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THIRTEENTH ANNUAL REPORT OF THE BOARD
OF TRUSTEES OF THE FEDERAL OLD-AGE AND
SURVIVORS INSURANCE TRUST FUND

INTRODUCTORY STATEMENT

The Federal old-age and survivors insurance trust fund was estab-
lished on January 1, 1940, under the provisions of section 201 of the
Social Security Act, as amended. The fund is held by the Board of
Trustees comprised of three ex officio members: the Secretary of the
Treasury, who is also the managing trustec; the Secretary of Labor;
and the Federal Security Administrator. The Commissioner for
Social Security is secretary of the Board. This report is submitted
jointly by the three trustces.

As required by law, the report describes the operations of the trust
fund during the fiscal year ended June 30, 1952, the expected receipts
and disbursements during the 5 fiscal years 1953-57, and the long-
range actuarial status of the fund. It also discusses the effect of the
1950 and 1952 amendments on the operations of the trust fund.

Yiscal year 1952 was the first full vear of operation of the Social
Security Act amendments of 1950 (Public Law 734, 81st Cong.) which
liberalized the eligibility requirements, raised the benefits, incrcased
the amount a beneficiary could ecarn in covered employment and still
reccive benefits, and extended the coverage of the insurance program.
Both the income and the disbursements of the trust fund were sub-
stantially increased by these amendments. The Social Security Act
amendments of 1952 (Public Law 590, 82d Cong.) which became law
soon after the close of the fiscal year reviewed in this report, provided
further increases i bernefits and in the amount of covered earnings a
bencficiary may have and still receive benefits, and extended the
period of active military and naval service for which old-age and
survivors insurance wage credits will be granted.

The operations of the trust fund arc influenced by economic as well
as legislative developments. In fiscal year 1952 employment and
earnings continued to rise. Total civilian employvment averaged
61.2 million, or 0.6 percent higher than in {iscal year 1951, and unem-
plovinent averaged 1.8 million as compared with 2.2 million in 1951.
Payrolls in civilian employment totaled about $165.7 billion, about
$12.7 billion above payrolls in fiscal year 1951.

The extended coverage under the 1950 amendments, combined with
the rise in employment and earnings, increased the number of persons
reported in employment covered by old-age and survivors insurance
to about 58 million during calendar year 1951 as compared with 48
million during calendar year 1950. The estimated number of persons
in covered cmployment during calendar vear 1952 is about 60 million.
Total taxable earnings reported for calendar year 1951 were $121
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2 FEDERAL OLD-AGE AND SURVIVORS INSURANCE TRUST FUND

billion as compared with $87 billion in calendar year 1950; taxable
earnings in calendar year 1952 are estimated at $129 billion.

Receipts and disbursements of the trust fund rose to a new high in
fiscal year 1952. The contribution income was $3,594 million, an
increase of $474 million over fiscal year 1951. Benefit payments rose
by $484 million and totaled $1,982 million. The total number of
beneficiaries in June 1952 was 4,594,000 or 14 percent more than in
June 1951. Retirement beneficiaries (including entitled wives,
dependent husbands, and children of old-age beneficiaries) numbered
3,110,000 in Junc 1952 or 13 percent more than 1 year earlier. There
were 1,484,000 survivor beneficiaries in June 1952 or 15 percent more
than in June 1951. During the fiscal year the trust fund received
interest of $334 million and increased its assets to a total of $16,600
million.

The economic consequences of hostilities in Korea, the defense
preparations, and the programs for economic and military aid to
other nations will have far-reaching effects on the operations of the
trust fund, both short range and long range. These consequences,
resulting for example from higher money carnings in covered employ-
ment, increased employment of women, and deferred retirement of
older workers, cannot be fully appraised at this time but as far as
possible they are taken into account in this report.

Because 1t is difficult to foresee economic developments during
the next 5 years, the assumptions on which the Board has based its
estimates of the expected operations of the trust fund during this
period are subject to many uncertainties. In many respects develop-
ments over the much longer period covered by the discussion of the
actuarial status of the trust fund are even more uncertain. The
detailed report that follows, therefore, should be read with full rec-
ognition of the difficulties of estimating future trust fund income and
disbursements under changing economic conditions.

SOCIAL SECURITY ACT AMENDMENTS OF 1950 !

The 1950 amendments to the Social Security Act, which represented
the first major legislative changes in the old-age and survivors in-
surance program since enactment of the 1939 amendments, became
law during the early part of the fiscal year ending June 30, 1951.
These changes in the law will have far-reaching effects on the level and
incidence of income and disbursements of the trust fund both in the
. immediate and long-term future. Coverage was extended to a num-
ber of classes of employces as well as to most nonagricultural self-
employed persons hitherto excluded. The requirecments necessary to
qualify for receipt of benefits were relaxed greatly. Benefit amounts
payable to present and future beneficiaries were increased substan-
tially. A schedule of contribution rates was adopted which Congress
believed will make the system self-supporting.

The more important changes significant from an actuarial stand-
point will now be presented in greater detail.

1. Coverage was extended compulsorily to regularly employed
domestic and farm employees; most Federal employees not covered
under the civil-service retirement program; the nonfarm sclf-employed

1 Certain provlsions in these amendments were further changed in 1952. The changes which are signifis

cant from an actuarial staudpoint are deseribed in the following section, Social Sceurity Act amendment-
of 1952,
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other than doctors, lawyers, engineers, and members of certain other
professional groups; employees and the self-employed in Puerto Rico
and the Virgin Islands; and a few other small occupational classes.
In addition, two categories of employees were given the opportunity
to be covered on a voluntary basis—employees of nonprofit institutions
and employecs of State and local governments who are not under
retirement systems.

2. Benefits are paid in certain circumstances in which no benefits
would formerly have been paid.

(a) The requirements for fully insured status were liberalized by
introducing a new starting date for determining such status. This
“new start’”’ enables many persons at least 65 years of age who did
not meet the former requirements to become immediately eligible to
receive retirement benefits. It also removes the disadvantage the
newly covered groups would otherwise have faced in acquiring
eligibility.

(b) Provisions defining dependency were modified to permit the
payment of survivor bencfits to all unmarried children under 18 years
of age whose mothers were currently insured at time of death.

(¢) Several new benefits for dependents and survivors of insured
persons were added. Benefits equal to 5C percent of the primary
insurance amount are payable to a wife, under 65 years of age, of an
old-age (primary) beneficiary as long as she has in her care a child
entitled to benefits on her husband’s earnings. In certain instances
benefits are payable to the dependent husband, aged 65 or over, of a
retired female beneficiary, and also to the aged surviving dependent
widower of a deceased woman worker. Husband’s and widower’s
benefits are equal to 50 and 75 percent, respectively, of the primary
insurance amount.

(d) The provisions governing the withholding of benefits because of
work in covered employment were liberalized. Eligible persons at
least 75 years of age can receive benefits regardless of the amount of
their earnings in covered employment. Those under 75 years of
age may earn as much as $50 a month in covered employment and
still receive benefits.

(¢) Lump-sum death benefits are paid even though monthly benefits
are payable to survivors for the month in which the wage earner died.

(f) Monthly benefits are paid retroactively for a period up to 6
months prior to the month in which an application was filed provided
the beneficiary was eligible therefor.

3. Larger benefits will be paid to future beneficiarics as well as to
persons on the rolls.

(@) The maximum amount of annual taxable earnings was raised
to $3,600.

(5) For persons having at least 6 quarters of coverage after 1950,
the average monthly wage may be calculated over all years after 1936
or after 1950, whichever yields the larger primary insurance amount,
except that in the case of individuals born after 1928, the 1950 starting
date must be used.

(¢) For persons whose average monthly wage is calculated on the
basis of wages and self-employment income after 1950, the monthly
primary insurance amount will be 50 percent of the first $100 of aver-
age monthly wage, plus 15 percent of the next $200. The minimum
primary insurance amount ranges from $25 for persons with average
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monthly wages between $35 and $50, down to $20 for persons with
average monthly wages below $31.

(d) For persons already on the beneficiary rolls, benefits were
increased by means of a conversion table contained in the new amend-
ments. This table increased primary insurance benefits by varying
percentages ranging from 100 percent for the smallest benefit to
50 percent for the largest benefit. Where the wage earner lacks 6
quarters of coverage after 1950, benefits to future beneficiaries will
be based on an average monthly wage computed over all years after
1936. 1In all cases where the average monthly wage is computed over
all years after 1936, including cases referred to in subparagraph (b)
above, benefits will be computed by the old formula, except that no
1-percent increment will be included for years after 1950. The
amounts so computed are then increased by means of the conversion
table.

(e) Parent’s benefits were increased to 75 percent of the primary
insurance amount. Child-survivor benefits were increased so as to
pay to each child the sum of (1) 50 percent of the primary insurance
amount, and (2) 25 percent of the primary insurance amount, divided
by the number of child beneficiaries in the family. The amount of
the lump-sum death payvment was changed from 6 tinmes the primary
insurance benefit to 3 times the primmary insurance amount.

(f) The maximmum monthly amount of family benefits payable with
respect to one wage record is the smaller of $150 or 80 percent of the
average monthly wage, provided that the latter limit mayv not reduce
benefits below $40.

4. Wage credits of $160 a month are given to persons for ecach
month of service in World War 11, unless benefits (other than ordinary
veleran’s benefits) based on such service are pavable by another
Federal retirement svstem. No provision is made to reimburse the
trust fund from the general funds of the Treasury for the additional
costs arising from such wage credits.  Accordingly these additional
cosls are borne by the trust fund. '

The survivorship protection provided to certain World War 11
veterans by the Social Security Act amendments of 1946 was not
changed by thie present amendments. However, the additional costs
of these benefits which formerly were met from general funds will,
effective September 1, 1950, be borne by the trust fund.

5. Contribution rates for emiployees and emplovers are 1% percent
each on taxable wages for calendar years 1951-53; 2 percent cach
for calendar years 1954-59; 2¥% perceut each for calendar years
1960-64; 3 percent cach for calendar years 1965-69; and 3% percent
each thereafter. The contribution rates on self-employment income
are equal to 1% times the corresponding cmployee rates.

The provision which was added to the Social Security Act in 1943
authorizing appropriations to the trust fund from general revenues
when needed to meet costs was eliminated.

SOCIAL SECURITY ACT OF 1952

The 1952 amendments to the Social Security Act, which became
law during the early part of the fiscal year ending "June 30, 1953,
will, as in the case of the 1950 amendments, affect the lovel and
1n01dence of disbursements of the trust fund both mn the immediate
and long-term future. The important changes significant from an
actuarial standpoint are as follows:
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1. Larger benefits will be paid to beneficiary families on the rolls
as well as to virtually all future beneficiary families.

(a) For persons whose average monthly wage is calculated on the
basis of wages and self-employment income after 1950, the monthly
primary insurance amount will be 55 percent of the first $100 of
average monthly wage, plus 15 percent of the next $200. The mini-~
mum primary msurance amount is $25 for persons whose average
monthly wage is under $35, and $26 for persons with average monthly
wages from $35 to $47.

(6) For persons already on the beneficiary rolls whose benefits were
determined by the conversion table, benefits were increased by the
use of a new conversion table in which all primary insurance amounts
in the table of the 1950 law were increased by $5 or 12} percent,
whichever was larger. This new conversion table will be applicable
in determining benefits for all future beneficiaries whose average
monthly wage will be computed over all years since 1936.

(¢) The maximum monthly amount of family benefits payable with
respect to 1 wage record is the smaller of $168.75 or 80 percent of the
average monthly wage, provided that the latter limit may not reduce
bencfits below $45.

2. The provision governing the withholding of benefits because of
work in covered employment was liberalized. The amount which
cligible persons under age 75 may earn in covered employment and
still receive benefits was increased to $75 a month.

3. The provisions granting wage credits of $160 for cach month of
active military service during World War 11 were extended to cover
military service during the period after July 24, 1947, and before
January 1, 1954.

4. Provisions were included which indicate a way of preserving
the insured status and acerued benefit amounts of persons who become
permanently and totally disabled. These provisions have no actual
offect on beuefit rights, since the provisions expire on June 30, 1953,
a date prior to the earliest time permitted for filing application.
The financial offect of these provisions was, thercfore, ignored in the
estimates contained in this report.

Actuarial estimates, prepared at the time the 1952 amendments
were considered by Congress, indicate that on an intermediate basis
the level-premium cost of the system is 5.85 percent of payroll.2
Since according to this estimate these amendments did not affect the
actuarial balauce of the program, the schedule of contribution rates
in the 1950 amendments which placed the system on a self-supporting
basis was continued by the Cougress.

