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FOREWORD

The extensive smendments to the old-sge and survivors in-
surance system enacted in 1950 represent a continued advance and
building on the framework established by the 1939 Amendments,
while at the same time sdjusting the benefit level for the changes
in wage levels and cost of living in the war and postwar periods,

The thorough analysis of the benefit relationships under
these amendments which Mr, Wilcox has made is primarily quantita=
tive and mathematical, showing the various benefit relationships
developing, The tables of illustrative benefits for the new form-
nla should prove very useful, Some of the mathematical analyses,
particularly those concerned with the conversion of benefits under
the previous law to increase the benefit amounts, would sppear to
show peculiarities and inconsistencies in some instances, However,
these are only of minor importance since the number of such cases
and the amounts involved will be relatively small, but they should
be carefully noted and recognized as being present, In a broad
social insurance program it is both undesirsble and virtually im-
possible to obtain exact individual equity, However, it can be
fairly stated that a very high degree of consistency has on the
whole been obtained in these amendments, considering the complexity
involved in converting the benefits and bringing under coversge new
employment categories,

This Actuarial Study is, in effect, the third of a series,
Actuarial Study No, 8 made a somewhat similar analysis for the 1935
Act, while Actuarial Study No, 14 deslt similarly with the 1939
Amendments, The present a¢tuarial study does not set forth the
estimgted costs of the 1950 Amendments; these are available in
WActuarial Cost Estimates for the Old-ige and Survivors Insurance
System as Modified by the Social Security Act Amendments of 1950 ,"
July 27, 1950, Committee on Ways and Means,

Robert J, Myers
Chief Actuary
Socisl Security Administration
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ANALYSIS OF THE BENEFITS UNDER TITLE II OF THE
SOCIAL SECURITY ACT AMENDMENTS OF 1950

A, Introduetion

A substantial increase in the level of benefits was one of

the major changes which the Social Security Act Amendments of 19501/
produced in the OldwAge and Surviwors Insurance (OASI) system, TFor
current beneficiaries as well as for those becoming eligible in the
near future, this increase is largely effected by means of a "son-
version table* appearing in the Amendments, Yor beneficlaries de~
coming eligible later, a considerable part of the increase is attri-
butable to a new benefit formula (including a new start average wage)
and the use of a larger maximum wage as a basis for Dbenefits,

The monthly benefits, expressed as a percentage of a retired
worker's benefit, which are payable to some beneficiary categories
have also been increased, Whereas, under the o0ld Act, a parentts
benefit was 50% of the primary insurance benefit, it has now been
increated to 75%, Similarly, the benefit payable to each surviving
child of & deceased insured individual has been increased from the
former 50% to the sum of (a) 50% plus (b) 25% divided equally among
the eligible surviving children; for the family as a whole, this is
equivalent to stating that the first child gets 75% and each addi-
tional child 50%,

This study is concerned primarily with the mathematical re-
lationships existing between individual and family benefits, and be-
tweea benefits and the average wages used for determining them, In
discussing these, it has sometimes been considered advisable to deal
with topics which are not strictly within the scope of this study,
in order to avoid excessive use of references to the Act and the
Amendments,

Although the interpretations included herein are thought to be
accurate, this study is not to be taken as final authority, which of
necessity, lies in the law itself and in the official regulations and
rulings already existing or to be made hereafter,

)/ Public Law 734 (8lst Congress, second session)
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B, Insured Status

While this study is concerned primarily with the relationships
between wages and benefits, it will be appropriate to include a brief
suamary of the requirements regarding duration and recency of covered
employment, or insured status, for those individuale with wage records,

An individual dying before September 1, 1950 is considered to
have been "fully insured" if he had not less than one quarter of cover-
8893/ for each two of the quarters elapsing after 1936, or after the
guarter in which he attained the age of twenty-one, whichever is later,
and up to but excluding the quarter in which he attained retirement
age, or died, whichever first ocourred, with a minimun of six quarters
of coverage rsquired,

For deaths after August 1950, an individual is fully insured
if he has not less than

(a) 1 quarter of coverage, regardless of when acquired, for each
2 of the quarters elapsing after 1950, or after the quarter
in which he attained age 21, whichever is later, and up to
but excluding the quarter in which he attained age 65 or
died, whichever first occurred, with a minimum of € quarters
of coverage required; or,

(b) 40 quarters of coverage,

2/ 1In general, a quarter of coverage means a calendar quarter in
which an individual has been paid $50 or more in covered wages,
or for which, after 1950, he has been credited with $100 or more
of self-employment income, Exceptions to this general rule are:

(1) Por years prior to 1951, in the case of an individual
who was paid wages of $3000 or more in any year, each
quarter of that year following his first quarter of
coverage is deemed to be a quarter of coverage, except
the quarter of death or entitlement to a primary in~
surance benefit, and subsequent quarters,

(2) Por years after 1950, (a) if the wages paid to an indi-
vidual in a calendar year equal or exeeed $3600, each
quarter of such year is a quarter of coverage (pubject
to Clause (c)); (b) if an individual has self-employment
income and if his wages plus self-employment income for
a taxable year equal $3600, each quarter, any part of
which falls in such taxable year is a quarter of cover-
age (subject to clause (c)); and (¢) no quarter is
counted as a quarter of coverage prior to the beginning
of such quarter, and no quarter after the guarter of
death is a quarter of coverage,

~2m
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When the number of elapsed quarters is odd, such number is
reduced by one before calculating the number of quarters of cover-
age required, It should be emphasized that the required quarters
of coverage can be obtained at any time and need not be obtained
during the period used for determining the required number, For in-
stance, a person attalning age 21 in 1852 has his rsguirement
measured from then but can obtain the needed quarters of coverage
at any time--before 1952 (back to 1937), between ages 21 and €5,
and after age 65,

A currently insured individual ie one who has not less than
8ix quarters of coverage during the l3-~quarter period ending with
(1) the quarter in which he died or (2) the quarter in which he be-
ceme entitled to old—-age insurance benefits, which, before the Amend-
ments, were known as primary insurance benefits,

Chart I indicates the insured status required of an individ-
ual in order for benefits to be paid, on the basis of his coverage,
t6 the various categories of beneficiaries,

In general terms, the chief eligibility requiremente other
than those dealing with insured status, for the categories of benefi-
ciaries referred to in Chart I are as follows:

0ld~Age insurance benefits are payable to a worker who has
reached age 65,

Wife's insurance benefits are payable to the wife of a worker
entitled to old-age benefits if she has reached age €5, or if she has
in her care a child entitled to a child!s insurance benefit based on
her husband'!s wage record,

Husband's insurance benefits are payable to the husband of a
worker entitled to old-age benefits if he reached age 65 and was re-
ceiving at least half of his support from the worker at the time she
became entitled to old-age insurance benefits,

Child's insurance benefits are payable to the child of a de~
ceased worker or of a worker entitled to old-age insurance benefits,
if the child is unmarried and under age 18, and if the child was de-
pendent on the worker at the time the worker died or became entitled
to old—age insurance benefits, as the case may be, (Such dependency
is pre;umed to exist for certain male workers and currently insured
women,

Widow'!s or widower's insurance benefits are paysble when such
surviving spouse has reached age 65 and has not remarried, Further,
for widower's benefits to be paysble, the individual must have been
either receiving husband's insurance benefits or receiving at least
half of his support from his wife at the time of her death,

I 2
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Chart I

INSURED STATUS OF WAGE EARNER REQUIRED FOR BENEFITS IN VARICUS BENEFICIARY CATEGORIES

Old~Age Insurance Benefits
Wife's Insurance Benefits
Husbandfs Insurance Benefits
Child's Insurance Benefits
(1) Supplementary
(2) Survivor
Widow'!s Insurance Benefits
Widower's Insurance Benefits
Mother?s Insurance Benefits

Parent's Insurance Benefits

Lunp-Sum Death Payments

o' lp
——

Fully

Insured

e

o ok *é/

*****é/

Fully or
Currently

Insured

*i**tﬁl

*m*#ﬁg/

#***sb/

Fully and
Currently

Insured

*****E/

This benefit available for insured deaths occurring after 1939,
This benefit available for all insured deaths occurring after August 1950, For insured deaths occurring

Entitled
to 0ld-Age
Entitled Insurance
to Old-Age Benefits and
Insurance Currently
Benefits Insured
sk ok
TITT
ot kK ko

after 1939 and prior to September 1950, lump-sum death payments are available only if there is no sur-
vivor who is eligible for monthly benefits for the month in which death occurs,
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Mother's insurance benefits are payable to a workerfs widow
if she has not remarried and has in her care a child of such worker
entitled to a child's insurance benefit,

Parent!s insurance benefits are payasble to the parent of a
deceased worker who did not leave an eligible widow, widower, or
child, and if the parent has reached age 65, was receiving at least
half of his support from the worker at the time of his death, and
has not remarried since such worker'e death,

- All types of beneficiary payments are expressed in terms of
the primary insurance emount, Thus, a retired worker's monthly bene-
fit is equal to his primary insurence amount, the monthly benefit of
the eligible wife of a retired worker is equal to one~half of her
husband's primary insurance amount, and so forth, A4 restriction on
the amount of monthly benefits payable under a specific beneficiary
category arises in cases of simultaneous entitlement to benefits,
Tor example, en individual entitled t: en old-age insurance benefit
and to a larger widow's insurance benefit would, in effect, receive
the larger widow's benefit (actually, the full old-ege benefit would
be paid plus a widow's benefit equal to the excess).

