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NINTH ANNUAL REPORT OF THE BOARD OF TRUS-
TEES OF THE FEDERAL OLD-AGE AND SURVIYORS

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 members of
the Board are the Secretary of the Treasury, who is also the managing
trustee; the Secretary of Labor; and the Federal Security Adminis-
trator.

This report, which is submitted jointly by the three trustees,
describes the operations of the trust fund during the fiscal year ended
June 30, 1948, the expected receipts and disbursements of the fund
in the five fiscal years subsequent to that date, and the long-range
actuarial status ot the fund. It is the ninth annual report submitted
by the Board of Trustees as required by the act,

Throughout the fiscal ycar, employment continued at a high level,
Census Bureau estimates show that by the end of the year civilian
employment had risen to 61 million, nonagricultural employment was
52 million, and there were 2.2 million unemployed. Tie general
price level and average hourly earnings also rose substantially during
the year.

These economic conditions affected both the receipts and the
disbursements of the trust fund. Total wage payments on which
contributions and wage credits are based were higher in each quarter
than in the corresponding quarter of any prior year. As a result,
contributions collected during the fiscal year were 11 percent above
the collections in the preceding year and the largest on record. At
the end of fiscal year 1948 there were 171,000 more persons receiving
monthly benefits on the basis of their own wage records than at the
end of fiscal year 1947; the corresponding increase from June 1946 to
June 1947 was 166,000, The numger of beneficiaries receiving benefits
as wives or children of these primary beneficiaries increased by
55,000 as compared with 56,000 in the preceding year. The increase
of 105,000 in number of survivors of deceased workers who were
receiving benefits virtually equaled that for the preceding year.

The economic changes that have been produced by the war and its
aftermath will have long-range effects on the financing of old-age
and survivors insurance. These effects, resulting for example from
higher money earnings in covered employment, shifts in the labor
force, increased employment of women, and the deferred retirement of
older workers, cannot be fully appraised at this time. In the present
report, these developments are taken into account in the statements
on the expected operations of the trust fund during the next 5 years
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2 FEDERAL OLD-AGE AND SURVIVORS INSURANCE TRUST FUND

and on the actuarial status of the trust fund; but there are many
uncertainties, and these uncertainties are present, of course, in the
estimates contained in the report,

NATURE OF THE TRUST FUND

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

The Social Scecurity Act of 1935 fixed the contribution rates for
employees at 1 pereent of taxable wages for the calendar years 1937,
1038, and 1939 emplover rates were also fixed at 1 percent for the
same period.  The 1935 act provided that these rates should rise to
13 pereent on January 1, 1940, to 2 percent on January 1, 1943, to
24 percent on January 1, 1946, and to 3 percent on January 1, 1949.
The Socinl Security Aet Amendments of 1939 modified this original
schedule of contribution rates to provide that the rate of 1 percent
each on employees and emplovers should continue in effect through
1942, but left the remainder of the schedule as originally enacted.

Successive annual acts of Congress, however, extended the 1-percent
rates from 1943 through 1947, The Social Security Act amendments
of 1947 extend the I-percent rates through 1949; at the end of 1949,
accordingly, the 1-percent rates will have been in effect for 13 years.
The amendments of 1947, however, provide that the rates shall rise
to 1Y% percent on January 1, 1950, and to 2 percent on January 1, 1952.

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 deseribed below.

A third source of revenue for the trust fund is provided in section
402 of the Revenue Act of 1943, This act amended section 201 of the
Social Security Act and authorizes the appropriation to the trust fund
of such additional sums out of general revenues as may be required to
finance the benefits and payments provided in title 1I of the Social
Security Act. No appropriations have yet been made under this
authorization.

The Social Security Act amendments of 1946 provide survivorship
protection to certain World War I veterans for a period of 3 years
following their discharge from the armed forces. Section 210 (d) of
these amendments authorizes Federal appropriations to reimburse the
Federal old-age and survivors insurance trust fund for such sums as
are withdrawn to meet the additional cost (including administrative
expencges) of the payments to survivors of World War 11 veterans

under the amendments.
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Public Law 642, enacted June 14, 1948, which amends the definition
of the term ““employce” as used in the Social Security Act, results in
the exclusion from coverage of certain services previously held covered
under title IT of the act. While the amended definition is made
retroactive to August 14, 1935, certain wage credits established under
the former definition will remain credited to the individual’s account.
The law authorizes an appropriation to the trust fund from general
revenues equal to the estimated total amount of henefits paid and to
he paid under title IT of the Social Security Act that would not have
been paid had the amended definition been in effect beginning August
14, 1935.

Expenditures under the old-age and survivors insurance program
are paid out of the trust fund. These expenditures for the fiscal year
ended 1946 and previous years included old-age and survivors insur-
ance benefits provided in title IT of the Social Security Act and such
reimbursements to the Treasury for administrative expenses incurred
under the program as were authorized by section 201 (f) of the act.
Successive acts of Congress have modified the procedures in accounting
for these expenses. Thus, during fiscal year 1947 a portion, and during
fiscal year 1948 a still larger share, of the program’s administrative
expenses were charged directly to the trust fund and not reimbursed
from the fund as they had been in the preceding fiscal years., As a
result of the Supplemental Federal Security Agency Appropriation
Act, 1949, approved June 16, 1948, all expenses incurred by all offices
of the Federal Security Agency in carrying out the provisions of title
IT of the Social Security Act, as amended, are now 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 payments
from the trust fund in accordance therewith. Prior to July 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.

The managing trustee invests that portion of the trust fund which,
in his judgment, is not required to meet current expenditures for
benefits or administration., The Social Security Act restricts permis-
sible investments of the trust fund to interest-bearing obligations of
the United States Government or to obligations guaranteed as to both
principal and interest by the United States, Regular obligations of
these types may be acquired 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 interest-bearing obligations of the United States
forming a part of the public debt (where such average rate is not a
multiple of one-eighth of 1 percent, the rate of interest on such special
obligations is required to be the multiple of one-eighth of 1 percent
next lower than such average rate). o »

Interest on regular obligations held by the trust fund is received by
the fund at the time the interest becomes payable on the particular
series held.  Interest on special obligations is received semiaunually
on June 30 and December 31. These interest receipts are available
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for investment in the same manner as other receipts of the fund.
Regular obligations acquired by the fund may be sold at any time by
the managing trustee at their market price.  Special obligations may
be redeemed at par plus acerued interest.

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

On June 30, 1948, there were about 11,000,000 persons aged 65
and over, a number equivalent to 7 percent of the total population.
It 1s estimated that by the end of 50 years the number of persons aged
65 and over may be two to three times as large as on June 30, 1948,
and represent from 10 to 16 percent of the population. The effect on
the finances of the old-age and survivors insurance system of. this
expected change in the number of aged persons will be even greater
than may at first appear beeause, compared with the present situation,
a much larger proportion of aged persons 50 years hence is expected to
be eligible to reeeive benefits under the program. The future financial
soundness of this system, with its rising rates of disbursements, is of
the utmost importance to the millions of persons who are already
within its scope and to the Nation as a whole.

The trust fund, furthermore, serves in part as a reserve against
short-run fluctuations in total contribution and benefit amounts, pro-
viding a margin of safety against relatively short-term contingencies
to insure the payment of benefits without sharp changes in rates paid
by contributors. These reserves will provide additional resources
against a sudden increase in total benefit amounts or a sharp decline
in contributions, both of which could occur simultaneously during any

reversal in business activity. R
SUMMARY OF OPERATIONS OF TRUST FUND, FISCAL YEAR 1948

A statement of the income and disbursements of the Federal old-age
and survivors insurance trust fund in the fiscal year which began on
July 1, 1947, and ended on June 30, 1948, and of the assets of the fund
at the beginning and end of the fiscal year, is presented in table 1.

TasLE L. —Slatement of operations of the Federal old-age and survivors tnsurance
trust fund during the fiscal year 1948 !

Total assets of the trust fund, June 30, 1047 _ . . o i iiaaiiameiaaeaaan
Receipts, fiscal year 1948:
Appropriations equivalent to contr .. $1,616, 162,043. 92
Transfers from general fund.. .. 700, 000. 00
Interest on investments...__. . . 190, 562, 313. 81

$8, 708, 389, 946, 73

Total reCeIPLe. . e emeveiaiaceeme o cmeeecraaacceaaeaaanaan 1, 807, 424, 357. 73

Disbursements, fiscal year 1948: B ~

Benefit payments. .. .. iiiiiiieiiiciaaaaaaen 511, 675, 674. 33

Administrative expenses_ . ._........__... L TP RTT 47,467,472 24

Total dishursements._ ... ... . coemiimmiiiiiceianns 559, 133, 146. 57
Netadditfon to trust Tund . ... .ot iiiier e ecrercmencaccasaneaccanean 1, 248, 291, 211. 16
10, 048, 681, 157, 89

Total assets of the trust fund, June 30, 1948, ... . i iiiiiiiieiannes
1 0n the basis of the Daily Statement of the U, 8. Treasury.



FEDERAL OLD-AGE AND SURVIVORS INSURANCE TRUST FUND 5

The total receipts of the trust fund during the fiscal year 1948
amounted to $1,807.4 million. Of this total, $1,616.2 million repre-
sented the sum of the amounts equal to contributions received under
the Federal Insurance Contributions Act and covered into the Treas-
ury, which were appropriated to the trust fund during the year under
the continuing appropriation in section 201 (a) of the Social Security
Act, as amended. The total amount appropriated represented an 11-
percent increase over appropriations in the preceding fiscal year. The
additional $191.3 million of receipts consisted of $190.6 million of
interest on investments of the fund and $0.7 million transferred from
general funds of the Treasury in accordance with section 210 (d) of
the Social Security Act, as amended.

Disbursements from the trust fund during the fiscal year 1948
totaled $559.1 million, of which $511.7 million consisted of bhenefit
payvments, and $47.5 million for administrative expenses of the insur-
ance program. The total amount paid from the fund in the form of
henefits during the fiscal year excceded benefits paid in the fiscal year
1947 by 20 percent, the increase reflecting primarily the larger number
of persons drawing benefits. A summary of reccipts and disbhurse-
ments of the old-age and survivors insurance trust fund during each of
the 8 years from July 1, 1940, through June 30, 1948, is presented in

table 2.

