, followed by those only currently insured, with those not
insured having had employment in only 1 or 2 years in the bulk of
the cases.
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TABLE 11.—Percentage distribution of workers in covered employment under old-
age and survivors insurance al some time during 193746, by number of years with
wage credits, and by insured status as of Jan. 1, 1946

Male Female
Number of ye&a]rs with wage o .
credits urrently Currently
Fully f s Fully A N
: insured | Uninsured| . insured | Uninsured
insured only insured only

100.0 100.0 100.0 100.0 100.0 100.0

O] O] 31.4 0} 0} 35.9

1.7 5.1 26.0 2.9 0.4 28.5

6.3 17.0 17.6 11.4 30.5 16.6

6.7 28.5 11.2 14.0 20.6 9.0

7.3 23.1 6.9 12.0 15.3 - 8.1

10.1 13.2 4.1 11.1 7.5 2.7

11.1 7.3 1.8 10. 4 4.2 1.3

10.9 3.9 7 9.9 2.2 .6

46.0 1.9 .2 28.4 1.4 2

1 Inapplicable under provisions of the Social Security Aet.

Another indication of the relative proportions of the population
having contact with the program is given in table 12. Here is shown
for certain age and sex groups the proportions of the total population
of the United States as of the beginning of 1945 who were insured, or
who had some wage credits but not sufficient to be insured, or who
never during the 8 years of operation considered had had any covered
employment.

TaBLE 12.— Percentage distribution of total population aged 15 and over as of Jan. 1,
1945, according to insurance status, by age and sex

Men Women
With With
Age ! wage With wage With
Total {Insured?| credits | no wage | Total |Insured?| credits | no wage
but not | credits but not | credits
insured @ insured 3
15and over.____._... 100 51 32 17 100 23 30 47
15t019__.. 100 16 56 28 100 14 54 32
20 to 29_ 100 56 42 3 100 42 41 17
30 to 39. 100 69 26 5 100 27 33 40
40 to 49_ 100 61 27 12 100 22 25 53
50 to 59 100 51 27 22 100 13 18 69
60 to 64 100 43 28 29 100 8 11 81
65 to 6! 100 35 23 42 100 5 6 89
70 to 7T4. 100 25 13 62 100 2 2 96
75 and o 100 9 5 88 100 1 0 99

1 Age on birthday in 1944.
1 Includes persons either fully or currently insured.
3 Includes those with some wage credits during 193744 (although not necessarily in 1944), but not sufficient

to be insured.

Tllustrations are presented in table 13, showing for the future the
percentages of the population insured by reason of current or previous
work experience, subdivided by sex and by age groups above and below
65. The percentages shown 1n table 13 for age 65 and over include
primary beneficiaries. Table 14 relates the primary beneficiaries
actually drawing benefits to the total aged population. It has been
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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 is always to the individual’s advantage to receive
primary benefits and reduced supplementary benefits of another
category rather than solely the full benefits of the other category.

In tables 9, 10, and 13, 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 illus-
trative tables of number of beneficiaries:

TasLe 13.—Estimated proportion of the population insured under old-age and
survivors insurance 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
ﬁ'}}ggz 65 and foggi 65 and Ages | 65and Z;AOgeﬁ 3‘ 65 and
over! over ! 20-64 over ! over !
Man
55 37 64 42 63 39 73 44
55 41 65 46 65 44 75 49
57 56 67 65 71 64 81 73
57 58 68 69 72 75 83 85
‘Women 2
21 4 28 6 24 6 31
22 6 29 8 27 7 35 10
28 15 36 21 39 16 22
29 27 38 35 45 35 54 43

1 Including primary beneficiaries.
7 Excludes wives and widows of fully insured men except such wives and widows who are insured on the
basis of their own employment,

TaBLE 14,—Estimated proportion of gopulation aged 65 and over receiving primary
enefits

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

(2) After 1960, a relatively small increase under some assumptions
and 8 decline in others in the number of orphan child and widowed
mother beneficiaries;

(3) The relatively, and increasingly, small proportion that younger
survivor benefits bear to old-age benefits;

(4) A relatively rapid advance in the percent 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.