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
deposited in or appropriated to it under permanent appropriation on
the basis of contributions paid by workers and their employers, and
by individuals with self-employment income, in employments covered

3 Source: Actuarial Cost Estimates for the Old-Age and Sarvivors Insurance System as Modified by the

Social Sceurity Act Amendments of 1952, prepared for the use of the Committee on Ways and Means by
Robert J. Mycrs, actuary to the eommittee, dated July 21, 1952.

8. Doc. 48, 83-1 2
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by the old-age and survivors insurance program. All employees and
their employers in employments covered by subchapter A of chapter 9
of the Internal Revenue Code (Federal Insurance Contributions Act)
or under State agreements made pursuant to section 218 of the Social
Security Act, as amended, are required to pay contributions with
respect to the wages of individual workers. All individuals with self-
employment income covered by subchapter E of chapter 1 of the
Internal Revenue Code are required to pay contributions with respect
to their sclf-employment income. In general, an individual’s contri-
butions are computed on annual wages or self-employment income,
or both wages and self-employment income combined, up to a maxi-
mum of $3,600, with the contributions being deterinined first on the
wages and then on any self-employment income necessary to make
up the $3,600.

Except for amounts received by the Secretary of the Treasury under
State agreements and deposited in the trust fund, all contributions are
collected by the Burcau of Internal Revenue and are paid into the
Treasury as internal-revenue collections. Sums equivalent to 100
percent of the taxes imposed under subchapter E of chapter 1 and sub-
chapter A of chapter 9 of the Internal Revenue Code are transferred
to the trust fund from time to time on the basis of estimates made by
the Secretary of the Treasury. Proper adjustments are made peri-
odically to the extent that the estimates are subsequently found to
differ from the actual amounts of contributions payable.

Although the Social Security Act of 1935 fixed the contribution
rates for employees and their employers at 1 percent cach on taxable
wages for the calendar years 1937-39 and provided for higher rates
thercafter, subsequent acts of Congress extended the 1-percent rates
through calendar year 1949. On January 1, 1950, the rates rose to
1} percent each for employees and employers, in accordance with the
provisions of the Social Security Act amendments of 1947. The
Social Security Act amendments of 1950 provide that these 1%-percent
rates shall remain in effect through calendar year 1953, and that the
rates shall rise to 2 percent each on January 1, 1954, to 2% percent
each on January 1, 1960, to 3 percent each on January 1, 1965, and to
3% percent each on January 1, 1970. Beginning January 1, 1951-—the
effective date of extension of coverage to self-employed persons—the
rates of tax on self-employment income are equal to 1% times the
corresponding employee rates.

The second source from which receipts of the trust fund are derived
is interest received on investments held by the fund. The investment
procedures of the fund are described later in this section.

The Social Security Act amendments of 1946 added section 210 to
the Social Security Act. This section provided survivors insurance
protection to certain World War II veterans for a period of 3 years
following their discharge from the Armed Forces. Section 210 (d)
authorized Federal appropriations to reimburse the Federal old-age
and survivors ipsurance trust fund for such sums as were withdrawn
to meet the additional cost (including administrative expenses) of
the payments under this section. Under the Social Security Act
amendments of 1950 this survivors insurance protection was con-
tinued, but the resulting additional cost was to be met from the
trust fund beginning September 1, 1950.

Public Law 642, enacted June 14, 1948, which amended the defini-
tion of the term “employee’” as used in the Social Security Act,
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resulted in the exclusion from coverage of certain services previously
held covered. While the amended definition was made retroactive
to 1937, certain wage credits established under the former definition
will remain credited to the individual’s account. The law author-
izes an appropriation to the trust fund from general revenues equal
to the estimated total amount of benefits paid and to be paid that
would not have been paid had the amended definition been in cffect
beginning in 1937.

Public Law 234, enacted October 30, 1951, amended the Railroad
Retirement Act to provide a new basis of coordinating the railroad
retirement program with old-age and survivors insurance. The new
legislation provides that the railroad wage credits of workers who die
or retire with less than 10 years of railroad employment shall be trans-
ferred to the old-age and survivors insurance system. The situation
will be unchanged for workers who acquire 10 years or more of rail-
road service. That is, the survivors of over-10-year railroad workers
will, as under the 1946 amendments to the Railroad Retirement Act,
receive benefits under one program or the other based on combined
wage records, while retirement benefits will in most cases be payable
under both systems to individuals with 10 or more years of railroad
service who also qualify under old-age and survivors insurance.

With respect to the allocation of costs between the two systems,

Public Law 234 requires the Railroad Retirement Board and the Fed-
eral Security Administrator to— .
determine, no later than January 1, 1954, the amount which would place the
Federal Old-Age and Survivors Insuranee Trust Fund in the same position in
which it wonld have been at the close of the fiseal vear ending June 30, 1952, if
service as an emplovee after December 31, 1936, had been included in the term
“emplovment’” as defined in the Social Security Act and in the Federal Insuranee
Contributions Act.
The legislation provides that beginning with fiscal year 1953, and for
cach fiscal year thercafter, annual interest payments on this amount
(less any offsets described below) are to be transferred from the rail-
road retirement account to the trust fund. The logislation further
provides that at the close of fiscal year 1953 and each fiscal year
thereafter annual reimbursements are to be effected between the rail-
road retirement account and the trust fund in such amounts as would,
taking into consideration the amount determined for the period
through June 30, 1952, place the trust fund at the end of the year in
the same position in which it would have been if railroad employment
were covered under the Social Security Act. If the reimbursement is
from the trust fund to the retirement account the Federal Security
Administrator may offset the amount of such reimbursement against
the amount determined for the period through June 30, 1952.

The Comptroller General of the United States, in a decision
(B-4906) dated October 11, 1951, held that receipts derived from the
sale of miscellancous supplies and services may be credited to and
form a part of the trust fund, where the initial outlays therefor were
paid from the trust fund. Formerly, these moneys were credited to the
general fund of the Treasury as miscellaneous receipts.

Expenditures for bencfit payments and admimstrative expenses
under the old-age and survivors insurance program are paid out of the
trust fund. These expenditures for the fiscal year 1946 an previous
years included such reimbursements to the Treasury for administra-
tive expenses incurred under the program as were authorized by sec-
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tion 201 (f) of the act. Successive acts of Congress have modified the
procedures in accounting for these expenses. Thus, during fiscal
vears 1947 and 1948 progressively increasing portions of the program’s
administrative expenses incurred by the Federal Security Agency were
charged directly to the trust fund and not reimbursed from the fund
as they had been in the preceding fiscal years. Beginning with fiseal
yeir 1949, all expenses incurred by all offices of the Federal Security
Agency in carrying out the provisions of title 11 of the Social Security
Act, as amended, are charged directly to the trust fund. Under the
President’s Reorganization Plan No. 2, effective July 16, 1946, the
Federal Security Administrator certifies benefit payments to the
managing trustee, who makes the pavments from the trust fund in
accordance therewith. Prior to Julv 16, 1946, certifications for
payments were made by the Social Security Board. Payments are
made from an uninvested balance held in the fund to the account of
the disbursing officer of the Treasury.

With respect to wages paid prior to 1951, refunds to employees who
worked for more than one employver during the course of a year and
paid contributions on such wages in cxcess of the statutory maximum,
were made from gencral revenues. With respect to wages paid after
1950, these refunds will be paid from the Treasury account for
refunding internal-revenue collections. The Social Security Act
amendments of 1950 direct the managing trustee to pay from time to
time from the trust fund into the Treasury as repayments to the
account for refunding internal-revenue collections the amount esti-
mated by him to be contributions which are subject to refund with
respect to wages paid after 1950.

The managing trustee invests that portion of the trust fund which,
in his judgment, is not required to mect 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. Obligations of
these types may be acquired on 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, computed
as of the end of the calendar month next preceding the date of their
issue, borne by all intercst-bearing obligations of the United States
forming a part of the public debt (where such average rate is not a
multiple of one-cighth of 1 percent, the rate of interest on such special
oblizations is required to be the multiple of one-cighth of 1 percent
next lower than such average rate).

Interest on public issues held by the trust fund is received by the
fund at the time the interest becomes payable on the particular
series held. Intercst on special issues is received semiannually—gen-
erally on June 30 and December 31, Public issues acquired by the
fund may be sold at any time by the managing trustee at their market
price. Special issues may be redeemed at par plus accrued interest.
Interest receipts and proceeds from the sale or redemption of obliga-
tions held in the trust fund are available for investment in the same
manner as other receipts of the fund.

Interest earned by the invested assets of the trust fund will provide
income to meet a portion of the benefit disbursements. Benefit
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disbursements are expected to increase markedly over a long period
because the number of persons aged 65 and over will be increasing for
many decades, and because an increasing proportion of such aged
persons will be qualifying for benefits under the old-age and survivors
msurance system.

On June 30, 1952, there were about 13,300,000 persons aged 65 and
over, a number equivalent to about 8 percent of the total population.
It is estimated that by the end of the century the number of persons
aged 65 and over may be double that on June 30, 1952, and represent
from 10 to 13 perceut 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 aged persons 50 years hence is expected to be eligible
to receive benefits under the program. The future financial sound-
ness of this system, with its rising rate 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 contributions and benefit amounts,
providing a margin of safety against relatively short-term con tingencies
to insure the payment of benefits without sharp changes. in rates paid
by contributors. Thesc reserves will provide additional resources
against a sudden increase in total benefit amounts or a sharp decline
in contributions, both of which could oceur sunultancously during auy
reversal in business activity.

SUMMARY OF OPERATIONE OF TRUST FUND, ¥FISCAL YEAR 1952

A statement of the income and dishursements of the Federal old-age
and survivors insurance trust fund in the fiseal year which began on
July 1, 1951, and ended on June 30, 1952, and of the assets of the fund
at the beginning and end of the fiscal year, is presented in table 1.

TasLE 1.—Statement of operations of the Federal old-age and survivors insurance
trust fund during the fiscal year 1952 1

Total assets of the trust fund, June 30, 198 oo $14, 735, 566, T07. 0L
Receipts, fiscal year 1952:
Insurance contributions:

Appropriations. .. _________ . ___ $3, 568, 556, 584. 22
Deposits, arising from State agreements. 25,691, 615. 30
Total insurance contributions..._.__________ - $3, 594, 248, 199, 52
Transfers from general fund - 3, 734, 000. 00
Reimbursements for sale of 23, 908. 92
Interest on investments ..~ 07 T 333, 514, 115. 23
Totalrecolpts....._._ ... . 3,931, 520, 223. 67

Disbursements, fiseal year 1952:
Benefit payments_ __________________ 1,982,377, 418. 11
84,673,377. 98

Total disbursements. _._.___._._ ____ - 2,067, 050, 796. 09
Net addition to trast fund._______  __ 7777

The total receipts of the trust fund during the fiscal year 1952
amounted to $3,931.5 million. Of this total, $3,568.6 million repre-
sented amounts appropriated to the fund in accordance with the con-
tinuing appropriation in section 201 (a) of the Social Security Act as
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amended on the basis of contributions paid under subchapter E of
chapter 1 and subchapter A of chapter 9 of the Internal Revenue
Code. An additional $25.7 million represented amounts received by
the Secretary of the Treasury in accordance with State agreements
made pursuant to section 218 of the Social Sceurity Act as amended,
and deposited in the trust fund. The combined amount of $3,594.2
million, appropriated or deposited, represented a 15-percent increase
over appropriations in the preceding fiscal year. This increase re-
sulted from the fact that (1) insurance contributions from self-
employed persons, to whom coverage was extended as of January 1,
1951, were payable at the time they filed income tax returns, which
in most instances, occurred during January—March 1952; and (2) the
increase from $3,000 to $3.600 in the maximum amount of annual
taxable earnings became effective January 1, 1951, with the result
that the higher maximum taxable amount which was in effect during
only half of fiscal year 1951, was in effect during the entire fiscal year
1952. The other $337.3 million of receipts consisted primarily of
$333.5 million of interest on investments of the fund and $3.7 million
transferred from general funds of the Treasury in accordance with
section 210 (d) of the Social Security Act, as amended in 1946 and
in effect prior to the enactment of the Social Security Act amend-
ments of 1950.

Disbursements from the trust fund during the fiscal year 1952
total $2,067.1 million, of which $1,982.4 million consisted of benefit
payments, and $84.7 tmillion for administrative expenses of the insur-
ance program. The total amount of benefits paid during the fiscal
year exceeded benefits paid in the fiscal year 1951 by 32 percent.
This increase was due chiefly to the fact that provisions of the Social
Security Act amendments of 1950, which were effective during the
entire fiscal year 1952 but during only part of fiscal year 1951, resulted
in (1) a larger number of persons drawing benefits primarily because
of the liberalized qualifying requirements, and (2) higher benefit
amounts payable to all beneficiaries.