TaBLE 2.—Operalions of the old-age and survivors insurance trust fund by specified
period, Jan. 1, 1940, to June 30,.1948

[In millions)

Fiseal year ended in—

1840! 1941 1942 1943 1944 1945 1946 1047 148

Receipts:

Assets transferred from
old - age reserve ac-
countonJan. 1, 1940 .1 $1,724 | || e

As)pmpriutions equiva-
ent to contributions

collected. . _..._.____.. ® $688 $30G | 81,130 | $1,202 | $1,310 | $1,238 13 $1,460 | ? $1,617
Interest on investments. 42 56 71 87 103 124 148 163 191
Total receipts 4..._... 1,767 744 067 1,218 1,395 1,434 1,386 1,623 1, 807
Dishursoments: '

Beneflt payments $.._ . 10 64 110 149 185 240 321 426 512

Administrative ex-
PENSeS. - oo 12 27 27 27 633 127 37 41 47
Total disbursements . 22 91 137 177 217 267 358 466 559

I'otal assets at end of
perlod 4 __.—.______. 1,745 | 2,398 | 3,227 4,268 5,446 | 6,613 7, 641 8, 798 10, 047

! Innuary-June 1940, fund having been established in place of old-age reserve account on Jan, 1, 1940,

? Appropriations equivalent to contributionscollected became effective July 1, 1940; appropriations author.
ized under sec, 201 (a) of the Social Security Act of 1935 were made prior to Jan. 1, 1940,

3 Includes $375,000 for fiscal year 1947 and $700,000 for fiscal year 1948 to meet the additional costs of adminis.
tering benefits payable to survivors of certain World War 1I veterans as defined in title 11 of the Social
Security Act amendments of 1946.

¢ Totals do not necessarlly represent the sum of rounded components.

3 Based on checks cashed and returned to tho Treasury.

8 Includes some reimbursements applicable to outlays in other fiscal years.

*Adjusted for overreimbursements In prior years,

The ratio of administrative expenditures of the fund to contributions
collected and benefits paid is shown in table 3.

89290—49-—--2
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Taprne 3. Relationship of admintstrative charges against old-age and survivors
insurance trusl fund to old-age and survivors insurance conlributions and benefil

payments

Administrative charges '

! Administrative charges
agalpst the OASI g against  the OASI
trust fund us u per- || trust fund as a per-
centage of - I Fiscal contage of—

. i iscal year _

i,

Fiseal year I R

tOART con- 2 Benefit “ OASIcon-| Benefit

Ctribotions ¢ cheeks tributions checks

Foeolleeted o cashied |‘ collected cashed

1

WML 3.9 41,7 [‘ WS 2.1 1.2
w2 KNI o o, Lo 3.0 11.7
s | 2.4 IS T 2.8 9.6
| R12E D B 2.0 17.7” 048 2.9 9.3

!

The distribution of benefit payments in fiscal years 1947 and 1948
by type of benefit is shown in table 4. Approximately 70 percent of
the total benefit payments from the fund in the fiscal year 1948 were
accounted for by monthly benefits to persons aged 65 or over—retired
wage earners nnd their wives, and aged widows and parents of deceased
wage earners.  Approximately 24 percent of the 1948 benefit payments
represented monthly benefits on behalf of ¢hildren of deceased or re-
tired workers and payments to widows- - practically all of them under
age 65 who had children of deceased wage earners in their care. The
balance of the henefits paid in the fiseal year 1948 consisted almost
entirely of htmp-sum amounts in eases where no survivor of an insured
wage carner dyving after 1939 was immediately entitled to monthly
benefits,

The total of $511.7 million paid in benefits during fiseal year 1948
inchides $2.3 million for additional monthly benefits and $1.2 million
for additional lnmp sums paid under section 210 to survivors of certain
deceased World War 1T veterans,  Under the provisions of the Social
Security Act Amendments of 1946, the trust fund will be reimbursed
for these payments to the survivors of veterans,

Tanne .- Fstimated distribution of Treasury disbursements for benefit payments
under the old-age and survivors insurance program, by type of benefit, fiscal years

1947 and 1948
[Tn millions)

1947 1048
T'ype of benefit -g——"w-p__—*t»——r P Lot
creent o ercent o
Amount total Amount total

Total. . ... e e e e e e emm e ea—aean 1$426.6 100 1$511,7 100

Monthly benefis. ... oo e 7.1 | 93|  480.4 94

Primary (retired wage earners85orover) .. .. .. ... 210.2 51 272.4 53

Wife's (wives 65 or over of primary beneficiaries). ... ....... 3h.8 8 44.2 9

Widow's (widows 65 or over of wage earners). .............. 32.5 8 41.9 8

Parent's (parents 65 or over of deceased wage earners) ... .. 1.3 [O) 1.8 O]

Chilid's (dependents of retired wage earners) . ... ... ... 2.6 1 3.3 1

Child's (dependents of deceased wage eurners) ... ... .. 72.0 17 81.5 16-
Widow's current (widows of wage carners with child bene-

TG T 8 T RPN 3.6 8 35.3 7
Lamp-sum heneflts (no survivor of deceased wage eamnet fm-
mwediantely entitled to monthly henefits or wage carner died

DefOre THO) - o et eeiceerescaicaee e enanssannnnanns 28.5 7 31.3 6

ear 1047 and $3.5 million for fiscal year 1948 paid

! Includes additional benefits of $2.9 million for fiscal y H el A  for fscs w1918 pald
r If veteruns,  Amount {8 reimbursable to trus

under sec, 210 to survivors of certain decessed World Wa
fund from the general fund of the Treasury.
2 Jaess than 0.5 pereent,
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At the end of the fiscal year 1948, approximately 2.2 million persons
in 1.5 million families were receiving monthly benefits at an annual
rate of $509 million. At the end of the preceding fiscal year, the
monthly benefit rolls included 1.8 million persons in about 1.2 million
families to whom monthly benefits were being paid at an annual rate
of $421 million. , The average monthly benefit in current payment
status for different types of family groups as of June 30, 1948, was
as follows: Retired male worker only, $25.60; retired worker and wife,
$39.90; retired female worker only, $20; widow (aged 65 and over)
only, $20.50; widowed mother and one child, $35; widowed mother
and two children, $49.20; and widowed mother and three or more
children, $52.60. :

The total asscts of the old-age and survivors insurance trust fund,,
as reported in the eighth annual report of the Board of Trustees,
amounted to $8,798 million on June 30, 1947. These assets increased
to $10,047 million by the end of the fiscal year 1948, as the result of
an excess of receipts over disbursements amounting to $1,248 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 1947 and 1948. The assets of the fund at the end of the fiscal
year 1948 consisted of $9,937 million in the form of obligations of the
United States Government, $35 million to the credit of the fund
account, and $75 million to the credit of the disbursing officer.

TaBrr 5.~Assels of Federal old-age and survivors insurance lrust fund, by type, at
end of fiscal years 1947 and 19481 :

June 30, 1048
June 30, 1047,
principal eost 2

Par value Prineipal cost ?

—

Investments:
P'reacury bonds (public Issues):

244-percent bonds of 196062 ... ... oeeioeiiiiaans $4, 205, 000 $4, 222,074, 87
244-percent bonds of 1962-67.......... ... $49, 000, 000, 00 58, 650, 000 58, 909, 070.33
2Y5-percent bonds of 1963-68. ... ... 100, 000, 000. 00 1186, 480, 000 118, 777, 993. 79
244-percent bonds of 198460 .. ... 50, 000, 000, 00 83, 654, 000 84, 116, 525, 456
2)6-percent bonds of 1965-70. 400, 000, 000. 00 455, 447, 500 3 456, 062, 334, 34
216-percent bonds of 1966-71. .. 295, 000, 000). 00 305, 677, 600 305, 848, 805, 58
214-percent bonds of 1967-72. .. . 744, 334, 250.00 | 1,197,023, 250 1, 201, 841, 552.46

Total Treasury bonds...._......_...._.... 1,638,334, 250.00 | 2,6221,137,250 | 2,227,778, 256.82

Special issues:
Treasury notes:
174-percent notes: Maturing June 30, 1048.._] 1, 109, 000, 000.00 |..cueneeooo..

Certificates of indebtedness:

----------- anngmw

21§-percent certificates: Maturing June 30,
1840, e eiceiaccceiaenacc) e 7, 709,000,000 | 7,709,000, 000,00
2-percent certificates: Maturing June 30,
3¢ % 3. e mmeomaan 5,005,000,000.00 |.ceeenaeaiiinecen cammnaean -
Total special 1SSUes . cn o oenceriiannanan. 7, 104, 000, 000.00 | 7, 709, 000,000 | 7, 709, 000, 000, 00
Total fnvestments. ... . .o ienniao.. 8, 742,334, 250.00 | 9,930, 137,260 | 9, 936, 779, 256,82
Uninvested balances: b
To credit of fund aceount. ......ocociniennnonan.. 7,305,145,00 1. ... ... ... 35,014, 860,78
To credit of disbursing officer. ... ... ... 48,750, 551.72 §. . ... ... 74, 887, 040. 29

8, 708, 389, 946. 73

................

10, 046, 681, 157.89

1 On basts of the Daily Statement of the U, 8, Treasury.
3 (Gross purchase price less amount paid for accrued interest,
1 Includes $18,686,80 accrued interest paid on investments,
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In accordance with the provisions of section 201 () of the Social
Security Aet, as amended, the managing trustee invested during fiseal
vear 1948 that portion of the assets of the trust fund which, in his
judgment, was not required to meet current withdrawals.  This sece-
tion provides that direet obligations of the United States Government
as well as obligations guaranteed as to hoth 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. Invest-
ments made for the fund during previous fiscal years consisted only of
direet obligations of the United States purchased on original issue.
During the current fiseal year, however, investments included, for the
first time, purchases of outstanding obligations of the United States
in the open market,

The net inerease in the investments owned by the fund during the
fiscal vear 1948 amounted to $1,194 million. New securities totaling
$8.948 million were acquired through the investment of receipts aceru-
ing to the fund and the reinvestment of securities maturing during
the vear.  Securities redeemed during the year totaled $7,754 million;
thev inclunded $1,109 million of 1% percent special Treasury notes;
$350 million of 2% percent special certificates of indebtedness; and
$6.295 million of 2 percent special certificates of indebtedness.

