COST FACTORS IN OLD-AGE INSURANCE

W. R, WILLIAMSON *

The old-nge insurance program established by
the Socinl Sccurity Act scems to follow in eertain
aapects the underlying principles of lifo and an-
nuity insuranece as developed under the anuspices of
private insurenee companies. 1t should therefore
be of interest to compare the actuarial processes
of cosi nnalyses in private insurance with those
applicable to the Federal old-age insurance pro-
grom and to point ont certain differences between
private and social insurnnce. IFactors applying
to fulure costs that are to o larre degree measura-
ble in the former are more hypothetieal in the
lntter, subject as they are to a heavier weighting
of Tuture henelits and to the changing trends of
socinl objectives and economice forees,

I'he actuary, in private life insurance, is assumed
to understand the mathematical relntionships of
the business.  In particular, he must be largely
responsible for the determination of adequate
premim rates for the benefits proffered.  Ordi-
nary insurnncee in the United States has commonly
stressed more dramaticslly the benefits payable
in event of death than the supplemental benefits
payable beeause of continued life, and the insur-
anee rompany’s sense of responsthility isevidenced
by the wse of moriality tnables which provide for
more than the “most probable” numbey of deaths,
There is now an increasing omphasis on annuities,
or benefits to the living. The conservative
moriality tnhles, developed for life insuranee, are
not. conservative when  applied  to  annuities.
Eguanlly conservative practice would require mor-
tality tables for annuitanis to indicate fewer
deaths than ave expected.  This would provide a
safe margin for contingeneies and inndequnceies in
the estimates of factors governing costs.

The level-premium life insurance business has
developed four distinet eloments into which the
individual premivm of any single vear can be
broken: (1) contribution to the probable death
losses of the yenr; (2) contribution to the year's
expensges of administration; (3) the year’s contri-
bution to the reserve developed to supplemient the
Inter premiums when, since death rates steadily
inerease with nge, the whole annual premium alono
might be inndequate to meet the full costs of pro-
tection (this ean be called the banking or savings
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element); (4) the yenr's margin earinarked for the
contingencies of the business, for some return to
capital in stock companies, and, in participating
insurance, Tor the payment of dividends or a share
of the surplus to policyholders (for oarly policy
years this margin may be negative).

Rules have been developed to determine, ns a
safeguard to policyholders, the roquired legal
regerve for private insurance companies, based
upon the best available standards recognized by
State legislntures and supervising insurnnce do-
partments.

The main duty of the actuary may be said to
center upon a full understanding of the othor three
clements—denth losses, administrative exponses,
and margins. Ile must recognize the changing
death rntes. e must know with some degree of
adequacy how the overhead oxpoenses of the busi-
ness will develop and how they nre to be nssessed
agninst fairly rigid gross insurance premiums. o
mitst know within reasonabla limits such factors
a3 the probable relationship between now business
and renewals, and what real financial progress may
be expected from a growing volume of business.

Sinee the primary source of income is the sum
total of the premiums, which must be adequate for
all these demands, tho most important fnctor is an
understanding of the proper handling of the “con-
tingeney” margin,  The actuary must know the
rreneral trends of mortality, interest ratos, average
size of poliey, eosts of elerieal and selling labor,
special problems posed by the faet that the medical
examinalion is o safeguard mninly for a short
period  after the examination, and other less
obvious sources of loga or gain.  1le must learn to
recognize the proportion of this margin which
may wisely be allotted year by year as dividends
to policyholders (and in stock companies to stock-
holders); the proportion which may be regarded
us a sound provision for special known cost ole-
ments, left uneovered by the legnl resarve stand-
ards; and the residue for true “contingencies,”
such as an epidemie, excess war mortality, or
catastrophic econmnic conditions,

When the provision for death bonefits is by far
the major portion of the insurance eompany’s
business, o single mortality table, such as those
specified by insurnnece departments for life insur-
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ance, might be used, in the interests of simplicity
of supervision, to ovidonce all expected mortality.
When, however, provision for annuity paymonts
predominates, the table adopted for annuity
valuation should be differently constructed.
QOther mortality tables, largely based on past
experience and ospecially designed for annuities,
have beon usod for annvity valuations. A fore-
enst table, anticipating further improvement in
mortality among future annuitants, would bo
desirable for a company writing annuities alone.
Alternatively, in such a situation a wide margin
for eontingoncies should be included in tho gross
rates, and the logal reserves should bo supple-
mented by contingency reservos.

Mortality tables are rathor technical affairs.
While thoy have boon much used by laymen, a
thorough comprehension of their exact meaning is
extremoly rare. Even when they are quoted by
insurnnce companies, it is rather exceptional for
a clear statoment to indicate that the company
does nof erpect tho past experionce upon which
thoy are based to bo reproduced with any oxact-
noss in the future. Yet the ordinary insurance
busincss is so important that such statements
should be understood.

The dircetion of private insurance companics
roquires compotent supervision to rcsolve the
conflict betweon provision for completo and per-
manent eompany safoty on the ene hand and low
net costs to policyliolders on the other. Im-
portant also is the size of reserves for contingencics
to allow for now trends which develop and to
supplement the requirements of the legal valua-
tion standards. Tho legal valuation standards
are brond and basic; the individual company
neods a closer serutiny of its own liabilities.

The actuary’s knowledge of premium rates,
reserves, contract foring, must be supplemented
by an understanding of the six following {nctors:
(1) the mothod of sclection of the entrants into

insurance coverage for the purpose of climinuting

the most hazardous risks; (2) the technique of
effective salesmanship which brings in “new blood ’
at a reasonnble rate in order to maintain o consid-
orable proportion of the business in forco within
the period of low mortality following medical and
undorwriting selection; (3) the presumptive rate
of growth of the company and such policy persist-
oncy as will balance the high first-yenr oxpenses
by an adequate volume of lower renewal expenses;
{4) the trends of such vartables ns mortality, per-
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sistency, interest rates, insofar as they affect costs
and solvency; (5) the madification of premiwmn
rates for now entrants and the adoption of a now
dividend seale whoenever the general conditions of
the business make such modifieation desirabio;
(8) the control of future commitments by properly
drawn policy provisions.

The distinctions between social insurnnee and
private life insurance as developed in the United
States are numerous.  Private life insurance lacks
the ability to force now applicants to join its ranks,
Socinl insurance lacks the seleetive control over the
entrants into the coveragoe which private insurance
exercises by the privilege of rejection.  Soeinl
insurance may not diseard arbitrarily, by the
mothods of individual selection, those risks which
will presumably increase clnim rates. It empha-
sizes to a greater extent benefits to the living rather
than benefits following death, Social insurance
commonly rescrves under national policy the right
to change contribution rates and benefit rates,
both for future entrants and for those already
covered. It need not initially determine rates of
contribution which are to hold for the entire dura-
tien of individunl coverage, and it ennnot deter-
mino them in perpetuity.

