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THIRD ANNUAL REPORT OF THE BOARD OF TRUS-

TEES OF THE FEDERAL OLD-AGE AND SURVIVORS

INSURANCE TRUST FUND

INTRODUCTORY STATEMENT

The Federal old-age and survivors insurance trust fund created by
section 201 of the Social Security Act, as amended, is held in accordance
with the statute by a bourd of trustees composed of the Sccretary of
the Treasury, the Seeretary of Labor, and the Chairman of the Social
Security Board, all ex oflicio.  The Secrotary of the Treasury serves
as managing trustee.  The board of trustees is required by law to
submit an annual report to Congress on the present and prospective
status and operations of the trust fund.

This third report of the board of trustees is submittéd at a time
when the Nation is at war; it covers operations of the fund in a fiscal
yeur in which the Nation at war during nearly 7 of the 12 months,
The adjustments in economie life required to win the war have had
their influence on the old-age and survivors insurance program as on
other important phases of our national life. In smah times it is
peculiarly difficult to foresce for the next few years the year-by-year
changes in the finances of the program. The changes which will occur
will be closely related to the course of the conflict, its duration, and
its effects on our economy. The difficulties of prediction extend to
estimates of the war’s effects on trust-fund operations.

The war has increased markedly the numbers of persons currently
contributing and building up benefit rights under the old-age and
survivors insurance program and has altered the age and sex composi-
tion of the contributors. Since June 1941, millions of persons have
entered employment in industries covered by the insurance system.
Many males of working age who were previously unemployed have
found jobs. New entrants, however, consist in much greater pre-
portion—than before the war—of women, persons below age 20, and
persons over age 0. In addition, hundrm&s of thousands of persons
self-employed or [ormerly employed in domestic service and agri-
culturo—employments still excluded from coverage under the old-ace
and survivors msurance yprogram—have obuained work in war in-
dustrics covered by the program.  Simultancously, wmillions of other
persong previously working in eovered employment have left such
employment to enter the armed forees or to work in Government
arsenals, shipyards, and other governmental civilian employments.
Both the net inerease in the number of current contributors and the
changes in the age, sex, and family composition of the contributors
will have important influences on the finances of old-age and survivors
insurance. Any additional benefit rights being accumulated by the
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2 FEDERAL OLD-AGE INSURANCE TRUST FUND REPORT

new entrants and the intertuption of henefit accumulations by those
who have left employments covered under the act will affect future
disbursemonts mu\ the relationship between disbursements and con-
tributions.

The various financial operations of the programn are integrated
through the old-uge and survivors insurance trust fund. The trust
fund 18 availublo for the payment of old-nge and of survivors insurance
benefits, and for reimbursement of expenditures incurred by the
Social Security Board and the Treasury Department in the adminis-
tration of the program. Benefits ave paid out of the fund by the
managing trustee in nccordance with section 205 (i) of the Social
Security Aci, a8 amended, upon receiving certifications from the Social
Sceurity Board.  Reimbursements for administrative expenses are .
made in accordance with seetion 201 (f) of the act, ns amended; which
directs the managing trustee to pay from the trust fund for ench 3-
month period the amount of m}minintmtivo expenses of both the
Social Sceurity Board and the Treasary Department under titlo IT
of the Social Security Act and under the Federal Insurance Contribu-
tions Act.

Receipts of the trust fund during any year include amounts equiva-
lent to the contributions of covered workers and their employers, and
interest on, and proceeds from, the sale or redemption of any securitios
held by the trust fund during the year.  Amounts cquivulent to 100
pereent of the taxes (including interest, penalties, and additions to
taxes) received under the Federal Insurance Contributions Act and
covered into the Treasury are appropriated to the trust fund cach
fiscal year. Under the provisions of this act all employees and em-
ployers, excepting those in employments specifically excluded, are
calfed upon to pay contributions assessed on wages not in excess of
$3,000 per annum. A contribution rate of 1 pereent on cach employer
and employee has been in effect sinee the beginning of the program and,
under the present law as amended, this rate will continue in effect
until December 31, 1913, The contribution rate of cach i3 scheduled
to rise to 2 percent on January 1, 1944, to 2)4 percent on January 1,
1946, and to 3 percent on January 1, 1949.

Funds not required to meet current disbursements are invested by
the managing trustee.  Sccurities cligible as investments for %hu fund
are interest-bearing obligutions of the United States and obligations
guaranteed as to totlx principal and interest by the United States.
Investments may bo acquired on original issuo at par or by purchase
of outstanding obligations at the market price.  The issuance of spe-
cial obligations exclusively to the trust fund is nuthorized under the
provisions of the Social Sccurity Act.  These obligations are required
{0 bear interest at o rate equal to the average rate of interest ‘)o'me
by all interest-bearing obligations of the United States forming u purt
of the public debt, as computed at the end of the calendar month next
preceding the date of issue.  If such average rate is not a multiple of
one-cighth of 1 pereent, the rate on special obligations issued to the
fund is required to be that multiple of one-cighth of 1 percent next
lower than the aversge rate.  Obligations acquired by the fund, other
than special obligations, may be sold by the managing trustee at the
market price, and special obligations may be redeemed at par plus
acerued mterest.
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The trust fund serves in part as a reserve against fluctuations in
total contribution and beneflit amounts, counteracting the financial
effects of theso fluctuations on the old-nge and survivors insurance pro-
gran and providing a margin of safety against relatively short-term
contingencies to mmsure the payment of benefits without sharp changes
in rates puid by cohtributors, Theso reserves will provide additional
resources against a sudden increase in total benefit amounts or a sharp
dechne in contributions, both of which could occur simultancously
from any reversal in business activity.