Of the new securities acquired, $8,359 million were in the form of
spectal certificates of indebtedness, $650 million of which were re-
deemed during the year and $7,709 million of which mature on June
30, 1949, These certificates were acquired at par, $300 million bearing
an interest rate of 2 pereent and the balanee an interest rate of 2)% per-
cent, this rate being determined by the average rate of interest on
the interest-bearing publie debt which prevailed at the end of the
month preceding the date of issue of these securities.  The remaining
$589 million of securities acquired during the fiseal year were Treasury
bonds—$585 million at 2! percent and $4 million at 2} percent—
purchased at a premium in the open market but yielding a higher
rate of return than special securities issuable to the trust fund at the
time such marketable issues were acquired.  The corresponding par
value of these purchases is approximately $583 million. The asset
value of these bonds, carried on the books of the Treasury Depart-
ment and shown in this report, is the principal cost—gross purchase
price less amount paid for acerued interest—at time of acquisition,

The average rate of interest on the interest-bearing public debt,
which determines the interest rate at which special obligations are
issued to the old-age and survivors insurance trust fund, varies with
- changes in the composition of the publie debt and with changes in
the particular rates of interest on different classes of securities.  Dur-
ing the fiscal year 1948 the average rate of interest on the public
debt rose slightly: The rate was 2.182 percent on June 30, 1948, as
compared with 2.107 percent on June 30, 1947. Because the rate
exceeded 2) percent during September 1947 but remained less than
21 percent during the remainder of the fiscal year, the interest rate on
all special issues acquired after the first quarter of the fiscal year
increased to 2% percent compared with 2 pereent at which special issues
were acquired during the previous fiscal year and during the first

quarter of the current year,
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STATEMENT OF THE EXPECTED OPERATIONS AND STATUS OF THE
TRUST FUND DURING FISCAL YEARS 1949-53

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

The income of the fund depends on the amount of taxable pay
rolls in covered employment, rates of contributions, transfers from the
general funds of the Treasury to meet the additional cost of benefits
payable to survivors of certain deceased World War I1 veterans, and
interest carnings of the fund. The disbursements from the fund
depend on the number of persons among those cligible for benefits
who apply for and receive benefits, the amounts of benefit to which
they are entitled on the basis of past carnings, and the mortality rates
among covered workers and beneficiaries.  Consequently, both the
income and the disbursements of the fund are substantially affected
by the general economic conditions.

In this as in previous reports the Board presents two scts of esti-
mates of income and disbursements based on alternative economic as-
sumptions.  Alternative I shows the effect of reasonably optimistic
assumptions; alternative 11, the effect of somewhat less optimistic as-
sumptions. Because alternative TI does not refleet the effect on in-
come and disbursements should a deep depression materialize during
the next 5 years, the differences between the two estimates are not
rreat. -

For both alternative I and alternative I1, it is assumed that present
statutory coverage of old-age and survivors insurance will remain
unchanged throughout the period under consideration., The compu-
tations of tax income are based on present statutory rates of contribu-
tion, which are 1 percent each on employer and employee on wages
paid during the calendar years 1948 and 1949, 1}4 percent each during
the calendar years 1950 and 1951, and 2 percent each during the cal-
endar years 1952 and 1953.

The two sets of estimates of the income and dishbursements of the
trust fund for cach of the five fiscal years 1949 to 1953, together with
the resulting assets of the fund at the beginning and the end of each
year, are presented in table 6. In addition, the figures for actual
experience in fiscal years 1941 to 1948 are shown.

Alternative I, which shows a relatively large increase in trust-fund
assets, is based on the assumption that a high level of employment and
carnings is maintained through calendar year 1953.  Weekly earnings
and average annual taxable wages are assumed to increase, but at a
slower rate than hourly wage rates because of the continued gradual
shortening of the workweek,  Unemployment is assumed to remain at a
low level, Benefit disbursements are assumed- to increase substan-
tially, primarily beeause of the long-range upward trend in the number
of beneficiaries,

Under alternative I, aggregate income during the period of five
fiscal years ending in 1963 would amount to $16.5 billion, including
$14.9 billion in contributions and appropriations and $1.6 billion in
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interest.  Aggregate disbursements for the period would be about $4.1
billion, with the highest expected annual disbursement about $984
million. The trust fund at the beginning of the fiscal ycar 1949 would
amount to about 10.2 times the highest expected annual disburse-
ment during the succeeding five fiscal years,

The other set of estimates, alternative I, is based on the assumption
of an cconomic readjustment beginning in early 1951, The adjust-
ment period, however, is assumed to be brief and recovery fairly
rapid. Tt is assumed that during the adjustment period there will be
a substantial increase in unemployment and in short-term and part-
time employment, and that the long-time upward trend in wage rates
will be interrupted for about 2 years, with subsequent gains in average
hourly earnings less rapid than under alternative I.  As a result, esti-
mated covered pay rvolls during fiscal years 1951-53, and therefore
estimated contributions, are lower under alternative IT than under
alternative I.  Estimated benefit dishbursements, on the other hand, in-
crease more rapidly under alternative 1I 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 five fiscal years 1949-53
under alternative IT would amount to $14.8 billion, including $13.2
billian in contributions and appropriations and $1.5 billion in interest.
Aggregate disbursements would be $4.4 billion, with the highest
expected annual disbursement about $1,085 million. The trust fund
at the beginning of the fiscal year 1949 would amount to about 9.3
times the highest expected annual dishbursements during the period.

The 1946 amendments to title IT of the Social Security Act provide
survivors insurance protection for a limited period to certain veterans
of World War IT. Specifie provision is made in this legislation author-
izing appropriations, out of general revenues, to the trust fund of
amounts necessary to meet the additional cost of these benefits. These
disbursements are clearly in the nature of reimbursable transactions,
independently financed and employing the trust fund primarily as a
practical mechanism for facilitating coordination of these benefit
pavments with potential survivors benefits under the old-age and sur-
vivors insurance program. Disbursements arising from these amend-
ments, and reimbursements therefor, are included in the amounts
shown in tables 6 and 7.

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

fiscal years 1949-53.

TasLe 6.—Operations of the Federal old-age and survivors insurance trust fund,
fiscal years 1941-63, subject lo the assumplions and limilalions staled in the

lext!
[In millions)

Transactions during year
Fund .
sl . u% Income Dishursements Fundl
‘iscal year egin. |~y — Net in- | 80 ent
‘;,'(',‘tfr‘;r Appro- | Interest Benefiy | Admin- | crease of year
Total | “prin- | | on . | Total | pay- jst\r(v fnfund
tiong 3 | ‘nvest- ments | Ve ex- .
ments penses
Past expsrience:
1040 . $1,745 | $744 $688 $56 §01 $64 $27 $453 | $2, 308
1942, ... 2,398 067 894 7l 137 110 27 830 3, 227
1043 el 3,227 | 1,218 1,130 &7 177 149 27 1,041 4, 268
1044l 4,208 | 1,395 1,202 103 217 185 433 1,178 5, 446
| F 0 N 5,446 | 1,434 1,310 124 267 240 $27 1,167 6,613
19046 o o] 6,613 § 1,386 1,218 148 358 | - 321 37 1,028 7,641
1047 e 7,641 | 1,623 1, 460 163 466 426 41 1,157 8, 798
1048 ... .- 870811, 807 1,617 191 559 512 47 1,248 10, 047
Istimated future experi-
enco: .
1949 ... 10,047 | 1,085 1,757 228 656 602 54 1,320 1 11,376
1960 e ec et 11,376 | 2,686 2,424 262 745 i3] 57 1, i1 13,317
1951
Altornative I .. __ 13,317 | 3,285 2,977 308 826 . 768 58 1 2,450 | 15,776
19_21‘.|tcrm}tlve II. ... 13,317 | 2,708 2, 406 302 914 853 61 1,794 15, 111
52:
Alternative I..___ 15,776 | 3, 908 3, 543 365 005 847 58 1 3,008 18,779
195';A]tematlve II....] 15,111 | 3,343 2, 098 345 | 1,016 957 59 | 2,377 17,438
“Alternative I ... 18,779 | 4,634 |  4.200 434 | 084 925 50 | 3,650 | 22,429
Alternative I . __| 17,438 | 4,062 3, 663 399 | 1,086 1,027 59 1 2,076 | 20,414

1 In interpreting the estimates in this table, reference should be made to the accompanying text which
describes the underlying assumptions. Alternative I assumes a continuing high level of employment and
earnings throughout the period; alternative IT assumes a moderate decline in both employment and earnings
with a fairly rapid recovery. Estimates were propared September 1948,

2 Totals shown {n this and other columns do not necessarily equal the sum of rounded components.

3 Include 100 percent of contributions which are automatically appropriated to the trust fund, and reim-
bursements equivalent to any additional payments arising from the extension of survivors insurance pro-
tection to certain veterans of World War II (Social Security Act amendments of 1946). Estimated
contributions for fiscal years 19490~53 are based on statutory rates of 1 percent each on employers and
omployces in calendar years 1948 and 1949, 114 percent each in 1950 and 1951, and 2 percent each thereafter.

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

Public Law 642, enacted June 14, 1948, which amends the definition
of the term ‘“‘employee” as used in the Social Security Act, results in
the exclusion from coverage of certain services previously held cov-
ered under title IT of the act. -While the amended definition is made
retroactive to August 14, 1935, certain wage credits established under
the former definition will remain credited to the individual’s account.
The law authorizes an appropriation to the trust fund from general
revenues equal to the estimated total amount of benefits paid and
to be paid under title IT of the Social Security Act that would not
have been paid had the amended definition been in effect beginnin
August 14, 1935. Since this estimate has not yet been completed,
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the appropriations shown in table 6 exclude any income from this
souree,

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

In general, the larger the volume of employment the larger will be
the number of workers who are insured under the program, and there-
fore the larger will be the number of deaths which will give rise to
valid claims for survivors benefits,  However, over the short range
the amount paid out for survivors benefits will not be affected signifi-
cantly by variations in economice conditions.  While favorable oppor-
tunities for employment will operate to increase the number of new
death claims, such a high employment situation will tend to have
counterbalancing effeets such as that of inducing many of the widows
and older children eligible for survivors benefits to forego them by
working in covered employment. On balance, the amount paid out
for survivors beiefits over the next few years will differ so little
whether the economice conditions of "alternative T or alternative IT
are assumed that a single set of estimates is deé¢med appropriate for

both alternatives (table 7).