Social insurance thus functions because lavge
groups of the citizens seemn in need of a program to
furnish certnin benefits. Coverage is determined
by law; it follows a formula.  Under broad defini-
tions, rules and regulations determine when old-
ago income shall be granted. Should increased
rates of tax or contribution be necessary in the
future, they must bo determined by ehanges in the
lnw, unless the law specifically grants such lati-
tude. Only the eristing covernge of the private
insurance company enters into current rates and
valuation. Its current coversre will diminish
steadily beeause of the joint effects of death,
maturity, expiry, lapse, and surrender. The
“rate determination’’ and “valuation’ of soeial
insurgnee involve not only all the survivors of
current coverage but all additionnl risks covered
Inter. ‘The weighting of fidure coverage is there-
fore so much greater in the nctuarial consideration
of social olit-age insurance than in lfe insurance ag
to make tho process of valuation much less depend-
able,  Nevertheless, those responsible for admin-
istration of the old-age insurance program must
survey initinlly, and periodieally thereafter, the
nctuariel pnd social principles and operation of the
system.
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COSTS—WHAT LIES BACK OF THE
WSTIMATES

The Committee on Heonomic Security mado
erude estimates of tho costs of the Federal old-age
benefits program running to the year 1980, and of
the anticipnted trends of congressional appropria-
tions and benefit payments, Iistimates of the
cost of prospective henelits involve many inde-
terminate factors. After social insuranco is estal-
lished by law, a long period of time is required for
the development of adequate factual information
to determine the general reasonableness of any
estimates.  Since under the Socinl Sceurity Act
ultimmate benefits are determined by defined
earnings over a period of time beginning January
1, 1987, the extent of tho prospective benefits
under the coverage is dependent on the amount of
such earnings, and the wmount of enrnings fluc-
tuaies under many influences.  Even though the
prospective bonefits determined by wagos are
ovidenced Lo n lnrge extent by established records,
the failure to cstablish such records may not
necessarily result in the deninl of eoverage to those
for whem they have not been established. The
legal determination of the fact and extent of
covernge will presumably prevail over the pre-
liminnry statistical determination evidenced by
the records,

In the following discussion certain factors per-
tinent to any such cost analysis are listed.  Studies
under all these captions must be initiated and
earricd through for a preliminary evaluation of the
finnneinl nspects of old-age benelits under the
Socinl Security Aet.  The credence which such
studies deserve is still limited.  Census materinl
pertinent to these studies has not been developed
for the purposes of the aet.  Such material is not
readily mdaptable to the problems at hand, and
urbiteary adjustments introduce potentinl errors,
The census denls with o population whicli, over
long perivids of time and in many areas, hag bheen
somewhnt careless in the reporting of such foets as
dates of birth and death and periodic statements
as to age.  Kmployment precisely in keeping with
the definitions of the uct was not defined in former
census reports,  Ages of immigrants and emigrants
are not ensily  ascertained,  When  population
growth between censuses has been exceptional in
some respeet, the situntion is difficult to explain,
save by using a balancing factor, net migration.

In eonnection with the initiation of the Soecial
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Socurity Act, it was ostimatod that the annual
coverod pay roll for 1937 would be in the neighbor-
hood of $28 billiont, representing batween 26 mil-
lion and 26 million full-time jobs held by thoso
initinlly covered, and additional workors as they
qualificd by engaging in covered gainful employ-
ment. Thoere ia as yot no clear evidence of tho
exnct number of covered workers or epproximate
full-time jobs, though nearly 40 million benefit
account numbers have been nssighed and it is
estimated that wage reports reccived for the first
6 months of 1637 ropresent 32 million persons for
whom tax payments were made by employers lin-
ble to taxation undor title VIII of the act. With-
in the next year there should bocome availablo
considerable data with rospeet to employces
whose employers have complied with the tax ro-
quirements of title VIII and have roported wegoes
as a basis for such tax payment.

There is doubtless some degreo of noncompliance
or delay in the panyment of taxos, end cortainly
some employers are awaiting legal or administra-
tive decision on whother or not they and their
employeos are linble to the title VIII tax of the
Social Security Act. The total tax receipts during
the year 1937 scemed to fall somewhat below tho
amount anticipated in the early estimetes. To
what extont this implies that the aggregate wages
of covered employees nro less than those so roughly
anticipated or that noncompliance is more gonoral
cannot yot he known.

There is a recognized lag in tax colleetion.
¥ven though such employment changes as aro
now developed wore accurately recorded, one can
hardly helicve that the tempo of the period of 1637
and 1938 is indientive of the situation during
sueceeding deeades.

RELATIVELY MEASURABLE
FACTORS

Six major factors are involved in measuring the
prospeetive costs of the Federal old-age benofits
program, cach of which will require careful nnalysis
of vital and occupational statistics, mortality,
wage rates, work habits and oepportunitics, and
otlier economic and social trends in the United
States. Granting that the coverage, bonelits
formula, and finaneial principles preseribed in the
Socinl Sceurity Act for old-age insurance remain
static, tho areas thus bounded have a constantly
varying content. This content varies with chang-
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ing birth and mortality rates, and with various
economic and social trends. Undor the headings
of coverage, survival, continned work after G5,
migration, industrial and teclinical development,
and operating expenses are outlined the comnpo-
nent parts which enter into these six factors
susceptible to some cost measurement. It is
patent that the effect of war, booms, and depres-
sions on these various factors is unpredictable.

Coverage and Wage Credits

The determination of coverage, the distinetion
betweon the “ins’” and the “ouis,” measurement
of present coverage by reported and estimated
wago credits, and estimates of prospective coverage
and wage returns are first steps in a preview of
costs,

Present Coverage

Age—The Socinl Security Act excludes from
Federnl old-age benefits all individuals who were
65 years of age or over on Janunry 1, 1937, Those
who were fromn 61 to 64 on that date had limited
coverage, to the extent that their wages from
covered employment entiile them to lump-sum
payments at age 65 or a death payment to their
relatives or estates if they die before nge 65,

Workers less than 61 years of age (with no mini-
mum) on January 1, 1937, are potentinlly cligible
for the benefits of the program—maonthly retive-
ment benefits or a lump-sum payment at age 65,
depending on eligibility; o death payment before
ago 65, or an adjusted death payment after nge
65. In using figures for age distribution of workers
in estimates of coverage it must be remembered
that some doubt as to exact age is neseapnble,
both in much of the census data and in cmployers’
records.  Age also influences the earning power of
workers and aflects the basis for age distribution
of carnings.