The trust fund, furthermore, can provide an interest-carning
reserve o meet a part of the inevitable future long-term rise in benefit
dishursements, and serves ns o safety factor against the first impacts
which may result from an acceleration in the rate of this long-term
rise.  Benefit disbursements under the program are expected to in-
crease markedly over a long period.  Such a substantial increase is
anticipated beenuse it is expected that for many deeades the number
of persons aged 65 and over will be inercasing and that an inereasing
proportion of such aged persons will be qualifying for benefits under
the old-ago and survivors insurance system. At the beginning of 1940,
there were about 9,000,000 persons aged 65 and over, equivalent to
6.8 pereent of the total p()puLLt,i()n. According to carefully develeped
estimates, the number of persons aged 65 and over may inerease to
about, 22,000,000 or 14.4 percent of the population within 40 years.
The efleet of such expeeted ehange in the number of aged persons will
bo even greater on the finances of the old-age and survivors insurance
system than may at first appear, beeauso a larger proportion of aged
persons 40 years henee will be eligible to receive ‘wn(-ﬁts under the
program than the ecorresponding proportion of the aged persons in
the present, population.  The future financial soundness of the system,
with its riging rates of dishursements, must rest on higher contribu-
tion rates or on the provision of income from other sources, or both,
Prudent financial management of this system is of the utmost impor-
tance to the millions of persons who are already within its scope and
to the Nation as a whole,

INFLUENCES oF 11 War oN e Trusr Funp

As a consequence of the war, the trust fund has inereased more
rapidly than was anticipnted carlier.  Contributions have increased
markedly as & result of the increaso in the level of carnings and the
rreater continuity of and the rise in employment.  Benefit payments
wve been less, due in part to the inerease in employment opportuni-
ties occasioned by war production.  Many persons already on the
rolls suspended their benefit status by returning to covered employ-
ment; at the end of June 1942 about 10 percent of benefits payable to
primary annuitants and young widows were in such suspended status,
In addition, many thousands who were eligible for benefits and who
probably would have claimed them in more normal times have eleeted
to remain at their jobs.

Tho ultimate influences of the war on the trust fund are not asclear
as are the effeets for the period of the war and for the immediate post-
war years.  There are many and complex relationships —amnong con-
tributions, benefits, and insured status—which do not permit of a
clear or eategorieal answer as to whether the over-all effect of the war
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will eventually be a net increase or decrease in the assets of the fund.
A discussion of the effeets of the war and of tho relationships between
contributions and benefits which is presented here takes no account of
ermanent changes which muy be wrought by the war in the long run
iovel of wages, in the composition of the labor force and of the popula-
tion, or in the characteristics of employment. The length of the war
itself is a primo factor; some clements which would operate to increase
tho assets of the fund if the war is of short duration would operate te
decrease the assets if war conditions obtain for a longer period.

() Increased employment, steadier work, and higher wayes.—The

encral availability of work of & steady character and at higher wages
ﬁns increased earnings in covered cmployment. As a consequenco,
the contributions to the trust fund, Lusod on a percentago of pay
roll, are at a high lovel.  Theso incroases also have an obverse (zl{'ect
in that the higher wago ecredits accumulating will increaso future
monthly bonelits ]myutlo at donth or retivement. Also, the tax
rates now applicable to these higher wago lovels are at thoe initial
rato ostablished in tho act, which is one-third of the rate preseribed
for lnter yours., Therofore, while this situation results in an abnormal
insurge of contributions to tho trust fund during this poeriod, thoere
is a more or less offsotting linbility created for settlemont over many

cars in the future when more and larger benefits will become due.
Tho net ultimate cffect on the assets of the fund is indoterminate at
this time. :

(b) Ismployment of women and other temporary workers.—Scveral
million women not usually employed are currently at work in employ-
ments covered by the act. Many other persons not mgulariy n
covered occupations ure temporarily so employed. To gain insured
status for survivors benefits at least 6 quarters of covered employ-
ment are necossary, and to gain insured status for purposes of retire-
ment at age 65 or later, 40 quarters are required (except for those
already above or nearing that age). With respect to retirement,
married women with insured status whose husbands are also retived,
will derive their benefits either from their own wage credits or by
reason of their husbands’ eredits, whichever result in the greater bene-
fit. Consequently, to the extent that marricd women make up a
yortion of the women currently at work, it may boe expected timt
Lencﬁts for them will usually derive from their husbands’ accounts
rather than their own. KFurthermore, the employment of married
women does not increase substantialiy the amount of survivors pro-
tection afforded by the program, since survivors benefits for children
derive from the f):xthor's employment in most instances. Married
women insured during the war have a temporary protection, however,
in the form of a lump-sum payment at death. 1t is therefore likely
that their contributions to the fund during the war years result in a
net addition to the fund.  Unmarried women will, through their con-
tributions, also Lring about an increase in the fund unless a very long
war permits them to gain fully insured status of a permanent character,
or unless they remain in covered employment after the war. Men
shifting only temporarily from noncovered employments would in-
crease the fund more or less, depending on the proportion with
families and the duration of their covered employment. In summary,
it may be said that the heavy increases in covered employment of
men and women not normally a part of the system should result in a
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net addition to the fund if the war is not greatly prolonged, and if a
large proportion of these persons return to noncovered employment or,
in the case of marricd women, return to the home.

(¢) Deferred retirements and suspensions of benefits, —With the need
for maximum uso of availuble manpower many individuals above the
age of 65 who are already eligible for retirement benefits have re-
mained on tho job or returned to work, and thereby deferred or inter-
rupted their reticement. Since monthly benefits are not payable
for months in which an individual 18 working in covered employmont
and to the oxtent that these deferments and suspensions exceod
those which, except for the war, would have taken p\mzc, there is an
obvious increase 1 tho assets of the fund. Ilowover, tho benefils
paid to those who deferred retirement to a later age than otherwise,
will be greator in amount by reason of being determined, partly at
least, on the currently high wage levels.  The net result of the factors
mentioned in this paragraph will he an increase to the fund.

