made to uuderstw~d
these questions in their total
context.
It has beeu a major thesis of United
Nations work in the last decade that the problems
in one prticulnr
field or area wuuot
be unclerstood merely in terms of the vari;~bles operating
within that field ; in particular,
it hs beeu emplinsized in various resolntious
of the Economic nncl
Social Council and of the (ieneral Assembly,
and

in various reports by the Secretary-General,
that
economic and social factors
are so inextricnbly
interwoven
that 110 proper exlhnntion
of clevelopmerits iii the one fielcl can be made without
reference to trends iii the other. For this reason, in the
regional
chapters
consideration
has also been
given to economic forces that have direct bearing
upon social t rencls.

Notes and Brief Reports

years 1962 :lutl 1040 for both old-age, survivors?
and disability insurance and! under Feclernl nucl
State
taxes, uiiemployneiit il~Sll~i~llce.

Social Security Taxes and Total Payrolls*
The social iiisura11(*e l)rograms
imtugurated
by
the Social Security
.\ct-old-age,
survivors,
and
disability
insurance
illlC1
unen~l~loynieut
insurauce-have
now been iii operation for more tllau a
quarter of a century and are au accepted part of
American
economic and social life. The benefit
provisions
hare uudonl~tedly
played a significaut
role iii preventing
or lessening the ecouomic losses
ancl difliculties arising from the three major causes
of the termination
of :t family breadwinner’s
work
activity-death,
olcl age, aiicl pernlaiieiit xiicl total
disability--nucl
from sliort -term lliieilll~loylllellt.
This is one side of the coiu. The other side is the
charge necessarily
iniposed
on employers
and
workers
to finance the program on a sound basis.
The impact of this charge on eniployers as it, has
varied from the system’s beginning through 1962
is considered in the folio\\-iug pages.
One w:iy to consider the cost impact of the
social security
program
is in terms of the contribution
(or tax) pro\-isions
of the old-age, survivors, and disability
insurance system.
During
103$1!l the amount paid by employer and by employee was at most, $30 :I year. Currently
each of
them pays a maximum Of $174~almost
six times
as much. Even if only llie contribution
rate itself
is cousiclerecl, the rise is still substantial-sliglltly
more than three :incl one-li;ilf times tlie iuitinl r‘lte
of 1 percent.
Another way of looltiug at the financial impact,
is to compare the total contributious
collected currently with the corresponding
amouuts collected
in the early years of operation.
The following
tabulation
Shows contributions
foi* the c:llelldal

* Prepared
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by Robert

J. Myers,

Chief

Actuary.

Contributions

(in millions)

i------7----

The coiitribntiolis
for old-age, survivors, and
clisnbility insurance iii 1962 were more than 20
times the :uiiount ill 1940. Those for uuemploymerit iusiwince were more than three aiid one-half
times whit they lind been in the earlier year.
It would thus ;ll)l)enr that the sock1 security
taxes hare a much greater impact on employers
today than they did 23 years ago, and it is true
that the absolute monetary nmounts nre considerably larger. Jleaiiingful illl:llJ%iSj
howe\-er, calls
for consideration of the charge iu relation to total
wages or total payroll rather than in terms of
dollars. Ahong the reasons are (1) the clinngiiip
\-alue of the dollar :iutl changing levels of enrniiigs, both of which ItaYe YiliSed the :~moiuit contributecl in terms of dollars but not uecessjarily
iii relation to total payroll, aucl (2) the expnnsioii
of the program to cover more categories of
\vorkers.
Ahotlier importaut item must be taken into
acc01111t
: The upper limits on individual
earnings
on which contributions are collected hare not
moved upward as rapidly as the general earnings
level. Accordingly,
ronsideratiou of the tax impet camlot be limited solely to rates but must
include measurement of the effect 011total payroll.
For a $6,000~n-year worker, for esnmple, a. 4percent tax oil wages ~111
to $3,000 has exactly the
same impct as a %percent t:is on total earnings.
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The following
pages show, for both the old-age,
survivors,
and disability
insurance and the unemployment insurance programs,
the relation of the
social security
taxes on employers
to the total
payroll of covered wage and salary workers.
The
impact of these taxes will differ from one employer to another because of (1) the varying
proportions of total payroll that fall within the
taxable limits of the programs, (2) the varying
contribution
rates in m~employment insurance
(depending upon experience rating), and (3) the
fact that, not. all employers covered by old-age,
survivors, and disability insurance are covered by
unemployment. insurance.

basis of his experience with t,he risk of unemployment, the tax rates for unemployment insurance
differ widely from State to State. The variations
reflect both economic and statutory differences.
In the early years, uniform rates were applicable
in some States that did not have experience rating.
TABLE l.-Employer
tax rate for old-age, survivors, and
disability insurance and unemployment insurance as percent
of taxable payroll and measured against total payroll, by
program, 1936-63 1
Taxable
payroll
percent
of
tots1 payroll
j-

