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Background

Planning and development for any enterprise, whether
public or private, requires realistic and credible assess-
ment of both past experience and future prospects. In the
case of Social Security, a universal national program,
the assessment of future prospects starts with reasonable
projections of the entire population and economy. For
decades, the Office of the Chief Actuary at the Social
Security Administration has developed and evolved
methodologies for making baseline projections of the
Social Security program. These methodologies apply
assumptions that are recommended to and approved by
the Social Security Board of Trustees.

Since the actuaries made the first projections, which
occurred even before enactment of the Social Security
Act in 1935, the methodologies have evolved continu-
ously. Theinterested reader can follow this devel opment
through the Actuarial Studies and Notes available at
http://www.ssa.gov/oact/pubs.html. Also available from
thissite are:

* The Annual Report of the Board of Trustees on the
actuarial status of the program, for each year back
to 1941; and

» Extensive modd documentation and documenta-
tion of the key assumptions used in the projections
for the last severa annual reports.

For several decades, intensive review from technical
panels has influenced the evolution of the projection
methods. Every four years, the independent Social Secu-
rity Advisory Board (before 1994, the Quadrennial
Advisory Councils) has selected the members of these
technica panels from the nation’s most knowledgeable
demographers, economists, and actuaries. Reports of
technical panels appointed by the Advisory Board dat-
ing back to 1999 are available at http://www.ssab.gov/
Publications/BySubject.aspx. In addition, since 2006 the
methods and projections developed by the Office of the
Chief Actuary have been subject to annual full scope
audit by a major independent accounting firm, as
required by the Federal Accounting Standards Advisory

Board. The annual Social Security Performance and
Accountability Reports contain these auditor’s reports.
The projections and methods have received unqualified
opinions every year. This level of oversight, as well as
complete transparency in assumptions and methods,
contributes to the high level of confidence among poli-
cymakers that the projections in the Annual Trustees
Reports provide a credible and reasonable basis for
assessing the actuarial status of the program and possi-
ble changes to the program.

In addition to the oversight described above, the Office
of the Chief Actuary maintains contact with the aca-
demic and research communities on a constant basis,
exploring possible additions and modifications to the
evolving methods. Two substantial methodol ogical
changes implemented recently are (1) the development
of comprehensive stochastic modeling as an additional
illustration of uncertainty, introduced in the 2003 Trust-
ees Report, and (2) a restructuring of the projection
methodology for immigration flows, introduced in the
2008 Trustees Report. As time and resources allow, the
actuaries carefully analyze the recommendations and
new concepts devel oped by the research community and
make changes to reflect the best of those concepts. The
actuaries generally make changes in projection method-
ologies in measured and incremental steps, keeping in
mind the importance of these projectionsin national pol-
icy and the potential impact of large changes from one
report to the next.

A January 5, 2013 op-ed in the New York Times by
Gary King and Samir Soneji, entitled “Socia Security:
It's Worse Than You Think” (http://www.nytimes.com/
2013/01/06/0pinion/sunday/social -security-its-worse-
than-you-think.html?smid=pl-share) provides an inter-
esting case study of this process. King and Soneji devel-
oped their own projection methodology for mortality
and made a series of assertions in their op-ed about the
methods used by the Office of the Chief Actuary. As
with al new entrants into this field of analysis, their
work may ultimately provide value in the continuing
evolution of our methods. However, the assertions in
their op-ed require some response and clarification.
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Case Sudy: Analysis of Assertions by King and
Songji

In their op-ed, King and Soneji state that the combined
Socia Security Trust Fundswill deplete their reservesin

2031, which istwo years earlier than shown in the 2012
Trustees Report under intermediate assumptions. They

“double counts’ the effects of smoking and obesity and
yields truly “crazy” results. Panel 4 below shows both
these “crazy” results and King and Soneji’s own projec-
tions, which they call “better forecasts.” This panel is
copied directly from material accompanying the op-ed
(http://www.nytimes.com/interactive/2013/01/06/sun-
day-review/social-securitys-flawed-forecast-

assert that this difference is attributable to the Office of

the Chief Actuary’s use of mortality projection methods . . . L .
that “were outdated and omitted crucial heaith and ~Thecomparison provided in Pandl 4 is highly misiead-

demographic factors” These are serious charges and ing and inaccurate. For example:
deserve exploration. .

ing.html 2smid=pl-share).