() Suspensions among survivors.—Widows and their children who
have qualified for survivors’ benelits are eligible to receive monthly
benefits for the months in which they are not in covered employment,
and, in the case of children 16-17, for the months in which they are
in school. The present tendency for widows and older children to
find covered employment results in an increase to the fund, in the
samo way as that discussed in the preceding paragraph. Although
the present employment of many of these widows and children may
only be temporary, the wage credits received during this period may
iacrease their own protection later, and thus some effect on the fund
in the opposite direction. '

(¢) Military service.—Military service is not covered employment
under the act. Those who enter the armed forces from covered emn-
ployment cease to pay contributions and have decreasing protection.
After a lapse of a time in the service —in general, equal to the timo
proviously in covered employment—thoy will lose any established
maured status,  Any higher mortality occasioned by war casualties
thus far has been mainly among single men, resulting largely in the
payment of lump sums rather than monthly benefits to survivors.
Only a relatively small additional charge, to the fund results from
these casualties. However, as more men with children are exposed
to tho risk of war casualties, the increase in monthly survivors’ Hmnm
fits will result in larger chargos to the fund. On the other hand, us a
result of any higher mortality arising from war casualties, the fund
will bo relieved of somoe future old age benefits which would have
been payable had these men survived to old age. In summary, the
net result of tho factor of military service on the trust fund is de-
pendent on extra mortality which may eventuate and on the pro-
portion of men with families involved and, hence, is as yet inde-
terminate.

(f) Government civilien employment.—Public employment i3 ex-
cluded from coverage under the act.  Perhaps 2,000,000 persons have
entered this type of work since the beginning of the war.  As in the
case ol imiitary service, those individuals with previous covered
employment have decreasing insurance protection under the system
and may eventually lose insured status, Towever, unlike military
serviee, wartime Government civilian employees include a large pro-
portion of marricd men with families. The married men who die
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will cither have survivors benefits payable in smaller amounts than
if they had not entered Government service, or if their public employ-
ment i sufliciently extended will have no survivors benefits payable
nt all beenuse of the expiry of the insured stutus.  In either case, the
result will bo a lesser outgo from the fund than othorwise. On the
other hand, there will be no contributions from any Governmoent
workers nor benefit rights accumulated while they  are working in
the public service. The contributions otherwise payable during this
poriod might have exceeded the value of the n(l(lud' benefit rights.
Consequently, for Government civilian employees, the net effect on
the fund scems also to be indeterminate, '

SuMMALY oF OreRrATIONs OF Tk Trusr Funn, Fiscan Year 1942

Thoe statement of incomo and disbursemems of the old-age and
survivord trust fund in the period from July 1, 1941, to June 30, 1942,
and of the assets of the fund at the end of the fiscal year 1942, is
presented in table 1.

Tanuy LL—=Statement of operations of the Federal old-age and survivors insurance
trust fund during the fiscel year 19421

Total nssets of the trust fund, June 30, 1941 ... __ .. $2, 307, 615, 082, 40
Receipts (fiscal year 1942) .. ... $966, 626, 401, 05
Appropriations by Congress..... 895, 618, 83K, 82
Tuterest on investments. ... 71, 006, h62, 23
Disbursements  (fiseal  year
. 1942) o 137, 046, 338, 20
Benefit ppyments_ ... .. 110, 280, 702, 20
Reimbursements for administra-
tive eXpenses. .. .. e 26, 765, 636. 00
Net addition to the trust fund during fisea) year
1942 (receipts less disbursements) oo ... 820, 579, 062. 85

Total assets of the trust fund, June 30, 1042_____ ... 3, 227, 194, 145. 25
! On basis of the Dally Statoment of the United States Treasury (unrovised).

Disbursements from the trusy fund totaled $137,000,000 during the
fiscal year 1942, of which $110,000,000 consisted of benefit payments
and $27,000,000 of reimbursements to the general fund for adminis-
trative expenses of the insurance program,

Total benefit puyments during the liseal year exceeded those of the
previous year by more than 71 percent, refleeting the addition of new
beneficiaries and the continued payments to many of those in receipt
of benefits in the previous year,  Table 2 shows a distribution of these
payments by type of benelit.
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Tanre 2.~ Vstimated distribution of Treasury dishursements for benefit payments
under the old-age and survivors insurance program during fiscal year 1942

! Amount

" Percentago
I'ype of honefit disiburgnd
( i milliong of total
Primary (payable to retired insured wage earners ago 05 or over) $54. 4 1]
Wife's (pawuhlu Lo wives, age 65 or over, of primary hongliciaries) 8.1 8
Widow’s (payable to w lduvw ago 66 or over, of decensod Insared wage enrners) . 18 3

Parent’s (payable to «lu;mndont parents, age 65 or over, of decoasod Insured w HKE
CNrners) .3 ®
Child's (payable to unie rled ehlldran under uuu I8 'who are (lnpumlunt npnn
primary beneflefaries or who were dependent upon doveassd Tnsured wage

carners) ! 8.1 16
Widow's cirent (pu\nhln 1o widows of dec enseld Insured wuun uunwrﬂ whilu

widow hag in her cars a child entitled to ¢hild’s henefits) e . 10 6 10

SN ASSS.

Total monthly benofls oo e e e e a6 1 87

Lump sums:
130 aet (payablo in those cases in which no survivor of a decensed Insurod

wavo eatner could bo hnmedlntely entitled to montkly bonefits) . . 4.0 13
1035 net 1|m\uhlﬂ in those casos in which the death of the wage earner occurred
priorto t440) ... o L e e e .1 )
Total ..o, e emeaeeeee e e iceeacaaaeneiaaaan 10 2 100

1 Of the tatal, $1.2 million Wltﬂ4)!l|l| to children of primary benoficiarles and $16.9 million to children of
decensed Insured wage enrners, These amounts nmruwnm:] respeetively, 1 pereent and 15 pereent of the
approgate benefit payments during the fisenl your.