---..-,

iB

RATES AND

TAXABLE

WAGE

AUGUST

1963

Employer
tax rate
measured
against total
payroll
(percent)

UK

UI

Un-

5;;

OASDI

BASES

The employer tax rate under old-age, survivors,
and disability insurance rose from 1 percent for
193’749 to 35/s percent for 1963-65, as shown in
table 1. Further increases are scheduled for 1966
( to 41,s percent) and 1968 (to 45/s percent). The
maximum base was $3,000 for 1937-50, $3,600 for
1951.-54, and $4,200 for 1955-58 ; since 1958 it has
been $4,800.
The Federal unemployment tax is reduced for
employers who make their contributions under an
approved State plan. The tax before the offset
allowed for such contributions was 1.0 percent in
1936, 2.0 percent in 1937, 3.0 percent in 1938-60,
3.1 percent, in 1961, and 3.5 percent in 1962 and
1963. (It, is scheduled to drop back to 3.1 percent
for 1964 and thereafter.)
After allowance for the
offset permitted employers covered by a qualifying State plan, the Federal tax amounted to l/l,, of
1 percent in 1936 and then rose gradually, as
shown in table 1, to s/lo of 1 percent in 1962 and
1963.
Until 1962 the proceeds from the Federal unemployment tax were used to meet, the expensesFederal and State-of
administering the unemployment insurance program and to build up a
fund t,hat, has been used to make loans available to
State plans. The temporary rate increase in 1962
and 1963 was made to finance the special temporary provisions for extended unemployment insurance benefits. There was no maximum taxable
base for ur~employment insurance in 1936-38, but
ever since 1938 the base has been $3,000 a year.
Because of experience-rating provisions, which
reduce the individual employer’s tax rate on the
BULLETIN,

Employer
tax rate
as percent
Of
taxable
payroll

----I-_

Calendar
YOtW
OASDI

TAX

as

OASDI
;tate
tax

Fedma1
tax

1954--..1955--...
1956---.19.5.....
1958--..1959--w.
1960.....
1961.....
1962.....
1963 I....

_.

0.90
1.80
2.70
2.72
2.69
2.58
2.19
2.09
1.92

0.10
.20
.30
.30
.30
.30
.30
.30
.30

390.4
J 91.3
92.3
92.4
92.0
90.9
89.6
87.8

79.7
83.5
82.7
80.8
80.1
82.0
80.0
78.6
78.0
76.0

o~rY’
UI

--,-----,--,--,__1936. _..
1937.....
1938.....
1939..-..
1940..-..
1941..-..
1942..--.
lQ43-.-..
1944-.-..

UI

--l--1--.
(2) 100.0...
(2) 100.0
98.0 100.0
97.7 92.0
92.8 92.0
91.8 91.6
90.7 90.7
89.3 89.3
87.7 87.7

70.4
63.3
66.8
65.0
63.6
61.7
61.1
60.0
59.3
58.6

70.4
66.3
66.6
64.8
63.4
61.5
60.4
59.3
58.6
57.9

2.00
2.00
2.00
2.25
2.25
2.50
3.00
3.00
3.12:
3.62:

..~

._..
0.90
.91
.92
.92
.92
.91
.90
.88

1.00
2.00
3.00
2.93
2.77
2.64
2.26
2.13
1.95

1.00
2:
3.85
3.69
$3
3.03
2.83

1.71
1.43
1.41
1.24
1.31
1.50
1.58
1.45
1.301

.30
.30
.30
.30
.30
.30
.30
.30
,301

.88
.87
.85
.82
.82
1.20
1.27
1.24
I.211

1.77
1.50
1.44
1.26
1.31
1.42
1.43
1.30
1.151

2.65
2.37
2.29
2.08
2.13
2.62
2.70
2.54
2.36

1.12
1.18
1.32
1.31
1.32
1.71
1.88
2.03
2.40
2.30

.30
.30
.30
.30
.30
.30
.30
.40
.80
.80

1.59
1.67
1.65
1.82
1.80
2.05
2.40
2.36
2.44
2,i6

1.00
1.01
1.08
1.05
1.03
1.24
1.33
1.46
1.89
1.81

2.59
2.68
2.73
2.87
2.83
3.29
3.73
3.82
4.33
4.57

1 See text for sources of data and methodology.
OASDI
figures are based
solely on wage and salary payroll
and do not include
self-employment
income.
2 Not available.
J Persons
aged 65 and over were not covered
in 1937 and 1938, and their
If they had been covered,
the
earnings
were not subject
to contributions.
proportions
would
have been about 92.0 percent
for 1937 and 93.0 percent
for
1QRR
4 Estimated,
except for OASDI
contribution
rate and Federal
unemployment tax rate.