Chert IT illustrates how various combinations of beneficlaries
build up verious multiples of an individuslfs primary insurance amount,
There are certain limits on the total amount of monthly benefits which
may be paid out on the basis of a single wage record, and for indi-
viduals affected by these limits Chart II, will not be applicable,

This ie discussed more fully hereafter in the section dealing with
maximum benefits,

In addition to the monthly benefit payments referred to above,
a lump-sum death payment is aveilable when a fully or currently in-
sured individual dies, This is payable to the surviving widow or
widower if such surviving spouse was living with such individual at
the time of his death, If there is no such widow or widower, payment
is made to the person paying the burial expenses, but not to exceed
such expenses,



Chart II

BENEFICIARY CATEGORIES ACCCORDING TO TOTAL AMOUNT OF BENEFITS PAYABLE

Total Benefits as % of

B a/
Primary Insurance Amount eneficiary Category:

— ————

75% 1 survivor child; widow; dependent widower or parent

100 old-age beneficiary

125 2 survivor children

150 old-age beneficiary and wife; old-zge beneficiary and 1 child;

old-age beneficiary and dependent husband

1 surviver child and mother; 1 survivor child and widow; 1 survivor
child and dependent widower; 2 dependent parents

175 3 survivor children

200 old-age beneficiary, wife, and 1 child; old-age beneficiary and 2
children; old-age beneficiary and 1 child and dependent husband

2 survivor children and mother; 2 survivor children and widow; 2
survivor children and dependent widower

225 4 survivor children; 3 dependent parents; widow, mother, and 1 child
(where mother is a former wife divorced) A

300 lump--sum death payment

8/ All monthly beneficiaries except mother and child (under 18) must be age 65 or over,

Note: Becsuse of maximum provisions, 225% of primary insurance amount is largest family benefit payable
when all beneficiaries are drawing their full individual percentage of primary insurance amount.
See text for further explanation,
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C, Method of Determining Primary Insursnce Amount

An individual's primary insurance amount is determined by
one of two methods, One method involves the use of the new bene-
fit formula or "new start™ formula, while the other is based on the
0ld benefit formula or a modification thereof, with the resulting
benefit being increased by entering the conversion table set forth
in the Amendments, The new start formula is used for determining
the primary insurance amount of those individuals who attein or would
attain age 22 after 1960 (i,e, born after 1928) and who have at least
6 quarters of coverage after 1950,

For retired workers entitled toc a monthly benefit for any
monthk prior to September 1950, or for beneficlaries of a worker dy-
ing before that time, the primary insurance amount is deterained by
entering the conversion table with the primary insurance benefit
calculated by the 0ld formula, For other individuals who do not have
6 quarters of coversge after 1950, the primary insurance benefit used
for entering the conversion table is based on a modification of the
old formula without the 1 percent "increment" for years after 1950,
This "increment" is referred to at greater length below in connection
with the calculation of the primary insurance smount by the old
formula in conjunction with the conversion table,

Pinally, there is another group of individuals--those who
attained age 22 prior to 1951 and who have at least 6 quarters of
coverage after 1950, TFor these individuals, the primary insurance
amount is calculated by whichever of the methods referred to above
produces the larger primary insurance amount,

The new benefit formula, like the old one, is expressed in
terms of the aversge monthly wage, Determination of thie average
monthly wage is therefore neceesary before the primary insurance
smount can be calculated,
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D, Calculation of Average Monthly Wage for Use with New Formula

The average monthly wage used with the new formula is found
by dividing (a) the total of all wages and self-employment income
after an individual's starting date and prior to his wage and self~-
employment closing dates, respectively, by (b) the number of months
after his starting date and prior to his divisor clesing date, ex-
cluding the months in any quarter which was prior to the quarter in
which he attained age 22 and which was not a quarter of coverage,
If the computed number of elapsed months in (b) is less than 18,
such number is increased to 18,

By “starting date" is meant either December 31, 1950 or, if
later, the dsy preceding the quarter in which the individual attained
the age of 22, whichever produces the higher average monthly wage,

In view of the definition of "etarting date" it is apparent
that only wages and selfwemployment income for years after 1950 may
be used with the new start formula, Furthermore, wages and self-
employment income credited in any one calendar year will not exceed
a totzl of $3600 (except under unusual circumstances involving tax-
able years which are not calendar years).

The “Ywage closing date® is the first day of the second quarter
preceding the quarter in which an individual dies or becomes entitled
to old-age insurance benefits, whichever occurs first,

An individual's "self-employment income closing date" is the
first day following the quarter in which his last taxable year ends,
provided such year ends before the month in which he died or became
entitled to old~age insurance benefits (whichever occurred first)
and provided he derived some self-employment income during that year,
For purposes of computing an individualls average monthly wage, no
self-employment income is to be considered for taxable years ending
in or after the month in which he died or becsme entitled to old-age
insurance benefits, whichever first occurred, This provision,
section 215(b)(4), is necessary only in instances where an individual's
taxable year does not end at the end of a calendar quarter, since in
other cases the previcus closing date provision accomplishes the same
results, For example, suppose an individual's taxable year ends on
January 31, 1955, and the individual dies on March 15, 1955; self-
employment income in the taxable year ending January 31 would be credited
but not that in the subsequent li-month taxable year, In this case,
the foregoing exclusion clause is necessary in order to adhere to
the general principle that for benefit computstion purposes (although
not necessarily for eligibility purposes) self—employment income in
the taxsble year of death or entitlement is not to be counted because
of the difficulty of promptly obtaining the necessary reports,



s

ACTUARIAL STUDY NO. 30

The "divisor closing date! is the later of an individual's
wage closing date and his self-employment income closing date, It
may be possible for the period used in the denominator of the ex-
pression for the average monthly wage to extend beyond the period
used in the numerator for determining which income is to be included,
For example, an individusl with self-employment income and with tax-
able years coinciding with calendar years, who dies or retires in
the last quarter of a year, will have a self-employment income clos-
ing date of January 1, but his divisor closing date will be April 1
since it is based on the later wage closing date, regardless of
whether he had wages as such, In drafting the amendments, it was
believed that such very minor anomalies would be preferable to the
complexity inherent in a completely consiastent treatment,

Yor any individual who does not apply for his old-~age insur-
ance benefit as soon as he is eligible, because he continues working
after attaining age 65 and acguiring fully insured status, application
of the foregoing rules would serve to reduce his average monthly wage
if his wages and self~employment income after becoming eligible were
less than they had been before becoming eligible, Therefore, there
is the further provision that when an individual becomes entitled to
an old-age benefit or dies (without prior entitlement) after the
first quarter in which he both was fully insured and hed attained re-
tirement age, his closing dates shall be determined in the same manaer
as if he had been entitled to old-age insurance benefits in such first
quarter, provided that use of such earlier closing dates results in a
higher average monthly wage,

Inasmuch as an individual's wage closing date will be from
6 to 9 months before the date of his death, or retirement, it is
apparent that in some cases a sizeable amount of earnings may be ex-
cluded in the calculation of the average monthly wage, This is
particularly serious when the number of months used in the denomin-
ator of the average wage formula is increased to the minimum of 18
mentioned asbove, The reason for so providing is to speed up the cal-
culation of benefits without the necessary delasy involved in ascer-
taining the smount of wages paid to the individual in the months
immediately preceding death or retirement since such data are not
generally available under normal operating procedures, However, upon
application at least 6 months after a wage-earner's death or entitle-
ment to monthly benefits, a recomputation will be made, taking into
aocount those wages known as "lag wages" K which were previously dis-
regarded (up to the quarter of death or entitlement), and any in-
crease in monthly benefits will be retroactive to the first payment
under the current beneficisry category of the person making applica-
tion, There is no similar provision apovlicable in the case of self-
employment income, which is on an annual basis corresponding to the
individualts taxable year,
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It will be noted that wages and self-employment income earned
prior to the quarter in which age 22 is attained may be included in
the numerator of the expression for average wage, whereas in the de-
nominator, months in such quarters which are not quarters of cover-
age are excluded, Thus, it may be possible for an individual's aver-
age monthly wage to excead $300 (i.e., 1/12th of the taxable maximum
of $3600) although in the benefit calculation no more than $300 may
be used, More communly, such income earned before age 22 may serve
to increase the average monthly wage, when under $300, based on earn-
ings after that age,

Chart III 4indicates the various closing dates corresponding
to the calendar quarter in which death or retirement occurs, After
an individual's average monthly wage has been determined as described
above, if it does not happen to be a multiple of $1, it is reduced to
the next lower multiple of $1 bafore being used in the calculation of
the primary insurance amount, :

~ 10 -
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Chart III

CLOSING DATES USED IN CALCULATION OF AVERAGE MONTHLY WAGE

Quarter of Death or Entitlement to Old-dge Insurance Benefits
Closing Date January-March ~ April-June July-September October—December
For Initial Computation )
Wages July 1 of October 1 of January 1 April 1
previous year previous year
Self-Employment Income January 1 January 1 Jamuary 1 January 1
Divisor January 1* January 1* January 1 April 1
Yor Lag Wage Recomputation |
Wages January 1 April 1 July 1 October 1
Self-Employment Income Jamiary 1 Japuary 1 January 1 January 1
January 1 April 1 July 1 Qctober 1

Divisor

* Unless individual did not have ény self-employment income in previous calendar year, in which case

divisor closing date is same as wage closing date,
This chart applicable to self-employment income only when taxable year coincides with calendar