? Less than 0.5 percent,

About 61 pereent of the total pnyments made represented monthly
benelits to persons over 65--retived workers and their wives, aged
widows, and parents of deceased workers.  Approximately another
26 pereent represented monthly benefit payments on behalf of ehildren
of decensed or vetived workers, and payments to widows—most of
whom were under age 65 —who had sueh children of deceased workers
in their eave.  The balance of the pnyments represented Tump-sum
amounts paid in those cases in which no survivor of a deceased worker
could be immediately entitled to monthly benefits or the death of a
worker oceurred prior to 1940, (At the end of June 1942, approximately
530,000 persons were receiving monthly  benefits  amounting  to
$115,000,000 on an annual basis. At the end of the preceding fiscal
year nmnthlv benefié rolls included 336,000 persons to whom monthly
henefits at an annual rate of $73,000 ()()0 were being paid,

At the end of the fise al year 1941 l()lul assets of the old-nge and
survivors insurance trust fund, as reported in the second annual
report of the hoard of huqtuw amounted Lo $2,398,000,000. By
June 30, 1942, these assets had inereased to $3,227,000 ()0()

Ree vlpts of the trust fund during the fiscal year 1942 amounted Lo
$967,000,000.  Of this total, $896,000,000 represented the annual
ﬂ[)H)I()[)lhl(l()ll to the teust fund of an amount equal to eontributions
collected under the Federal Insurance Contributions Act and covered
into the Treasury during the fiseal year.  The remaining $71,000,000
consisted of interest received on investments of the fund.

Amounts received by the fund during the fiscal year were mvustcd
by the managing trustee in accordance with section 201 (c) of the
Social Seeurity Act, as amended.  Net investments acquired by the
fund totaled $821, ()00 000. During the year, $1,350,000,000 of new
seeurities were auluuul through the investment of 10(‘01])(3 aceruing
to the fund and the reinvestment of $382,000,000 of 3-pereent old-ugo
reserve account notes which matured on June 30, 1942, An addi-
tional $147,000,000 of 3-percent special Treasury notes were redeemed
during the year.

Q0966 —48——2
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All but $68,000,000 of the new investments were in the form of
special T'reasury notes; the $68,000,000 was investod in publicly
offered series of 2)4-percent Treasury bonds, partly of the 1967-72
series and partly of thoe series 1962-67.  The special notes, in accord-
anco with the provisions of the act, were acquired at par and bear
interest at rutes varying from 2.25 to 2.5 percent, The rates on
these notes were determined by the average rate of intorest on the
interest-bearing public debt at the end of the month preceding the
date of their issue,  The 2)-percent publicly offered Treasury bonds
were acquired on original issue at par, plus, in the case of the 1967-72
series, interest nceruing from the time of issue.  As a result of changes
during the year in the amounts and distribution of the invested assets
of tho fund, the average iuterest rato on investments held by the fund
as of June 30, 1942, was 2.61 percent, as compared with 2.72 percent
as of June 30, 1941,

Table 3 compares the total assets of the trust fund and their dis-
tribution by type at the end of the fiscal years 1941 and 1942 The
total assets of $3,227,000,000 held by the fund at the end of the fiscal

car 1942 consisted of $3,202,000,000 in the form of obligations of the
nited States Government, $20,000,000 to the credit of the dishursing
officer, and $5,000,000 to the credit of the fund account.

TanrLe 3. —=Distribution of the assels of the Federal old-age and survivors insurance
trust fund al the end of the fiscal years 1941 and 19421

’ June 30, 1941 June 30, 1942
Totalassets of the trust fund . ... $4, 307, 615, 082, 40 §3, 227, 194, 145,28
Total nvestments held ... 2,380,600, 000,00 | 3, 201, 634, 250, 00
3-porcent speelal ‘Creasury notes. ..., “T \;.’E,- F)OU, (00, )0 - 523, 800, 000, 00

Maturing June 30, 1942 . SR, 000, 000.00 | ...

Maturing June 30, 1043 407, 400, 000 00 407, 100, 000, 00
Maturing June 30, 1944 173100, 000, 00 26, 400, 000, (0
2Yg-porcent special Treasury notes ... ... .. L - I,IWR,VITN“I,TW\. 00 1,3'1';«,—100, 00, 00
Maturing June 30, 1944 ... ... .. ... ....... 283, (XK, (NX), 00 253, (00, 000, 00
Maturing June 30, 1945 ... .. 725, 000, 000. 00 725, Y0, 000, 00
Maturing June 30, IM6_ ... ... 319, 200, 000, (0 319, 200, 000. 00
23-percent spocial Troastiry notes maturing June 30, 146 | ... 603, 000, 000. 00
23i-percent spocial Treasury notes.......o. o oo, - 178, 400, 000. 00

Maturing June 30, W6 ... ... ...

228, 000, (00, 00
Maturing June 30, VM7 ... ... s

45), 400, 000. 00

I mmre s = ey

1777 08, 330, 25000

234-percent “Ireasury Bonds, 1967 72 .. o oo 44, 334, 260. 00
244-percent Treasury Bonds, 1902 67 | . 24, 000, 000. 00

Treasury bonds Lo

nexpended balanee 17,018, 082, 40 B 25, 559, 895, 25
To crodit of fund account R . 0, 237, 575,05 5,176, 148, 87
1o evedit of dishursing officer . 10, 777, 6086. 45 2,383, 750. 63

! On basis of tho Daily Statemeut of the United States Treasury (unrovised).
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STATEMENT ON THE EXPECTED OPERATIONS AND STATUS OF THE TRURT
FUND DURING THE FISCAL YEARS 1948-47

Under the provisions of scction 201 (b) of the Sosial Security Act
as amended, the board of trustees is required cach year to report to the
Congress on the expected operation uu(i status of the trust fund during
the next ensuing 5 fiscal years.  In order to do this, estimates must be
made a8 to the meome and disbursements of the trust fund for ench of
the 5 years.  The income of the fund depends largely upon the rate of
u)ntnlmtlon and the amount of taxable pay rolls in covered emplo
ments,  The disbursements from the fund depend largely upon t[y
number of persons eligiblo for benefits and the number of these eligiblo
persons who choose to receive benefits rather than to work in covered
employments.  Consequently, hoth the income and disbursements of
the fund are intimutuly related to economie conditions,