The left panel of mortality projections bears no
resemblance to the mortality projections the actuar-
ies developed for the 2012 or prior Trustees
Reports.

The label for the data valuesis “chance of death in
one year.” However, the values presented are prob-
abilities of death in five years.

The essence of King and Sonegji’s assertion is their mis-
impression that the Office of the Chief Actuary’s mor-
tality projection methods do not reflect the effects of
smoking and obesity. In fact, both smoking and obesity .
are aready reflected in historical data and the actuaries
projection methods. King and Soneji develop a projec-
tion they refer to as “Crazy Death Rates’ by, in some
way, adding their estimated effects for smoking and obe- y
sity to the actuaries' projections. This addition therefore

Values shown for historical years of “better fore-
casts’ do not agree with actual historical data.

Crazy Death Rates (and How They Should Look)

The flawed nature of the government's method
is even clearer when risk factors are added to
its formula.
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BETTER FORECASTS Below,
martality predictions based on an
improved model with properly
detailed risk and demographic data.

CHANCE OF DEATH IN ONE YEAR:
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The chart at near right shows the chance of
death, within a year, for people of different age
groups through the year 2030. This is the
government's model, with risk data on
smoking and obesity added from section 90-04
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In contrast, Figure 1 below shows the actual projections
of mortality rates used for the intermediate assumptions
in the 2012 Trustees Report, along with actual historical
rates.

Figure 1. Social Security Trustees’ Official
Projection of Unisex 5-Year Death Rates:
2012 Trustees Report
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Comparing the death rates used in the 2012 Trustees
Report to King and Soneji’s “ better forecasts’ isinstruc-
tive. The Trustees' historical death rates for ages 65 and
older in years 1986 through 2007 reflect actual complete
data for individuals who are both enrolled in Medicare
and eligible for a Social Security benefit. These data are
widely recognized as the most reliable U.S. mortality
data available for advanced ages; the National Centers
for Health Statistics use these data for developing the
United States Decennial Life Tables. Historical death
rates below age 65 reflect State death report data and
census population data. The historical patterns of death
rates at all ages are markedly different from King and
Songji’'s “better forecasts.” Because (1) King and

Sonegji’s historical death rates are inaccurate, and (2) any
reasonable projection of future mortality rates must be
based on historical rates, we are skeptical about the
nature of their projections for the future.

As best we can tell from a visual interpretation of the
“better forecasts,” King and Soneji’s projections of mor-
tality for 2030 appear to result in higher death probabili-
tiesthan in the 2012 Trustees Report for ages 55 through
84. All else being equal, this suggests lower life expec-
tancies and lower Social Security cost under the “better
forecasts,” rather than the higher cost they assert. King
and Soneji’s projected mortality rates above age 84 are
indeed lower than those in the 2012 Trustees Report for
2030, but, again, the indicated historical basis for their
rates at these higher ages makes the levels of their death
rate projections highly questionable.

As mentioned earlier, King and Soneji suggest that the
actuaries method for projecting mortality does not
reflect smoking and obesity. Clearly, there is a misun-
derstanding here. The method employed by the Office of
the Chief Actuary incorporates five well-defined groups
of causes of death for which national statistics are avail-
able on a time-series basis. These cause groups allow
the actuaries to decompose past changes in death rates
by age and gender and to develop assumptions for pro-
jection into the future. The cause groups include cancer
and respiratory disease, which are associated with
smoking, and cardiovascular disease, which is associ-
ated with obesity. Therefore, any attempt to overlay the
Trustees mortality projections with some external
assessment of smoking or obesity would introduce
duplication to the Trustees assumptions — and would
yield results that King and Soneji appropriately call
“crazy.”