Note:

yesr,
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E, Calculation of Average Monthly Wage for Use with
0ld Formula and Conversion Table

For those individuals who die or become entitled to old-sge
insurance benefits after August 1950, and whose benefits are to be
determined on the basie of the conversion table, the average monthly
wage will be computed in the same manner as outlined above, except
that the starting date will be December 31, 1936, Thus, calculations
based on the conversion table will include all credited wages before
1951 and all wages and self-employment income credited after 1950,
the total being averaged over the entire period, starting with 1937,
omitting quarters after 1936 which are prior to the quarter of
attainment of age 22 if such quarters are not quarters of coverage,

As in the case of average wagzes for use with the new start
formula, wages and self-employment income credited in any year after
1950 will not exceed a total of $3600 in almost all instances; for
1940~50, the maximum wage creditable for any one year is $3000, 1In
any event, the average monthly wage so determined may not exceed $250
for benefit computation purposes,

- 12 -
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¥, Calculation of Primary Insurance Amount{ by New Start Formula

The primary insurance amount of an individual from whose wages
benefite are to be calculated by the new formule is as follows:

Average Monthly Wage - __Primary Insurance &mount
$30 or less $20
3l 2l
32 22
33 23
34 24
35 to 49 ' 25
50 and over 50% of first $100 of average

monthly wage plus 15% of any
balance not exceeding $200

This formula is straightforward for average monthly wages of
up to $100, but can be put into a more simplified form for calcula-
 tions where average wages exceed that amount, By an algedraic trans-
formation, the primary insursnce amount for average monthly wages of
over $100 may be expressed as:

$35 plus 16§ of average monthly wage (not exceeding $300)

The results produced by this transformed statement of the
formula are of course identical with those obtained by tsking 50%
of the first $100 of average monthly wage and adding 15% of the excess
over $100, but the calculation is somewhat simpler than if the steps
taken exactly parallel the wording of the Act,

- 13 -
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G, Calculation of Primary Insurance Amount by 014 Formula in
Conjunction with Conversion Table

When the primary insurance amount is not calculated directly
by application of the new formula, it is determined by first calcu~
lating the "prinary insurance benefit" and then using this benefit
to determine the primary insurance amount by means of a conversion
table, In this case, the primary insurance benefit is found by
'following the old formuls, according to which the primary insurance
benefit is composed of the two parts (a) 40% of the first $50 of
average monthly wage plus 10% of any balance not exceeding $200, and
(b) 1% of the amount computed in (a) multiplied by the number of years
prior to 1951 in which $200 or more of wages were credited, It may be
noted that the largest average monthly wage which may be used with the
0ld formule is $250 even when the calculated average wage exceeds that
amount, Part (b) of this formula is generally referred to as the
Hincrement", If the primary insurance benefit as calculated is less
than $10, it is raised to $10,

As in the case of the new start formula, an algebralic trans-
formation can be made here which will simplify the caleculation in part
(a) of the formula, TFor wages of over $50, the amounts produced by
application of part (a) may be duplicated by finding the sum of $15
plue 10% of the average monthly wage, not exceeding $250,

The second part of this formula, (b), provides an increase in
benefit for each year prior to 1951, in which $200 or more of covered
wages were earned, which follows the corresponding provision of the
Social Security Act prior to the 1950 Amendments, Omission of this
Wincrement" from the new start formula mentioned above produces bene~
fits which are independent of the actual nunber of years in covered
employment, although the proportion of an individual's working life-
time after the starting date spent in covered employment 1s taken
into account in computing the average wage, This means that with the
new formula, benefits for those becoming eligible in future years
will be more nearly level (aside from possible fluctuations due to
changes in wage level) than if the increment had been retained,

After the primary insurance benefit is determined, the corres-
ponding primary insurance amount is found by means of the conversion
table appearing in the Amendments, A portion of this conversion
table is reproduced in Table 1,

-—14.—-



Table 1
EXTRACT FROM CONVERSION TABLE IN 1950 AMENDMEZNTS

Aversge Monthly Wage

Primary Primary for Computing
Insurance Benefit Insurance Amount Maximum Benefits
$10 $20.00 - $40.00
11 22,00 44,00
12 24,00 48,00
13 26,00 52,00
‘14 28,00 56.00
15 30.00 60,00
16 31,70 €3.40
17 33.20 €6.40
18 34.50 69,00
19 35.70 71,40
20 37.00 74,00
26 46,50 93,00
30 54,00 126,60
35 59.20 161,30
40 €4.00 n 195,00
45 68,50 250,00

- 15 -
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H, Illustrative Benefits under the Two Methods

When the calculated primary insurance amount is not a multiple
of ten cents, it is raised to the next higher multiple of ten cents,
Similarly, monthly benefits for categories of beneficiaries other
than retired wage easrners are also raised to the next higher multiple
of ten cents when the calculated amount is not such a maltiple, If
total monthly benefits exceed the maximum amount permissible (referred
to hereafter), this rounding to the next higher multiple of ten cents
ies done after benefits have been reduced so as to conform to the
maximum limits, Some results produced by rounding of benefits are
discussed later in this study,

Table 2 indicates for specimen average wages, the primary in-
surance asounts produced by the new start formula and by the o0ld for—-
mula with conversion table, In this table, it has been assumed that
the individual was steadily in covered employment since 1936, with
the primary benefit used in the conversion table based on 14 increment
years,

It is apparent that both methods of caleculating primary insur-
ance amounts are of the "bent" type, that is, relatively larger bene-
fits are paid for the lower average monthly weages,

The comparisons in Tgble 2 indicate the extent to which the
conversion table will be applicable in future years, Obviously, for
any newly covered individuals the new formula will almost always be
applicable, as discussed later, In effect, these comparisons can re-
late approximately to individuals who were not steadily covered in
the past, and whose earnings were of such amounts as to produce a very
low average wage for 1937-50,

The illustrative figures shown in Table 2a are based on assumed
avergge monthly wages for the two periods, 1937-50 and after 1950, for
an individual dying or retiring at the beginning of 1963, As indicated
above, individuals with only a small amount of covered employment in
the past may have a very low average wage for 1937~50, It should be
noted that not all of the various combinations of assumed wages shown
in the tables are equally likely, Thus, the more likely situation,
because of extension of coverage and even more so because of rising
wage trends is where there is a relatively low wage for 1937-50 with
a higher wage after 1950, For example, in a typical case, the 1937-50
average monthly wage might be $100, with the average wage after 1950
being $200, Tables 2b, 2¢, and 2d deal with deaths and retirements
in later years,



Table 2a

COMPARISON OF FRIMARY INSURANCE AMOUNTS UNDER CONVERSION TABLE
AND UMNDER NEW START FORMULA FOR INDIVIDUALS STEADILY COVERED
SINCE 1936 DYING OR RETIRING AT BEGINNING OF 1953

Primary Ratio of
Assumed Average Computed Average Insurance Amount Conversion
Monthly Wage /  Monthly Wage Conversion New Table to
1937-50 After 1950 for 1937 on Table Formula New Formula
$25 $25 $25 $22.80 $20.00 114%
25 50 28 25,60 25,00 102
25 100 34 30,90 50,00 62
25 200 46 38,50 . €5,00 659
25 300 59 44 .20 80,00 58
$50 $25 $46 $38,50 $20.00 192%
50 50 50 41,80 25,00 167
50 100 56 43,30 50,00 87
50 200 €8 4€,30 65,00 71
50 300 8l 48,90 80,00 61
$100 $25 $90 $50.,60 $20,00 253%
100 50 93 51,10 25,00 204
100 100 100 52,20 50,00 104
100 200 112 53,90 65.00 83
100 300 125 55,80 80,00 69
$150 $25 $134 $56,60 $20.00 283%
150 50 137 57.00 25,00 228
150 100 143 857 .60 50,00 115
150 150 150 58,40 57,50 102
150 200 156 59,10 65,00 91
150 300 le8 €0,.50 80,00 76
$250 $25 $221 $66.10 $20,00 330%
250 50 225 €6.50 25,00 266
250 100 231 67.10 50,00 134
250 200 243 68,40 65,00 105
250 250 250 68,50 72.50 94
250 300 256 68,50 80,00 86
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Table 2b

COMFARISON COF PRIMAEY INSURANCE AMOUIM'S UNDER CONVERSION TABLE
AND UNDER NEW START FORMULA FOR INDIVIDUALS STEADILY COVERED
SINCE 1$3€ DYING OR RETIRING AT BEGINNING OF 1960

Primary Ratio of
Assumed Average Computed Average Insurance Amount Conversion
Monthly Wage Monthly Wage Conversion New Table to
1937--50 After 1950 for 1937 on Table Formula New Formuls
$25 $25 $25 $22.80 $20.00 114%
25 50 34 30,90 25,00 124
25 100 54 42,90 50,00 86
25 200 93 51,10 65,00 79
25 300 132 56,40 80,00 70
$50 $25 $40 $34.80 $20.00 174%
50 50 50 41,80 25,00 167
50 100 69 46,50 50,00 93
50 200 108 53,40 65,00 82
50 300 147 58,10 80,00 73
3100 $25 $70 $46 .70 $20,00 234%
100 50 80 48,70 25,00 195
100 100 100 52,20 50,00 104
100 200 139 57.20 65,00 88
100 300 178 61.60 80,00 77
$150 $25 $101 $52,30 $20.00 262%
150 50 110 53,60 25,00 214
150 100 130 56,10 50,00 112
150 150 150 58,40 57.50 102
150 200 169 60,60 65.00 93
150 300 208 64,80 80,00 81
$250 $e5 $162 $59,80 $20,00 299%
250 50 171 60,80 25,00 243
250 100 191 63.00 50.00 126
250 200 230 67.00 65,00 103
250 250 250 68,50 72.50 94
250 300 269 68.50 80,00 86