During the next 5 years economie conditions will be determined
largely by the course of the war, and by the readjustments following
the war il pence should come (lunng the period.  Since it is impossible
to predict the length of the war and the economic conditions which
will develop during and after the war, there are pum-nt(-(l three alter-
native sets of income and disbursemonts for the S-year period, each
get bused in part on different pssumptions as to the duration of the
war and as to cconomic developments during and following the war,
The agsumptions underlying these estimates are intended o represent
possible pavterns of development.  The variation in income and dis-
bursements as between the different alternative estimates illustrate
the difficulvies of making forceasts even § years ahead in times as
uncertain as the present.  Fach set of cstimates assumes that the
statutory coverage of old-age, and survivors insurance will remain the
sume as at present throughout the period under consideration,  The
computations related -to tax income made in connection with the
estimates are based op the present statutory rates ol contribution,
which are 1 percent on each employer and employee during the
calendar year 1943, 2 pereent during the calendar years 1944 and 1945,
and 2% percent dunng the calendar years 1946 and 1947,

listimates of the income and (lmlmrmunvlm of the trust fund for
cach of the fiscal years 1943 to 1947, together with an estimate of the
amount of the fund at the l)vgmmng and the end of cach fiseal year,
are presented in table 4. The table is divided into two parts.  In one
part are presented the estimates for fiscal years 1943 and 1944, The
estimates for these 2 years are common to all three alternative sets
of estimates, and are the samo as those shown in the President’s 1944
Budget. The estimates for these years assume a continued rise in
employment because of the entry into covered employment of young
workers, women, and older workers in suflicient numbers to more
than offset the number of men leaving covered employment for the
armed forees.  They assume a continued rise in pay rolls because of
the increase in employment and because of a slight rise in average
taxable wages rcquftmg from a concentration of workers in the lu;ﬁn-
wage durable-goods industries, from a moderate rise in wage rates,
and from an increase in tho average hours of work per week.
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TasLr 4.—Istimates of the opsrations of the Federal old-age and survivors insurance
trust fund, fiscal years 1943-47, subject to the assumptions and limilations stated
in the lext!
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[ milllons)

Alternative esthinates for fiseal years 1046-47, assuming —~
IL High_levelpof | 1 Mediumlovel
I. hwrcnaln‘zly c-m‘)loynwnt " ent "ﬂ‘;"&
Estimates high level of and pay rolls o rolls
for fiscal cml)lnymrnt Including a melllulh? "‘
years 1043 and puy rolls short perfod rlod ““,
and 1944 throughout of moderate }uudn‘u |
tho perfod; decline; med- wvoml :I(K
low rato of fum rate of cline:
retiromont retirement §|Iuh e ot
nmoug sgod among aged rotiremont
among aged
1043 [ 19044 | 1040 | 1040 | 1047 | 145 | 19046 [ 1047 1 1085 | 1046 | 1047
Fund at heginning of year..... $:3, 227 (84, 230/85, 06038, 2201811, 101]$5, U6R|¥8, 122|1$10, 352($5, 600|$8, 101]$9, K01
oSt i o 2‘:. Bt it B e - 3. X o) M e et B 2ot RS2 et ) ey ] i e Sl et <o RS el
U'ransuctlons durlag year:
Approptintions ({nxes) 2.1 1, 105 1, 6661 2,710} 3,025) 3, 700] 2,0201 2, 4950 3, 1107 2, 6201 1,930 2, 3%0
Interest on Investments. .. 881 100 145 200 2050 1Mbl 105 210]  148] 18K 215
Totol incomo............ 1, 193] 1,606| 2,865] 8, 225} 3, 006] 2, 706] 2,000 3, 3501 2,705 2, 115] 2, 605
Benefit payments. . ... Tamn| s 20] am| ssel oms| a2a] mis| 20n|  ses| 77n
Adwinistrative expenses .. pa)] 30 32 43 35 3 35 3 ki 47 38
Total disbursements ... IK4] 235 202 363 AES 300 400 SOl 330) 022 K13
Net incronse in fund -__.| 1,000] 1, 430( 2,563 2.8720 3,550 2,456 2,730| 2,700] 2,435] 1,030 1,752
Fund at end of year. ... 4, 246] 5, 666 8,221)'11, 101 14,0.':1’ 8,122,!(},352 13, 151] 8, 101} 9, hot 11, 346
+

U En interpreting the estimates of this table reference <howld be made to the accompanying text which
doscribes the uncertainties in the underlying assumptions.

2'I'he approprintions are estimated on tho statutory rates of contribution —t percent on ench, einployer
and employee, in the ealendar year 1943, 2 percent in 1944-45, and 234 pereent in 1946-47. . '

In the other part of table 4 are presented three alternative sets of
estimates for fiscal years 1945 to 1947, illustrating the uncertainty as
to developments during this period.  Alternative | agsumes a con-
tinuation of war conditions throughout the period.  Kmployment is
assumed to rise shightly above the level of 1944 as labor reserves are
more completely utilized.  Pay rolls in covered employments rise to
o greater extent than employment beeause of inereased hours of
work, the further concentration of workers in war industries, and
moderate inerease in average earnings.  No sharp and substantial
price  changes are assumed, however.  The rate of retirement from
covered employment of persons eligible for benefits is assumed to be
low heeause of the employment opportunities available,  In this case,
ageregate income for the § fiseal years 1943-47 would be about
$12.9 billion.  Disbursements would aggregate about $1.5 billion,
with the highest expeeted annual disbursements about $0.4 billion.
The trust fund at the beginning of the period would amount to
seven and eight-tenths times the highest expeeted annualdisbursement
during the period beeause of the assuti.ption of a low rate of retire-
ment from covered employment of persons eligible for benefits.
~ Aternative 11 assumes that during the first. half of the period
1945 -47 industry will be reconverted in large part to peacetime pro-
duction and that during the second hall cconomic activity will be
maintained near the level reached in 1944, The reconversion s