Administrative expenditures of the fund were 2.4 percent of contri-
bution income and 4.3 percent of benefit payments during fiscal year
1952. Figures for each of the years 1941-52 are shown in table 2.

The distribution of benefit payments in fiscal years 1951 and 1952
by type of benefit is shown in table 3. Approximately 78 percent of
the total benefit payments from the fund in the fiscal year 1952 were
accounted for by monthly benefits to aged persons—retired wage
earners and their wives (including a relatively small number of wives
under age 65) or dependent husbands, and aged widows, dependent
widowers, and dependent parents of deceased wage earners. Approxi-
mately 19 percent of the 1952 bencfit payments represented monthly
benefits on behalf of children of deceased or retired workers and pay-
ments to mothers—practically all of them under age 65—who had
children of deceased wage carners in their care. The balanee of the
benefits paid in the fiseal year 1952 consisted of lump-sum payments in
cases where the insured individual died before September 1950 leaving
no survivor immediately cligible for monthly benefits, and in all cases
where the insured individual died after August 1950.
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TasLE 2.—Relationship of administrative charges against old-age and survivors
wnsurance trust fund to old-age and survivors nsurance contribution income and
bencfit payments

Administrative charges Administrative charges
against the OQASI against the OASI
trust fund as a per- trust fund as a per-
centage of— centage of—

Fiscal year I Fiscal year —

o . R

fontrl | Benest Contrl- | Benent

income bayments income | Payments
3.9 417 2.8 9.6
3.0 24.3 2.9 9.3
2.4 18. 4 3.2 8.8
2.5 17.7 2.7 7.8
2.1 1.2 2.3 4.7
3.0 11.7 2.4 4.3

TaBLE 3.—Estimated distribution of Treasury disbursements for benefit payments
under the old-age and survivors insurance program, by type of benefit, fiscal years
19561 and 1952

{Amounts in millions]

1951 1952
—_—

Perceng
of totar

Type of benefit
Percent

of tuta] | Amount

Oll-nge (retired workers 65 or OVer) ... ... ... 1,191.4 60
Wife’s or husbanu’s (wives or dependent husbands, 65 or
over, of cld-age beneficiaries, or their wives regaraless of
age if caring for ciifld benefici ry) . 182.0 9
Widow’s or widower’s (widows or dependent widowers 65
01 over of workers). .. __ 169.8 9
Parent’s (dependent parents 65 or over of deee sed WOorkers)_ 9.4 O]
Chil .’s (caildren unaer 18 of ol t-1ge benefiei ries)_.________ 11. 5 1
Chil’s (chiliren under 18 of deceased worners). ... . 274.3 14
Mther’s (whiows or dependent aivoreed wives of deceased
workers ciring for child benefici adesy oo . 85.7 4
Lump-sum benefits (wage earner ¢ied after August 1950, or be-
fore September 1950 wita no survivor imniediately cligible for
monthly benefits). .. TS TR . 58.3 3

! Less than 0.5 percent.

At the end of the fiscal year 1952, approximately 4.6 million persons
in about 3.3 million families were receiving monthly benefits at an
annual rate of $1,941 million. At the end of the preceding fiscal year,
the monthly benefit rolls included 4.0 million persons in about 2.9
million families to whom monthly benefits were being paid at an
annual rate of $1,725 million. Average monthly family benefits at
the end of June 1952 were, In most cases, slightly lower than the
corresponding averages a year carlier (table 4). This decrease is
explained primarily iy the proportionately larger number of bene.
ficiaries whose benefits were based on the lower average earnings of
persons who were insured only because of the Iiberalized insured
status provisions of the 1950 amendments. Payments to retired
workers with no dependents receiving benefits averaged $40.10, a
decrcase of 80 cents. The average for a retired worker and his aged
wife was $70.10, 30 cents less than a year earlier. For survivors,
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payments to aged widows averaged $36.00; families made up of a
widowed mother and one child averaged $77.50; widowed mothers and
2 children averaged $93.80.

TapLE 4.— Hstimated number of families and beneficiaries receiving benefits and aver-
age monthly family amount, by family group, end of fiscal years 1951 and 1952

- —

b

i
Tune 30, 1951 !‘ Tune 30, 1952
Family classification of beneficiaries Number | Number | Average Number | Number | Average
receiving benefits of fam- | of bene- monthly | of fam- of bene- | monthly
ilies ficiaries | amount ilies ficlaries | amount
(in thou- | (in thou- per (in thou- | (in thou- per
sands) sands) family sands) sands) family
[\ 7) RURRRRESPRPEEEEEEEEE S 2,869.0 4,033.6 |..--- 7‘ 3,218.7 ‘ 4,593.8 |ccomomee-
Retired-worker familieS.ccccmommme oo 2,090.7 ' 2,748.2 |..- 1o2,312.3 3,109.8 |ocoooma--
Worker only. - occmmmnmammmmmmmm o 1,478.8 1,478.8 $40.90 1,691.7 1,601.7 $40.10
Male _ 1,091.1 1,091.1 43. 50 1,194. 4 1,194.4 43.20
Female _ ooocvomommo-- - 387.7 387.7 33. 60 497.3 497.3 32.80
Worker and wife aged 65 ot over. 568, 5 1,137.0 70. 40 633. 5 1,267.0 70. 10
Worker and wife under age 65t -~ .5 1.0 62. 40 .4 8 58. 40
Worker and aged dependent husband. 2.4 4.8 61.30 3.4 6.8 62.10
Workerand T ehild. ... --ooommonoo 10.2 20. 4 65. 80 7.3 14.6 61. 50
Worker and 2 or more children_....--- 5.6 17.6 74. 80 5.0 17.4 67.70
Worker, wife aged 65 or over, and 1 or
more children .o ooooae - oeooooa-oos- 4 1.3 93.40 .8 2.5 78.50
Worker, wife under age 65, and 1 or
more ebildren . ooo-oaoeoco-anmm-os 24.3 87.3 73.10 | 30.2 109.0 75.90
SUrvivor FAMIlies - - n-emmmmmenmmmm oo 7158 | 1,285.4 | ceoooooee 0064 | 1,484 0 |-ooceeeoo-
Aged WidoW . ooooooooonasmnmmmem oo 350.1 350.1 36. 20 421.3 421.3 36.00
Aged dependent widowe .2 .2 30. 60 .4 30.00
Widowed motheronty .- 2.5 2.5 36. 60 3.5 3.5 35. 80
Widowed mother and 1 ¢hild ... 88.6 177.2 71.10 94.6 189.2 7.50
Widowed mother and 2 children. ‘ 57.5 172.5 93. 80 62. 5 187.5 93. 80
Widowed mother and 3 or more ¢ il-
APFOIN - o e e mmmmmmmmm s smmm e mm oo 43.8 188.3 92. 20 53.2 248,35 91.90
Dependent divoreed wile and 1 or
more ehildren. ooeo-mmeoooomoomoo .1 .2 91. 60 .2 4 95. 20
1 child only.-- - 128.0 128.0 35. 50 154.1 154.1 36.20
2 ehildren . oocoommmmmmmmmmm o= | 50.6 101.2 60. 40 5.7 115. 4 61. 30
3ehildren. . «ocrommemommmommmmmommes \ 19.1 51.3 76. 70 20.7 62. 1 78.30
4 o1 more children_ .- -ooo-ommeoeo 22,0 910 82.80 19.2 81.0 80.70
1 aged dependent parent. c.oo-e-o---- . 14.7 14.7 36.80 17.4 17.4 36. 80
2 aged dependent parents.-----------~ ‘ 1.1 2.2 72.10 1.6 3.2 71. 50

1 Benefits of children were being withheld.
NoTE.— Estimates were prepared October 1952,

The total assets of the old-age and survivors insurance trust fund
amounted to $14,736 million on June 30, 1951.  These assets increased
to $16,600 million by the end of the fiscal year 1952, as the result of
an excess of receipts over disbursements amounting to $1,864 million
during the fiscal year. Table 5 shows a comparison of the total assets
of the trust fund and their distribution at the end of the fiscal years
1951 and 1952. The assets of the fund at the end of the fiscal year 1951
consisted of $16,273 million in the form of obligations of the United
States Government, $112 million to the credit of the fund account, and
$215 million to the credit of the disbursing officer.

The Government obligations Lield in the trust fund consist of special
cortificates issued directly to the fund and bonds issued to the public.
The asset value of the special certificates is their par value. The asset
value of the bonds, as carried on the books of the Treasury Department,
is the book value—par value plus unamortized premium outstanding.

In accordance with the provisions of section 201 (c) of the Social
Security Act, as amended, the managing trustee invested during fiscal
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year 1952 that portion of the assets of the trust fund which, in his
judgment, was not required to mect current withdrawals. This sec-
tion provides that direct obligations of the United States Government
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 or on original issue at par. Prior to
fiscal year 1948, and again beginning with fiscal year 1951, investments
made for the fund consisted only of direct obligations of the United
States purchased on original issue. During cach of the fiscal years
1948-50, however, investments included purchases of outstanding
obligations of the United States in the open market.

TapLE 5.— Assets of Federal old-age and survivors’ insurance trust fund, by type, a
end of fiscal years 1951 and 19521
¢

June 30, 1851 June 30, 1952

Par value Book value 2 Par value Book value 3

Investments:

214-percent bonds of 1959-62
214-percent bonds of 1962-67
214-percent bonds of 1963-68
214-percent bonds of 1964-69
214-percent bonds of 1965-70
214-percent bonds of 1966-71
214-percent bonds of 1967-72. . _
234-percent bonds, investment

series B-1975-80_ . ... 1,081, 902, 000| 1, 083, 835, 694. 26| 1,081, 902, 000| 1, 083, 718, 654. 56

$4, 205, 000 $4, 217, 682,45 $4, 205, 000 $4, 216,170.33
58, 650, 000 58, 846, 536, 11 58, 660, 000 58, 828, 669. 19
116,480, 000 116, 714, 225. 67 116, 480, 000| 116, 685, 487. 63
#3, 654, 000 84, 022, 638.33 83, 654, 000 83, 994, 789. 09
455,447, 500] 455, 942,766.87| 455,447,500/ 455,097, 390. 21
305, 677, 500] 305,820, 254.64| 305,677, 500. 305, 810, 737. 66
115,121,250, 117,099, 166. 15| 115,121,250, 116, 879, 202. 45

Total public issues. ...~ 2,921,137, 250, 2,226,498, 963. 98| 2, 221,137, 250| 2, 226,151,191, 12

Special issues (certificates of indeht-
edness):
214-percent  certificates: Matur-
ing June 30, 1952
214-percent  certificates: Matur-

12, 096, 300, 00012, 096, 300, 000. 00 - - - e <o femammm e

ing June 30, 1953 - _ .| 14, 046, 900, 000|14, 046, 900, 000. 00

Total special issues._._......- 12, 096, 300, 00012, 096, 300, 000. 00|14, 046, 900, 000, 14, 046, 900, 000. 00

Total investments_ . _........ 14, 317, 437, 250|14, 322, 798, 963. 98|16, 268, 037, 256 16, 273, 051, 191. 12
Uninvested balances: o

To credit of fund account. ..o |acoeioo 212,311,394, 10] e oeea o 112, 101, 803. 47

To credit of disbursing officer - - .. | oo 200, 456, 348. 93| _ . oo 214, 883, 140. 00

14, 735, 566, 707. 01| - oo o 16, 600, 036, 134. 59

Total assets. o ce ] e

1 On basis of Daily Statement of the U. S, Treasury.
2 Par value plus unamortized premium outstanding.

The par value of the net increasc in the investments owned by
the fund during the fiscal year 1952 amounted to $1,951 million.
New securities whose gross purchase price totaled $15,855 million
were acquired through the investment of receipts of the fund and the
reinvestment of funds made available from the maturity of securities
during the year. The par value of securities redeemed during the
fiscal vear was $13,904 million consisting of $12,096 million of 2%-
percent special certificates of indebtedness and $1,808 million of 2%-
percent special certificates of indebtedness.  All of the new securities
acquired during the year were in the form of special certificates of
indebtedness, $1,808 million of which were redeemed during the
vear and $14,047 million of which mature on June 30, 1953. These
certificates were acquired at par and bear an interest rate of 2%
percent. This rate was determined by the average rate of interest

8. Doc. 48, 83—-1——3
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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
at the end of a month, which determines the interest rate at which
special obligations are issuced to the trust fund during the following
month, varies with changes in the composition of the public debt
and with changes in the particular rates of interest on different classes
of securities. During the period August 31, 1947, to May 31, 1951,
the average rate of interest on the public debt fluctuated between
2% and 2% percent with the result that all special obligations issued
to the trust fund beginning with September 1947 and ending with
June 1951 carried an interest rate of 2% percent. On June 30, 1951,
the average rate of interest on the public debt was 2.270 percent and
during the following fiscal vear showed a slight upward trend, reaching
2.310 percent on May 31, 1952. Because the rate excceded 2%
percent but remained less than 2% percent at the end of each month
in the period from June 30, 1951, to May 31, 1952, the interest rate
on all special issues acquired during the fiscal vear was 234 percent.