Employment—The provisions of the Social
Security Act exclude fromn coverage all seif-employ-
ment; work as an employer or member of & part-
nership; employment in agriculture; domestic
service in a private home; casual labor not in the
course of the employer’s trade or husiness; work
as officer or member of the crew of vessels; govern-
ment employment-—Federal, State, or local—and
employment for governmental instrumentalities;
service for certpin eduentional, scientifie, relig-
ious, or philanthropic organizations. Railroad
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employees and  certnin other groups arc also
excluded from coverage under the Socinl Sceurity
Act by a provision of the Railroad Retirement
Act. Substantially all other paid work performed
within the United States is covered, heginning
January 1, 1937, exeept when perforined after the
age of G5,

The fact of employment has heen tabulated in
cortain census materinl.  Since the census treats
employment date in the aggregate without refer-
ence to the specific requirements of the Social
Sceurity Act, census figures require considerahble
revision to adapt them to those requirements. 1t
is to be hoped that the 1940 census will mect
socinl sceurity needs more divectly, There will
gradually be developed records of employment
ns o result of wage reports filed in conneetion
with  tax payments under title VITI. Exact
limits of the employment periods are not therein
stated.

Wage Receipts—Reports are required of em-
ployers linble to taxation under the Social Security
Act, showing the total amount of {ax pavinents
and indieating the individual wages on which the
taxes are based. These reports in turn serve for
the accumulation of wage credits for all types of
Federal old-age benefits,  Subject to previeusly
stated limitations, these aceumulated wage re-
ceipls will eventually furnish data pertinent to
the estimates of probable henefit payments. They
will doubtless show signifteant changes in wage
rites over the yenrs,

[t seems probable that employees who change
cimplovment frequently or who work for emplovers
lncking adeqguate cost-necounting machinery may
guestion the tabulated carnings creditod to them
by cmployer reports. They may, ot least at the
time of claim for payment, bring in ovidenee
to substantinte ndditional wage credits, Some
cffort might well be expended, possibly cvery
5 years, to obtain employee acceeptance of the
nccurney of recorded wape credits, limiting such
wage-record  adjustinent to o reintively short
period.

Since the old-nge benelits program in a sense
parallels the coverage and records of unemploy-
ment compensaiion and other programs, similerly
based upon wages, some coordination bhetween the
different sociel insurances may develop eertain
additional checks upon carnings reports.  Such
records are not yet available in any comprehensive
forn.
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Prospective Coverage

At least during these carly years of operation,
estimates of ultimate costs will depond to a greater
extent upon problematic future earnings than upon
past tabulated earnings. The discussion above
lins been limited to the consideration of informa-
tion available on existing coverage, So far the
available records are still very limited. Over the
last: 50 yenrs the general trend of dollar wages has
bheen upward. Many jobs in recent years have
puid some three times what they would appar-
ently have paid in 1890, Many jobs of tho present
day have no prototypes in the 1890 industrial
scenc.  This upward trend was one of Sweden’s
concerns when revamping her pension pian re-
cently.  Is it reasonable to assume that we are
rendy to nbandon the struggle for more dollars
per annum per eapitn and instead to atiempt to
increuse their  purchasing  power?  Prospectivo
carnings wikl the addition of increased numbers
of workers to those now covered will depend upon
many fuctors, whose ndvance measurement enn bo
but erude nt hest.

foarning Power- Al the clements that go into
the determination of earning power, such as ape,
sex, race, cdueation, industry, occupntion, are
factors which must be considered in estimating
potentinl future earnings,  Steadiness of employ-
ment and wage rates, linking future to past earn-
ings, must be considered on the basis of the hest
available evidence. YWhatever arbitrary reason-
ing is adopted, the margin of error will probably
he large,

The influence of the employment service and of
unemployment compensntion agencies, policies es-
tablished by employers and labor unions, and
other similnr community attitudes, might result
inn cither lower or higher dollar rates of pay over
periods of time for a large number of people.  So
high o standard of wage rates might conceivably
be muintnined ns to bar many semicotapetent
workers from regular Jobsa,  This tendeney would
recquire supplementary programs of straight relief
for the least competent workers or of work relief
at a low wage senle for others,

Many people nre now tunnble to work beenuse of
inndequate physieal ability; others becnuse of g
long period of out-of-work status and o possible
lnek of mentnl adaptability under sueh cireum-
stances,  Fhe extent and eflectiveness of voea-
tionul rehabilitation, both from the standpoint of
physical and mental health snd tesining for spe-

Bulletin, Tuly 1938

cific typos of gainful employment, aro forces which
should have a marked effect upon the work rola-
tionships of the future.

The Movements Between Covered and Noncovered
Fmployment.—Tho wido shifts of employinoent op-
portunities resulting from radicel changos in agri-
culture, commereo, indunstry, governmental super-
vision, and so forth, indicate very large prospoc-
tive transfers in the future, as in the past, from ono
typo of employment to another. Some ovidence of
this movement will accumulate from the old-age
insurance wago records. Other evidenco must be
drawn from a census of employment and from such
data as have been and will continue to bo accumu-
lated in the Burenu of Labor Statistics and other
statisticnl agenecies. Theso transfers, added to
other forces, may well double initial coverngo
withinn 2 ¢quarter century, largely increasing tho
financial requirements of Inter henefits. Estimates
of coverage, offective by 1980, have been made,
ranging from 35 million to 75 million.

Tho existence of the Social Sccurity Act may
possibly enhanco the nttractiveness of certain typea
of jobs to marricd women nml even to the pro-
viously self-employed. Even without additional
work opportunities, a very large number of people
may poerform intormittent work suflicient in
amount to qualily them for the minimum monthly
old-nge benelit of $10. Such work would have the
snmo effect in inerensing cost as transfers of work-
ers from noncovered to covered employment, for
both emphasize the ehanee of short-term employ-
ment, which has a high weighting in the old-age
benefit formula,

Changes in  Definttions and  Doundaries—It
scems probable that many administrative and
legislative changes may affect cost estimates.
For example, many of the present boundarios
between covered and noncovered employment
may he ghifted. The chance may bo lessened
that wapges from several different jobs in the
sanme year may greatly increase the size of lump-
sum benefits and death payments. The limits
in the three-term formula of benefits may he
changed so that o different relationship may
exist in the future between ecreditod wages and
benefit seales.  These or similar changes may
also affeet the minimum age at which bonefits
are pnid and the very attitude towards work
alter payments have hegun,  Kven ns the prae-
tical insuranee actuary must remain in close
touch with changing trends in his own business,
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so must the administration of social insurance
recognize not merely the possibility but the
virtual cortainty of such modifications.

Probabilities of Survival

Most established mortality tables furnish in-
adequato indications of the probability of sur-
viving. Thoy are commonly constructed from
the experience at all atteined ages over a vory
briof period of time. The death rates among
mon of 80, for oxample, represent the death rates
among survivors from tho oxigencies of life over
the previous 80 years. Tho death rates among
infants in a recent tablo aro almost entirely the
result of very modern conditions. Such tables
fail to represent what wo expect will bo tho future
mortality among those who will be respectively
80, 60, and 0 years of age in such a far-ofl time
as 1980.