assumed to take place inanorderly manuer.  Pay rolls drop during the
. . tal
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reconversion period because of a reduction in the hours of work, be-
cause of o shifting of workers from high-wage to low-wage industries
and beeause of an inercaso in short-term employment. A subsequent
rise in pay roils is assumed Lecause of an inzrease in econoniic activity
resulting largely from the expenditure of wartime savings on consumer
goods and from expenditures conneeted with the rehabilitation of war-
devastated countries.  Because of the relatively high level of em-
ployment during most, of the period, there is agssumed to be a moderatoe
number of aged persons eligible for retirement benefits remaining in
covered employment,  Under alternative 11 aggregate income during
the period of 5 fiscal years ending in 1947 wonl«f amount to ahout
$11.7 billion..  Aggregate disbursements for the period would be about
$1.7 billion, with the highest expeeted mmlml dishurgement. about
$0.6 billion. The trust fund at the beginning of fisenl year 1943
would amount to 5.9 times the highest. expected annual dishursement
during the period of 5 fiscal years.

Alternative 111 diflfers from alternative 11 in that it assumes recon-
version Lo take leso more slowly and peacetime production to rise at
a slower vate.  The level of employment accordingly is nssumed to be
lower throughout the period 1945-47 under alternative H1 than under
alternative 11. 'J‘nxul)lu pay rolls drop beJow the level of alternative
11 beenuse of the lower level of employment and beeause of shorter
hours of work and somewhat lower average earnings.  Because of the
less favorable employment conditions, it is assumed that a larger num-
ber of persons eligible to receive benefits would retire from covered
employment than under alternative 11, The aggregate income of the
trust fund for the 5 fiseal years 1943-47 under alternative T would
amount to about $10.3 billion. Aggregate disbursements would be
about $2.2 billion, with the highest expeeted annual disbursement
about $0.8 billion.  The trust fund at the beginning of the period
would nmount to 4.0 times the amount of the highest expected annual
disbursement during the period.

The alternatives 1 and 1 are not intended to represent. the two
extremes of income and dishursement experienee in the ensuing 5 fiscal
years, It is possible that under conditions similar to those suggested
for alternative 1, the income would be higher and the disburserients
lower than has been indiented in this estimate.  Similarly, the incomo
might be lower and the disbursementse higher than have been shown
for alternative I, Nor is alternative I intended to represent tho
most plausible experience to be expeeted; it merely illustrates an inter-
mediate possibility. :

A gencerally high level of employment and pay rolls during the 5 fiscal
year period would tend to result in an irerease m the number of insured
workers and i their average wages and, henee, the average amount
of the benefits payable under their retivement or death.  However,
because of the assumed employment opportunities and the urgeney
of war production, many of the aged workers who will be eligible for
benefits will remam in covered employment so long as such employ-
ment conditions continue and they are eapable of holding jobs,  Con-
versely, a reduction in the level of employment may be expected to
result in the retirement or termination of employment of many aged
workers who are cligible for benefits.

On June 30, 1942, monthly benefits aggregating $75,000,000 per year
were being paid to 237,000 aged retired workers and 69,000 aged wives.
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In contrast, it is estimated that an additional 585,000 aged workers
and 165,000 aged wives could have been receiving monthly benefits in
the amount of about $225,000,000 per year, had the workers eligible to
benefits terminated their employnient. Table 5 illustrates the pros-
pective growth during the 5-fiscal-year period, under the three alter-
native assumptions as to employment conditions, of the number of
workers over age 65 who will be receiving old-age benefits or will be
eligible for old-age benefits upon termination of their employment.
The number or proportion of the aged eligible for banefits who will be
in receipt of benefit payments at any time during the period is expectod
to be influenced largely by the then current employment conditions.

TanLe 5.—Alternative illustrations of number of wage earners eligible for retirement
benefits 1 (including those receiving relirement benefits) at the end of each of the
fiscal years 1942-47, subject to the assumplions and limitations stated in the text

"In thousands)

Estimated number of wage earners

.eligible for retirement henefits!
(including those recelving rotire™
ment beneflus)

: . Alterna- Alterna- Alterna-
3 tive L tive II tive 111

End of fiscal year—
1042 et eime e e ———————————————— 825 825 . 825
DR . I 1,025 1,026 1,025
DR T S PP 1,250 1,250 1,250
T045 . e eaem - 1, 500 1,475 1,450
DB TP 1,800 1,700 1,025
1047 et —————————————— 2,100 1, 900 1,800

! Excludes wives, widows, and parents eligible for benefits.
3 On June 30, 1942, there were 237,000 wage carners receiving retirerent benoflis.

In addition to the aged workers cligible for benefits, wives and
children of these workers become eligible for benefits upon the workers’
retirements.  Furthermore, benefits are paid to widows, children, or
parents of deceased wage earners cligible for survivors monthly bene-
fits or lump-sum payments. The monthly " survivors insurance
benefits paid to widows, children, and parents during the fiscal vear
1942 were approximately $33,000,000. The lump-sum benefits
amounted to about $14,000,000. These survivors bencfits may be
predicted with relative accuracy since they depend largely on mor-
tality experience which remains relatively constant. The monthly.
survivors insurance benefits may be cxpected to increase cach year
for the next 5 fiscal years by approximately $20,000,000 per year.
The amount of lump-sum benefits is expected to increase slowly to
about $30,000,000 in 1947, because a constantly growing number of
persons will be insured at death.

As pointed out above, the amount of old-age benefits being paid at
any time depends on employment and other conditions influeneing the
retirement of aged workers otherwise ciigible for benefits.  There
seems to he some indication from current experience that one-quarter
to one-third of all the sged workers who are eligible for benefits are
now retired from employment because of incapacity for substantial
work. The actions of the remainder in retiring from employment or



the actions of their employers in discharging them from th

ment arc expected to be highly sensitive to gencral empl

ditions.