Tanue 7.~ Treasury dishursements for benefit payments, distributed by classification
- of benefictaries, fiscal years 1941- 53, subject lo the assumptions and limitalions

stated tn the text?
[In mi‘lliuns]

Dishursed to survivors of deceased
insured workers
Dishursed
Total Dishursed | 10 wives e b
Fiseal vear bhenefit to primary d('l‘;:-l(:](l:rl‘ Monthly benefits
seal ver dishurse- benefiei- wimary Lump-
ments ? aries wenefici- Aged | Younger |sum pay-
aries otal widows | widows | ments
* and and
parents | children
Past dishursements:?
[ RS 1 O 64,3 $31.4 $5.3 $15.3 $1.5 $13.8 $12.3
1942 ... ... e el 110. 3 540 @6 3.6 4.1 21.5 14.1
| L 3 S 149.3 72.4 12,7 7.5 7.9 39.0 16.7
S % | 184. 6 868 16,2 63. 6 12.1 Hl.h 19.0
198 . 2398 A 9.2 85. 8 17.7 68.1 25,7
| R0 | | 320,45 153, 0 27.2 H3.4 24.7 88,7 26,0
VT i 425. 6 214, 2 3%. 4 139. 4 33.8 105. 6 28.5
8. .. ! SN 7 272. 4 17.5 160. 5 43.7 116.8 31,3
Estimated  future  dis-
bursements:
1940 .. L 602 328 Ht 185 1) 129 32
I'J.’u(l) ................. 1 688 3Kl 65 200 69 140 31
1951 !
Alternative 1. . 768 427 73 o
Mternative ... 833 0 - 85 } 23 84 149 35
1052: | i . s
Alternative I, .. 547 il 81 " .
Alternative 117 957 565 w7 } 258 LU 158 3
1963: , el s s ’
Alternative I ... 625 51 89 y .
Alternative 110 1,027 60t 104 } 24 17 166 39

VIn Interpreting the estimates (n this table, reference should be made to the accompanying text which
deseribes the underlying assumptions.  Estimates were prepared September 1045,

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

¥ Partly estimated,



FEDERAL OLD-AGE AND SURVIVORS INSURANCE TRUST FUND 13

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, to their aged wives, and to
their children. As is indicated in table 8, a considerable proportion
of the workers aged 65 and over who were eligible for primary benefits
in the past remained in covered employment (or, if they left covered
employment, later returned to it) and did not receive benefits. During
the course of fiscal years 1945-48, however, this proportion began to
decrease—slowly at first and then accelerating—as the volume of
withdrawals of older workers from covered employment increased.
The withdrawal of older workers may be expected to continue for
some time to come at rates approximately equivalent to those cur-
rently being experienced, even under the favorable employment con-
ditions assumed under alternative I, with a consequent increase in
the proportion in receipt of primary benefits.

If the lower employment conditions assumed in alternative II
should materialize, it is expected that still larger proportions of eligible
workers will be obliged to leave covered employment, even at ages
65-69. Hence, despite a slightly smaller number of eligible workers,
the number receiving primary benefits under alternative II would
considerably exceed that under alternativeI. Moreover, it is expected
that the average primary benefit amount payable under alternative II
would exceed the average under alternative I, inasmuch as many of
the more steadily employed and, therefore, higher-paid older workers
who would not withdraw from covered employment under the con-
ditions of alternative I would not be employed under the conditions
of alternative II. In consequence, alternative II' would result in
a substantially higher volume of benefit payments to primary bene-
ficiaries and their wives and children.

Table 8 contains an analysis of workers eligible for primary
benefits by age attained as of the middle (January 1) of each of
the fiscal years 1941 through 1953. The growth in the number of
eligible workers aged 65-69 is gradual but uninterrupted under both
alternatives, This growth results 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
have 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 attain-
ment of age 65—for example, due to a permanent disability—but in
the calendar year 1953 numerous persons attaining age 65 will be
fully insured even though they left covered employment after reaching
age 56.

Although the number of eligible workers aged 65-69 is expected to
treble between January 1, 1941, and January 1, 1953, the aging of
the program has an even greater effect on the number fully insured at
attained ages 70 and over. This number is expected to increase nearly
eightfold during this period, even under the lower-employment as-
sumptions of alternative II. At the latter date, the number eligible
at these attained ages should comprise more than half of the total

number of eligible persons.

80290—49~——3
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Tanrne 8.—Wage earners eligible for and receiving primary benefils by allained age
ef wage earnera, fiscal years 1941-63, subject to the ussumptions and limitalions

stated in the text!

. r " .
All wugﬁ mr(r)\:"r‘: nged 65 Wage earners aged 65-09 Wage :::;jngr:ﬂn:god 70
Persons recelving Persons recelving Persons receiving
Middle of fiscal year henefits-- Num- benefits-— Num- benefits—
(January 1) Number| == —rmemmomee o Dl T T her el | T T
eligible , wr ¢li- , r ell- ,
troper blefor) | bropar eblefor) | bropor
v v - tne- - . -
benefits ! r\'::,'r" total | fts? N,:"‘!' total | fits? N'::;" total ,
number number number
eligible eligible cligiblo
Actunl experience: Thous. | Thous, | Pet. Thous. | Thous.| Pet. Thous. | Thous, | Pect.
194 ... M8 112 20 376 85 pA] 172 28 16 -
142 ... ... .. 680 200 29 445 134 30 235 ) 28
[ 1105 A R]3l 200 Bil 522 153 20 309 107 35
44 . ... 1.018 306 30 808 1566 29 408 151 37
M5 o . 1,253 378 30 708 167 24 545 211 39
IH6 . 1,465 HI8 35 ™ 212 27 671 306 46
M7 . .. 1,063 702 42 860 271 32 793 430 54
8 . 1,817 875 48 920 325 35 807 55) 61
Estimated future ex-
pericnce:
MY L 1,070 1,050 53 975 380 38 995 670 67
1950 . ...l 2,16 1,195 56 | 1,025 420 41 1,080 775 7n
1951;
Alternative I. .. 2, 260 1,320 58 1,078 455 42 1,185 865 3
Alternative I1.. 2,225 1,510 68 1,050 575 55 1,176 35 80
1952:
Alternative I . 2, 400 1,435 0 1,125 485 43 1,275 950 75
Alternative 11 . 2,335 ] 1,710 73] 1,080 665 62 1,255 | 1,045 83
19483:
Alternative 1. .. 2, 530 1, 580 61 1,170 5156 44 1,370 1,035 70
Alternative I1. . 2,445 1, 805 74 1,110 a8s 62 1,335 1,120 84

U In interpreting the estimates fn this tablo reference should he made to the accompanying text which
describes the underlying assumptions.  Estimates were prepared September 1948,
1 Figures for 1941-48 are partly estimated.

The estimates presented above result in a net increase in the trust
fund during the 5-year period of about $12.4 billion under alternative I
and about $10.4 biflion under alternative II. It 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 contribu-
tion and interest income together with higher benefit payments than
shown under alternative 11, would lead to smaller net increases in the

trust fund.
ACTUARIAL S8TATUS OF THE TRUST FUND

Section 201 (b) of the Social Security Act requires the Board of
Trustees to present each year a statement of the actuarial status of
the trust fund. In the seventh annual report of the Board, new cost
illustrations were presented taking into account the foresceable effects
of the war and the brief postwar period to the date of that report. In
the previous report, the eighth, no essential changes were made in these
cost estimates other than to allow for the new contribution schedule
introduced in the Social Security Act amendments of 1947. The past
year’s experience has not indicated a need to modify these estimates,
although the work of revision is necessarily a continuous process.



FEDERAL OLD-AGE AND SURVIVORS INSURANCE TRUST FUND 15

In view of the striking economic changes due to the war, many of
which have been discussed in some length in previous reports, two
sets of cost illustrations have been prepared, one Keing based on “high”’
economic assumptions (intended to represent close to full employment
with average annual wages at about the level prevailing in 1944-46),
and the other being based on “low’’ economic assumptions (intended
to represent crudely and on the average employment conditions simi-
lar to those prevailing in 1940-41 combined with the annual wage level
prevailing in 1941-42). In view of the current level of wage and
business activity and the established national policy of maintaining
conditions conducive to full employment (as embodied in the Employ-
ment Act of 1946), it seems probable that the actual future experience,
on the average, will be closer to the high economic assumptions than
to the low ones and very likely even above the high economic assump-
tions. ‘

Within cach of the two sets of assumptions there is a further sub-
division into a low-cost example and a high-cost example, which will
indicate the range present as a result of possible variations in such
factors as mortality, fertility, retirement rates, and movement
between covered and noncovered employment. If all other cost
factors were maintained constant, costs expressed relative to pay roll
would be lower under high economic assumptions than under low
cconomic assumptions, However, the absolute dollar cost of benefits
might be higher under high economic assumptions than under low
economic assumptions, 'i"hc combination of assumptions which
would show a significantly wide range in percent of pay roll costs would
not necessarily yield a range of absolute dollar costs sufficiently wide
to reflect the many uncertainties involved in the demographic and
cconomic factors underlying the estimates. It was considered desir-
able, therefore, to present in cffect four cost examples, namely, low
employment, low-cost assumptions; low employment, high-cost
assumptions; high cmployment, low-cost assumptions; and high
employment, hitzh-cost assumptions. :

Under the old-age and survivors insurance system benefits are
available to the aged and to orphaned children and their widowed
mothers. There are a number of basic cost, factors which must be
continuously recognized in analysis of the costs of this program.

(@) Population.—The future trend of the population depends upon
the size and age distribution of the existing population as changed by
future births and immigration and by future deaths and emigration.
There are many types of error and bias in census data, as has been
recognized by the Bureau of the Census in its many comprehensive
reports on this subject. For instance, the 1940 census showed about
600,000 more persons aged 65 and over than had been indicated as
likely by data in the 1930 census and the deaths and migration between
the two censuses.