STATEMENT OF THE EXPECTED OPERATIONS AND STATUS OF THE TRUST
FUND DURING FISCAL YEARS 1953-57

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 5 fiscal years. The Board is required to in-
elude 1n the report estimates of both the income and the disbursements
of the trust fund in each of the 5 years.

The income of the fund depends on the amount of taxable payrolls
and self-employment income in covered industries, rates of contribu-
tions, and interest earnings of the fund. The disbursements from the
fund depend on the number of persons cligible for benefits, the pro-
portion who apply for and receive benefits, and the amounts of benefit
to which they are entitled on the basis of past earnings. Conse-
quently, both the income and the disbursements of the fund not only
depend on the legislative provisions but they are also affected by the
general economic conditions.

Estimates of the income and disbursements of the trust fund for
cach of the 5 fiscal years 1953-57, together with the resulting assets
of the trust fund at the beginning and the end of each year, are pre-
sented in table 6. Iu addition, the figures on actual experience in
earlier fiscal years are shown.
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TAB_LE 6.—Operations of the Federal old-age and survivors insurance trust fund,
fiscal years 1937—67, subject to the assumplions and limitations stated in the text 1

[In millions]

Transactions during period
Fbl:‘ré‘iina_t Income Disbursements Fundat
Fiscal year ning of Netin- | 224 of
period? Avpropri.| Interest Benefit | Admin- | (T835¢
Total z]l)t?ong Pi-lon invest-| Total | pay- |istrative 0 fun
ments 4 ments |expenses
Past experience:
1937-52. e $24,0001  $21,862 $2,138] $7,400 $6,856 $544( $16,600( $16, 600
$1,745 744 688 56 91 64 27 653] 2,398
2, 398 967 896 71 137 110 27 830 3,227
3,227 1,218 1,130 87 177 149 27 1,041 4,268
4,268 1,395 1,202 103 217 185 433 1,178 5, 446
5,446| 1,434 1,310 124 267 240 527 1,167 6,613
6,613 1,336 1,238 148 358 321 37 1,028 7,641
7,641 1,623 1, 460 163 466 426 41 1,157 8, 708
8,798 1,807 1,617 191 559 512 47 1,248| 10,047
10,047} 1,924 1, 694 230 661 607 53 1,263| 11,310
11,310| 2,367 2,110 257 784 727 &7 1,583 12.893
12,893 3,411 3,124 287\ 1,569 1,408 70 1,843 14,736
14,736 3,932 3, 598 334] 2,067 1,982 85 1,864 16,600
16,600] 4,402 4,007 395 2,651 2, 560 91 1,751 18,351
i 18,351} 4,745 4,313 432| 3,169 3,079 g0~ 1,576 19,927
1955:
Alternative I.__{ 19,927 6,241 5,770 471 3,557 3, 467 90 2,684; 22,611
%Alternative IT..{ 19,927 5,826 5,361 465 3,726 3,631 95 2,100| 22,027
1956:
Alternative I._.| 22,611| 6,358 5,830 528| 3,905 3,813 92 2,453 25,004
Alternative IT__| 22,027 5,755 5,251 504 4,225 4,133 92 1,530 23,557
57:
Alternative I_._{ 25,064, 6,910 6,326 584: 4,232 4,138 94 2,678| 27,742
Alternative IL_ _| 23,557 5,875 5,340 535‘ 4, 582 4,490 92 1,293 24,850

1 In interpreting the estimates in this table, reference should be made to the acconipanying text which
describes the underlying assumptions. Past experience on basis of Duily Statement of the U. 8. Treasury.
Estimates were prepared February 1953.

2 Totals shown in this and other eolumns do not necessarily equal the snm of rounded components.

3 Include insurance contributions, adjusted for refunds, and transfers from general funds equivalent to
additional payments atising from the extension of survivors insurance protection to certain veterans of
World War II (Social Security Act amendments of 1946). Estimated contributions for fiscal years 1953-57
are based on statutory rates.

¢ Includes profits on marketable investments amounting to $183,668 in 1949 and $8,934 in 1950,

® Represent charges against trust fund in respective fiscal years; administrative expenses, after adjustment
for bookkeeping transfers, were about $30 million in fiscal year 1944 and about $29 million 1n fiscal year 1945.

For this report, it is assumed that the present statutory provisions
relating to old-age and survivors insurance will remain unchanged
throughout the period under consideration. The computations of
tax income are based on present statutory rates of contribution which
are 1% percent each on employer and employee on wages paid during
the calendar years 1952 and 1953 and 2 percent each during the
calendar years 1954 through 1957; and 2} percent on the taxable
income from self-employment in calendar years 1952 and 1953 and
3 percent in calendar years 1954-57.

In table 6 single esimates are given for fiscal years 1953 and 1954,
but for fiscal years 1955 to 1957 two sets of estimates are presented
based on alternative economic assumptions. Alternative I shows the
effect of assumption spostulating a relatively high level of economic
activity; alternative II shows the effect of the assumption of a some-
what lower level of economic activity.

Alternative I, which shows a relatively large increase in trust-fund
assets, is based on the assumption that a high level of employment and
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earnings is maintained through calendar year 1954, with a mild
economic recession beginning early in 1955. The period of recession
is assumed to be brief and recovery fairly rapid, beginning after
June 1955. Employment and earnings are then assumed to continue
to increase through 1957. The earnings of the self-employed are
assumed to follow a similar pattern. Benefit disbursements are
assumed to increase substantially, primarily because of the long-range
upward trend in the number of beneficiaries, and partly because of the
combined effect of the alternative method of computing benefit
amounts, which became effective in calendar year 1952, and the higher
benefit amounts payable under the 1952 amendments

Under alternative I, aggregate income during the period of 5 fiscal
years ending in 1957 would amount to $28.7 billion, including $26.2
billion in contributions and $2.4 billion in interest. Aggregate dis-
bursements for the period would be about $17.5 billion with the highest
expected annual disbursement about $4.2 billion. The trust fund at
the beginning of the fiscal year 1953 would amount to about 3.9 times
the highest expected annual disbursements during the suceeeding 5
fiscal years.

The other set of estimates for fiscal years 195557, alternative 11,
is based on the assumption of an economic recession beginning in the
latter half of calendar year 1954 and becoming somewhat more
severe than that assumed under alternative I, and with less rapid
recovery beginning at the end of 1956. As a result, estimated taxable
payrolls and earnings of the self-employed in the periods affecting
tax collections during fiscal years 1955-57, and therefore estimated
contributions, are lower under alternative I1 than under alternative I.
Estimated benefit disbursements, on the other hand, increase more
rapidly under alternative II than under alternative I because a larger
number of older workers withdraw from or are unable to find jobs in
covered employment.

The aggregate income of the fund for the 5 fiscal years 1953-57
under alternative I would amount to $26.6 billion, including $24.3
billion in contributions and $2.3 billion in interest. Aggregate dis-
bursements would be $18.4 billion, with the highest expected annual
disbursement about $4.6 billion. The trust fund at the beginning of
the fiscal year 1953 would amount to about 3.6 times the highest
expected annual disbursement during the period.

Public Law 234, enacted October 30, 1951, amended the Railroad
Retirement Act to provide a new basis of coordinating the railroad re-
tirement program with old-age and survivors insurance. A descrip-
tion of thelegislative provisions governing the allocation of costs
between the two systems is contained in an earlier section of this re-
port entitled “ Nature of the Trust Fund.” Both agencies are jointly
engaged in conducting the necessary actuarial studies and analyses
required by these financing provisions. Pending their completion,
the estimates shown in table 6 have not been adjusted to reflect the
effect of future transfers between the railroad retirement account and
the trust fund.

Public Law 642, enacted June 14, 1948, which amended the defini-
tion of the term ‘“employee’” as used in the Social Security Act, re-
sulted in the exclusion from coverage of certain services previously
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beld covered. While the amended definition was made retroactive to
1937, certain wage credits established under the former definition re-
mained credited to the individual’s account. The law authorized an
appropriation to the trust fund from general revenues equal to the
total amount of bencfits paid and to be paid, as estimated by the
Federal Security Administrator, that would not have been paid had
the amended definition been in effect beginning in 1937. An estimate
was prepared and submitted to Congress based on the provisions of the
Social Security Act in effect prior to enactment of the 1950 amend-
ments. A revised estimate reflecting recent legislation is in course of
preparation and, accordingly, income from this source is excluded
from the appropriations shown in table 6.

The 1950 and 1952 amendments to the Social Security Act contain
provisions which substantially affect benefit payments. The 1950
legislation provided for (1) an increase in benefits averaging about
77% percent to old-age insurance beneficiaries on the rolls on August
31, 1950, and also increased benefits to all future beneficiaries; (2)
more liberal insured status requirements which made about 675,000
persons, aged 65 or more, immediately eligible for old-age insurance
benefits; and (3) the removal of the work clause entirely for persons
at least 75 years of age, which made it possible for about 75,000
persons to receive old-age insurance benefits who otherwise would
not have received them. The 1952 legislation provided for a further
increase in benefits. As a consequence of these and other provisions
benefit disbursements during the 5 fiscal years 1953-57 will be on a
IIl(lilCh higher level than the benefit disbursements made under the
old law.

During the next 5 years, benefit disburscments, like contributions,
will be dependent to a considerable extent upon economic develop-
ments and so will 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 employ-
ment, 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
aumber of workers who are insured under the program, and therefore
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 signifi-
cantly by variations in economic conditions. While favorable oppor-
tunities for employment will operate to increase the number of insured
persons, and hence 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 employ-
ment. On balance, the amount paid out for survivors’ benefits over
the next few years will differ so little whether the economic co nditions
of alternative I or alternative II are assumed that a single set of
estimates is deemed appropriate for both alternatives (table 7).
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TABLE 7.— Treasury disbursements for benefit payments, distributed by cla.?siﬁca{ion
of beneficiaries, fiscal years 1941-57, subject to the assumpiions and {imitations

stated in the text !
[ In millions]

Disbursed to survivors of deccased insured
workers
Disbursed Monthly benefits
bTotaI Disl])(vilrsed to deper}d-
: enefit to old-age ents.o
Fiscal year disburse- beneofi- old-age Aged wid- | Widowed Lump-
ments 2 ciaries benefi- ows, de- | mothers, som g ~
ciaries pendent | depend- merr;tsy
Total 2 | widowers, | ent di-
and de- vorced
pendent |wives, and
parents | children
$64.3 $31. 4 $5.3 $15.3 $L.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
425.6 219.2 38.4 139.4 33.8 105.6 28.5
511.7 272. 4 47. 5 160.5 43.7 116.8 31.3
607. 0 333.0 b7.7 184.0 55.6 128.4 32.2
727.3 412.6 71.2 209. 4 69.3 140.2 34.0
1,498.1 891.1 148.0 413.5 134.3 279.2 45. 5
- 1,982.4 1,191. 4 193.5 539. 2 179.2 360.0 58.3
Estimated future dis:
bursements:
1953 ... 2, 560 1,573 245 (66 233 433 76
1954 . _____ 3,079 1, 900 207 791 289 502 91
1955:
Alternative I___ 3,467 2,149 336
aggermative T2 8631 2,203 356 } 885 338 547 97
1956:
Alternative I___ 3,813 2,362 371 . r
o Altemmative I} 4,133 2, 644 410 } 77 390 587 102
1957:
" Alternative I.. 4,138 2, 561 405
AlternativeIl.| 4,490 2869 k 448 } 1,067 B 623 106

'In interpreting the estimates in this fable, reference should be made to the accompanying text which
describes the underlying assumptions. Estimates were prepared February 1953,

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

3 Partly ostimated.

On 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, and to their eligible de-
pendents. Asis indicated in table 8, a considerable proportion of the
workers aged 65 and over who were eligible for old-age (primary)
benefits in the past remained in covered employment (or, if they left
covered employment, later returned to it) and did not receive benefits.
Since fiscal year 1945, however, this proportion has decreased as the
number of retired workers receiving benefits increased relatively more
rapidly than the number eligible for old-age benefits. The proportion
of eligible workers receiving benefits on January 1, 1951 (table 8),
would probably have been higher if it had not been for the fact that,
for a large number of workers newly eligible as a result of the liberalized
insured status provisions of the 1950 amendments, claims for benefits
had been received but had not yet been completely processed.
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TaBLE 8.—Workers eligible for and receiving old-age (primary) benefils by atlained
age, fiscal years 1941-57, subject to the assumptions and limitations stated in the

text !