Table 2e

COMPARISON OF PRIMARY INSURANCE AMOUNTS UNDER CONVERSION TABLE
AND UNDER NEW START FORMULA FOR INDIVIDUALS STEADILY COVERED
SINCE 1936 DYING OR RETIRING AT BEGINNING OF 1970

Primary Ratio of
Assumed Average Computed Average Insurance Amount Conversion
Monthly Wage Monthly Wage Conversion New Table to
1937-50 After 1950 for 1937 on Table Formula New Formula

$25 $25 $25 $22.80 $20,00 114%

26 50 39 34,30 25,00 137

25 100 68 46,30 50,00 93

25 200 125 56,50 65.00 86

25 300 183 62,20 80,00 78
$50 - $25 $35 431,70 $20.00 158%

50 50 50 41.80 25.00 167

50 100 78 48,30 50.00 97

50 200 136 56,80 65,00 87

50 300 193 63,20 80,00 79
$100 $25 $56 $43.30 $20,00 21€6%
100 50 71 46.90 25,00 188
100 100 100 52,20 50,00 104
100 200 157 59,20 65,00 91
100 300 215 65,50 80,00 82
$150 $25 $78 $48.30 $20,00 242%
150 50 92 50,90 25,00 204
150 100 121 55,00 50,00 110
150 150 150 58,40 57.50 102
150 200 178 61,60 65,00 95
150 300 236 67.60 80,00 84
$250 $25 $120 $64,90 $20,00 274%
250 50 134 56,60 25,00 226
280 100 163 59,90 50,00 120
250 200 221 66.10 65,00 102
250 250 250 68,50 72,50 94
250 300 28 68.50 80.00 86
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Table 2d

COMPARISON OF PRIMARY INSURANCE AMOUNTS UNDER CONVERSION TABLE
AND UNDER NEW START FORMULA FOR INDIVIDUALS STEADILY COVERYD
SINCE 1836 DYING OR RETIRING AT BEGINNING OF 1980

Prinary Ratio of

Assumed Average Computed Average Insurance Amount Conversion

Monthly Wage Monthly Wage Conversion New Table to

193750 After 1950 for 13937 on Table Formula New Formula

$25 $o5 $25 $22.80 $20,00 114%

25 50 41 35,40 25,00 142

25 100 - 75 47,80 50,00 96

25 200 143 57.60 65,00 89

25 300 210 65,00 80,00 81
$50 $25 $33 $30.20 $20.00 151%

50 50 50 41.80 25,00 167

50 100 83 49,30 50,00 99

50 200 151 58.60 65,00 90

50 300 218 65,80 80,00 82
$100 $25 $49 $40,90 $20,00 204%
100 50 66 45,80 25.00 183
100 100 100 52,20 50,00 104
100 200 167 60,40 65,00 93
100 300 234 67 .50 80,00 84
$150 $o5 $65 $45,60 $20,00 228%
150 50 82 49,10 25,00 196
150 100 116 54,40 50,00 109
150 150 150 58,40 57 .50 102
150 200 183 62.20 65,00 96
150 300 251 68,50 80,00 86
$250 $25 $98 $51,90 $20.00 260%
250 50 115 54,30 25,00 217
250 100 148 58,20 50,00 116
250 200 216 65,60 65.00 101
250 250 250 68,50 72,50 94
250 300 283 68,60 80,00 86
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In all of these tables there are instances where the conver-
eion table is more favorable, but these are generally cases where
the future average wage i# lower than (or the same as) the past wage,
vhich will be an unusual situstion, For more normal cases, where
there is a substantial rise in the average monthly wage, the new
start formula is more favorsble than the conversion table by as much
as 80% (i,e, the "ratio of corversion table to new formula" is 55%).

There will be some few cases where, for newly covered individ-
uals, the conversion table will produce larger primary insurance amounts
than the new formula, This results from the fact that,6 for some of
the smaller average monthly wages, the primary insurance amount corres~
ronding to a given wage, obtained by entering the conversion table,
exceeds the primary insurance amount obtained by spplication of the
new formula to a Somewhat greater wage., For example, an individual
dying in January 1953 with total wages of $50 credited in each month
after 1950 and prier to July 1952 (end therefore an average monthly
vage after 1950 of $50) would have a primary insurance amount of $25
according to the new formula, If this individual had attained age 22
in July 1950 (with no covered employment prior to 1951), his average
monthly wage over the period starting with the quarter in which he
attalned age 22 would be $37, With no increment years, this would
yield e primary insurance benefit of $14,80 and a primary insurance
amount, using the conversion table, of $29.60,

Table 3 compares the primary insurance amounts at retirement
age under the two computation methods for new entrants at various ages
on January 1, 1951, Those who are close to age 65 on that date will
in all cases use the new benefit formula. For those with very low
wages who ere relatively young at the present time, the conversion
table method will be used since it produces a somewhat higher bene-
fit, For instance, for a person age 25 at the beginning of 1951 the
conversion table method producee a $10 larger benefit for a "new
start" average wage of $50, while for average wages of $100 or more
the new formula will be more favorable, It will be noted that for
this latter case the reduction in the aversge wage is very slight
because only 3 years of zero wages are included for the period prior
to 1951,

Table 4 indicates, for individuals with 2, 10, and 14 increment
years, the lowest average wage after 1950, which using the new formula,
will produce a larger primary insurance amount than will the specimen
average wage used with the conversion table, For exsmple, an individ-
ual with 14 increment years and an average wage since 1936 of $100
would have a larger=-primary insurance amount using the conversion
table than he would using the new start formula unless his average
wage since 1950 wae $115 or more,



Table 3

COMPARISON OF FRIMARY INSURANCE AMOUNTS UNDER TWO COMPUTATION METHODS FOR
PERSONS HAVING NO WAGE CREDITS PRIOR TO 1951

Assumed Corresponding Primary Insurance Amount on
¥New Start # "0l1d Start® New Starth ¥0ld Start Ratio
Aversge Wage Average Waga.?«./ Averagze Wage Average Wage

For Person Attaining Age 65 and Retiring on January 1, 1961

$50 $20 $25.00 $20,00 125%
100 4a 50,00 32.30 155
150 62 57,50 38,90 148
200 83 66,00 43,00 151
250 104 72,50 47,20 154
300 125 80.00 50.80 157

For Person Attalning Age 65 and Retiring on Jamuary 1, 1971

$50 $29 $25,00 $23,20 108%
100 58 50,00 38,20 131
150 88 57.50 44,10 130
200 117 65,00 49,50 131
250 147 72.50 53,70 135
300 176 80,00 56,80 141

For Person Attaining Age 65 and Retiring on January 1, 1981

$50 $34 $25,00 $27.20 92%
100 &9 50,00 40.10 125
150 104 57,50 47.20 122
200 139 65,00 52,70 123
250 174 72.50 56,60 128
300 209 80,00 60,20 133
For Person Attaining Age 65 and Retiring on January 1, 1991
$50 $46 $25,00 $35,00 1%
100 93 50,00 45,10 111
150 139 57.50 52,70 109
200 186 65.00 57.80 112
250 232 72,50 62,40 116
300 orgh/ 80.00 64,00 125

_!/ Based on *new start! average wage prior to rounding being exact amount
shown in the first colwmn,
b/ $250 used,
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Table 4

LOWEST AVERAGE MONTHLY WAGE FOR USE WITH PNEW STARTM FORMULA WHICH
FROVIDES LARGER PRIMARY INSURANCE AMOUNT THAN WAGE SHOWN FOR USE
WITH CONVERSION TAELE

Wage Used Lowest Wage Used with "New Stari" Formula which
with Yields Larger PIA than under Conversion Table
Conversion with Increments for
Table 2 Years . 10 Years 14 Years
$25 $41 $46 $46
50 76 81 84
75 85 93 96
100 95 106 116
126 111 129 137
150 132 149 157
175 150 167 176
200 167 185 194
226 184 202 211
250 199 218 224
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Tables 5 and 6 indicate the total monthly benefits based on
the new start formuls which will be payasble to family groups of
various sigzes when expressed as percentsges of the primary insurance
amount, TFor the larger family groups, the total benefits are limited
in some cases by the maximum provisions--discuesed in the next sec-
tion, Table & relates to monthly wages, while Table 6 is in terms
of weekly wages, The composition of these groups has been set forth
previously in Chart I,
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MONTHLY BENEFITS PAYABLE UNDER "NEW START* FORMULA FOR VARIQUS