Crude birth rates declined for many years until the middle thirties,
due in part to the increasing percentages of the female population
past the child-bearing ages and in the middle ages where child bearing
18 less frequent, and in part to a decline in the age-specific birth rates.
However, since 1937 the long decline of the birth rate has been
reversed. During the war years quite high rates were reported, the
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wartime peak having been reached in 1943, Although the birth rate
declined somewhat after 1943, it remained higher lfmn at any timo
during the thirties despite the effeet of the war in removing from this
country many young potential fathers,  Beginning in the middle of
1946, the birth rate again rose very rapidly, and for the 12-month
period ending June 1947 the birth rate was higher than at any time
since before the beginning of the First World War.  Since that time
there has been some deeline, but the rate has been well above the
prewar level.

The inerease in birth rates in recent years seems to be largely con-
centrated in the rate for first and second births,  The inerease in first
births tends to inerease the proportion of the insured population with
dependents as well as the number of such dependents,  As a result,
the amount of insurance for survivors benefits is increased despite the
counteracting cffeet of fewer large families; in regard to the latter
factor there is only a limited effeet upon benefits because aggregato
benefits for a family are not increased for children in excess of three
where the mother is also entitled to benefits.

Immigration had been very heavy prior to 1915 and moderate in
the early twenties, but was quite negligible thereafter.  Most popula-
tion forecasts have assumed that no return to high immigration rates
may be expeeted although many war brides have come to this country,
and some refugees or displaced persons are being admitted.  Some
cemigration will occur in the postwar period as a result of ex-members
of the armed forces remaining or returning overseas, and the spread
of international organizations and cooperation. However, it is not
believed that emigration will be a relatively large factor.

As a basis for the new cost illustrations, two new population esti-
mates were developed.  These do not refleet 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
assumptions versus favorable ones. The 12 estimates prepared by the
National Resources Planning Board in its report of August 1943, en-
titled “Estimates of Future Population of the United States, 1940-
2000,” are useful in indicating the possible range of future population,
but it was considered desirable not to use any specific one of these
estimates, although following closely their methodology. A revision
of this 1943 report starting with a different population base and short-
range demographic factors but using in general the same long-range
assumptions with respect to future trends in mortality and fertility
has recently been released by the Burcau of the Census, “Forecasts
of the Population of the United States, 1945-75.” However, the
results were not available at the time the cost analysis here presented
was made, and in addition, data showing a range in population were
needed for a longer period than the next 30.years,

One reason that the National Resources Planning Board estimates
were not used is that these estimates do not reflect the war deaths
civilian mortality in 1940-45, and births in 1940-45. The official
estimates of the Bureau of the Census for 1945 indicate that births in
1940-45 were about 10 percent higher than the National Resources
Planning Board high estimate.  Another reason for developing new
estimates is to use a somewhat wider range in mortality assumptions
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(as will be discussed later), and in fertility assumptions (allowing for
somewhat higher fertility, as evidenced by the 1940--45 experience).
The population used for the low-cost assumptions-is based on high
mortality (level into the future at 1939-41 rates) and high fertility
(approximately 10 percent above the National Resources Planning
Board high rates). On the other hand, the population projection
used for the high-cost assumptions is based on low mortality (same
as National Resources Planning Board low rates up to age 65, but
with greater improvement for the older ages) and medium fertility
(same as National Resources Planning Board medium rates). Neither
estimate provides for migration, either in or out. Table 9 indicates
the alternative trends of population growth assumed for the total
population, for the group aged 20 to 64, and for the group aged 65
and over. The high-cost assumption projection shows a larger aged
population than the low-cost projection because of the assumed lower
mortality, but a somewhat lower population in age groups under 20
and 20 to 64, because of the assumed declining fertility which more
Ahan offsets the improved mortality. -

(b) Mortality.—Mortality rates by age have been improving since
the turn of the century for both sexes and for virtually all ages up to
60, with very little change above that age. The National Resources
Committee study of 1938, the National Resources Planning Board
study of 1943, and the Bureau of the Census report of 1948, all make
assumptions of a future improvement in mortality, as plausibly indi-
cated by past history.

In the low-cost assumptions, as mentioned previously, no improve-
ment in mortality rates at any age is assumed. However, in the high-
cost, assumptions, considerable improvement is assumed, with even
more at the older ages than the most optimistic assumption of the
National Resources Planning Board for tjm ultimate condition of the
year 2000. Although both sets of assumptions are arbitrary, they
may reasonably bound, for the purposes of this report, the range within
which mortality rates will fall.  If the range between them seems wide,
it should be recalled that no allowance has been made for the effects
of such diverse factors as: The application of new discoveries to the
prevention of disease, to the impairments caused by discase, and to
premature deaths; the possibilities of increasing the survival of im-
paired lives for only temporary periods; and the effects of future uses
of atomic energy.

Mortality rates are of major importance for estimates of future
benefits for the aged and of importance also in determining potential

“deaths among the younger fathers which will give rise to widowed
mothers’ and children’s survivor benefits and ultimately to aged
widows’ benefits.  Continuous study must be given to this important
clement. B

() Marital and family composition. —Marital relationships by age
have great significance for old-age and survivors insurance costs
because the system provides benefits for aged wives and widows,
A woman over 65 cannot draw both the primary benefit based on her
own carnings and a full wife’s or widow’s benefits based on her hus-
band’s earnings. Hence, it is necessary to consider both the marital
status of the female covered- workers and also the exits from this
group because of marriage. It is anticipated that there will be a
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relatively large cost offset on account of this provision which prohibits
duplication of .benefits,  The experience to date is extremely limited
in this respect, since this factor will not be of major importance until
some 30 or 40 years hence when the vast bulk of the current female
workers, those in their twenties and thirties, have attained the

minimum retirement age,

TavLe 9.—FEstimaled population of United States in selected years, 19665-2000

D

[In milllons)

All agos Agaes 20-04 Age 65 and over
Calendar year S N N

Total { Mcn [Women] Total | Men [Women| Total | Men [Women

Census estimato for 1947

144 72 2 - 85 12 43 10.7 5.1 5.6

Projection for low-cost assumptions

153 70 77 87 43 44 12,7 6. 6.7

150 74 50 89 44 45 14.0 6.5 7.5

170 8Y X) 100 LU 50 17.9 7.8 10. 1

199 9 100 113 57 56 19.0 8.3 10.7

SO L S SR S S _—

Projection for high-cost assumptions

194d . L 151 vH 76 89 44 45 13.1 6.2 6.9
V) el 1565 s 78 )| 45 16 14.9 7.0 7.9
TOS L 170 85 85 100 ) M) 22.8 10. 4 12. 4
Q00 e 173 LY 86 102 52 ) 28,5 13.3 15.2

Family composition data indicating the proportion of men with
children and the average number of children in such cases also has
great significance because the system provides benefits for orphaned
children and their widowed mothers. The future birth rate has an
important role in this connection since it determines not only the
total number of children, but how they are divided up into families.
The early claims experience, although valuable as a guide, does not
yet furnish clear bases for the future because of the lag in getting under
way and the effect of wartime conditions.

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 illustrations.
Various studies have indicated that at almost all ages women have
lower mortality rates than men, and that the mortality rates of married
persons are 10 to 20 percent lower than those for all persons combined.
In the present cost illustrations, differential mortality by marital
status has been considered in determining costs for the various types
of survivors benefits,

Old-age-insurance beneficiaries are composed of a number of dif-
ferent categories. Table 10 shows the various illustrative trends in
the number of beneficiaries, distinguishing between male and female
primary beneficiaries, wives of primary beneficiaries, children of
primary beneficiaries, aged widows of deceased insured individuals,
and dependent parents of deceased insured workers who left no

widow or child under 18. ’
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‘TarLe 10-—Fstimated old-age insurance recipients of monthly benefita ! in selected
years, 1960-2000

[In thousands]

I}Inla Ft{malo W{ves of Chll‘drcn of Agod Aged do-
. rimar rimar rimar rimar Agec
Calendar year enoficl. | Benoficl. enoficl. | beneficl. | widows | B¢ "‘,‘;?:
arles aries arles arles hare
Actual data for June 1948
[R5 1. U R 834 135 207 24 189 11
Low-employment, low-cost assumptions
2,200 400 750 70 000 110
3, 8% 1, 500 1,100 120 2,100 130
4, 200 2, 900 1,100 120 2, 500 100
Low-employment, high-cost assumptions
JOO0 . i 2,000 850 1,000 | 00 50 210
1080, e e ederecccrevanas 6, 300 2,500 | 1,600 120 2, 3C0 200
D1 8, 600 5, 300 2, 400 70 2,800 270
High-employment, low-cost assumptions
1900 . e e cmeiimiiemce e 1, 800 400 600 50 050 110
LR | SN 23,700 1, 600 1,100 110 2,300 130
2000 . eeace e 4, 800 3. 500 1,200 120 2,800 100
High-employment, high-cost assumptions
T e e 3,000 700 1,000 80 1,000 I 210
1980 e eemcme e cccecaaeaeas 6, 000 2, 60 2, 100 130 2,500 | 20
2000l I 1008 6, 500 2,700 80 3. 000 ' 270

! Women qualified both for primary benefits and for wife's, widow's, or parent’s benofits are shown as
primary beneficiaries,

Although old-age beneficiaries make up the bulk of the prospective
recipients under the program, the young survivors, composed of
orphaned children and widowed mothers, will be responsible for a
considerable amount of henefits. Table 11 lists these two groups
separately.