All worken(‘)svgfed 65 and Workers aged 65-69 Workers aged 70 and over

Persons receiv- Persons receiv- Persons receiv-

Middle of fiscal year Num- ing benefits Num- ing benefits Num- ing benefits
Jau. ber eli- ber eli- ber eli-

glbbelrelg)r Percent gltl))é;)l é?r Percent glg)elg et?r Percent
fits 2 Num- | of num- | w5 | Num- fof num-| gio3 Num- | of num-

ber ber eli- ber ver cli- ber ber eli-

gible gible gible

Thou- | Thou- Thou- | Thou- Thou- | Thou-

Past experience: sands | sands | Percent | sands | sands | Percent | sands | sands | Percent
1941 aeao. 548 112 20 376 85 23 172 28 16
1942_ 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, 469 518 35 805 212 26 664 306 46
________ 1,637 702 43 868 271 31 769 430 56
________ 1,813 875 48 930 325 35 883 550 62
________ 1, 990 1,048 53 1, 000 380 38 990 668 67
__________ 2, 164 1, 286 59 1, 069 474 44 1,005 812 74
________ 3, 026 1,771 59 1, 660 721 43 1, 366 1,050 77
952 - 3,439 2,278 66 1,833 942 51 1, 606 1,337 83
Estimated future exper-
ience:
1953. 4,075 2, 645 65 2, 150 1, 060 49 1,925 1, 585 82
1954 4,465 3, 005 67 2, 315 1,195 52 | 2,150 1, 810 84
1955:
Alternative I_ 4, 805 3,305 69 2, 445 1,295 53 2, 360 2,010 85
Alternative II. . 4,785 3, 505 73 2, 435 1, 440 59 2, 350 2, 065 88
56:
Alternative I_. . 5,105 3, 565 70 2, 540 1, 360 54 2, 565 2, 205 86
Alternative IT_. 5, 0565 3, 895 77 2,510 1, 605 . 64 2, 545 2,290 90
572
Alternative I.__ 5, 385 3,795 70 2, 610 1, 405 54 2,775 2, 390 86
Alternative IT_. 5, 310 4,170 79 2, 570 1, 680 65 2,740 2, 490 91

1 In interpreting the estimates in this table reference should be made to the accompanying text which de-
scribes the underlying assumptions. Istimates were prepared February 1953. No adjustments have beeu
made to refiect changes arising from (1) provisions that coordinate the old-age and survivors insurance and
railroad retirement programs, and (2) wage credits for military service.

2 Figures for 1941-52 are partly estimated.

Although the proportion of eligible workers receiving benefits on
January 1, 1953, is lower than it was a year earlier, the upward trend
in this proportion is expected to continue even under the favorable
employment conditions assumed in alternative I. Many persons in
newly covered occupations, with little or no covered employment
before 1951, became fully insured for the first time in 1952. Since
these newly insured persons were fairly regularly employed, relatively
few filed application for old-age (primary) benefits, thus depressing
the proportion of all eligible persons in receipt of such benefits on
January 1, 1953.

If the lower employment conditions assumed in alternative 11
should materialize, it is expected that larger proportions of eligible
workers will be obliged to leave covered employment especially at
ages 65-69. Hence, despite a slightly smaller number of eligible
workers, the number receiving old-age (primary) benefits under
alternative 1I would considerably exceed that under alternative I.
Moreover, it is expected that the average old-age (primary) benefit
amount payable under alternative IT would exceed the average under
alternative 1, inasmuch as many of the more steadily employed, and
therefore higher paid, older workers who would not withdraw from
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covered employment under the conditions of alternative I would not
be employed under the conditions of alternative II. In consequence,
alternative IT would result in a substantially higher volume of benefit
payments to old-age (primary) beneficiaries and their dependents.

Table 8 contains an analysis of workers eligible for old-age (primary)
benefits by age attained as of the middle (January 1) of each of the
fiscal years 1941 through 1957. The growth in the number of eligible
workers aged 65-69 was gradual but uninterrupted during the calendar
years 1941 to 1949, inclusive. This growth resulted partly from the
increase 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 had fully insured 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 1949 numerous persons attaining age 65 were
fully insured even though they left covered employment after reaching
age 59,

The marked increase in the number of workers eligible for benefits
in 1951 is due to the liberalized insured-status provisions of the 1950
amendments to the Social Security Act. The number of quarters of
coverage needed to be eligible for old-age benefits just prior to the
passage of these amendments ranged from 27 for persons then attaining
age 65 down to 6 for persons then aged 76 and over. As a result of
the 1950 amendments all persons now age 65 or over, or who will
attain age 65 prior to July 1954, will be fully insured if they have the
minimum number of six quarters of coverage. Consequently, the
increase in the number of eligible persons on January 1, 1951, was
greatest for the persons in the 65-69 age group. Although the same
factors which contributed to the growth in the number of eligible
peisons before 1951 will continue to be operative after 1950 two new
factors will have an even greater effect, namely, the liberalized
insured-status provisions and the extension of coverage to new areas
of employment.

The estimates presented above result in a net increase in the trust
fund during the 5-year period of about $11.1 billion under alternative
I and about $8.2 billion 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
indicated under this alternative. On the other hand, lower contri-
bution and interest income together with ligher benefit payments
than shown under alternative I 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. The estimates presented in the previous two reports in
regard to the system as modified by the 1950 amendments were pre-
pared on exactly the same basis as the cost estimates made immediately
following the end of World War II. Since the previous report, the
old-age and survivors insurance program has been modified by the

Next Page
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covered employment under the conditions of alternative I would not
be employed under the conditions of alternative II. In consequence,
alternative IT would result in a substantially higher volume of benefit
payments to old-age (primary) beneficiaries and their dependents.

Table 8 contains an analysis of workers eligible for old-age (primary)
benefits by age attained as of the middle (January 1) of each of the
fiscal years 1941 through 1957. The growth in the number of eligible
workers aged 65-69 was gradual but uninterrupted during the calendar
years 1941 to 1949, inclusive. This growth resulted partly from the
increase 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 had fully insured 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 1949 numerous persons attaining age 65 were
fully insured even though they left covered employment after reaching
age 59,

The marked increase in the number of workers eligible for benefits
in 1951 is due to the liberalized insured-status provisions of the 1950
amendments to the Social Security Act. The number of quarters of
coverage needed to be eligible for old-age benefits just prior to the
passage of these amendments ranged from 27 for persons then attaining
age 65 down to 6 for persons then aged 76 and over. As a result of
the 1950 amendments all persons now age 65 or over, or who will
attain age 65 prior to July 1954, will be fully insured if they have the
minimum number of six quarters of coverage. Consequently, the
increase in the number of eligible persons on January 1, 1951, was
greatest for the persons in the 65-69 age group. Although the same
factors which contributed to the growth in the number of eligible
peisons before 1951 will continue to be operative after 1950 two new
factors will have an even greater effect, namely, the liberalized
insured-status provisions and the extension of coverage to new areas
of employment.

The estimates presented above result in a net increase in the trust
fund during the 5-year period of about $11.1 billion under alternative
I and about $8.2 billion 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
indicated under this alternative. On the other hand, lower contri-
bution and interest income together with ligher benefit payments
than shown under alternative I 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. The estimates presented in the previous two reports in
regard to the system as modified by the 1950 amendments were pre-
pared on exactly the same basis as the cost estimates made immediately
following the end of World War II. Since the previous report, the
old-age and survivors insurance program has been modified by the
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1952 amendments. Cost estimates along the lines of those prepared
for the 1950 amendments were prepared for the congressional com-
mittees concerned with these latest amendments. However, in this
report, completely new long-range cost estimates are presented for
the program as modified by the 1952 amendments. New cost esti-
mates were developed to take into account the considerable change in
economic conditions during the last few years and the additional
actuarial and statistical data available from the program’s operations
and from the 1950 census.

Two different estimates have been prepared and are presented here—
both based on high-employment assumptions (somewhat below con-
ditions prevailing at the end of 1952).2 These assumptions are com-
parable with those used in the cost estimates developed at the time
the 1952 amendments were under congressional consideration.* The
low-cost and high-cost assumptions relate to the cost as a percent of
payroll (i. e., total taxable earnings) in the aggregate and not to the
dollar costs. The two sets of cost assumptions are based on possible
variations in fertility rates, mortality rates, retirement rates, remar-
riage rates, ete.

The estimates are based on level earnings assumptions (slightly
below the present level). If in the future the earnings level should
be considerably above that which now prevails, and if the benefits for
those on the roll are at some time adjusted upward so that the annual
costs relating to payroll will remain the same, then the increased dollar
outgo resulting will offset the increased dollar income. This is an
important reason for considering costs relative to payroll rather than
in dollars.

The cost estimates have not taken into account the possibilities
of a rise in earnings levels, although such a rise has characterized the
past history of this country. If such an assumption werce used in the
cost estimates, along with the unlikely assumption that the benefits
nevertheless would not be changed, the cost relative to payroll would,
of course, be lower. If benefits are adjusted to keep pace with rising
earnings trends, the year-by-year costs as a percentage of payroll
would be unaffected. However, in such case this would not be true
as to the level-premium cost which would be higher, since under such
circumstances the relative value of the interest earnings of the trust
fund would gradually diminish with the passage of time. If earnings
do consistently rise, thorough consideration will need to be given to
the financing basis of the system because then the interest earnings
on the trust fund will not meet as large a proportion of the benefit
costs as would be anticipated if the earnings level had not risen.

There are a number of basic factors which must be continuously
recognized in estimating the costs of this program. These will be
discussed hereafter.

(¢) Population.—The future trend of the population depends on the
size and age distribution of the existing population, on future births

* T'wo other estimates are being prepared on the basis of low-employment assumptions (roughly midway
between the high-employment assumptions and the level prevailing in 1940-41, just before the start of World
‘War 1D, but they have not yet been ecompleted. It is likely that the low-employment assumptions esti-
mates will indicate somewhat higher relative costs (in relation to payroll) than those shown in this report.
They will be presented in next year’s report, and prior thereto in an Actuarial Study of the Social Becurity
Administration, which will, in addition, give more details on all estimates.

¢ Actuarial Cost Estimates for the Old-Age and Survivors Insurance System as Modified by the Social

Security Aet Amendments of 1952, prepared for the use of the Committee on Ways and@ Means by Robert
J. Myers, actuary to the committee, dated July 21, 1952,
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and immigration, and on future deaths and emigration. As a basis
for making such estimates, there are available great quantities of
census and vital statistics data. There are various types of error and
bias in such 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 2 censuses. The 1950 census shows

about 700,000 more persons age 65 and over than are indicated by a
similar projection of the 1940 census. In the cost estimates the 1950
census is used as the base, despite any errors or bias it may have, since
there is at this time no adequate basis for clearly making any adiust-
ments.

Crude birthrates declined for many years until the middle thirties,
due in part to the increasing proportion of the female population past
the child-bearing ages, and in part to a decline in 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 birthrate
declined somewhat In 1944-45, it remained higher than at any time
during the thirties despite the cffect of the war in removing from this
country many young potential fathers. Beginning in the middle of
1946, the birthrate rose very rapidly, and for the 12-month period
ending June 1947 was higher than at any time since before the begin-
ning of World War I. Thereafter there was some decline and a subse-
quent rise in 195152, although not quite to the 1947 level.

The increase in birthrates in recent years seems to be largely concen-
trated in the rates for first, sccond, and third births. The increase in
first births tends to increase the proportion of the insured population
with dependents eligible for immediate monthly benefits, as well as the
number of such dependents. As a result, the cost of survivor benefits
is increased even though there is a deeline in the number of large
families; the latter factor has only a limited effect upon benefits because
agoregate benefits for a family are not increased for children in excess
of three where the mother is also receiving benefits.

Net 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 net immigration
rates may be expected.

As a basis for the cost estimates, two population projections have
been developed. These do not reflect the maximum possible 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 assump-
tions versus favorable ones. These population projections are pre-
sented in detail in Actuarial Study No. 33 of the Social Security
Administration.