Table &

BENEFICIARY CATEGORIES

ﬁ“igﬁ’ Beneficiary Category-‘%/
3:§!1y 76% 1005  125%  150% 1758 200§ 2255 2600/
Total Benefits
$25 $15.00 $20,00 $25,00 $30,00 $35,10 $40,00 $40,00  $40.00
50 18,80 25,00 31,40 37,60 40.20  40.00 40,00 40,00
75 28.20 37,50 47,00 56,40 60,00 60,10 60,00 60,00
100 37,80 50,00 62,60 75,00 80,10 80,00 80,00 80,00
125 40,40 53,80 67,40 80.80 94,20 100.10 100.00 100,00
150 43,20 57,50 72,00 86,40 100,80 115.20 120,00 120,00
175 46,00 61,30 76,80 92,00 107.40 122.80 138,00 140.00
200 48.80 65,00 81,40 97.60 114,00 130.20 146.40 150,00
225 51,60 68,80 86,00 103,20 120,60 137,60 150.00 150,00
250 54,40 72,50 9,80 108,80 126,90 145.20 150.00 150,00
275 57,30 76,30 95,40 114,60 133,80 150.10 150.00 150,00
300 60,00 80,00 100,00 120,00 140.10 150.10 150,00 150,00
Total Benefits as Percentage of Average Monthly Wage
$25 60% 80% 100% 120% 140% 160% 160% 160%
50 38 50 63 75 80 80 80 80
75 38 50 63 75 80 80 80 80
100 38 50 63 75 80 80 80 80
125 32 43 54 65 75 80 80 80
150 29 38 48 58 67 77 80 80
175 26 35 44 53 61 70 79 80
200 24 32 41 49 57 65 73 75
225 23 31 38 46 54 61 67 67
250 22 29 36 44 51 58 60 60
275 21 28 35 - 42 49 55 55 55
300 20 27 33 40 47 50 50 50

al See Chart II, for beneficiaries included in each group,

b/ Including all categories in excess of 250%,

Hote:

Total benefits may vary slightly with composition of beneficiary groups
For example, total benefits of $114,60 in
the 150% column with an average monthly wage of $275 are based on the
If the 150% benefit is made up
of an old-age benefit plus an additional benefit of 50% of the primary
insurance emount, the total benefit would be $114,50, that is, $76,30

due to rounding of benefits,

sum of two 75% benefits of $57.30 each,

plus $38,20,
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Table 6

MONTHLY BENEFITS PAYABLE UNDER "NEW START" FORMULA FOR VARIOUS
BENEFICIARY CATEGORIES

Average Beneficiary Category&/
w;::;£/ 5% 100% 125% 150% 175% 200% 2254 2504/
$10 $16,20 $21,50 $27.00 $32,40 $37.80 $40,00 $40.00  $40,00
15 24.40 32,80 40,80 48,80 52,20 52,10 52,00 52,00
20 32,30 43,00 53,80 64,60 69,00 68,80 68,80 68,80
25 38,40 51,20 64,00 76,80 86,40 86,40 86,40 86,40
30 40,90 54,50 68,20 81,80 95,40 104,00 104,00 104,00
35 43,40 57,80 72,40 86,80 101,40 115,80 121,60 121,60
40 45,80 61,00 76,40 91,60 106,80 122,20 137.60 138,40
45 48,30  64.30 80,40 96,60 112,80 128,70 144.80 150.00
50 5,70 67,60 84,60 101,40 118,50 135.30 150,00 150,00
55 53.10 70,70 88,40 106,20 123,90 141,50 150,00 150,00
60 55,50 74,00 92,60 111,00 129,60 148,10 150,00 150,00
65 58.00 77.30 %,.80 116,00 135,30 150,10 150.00 150,00
70 or
over 60,00 80,00 100,00 120,00 140.10 150,10 150,00 150,00

a/ See Chart II, for beneficiaries included in each group.

9/ Weekly wage corresponding to average monthly wege as calculated in accordance
with dct,

¢/ 1Including all categories in excess of 250%,

Note: Total benefits may vary slightly with composition of beneficiary groups
due to rounding of benefits, For example, total benefits of $106,20 in
the 150% column with an average weekly wage of $55 are based on the sum
of two 75% benefits of $53,10 each, If the 150% benefit is made up of
an old-nge benefit and an additional benefit of 50% of the primsry in-
;;rance amount, the total benefit would be $106,10, that is, $70,70 plus

5,40,
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I, Maximum Benefits under the New Start Formula
and the Conversion Table

As mentioned previously, there are certain limits on the
emount of monthly benefits which may be paid on the basis of an
individual's wage record, The maximum total monthly benefit
which may be so pald is as follows:

Average Monthly Wage Maximum Benefit
$50 and under $40
$51 - $187 80% of average wage
$188 and over $150

The upper 1limit of $160 reprepents an incresse of 76% over the old
Actls maximum of $865, A further restriction was included in the old
Act, to the effeet that total Denefits could not exceed twice the
primary benefit, but no corresponding provision is included in the
1950 Amendments,

One point of interest in connection with these limits ie
that whereas, under the old Act, the limite applied to the total
benefits of all beneficiaries, regardless of whether all such bene-
fits were actually payable or had been suspended ir part pursuant
to the ¥Ywork clause" or for some other specified reason, under the
1950 Amendments the limits are applied only to those benefits actu-
ally being paid for a particular month,

The limits referred to sbove apply in the case of all bene-
fits whether calculated by the new formula or by the conversion table,
In this convereion table, part of which is reproduced in Table 1,
there 18 a column which indicates the aversge monthly wage, corres-
ponding to each primary insurance benefit, which is to be used for
the purpose of fixing the maximum benefits, Within the renge where
the maximum total benefite depend on the average monthly wage, the
average monthly waege has been so determined that application of the
new start formuls thereto will produce the new primary insurance
smount shown,

Maximum femily benefits under the new start formula, expressed
a8 a percent of average monthly wege, start off at a maximum of 160%
for an average wage of $25 and decrease thereafter to 80% for average
wages of $50 to $187 and then to a low of 50% for an average wage of
$300, Values of these percentages (as well as for maximum benefits
expressed as percents of prinary insurance amounts) are shown for
specimen values of average wege in Table 7,



Table 7

COMPARISON OF MAXIMUM FAMILY BENEFITS WITH PRIMARY INSURANCE AMOUNTS
AND AVERAGE MONTHLY WAGES ACCORDING TO "NEW STARTY" FORMULA

Average Primary Maximum Meximum Benefits as Percent of

Monthly Insurance Family Primary Insurance Averege Monthly

Wage Amount Benefits Amount Wage
$o5 $20,00 $40.00 200% 160%
50 25,00 40,00 160 80
75 37.50 60,00 160 80
100 50,00 80,00 160 80
126 63.80 100,00 186 80
180 57,50 120,00 209 80
1756 61,30 140,00 228 80
200 65,00 150,00 231 75
226 68,80 150,00 218 €7
250 72,580 150,00 207 60
278 76,30 150,00 197 56
300 80,00 150,00 188 50
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The rsetios of meximur family benefits based on the new
stert formula to primary insurance amounts start off at 200% for
an average wage of $30 or lees and drop to a level of 160% which
continues for aversge weges of $35 through $100, Ae the average
wage exceeds $100, the percentages moke a sharp and steady rise
to 237%, corresponding to aversge wages of $187 and $188, after
which point there is a steady drop to 188% at the maximum credit-
able average monthly wage of $300, In terms of number of bene~
ficiaries, the 237% figure indicates that for a typical survivor
family composed of a widowed mother and children, the largest possible
number of eligible children all eble to draw full benefit is 2, while
if there is & third child, the additional amount payable is only a
partial benefit,

For average monthly wages of $141 through $266, maximum family
benefits exceed twige the primary insurance amount, In this wage
range, therefore, meximum family benefits are larger than they would
have been had the 1950 Amendments retained the former limit on maxi-
mum monthly benefits of twice the primary benefit,

Table 8 comparee some primary insurance benefits with primary
insurence amounts under the conversion teble, It also indicates the
relationship between the new maximums on family benefite and the
maximums in force prior to the 1360 Amendments,

For primary insurance benefits of $10 to $15, the increase in
benefit is a flat 100#%, Thereafter, the incremse is somewhat lower,
reaching a minimum of 83% for primuary insurance benefits of $21-23,
then rising slightly to 86% for primary insurance benefits of $25-26,
and then slowly and steadily dropping off to sn increase of 50% for
a primary insurance benefit of $45,60, which is the largest possible
primary insurance benefit (based on an average monthly wage of $250
and 14 increment years), The over-all increase in existing benefits
produced by the coaversion table when the 1950 Amendmentes becane
effective was a rise of aeporoximately 77%% in the average benefit for
retired workers,

For sone ranges of primary insurance benefits, the maximum
family benefit under the old aet varied with the amount of increment,
whereas in other cases where the maximum was double the primary insur-
ance benefit, or $85, there was no such variation, TFor instance, a
$15 primary insurance benefit could have resulted, on the one hand,
from an average monthly wage of $32.89 and a 14% increment or a some-
what higher average monthly wage and a lower increment, the maximum
being different in each case, because it was 80% of wage, The columr
in Table 8 showing the maximum benefit prior to the 1950 Amendments
was determined on the basis of only 2 assumed increments so as to
yield, in effect, the highest average monthly wage, and thus, the
highest maxiwum benefit, (In s few rare cases an individual might
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Table 8

COMPARISON OF PRIMARY AND MAXIMUM BENEFITS UNDER CONVERSION TABLE

Meximum Family

Primary Benefit Pricr
Insurance to 1950
_Benefit_ smendmen tag/

$10 $20,00
15 29,41
20 39,22
2b 50,00
30 60,00
35 70.00
40 80,00
45 85,00
s/

Assuming, where necessary, that the primary

only 2 increment years,

New New
Primary Maximum Percentagze Increase
Insurance Family Primary Maximum
Amount Benefit Benefit Benefit
$20,00 $40,00 100% 100%
30,00 48,00 100 63
37.00 59,20 85 5l
46,50 74,40 86 49
54,00 101,28 80 69
59,20 129,04 69 84
64,00 150,00 60 88
68,50 150,00 52 76

insurance benefit is based on
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have qualified for a very low primary insurance benefit with less
than 2 increment yesrs: for instance, with no increment years, by
having 3 quarters with wages of $50 in both 1939 and in 1940,)
However, in this table this variable maximum benefit for a given
primary insurance benefit applies only where the primary ineurance
benefit is $20 or less,

The maximum benefit arising under the conversion table is
100% higher than the o0ld maximum for a $10 primary insurance bene-
fit, As the primary insurance benefit becomes larger, the percent-
age increase drops off reaching a trough at 46% for a primary in-
surance benefit of $22, Following this, there is a gradual rise
until for a primary insurance benefit of $39, the increase in the
maximum benefit is 92%, Thereafter, the percentage increase becomas
smaller until for a primery insursnce benefit of $43 or over, it is
76%.