TasLe 11.—Estimated younger survivor insurance recipients of monthly benefils in
selected years, 1960-2000

[In thousands)

Low-employment assumptions High-employment assumptions
Calendar Low cost High cost Low cost High cost
year
Orphaned | Widowed | Orphaned | Widowed | Orphaped | Widowed | Orphaned | Widowed
childten | mothers | children | mothers | children | mothers | children | mothers

1960« onn... 700 240 650 240 810 210 670 220
10800 . enen. 880 270 480 200 1, 000 260 540 200
2000 ccnnnnn. 90 310 410 180 1,160 310 480 190

Note,—Actual data for June 1948: 533,000 orphaned children and 141,000 widowed mothers,

The high-cost assumptions for each of the two economic assumptions
show, as expected, a larger number of beneficiaries than the low-cost
assumptions (table 10); this is in part because of the lower mortality
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rates assumed which result in a greater number and proportion of
aged persons, and in part beeause of the higher retirement rates as-
sumed and the greater proportion of the population assumed to be
insured as a result of the in-and-out movement. On the other hand,
the lower mortality, despite the somewhat higher birth rate, tends to
have the opposite effeet in regard to young survivors (table 11); a
smaller number of child and widowed-mother beneficiaries under the
high-cost assumptions than under the low-cost assumptions are indi-
cated for each of the two economic assumptions separately,

() Proportion of time in covered employment prior to qualification for
benefite.-- The number of persons who gain protection through be-
coming cither “fully insured” or “currently isured’” under old-age
and survivors insurance depends upon the volume and pattern of their
work in covered employment and upon the amount of taxable wages
carned in such work., A discussion of the latter factor is presented
subsequently under item (g).  Table 12 indicates for men and women
separately, the varying distributions according to number of years
with some wage credits for the covered population after the first 10
vears of operation of the system.  As would be expected, those who
are fully insured are concentrated at the longest period of employment,
followed by those only currently insured, with those not insured having
had employment in only 1 or 2 years in the bulk of the cases.

Tanee 12.-- Percentage distribution of workers in covered employment under old-age
and survivors insurance at some (ime during 193746, by number of years with
wage credils, and by insured status ' as of Jan. 1, 1947

Male ‘ Female
1
Number of years with wage ; T }— T T_'—-‘m_"—jﬂm o i
redits : o Currently T Curren
e i “l;.l\'lll!‘fd l irlx:‘.ur('d) i Uninsured ili":lll!%d insnrv:ly Eninsured
oM Tonly | s only
s R ,___.___.~_,_N-.-_.._..~',._._-_____ ————
F'otal 100.0 1000 100.0 | 1000 | 100.0 100. 0
Vo e N BTG W RO\ 33,4
2 AU 1.1 47 23.3 2.0 5.7 25.9
3 £.8 ) 10.9 1§ 17.2 7.9 18.2 17. 0
4 | h 19. 5 12,2 13. 4 28.2 10.5
i 67 26. 6 7.0 13.2 25.3 6.5
6o L 18,1 H.1 1.9 11.3 356
T 9.6 10, 4 2.9 0.8 5.6 1.8
N . 0.4 ! 56 1.3 a1 3.2 .0
Y - .7 2.9 ] .7 L6 T
1o ‘ 40,9 | 1.4 2 240 ! 9 A
' H i

FNot gdjusted to refleet ehanges in insured status arising from (1) eombined earnings under enordinated
survivor provisions of the oldaage and survivors insuranee and railread vetirement programs; (2) veterans
dected 1o be fully insared only us result of gee. 210 of title 11 as amended in 1946,

s tnnpplieable,

Another indieation of the relative proportions of the population
having contact with the program is given in table 13, Here are shown
for certain age and sex groups the proportions of the total population
of the United States as of the beginning of 1945 who were isured, or
who had some wage eredits but not suflicient to be insured, or who
never during the 8 years of operation considered had had any covered
cmploviment.

Hlustrations are presented in table 14, 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 ahove and

below 65, The percentages for age 65 and over include primary
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heneficiaries.  Table 15 relates the primary beneficiaries actually
drawing benefits to the total aged population, It has been assumed
in these costs illustrations that all persons eligible to receive primar
henefits based on theirown earnings would apply for and receive suc?;
benefits even though they might be entitled to larger wife’s, widow'’s,
or parents’ benefits, which instead they would receive as a reduced
supplementary amount. This assumption has been made because it
is always to the individual’s advantage to receive primary benefits
and reduced supplementary benefits of snother category rather than
solely the full benefits of the other category.

In tables 10, 11, 14, and 15, only potential long-range trends have
heen set down, without recognition of cyclical or periodic irregularities.
Bearing this in mind, certain trends may be observed in these illustra-
tive tables of number of beneficiaries:

TasLE 13.—Percentage distribution of total population aged 15 and over as of Jan,
1, 1946, according to insurance status, by age and ser

Men Women
With With
Age! wage With wage With
Total | Insured ?{ credits | no wage Total [ Insured?] credits | no wage
but not | credits but not | credits
insured 3 insured 3
Taand over. ......... 10 51 32 17 100 23 30 47
1I5to 10 ... ... ... 100 16 H 28 100 14 51 32
0t029. ... 100 55 42 3 100 42 41 17
30to30... . ... 100 69 26 b 100 27 34 40
0 tod0. ... 100 61 27 12 100 22 25 53
Mtod . . 100 51 27 22 100 14 18 69
ito64. . ... .. ... 100 43 28 29 10 8 11 81
BHto Y. oo B {4 1] 35 23 42 100 5 [§] 89
Wto74. ... .. 100 25 13 62 100 2 2 96
75andover........_. 100 9 5 88 100 1 0 99

T Age on birthday in 1944,
? Includes persons cither fully or currently insured. o
3 Includes those with some wage credits during 1937-44 (although not necessarily in 1944), but not

suflieient to be insured, .-

TaBLE 14,—Estimated proportion of the population insured under old-age and
survivors insurance in selected years, 1960-2000

[In pereent)

Low-employment assumptions High-employment assumptions

Low cost High cost Low cost High cost
Calendar year .
. Ages Ages Ages Ages
Ages Ages Ages Ages
. 65 and 65 and 65 and \ 65 and
2064 over! 20-64 over ! 20—64 over! 20-64 over !
Men
1960 . oot 55 41 65 46 65 44 75 19
R0, ) 57 56 67 65 71 64 81 3
2000, ... b7 58 68 69 72 75 83 85
Women ?
22 6 29 8 27 7 356 |- 10
28 15 36 21 39 16 48 22
29 27 38 35 45 35 5 43

! Including primary beneficiaries. .
 Excludes wives and widows of fully insured men except such wives and widows who ure insured on the

basis of their own employment,
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TanLe 15, FEstimated proportion of population aged 65 and over receiving primary
benefils,d 1960-2000 )

[In percent)

S
! Low-cmployment assumptions High-cmployment ussumptions
Calendar year f l.ow cost : High cost Low cust High cost
P Men : Wonten ’ Men I Women Men Women Men Women
160 ¥ a3l 6 41 8 27 6 43 9
laso. oo L I 48 | 4 61 20 47 14 66 21
200 ' 51 | 27 i 65 35 58 33 79 43
|

\ P Women qualified hoth for primary and for wife's, widow's, or parent's benefits are shown as primary
wnetieiuries, )

(1) An over-all uptrend in beneficiaries under all types of old-age:
benefits---except in the relatively minor category of dependent parents;

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

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

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

(5) A rapid rise in the perecent of aged persens drawing primary
benefits from 1955 to 1980, and a slowing down of the increase in the
following 20 vears.

(¢) Remarriage rates.—Remarriage of “young widows’ is a rather
important cost factor. The greatest possible duration of benefits
occurs among the vounger widows, who can receive benefits for many
vears as mothers of young children and later as aged widows. These,
however, are also the women with the greatest chance of remarriage.
Among the older mothers with fewer prospective years of benefit
receipt (their voungest child being nearer age 18), the probability of
remarriage is lower. Remarriage rates are affected both by age of
widow and duration of widowhood. Recognition of the remarriage
factor results in considerable reduction in the prospective cost of
benefits to young widows, It also results in considerable reduction
in the deferred portion of benefits otherwise payable to widows upon
reaching age 65. This factor results in a tangible reduction in the
volume of “life insurance’’ afforded by the program when such “life
insurance” is interpreted as the present value, in case of the worker’s
death, of prospective benefit payments to his surviving dependents.
It is estimated that at the présent time the program is providing more
than $75 billion of “life insurance’ protection for survivors, exclusive
of the temporary survivor protection for veterans provided for by
title II of the Social Security Act amendments of 1946,

(f) Employment of beneficiaries.—Since monthly benefits for all
categories of beneficiaries are suspended in any month in which the
beneficiary earns $15 or more of covered wages, assumptions as to the
emplovment of beneficiaries rank high among the various cost ele-
ments.  As of June 1948, about half of those age 65 and over who were
fully insured were actually recciving benefits (table 8). This low
proportion is due to the apparently abnormal work opportunities for
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the aged now prevailing, and also to the element of lag in that the
aged insured population now contains relatively few at the more
advanced ages (say, 75 and over) where work opportunities are rela-
tively sparse. In the future this proportion is bound to increase, if
for no other reason than the aging of the insured population,

Then, too, a large demand for labor draws into employment and
away from benefit receipt many widowed mothers and older children.
Under the high-employment illustrations there is a greater allowance
for this savings factor of employment of beneficiaries than in the low-
cmployment examples.  Likewise, within each employment assump-
tion there is assumed to be more employment of heneficiaries in the
low-cost assumptions than in the high-cost ones. :

(g) Income in covered employment.—One of the most striking changes
in earncd income on record has taken place since 1938. ot only
have there been further rises in the hourly rate of earnings since the
end of the war, but also there has tended to be relatively ﬁbtle unem-
ployment including partial unemployment, so that most workers have
had a full workweek. The resulting change in wage income gives
workers relatively more chance of obtaining credit for quarters of
coverage (at $50 per quarter) than had been the case in the prewar
years, and as a result produces an increase in number of persons with
insured status and in the average wage used for benefit computations.
Under the high-employment assumptions this increase is assumed
to be more or less permanent, whereas under the low-employment
assumptions it is assumed to be only temporary, although affecting
future years to a certain extent,

Assumptions as to future covered wages are essential in developing
illustrative actuarial projections. The trend of wages in the past has
been unquestionably of an upward character. The level of carnings
at the cend of the reconversion period and their movement thereafter,
of course, affect contributions and benefits under the program, since
both are geared to covered earnings. Some indirect recognition of
uncertainties with respect to wages 1s given in the adoption of low and
high sets of average wage assumptions used respectively with the low-
and high-employment assumptions. This point is discussed further
in connection with the illustrative cost. chart presented subsequently.

The data derived from old-age and survivors insurance records are
not yet fully useful for long-range cost purposes. Average reported
wages were much lower in the early years of the system than they are
currently. The increase which has occurred is indicated in table 16.