Survival to Age 65

Chances of survival hiave been sct down at
quinquennial ages from 15 to 60 to indicate what,
according to certain tables soleeted, are the so-
called ‘‘expocted probabilities” of reaching age
65. Tho United States life tables of 1900-02
show that of 1,000 persons aged 20, 514 will
“probably” survive to age 65, while the table
for 1933 shows that 614 will reach ago 65, and
tho hypothotical table, thet 769 will attain that
ago. In this range there is a difforence of nenrly
50 percent of the lowest “probability.” At ago
45 tho respective ratios of survival to age 65 are
639, 086, and 824, per 1,000, a range of nearly
30 pereont.

In considering annuily instead of insurance
costs it is desirable to use a mortality table which
renlly conternplates the most plausible situation in
regard to life contingencies over the future. Such
o forecast table would indiento more truly the
oxpectancy of survival for the person now 80, for
the person now 60, and for the infant. Such a
table prepared for persons now aged 20 shows a
rate of 713 per 1,000 surviving to 65, an incrense
of more than 15 percent over that indicated by
the 1933 tables. The work of preparing ‘“‘fore-
cast”” tables introduces methods slightly different
from those utilized in the preparation of the old
“oxpericnce’’  tables. Terminology concerning
what we ‘“‘oxpect” would be more correct in con-
nection with forecast than with experience tables.

g

It will not be a single life table which is thus pre-
pared, but rather n scries of teblos somowhat nfter
tho fashion of the select portions of existing life
tables which cover the briof period following se-
lection. We are not oven sure of tho mortality
rates at various ages in tho past. [xtrapolation
from thom may develop cumulative orrors. Qur

Chart L—-Life insurance experience contrasted with
popuelation experience and Dublin’s Hypothetical
Table: Percent of specified age who reach 651
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records of vital statistics are known to be some-
what inaccurate and incomplete in spite of efforts
to avoid these limitations,  There lus developed o
technique of population extrapolation from past
apparent trends with varying understanding of

the component forces. Under such methods,
presenting  low, medium, and high estimates,

there is o wide runge among the various estimates
of the age 65 survivors of 1980, There ean be o
large cumulative effect of slight varintions bhetweon
estimated and actual forces working over a period
of 40 yenrs.

A number of factors which enter into estimates
of survival and their influences on costs are dis-
cussed in the following paragraphs.

Diminishing Death Rates and Their ltimate
Iffect —Improved medical science may keep alive
o large number of physieally unfit persons for a
time, thereby adding damaged lives at higher ages.
[t is commonly hoped that the work of sickness
prevention or health conservation will add much
to the probability of survival by protecting large
areas of tho population from scourges of one sort
and another, It may permit not merely a post-
ponement of death but permanent improvement
in vitality suflicient to reduce denth rates steadily
even at the higher ages, where improvement Las
not yet been very marked. Through improved
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dingnosis tho medical profession is stoadily gaining
in its ability to annlyze what may bo wrong with
the human body and thus to clear the way for
proper treatment and perhaps alleviate pandem-
ies. The pneumonins, for example, can now be
recognized more readily. A greater knowledge
permits eorrect treatment to be promptlz applied.
1t is coneeivable that a lnrge increase in survival
may develop from this greater knowledge of the
human system.

Accident DPrevention.—At the same time that
gnins have been made in general health conditions,
an increasing number of mechanical deviees have
been developed for common use, such as the auto-
mobile and the airplane. These produce added
aceidental cnuses of death whiely must then be
mnalyzed with the goal of reducing accident
frequency through o more therough understand-
ing and mastery of the equipment.

Weight of Death Payments vs. Life Benefits.—
The value of the death payments under the old-
age insurance program is deeidedly smmnller than
the value of old-age annuity benefits, Reduetion
in number of death payments would follow im-
proving mortality, This gain, however, would
not balunce the greater outlay to a larger number
of annuitants who would survive because of im-
proved mortulity.  Improving mortality, which
with the life iosurance company lins heretofere
heen so mueh on the side of safety, becomes a
debit in relation to IFederal old-age insurance cost.
When 80 to 85 percent of the benefits are retire-
ment annuities rather than denth settlements,
improving mortality becomes a cost linhility.

Survival After 65

Whelpton and Thompson's ' studies of future
popuintion growth have propressed to the point
where from past mortality rates future mortality
rates have been reasonably estimated.  These
show such marked possible reductions in the
death rates from ages 65 to 80 ns to ndd pereeptibly
to the prospective duration of monthly benelits
utder the Social Seeurity  Act,  Elderton had
assutned in his foreeast tables? that eventually

VEnompson, Warren 8. and Whelpton, . Ko "'Fhe Populatfon of the
Nutlon."  Reeent Soclal 2yendp dn the United States; Report of the Presldent’s
Kercarch Committee on Noclal Tyends, New York and London, MeQrnw-1111
Huok Company, Tne 1034, Cho ), pp. 1-588, Whelptan, T, K. “An Fm.
plrlend Method of Calenlating Future Population.”  Journal of the American
Muatistical Assactation. Vol 31, No. 05 (Beptember 1036, pp. 457473,

FRlston, J. 8. "Sairces and Choracteristics of the Princlpal Mortality
Tables."  Agluntlal Nudiea No. |, New York, ‘Tho Actunrinl Feciety of
Anzericn, W32, pp. 1G-110.
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mortality improvement would become markedly
cffoctive at the advanced ages. An increased
lifs expectancy of as much as 20 parcent could be
deduced from some of the Whelpton-Thompson
assumptions above age 65.

Continued Employment After Age 65

Deferred Retirement

Monthly benefits under the Social Security Act
differ froin the customary deferred annuity of the
private insurance comnpany, payable upon the
attaininent of a given age, in that thoy are subject
to reduction when the beneficiary engages in
“regular employment.” Thus, n most important
part of estimating tho costs of future benefite is
concerned with the delay in retiromnent Feyond
the nge of 65. In the carly cstimates of the
Committee on Xeonomic Security it was thought
that an averago of 24 years’ deferment could be
safely agsumed, In another ostimate the dofer-
ment was 1% years. In one major industry it has
appearcd that retirement lhas beon deforred 5
years beyond age 65 in the past. Deferment is

Chart IL.—United States population experience 1900-
1902 and 1933: Percent of specified age who reach age
651
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1 See table 2 for seurce of data.

obviously not entirely n matter of personal choice.
1t involves many components determined by
individual and general ¢conomic considerations,
Fmployer and IKmployee Planning.—\Whon a
worker plans in advance to retire at age 65 he
arrnnges his personal affnirs aceordingly, so that
work terminoation will bo possible. When the
cmployer plans on 65 as a nortnal retirement ago
for his workers ho tends to make room for younger
men by the retirement of the older. With knowl-



edge that the worker will have an assured retire-
ment income, both employer and employee will
tend to aeccopt 65 ns the retiroment age.