In using the conversion table it will be noted that there are
a number of instances where the actual average monthly wage (used for
determining the primary insurance benefit) is larger than the average
monthly wage used for computing maximum benefits (as determined from
the conversion table), It might be expected that the conversion
table, which always increases the primary benefit would likewise al-
ways incresse the average wage used for determining maximum benefits,
This situation will be of some interest until such time as the "new
start" formula, under which the two average monthly wages are, of
course, the same, comeainto general use,

A8 indicated hereafter, no beneficliary will be at a disad-
vantage in using the conversion table as compared with the previous
law, since, despite the use of a lower average monthly wage for de-
termining the maximum benefit (under the 80% rule), the resulting
maximum is higher because of the elimination of the previous maxi-
nums of $85 and twice the primary insurance benefit, Moreover, if
both the average wages are over $187 it is immeterial whether one
is higher than the other since the $150 maximum is applicable,

Table 9 illustrates an interesting point in connection with
the increased benefits produced by the conversion table, namely,
that the percentage increase in benefits payable to an individual
beneficiary or group of beneficimries depends on the beneficlary
category as well as on the amount of old benefits, For example, a
retired worker drawing & monthly benefit of $40,00 under the old
Act has his benefit incrsased by 60% to $64,00, while a retired
worker and eligible wife drawing the same total amouant of $40,00
under the old Act (based on a primary insurance benefit of $26,67)
have their benefits increased by 86% to a total of $74,30, This is
of course due to the fact noted in Table 8 that the larger percentage
increases occur for the lower wvalues of primary benefits, An addi-
tional factor which must be considered in interpreting the figures
in Table 9 is the increase in child survivor benefits expressed as a
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Table 9

INCREASE IN FAMILY BEZNEFITS UKNDER CONVERSION TABLE

Total
Monthly Old—-Age Beneficiary
Benefit 0ld—-Age Beneficiary and ¥Wife Widow Child or Farent
Prior to New Percentage New Percentage New Percentage New Percentage
Amendments Benefit Increase Benefit Increase Benefit Increase Benefit Increase
$10 $20.00 100% a/ - b/ 50-101% b/ 50-178%
15 30.00 100 $30.00 100% $27.80 85 $40.50 170
20 37,00 85 40.10 100 37.20 86 42,00 140
25 46.50 86 49.20 97 43.20 73 a/ --
30 54,00 80 55,50 85 48,00 60 a/ —
35 59.20 69 64.70 85 a/ — af -
40 64,00 60 74,30 86 af — a/ -
45 68,50 52 81,00 80 al - al —
50 a - 86,40 73 a/ - al -
60 af — 96,00 60 af — af -
Widow and One Child Widowand Two Children Two_Children Three Children
New Percentage New Percentage New Percentage New Percentage
Benefit Increase Benefit Increase Benefit Increase Benefit Increase
$10 a/ - a/ —_— $25.00 150% a/ —
15 $36,00 140% af - 37.60 151 $35.10 134%
20 47.60 138 $40.00 100% 46,40 132 42.90 114
25 55,60 122 46.10 84 58.20 133 52.50 110
30 €6.80 123 53.50 78 67.60 125 5¢.40 98
35 77.40 121 59,20 69 74.00 111 £9.00 97
0 84, 40 111 67.20 €8 80.00 1C0 72.20 98
45 90. 40 101 76.50 70 85.80 91 94,50 110
50 86,00 92 92.40 85 a - 1C0 . 80 102
60 a/ — 117,40 . 96 af — 112.20 87
70 a/ — 128,00 83 af — &/ -

a/ Impossible value.

_13/ New benefits within a range correspond to range of oid primary insurance benefits which would have
produced old benefit of amount shown for specified beneficisary category. This range is $15, 00-20 10 ¢
widow'e benefit formerly $10 and $15,00-27,80 for child's or perent's benefit formerly $1C, T sor
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percentage of the primary bemefit; this increase being relatively
greater for one-child femilies than for two-children families, and
so forth, .

Table 10 shows the average monthly wage used for determining
maximum benefite corresponding to various actual average monthly
wages (used for determining primary insurance benefits) for 2, 10,
and 14 increment years, It is spparent that for the smaller values
of actual wages, the actual wage is well below the average wage for
maximum benefits, At the upper end of the table, the actual wage is
generally somewhat larger, with the two exceptions shown correspond-
ing to 14 increment years,

One factor which will serve to reduce the number of cases
where this anomaly of the two wages is present is that a large part
of the benerits determined by the conversion table in the future
will be based on the larger numbers of incremen% years, where the
actual average wage used for determining the primary insurance bene-
fit most frequently exceeds the average wage used for determining
maximum benefits, Ales important is the $150 limit on family bene-
fits, which applies if the average wage for maximum benefits is over
$187, This will further reduce the area in which the relative sigze
of the two wages is of any concern; for example, with 10 increment
years the range within which total benefits are affected by this in-
verse relationship will only be for actual average wages of $144 to

$204,

In every instance the new maximum benefits will exceed the
Qld by a considerable margin, This relationship between benefits is
of prime importance in the conversion table, rather than the re-
lationship between average wages used for determining such benefits,

Referring back to the conditions under which a particular
method of calculating benefits is to be used, it will be remembered
that for those individuals with at least 6 quarters of coverage
after 1950 who attained age 22 before 1951, benefits are to be cal-
culated by the new start formula or by the conversion table, de-
vending on which method results in the larger primary insurance a-
mount, Also, it may be seen from either Table 2 or Table 4 that
only very rarely will a given average monthly wage produce exactly
the same primary insurance amount under the conversion table as
under the new start formula, In considering the subject of maximum
family benefits the question may therefore arise as to whether in
any case it is possible for the conversion table to produce the
higher primary insurance smount, with the new start formula produc-
ing the higher maximum family benefit, or vice versa, This in-
consistency cannot occur, since, if the average monthly wage used
for determining maximum benefits in the conversion table is less
than $188 (at which point the maximum family benefit becomes a
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Table 10

COMPARISON OF AVERAGE MONTHLY WAGE USED FOR CALCULATING PRIMARY
INSURANCE BENEFITS WITH AVERAGE MONTHLY WAGE
USED FOR DETMRMINING MAXIMUM BEWEFITS

Average Wage Average Wage for Maximum Benefits.%/,
For Primary when Primary Benefit based on Increments for
Insurance Benefit 2 Years 10 Years 14 Ysars
$25 $40.80 $44.00 $45.60
50 75,20 80,40 83.60
75 84,24 92,04 96,59
100 94,98 105,20 114,47
125 110,69 128,60 126,63
150 131,34 148,00 155,94
178 149,32 166,66 175.14
200 1€5,99 184,66 195,00
225 183.22 213.20 227 .60
250 208,20 240,00 250,00

g/ aAccording to conversion table in 1950 Amendments.
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constant $150), the conversion table is so constructed that the

primary insurance amounts shown therein are the same (aside from
slight differences introduced by rounding) as those produced by

applying the new start formula to the average monthly wage used

for purposes of computing maximum benefits,
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J, Rounding of Benefits

In order to facllitate administration, the 1950 Amendments
provide for a considerable amount of rounding in the benefit com-
putations, These rounding conditions which have been referred to
above are quite thoroughly spelled out in the law, and it is of
interest to see how they work out in particular cases, The follow~
ing discussion relates generally to the "new start! formula, al-
though it is largely aspplicable to individuals whose primary insur-
ance amounts are determined under the conversion table,

A8 a specific example, we may consider an individual who
has a "new start" averaze monthly wage falling between $111,00 and
$111,99 as initially calculated, It is first provided that this
asount shall be rounded down to the next lower multiple of a dollar,
that is, to $111, According to the benefit formula, the primary in-
surance amount is computed to be $51,65, which in turn, is rounded
to the nsxt higher multiple of ten cents or $51,70, The maximum
family benefit is 80% of the average wage or $88.80,

It may be noted that for the Ynew start" benefit provisions,
beeause of the rounding of the average wage, there will not be a
primary instrance amount corresponding to each multiple of ten cents;
in other words, there will be some Himpossible" values, For instance,

there can never be a primary insurance amount of $51,60, as indicated
in the following table:

Average Monthly Wage Primary Insurance Amount
$110 $51,50
111 51,70
112 51.80

Turning back to the individual with the $111 average monthly
wage, a $51,70 primary insurance amount, and an $88,80 family bene-
fit maxinus, let us consider how survivor benefits are calculated
if he leaves a widow and children, First, as indloated in the first
three coluans of Table 11, the benefits for each beneficiary are ob-
talned by applying to the primary insurance amount the appropriate
benefit proportion, that is, 75% for the widow and 50% for each child
plus an extra percentage for each child equal to 25% divided oqually
among the child beneficiaries,