The high-employment assumptions use an average annual creditable
wage throughout the period 1955-2000 of $2,400 for men working in
four quarters of a year and correspondingly $1,440 for women. Under
the low-employment assumptions the four-quarter-average wage used
for males is $1,800, with $1,080 being used for women. I%or both low-
and high-employment assumptions and for both men and women the
average wage used for three-quarter workers is about 50 percent of
that for four-quarter workers (1. e., at a lower rate per quarter), while
the corresponding proportions for two- and one-quarter workers are
about 20 and 10 percent, respectively. These ratios of the part-time
average covered wage to the four-quarter average parallel very closely
the actual ratios observed in the old-age and survivors insurance
wage data. The four-quarter wage assumptions may be compared
with the actual experience for such workers in past years as shown by
the last two columns of table 16,
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Tasre 16.-—Average wage credils of workers under old-age and survivors insurance
by year, 193747
1

r el . ,
Workers with any wages in year Workers Mlh‘n:tﬁ(;:‘%'rl:l all 4 calendar
Calendar year e e e e
Total Men Women Total Men Women
Wy $899 $1,037 $539 () Q] 0]
s K42 0568 M8 $1, 211 $1,350 $783
130 e XK 1014 56 1, 246 1, 400) 800
0 26 1,070 HA3 1, 305 1, 465 831
o e 1,014 1,188 ixl 1, 466 1, 46 910
W2 T 1,127 1, 364 (11] 1, 703 1, 9139 1,047
s 1, 289 1,581 - 87 1,013 2, A6 1,271
1444 e 1, 360 1, 681 BR7 1, 090 2, 30 1,402
[ T S 1,428 1, H91 895 1, 0%) 2,301 1,387
1(H6 2 1,387 1,624 028 2,033 2,272 1, 452
M7 12 e 1, 559 1, 810 1, (030 2,220 2,420 1,610

I Data not uvallable,
1 Preliminary.

In determining the number of covered persons under the low-em-
ployment ussumption, percentages by age were developed through
analysis of the 1940 wage data, while for the high-employment as-
sumption the percentages derived were based on 1943-44 conditions
with suitable modificationto allow for the absence of younger males
in military service. It was assumed that in the future the proportion
of the population which would be in eovered employment would grad-
ually rise for ecach age group since there has heen a definite trend in
the past for more and more of the total labor force to be in covered
employment.  Correspondingly, the rise was assumed to be greater
for women, since in recent years thev have been participating more
and more in the covered labor foree.

Because the coverage of the system exeludes several large categories
of employment (agricultural, domestic, nonprofit, railroad, and public
employment and the self-employed), there is a flow of workers between
covered and noncovered employments as well as between covered
emplovment 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 qualification.  The extent of contact is a func-
tion both of stability of covered jobs and of age; older persons are
somewhat more settled in their work than younger persons. Table
17 illustrates differences in the extent of employment contact that
workers had with the program within the single calendar year 1946.

TasrLe 17.—Percentage distribution of workers in employment covered by old-age
and survivors insurance, by number of calendar quarlers with wage credits, 1946 !

Age?
- Calendar quarters with m . o
wage credits I'otul Malc Femule

. Under 25 25t0 44 | 46 and over
Total............ e 100.0 100.0 100.0 100.0 100.0 100.0

I 14.7 13.0 17.9 23.1 12.6 0.9
2 13.9 12.6 16. 4 21.7 12.2 9.0
3. e 13.8 13.4 14. 4 10.0 13.2 9.5
S 57.6 650.9 51.2 36.2 62. 1 71.5

) Pn*llmirmri;: partly estimated ond subject to revision,
1 Age at birthday in 1946,
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The carrying through of the prospective progress of the program
using the various elements discussed above furnishes reasonable
illustrations of future beneficiaries and costs, though neither the
lowest nor the highest conceivable, the values derived being within
the outside boundaries of possibility. Experience to date is limited,
the payment of monthly benefits having begun only in 1940. As
payments 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, pay-
ments among the relatively small number eligible to receive them have
been limited by postponements in the claiming of benefits occasioned
by the war and immediate postwar conditions. The long-range illus-
trations look beyond these various limitations and furnish some indi-
cation of the trend in the costs of the old-age and survivors insurance
program. :

The Social Security Act amendments of 1946 contained only one
major benefit provision in regard to old-age and survivors insurance,’
namely, the providing of survivor protection for veterans for a limited
period after discharge (generally 3 years). These payments are to be
on an entirely independent basis but are not in full an addition to
bencefits otherwise payable on the basis of wage credits. The cost is
to be met entirely by appropriations from the General Treasury.
Since the protection is on a temporary basis and since the cost is to
be met independently of the regular sources of income of the trust
fund, these long-range cost illustrations disregard bhoth the benefit
payments and the appropriations arising under this special provision.

Another important element affecting old-age and survivors insur-
ance costs arose through amendments made to the Railroad Retire-
ment Act in July 1946, which provide for a coordination of railroad
retirement and old-age and survivors insurance covered wages in
determining survivors benefits. In some instances such survivor
benefits based on the combined wage credits will be paid by the rail-
road retirement system, whereas in other cases the benefits will be
paid by the old-age and survivors insurance system regardless of the
fact that each specific individual worker contriguted in part under one
system and in part under the other. The amendments to the Railroad
Retirement Act provide that before 1950 a study should be made set-
ting forth the actual experience and recommending legislative changes
necessary for equitable distribution of the financial burden of such
awards as between the two systems. In the long-range cost illustra-
tions developed here it is assumed that eventually the impact of the
costs of the coordinated benefits between the two systems will be
properly allocated, and that there will be such a small net effect on the
long-range costs that this coordination provision may be safely ignored.
Even if 1t were desirable to consider this element, there are no avail-
able data for making any reasonable estimates at this time.

Table 18 summarizes the previous discussion by showing illustra-
tive numbers of beneficiaries. The category ‘‘younger survivors”
comprises orphaned children and their widowed mothers. Widows
aged 65 and over are included under the ‘“old age’ category, as are
also dependent children of primary beneficiaries.
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Tanvne 18, —~Fstimaled old-age and survivors insurance beneficiaries in receipt of
benefits as of middle of selected years, 19602000

[In thousands)

Low-cost assumptions High-cost assumptions
Calondar year Old-nge l Younger Old-age Younger .
J 1 ] - ”
h«;n(;p:l ' survivors Lumpsum l)«;{]r(i({jscl survivors Lump sum

Low-employment assumptions

10, 4,400 I, 030 340 5, 800 890 320

O8O ..ol e 8, 8500 1, 15) H8l) 13, 400 080 560

2000 e 10, 900 1,300 770 19, 500 600 850
High-employment assumptions

W0 3, 00 1,020 380 04,000 800 350

O 8, 800 1, 260 6H8() 14, 500 740 1340

000, .. 12, 500 1,470 (180 23,100 670 1,020

P Number of deaths during the year resulting in lnmp-sum payments,

Note.~-Actual data for June 1H48: 1,400,000 old-age beneficiaries and 674,000 younger sutvivors, Actual
lump-sum death payments in 12-month period ending June 1848: 104,000 deaths,

It is to be noted that in addition -to the assumptions already
discussed, the Jong-range cost illustrations include assumptions
relating to retirement rates, interest rates, and various miscellancous
admimstrative factors.  Since the earlier cost illustrations were
developed, sufficient actual experience under the operation of the
program is available to permit various modifieations to be intro-
duced to allow for such factors as the various minimum and maxi-
mum provisions as to benefits, and the provision that the lump-sum
death payment, in certain instances, may not exceed the actual
burial expenses.  Also taken into account in the cost illustrations
here presented are such miscellancous factors as differential retire-
ment rates by marital status and the effeet on the size of survivor
benefits of lowered ecarning capacity during last illness,

Hlustrative long-range costs )

There now follows a presentation of the illustrative cost results of
combining values for the various elements discussed earlier in this
section.  The long-range cost illustrations, which are. subject to
continual testing, refinement, and adjustment, are presented in chart
1 and in table 19.

As indicated in the chart and table, assuming a constant average
wage throughout the period considered, contributions at the rate of 4
pereent of taxable pay roll (the rate scheduled to become effective in
1952) would exceed benefits until 1990 under the high-employment,
low-cost example and even thereafter would be only slightly lower.
Under both the high-employment, high-cost example and the low-
employment, low-cost. example, contributions would exceed benefits
until about 1970, while for the low-cmployment, high-cost example,
this point would come somewhere between 1960 and 1965, In all
instances there would result for at least the next 15 years increases in
the funds accumulated and the interest earnings thereon would be
available later to meet a portion of the benefit payments,
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In the case of the high-employment, low-cost example, this income
from interest could forestall indefinitely the necessity for (1) an in-
crease above 4 percent in pay-roll contribution rates; (2) contribu-
tions on the part of the Treasury derived from general taxes as dis-
tinet from pay-roll contributions; (3) liquidation of the trust fund for
purposcés of meeting benefit obligations when these come to exceed
pay-roll-contribution income; or (4) any combinations of these.
Under the other three examples, however, such interest income would
substantially defer, but not eliminate, the time when one or more of
these other sources would have to he tapped to assist in financing the
benefits provided by statute,

Tanne 19.—Illustrations of benefit payments and contribution income of the old-age
and survivors insurance trust fund in selecled years, 1960-2000 !

Low-cost assurnptions High-cost assumptions

Calendue year avments | Son tn | Bonents | (KRR | GBI | Benents

P bl | como (n | a8 pereent | POFIENS | o6 (| 03 percent

k aNhe U1 of pay roll ! a U | of pay roll

lons) hillions) lions) billlons)
Low-mriploynwnt assumptions
VO . e e $1.4 §1.9 3.1 $1.7 $1.9 3.7
1970 e 2.1 2.1 4.0 2.7 2.1 5.2
TOSOL . 2.8 2.3 5.0 3.0 2.2 7.2
l)lm()) ........................... ;g gé h. ’7; 5.£l) 2.2 ]g. 2
QM0 i 3. . b3 5. 2.2 .9
IMB Lo 20002 e e ?{,,3 ........ :).-.l ............ 1¢6.2
Level premium in perpetu-
T RN ENSRUURUR USSR St ! ........... 17.0
i !
High-employment assumptions
0. e 3.5 $3.4 1.8 2.1 l $3. 4 2.5
1970 .. 2.4 3.8 2.6 3.4 3.8 3.7
VR0 3.5 4.2 3.3 5.2 4.0 5.2
TOY0 e 4.5 4.5 4.0 7.1 4.1 6.9
20000 i 5.1 4.8 4.2 8.5 4.2 8.1
TG L0 2000 2. Lo e i e eee e 229 0 el 14.6
Level premium in perpetu-

Y 3 e [Frreremme e 33.0 | e 35.3

1 'T'he figures in this table are subject to limitations stated in the text and correspond to the values used in
chart 1, Contribution Income s hased on the 4 pereent statutory rate.