Working Capacity and Work Opportunilies at
Advanced Ages.—Waning physical and mental
powers remain one of the dominant reasons for
retirement. If the man of 65 in the future is as
good a risk as a man of 60 today—a hope held
out by those working for improved health condi-
tions—one of the major reasons forcing him out
of work at 65 will no longer be dominant.

Wilien it is believed that there are not enough
jobs to go around, it sometimes secems desirable
to give jobs to the younger and more energetic
men and to deny them to the older men. With
an increasing proportion of the aged in the popula-
tion and the aeeumulation of real skills and
experience for a more stuble civilization, better
work opportunities may develop for older men,

Toble l.—Insurance experience: Percent of specified
age who reach age 65

0 1 9
Amerlean] Medico- Ameriean Men Group Insurance
Ago Exper- J\Cltl:l- —
tenca ! riat Select | Ultlminte | Oeneral ¥ | Clerienl #
sLado 59.2 59.2 0.1 .1
ALg )T 0. 4 6.3 60,9 0. 7
85. 4 13 6L.7 6L.5 a7 #o. 2
67.7 519 [ 02.9 63.7 0. %
60.3 . 5 .0 .3 1.0 0.1
6. 2 63,3 64,1 o0 65,5 Ti4
64, 5 mn. 5 4.8 08.2 6.7 72,0
70.7 718 72.4 714 .8 754
.4 ™A 1.2 7.0 5.8 HN
B5.2 861 B7.0 RS, 1 B1.2 il

1'The American FExpertonce table of mourtalily was lpmpnred from mortnlity
experionce among tho policyholders of & mutkal Jife insuraneo company
from 1843 to about 1860, It wns first published under b presant namo In a
schedule stinched to nn nct passed by the New York State Leglslature In
1808, ‘The flgures fo this column ara based on data in a paper by Fackler,
David Parks. “The Cencsis of tho Americnn Expertence ‘I'ablo.”  Ale-
marg:]%nﬁ:uy of America, Transuctions, Vol. 1, No. 1D (May 21 and 22, 1DU8),
. .

1 The mortality rates from which thess figures were computerd wora «de-
veloped from a study of the experlence of 43 companies coneletcted by n foint
cominlttes appointed by the Assoclation of Lite Insurance Modlenl Dirertors
and the Actunrin] Society of Amerlen. ‘The data cover approximately 13
percent of the policles Issued from 1835 to 1900 by all legal-reserve eompanies
in the United Stated and Canadp. Seo Medico-sActuarial Morlality Fnrenti-
gation. New York, The Assoclation of Life Insutance Medical Directors and
the_Actuarlal Society of Amerlca, 1812. Vol l.d‘l. BO.

¥ Rased on tahles prepared by tho Actuarlal Haciety of Arnericn with tha
cooperatlon of the American Institute of Actuaries and the National Con-
vention of Tnsurance Cammlssionors, analyzing the expericnce of seme 60
compnnles. Hee .Amerlcan-Conadion Alertalify Inceatigoiinn; fosed on the
Frperience of Life Insurance Com{mnfta of the United Statey and Cunada
During the Years 1000-1815, Inclusice, nn Policles Isaued from 18{3-101, In-
clugive. ‘Tho Actunrinl Socioty of America with the Cooperntlon of the
Amorlenn Instituto of Actunries, (010, Vol 2, p. 182, Tho “saboct’ figures
[nclude, and the “uitimate’’ flgures exclude, the experlence during tho flest
B yonrs a policy taineffeet.  ‘['ho “ultimate™ Agures are commonly conshlorerd
a indieating what the experlence might hinve heen if no medical examination
hael been required and no adverss seloction on that acconnt had followod.

¢ From Cammack's General Qroup Mortality tables for nonbazardonus in-
dustrics hazed on the group insuranco experience of § Iargo Insirance corn-
panies for the catendar years 1028 and 1926. The data oxecluda {ndividunis
who were perimansently and totatly disabied prior to nge 05; the flgures thus
show the perceniages attaining ago 65 az “nctivo lives.” Sepo p. 257, Cam-
mack, E. E. “Mortality Tables Constructed upon the Experlence Under
Giroup PoMeles."  Actuartal Soclely of Awmerica, Tramactions, Vol. 2, No. 78
{October 20 and 21, 1627}, pp. 247-262.

¢ Developed {n the Offico of tho Actunry, Socinl Becurity Bonrd, from group
life insurance data, 1932-35, among clericnl workors.  Sotrco: Commitico on
Chroup Mortolity Investigations, Combined (Jroup Alortality Frperience,
I1P32-35,  Processed. 12 ppe.
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They will not then feel themselves barred from
omployment. Men in good health may not be
anxious to terminate well-paid employment in
oxchange for n small old-age income,

Ratio of Old-Age Benefits to the Avatlable Wage.—
So long as any real choice exists, the degree to
which workers retire voluntarily will be greatly
influenced by the size of the benefits. Denelits
have been set down as possibly averaging $17 o
month in 1942, $44 a month in 1980. Tt would
geem, therefore, that given the same level of living
costs, the man eligible to retire in 1980 on $44 a
month waould be more willing to retire than would
the man in 1942 at $17 » month,

Standards of Living.-—Among the [nctors influ-
encing the postponement of retirement there will
undoubtedly be the community attitude towards
higher living standards and the general concep-
tion of what constitutes a proper balance betwoeen
consumption and production. A high standard of
living for the whole community seems to need the
productive cooperetion of a large proportion of the
cittzens. This may determine how many of the
competent elderly persons will continue nt work
rather than retire. Into this relationship will
enter the ratio of the prospective monthly bene-
fits to current possible carnings.

Return of Annuitants to Covered Employment

As # credit to the cost of old-ngro benelits, the
extent to whieh persons will engage in “regular em-
ployment” after they have once retired has been
but little considered. While the vitality of the
older man and the older woman is doubtless re-
duced with advanced age, it is possible that work
opportunities for the aged may develop n the
future, functioning in almost the same wuy as
deferred retirement. TInformation on this factor
will slowly develop from the records of old-ago
benefits claimants and the recipients of old-age
assistance, It ean hardly be regarvded at the
moment as o very tnngible cost reduetion, though
it may become so.

Mig_ajr cation

Most improssive among many American privatoe
and social insurance plans for old age is the virtual
intention that onee a person is covered he is, if
ho survives to old age, eligible for a benefit. This
is not aliogether true in Great Dritain's old-nge
insuranee program, whore u man may drop ont of
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covernge after having been a member for o long
time and can then anticipate no benofits under the
stricily contributory plan at age 65. Should he
need the benefit, however, he can at 70 apply for
tho same amount as a noncontributory pension,
Since considerable emphasis has been placed on
the nonforfeitura position of covered American
workers, it is doubtful whelher Congress will over
provide that migration from the United States
will terminato right to benefits, On the other
hand, migration into the country will gdd more
covernge, and when migration involves short-
service periods of work, the resulting benefits will
presimably be considernbly in excess of those
justificd by assuming that the current title VII1
taxes on the wages of such persons are individual
annuity premiums.