(¢) 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 otherwise payable to widows upon
reaching age 65. This factor results in a tangible reduction in the
volume of ‘life insurance’” afforded by the program when such “life
insurance” 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 $75 to $100 billion of “life insurance” protection
for survivors, exclusive of the temporary survivor protection for
veterans provided for by title II of the Social Security Act amend-
ments of 1946.

(f) Employment of beneficiaries.—Since monthly benefits for all cate-
gories of beneficiaries are suspended in any month in which the bene-
ficiary carns $15 or more of covered wages, assumptions as to the em-
ployment of beneficiaries rank high among the various cost elements.
As of June 1947, less than half of those age 65 and over who were fully
insured were actually receiving benefits (table 7). This low propor-
tion is in part due to the apparently abnormal work opportunitics now
prevailing, and partly due to the element of lag in that the aged in-
sured population now contains relatively few of thosc 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 beneficiaries than in the low-
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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) Incomein 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 relatively little un-
employment 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
msured 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 as-
sumptions it is assumed to be only temporary, although affecting
future years to a certain extent.

Assumptions as to future covered wages are cssential 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 earnings. Some indirect 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 chart 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 early years of the system than they are
currently. The increase which has occurred is indicated in table 15.

The high-employment assumptions use an average annual taxable
wage throughout the period 1955-2000 of $2,400 for men working in
four quarters of a year and correspondingly $1,440 for women. Under
the low-employment assumptions the four-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 three-quarter workers is about 50 percent of that
for four-quarter workers (i. e., at a lower rate per quarter), while
the corresponding proportions for two- and one-quarter workers are
about 20 and 10 percent, respectively. These ratios of the part-time
average covered wage to the four-quarter average parallel very closely
the actual ratios observed in the old-age and survivors insurance wage
data. The four-quarter wage assumptions may be compared with the
actual experience for such workers in past years as shown by the last
three columns of table 15. '
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TaBLE 15.— Average wage credits of workers under old-age and survivors insurance
by year, 1937—46

’ Workers with any wages in year ‘Workers with (;vuzgr%: risn all 4 calendar
Calendar year
Total Men ‘Women Total Men ‘Women
$809 $1, 040 $539 1) Q] .o
832 959 508 1, 211 $1, 356 $781
881 1,016 536 1 1 I0)
926 1,069 553 1,305 1, 462 820
1,014 1,185 574 1, 466 1,647 910
1,127 1, 360 609 1,703 1,928 1,041
1, 289 1,579 787 1,913 2,204 1,271
1, 369 1, 681 881 1,973 2,275 1, 386
1,336 1, 605 808 1,993 2, 303 1,391
1,370 1, 650 900 O] ) @)

1 Data not available.
t Preliminary.

In determining the number of covered persons under the low-
employment 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 in recent years 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 between
covered and noncovered employments as well as between covered
employment and unemployment. The restricted coverage neces-
sarily will result in large numbers of workers who have not had suffi-
cient contact with the program to establish or maintain the insured
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 16 illustrates differences in the extent of contact workers had
with the program in 1945.

TaBLE 16.—Percentage distribution of workers in employment covered by old-age
and survivors insurance, by number of calendar quarters with wage credits, 19461

Ago?