¥ Average or lovel cost witliout interest for the 55-year period,

3 Lovel cost (based on discounting at 2 percent interest) of benefit payments after 1045 and in perpetuity,

taking into account accumulated funds through 1945,

Note.—Actual data (based on Dally Statement of the U, S, T'reasury) for calendar year 1947: $0.47 bile
lion benefit payments, $1.56 billion contribution income, and benefits 0.60 percent of taxable pay roll,

The chart shows the steady rise in benefit payments under the
widely different sets of conditions discussed earlier in this section. 1t
shows the large increases, relatively and in absolute quantities, which
would oceur even after 1980, particularly within the framework of the
high-cost assumptions. Because of the nature of the assumptions,
the chart shows only smooth curves and hence does not show the
irregularities and periodic cyclical variations which may develop.
These irregularitics are expected to be far more pronounced in the
curves pertaining to contributions than in those representing benefits,
because the dollar amount of the benefit roll, after the system is well
established, will contain a large proportion of fixed payments to per-
manently retired persons. However, the pay roll of covered workers
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from which the contribution incomo is derived is quite sensitive to
current fluctuations, through inereases or decreases in job opportuni-
ties, ups and downs in the workweek, and changes in unit rates of
pay. Thus, the chart indicates more smoothness of income and dis-
bursements, especially the former, and more stability in the percent-
age relationship of the two than actually is likely to occur. In fact,
for demographic reasons alone, as discussed earlier in this section, it
is unlikely that the system even eventually would level out to a com-
pletely fixed relationship between contributions and benefits.

Another factor mentioned carlier but not used in the actuarial
projections is the trend, exhibited in the past, of an irregular but
upward movement in earnings, both on a dollar basis and in the form
of real wages, If this secular trend continues, then—other things
being equal—the curves of benefits and contributions would both be
more steeply ascending than shown., The upward changes in the
contribution curves, however, would be far more accentuated than
would be such change in the benefit curves.  There are several reasons
for this, the important one being that the benefit incerease would be
dampened beeause: '

(1) The benefits are determined in large part by the average
monthly wage up to the maximum of $250; 40 percent is applied to
the first $50 thereof and 10 percent to that part above $50. As
average wages increase and as ‘more persons approach or reach the
$250 maximum, a larger portion of such wages falls in that portion
of the benefit formula to which the 10-pereent rather than the 40-
percent rate applies.  Thus benefits are reduced in relation to wages,
and consequently in relation to contributions,

CHARrT 1,

ILLUSTRATIVE LONG-TERM TRENDS OF BENEFITS AND CONTRIBUTIONS
(SUBJECT TO THE LIMITATIONS STATED IN THE TFXT)

DOLLARS (BILLIONS) LOW EMPLOYMENT ASSUMPTIONS : DOLLARS (BILLIONS)
] [ T [ |
6 —LOW COST EXAMPLE - HIGH COST EXAMPLE //- 6
4 BENEFITS , — 4
¢ ;:/-"‘."- T \cmmaunwv 5 = l- ------- 2
ol 1L 1 1 L b 1 | ! 1 o
HIGH EMPLOYMENT ASSUMPTIONS o
10 = |
[ ] I I
LOW COST EXAMPLE HIGH COST EXAMPLE
8 8
6 / 6
‘ —— - sl = ‘-7’ 4
e
2 o — 2
0 | 1 | | 1 | | L [+)
1955 ‘6% 75 ‘8% 95 195% 6% s 85 95
MOVET MeT

SO, S LAY AP TN By
ATty [ 23

P OF Tug
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(2) Any year's contributions are substantially based on the covered
wages of that year, while any year's benefits in force are based on
weighted composite wages of all previous years in which the insured
persons on whose account the benefits are paid worked in covered
employment, thus including—in future years—wages of as much as
60, 70, or more years previously, .

Under the assumptions of a I1-percent compound annual rate of
increase in wage level and of a static bencfit formula unchanging
from the present provisions, benefit disbursements in the year 2000
would be only about 10 percent higher than under a level-wage
assumption (as in table 19 and chart 1). At the same time, con-
tributions would be increased by about 50 percent under the low-
employment (and low-wage in the early years) assumptions and by
about 35 percent under the high-employment assumptions. On this
basis the annual benefits related to annual pay roll for the year 2000

would be as follows:

Rising Level
wage wage

Percent g Percent
5.8

Low-employment, low-cost assumptions. ... i 4.2 5.
Low-employment, high-cost assumptions. .. .. oo 7.7 10.5
High-employment, low-cost assumptions. ... il g 4 4.2

. h. 6 8.1

High-employment, high-cost assumptions. ... ..ol

Thus, the cost of benefits relative to contributions in a year half a
century hence would be decreased by about 20 to 25 percent under an
increasing wage, static benefit formula assumption. Under such a
wage assumption, the cost expressed as a level premium into perpetu-
ity, taking into account discounting at 2 percent interest, would show
a range of from 2} to 6 percent, as contrasted with the range of from
3 to 7 percent as shown in table 19.

The assumption of steadily rising average wages in -conjunction
with an unamended benefit formula has an important bearing on the
long-range cost of the program. With such assumptions, the future -
rise in wages would seem to offer significant financial help in the
financing of benefits because pay-roll contributions at a fixed percent-
age rate would increase steadily relative to benefit disbursements; but
the benefits paid to beneficiaries would steadily diminish in relation
io current wage levels. In such a case, it is Iikely that the present
formula would not be maintained, but rather revisions would be
adopted which would make average benefits at least as adequate
relative to the then existing wage level as average benefits under the
present formula were in relation to the 1939 level. In revising the
benefit schedule to conform with the altered wage level, the changed
cost and contribution picture would have to be considered, especially
changes resulting from the fact that a worker’s benefit would be based
on wages prevailing at the time of retirement, while his contributions
and the interest accumulated thereon would be based on the lower
wages prevailing during the period of his active employment.

In addition to excluding the assumption of increasing wages in the
future, the cost examples given have avoided dealing with various
other important secular trends with diverse effects on costs which
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cannot now be adequately extrapolated into the future. One illus-
tration is the lengthening of the period of childhood or preparation
for work. Another is a drastic change in the average age of rotirve-
ment either to a considerably lower effective age so that practically
all persons would retire at the minimum age of 65, or conceivably in
reverse to a higher effective age under circumstances of greatly im-
proved health conditions combined with good employment oppor-
tunities, such that few would retire before age 70 or even 75,

SUMMARY AND CONCLUSIONS

At the end of the fiseal year 1948, aggregate old-age and survivors
insuranee benefit pavments were being made at an annual rate of about
$360 million: in the last of the five fiscal years ahead, annual payments
are expected to total from $925 to $1,027 million.  The trend of such
payments will be upward throughout the present century; by 1970,
benefit disbursements are expected to inerease to four to six times.
their current level.

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

At present, emplovers and employees are contributing 1 percent
each on taxable wages and pay rolls in industries covered under the
program. Under the Social Security Aet Amendments of 1947, this
1-pereent rate will remain in effect until Januvary 1, 1950, when the
rate will rise to 1% percent each on employer and employee. The
amendments provide for a 2-pereent contribution rate for the calendar
vear 1952 and thereafter.

The Board of Trustees maintains the view that prudent manage-
ment of the finances of the trust fund requires emphasis on the long-
range relationships between the disbursements and the income of the
fund. According to the calculations summarized in this report, the
level-premium cost of benefits under the system into perpetuity at a
2-percent interest rate may range between 3 and 7 percent of pay roll.
These figures are lower than the estimated costs of the program when
it was adopted in 1939 and below the level-premium cost figures con-
tained in some of the earlier reports of the Board. The war and its
aftermath, as well as the recovery from the depression of the early
thirties. have been acconipanied by important changes in many of
the factors which determine the relationship between benefits and
contributions under the program. Among the more important factors
which have led to a reduction in the illustrative costs, measured as a
percent of pay roll. are the increased level of earnings and the expanded
emplovinent in covered occupations.

The present cost figures are predicated on the maintenance of level
wage rates,  The evidence available from historical experience and
from the development of our economic system indicates that the level -
of income and earnings in the Nation is likely to rise in the future.
Incregses in the past have been somewhat uneven, but on the whole
they have been persistent over the decades.  Taking into account a
long-term tendencey for wages to rise, the range of the level-premium
cogt might be reduced from 3-7 percent to 2 %“—6 pereent,
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The factors which, in large part, account for the anticipated favor-
able financial position of the program in the period immediately ahead,
and for the reduction shown in the figures on the long-range cost as a
pereent of pay roll, at the same time have seriously impaired the
adequacy of benefits based on present benefit provisions.  From the
first quarter of 1940, when monthly benefits began to be paid, to the
middle of 1948, the cost of living rose 72 pereent, while the average
primary benefit paid rose 15 pereent—from $21.84 to $25.13 (chart 2).
From a study made in 1946, it has been estimated that in one large
Eastern city a little more than a third of all aged beneficiaries who
were retired cither were receiving publie assistance or, on the basis
of their meagre resources, probably could have qualified for it. The
inadequacies of the benefits paid will become inereasingly pronounced
unless the benefit formula is adjusted upward to reflect the rise in
wages, national income, and living standards.

In their annual reports to Congress, the Federal Security Agency
and the Social Security Administration have pointed out that there
are many inadequacies and gaps in present coverage and benefit pro-
visions—gaps which in large measure have developed or been intensi-
fied by war and postwar conditions. Similar views were expressed by
the Advisory Council on Social Security in its report submitted to the
Senate Committee on Finance on April 8, 1948, The Board of Trus-
tees is of the opinion that there is urgent need for a review of the
old-age and survivors insurance program, covering not only the benefit
formula, the coverage of the system, and the scope of protection
afforded, but also contributions and financial policy, in order to develop
a total program more nearly in accord with current and prospective

conditions,
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