If the resulting total family benefits are less than the nmaxi-
mwan, a8 is the case only for the first group shown in Table 11, then
each of the individual benefits is rounded up to the next dime. How-
ever, where the total is greater than the maximum, each benefit is
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Table 11

ILLUSTRATICONS OF CALCULATION OF SURVIVOR BENEFITS FOR AVERAGE MONTHLY WAGE OF $111
‘ BY "NEW START" FORMULA

Prior to Maximum After Maximum but After Maximum

or Rounding ___ _ Prior_to Roundigg.f__/ - and Rou_gd;ingT
Beneficiary Gro Kach Total Each Total Each otal
,,__:_,___,u?“_ Widow  yi1a  Femily  299%  Gpina Family  ¥idoW  Gnila Femily
Widow and 1 Child $38.78 $38.78 $77.56 * * * $32.80 $38.80 $77 .60
Widow and 2 Children 38,78 32.31 103,40 $33.30 $27.76 $88.80 33,30 27.80 88.90
Widow and 3 Children 38,78 30 .16 129,26 26.64 20.72 88,80 26.70 20.80 89.10
Widow and 4 Children 38,78 29.08 155,10 22.20 16.65 88,80 22.20 16,70 89.00
Widow and 5 Children 38,78 28.44 180,98 19.03 13.95 88.78 19.10 14,00 89.10
Widow and 6 Children 38,78 28.00 206,78 16.65 12,02 88,77 1€.70 12,10 89,30
Widow and 7 Children 38,78 27.70 232.68 14.80 10,57 88,79 14,80 10.60 89.00
Widow and 8 Children 38.78 7.4 258,54 13,32 9.44 88,84 13,40 9,50 89,40
Widow and 9 Children 38,78 27.29 284,39 12,11 8.52 88.79 12.20 8.60 89,60
Widow and 10 Children 38,78 o7.14 310,18 11.10 7.7 88.80 11,10 7.80 89,10

* Maximum not applicable,

a/ Differences between total family benefit indicated and maximum of $88,80 are due to teking each individusl
benefit to nearest whole cent,
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reduced proporticnately in the ratio of the maximum benefit to the
preliminary totsl family benefits, (If there is a benefit paysble
to a retired worker, his amount is not reduced, but rather all
others are reduced sufficiently to bring the total down to the maxi-
mum total benefit,) The second group of three columns shows these
proporticrately reduced figures, It may be noted that in some in~
stances the total differs slightly from the maximur of $88.80 be-
cause of the necessity of rounding each benefit to the nearest cent,
(In practice, smounts of exactly % cent or more are rounded up, and
all other amounts are rounded down),

Finally, as shown ir the last three columns, each of the re-
sultirg reduced benefits obtzined previcusly which is not a multiple
of ten cents is rounded up to the next higher ten cents, It will De
observed that the total family benefits will frequently exceed, by
small amounts, the actunl caloulated maximum, Thus, in this partic-
ular case, such exces: rangee from 10 cents to as much as 80 cents
for a very large family,

This results in a minor peculisrity which may have been noted
previously in Table 5, namely, that in certain instances, smaller
families will get slightly larger benefite than some larger families,
For instance, in one case considered in Table 11 the benefit for a
6=child family is 30 cents larger than for a 7-child family,

Also there 7ight be a slight questiocn concerning that section
of the Amendmente2/ which provides that if the maximum is applicable,
and the work clause is operating against one of more of the family
group, the payments (either reduced or unchanged, as recuired) shall

be continued to those who work rather than be suspended with a corres-
ronding lncrease to the other beneficiesries, This, of course, is de-
sirable for administrative simplicity, It would therefore seem dbotk
sgainst the purpose of the law and ageinst reasonable administrative
procedure in such cases, for the benefits to be veried to reflect the
small differences indicated in the last column of Table 11 for families
of different size, In other words, specifically for the case indicated,
in & 7-child femily the total family benefits of $89,00 would be pay-
able sc long as the widow and at least 2 children were not affected by
the work clsuse, *

One further point of interest which may be noted in this con-
nection is that for different groups of beneficisries which each add

—— -

3/ Sec, 203(h) provides that deductions becsuse of the work clause
shall be made from the benefits to which an individusal is en-
titled only to the extent that they reduce the total amount which
would otherwice be paid, on the basis of the same wages and self-
employment income, to him and the other individuals livirg in the
same household,

- 38 -
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up to the same total percentage of primary insurance amount, the
total monthly benefits may differ by small amounts due to the
effects of rounding individual benefits, For example, in Chart I,
it ie shown that a retired worker and eligible wife will draw a
total benefit of 150% of the primary ineurance amount, while a sur—
viving widow and child will be entitled to the same percentage,

For an average monthly wage of $150 used with the new start formla,
the retired worker and wife will receive a totsl monthly benefit of
$8€,30, while the widow and child, entitled to the same totsl per-
contage of primary insurance amount will receive $86,40, the differ-
ence in the total amount resulting from rounding of the individual
benefits,

Turther, it mey be of interest to consider the actual exact
meximum family benefit when the $40 maximum is applicable (for aver-
age wages of $50 and less) and when the $150 maximum is applicable
(for average wages of $188 or more), In each of these two groups,
there is the same maximum family benefit~-regardless of the average
wage or the primary insurance amount, The following tsble indicates
the particular maximums for a widow and various numbers of children:

Fanily Benefit Family Benefit
Beneficiary Group Where $40 Meximum Where $150 Maximum

is Applicable is_Appliceble
Widow and 2 Children $40.00 $150,10
Widow and 3 Children 40,20 150,00
Widow and 4 Children 40,00 150,30
Widow and 6 Children 40,10 150,20
Widow and 6 Ohildren 40,50 150,60
¥idow and 7 Children 40 .30 150,30
Widow and 8 Children 40,40 150,50
Widow and 9 Children 40,60 150,10
Widow and 10 Children 40,00 150,80

It will be observed that as in the previous specific case,
the total family benefit will exceed the particular exact maximum
by small amounts which, of course, are never greater than 10 cents
per beneficiary,

Section 215(c)(3) provides that for the purpose of facilita~-
ting the use of the conversion teble in computing any of the monthly
benefits, it may be assumed that the primary insurance benefit from
which such monthly benefits are derived is one or two cents more or
less thsn its actusl amount, This was included since, as a practical
matter, it was desirable to calculate the increased benefits directly
from the amounts peyable to individual beneficiaries, without refer-
ence to the wage records or primary insurance benefite on which such
amounts were based,
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Complete tables for converting primary insurance benefits into
primary insurance amounts have been prepared, which indicate the range
of PIB's which can produce any given PIA, These tables make use of
the provision referred to above, For example, the conversion table
in the Amendments shows PIA's of $31.70 and $33.20 corresponding to
PIB's of $16,00 and $17.00, respectively, By interpolation, a PIB
of $16,05 or $16,06 would produce a PIA of $31,80 after rounding to
the next higher multiple of ten cents, while a PIB of $16,07 would
give a PIA of $31,90, Now, suppose a widow had been receiving a monthly
benefit of $12,05; this might have been derived from a PIB of either
$16,06 or $16,07 8o that it is desirable to have the same PIA for
each, Similarly, a child's benefit of $8.03 might have been based on
a PIB of $16,05 or $16,06.

After using the conversion table, the widow's and child's
benefits based on the same individual's wage record should be equal,
since each benefit is now equal to 75% of the PIA, Therefore, in the
complete tables, PIB's of $16,05 and $16,06 were thrown in with the
group of PIB's gtarting with $16,07, mroducing a PIA of $31,90 and
consequently consistency as to widow'!s and child's benefits as in~-
dicated by the following table:

Under Amendmentsa

Under 0ld Law Prior to Sec, 215(c)(3) _After Sec, 215(c)(3)

PIB Widow (Child PiA Widow or Child PIA Widow or Child

$16.04 $12,03 §8.02 $31.80 $23.90 $31.80 $23.90
16,05 12,04 8,03 31,80 23.90 31,90 24,00
16,06 12,05 8,03 31,80 23.90 31,90 24.00
16.07 12,06 8,04 31,90 24,00 31.90 24,00

L] 40.-—
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K, Zsrliest Date on which Maximum Old-Age Benefit
of $80 per Month will be Paid

The maximum individual benefit of $80 a month for a retired
worker 18 available more or less immediately under the new benefit
formula, Considerable interest attaches as to when this amount
will first actually be payable as well as at what time the new bene-~
fit formula itself will first become applicable, A number of tecnhi-
cal features of the law are important in this respec?, namely, the
requirements for using the "new start" average wageé,, the provision
in regard to lag wages, the provisions in regard to using self-employ-
ment income of the year of retirementﬁj, and the special rule appli-
cablg~fbr those with $3600 of credited wages and self-employment in-
comeX/ ,

Since the requirement for using the new benefit formula is 6
quarters of coverage after 1950, the normal wage-earner could first
acquire the 6th quarter of coverage in April 1952, and, hence, could
retire in May 1952 and receive benefits under the new formula, In a
few instances the 6th quarter of coverage can be obtained in April
1952, and yet benefits will be paid for that month (i,e, if wages in
April 1952 are exactly $50.00 or if the individual is age 75 or over),
However, these benefits would be reduced because of the minimum
divisor of 18 months for the average wage and the fact that wages in
the quarter of retirement are not counted; further, there would be a
temporary reduction which would be made up retroasctively because of
the lag wage provision,