- Table 9 indicates the alternative trends of population growth
resulting for the total population, for those aged 20 to 64, and for
those aged 65 and over. The high-cost 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
65 because of the assumed lower fertility which more than offsets the
improved mortality.
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TaBLE 9.—Estimated population of the United States, 1960—2000

[In nrillions]

All ages Ages 20-64 Ages 65 and over
Calendar year
Total | Men {Women| Total | Men |Women; Total | Men |Women
Actual data from 1950 eensus
1950 o oo 151 75 76 87 43 44 12.3 5.8 6.b
Projection for low-cost assumptions
1960 o 174 86 88 95 46 49 15.4 7.0 8.4
1980, oo 209 103 106 117 58 59 220 9.4 12.6
2000 o 248 123 125 139 70 69 25.8 11.0 14.8
Projection for high-cost assumptions
1960 . el 173 86 87 95 47 4% 15.5 7.1 8.4
1980 . 197 97 100 116 58 58 22.8 9.9 12.9
2000 e e eemae 216 108 108 128 64 64 28.0 12221 158

(b) Mortality.—Mortality rates by age have been improving steadily
since the turn of the century for both sexes and for virtually all ages
up to age 60. Although there was relatively little change above that
age during the first four decades, during the past decade there has
been significant improvement.

In the low-cost assumptions, some improvement in mortality rates
at all ages is assumed. However, in the high-cost assumnptions, con-
siderably more improvement is assumed. Although both sets of
assumptions are arbitrary, they may reasonably bound, for the pur-
poses of this report, the range within which mortality rates will fall.
If the range between them seems wide, it should be recalled that no
allowance has been made for the effects of such diverse factors as the
application of new discoveries to the prevention of disease and to the
impairments caused by disease and the possibilities of increasing the
survival of impaired lives for only temporary periods.

Mortality rates are of major importance for estimates of future
benefits for the aged and of importance also in determining potential
deaths among the younger parents which will give rise to mother’s and
child’s survivor benefits and ultimately to aged widow’s benefits.

(¢) Amount of covered employment.—In determining the number of
covered persons, percentages of men and women in the population
who are in covered employment are developed by age through analysis
of wage data for the previous coverage and preliminary data for 1951
for the present coverage, along with census and other data in regard
to the newly covered groups. The level of employment in the high
employment assumptions is roughly that currently prevailing. It is
assumed that in the future the proportion of women who would be
in covered employment would gradually rise for each age group,
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 (all long-service railroad employment, considerable
portions of agricultural, domestic, nonprofit, and public employment,
and agricultural and most professional self-employment), there is a
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flow of workers between covered and noncovered employment in
addition to that between covered employment and unemployment.
The restricted coverage necessarily will result in large numbers of
workers who have not had sufficient contact with the program to
establish or maintain the insured status necessary for benefit qualifi-
cation. 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.

(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 earnings
from such work. A discussion of the latter factor is presented sub-
sequently under item (&).

Estimates are presented in table 10, 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 for age 65 and over include old-age beneficiaries
@i. e., retired workers). Table 11 relates the old-age beneficiaries and
the total beneficiaries age 65 and over actually drawing benefits to the
total aged population.

TasLe 10.—Estimated proportion of the population insured under old-age and
survivors insurance, 1960—-2000

[In percent]
Low-cost estimate High-cost estimate
Calendar year A d A
ges 65 an ges 65 and
Ages 20-24 over 1 Ages 20-64 over 1
Men
80 67 83 71
81 78 87 82
80 85 88 04
Women 32
44 20 47 22
46 34 53 42
46 43 54 58

1 Including old-age beneficiaries.
2 Excludes wives and widows of fully insured men except such wives and widows who are insured on the
basis of their own cmployment.

NoTE.—The figures in this table are based on the cost estimate involving high-employment assumptions.



FEDERAL OLD-AGE AND SURVIVORS INSURANCE TRUST FUND 2)

TapLE 11.— Estimated proportion of population aged 65 and over receiving benefits,
1960-2000

|In percent]

Womnen receiving benefits
< Men receiv-
(alendar yoar P
ing benefits 1 14440 Other bene- Total
benefits 2 fits 3 ota
Low-cost estimate
1960 . e 49 15 30 45
1980 . e ccm e mmmmmmmmmemm o) 59 30 37 67
2000 - - e e mmmmmmme e m e 68 39 37 76
! High-cost estimate
I ; -
1960 . e cem e m——mmmm e ! 57 19 32 51
BL T PR P ! 69 38 38 7%
2000, e 82 54 34 88

1 Consists almost eutirely of old-age benefieiwies (retired insure:d workers).

7 Old-age heneficiaries are retired insured workers. Women qualifiel both for old-age and for wife's,
widow's, or parent’s benelits ure considered as old benelciaries.

3 Wives of old-age benefieiaries, awd widows and dependent mothers of deceased insured workers.

NoTE.—The figures in this table are based on the cost estimate involving high-employmont assumptions.

(e) Marital and family composition.—Narital relationships by age
Lave great significance for old-age and survivors insurance costs
because the system provides benefits for aged wives and widows (and
also for aged dependeut husbands and widowers). A women over
65 cannot draw both the old-age benefit based on her own carnings
and a full wife’s or widow’s bencfit based on her husband’s earnings.
Henee, it is necessary to consider both the marital status of the female
covered workers and also the exits from this group because of marriage.
There will be a relatively large cost oflset on account of this provision
which prohibits deplication of bencfits. The experience to date is
extremely limited n this respeet; this factor will not be of major
importance until some 30 or 40 years hence when the vast bulk of the
current female workers, those in their twenties and thirties, have
attained the minimum retirement age.

Family composition data indicating the proportion of individuals
with children and the average number of children in such cases also
have 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 dctermines not only
the total number of children, but also how they are divided up into
families. The actual claims experience is valuable as a guide.

There must also be considered the various factors affecting termina-
tion of married status, chiefly divorce and mortality. The distribu-
tion of ages of husbands and wives also affects the cost of illustrations.
Various studies have indicated that at almost all ages women have
lower mortality rates than meu and that the mortality rates of married
persons arc lower than those for all persons combined. In the cost
estimates differential mortality by marital status has been considered
in determining costs for the various types of benefits.

Beneficiaries age 65 and over and their dependents are composed
of a number of different categories. Table 12 shows the trends in
the number of beneficiaries, distinguishing between old-age bene-
ficiaries (retired workers), wives and dependent husbands of old-age
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beneficiaries, children of old-age beneficiaries, aged widows and de-
pendent widowers of deceased insured individuals, and depeadent
parents of deccased insured workers who left no widow or child under
18. It bas been assumed that all retired persons eligible to receive
old-age benefits based on their own earnings would apply for and
receive such benefits even though they might be entitled to larger
wife’s, husband’s, widow’s, widower’s, or parent’s benefits (which in-
stead would be paid as reduced supplementary amounts). This as-
sumption has been made because it is never to the individual’s dis-
advantage and may be to his advantage to reccive old-age benefits
and reduced supplementary benefits of another category, rather than
to receive solely the full benefits of the other category.

TABLE 12.— Estimated monthly beneficiaries ! age 65 and over and children of old-agye
beneficiaries, in current payment status, 1960-2000

{In thousands]

Wives of Children
Old-age y . Aged Aged depend-
Calendar year beneficiaries? bel;)elggg%sl o5t bgragfliiigfiees widows ¢ | ent parents
Actual data for December
i
1,771 : 508 46 314 15
2,278 647 71 384 19
2,644 739 | 74 455 21
i

Low-cost estimate
4,715 1,180 99 1,328 27
9, 338 1,592 156 3,032 35
13,211 1,899 181 3,644 43

High-cost estimate
5, 625 1,348 120 1, 353 31
11,751 1,764 172 3.076 47
18, 570 2,021 190 3, 266 63

! Persons qualifying both for old-age brnefits and for wife’s, widow's, husband’s, wil>w2r’s, or parent’s
benefits are shown as old-age b:n2ficiarics.

2L ¢, rotired insured work ors.

? Including dependent husbands and alse a small number of wives under age 65 with child beneficiaries in
their care.

4 Including dependent widowers.

Nore.—The figures in this table are basad on the cost estimate involving high-employmo2nt assumnptions.

Although persons age 65 and over make up the bulk of the prospec-
tive beneficiaries under the program, the young survivors, composcd
of orphancd children and widowed mothers, will receive a considerable
amount of benefits. Table 13 lists these two groups separately.

The high-cost assumptions show, as expected, a larger number of
old-age beneficiaries, and dependents thercof, than the low-cost as-
sumptions (table 12); this is in part because of the lower mortality
rates assumed which result in a greater number and proportion of aged
persons, and in part because of the higher retirement rates and the
greater proportion of the population assumed to be insured as a result
of the in-and-out movement between covered and noncovered em-
ployment. ~On the other hand, the lower mortality tends to have the
opposite effect inregard to widows (table 12) and, despite the somewhat
higher birth rates, in regard to young survivors (table 13); a smaller
number of widow, survivor child, and widowed-mother beneficiaries
under the high-cost assumptions than under the low-cost assumptions
is indicated.
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TasLE 13.—Estimated younger survivor insurance monthly beneficiaries in current
payment status, 1960-2000

{In thousands]

AT Vi Orphaned Widowed
Calendar year children mothers

Actual data for December

653 169
76 204
865 228

TL.ow-cost estimate

1,282 359
1,413 421
1,614 473

High-cost estimate

1, 341 442
1,366 496
1,289 478

NoTE.—The figures in this table are based on the cost estimate involving high-employment assumptions.

Table 14 summarizes the previous discussion by showing illustrative
numbers of beneficiaries and lump-sum death payments. 'T'he category
“younger survivors’” comprises orphaned children and their widowed
mothers. Widows, widowers, and parents aged 65 and over are
included under the old-age category, as are also spouses and dependent
children of old-age beneficiaries.

TapLe 14— Estimated old-age and survivors insurance beneficiaries in current
payment status, 1960-2000

[In thousands;

Tump-sum
death pay-
ments 2

Aged bene- Younger
Calendar year flciaries 1 survivors

Actuzal data for December

2, 654 822 200
3,399 980 414
3.933 1,093 437

Low-cost estini: te

7,349 | 1. 641 758
14,203 | 1,834 1, 184

18, 97% ‘ 2,087 1,557

High-cost estim: te

8,477 | 1,783 784

16, 810 1,862 1,245
24, 110 1,767 1,701

1 Including children of ol-i-age benefici-ries and wives under age 65 having such children in their care.
2 Numher of deaths resulting in lamp-sum payments doring the ye r.

NoTE.—The figures in thiis table are based on the cost estimate involving high-employment essumpticns,
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In tables 10 to 14 only potential long-range trends have been set
down, without recognition of cyclical or periodic fluctuations. Bear-
img this in mind, certain trends may be observed in these illustrative
tables of number of beneficiaries.

(1) An overall uptrend m beneficiaries under all types of benefits
payable to persons age 65 and over;

(2) After 1960, a 1elatlvoly small increase under the low-cost as-
sumptions and a lcvcling off under the high-cost assumptions in the
number of orphan-child and widowed-mother beneficiaries;

(3) The relatively small, and increasingly smaller, proportion that
younger survivor benefits are of all benefits;

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

(5) A rapid rise in the pereent of aged persons who are receiving
old-age benefits.

(f) Remarriage rates.—Remarriage of “young widows” is an im-
portant cost factor because mother’s insurance benefits terminate
thercupon, as do also rights to deferred widow’s bencfits at age 65.
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 (thelr young-
est child being nearer age 18), the probability of remarriage is lower.

Remarriage rates vary both by age of the widow and by duration
of widowhood. This factor produces a tangible reduction in the
volume of “life insurance” afforded by the program when such “life
insurance’” 18 interpreted as meaning the present value, in case of the
worker’s death, of prospective benefit payments to his surviving
dependents. It is estimated that at the end of 1952 the program
provided about $275 billion of such ‘““life insurance’” protection for
survivors.

(9) Employment of beneficiaries.—Since monthly benefits for all
categories of beneficiaries are, in cffect, suspended in any month in
which the beneficiary is under age 75 and earns more than $75 in
covered employment, assumptions as to the employment of bene-
ficiaries rank high in importance among the various cost elements. As
of December 1952, about 65 percent of those age 65 and over who
were {ully insured were actually recciving bencfits. The proportion
is influenced to some extent by the favorable work opportunities for
the aged now prevailing. In the future this proportion will probably
increase somewhat, if for no other reason than the aging of the in-
sured population.