Table 6 presents illustrations,
tions of employment cor-
number of wage carners eligiblo for r
the fiscal year 1947 aud the aggre
retigement or survivors monthly be
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eir employ-
oyment con-

under the thres alternative assump-
litions during the 5-fiscal-year period, of the
etirement benefits at the end of
gale number of persons eligible for

nefits at that time. The table also

illustrates the ug%regate amount of benefit payments which might be
1scal year 1947 under the alternative bases for the

expected in the
estimates of the 5-fiscal-year ex
tions as to the proportion of t
will be retired and receiving ins

TaBLE 6.-—Alternative illustrations of
Jnent benefits 1 (including

those receivin

year 1947, the aggregate number of pe
montlly benefits? at the end of the year

(inclvding survivors benefits) in fiscal
the proportion of tho
benefits at some time durin

stated in the text

perience and under different assump-
hose eligible for old-age benefits who
urance benefits,

the number of wage earners eligible for retire-
g retirement benefits) at the end of fiscal
rsong eligible for retirement or survivors

and the total amount of benefit payments

se eligible for retirement benefits
g the year—subject to the assumptions and limitations

year 1947, under varying assumptions as to
who will be in receipt of

Number of Number of | Amount of boneflt payments (including survivors
wage earngrs | ereons eli- honefits?) In fiseal yoar 1947, assuming indicated
0"" iblo f(;): giblo for re- |  proportion of those elixible for retirement bonefits
mt;fremont. tiroment or to be recetving benefits at some time during the
benefits ! (in- survivors year
monthly
cluding those Denefts ! (in-
recelving re- | o\ fine thosc '
b(t)lm;lntg;n t receiving
no al p
the end of lz‘i]‘écgrﬁ) :{‘ 25 percent | B0 percent | 75 percent |100 percent
fiscal year fiscal year
1947 1947
Alternative X......___. 2,100, 000 3,700,000 {$330, 000,000 (§520, 000,000 [$725, 000, 000 $920, 000, 000
Alternative IT. ... 1, 800, 000 3,400,000 | 315,000,000 | 490, 000,000 | 680, 000, 000 865, 000, 000
Alternative ITL....____ 1, 800, 000 2,300,000 | 310,000,000 {475,000, 000 | 660,000,000 | 830, 000, 000

! Excludes wives, widows, and parents oligible for benefits.

! Includes wage earners, wives, widows, children, and parents eligible for benefits,

3 Survivors henefits (monthly benefits and lump-sum payments) in fiseal year 1847 amount to about
$160,000,000 under each alternaiive, irrespective of the proportion of the eligibles assumed to be recelving
retiremeont benefiis,

It should be noted that, to allow comparison with the 5-year
estimates of table 4, the illustrative amounts of benefit disburse-
ments include survivors monthly benefits and lump-sum payments
as well as old-age benefits. They represent, therefore, more than
the amount of benefits paid to the aged retired workers alone. The
benefit payments shown in table 6 represent aggregate benefit pay-
ments which might be substituted for the corresponding benefit pay-
ments for the fiscal year 1947 shown in table 4. Such a substitution
would permit rough comparisons of the amount of the trust fund at
the beginning of the 5-fiscal-year period with different cstimates as
to the annual amunnts of disbursements over the period.
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ActuariaL Status oF THE Trusr Funp

The period from the middle of 1947, the close of the survey in
the previous section, to 1950-—the latter date taken as a convenient
starting point for a discussion of the long-range trend—-ia purposely
left open.  No predictions, with any reliability, can be made for the
transition from war and immediate post-war conditions to a stable

} peacetime situation to follow., The only clements which cam be
projected with confidence are—

(1) The demographic fact that the population is aging and
that there will be for years into the future a steady incrcase,
both relative and absolute, in the number of individuals over
age 65; and

(2) The steadily 1ising percentage of the aged with insured
status. ©

Consequently, owing to these two factors, the number of persons
receiving old-age benefits under title 11 of the Social Sceurity Act
may, over a 50-year period, increase to some 40 times the current
number.,

Under the program, monthly benefit payments are made both to
survivors of deceased insured employees and to the retired insured
employees and their dependents.  Beeause of the substantial stability
in the annual mortality rate among insured workers as a group, and the
limitation of benefit payments for any individual child to a maximum
period of 18 years, the total outgo for benefits to survivors will reach a
relatively matured condition considerably earlier than will be the case
for the retirement benefits.  In the long run it is not expected that
benefits payable on account of death before retirement will constitute
more than one-fourth of the cost of the program. The remaining
three-fourths of the costs will comprise disbursements for old-age
retirement protection; the number of aged beneficiaries may be ex-
peeted to increase more or less steadily for perhaps a century.

The accompanying chart illustrates by two examples the possible
trend, over a 40-year period (1950-90), of future contribution income
and future benefit payments.  The range in the benefit figures shown
in the chart does not represent minimum or maximum values; the«
single line for contribution income implics a knowledge of taxable
pay rolls that obviously does not exist. The examples are merely
ilustrative of reasonable projections. This chart is the same as that
presented in the sccond annual report of the board of trustees. The
values and assumptions upon which the chart is based are those dis-
cussed by the actuarial consultant of the Social Security Board, in
the hearings relative to the Social Sccurity Act Amendments of 1939
before the Committee on Ways and Means, House of Representatives,
Seventy-sixth Congress, pages 2473 2488,

Three years’ experience has now accumulated in the payment of
claims under the amended act, experience limited by the small extent
of carly cligibility, by a lag in getting inder way, and further affected
by the transition to war and the war itself.  Within these limitations,
this expericnee yields useful information for correcting and refining
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gome of the underlying assumptions. Many of the detailed results
of the 1940 census have already become available; others are currently
oxpected,  Actuarial study is consequently under way whereby re-
vised long-range cost estimates will be forthecoming. The results of
such actuarial analysis are not far enough toward completion to
utilize for the purposes of the present report. In preparing such new
estimates, there is present the as yet uncertain long-range effects both
of the depression of the 1930’s and the present war. The long-range