Thus, specifically, consider an individual who earns $300 per
month for the period January 1951 up to and including April 1952, He
could retire and receive benefits for May 1852, but if under 75, not
for April since he would be ruled out by the work clause, His bene-
fit under the lag wage provision would be computed using only wages
in the period Januery 1951 through September 1961, or a total of
$2700, which would yield an average monthly wage of $150 and a primary

i,e,, at least 6 quarters of coverage after 1950,

See previous section dealing with calculation of average monthly
wage for discussion of lag wages and of self-employment income in
year of retirement,

When an individual is credited with $3600 of wages in a calendar
year, each quarter is considered a quarter of coversge, An indi-
vidual with wages and self-employment income totalling $3600 in a
taxable year is credited with one quarter of coverage for each
calendar quarter any part of which falls in such taxable year,
However, in no case may a quarter be counted as a quarter of
coverage prior to the beginning of such quarter,

fon bl

lakk
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insurance amount of $57,50, However, beginning 6 months later, his
benefit could be recomputed, using in addition his wages in the
period October 1951 through March 1952, yielding total wages of
$4500, which produces an average monthly wage of $250 and a primary
insurance amount of $72,E0, (It will be noted that the wages earned
in April 1952 sre used for determining the number of quarters of
coverage, but are not included in the calculation of average monthly
wage), 4t the same time an additional payment would be made to rep-
resent the difference of $15 per month between the preliminarily de-
termined amount and the final amount, In fact, in the case just out-
lined, it is quite poseible that if the individual had substantial
insured employment prior to 1951 his primary insurance amount would
be computed under the conversion table method for the preliminary
amount, with the finsl amount being determined under the new formula,
8o that the difference might not be so great as indicated,

Next, consider when the normal wage earner could first receive
a full 380 check, The $300 per month man who retires in the 3rd
quarter of 1952 will have a final smount of $80 after recomputation,
with retroactive payments to make up the difference between $80 and
the smaller preliminary amount resulting from initiel nonuse of the
lag wages, However 6 a $300 per month man retiring in Jamuary 1953
would-~despite the lag wage provisions—-receive the full $80 check
for January 1953,

In an extreme case, the situations described previously for
the normal wage earner would not apply to the very highly-paid wage
earner, An extreme case might involve an individual over age 65 in
1950 who hed at least 6 quarters of coverage prior to 1951, who earned
$3600 in 1951 but did not work in October of that year, and who then
earned $3600 in the first quarter of 1952, Upon filing application
in April 1952, he will be fully insured with 6 quarters of coverage
after 1950, and thus the new benefit formula will be applicable,
Because of the 6-month retroactive provision for payment of benefits,
he will receive a benefit payment for October 1951, since he was fully
insured at that time, Originally, this payment will be reduced in
accordance with the lsg wage provision, but in October 1952 it may
be recomputed, with retroactive payments being made eo that, in effect,
he will eventually receive a full $80 payment for October 1851, A
modification of this case might involve an individual over age 75,
in which case the work clause would not prevent psyment of benefits
for months in which credited wages exceed $50,

For self-employed persons with no wages, the earliest possible
date for use of the new stert formula will involve cases in which the
taxable year colncides with the calendar year, Income in the year of
retirement is not creditable for benefit purposes although it is cred-
jtable for insured status, Accordingly, such an individual may retire
and use the new benefit formula as early as May 1952 (or, in fact,
April 1952 if he had $3600 of self-employment income in the first
quarter of 1952, or if he was age 75 or over), However, the maximum
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benefit payable would be based on $3600 of total self-employment
income in 1951, yielding an average monthly wage of $200 and a
primary insurance amount of $65,

In order for a gelf-employed individual to receive a primary
insurance amount of $80 at the earliest possible date, he would have
to retire in January 1953 after having had self-employment income
of $3600 in both 1951 and 1952,
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L, Level Premium Costs of Individual Benefits

In concluding this discussion of the relationships between
benefits and wages, it is appropriate to compare taxes payable with
the value of the benefits for individual cases, Under a program of
social insurance, it is not unexpected that some categories of in-
dividuals will contribute to the cost of benefits payable to other
categories, In other words, it is not a necessary characteristic of
such a system that all participants receive benefits at least equal
in valve to contributions paid by their employers and themselves,

It is of interest, however, to see to what extent the value of bene-
fits approaches the cost of such benefits for severasl broad classes
of individusls,

Table 12 shows the net level premium cost of benefits, ex-
pressed as a percentsge of an assumed constant monthly wage for in-
dividuals entering covered employment at ages 20, 30, 40, and 50, the
new start formuls being assumed applicsble in all instances, No
allowance for administrative expenses is included in these costs, In
the case of the married male worker who enters at age 20, it is
assumed thet he marries at age 24; the wife is 5 years younger than
the male worker in each of the illustrations, For married male
workers with one child, the child is assumed to be born at the worker's
age 25; for 2-chiléren families births occur at the worker's ages 25
and 30; and for 3-children families at his ages 28, 30, and 35,

U.S, White Male and U,S, White Female 1939-41 mortality are assumed
applicable to adults; mortality of children is ignored, Termination
of mother's ehd widow's benefits upon remarriage is taken into accs nt
using for this purpose, the 150% American Remarriage Teble }939-41-
which is reasonably consistent with re¢ent OASI experience with thesge
benefits, Interest is at 3%; use of a lower rate would materially
incresase the percentages shown here as would the use of lower mortality
rates, Reduction of benefits for reasons other than the maximum
limits on benefits has been disregarded as has the cost of dependent
parent's benefits, The worker®se wife is assumed not to be an old-age
beneficiary in her own right,

It will be noted that deferment of retirement to age 68 pro-
duces a substentisl reduction in costs as compared with costs based
on retirement at age 65, At the present time the average age of in-
dividusls being awarded cld-age insurance benefits is in the neighbor-~
hood of 69 years,

The reduction in cost as the avernge monthly wage increases
from $100 to $300 is approximately 47% in all cases, any slight devi-
ations from this figure belng due to the maxlimum berefit limits, Thise

- - -

7/ "Purther Remarrisge Experience" by Robert J. Myers, Proceedings of
the Casuslty Actuarisl Soclety, Vol, XXXVI, 1850
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reduction arises from the bent nature of the benefit formula, and
might have been determined, of course, by considering only the ratios
of primary insurance smcunt to average wage,

Table 12 indicates the extent to which the over-all cost of
benefits under the OASI system ie irfluenced by irdividuels who come
in under the new start provision at the older ages, In a number of
instences, the level premium cost of benefits, expressed as a per-
centage of wage, greatly exceeds the combined employer-employee ulti-
mate tax rate of 64%, This is offset by the lower level premium cost
for younger entrants,



Table 12

LEVEL PREMIUM COSTS2/ OF RENEFITS AS A PERCENTAGE OF ASSUMED LEVEL MONTHLY WAGE

Dependency Status

Retirement Age 65
$100 3200 $300
Wage Wage Waze

3ingle male

Single female
Married male-~(
Married male~l
Married male-g
Married male-3

Single male

Single femsle
Married male-O
Married male-l
Married male~2
Married male~3

Single male
Single female
Married male -0
Married male~1
Married male-2
Married male-3

Single male
Single female
Married male~0
Married male-l
Married male-~2
Married male~3

children
child

children
children

Age

children
child

children
children

Age

children
child

children
children

Age

children
child

children
children

Age 20 at Entry into System

4%

(o]

*

~ 20O Pb W
USN\I!D%

HH -

2.36%
2,92
3,86
4,36
4,76
5,06

30 at Entry into System on 1/1/51

5. 7%
7,06

9,43
10,04
10,78
11,83

3.75%
4,59
6.13
6,52
7.10
7.85

3,08%
3,77
5,03
5,35
5,80

6.36

40 at Entry into System on 1/1/51

10,07%
12,13
16,10
16.13
16,47
17,86

6.54%

7.88
10,47
10,49
10,70
11,67

5.37%
6,47
8,59
8.61
8.78
9.55

50 at Entry into System on 1/1/51

21,31%
25,02
33.69
33,69
33,69
33,79

13,85%
16,26
21,90
21,90
21,90
21,96

11,36%
13,34
17,97
17,97
17,97
18,02

Retirement_ Age €8
$1C0 $200 $300
Vage Waze Wage
2.60% 1,69%  1,39%
3.28 2.14 1,76
4,87 3.16 2.59
5.61 3,65 2,99
6,11 4,04 3,29
6.50 4,34 3,51
4,08% 2.65%  2,17%
5,10 3,31 2,72
7.62 4,96 4,07
8,21 5.34 4,38
8.94 5,90 4,82
9,95 6.63 5,36
6,946 4.,51%  3,70%
8.54 5,55 4,56

12,67 8.23 6.76
12,69 8.25 6.77
13,00 8.46 6.94
14.33 9,37 7.67
13.856 9,005  7.39%
16,57 10,77 8.83
24,94 16,21 13,30
24,94 16,21 13,30
24,94 1l-€.,21 13,30
25,03 16,27 13,35

a/ Based on U.S, White Lives 1939-41 mortality, 150% American Remarriage Table
remarriage rates, and 3% interest,

Note:

is included where applicable,

Cost of survivor benefits based on death of wage earner before retirement
See text for demographic assumptions,