-“-l.

Recently, a few States have temporarily reverted
to uniform rates in order to strengthen the financing of their systems, but they will again assign
reduced rates when their funds reach specified
levels. Accordingly, a national average employer
tax rate for unemployment insurance is-like any
average-not necessarily typical of any particular
employer, but it is a summary figure indicating
the general level of the tax rates.
In general, the State unemployment, insurance
systems have had the same maximum taxable base
as the Federal unemployment insurance law, but
17

there have been exceptions.
In 1936-38, when
there was no maximum taxable base for the Federal tax, a few States had ;1.maximum.
The effect,
on the total picture was relatively
slight, however, because under such circumstances
the full
Federal tnx was applicable to the proportion
of
the payroll to which the State tax did not apply.
In 1030 a $3,000 maximum
became applicable
under the Federal law. For that year and n few
years thereafter,
some State programs
continued
to have no maximum taxable base, but by 1045 all
States had a. $3,000 maximunl.
In 1054 the States
began to adopt higher maximum
taxable bases,
and by 1962 six States had established n base of
$3,600, two States a base of $3,800, and one a base
of $7,200.
Table 1 gives dntn for each year 1036-63 on the
so&l security tax rates applicable to taxable payroll. The term “p,zyrolI,”
as used here, relates
solely to snlnries and wages.
It thus does not
include self-employment
income, which is covered
by old-age, survivors,
and disability
insurance but
not by unemployment
insurance.
For all years except, 1036-38 the State unemployment tax rate shown is the average rate for
the Nation, as developecl by the Bureau of Employment
Security,
Department
of Labor.
For
those 3 years the rate shown in the table is that,
which, when added to the Federal tax rate, equals
the total Federal rate before allowance
for the
offset. This procedure WRS followed
because the
Federal tax and most State taxes were on the
total payroll,
and experience rating w-as not in
effect.

RELATION OF TAXABLE
TOTAL PAYROLL

PAYROLL

TO

The table also shows, as n percentage of t,he
total payroll, estimates of the payroll subject to
the old-age, survivors, and disability insurance
tax, the State unemployment, tax, ancl the Federal
unemployment tax. For old-age, survivors, and
disability insurance, taxable payroll and estimates
of the total payroll are based on tabulated data.
The data dealing wit,h the State unemployment
tax are based on actual reported experience, both
for taxable payroll and for total payroll. The
figures on the Federal unemployment tax have
been derived from the act,uaI reported data on
total payroll and taxable payroll for those States
18