The histary of migration has shown marked
vagaries from deeade to deeade. Now that most
countries are somewhat impressed with the pros-
peet of deerensing rather than increasing popula-
tions, the only countries from which we could
logically expect many innmigrants heenuse of grow-
ing populitions would be Russia, Taly, Germany,
und possibly some of those in the Far Iast.
Migration is extremely important in that it is apt
ta be changed by politieal factors, for quotns may
he shifted when it is deemed expedient to modify
them.

Of probably preater importance is the migration
from noncovered to covered industries.

Industrial Development and Teehno-
logical Improvement

The developuent of industry hins been of inei-
dental importance in its effect upon coverage,
botl bhefore und after 65, This factor is of In-
portance as g separate influence in the balance
hetween covered and noncovered employment and
in the development of work opportunities for an
enlurged community where inereased mechuniza-
tion may be fneing agriculture, construction, and
other surviving craft forms of enterprise. The in-
fluence of industrinl and technologieal develop-
ment is thrown into high light in social insurance,
sinee social insurance attempts to deal reasonably
with those whe have lost jobs, 1t could tempo-
rurily eliminate large groups of workers. Many
engineers believe that great advances in per eapita,
productivity are possible. The influence of such
progress could either be directed toward inereased
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goods or decrensed work. Probably an unpre-
dietablo combination of the two nlternatives is
nhead.

Operating Expenses

The wage rocords maintained for tho old-age
insurance program are very voluminous and yet
very sitnple.  What expenses will be nssumed in
addition to this minimum cost of recordkeeping
depends upon the basic philosophy of socinl insur-
ance. The work is largely done by the Federal
Government, and such factors of overhead as are
represented by ront, postage, building servico, re-
tirement benefits and compensation benefita for
Governmoent employces, for example, may be
shared with all other Governinent departinents and
be financed in o different way from that which
i8 customary in insurance-company statements.
Practically, howover, just as the insurance com-
pany builds, so a Government erects a building to
house its new activities. Most of the exponses of
the insurnnee company have their counterpart in
the Government. ‘The operating expeneo rate for
old-age insurance should be reasonably low be-
cause of the relative simplicity of the record forms
and the economies of quantity preduction. Part
of the saving which resulta from the fact that com-
pulsory coverage eliminates sales work must, in
sovinl insurance, be expended for educational or
informational activities, The crude cost estimates
of the Committee on Kconomic Security assumned
that ultimate ndministrative expenses would repre-
sent 5 pereent of the title VIII tax collections in
1949 and therenafter. This atill seems rensonable
cnough,  Beeause of lag, carly recorded expenso
rates may be unduly low as evideneco of permanent
costs,  Other expenses will be dependent upon the
extent to which the records compiled for the pur-
pose of old-age insurance claims administration are
made available to the whole broad field of social in-
surance, including unemployment compensation
and health insurance, for example, and how wisely
the socinl value of additional wse of data derived
from records kept in any case can boe nssessed, when
extension to other surveys may add considerably
to minimum costs. This leads into the field of
conservation and genernl planned aetivity. Such
extension of program must be handled slowly and
with discrotion. Costs may seem extrome and be
cconomy. The cost-uccounting activity in a
multiple-line company suggests liow to estimate
what they are.
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LESS TANGIBLE INFLUENCES

Political and economic influences upon indus-
trinl developmont can conceivably force dramatic
chango in the progroess of bonofit scales undor old-
ngo bonofits, If social insurance develops to a
point where it takes, for example, from 15 to 20
percent of the total income of the Nation, various
economic factors might mors than compensate for
tho cost. Ono dovelopment might boe an incroasoe
of from 15 to 20 porcent in working output so as
to increase presont living standards for all the
working group and at the samo timo allow them
to add to their activity for the sake of better stand-
nrds for the nonworking group also. Already tho
workers are supporting all the nonworkers. The
orderliness of budgeting for our social rosponsibili-
ties and cooperation in maintaining those who by
force of circumstances are unable to fend for thom-
selves should improve and not reduce living
standards, if possiblo.

Looking back over the last 45 years wo can sce
intonsive changes in tho relationship of industry
and cominerco to agriculture and to servico activi-
ties of the community, Similar changes might
involve marked increase in the extent of paid em-
ployment of women who, through labor-saving
doviees, hnvo been [reed from much of the drudgery
in the home. They could, therefore, contribute
out of their saved time toward the enlargement
of the entire community’s services.

If, in the process of evolution, certain industries
or industrial units were taken over by the Govern-
ment, changes in coverago might result. Govern-
ment employces aro at present excluded from
coverago under tho old-age benelits provisions of
the Social Security Act.

The curront program under titles 1[ and VILI of
the Social Security Act can be considered as very
largely a savings or banking program, where the
cinphasis is largely upon return of investment plus
some interest. To some students of the subject
social insurance seems more adequately handled
through a greater use of the straight insurence
tdon of risk, with tho chiof omphasis upon protec-
tion, cooperation, and the elimination of any care-
ful balance between the individual rate of con-
tribution and the individual benefit, so important
a tradition in private lifo insurance company
activities. Tho banking philosophy may post-
pone unduly long the effectivencss of the social
insuranco plan. Changes will doubtless he made
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Chart Ill.—Annuity experience contrasted with life
insurance experience: Pereent of specified age who
Feach age 651
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in the structure of the old-age insurance plan fol-
lowing shifts in social philosophy.

Social insurance, like most other Government
activities, is paid for through the use of the taxing
muachinery. The financial arrangements are tax
arcangemaents,  With the passage of time, t(ax
consciousness shifts, thereby changing in turn tax
arrangements.  The present division of tax burden
botween the employee, the employer, and the
goneral taxpayor secins largely one of expediency
and has been determined by the level of economic
understanding at the time the program was
ndopted. As this specific tax responsibility be-
comes integrated with other tax responsibilities,
such integration will effect changes in the number
of persons who accept benefits and in the very
formula of benefits. ‘The chance of a full public
understanding of taxation seems remote. Tho
efficct of such understanding on program and
costs is vital,

The very small enrly benefits payable under the
old-age insurance program of the Social Sccurity
Act may be supplemented by payments to needy
beneficiarics under tho old-age assistunce provi-
gions of the nct. A needy aged person of cither
gsox now looks to old-nge assistance and State
laws for aid when the immediate family scems
unable to lurnish support. Old-age assistance
in its general provisions assumes n [amily co-
hesiveness for old-nge support not specifically
recognized in setting down the benefits under old-
age insurance.  Sinee old-nge mssistance funetions
through Federal subsidies to various State pro-
grams, the attitude of the various States will
control the exact degree of responsibility demanded
of tho family. Insofar as an individual receives