The cause-group methods employed by the Office of the
Chief Actuary alow the actuaries and the Trustees to
incorporate trends other than those in smoking and obe-
sity. There are innumerable potential factors that may
affect future mortality trends, including the future level
of spending and commitment to health care research and
services in the United States. The Trustees cannot base
mortality projections on simple extrapolations of past
trends when they expect underlying conditions to
change in the future. For example, it is not plausible that
health care spending, when expressed as a percentage of
GDP, will rise at the same rate in the future that it hasin
the past severa decades. This and other factors are so
complex and uncertain that judgment is ultimately
essential in setting assumptions and developing meth-
ods. Even in King and Songji's simple model, the
authors must make judgments about the timing and lags
between observed trends in smoking and obesity and
death rates. In the model employed by the Office of the
Chief Actuary, the actuaries consider many more fac-
tors, and so the judgments required are more complex.
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King and Soneji go further in their allegations, asserting
that the actuaries’ methods for projecting mortality “are
proneto error and to potential interference from political
appointees.” Asfor accuracy of the projections, the facts
speak for themselves. As an example, the actuaries pro-
jected in the 1983 Trustees Report that unisex life
expectancy at age 65 would rise from 16.3 yearsin 1980
to 18.8 years in 2010. The 2012 Trustees Report indi-
cates that the estimated unisex life expectancy at age 65
for 2010 was 18.7 years. The allegation regarding politi-
cal interference is difficult to understand. First, while
the Board of Trustees is comprised of six political
appointees, the two Public Trustees are from two differ-
ent political parties. Second, the transparency of the
mortality improvement assumptions and the actuaries
methods would make any politically motivated manipu-
lation immediately apparent. Third, the Chief Actuary is
required by law to certify as to the reasonableness of
these assumptions and methods in the Trustees Report.
There is simply no basis for any allegations of political
bias in the projections, and it is irresponsible to suggest
otherwise.

In an attempt to expose shortcomings in the actuaries
methods, King and Songji carefully selected a particular
example from among the many age-sex-cause specific
mortality trends. Panel 3 from the graphic section
accompanying their op-ed, copied below, points to a
crossover in death rates between two age groups for a
single cause group, after 2060, using the projections
from the 2002 Trustees Report. Note that the assump-
tions for specific causes and age groups are not intended
to be precise “forecasts’ or predictions, but rather gen-
era trend expectations. The assumptions provide a first
step in developing total projected death rates by age and
gender, which are essential in projecting the cost of
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Warping the All-important Life Span Forecasts

MORE PROBLEMS

In addition, the government's simplistic statistical
model to assess life expectancy:

» lgnores well-established demographic trends,
like: older people die at higher rates than
younger people. The chart at right illustrates one 250
such flawed forecast.

« Considers only six causes of death. (There is a
seventh, overly broad catch-all category.)

.

= Collapses historical mortality data for 21 age \
groups into five crude mega-groups. 100 - pqEsg \
50-54

The coarse statistics from this process are then 50
given to a committee that hashes out the final

numbers in an ad hoc fashion that is potentially

subject to personal and political influence.
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Social Security. (Additional steps include analyzing the
resulting combined death rates and their implied rates of
improvement and smoothing these rates) Figure 1
shown above clearly indicates the reasonableness of the
actuaries’ projections of mortality by age group. King
and Soneji’'s own “better forecasts’ of 5-year death
probabilities are similar overall to the Trustees projec-
tions by 2030, but are higher than the Trustees projec-
tions for ages 55 through 84 and lower for higher ages.

Finaly, it isimportant to note that the projections devel-
oped by the Office of the Chief Actuary for the Trustees
Reports are intended to reflect al aspects of future pos-
sible trends in demographic, economic, and program-
matic factors, given current Social Security law. The
2011 Technical Panel suggested faster mortality
improvement, but also made many other suggestions,
resulting in an overall projection that was slightly more
optimistic than the Trustees intermediate projection.
The 2011 Technical Panel’s assumptions resulted in the
combined Social Security Trust Fund reserves depleting
one year later than projections using the Trustees
assumptions. King and Soneji estimate trust fund
reserve depletion 2 years earlier than the Trustees' pro-
jection, with the only change being the mortality meth-
ods. Uncertainty exists in any projection of future
events. Both the Technical Panel results and those by
King and Soneji are within the range of reasonable
uncertainty as specified in the Trustees Report, and
therefore should cause no alarm.

The Office of the Chief Actuary considers the work of
demographers and other social scientists in our contin-
ual evolution of projection methods. We look forward to
future contributions by King and Soneji.

STROKE AND OTHER VASCULAR DISEASE DEATHS PER 100,000 PEOPLE

Here is one Social Security mortality forecast,
for stroke and related diseases, based on the
current methodology.

PROBLEM

Histarically, mortality is always at least 80
percent higher for the older of these two age
groups. But the government forecast shows
mortality for the younger group eclipsing the older
one. This makes no sense; the trend lines should
not cross.
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