ILLUSTRATIVE TRENDS OF BENEFIT PAYMENTS AND TAXES UNDER 1939 AMENDMENTS

OOLLARS e e e s g e e e
BILLIONS
e o EXAMPLE NO /
x~1r1r~ru~rs{w. EXAMPLE NO.8
TAXES ewmam -]
o
. e ) - et
//,
b
//
-
4 I .t
P (il R et
/’
-
4
-
/’
g L bessvsoosrevy
3 —— e -—/',1v‘~ Seme e e o e - ISV PRY Lo ol e —
oot
g | cosor]
-~ aeee®”
- | FELEAL
// o .‘..0"' \l
2 A e aest '.f.m - - - R R e
1 - i i
Y ol |
d "".v' ‘ H {
ot ‘ 3
f,'. st . !
CE SR - R - i
j
) 1
| !
i |
.
o ! ' , - ! i
1950 5% 60 ‘68 70 '” ‘80 [ ‘90

BCCHAL STCVRITY (OARD OHHICL OF TnE MCTuaRY

results of the depression have been, to some extent, counterncted by
the increased employment opportunities of the war years. The extent
of the period over which such high employment and wage rates will
be maintained is indefinite. It is linked not only to the length of the
war and the immediate period of readjustment, but also to the post-
wor economy. Iurthermore, the long-range results of the operations
of the program will be influenced by the more permanent levels and
trends of national income, wages, and employment.

As indicated in the chart and by the derived averages shown in
table 7, taxes during most of the decade 195060 (at the rate of 6
percent of taxable pay roll) are expected to exceed benefits. This
would result in a continuation of fund accumulation, which fund will
provide interest earnings to meet a portion of the benefit payments.
If benefit payments under the program should follow the growth curve
of example 2, such payments would begin to exceed taxes in about
30 years from the present time; but because of the interest earnings
of the fund, total annual income might continue to exceed annual
benefits indefinitely without the need for additional contributions
above the 6-percent rate. If, however, future experience should
more closely approximate the curve of example 1, benefits would
exceed taxes within approximately 20 years and would probably exceed
the sum of taxes and interest on the fund within the following 5 or 10

[ e e W
W
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years; and since the prior accumulation in the trust fund under the

conditions of this example would cover excess disbursements for only’
a limited period, additional contributions above the 6-percent rate'
would eventually be required. Because of the cumulative nature of

the growth of the benefit payments, any long-term financial needs of

the program would be apparent well in advance, and, therefore, could

be met, without serious shock or disturbance to the national economy

by a succession of moderate changes in the financial provisions.

TaBLE 7.—Average annual benefit payments (2 eslimates) and taxr income of the
Federal old-age and survivors insurance trust fund for future quinquennial periods,
1950-90 *—subject to the limitations stated in the text

[In billions)

Average annual Average annupl
beneflt payments | Average beneflt payments Avom;'p
Quinquennium - antggal Quingquennium — antg;m
Example | Example| income ' Example | Example| incomo

No. 1 No. 2 No. 1 No. 2
195165 ... ... $1.6 $1.3 $2.0 1| 1971-76. ... $2.8 $2.5 $2.4 !
195500, ..vvcneeaoo. 2.2 1.7 2.1 (1 107680 .ccenen.. .. %3 2.7 2.5
1061-65. ..o oeueen. 2.8 2.0 2.2 1981-85. .. cooee o 4.8 2.9 2.6 i
1963-70. .. ceeanaaenn 3.3 23 2.3 1986-90..._.... ... 5.2 3.1 2.6 .

1 The figures in this table are based on the chart,

ExrecTteEp ReEvaTioN BeTweeN THE Size oF THE Trustr FuNDpD AND
DisBURSEMENTS

The board of trustees has indicated in its previous annual reports
that the trust fund would apparently exceed three times the highest
annual expenditures anticipated during the succeeding 5 fiscal years.
A similar relationship is now expested for the 5. fiscal years ending
June 30, 1947. ;

However, it has previously been pointed out that the ratio of the :
trust fund at the beginning of fiscal year 1943 to the highest annual ‘
disbursements of the period under the three alternatives presented
would be 7.8, 5.9, and 4.0, respectively. Also it was pointed out
that these ratios do not indicate the highest or the lowest which may
be reasonably auticipated. -

The board of trustees has repcatedly emphasized in’ its annual
reports that the primary consideration with respect to the size of the
trust fund is its adequacy to assure the financial integrity of the
social insurance program, Because of the large measure of uncer-
tainty with regard to economic developments in the next 5 years—
particularly in a post-war phase, which may have its inception during
this period—and in view of the absence so far of any benefit-payment
experience during any sustained period of declining ecconomic activity,
serious consideration must be given to the implications of that alter-
native estimate under which the trust fund would represent littlo
more than three times the highest annual disbursement which may be
expected for the ensuing 5 fiscal year period. Only after additional
years of benefit experience, including experience in periods of con-
trasting economic conditions, will it be possible to determine the
long-range adequacy of the trust fund with reasonable assurance.

M R — l
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Morcover, neither the present nor the immediately prospective
level of employment can be confidently considered representative of
what is likely to be the long-term experience. The probable future
level of benefit payments is high and the trend of such payments will
be an ascending one over the next generation and longer. With pres-
ent benefit payments in the magnitude of $150,000,000 a year, the
actuarial analysis appearing on pages 14-16 indicates that over the
period of several decades the disbursements will be multiplied many-
fold in volume. Prudent management requires emphasis on the long-
range relationship of income and disburscments. Having regard for
‘these long-range as well as for the short-range commitments, and also
for fiscal and economic relationships, the board of trustces believes
that the trust fund, augmented by contributione in accordance with
the schedule contained in the present law, is not excessive in size,

O