Then, too, a large demand for labor draws into employment and away
from benefit receipt many widowed mothers and older children.
There is assumed to be more employment of beneficiaries, and thus
savings in cost, in the low-cost assumptions than in the high-cost ones.

(h) Earnings in covered employment—One of the most striking
changes in earned income on record has taken place since 1940. Not
only have there been further riscs in the hourly rate of earnings since
the end of World War II, but also there has tended to be relatively
little unemployment, including partial unemployment, so that most
workers have had a full workweck. Since the outbreak of the Korean
conflict, another sharp rise in wage rates has occurred.
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The resulting changes in earnings give workers relatively more
chance of obtaining ecredit for quarters of coverage (at $50 of wages
per quarter) than had been the case in the prewar years, and as a result
produces an increase in number of persons with insured status and in
the average wage used for benefit computations. This increase is
assumed to be more or less permanent.

Assumptions as to future covered earnings are essential in developing
llustrative actuarial projections. The trend of earnings in the past
has been unquestionably of an upward character. Average reported
earnings derived from old-age and survivors insurance records were
much lower in the early vears of the system than currently (table 15).

TARLE 15.~— Average earnings credits of workers under old-age and survivors insurance
by years, 198751

. : i : . Woikers with earnings in all 4
Workers with any earnings in year calondar quarters

Cualendar year

Total Male Female Total Male Female

$3,000 maxiinum earnings hase

VBT ol e e $R99 $1,037 $539 0} 10) Q)

038 L %32 058 507 41,211 $1,359 $783
1939. [8i 1,014 536 1, 247 1, 400 800
1940_. 9:6 1,070 553 1305 1, 465 831
1941 . A 1,014 1,188 574 1. 466 1,646 910
19420 . 1,197 | 1,364 609 1,703 1,039 1,047
043 . . 1,489 1, 580 788 1,913 2,205 1,271
1944 . . 1,369 1, 681 887 1,996 2301 1,402
1046 . 1.5 1, 5391 895 1,982 2,203 1,384
M6 1,304 1,635 959 2031 2,269 1, 430
V047 . 1, 571 1,831 1,044 2,173 2,393 1,611
148 L 1677 1,939 1,138 2 281 2,493 1,733
10492 , 1,697 1,953 1,169 2, 987 2, 493 1,750
V950 2 eieo. 1,767 2,031 1,217 2, 364 2, 576 1,822

$3,600 mavimum earnings base

196812 e 1 $2,019 $2, 340 $1, 350 $2, 710 $2, 980 $2,031

t Data not available.
3 Preliminary.

The cost assunmptions used for the estimates made at the time of
congressionsl consideration of the 1952 amendments were based on
preliminary 1951 data and involved average annual creditable earn-
ings threughout the future of $2,950 for men working in 4 quarters of a
year and, correspondingly, $2,030 for women. For both men and
women the average earnings used for 3-quarter workers is about 50
percent of that for 4-quarter workers (i. e., at a lower rate per quarter),
while the corresponding proportions for the 2-quarter and l-quarter
workers are about 20 and 10 percent, respectively.  As used here,
the reference to 4-quarter workers, 3-quarter rorkers, ete., relates
only to the status in a particular year; the estimates allow for the fact
that over the course of a working lifetime an individual would be in
covered employment all 4 quarters of some years, 3 quarters of other
years, ete. (and, in fact, not in covered employment at all in some
vears). These ratios of the part-time average covered wage to the
4-quarter average parallel very closely the actual ratios observed in
the old-age and survivors insurance wage data. In general, these
same earnings assumptions are used in all 4 of these cost estimates;
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actually the 4-quarter average earnings are taken as $2,980 for men
and $2,030 for wemen.

The distribution of workers by quarters in a year with earnings
varies by age and sex. For men between ages 30 and 60, roughly 80
percent are 4-quarter workers in the high employment assumptions,
with lower preportions for the younger and older ages. For women,
the maximum proportion of 4-quarter workers is about 65 percent.

The 4-quarter earnings assumptions may be compared with the
actual experience for such workers in the past years as shown by the
last two coluinns of table 15 but allowance must be made for the change
in maximum wage base. The earnings assumptions are on about the
Ievel prevailing in 1951 and are about 20 to 25 percent above the ex-
pericnce in 1947 (used as the basis of the cosl estimates for the 1950
amendments) when adjustment is made for the change in the wage
basc.

The development of the prospective cost of the program using the
various elements discussed furnishes reasonable iilustrations of future
beneficiarics and costs. Though neither the lowest nor the highest
conceivoble, the values derived are well within the outside boundaries
of possibility. Experience to date is limited, the payment of monthly
benefits having begun only in 1940, and these benefits were revised
drastically in 1950 and again to a moderate extent in 1952. As pay-
ments got under way, the limitations of coverage and the insured-
status requirement excluded large numbers of potential beneficiaries.
Payments were further delayed by the lag with which any new program
commences. In recent years, as the lag has lessened, payments among
those cligible to receive theni have been limited by postponements in
the claiming of benefits oceasioned by favorable employment condi-
tions during the war and immediate postwar years. The long-range
cost estimates look beyond these various limitations and attempt
to furnish some indication of the trend in the costs of the old-age and
SUrvivors Insurance program.

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 rate, and various miscellaneous admin-
istrative factors. Since the earlier cost estimates were developed,
sufficient actual experience under the operation of the program is
available to permit the introduction of various modifications to allow
for such factors as the minimum and maximum provisions as to
benefits, and the provision that the lump-sum death payment in
certain instances may not excced the actual burial expenses. Also
taken into account are such miscellaneous factors as differential
retirement rates by marital status and the effect on the size of survivor
benefits of lowered carning capacity during last illness.

An important element affecting old-age and survivors insurance
costs arose through amendments made to the Railroad Retirement
Act in 1951. These extend the 1946 amendments and provide for a
coordination of railroad retirement compensation and old-age and
survivors insurance covered earnings in determining not only survivor
benefits but also retirement benefits for those with less than 10 years
of railroad service. In fact, all future survivor and retirement cases
involving less than 10 years of railroad service are to be paid by the
old-age and survivors insurance system.

Financial interchange provisions are established such that the old-
age and survivors insurance trust fund is to be placed in the same
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financial position as if there never had been a separate railroad
retirement program. It is estimated that the net effect of these
provisions will be a relatively small nct gain to the old-age and
survivors insurance system since the reimbursements from the rail-
road retirement system will be somewhat larger than the net additional
benefits paid on the basis of railroad earnings. The long-range costs
devcloped here are for the operation of the trust fund on the basis,
as provided in current law, that all railroad employment will be
(and beginning with 1937 has been) covered emplovment. The
balance 1n the fund thus corresponds exactly to the actual situation
arising. But the contribution income and benefit disbursement
ficures shown (as well as the numbers of beneficiaries) are slightly
higher (by less than 5 percent) than the payments which will actually
be made directly to the trust fund from contributors and the pay-
ments which will actually be made from the trust fund to the individual
beneficiaries. This is the case because the figures here include both
the additional contributions which would have been collected if rail-
road employment had always been covered and the additional benefits
that would have been paid under such eircumstances. The balance
for these two clements is to be accounted for in actual practice by the
operation of the financial interchange provisions.

The long-range cost estimates of income and outgo are presented
in tables 16 and 17, the former showing the beunefit costs relative to
payroll and the latter the progress of the trust fund. In addition to
the figures for the low-cost and high-cost estimates, there have been
developed intermediate cost estimates which are merely an average
of the low-cost and high-cost estimates and are not intended to
represent “most probable” figures. Rather, they have been set down
as a convenient and readily available single set of figures to be used
for comparative purposes.

TasLE 16.— Estimated cost of benefit payments as percent of payroll, 1960-2000, and
on level-premium basis, previous estimate ! and this estimate

|In pereent]

Intermediate-cost

Low-cost estimate High-cost estimate estimato ?

Calendar year

Previous This Previous ’ This Previous This
estimate estimate estimate estimate estimate estimate

Cost in year

2.87 3.76 3.74 4.44 3.31 4.10
4.03 4.85 5.33 5. 66 4.68 5.26
4.93 5.86 7.08 6.95 5.99 6. 40
5. 68 8. 54 8.94 8.18 7.26 7.33
5.77 6.29 10. 08 7.79 7.30
Level-premium cost 3
Basis A ¥ o eeean 4.57 5.39 7.16 6.83 5.85 6.09
Basis B8 ... “ 5.69 O] 7.63 ® 6. 58-

1 Source: Actuarial Cost Estimates for the Old-Age and Survivors Insurance System as Modified by the
Social Security Act Amendments of 1952, prepared for the us: of the Committec on Ways and Means by
Robert J. Myers, actuary to the committee, dated Tuly 21, 1952,

2 Basad on averaze of the dollar costs under the low-cost and hizh-cost estimates.

3 Level preminm contribution rate (basad on 234 percent interest) for beneit payments after 1952 (after
1950, as to the previsus estimate), taking into account the accumulated funds at the beginning of the period
and future administrative expenses. Under basis A it is assumed that after the year 2000 benefit payments
and taxable payroll are level, whils under basis B this is not assumed to occur until after the year 2050.

¢ Not available,

NOTE.—The figures in this table are hased on the cost estimates involving high-employment assumptions.
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TasLe 17.—Estimated progress of old-age and survivors insurance trust fund,
1960-2000

[Tn millions]

Contribu- | Benefit pay- | Administra- | Interest on | Fund at end

Calendar year tiong t ments tive expenses fund 2 of year

Actual data 3

$2, 671 $961 $61 $257 $13, 721
3, 367 1,885 81 417 15, 540
3,819 2,194 88 365 17, 442

Low-cost estimate

$6, 646 | $5, 267 $101 $657 $30, 482
9,985 | 7723 125 1,186 54, 982
11,176 | 10, 321 151 1, 868 85, 263
12,224 | 12, 584 175 2,345 106, 282
13,591 | 13, 455 191 2, 830 128, 585

High-cost estimate

$6, 578 ‘ $6, 166 | $134 $540 $24, 673
9,878 | 8,913 170 M 34, 084
10, 874 ‘ 11, 09 208 915 40, 941
11, 435 14, 725 246 557 23, 547
12, 191 . 16, 169 268 * 1
Intermediate-cost estimate s
$6, 612 l $5, 716 $118 $508 $27, 578
9,932 8 318 148 964 44, 533
11,025 | 11, 116 180 1,392 63,102
11,830 ! 13, 656 210 1,451 64, 914

12,801 14,812 | 230 1,265 56, 412

!

'mployed contributions. The combined employer-employee
rate is 3 percent for 1950-53, 4 percent for 1954-59, 5 percent (or 1960-64, 6 pereent for 196564, and 634 percent
for 1970 and after.  The self-cmployed pay of these rates.

2 [nterest is figured at 234 percent on average balance in {und during year.  Actual 1951 figure is inflated
because it includes a considerable amount of the interest which accured in the second half of 1950 and also
virtually all of the 1951 interest.

3 Based on Daily Statement of the U. 8. Ureasury.  For 1930 benefit payments were those of 1939 act for first
9 months and those of 1950 aet for last 3 months and contribution income was that of previous law for entire
year. IFor 1952, benefit payments were those of 1950 taw ot first 9 months and those of 1952 law for last 3
mouths.

+ Funds exhausted in 1997,

5 Based on average of the dollar costs under the low-cost and high-cost estimates.

L C'ombined employer, employee, and scif-

Note.—The figures in this table are hased on the cost estimate involving high-employment assumptions.
Sce text for explanation of meaning ol these figures in regard to finaneial interchange provisions with railroad
retirement system.

Furthermore, since the Congress has adopted the principle of
establishing in the law a contribution schedule designed to make the
system self-supporting, it was necessary at the time the legislation
was enacted to select a single set of estimates as the basis for the
contribution schedule. The intermediate estimate was used for this
purpose. Quite obviously any specific schedule may require modifica-
tion in the hght of experience, but the establishment of the schedule in
the law does make clear the congressional intent that the system be
self-supporting. Further, exact self-support cannot be obtained from
a specific set of integral or rounded fractional rates, but rather this
principle of self-support was aimed at as closely as possible by the
Congress in 1950 when it developed the tax schedule in the law, and
again in 1952 when further amendments were made.
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The low-cost and high-cost estimates result from two carefully
considered series of assumptions. The intermediate-cost estimate
represents an average of the low-cost and high-cost estimates of bene-
fictaries, benefit disbursements, and total taxable payroll. The
corresponding estimates of henefits relative to payroll are developed
from these dollar figures.