Calendar quarters with
wage credits Total Male Female

Under 25 25-44 45 and over

100.0 100.0 100.0 100.0 100.0 100.0
16.8 17.0 16.5 24.5 17.2 9.0
12.9 11.2 15.7 20.1 11.4 8.5
14.3 12.3 17.5 18.5 13.3 12.1
56.0 59.6 50.2 36.8 58.1 70.4

1 Preliminary; partly estimated and subject to revision.
2 Age at birthday in 1945.
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The carrying through of the prospective progress of the program
using the various elements discussed above furnishes reasonable
illustrations of future beneficiaries and costs, though neither the
lowest nor the highest conceivable, the values derived being within
the outside 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 pro-
gram commences. In recent years, as the lag has lessened, payments
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 to be met entirely by appropriations from the General Treasury.
Since the protection is on a temporary basis and since the cost is 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 tie 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
retirement and old-age and survivors insurance covered wages in
determining survivors benefits. In some instances 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 each specific individual worker contributed in part under
one system and in part under the other. The amendments to the
Railroad Retirement Act provide that before 1950 a study should be
made setting forth the actual experience and recommending legislative
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 offset on
the long-range costs that this coordination provision may be safely
ignored. Even if it were desirable to consider this element, 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 17 summarizes the previous discussion by showing illustrative
numbers of beneficiaries. The category ‘“younger survivors”’ com-
prises orphaned children and their widowed mothers. Widows aged
65 and over are included under the ‘“old age’ category, as are also
dependent children of primary beneficiaries.
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TaBLE 17.—Estimated old-age and survivors insurance benefictaries in receipt of
benefits as of middle of selected years, 1956—2000

{In thousands]

Low-cost assumptions High-cost assumptions
Calendar year 1d- ’
13,&35?. Younger | Lump l%],;ieg%f_ Younger | Lump

¢ i 1 0 1
aries survivors sum aries survivors sum

Low-employment assumptions

3,300 960 280 4,300 930 280
4,400 1,030 340 5, 800 890 320
8, 800 1,150 580 13, 400 680 560
10, 800 1,300 770 19, 500 600 850
High-employment assumptions
2,900 920 310 4, 400 910 300
3, 900 1,020 380 6, 000 890 350
8, 800 1,260 880 14,500 740 640
12, 500 1,470 980 23,100 670 1,020

1 Number of deaths during the year resulting in lump-sum payments,

NOTE.—Actual data for June 1947: 1,218,000 old-age beneficiaries and 614,000 younger survivors. Actual
lump-sum death payments in 12-montil period ending June 1947: 190,000 deaths.

It is 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 the cost illustrations here presented are such
miscellaneous factors as differential retirement rates by marital status
and the effect on the size of survivor benefits of lowered earning
capacity during last illness.

Tllustrative 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 in
chart 1 and in table 18. These exhibits commence with the year 1955,
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CHART 1.

ILLUSTRATIVE LONG-TERM TRENDS OF BENEFITS AND CONTRIBUTIONS
(SUBJEGT TO THE LIMITATIONS STATED IN THE TEXT)
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TaBLE 18.—Illustrations of benefit payments and coniribution income of the old-age
and survivors insurance trust fund in selected years, 19566-2000 1

Low-cost assumptions High-cost assumptions
Calendar year Benefit Cﬁgﬁriiﬁfl' Benefits as | Benefit ng;'}gfl' Benefits as
payments percent of | payments percent of

(in billions)| $300° 1\ “pay roll |(in billions)| 3¢ WM | pay roll

Low-employment assumptions

2.5 $1.3 $1.8 3.0
3.1 L7 1.9 3.7
4.0 2.7 2.1 5.2
5.0 3.9 2.2 7.2
5.7 5.1 2.2 9.2
5.8 5.9 2.2 10.5
24.3 . - 26.2
34.4 37.0

1.3 $L5 $3.2 1.9
1.8 2.1 3.4 2.5
2.6 34 3.8 3.7
3.3 5.2 4.0 5.2
4.0 7.1 4.1 6.9
4.2 8.5 4.2 8.1
1946 to 2000 2. 22,9 || mercmnaaes 24,6
Level premium in perpetuity 3 33.0 35.3

lnl ’}‘lhetﬁgures in this table are subject to the limitations stated in the text and correspond to the values used
“chart 1.

2 Average or level cost without interest for the 55-year period.

3 Level cost (based on discounting at 2 percent interest) of benefit payments after 1945 and in perpetuity,
taking into account accumulated funds through 1945.