Social Security



benefits under both the assistance and insurance
programs, the divergent emphasis upon family
responsibility in old-age assistance will earry over
into old-age insurance. The trend in old-age
asgistance administration seoms to be away from
reliance upon other members of the family for
support. In tho development of social insuranco
it is recognized that without cooporative budget-
ing public sssistance mnay bo extremely awkward.
Social insurance is probably society’s attempt to
create some acceptable framework through which
its various members may jointly contributo to
the provision of specific benefits when a membor
loses his income from a job. The family organiza-
tion is n small unit in the bipger organization of
all citizens,

Table 2.~United States population talilea for white
males: Percont of spocificd age who reach age 651
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' Frotn census dnta for years specified roported in: UL 8, Dopartment of
vommeree, Bureathof the Censits,  Afortality Sotistics.  Washington, D, C.
U, 8. Government Printing Ofleo,

s Lifa 'Table for While Mnales In the Continents) Uniterd Aintes, 1933."
Comjnited by Statlstical Bureau, Meotrepolitun Life Insuranco Company.

In determining the virtually fixed interest ratoe
of 3 pereent per annum under the old-age reserve
aceount, the problem of estimating future interest
rates seems to have been solved.  There remains
the problem of the probsability of change in such a
bnge rate by amendment.  If it is deecided that the
interest rate on the old-nge reserve nccount should
be determined more in nceordance with the princi-
ples which have at the moment established 2%
percent as the rate in the one Ifederal flexible
interest-rate plan, reduetion in future returns from
interest are to be considered possible. 1If, on
tho other hand, the rate on Federal bonds comes
to be regarded as purely nrbitrary, an increase to
n higher rate, further veiling the extent of what
some regard as o Federal subsidy, might be logical.

LIMITATIONS OF ESTIMATIS
Under n socinl insuranee plan, cost estiinates of
future payments to the aged and of concomitant
payments to surviving relatives of decensed
workers or to their estates involve all the elements
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discussed above. Studies must be carried forward,
using pertinent data so that periodically the cost
offects of mortality, healtl, migration, wages,
retiremoents, work opporitunities, and interest
roturng may be more closely approximated. The
limitations upon applying the results of tlie studies
directly to probable future costs must be clearly
undorstood. Modifications in program may be
cconornic; they are also political. Wise changes
may bo expected to follow the gradually growing
comprehension of social insurance.

Provisions for old-age security are also closely
interrolated with the entire field of social budget-
ing. It is possible that tho present death pay-
ments under title I1, whicli have beon treated very
lightly in these cost discussions since they are
actunlly a minor portion of the program, may
davelop into survivorship benefits somewhat
shimilar to the British program for widows end
orphans. With every proposed extension in pro-
gram, a full understanding of cost clements and
the limitntions on their evaluation becomes more
essential. IFamily relationships and the distri-
bution of primary and secondary boneficiarios
by ago, sex, rnce, and oxtent of paid employment,
will become more important.

Life insurance, while anticipating a general im-
provement in mortality, nevertheless plans on
an additional contingency margin in estimating
future costs. To a greater extent inust social
insurunce do the sameo thing, where most of the
trends scem to be toward cost incronses. Con-
tingencies bulk much larger in the social insurapeo
ficld. One of two important alternative decisions
is desirable: (1) whether te provide for a much
larger contingency margin in determining prospec-
tive tax rates when it is initially presumed that
they can be determined for all time; or (2)
whether to admit that there will probably be
futuroe increases in the tax rates in oxcess of those
alrendy stated in the aet, recognizing that it is
impossible to determine tax schedules for all time,

The separation of the tax and benefit titles in
the Socinl Security Act hns left doubt as to their
exact relationship, In this peculiar American
problem considerable circumlocution seemed neces-
sary in outlining how old-age bonefits costs are pre-
sumably to bo met, Since the benefits under title
IT are based upon the samne wages which aro being
taxed under title V1III, it is frequently implied that
the tnx collections beginning at approximately 2
percent of such wages in 1937, rising to 3 percent
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in 1940, 4 percont in 1943, § percent in 1946, and
6 percent in 1049, are specific contributions by
and in bohalf of the employeces toward their ulti-
mate benefits. Strictly, however, these taxes are
not earmarked. They become part of the general
revenues and are pooled with all other Iederal
taxes. Tho appropriation authorized by title 11
yoar after year is to be determined in tecordance
with “accepted actuarial prineiples.” Implicit in
most discussion, bowever, is the assumption that,
if tax rates under title VIII when reinforced by
interest earnings are suflicient for the obligations
incurred under title 11, the appropriations to the
reserve will in the long run be equivalent to the
tax collections less estitnated costs of administra-
tion.

The cost estimates ineluded in the report of the
Senatie Finance Committee, indicating o reserve
of some $47 billion neccumulated by 1980 out of the
excess of appropriations over benefit payments,
involved approximate values assigned to the six
relatively measurable faetors discussed rbove.
The remaining five less tangible factors have not
entered materially into these estimates, since the
probability of change in program was not regarded
as subject to valuation. Before the question of

yearly approprintions and the growth of the re-
servo can bo discussed adequately these “impon-
derables’” must also bo taken into nccount.
Following the publication of the reports of the
Senate Finance Committee and of the Ilouse
Committeo on Ways and Means, with their tableg
showing the progress of reserves, two somewhnt
different explanations of tho faclors entering into
theso estimates were made. One explanation
assumed an average full-time wage of some $1,100
per annum, the other an average per enpita tax-
able income of less than $1,000. Certain special
ages of entry for new members into the covered
group, oneo the initinl coverage had been com-
pleted, were assumed by the latter explunation,
Two slightly different estimates were made of the
eflect of delayed retirement bevond the minimum
retirement age of 65, One explanation assumed
the probability that, as better knowledge of the
program developed, provision for costs could be
gradually adjusted without assuming just how
taxes would be collected over nll time,  The other
scemed to assume that if a schedule of tax pay-
ments now determined for perpetual use were
regarded as inadequate to meet benefit payments
in the far distant future, provision for additional

Table 3. —Annuity experience and forecast tables: Porcent of specified age who reach age 63
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1 McClintock’s Annuity table was the ainkmum standard basis for the valustion of annitities In Now Yark Btato frorm 1907 to 1000,
antl ad)usted experlence of 18 Amerlcan insurance compunics prior to 1602, See MeClntock, Eowory,
Annuitants.’”  Actuarial Soclety of America, Papers and Tranaactions, Vol 8, No. 21 (May 18and w[ 1509),

* Based on an Investigation by Dr. Arthur Hunter coverlng nfn]xrnximmcly 45 peroent of nl
urlng the first b years the policies wero [n effect, 1o ozder to elinninnte thie influenen of salee-

panies, prior to and inchuding 1917, The fgures exclude experienco «
tion in the carly yenrs,
21, No. 03 (May 20and 21, IMD),Fp. i7T-177,

3 The Combined Annuity N

HBeo Tunter, Arthur, ' Mortality Among Annultants and Premlitms Based Thereon.'

ortality tahle was prepared a few yoars after Insuennce entipnaios began ssulng group anhulties.