The tax schedule in the 1950 amendments was derived such that
when the rates thercin were applied to the payroll resulting for the
intermediate-cost estimate, the system would be on a more or less
completely self-supporting basis. From this tax schedule the progress
of the fund was developed, and this naturally showed that in the ulti-
mate condition the fund virtually leveled off—neither increasing nor
decreasing substantially thereafter. This same tax schedule was also
applied to the low-cost and high-cost benefit projections to develop
the trust fund balances in the futurc on these respective bases. Quite
obviously, under the circumstances previously outlined, the trust
fund would eventually be depleted for the high-cost estimate and
would increase indefinitelv for the low-cost estimate. Such results
are to be expected for these two estimates since for purposes of devel-
oping contribution income there was used a tax schedule considered
more or less adequate according to the intermediate cost estimate.

Similarly, when the 1952 amendments were considered, low-cost
and high-cost estimates were developed and from these also an inter-
mediate-cost estimate. As it turned out according to such inter-
mediate-cost estimate, the tax schedule in existence as a result of the
1950 amendments was suflicient under the modified cost assumptions
to support the system to just as great an extent (and, in fact, a little
greater) as was the case for the 1950 amendments when thev were
being considered. Accordingly, the trust fund developing for the 1952
amendments under the intermediate-cost estimate virtnally levels off
for the ultimate condition; as would be expected, it is exhausted at
some future date for the high-cost estimate and increases indefinitely
for the low-cost estimate.

Tables 16 and 17 show the steady rise in benefit payments under the
widely different scts of conditions discussed earlier in tlis section,
and demonstrate the larger increases, relatively and in absolute
quantities, which would occur even after 1980, particularly under the
high-cost assumptions.

Because of thie nature of the assumptions, the tables show only
smooth trends and hence do not show the irregularities and periodic
cychcal varviations which may develop. These irregularitics are
expected to he far more pronounced in regard to contributions than
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 payroll of covered
workers from which the contribution income is derived is quite sensi-
tive to current fluctuations, through increcases or decreases in job
opportunitics, changes in the length of the workweek, and changes in
unit rates of pay. For demographic reasons alone, as discussed earlier
in this section, it is unlikely that the system would even eventually
level out to a completely fixed relationship between contributions and
benefits.
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Before proceeding with a discussion of the results of the estimates,
there might be mentioned several important factors affecting the
relationship between the new cost estimates and the previous ones.
In the low-cost estimate, the new estimate assumes some improvement
in mortality, whereas previously constant mortality had been the
basis (this would, of course, produce higher costs). For both cost
estimates, the range in regard to a number of the cost factors has
been narrowed somewhat since, on the basis of the 13 years operating
expericnce under monthly benefit payments, we have some better
ideas as to future trends.

In the previous cost cstimates (prepared from 1939 on) it had
always been assumed that the system would mature in the year 2000
or, in other words, that benefit payments and contributions would be
level thereafter (the 1935 cost estimates assumed maturity by 1980).
In the new cost cstimates, an alternative assumption is made by
maturing any trends such as mortality in the year 2000 but going on
with the estimate for anothier 50 years. In one sense, this seems
necessary because the aged population itself cannot mature by the
year 2000 (see Actuarial Study No. 33, Social Security Administration,
particularly p. 28). The reason for this is that the number of births
in the 1930’s was very low as compared with those since then, and, as
a result, there is a dip in the relative proportion of the aged from 1995
to about 2010, which, in itself, would be reflected in the benefit costs
for that period. Accordingly, the year 2000 is by no means a typical
“ultimate year.”

The interest assumption used in determining level-premium costs
in the previous estimates has generally been taken to be 2 percent since
that was a reasonable rate 5 years ago when the basic cost assumptions
were developed. Since then the trend of interest rates has been
upward. The average rate on investments of the trust fund is currently
about 2.3 percent, and so a rate of 2% percent is used for these
estimates.

Table 16 compares benefit costs related to payroll for the previous
estimate and for the current estimate. One important point to
observe is that in the next 10 to 20 years the current estimate shows
considerably higher cost than the previous one; in large part, this
arises because the previous estimates did not take sufficient account
of the very sizable effect of the “new start” insured-status provision
in the 1950 amendments, especially as it would affect persons in their
fifties (although the estimate of the number of new eligibles age 65
and over was reasonablv close).

Considering the year-by-year figures, chose for the low-cost estimate
under the current estimate are higher than in the previous estimate by
close to 1 percent of payroll up to 1990 and by somewhat more than
one-half of 1 percent of payroll in the year 2006. Under the high-
cost estimate, the current estimate is somewhat higher through 1970
but lower for 1980, 1990, and 2000. As a result, the intermediate-cost
estimate under the current estimate is somewhat higher than the
previous estimate up through 1990 but for the year 2000 is one-half
of 1 percent of payroll lower.

The “ultimate’ cost for the new cost estimates is reached about
the year 2025 at roughly 7 percent of payroll for the low-cost estimate,
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11 percent for the high-cost estimate, and 8% percent for the inter-
mediate-cost estimate. KEach of these figures is about 1 percent of
payroll higher than the corresponding figure for the year 2000 in the
previous estimates.

Next, considering level-premium costs, if it is assumed that benefits
and contributions are level after the year 2000, as assumed previously,
the intermediate figure is 6.09 percent, or about one-fourth of 1 percent
of payroll higher than in the previous estimate. Thbis figure, however,
is increased by about one-half of 1 percent of payroll, if the increasing
trend likely beyond the year 2000 is taken into account. These
level-premium costs related to the total taxable payroll do not take
into account the lower contribution rate payable by the self-employed
as compared with the combined employer-employee rate. Accordingly,
level employer-employee contribution rates based thereon would have
to be somewhat higher.

Table 17 shows the progress of the trust fund under the present
estimates. In the low-cost estimate, contribution income exceeds
benefit disbursements in all years over the next three decades and is
only slightly lower thereafter (this excess is more than counterbalanced
by interest earnings on the trust fund). Accordingly, the trust fund
builds up quite rapidly and even some 50 years hence is growing
at a rate of over $2} billion per year (and at that time is about $130
billion in magnitude). On the other hand, under the high-cost esti-
mate, the benefit disbursements exceed contribution income after
1975, and the trust fund after building up a maximum of about $40
billion in 1975-80 decreases thereafter until exhausted shortly before
the year 2000.

These results for the low-cost and high-cost estimates are to be
expected since the system on an intermediate-cost estimate is approxi-
mately self-supporting. Accordingly, a low-cost estimate should
show that the system is more than self-supporting and a high-cost
estimate should show that a deficiency will arise in later years. Ia
actual practice under the financing basis established by the Congress,
the tax schedule undoubtedly would be adjusted in future vears so
that neither of the developments of the trust fund under the low-cost
and high-cost estimates shown in table 17 would ever eventuate.
Thus, if actual experience followed the low-cost estimate, the contri-
bution rates would probably be adjusted downward, or perhaps would
not be increased as scheduled. On the other hand, if the experience
followed the high-cost estimate, the contribution rates would have to
be raised above those scheduled. At any rate, considering the high-cost
estimate, it appears likely that under any reasonable circumstances,
there will be ample funds for several decades even under relatively
unfavorable experience.

According to the intermediate-cost estimate, contribution income
exceeds benefit disbursements until about 1980. Accordingly, the
trust fund grows steadily, reaching a maximum of about $65 billion
in 1985, and then declines slowly. This decrease indicates that the
tax schedule in the law is not quite self-supporting according to this
intermediate-cost estimate, but it is sufficiently close for all practical
purposes considering the uncertainties and variations inherent in the
cost estimates.
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A factor mentioned earlier, but-not used in the actuarial projections,
is the trend, exhibited in the past, of an irregular but upward move-
ment 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
changes in the benefit curves. There are several reasons for this, the
important one being that the benefit increase would be dampened
because—

(1) The benefits are determined by the average monthly wage up
to the maximum of $300; 55 pereent is applied to the first $100 thereof
and 15 percent to that part above $100. As average earnings increase
and as more persons approach or reach the $300 maximum, a larger
portion of such carnings falls in that bracket of the benefit formula
to which the 15-percent rather than the 55-percent rate applies. Thus
benefits are smaller in relation to earnings, and consequently in relation
to contributions.

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

The assumption of steadily rising earnings in conjunction with an

o

unamended benefit formula would have an important bearing in
considering the long-range cost of the program. With such an
assumption, the future rise in carnings would seem to offer significant
financial help in the financing of benefits because contributions at a
fixed percentage rate would mcrease steadily relative to benefit dis-
bursements; but the benefits paid to beneficiaries would steadily
diminish in relation to current earnings levels. In such a case,
offsetting this apparent savings in cost, it is likely that from the
long-range point of view the present benefit formula would not be
maintained. Rather, revisions would probably be made by the
Congress (perhaps with some delay) which would make average
benefits as adequate relative to the then-existing earnings level as
average benefits under the present formula are in relation to the
level prevailing wlien the 1952 amendments were enacted.

In revising the benefit schedule to conform with the altered carnings
level, the changed cost and contribution picture would liave to be
considered. This is especially so as to ehanges resulting from the fact
that benefits would be based on earnings prevailing at the time of such
chiange and therealter, while the accumulated trust fund at that time
would have developed from contributions on the lower carnings pre-
vailing during the past.  The fund thus would not play as important
a role in financing the program as would have been the case if the
carnings level had not changed. 1f it is assumed that the benefit level
in the future will be adjusted in proportion to the increase in the
average earnings, the level-premium cost of the program, expressed
as a percentage of taxable earnings into perpetuity, is increased be-
cause of the diminishing part played by the accumulated trust fund
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in financing the program. For small annual rates of increase in
average earnings (i. e., for rates less than the assumed valuation
interest rate) this increase in cost may be partially counterbalanced
by the time lag which would undoubtedly occur between the rise
in earnings level and the amendment of the benefit provisions. How-
ever, for larger rates of increase in average earnings the level-premium
cost into perpetuity would be the ultimate cost, because the fund
would ultimately play virtually no role in the financing of the benefits.
Nevertheless, during the course of this century, at least, the interest
income from the fund would continue to be a significant amount
when related to total disbursements.

In addition to excluding the assumption of increasing wages in
the future, the detailed cost estimates given have avoided dealing
with various other important secular trends. These have diverse
effects on costs which cannot now be adequately extrapolated into
the future. On illustration is the lengthening of the period of child-
hood or preparation for work. Another possibility is a drastic change
in the average age of retirement, either to a considerably lower effective
age so that practically all persons would retire at the minimum age
of 65, or conversely 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

The Social Security Act amendments of 1950 have materially af-
fected the fund’s income and disbursements. During fiscal year 1952,
the first full year of operations of the expanded program, benefit
disbursements were $2 billion, or about 2% times the amount in
fiscal year 1950, which was the last full fiscal year before the 1950
amendments went into effect. Under the Social Security Act amend-
ments of 1952 benefit disbursements will probably amount to $2.6
billion in fiscal year 1953. In the last of the 5 fiscal years ahead,
annual payments are expected to total between $4.1 and $4.5 billion.
The trend in benecfit payments will be upward throughout the re-
mainder of the century; by 1970 benefit disbursements are expected to
increase 3 to 3% times their level in fiscal year 1953.

Despite the large increase in benefit disbursements, contributions
paid by employers, employees, and self-employed persons in each of
the 5 fiscal years immediately ahead are expected to continue to be
wholly sufficient to meet the disbursements of the old-age and sur-
vivors insurance program in eacl of these years.

The military as well as the economic aspects of the defense program
to which the Nation is committed have far-reaching implications for
the old-age and survivors insurance program. Some of them are
immediately apparent. For example, the transfer of large numbers
of persons from civilian employment to the armed services raises the
question as to the extent and type of old-age and survivors insurance
protection to be provided to veterans and how such protection should
be financed. The benefits provided to survivors of World War 1I
veterans under the 1946 amendments were financed by special appro-
priations and not charged to the trust fund. The 1950 amendments
which provided additional benefits for World War 1I veterans, and
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the 1952 amendments which provided additional benefits on account
of active military or naval service from July 25, 1947, through Decem-
ber 31, 1953, charged to the trust fund not onlv these additional
benefits but also those payable under the 1946 amendments. In any
consideration of legislative proposals to extend beyond December 31,

1953, the period of active service for which wage credits are granted

Congress will need to consider again whether the costs of these benefits
are a proper charge against the trust fund or whether they should be
met by funds specially appropriated for this purpose.

Other effects of the defense program are more difficult to assess.
There is nced for further study of the financial aspects of the program.
In such study, there should continue to be emphasis on the relation-
ships over the years between the income and disbursements of the
fund.
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