Nore.—Actual data (based on Daily Statement of the U, 8. Treasury) for calendar year 1946: $0.38 billion
benefit payments, $1.30 billion contribution income, and benefits 0.55 percent of taxable pay roll.
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As indicated in the chart and table, assuming a constant average
wage throughout the period 1955 to 2000, contributions at the rate of
4 percent of taxable pay roll (the rate scheduled to become effective
in 1952) would exceed benefits until 1990 under the high-employment,
low-cost example and even thereafter would be only slightly lower.
Under both the high-employment, high-cost example and the low-
employment, low-cost example, contributions would exceed benefits
until about 1970, while for the low-employment, high-cost example,
this point would come somewhere between 1960 and 1965. In all
instances there would result for at least the next 15 years increases in
the funds accumulated and the interest earnings thereon would be
available later to meet a portion of the benefit payments. In the case
of the high-employment, low-cost example, this income from interest
could forestall indefinitely the necessity for (1) an increase above 4
percent in pay-roll contribution rates; (2) contributions on the part
of the Treasury derived from gencral taxes as distinet from pay-roll
contributions; (3) liquidation of the trust fund for purposes of meeting
benefit obligations when these come to exceed pay-roll-contribution
income; or (4) any combinations of these. Under the other three
examples, however, 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.

The chart shows the steady rise in benefit payments under the
widely different sets of conditions discussed earlier in this section.
It shows the large increases, relatively and in absolute quantities,
which would occur even after 1980, particularly within the framework
of the high-cost assumptions. Because of the nature of the assump-
tions, the chart shows only smooth curves and hence does 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 contribution income is derived has been, and
will continue to be, quite sensitive to current fluctuations, through
increases or decrcases in job opportunities, ups and downs in the
work week, and changes in unit rates of pay. Thus, the chart indi-
cates 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 rcasons
alone, as discussed earlier in this section, it is unlikely that the system
even eventually would level out to a completely fixed relationship
between contributions and benefits.

Another factor mentioned earlier but not used in the acturial
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
contribution 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:
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(1) The benefits are determined in large part by the average
monthly wage up to the maximum of $250; 40 percent is applied to the
first $50 thereof and 10 percent to 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 portion 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 a 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
assumption (as in table 18 and chart 1). At the same time, contribu-
tions would be increased by about 50 percent under the low-employ-
ment (and low-wage in the early years) assumptions and by about
35 percent under the high-employment assumptions. On this basis
the annual benefits related to annual pay roll for the year 2000 would
be as follows:

Rising Level
wage wage

Percent Percent
Low-employment, low-cost assumptions. .. .o omo oo oo caeaaa 4,
Low-employment, high-cost assumptions. .- .. 7.
High-employment, low-cost assumptions. .. .- oo g

High-employment, high-cost assumptions_ . _ . .

@ T
—

O

R Ot 0

Thus, the cost of benefits relative to contributions in a year half
a century hence would be decreased by about 20 to 25 percent under
an increasing wage, static benefit formula assumption. Under such
~ a wage assumption, the cost expressed as a level premium into per-

petuity, taking into account discounting at 2 percent interest, would
show a range of from 2% to 6 percent, as contrasted with the range of
from 3 to 7 percent as shown in table 18.

The assumptions of steadily rising average wages in conjunction
with an unamended benefit formula have an important bearing on the
long-range cost of the program. With such assumptions, the future
rise in wages would seem to offer significant financial help in the fi-
nancing of benefits because pay-roll contributions at a fixed percentage
rate would increase steadily relative to benefit 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 for-
muls 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 level. In revising the benefit
schedule to conform with the altered wage level, the changed cost and
contribution picture would have to be considered, especially changes
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resulting from the fact that a worker’s benefit would be based on wages
prevailing at that time of retirement while his contributions and the
interest accumulated thereon would be based on the lower wages pre-
vailing during the period of his active employment.