(the great majority)
that have the same maximum taxable ‘base as the Federal law-$3,000
beginning in 1939. All 1062 data are provisional
or partially
estimated, nnd the 1063 data are
projections.
In the early years of operation of the old-age,
ancl disability
insurance program,
survivors,
about 92 percent of the total payroll was taxable.
During Worlcl War II and immediately thereafter, the proportion gradually declined, and by
1850 it was only 80 percent. The three increases
in the earnings base tllat occurred during the
1050’s were l”d~ably largely responsible for cnusing the proportion of the tOtill
payroll that WRS
taxable to fluctuilte between 80 percent and 84
percent in that, decacle.
,1nother faCtOr
involved \Y:N the eXl)illx5iOll
of
the system, its a result of the 1050 ancl 1954
anlendments, to include :L number of low-income
employment categories, such ils farm and domestic
work. This factor has hnd the effect, of increasing
the taxable payroll in relation to the total payroll,
since relatively few of these groups are i~fff3CteCl
by the maximum taxable earnings base. Since
1060 the proportion of the payroll that is taxable
has steadily declined, ancl for 1063 it is estimated
at about 76 percent.
Because the maximurn taxable base for the Federa1 uneniI~loynient tilX has remained iLt $3,000 n.
y&W,
the proportion of the total payroll that was
taxable decrensecl steaclily, from 92 percent in
1930 to 60 percent by 1060; a further decline to
about 58 percent is estimated for 1063. -1s inclicnted previously, the proportion of the total payroll taxable under the State lnws
\\-iIs somewhnt
higher than the corresponding proportion taxable
mider the Federal lnw in 103W41 and again begimiing in 1056. In 1062 the difference was still
less than 1 full percentage point.
By applying the proportion of the total payroll
that is taxable to the statutory contribution rate
for old-age, survivors, and disability insurance
and, for unemployment insurance, to the Feclernl
tax rate nnd the average State m~employment tax
rate, the employer tax rates measured against
total payroll are derived for each of the two programs. The combinecl figure shown for the unemployment insurance program represents both Federal and State taxes.
Because of the graded nature of the tax rate
for unemployment insurance and the fact that
contributions under old-age, survivors, and disSOCIAL
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ability insurance became payable 1 year later than
the unemployment
insurance
tax, the total employer tax rate measured against the total payroll
rose sharply,
from 1 percent in 1936 to almost 4
percent in 1938 and 1939. During the 1910’s, this
total rate declined gradually,
reaching a low of
2.1 percent at the end of the decade. The drop was
the result of two factors-the
growing
effect of
experience rating in reducing the average uilemployment
insurance tax rate and, as the general
earnings level rose, the decreasing proportion
of
the total payroll under both programs
that. was
taxable.
In 1950-58 the aggregate
employer
tax rate
measured against total payroll was at a somewhat
higher level-generally
2.5-2.8 percent-than
during the late 1950%. This increase resultecl from
the coui~terbalancing
effects of the rising contribution rate and earnings base mlder old-age, survivors, and disability
insurance ancl the decreasing proportion
of the payroll subjec.t to the unemployment, tax. The tax rate for old-age, survivors, and disability
insurance,
when measured
against total payroll, rose from about 0.8-0.9 percent in the 1940’s to 1.2 percent in the early 1950’s
nncl to 1.8 percent in 1957 and 1958. During
the
1950’s the average uneml~loyment
insurance tax
rate measured against, total pa,yroll declined from
about 1.4 percent to 1.0 percent.
Reginning
in
1959 the total employer tax rate for the two social
insurance systems, when measured against total
payroll, rose steadily-from
3.3 percent, in 1959 to
an estimated 4.6 percent in 1963.
When the historical
trencl of the relationship
between the combined employer tax rate for t)he
two programs
and the total payroll is examined,
it is rather surprising
to find that this aggregate
rate was higher in i938 and 1939 than in any
other year until 1962. Significantly,
too, even the
substantial
increase in the miemployment
insurance tax rate in 1962 and the rise in the old-age,
survivors,
and disability
insurance
rate in both
1962 and 1963 brought, the 1963 employer tax rate
measured
against total payroll
to a level only
It percent higher than that. in 1938 and 1939.

FUTURE RELATIONSHIP
TOTAL PAYROLL

OF TAXES

TO

Question might be raisecl concerning the relationship of the social security taxes on employers
BULLETIN,
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to the total payroll under the ultimate tax rates
now scheduled in the law. The contribution rate
for old-age, survivors, and clisabilit,y insurance is
scheduled to be 45/s percent for 1968 and thereafter. The, Federal miemployment tax rate, in
contrast, is scheduled to drop to 4/10of 1 percent
in 1964. Admitteclly, any answer might not have
much significance because of the great likelihood
of changing wage levels ancl of legislative changes
relating to contribution
rates and other provisions. Nevertheless, some brief analysis seems
worth while because the scheduled increases in
taxes seemalmost certain to produce some increase
in employer contribution rates measured against
total
payroll.
The ultimate tax charge to employers may be
determined under the artificial assumption that
the proportion of the total payroll that is taxable
does not, change in the future from the 1963 level
and that the average State tax rate for unemployment insurance remains the same as in 1963. On
this basis, the ultimate employer rate measured
against total payroll would be 3.58 perceilt, for
old-age, survivors, and disability insurance and
1.58 percent for unemployment insurance, or a
total of 5.16 percent. This rate represents a relative increase of about 10 percent from that for
1963 and about 33 percent from 1938 and 1939.
If it is assmned that wages rise in the next
5 years but that the maximum earnings basesand
the contribution rates under both programs clo not
change, then the projected ultimate employer rate
measured against total payroll would not be as
high as 5.16 percent and the relative increases
from the present rate and from the 1938-39 level
would be less. Under these circumstances of rising
wages and an unchanged earnings base, the need
to rebuild unemployment insurance reserve fmlds
would probably result in higher employer tax
rates, when measured against total payroll.

SUMMARY

The relative impact on employers of the taxes
for old-age, survivors, ancl disability insurance
and for unemployment insurance was greater in
1938 and 1939 than at any time in the next 2
decades. In fact, in the late 1940’s, it was only
about half what it had been 10 years earlier.
Even in the early 1960’s the impact was no greater
than that in the late 1930’s, although in 1963 the
19

balance has changed nncl the relative cost of the
social security taxes has become about 20 percent
greater.
If the ultimnte rates now scheduled in the law
are considered-and
under the assumption
that,
the proportion
of the payroll that is taxable does

not chnge-then
the aggregate
employer
tnx
rate, when measured against total payroll, is relatimely flbout one-third
larger than it ~1s in the
late 1980’s. Although
this is n significant, rise, it
is mncl~ less thnn the increase in nbsolnte monetnry m101111ts.
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