TUIs biwsand ony praduated
“Bpecial ‘I'nbles for the Estlimation of Mortality Atnong
1. 13-24.

Immedinte annulties, ltaaed i thoe Unlted Bintes by 20 com-

Actunrial Sockely of America, Trangactiona, Yol.

Meager anmiity experience

wns avallable for tho younger ages, hence an empirienl tahle wits constructed with Cammack’s Group Life Clerien] Mortality table as s foundatlnn upr lo ngea M,

comblned with tho American Annuitants” Ultimate tnble al the higher nges.
Diseusdton of E. K, Cammack’s “Mortality Tablos Construeted Upon the Expertence Under

annulty contraets In New York Btale since 1930, Bee Cralg,J. D.

The Combined! Annhuity Table hus been tho tinimuam valuation basls for nl)

Group Palicles.” Actuariat Soclety of Amerlea, Transections, Vol. 29, No. 70 (May 17 and 18, 1028), pp., §18-125.

4 Thisinble was prepared ln a mianuer similar to that of tho Comblned Annilty tabin (se foolnete 1. ¢
rlence was used for the younger ngos nnel then graded In at age 60 to the Amerlenn Annultants Solect tnblo adjusted for improvement in mortalily
A Now Annulty Muortality ‘I'able.””

mortality ex
among anouitants since 1918, Bee Kineke, Frank I,
and 20, 1938), Ep- BO-65.

" A hypot

Length of Life. New York, Honald Press Co., 1636, p . 164,

etien] table based on a New Zealnnil Jifo table (1931) adjusted for U. 8. population eéxperience in 1020-31.

WIth certnin ndjustinents, 1032-1030 gronp lifo clerienl
Actuarial Society of America, Transactions, Vol. 39, No. 00 (May 19
Bee Dublin, I.. I and Lotkna, A, 3,

¥ Whelpton's estimates indicate probahle changes in the composition of the future popalalion of the Unlted Btates, resulting front prospeetive trends In birth

and denth rates and in net mligration.

nttalned in 1980, Flgures computed {n the Office of the Actunry, Bocl

The ‘l‘ﬁ)ms(\m" rotes refer 0 Emrsnns aged 20-24 in 1030; tho “nltimate” rates Invalve estimated morlnlity entes al apes
nl Becurity Roard, from data in Whelpton, 1*. K.

“An Fmplrieal Method of Caleulating

Future Popuolation."”  Jeurual of the American Stalistical Soclety, Vol. 31, No. 105 {Septoinher 1936), pp. 457-474,
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appropriations beyond the yield {romm such special
tax schedules would be nnmediately necessary,
The validity of assuming that one can expeet to
strike a balance in perpotuity mny be guestioned.
Adjusting the end factors to obtain balunce might
be too simple.

In analyzing the cost estimates for the Inter
years, as set forth in the Senate Finance Commit-
tee report, it seems probable that the following
situations need to he tentatively recognized now.,
(1) Many more workera will probably be covered
than the Senale report data seemed to indieate,
though its cost analysis was in termns of dollars of
benefits rather than number of recipients,  (2)
Many of the workers covered are apt to have Hin-
ited periods of covered employment, and their bene-
fits will be larger in proportion to their taxes than
will the benefits for long-term members of the
plan.  (3) Many more annuitants from the covered
group will survive to nge 65 and will live longer
after reaching age 65 than indieated as probable
in the vse of the life tables prepared from census
datw for the Committee on Eecononmie Security. 1t
seems likely that recent mortality improvement
may he expeeted to continue into the future.

A careful revaluation of these three factors,
irnoring the possibility of changes in wage levels,
niight easily show a S0-pereent incrense in benefit
payments in 1980 over the figure of $3.5 billion
set. forth in the Senate Finance Committee’s re-
port.  The 1980 benefit pryments and expenses of
administration were there assumed to approximate
10 percent of the annual compensation of the
covered employees of that year. I a 50-pereent
inerease occurred in benelits without a change in
pay rolls, the costs might reach 15 percent of pay
rolls.  With a small inerease in aggregate taxable
pay roll of the pertod, the percentage of cost might
lie somewhere between 10 and 15 pereent.

Over against the six stmpler clements of costs,
the five “imponderables” are much more impor-
tant and, of course, virtually unmeasurable.
Changes in basic philosophy seem fully as probable
as formula chunges, but their specifie trends are
much less predictable.

The problem of social insurance costs, were it
not for the need to determine how the costs are to
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be met and the assumption that we ean predict
themn nceurntely, would not be a prossing one. The
right to make subsequent modifieations in bouefits
and taxes is explicit in the act, and the meaning of
that right can be fully understood. Logical changes
in estimates of future costs can bo made much more
casily after the completion and full roview of com-
prehensive studies herein indicated as necessary.
The recognition of this deminant safety factor with
freecdom from pretense that any nll-time maximum
rate of contribution can be doterinined todny leads
away from surprisoe and dismay and toward mature
ncceptance of the complexity of the problem,

Studies have been begun whicli within the next
few years should considerably ndvance the knowl-
edge of many of the fnclors entoring into estimatoes
of socinl insurance costs. As time goes on, many
of these factors will doubtless dovolop surprising
relntionships, for we can hardly anticipato the
next steps in the rapid changes within our oco-
nomie situation. We are quite uncertain as to
the relntive importanee of the factors and their
component parts. We need not be surprised,
cither, by the discovery of additional factors not
herein diseussed, fnetors which may outweigh all
others in inmmportance. Costs may be what wo
make them, but wo arc not yet sure how control
can be exercised,

This major indefiniteness, therefore, must be
nccepted as inhierent in any soeinl insuranco plan,
No one should pretend that the proeedents of the
relatively simple problemns of the insurance busi-
ness or of the single employer pension fund pormit
the determination of any accurate costs todny for
our program of old-age benefits. We should be
espeeinlly wary in believing that the mere assump-
tion of values for the foctors before data can be
assembled gives any adequate support to the plan.
The accumulation and analysis of such data will
take years.

This indeterminate quality of old-age insuranco
costs may itself be tho strongest argument for
shifting our attention from the problems of 1980
to n more thoroughgoing consideration of present
needs, Wo cannot foratell the future, but we can
sce the necessities of the present. A shift in
attention should be most rewarding.