In addition to excluding the assumption of increasing wages in the
future, the cost examples given have avoided dealing with various
other important secular trends with diverse effects on costs which
cannot now be adequately extrapolated into the future. One illus-
tration 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 considerably lower effective age so that practically all persons
are retiring at the minimum age of 65, or conceivably in reverse to a
higher effective age under circumstances of greatly improved health
conditions combined with good employment opportunities, such that
few would retire before age 70 or even 75.

SUMMARY AND CONCLUSIONS

At the end of the fiscal year 1947, aggregate old-age and survivors
insurance benefit payments were being made at an annual rate of
about $470 million; in the last of the five fiscal years ahead, annual
payments are expected to total from $855 to $965 million. The
trend of such payments will be upward throughout the present cen-
tury; by 1970, benefit disbursements are expected to have increased
to four to seven times their current level.

Contributions paid by employers and employees in each of the five
fiscal years immediately ahead are expected to be wholly sufficient
to meet the disbursements of the old-age and survivors insurance
program in each of those years.

At present, employers and employees are contributing 1 percent each
on taxable wages and pay rolls in industries covered under the pro-
gram. By the end of 1947, this 1-percent rate had been maintained
for 11 consecutive years by repeated congressional actions postponing
the effective date of the scheduled increase in the contribution rate.
The Social Security Act Amendments of 1947 (Public Law, 379)
further postponed the increase in the contribution rate until January
1, 1950, when, under the amended schedule, the rate will rise to 1%
percent each on employer and employee. The amendments provide
for a 2-percent contribution rate for the calendar year 1952 and
thereafter.

In its previous annual reports, the Board of Trustees has stated its
view that prudent management of the finances of the trust fund
requires emphasis on the long-range relationships between the disburse-
ments and the income of the fund. According to the calculations
summarized in this report, the level-premium cost of benefits under
the system, or the average contribution rate required to finance the
system into perpetuity at a 2-percent interest rate, may range be-
tween 3 and 7 percent of pay roll. These figures are lower than the
estimated costs of the program when it was adopted in 1939 and below
the level-premium cost figures contained in some of the earlier reports
of the Board. The war and its aftermath, as well as the recovery
from the depression of the early thirties, have been accompanied by
important changes in many of the factors which determine the rela-
tionship between benefits and contributions under the program.
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Among the™more important factors which have led to a reduction in
the illustrative costs, measured as a percent of pay roll, are the in-
creased level of earnings and the expanded employment in covered
occupations.

The present cost figures are predicated on the maintenance of level
wage rates. The evidence available from historical experience and
from the development of our economic system indicates that the level
of income and earnings in the Nation is likely to rise in the future.
Increases in the past have been somewhat uneven, but on the whole
they have been persistent over the decades. Taking into account
a long-term tendency for wages to rise, the range of the level-premium
cost might be reduced from 3-7 percent to 2%-6 percent.

The factors which, in large part, account for the anticipated favor-
able financial position of the program in the period immediately
ahead, and for the reduction shown in the figures on the long-range
cost as a percent of pay roll, at the same time have seriously impaired
the adequacy of benefits based on present benefit provisions. From
1940, when monthly benefits began to be paid, to the middle of 1947,
the cost of living rose 56 percent, while the average primary benefit
paid rose less than 10 percent—from $22.60 to $24.72 (chart 2).
The inadequacies of the benefits paid will become increasingly pro-
nounced unless the benefit formula is adjusted upward to reflect the
rise in wages, national income, and living standards.

In their annual reports to Congress, the Federal Security Agency
and the Social Security Administration have pointed out that there
are many inadequacies and gaps in present coverage and benefit
provisions—gaps which in a large measure have developed or been
intensified by war and postwar conditions. The Board of Trustees
is of the opinion that there is need for a review of the old-age and
survivors insurance program, covering not only the benefit formula,
the coverage of the system, and the scope of protection afforded, but
also contributions and financial policy, in order to develop a total pro-
gram more nearly in accord with current and prospective conditions.



CHART 2.—Index of average monthly primary benefit in current-payment status and consumers’ price index,
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