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Membershíp survey 
revealls attitudes 
and opínions 

by Philip Kuehl 
and Chelle Brody 

n mid-September 1992. the 
Society of Actuaries commis- 
sioned Westat, Inc., a larne 

U.S. survey research firm. to conduct a 
telephone survey among a random 
number of members. The survey’s pur- 
pose was to assess general attitudes, 

aluate member perceptions of cur- 

* 
t and potential programs, and de- 

me opinions on future strategies. A 
total of 600 respondents (273 Fellows 

. and 327 Associates) participated. 
Canadian members were represented 
in the survey in the same proportion 
as membership. No overseas calls 
were made. 
General effectiieness 
In general. the survey concluded that 
the Society can plan for the future 
from a position of organizational 
strength. Overall. members believe 
the Society is effectively implement- 
ing its strategies and producing high 
calibre new members. The Society is 
perceived as providing good value for 
member dues. This suggests that the 
Society should continue with evolu- 
tionary strategies as it advances the 
profession and serves its members. 
Revolutionary strategies can be used 
for immediate response to significant 
changes in the profession. 

More than 86% interviewed think 
the traditional roles for the Society of 

ctuaries (research and education) 

$ 
d for the Ameritan Academy of 

ctuaríes (public policy and govern- 
mental issues) are appropriate. 

As hoped, the survey results pin- 
pointed some areas for improvement. 

continuai on page 5 column 1 

Socíal Security díscussion 
contínues 

by Cecilia Creen, 
with editorial assistance from 

Dick Bilisoly and Mary Riebold 

0 ver the years, The Actuary 
has presented the ongoing 
debate on the financia1 

soundness of the U.S. Social Security 
system. This past year proved to be an 
especially “meaty” one, highlighted by 
the publication of A. Haeworth 
Robertson’s newest book, Social 
Security: What Every Taxpayer Should 
Know. The September Actuary carried 
an article by Robertson, “Social 
Security’s uncertain future.” and the 
October issue included a review of 
Robertson’s book by Robert J. Myers. 
Myers was Social Security’s chief actu- 
ary from 1947-1970. and Robertson 
held the same post from 1975-1978. 

These events triggered a group of 
letters of support, challenge, or elabo- 
ration. This article provides excerpts 
from these letters, weaving them into 

a summary discussion. The respon- 
dents. many of whom have profes- 
sional experience with Social Security 
financing issues. are: 
0 Eric J. Klieber, an actuary at W F 

Corroon in Cleveland and the princi- 
pal author of the outside review of 
the 1991 and 1992 valuation of the 
Social Security OASDI system per- 
formed by the Office of the Actuary. 

l Robert A. Gilmour. president of the 
Ameritan Institute for Economic 

continued on page 6 column 1 
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Discuss ion  cont 'd  

Research in Great Barrington, 
Massachusetts 

· John F. Hook, a retired member  of 
the Society of Actuaries 

· William Sutton, actuary at Provi- 
dent Mutual Life Insurance in 
Philadelphia 

· Edwin C. Hustead, senior vice presi- 
dent at Hay/Huggins Company in 
Washington, D.C., who has worked 
with the Congressional Research 
Service on the analysis of Social 
Security issues. He also was the 
chief actuary of Personnel Manage- 
ment  for the federal government,  
which deals with the Civil Service 
Retirement System; 

and, of course, Robertson and Myers. 
Each voiced his comments  on the key 
issues that frame the debate, 

Is 75 years too long a projection 
period? 
Eric Klieber believes that Robertson 
"sounds a timely warning" and sug- 
gests that the 75-year valuation 
system be reduced to 25 years· The 
following paragraphs are a summary 
of Klieber's written remarks: 

"[Robertson cautions] against 
relying on the Social Security pro- 
gram to provide the same level of 
retirement benefits to the current 
generation of workers that the pro- 
gram is providing to current retir- 
ees. However, by narrowly focusing 
on the monetary value of contribu- 
tions and benefits and ignoring the 
social and economic context in 
which the program operates, he 
paints an excessively gloomy pic- 
ture of how Social Security will 
contribute to future retirees' finan- 
cial security. 

"Robertson claims that, under 
any reasonable set of assumptions, 
a very large gap will occur between 
projected income and outgo· In a 
[technical] sense, this is true . . . .  
Without a dramatic upsurge in 
worker productivity, the inevitable 
result is an overall decline in the 
standard of living for working 
Americans· I question whether  a 
set of assumptions under which 
Congress props up the standard of 
living for retirees by maintaining 
the current Social Security benefit 
structure in the face of declining 
living standards for workers can be 
considered 'reasonable. '  

"I am not predicting a declin- 
ing standard of living during the 
next century. I see three possible 

scenarios for the future of the 
American economy: 
1) Worker productivity does not 
increase sufficiently to offset a de- 
cline in work force participation, re- 
sulting in a declining standard of 
living. 
2) The decline in work force partic- 
ipation raises the cost of labor rela- 
tive to capital, leading employers to 
invest in labor-saving equipment, 
thereby raising worker productivity 
enough to maintain current living 
standards· 
3) Employers provide sufficient 
incentives to entice workers to 
postpone retirement, thereby pre- 
venting a decline in work force 
participation and maintaining cur- 
rent living standards. 

"Robertson touches on the 
third scenario . . . .  although he 
treats postponement  of retirement 
as a unilateral decision by the 
worker, rather than a mutually ad- 
vantageous arrangement for . . . 
worker and employer. 

"These scenarios are not mutu- 
ally exclusive. Most likely, the fu- 
ture wil! bring some combination of 
the three, but how much weight 
each will carry, no one can tell now. 
The important point is that, under 
any of these scenarios, the promises 
of Social Security can be kept if 
these promises are properly under- 
stood. 

· . . Congress is free to 
change the [current] benefit for- 
mula and retirement age at any 
time and will do so if necessary to 
maintain the integrity of the sys- 
tem . . . .  This is not [to say] that 
Social Security will not keep its 
promises to future retirees. The real 
promise of Social Security is that 
working Americans will share a 
portion of the product of their labor 
with retirees to enable them to 
maintain a standard of living com- 
mensurate with the working popu- 
lation . . . .  

'A good case can be made that 
a defined benefit formula is not the 

most efficient way to ensure that 
benefits of retirees stay in line with 
the wages of workers . . . .  

"These considerations cast 
doubt on the value of the current 
practice of assessing the viability of 
retirement benefits provided by 
Social Security on the basis of the 
annual 75-year valuation of income 
and outgo. The 75-year period was 
chosen because it encompasses the 
future lifetimes of most workers 
entering the system at age 22 in the 
valuation year, While the develop- 
ment  and operation of the 75-year 
valuation system represent a major 
technical achievement, two short- 
comings render the valuation re- 
sults of little practical value: 
1) Uncertainties regarding eco- 
nomic and social trends make any 
75-year projection a matter  of pure 
speculation· Finessing this problem 
by simply assuming the current 
plan of benefits will remain un- 
changed and that current social and 
economic trends will continue in- 
definitely leads to internal inconsis- 
tencies. Yet any predictions regard- 
ing changes in economic and social 
trends or changes in the benefit 
formula are no less speculative. 
2) Asking Congress to shape poliLy 
based on projections of financial 
problems decades into the future is 
unrealistic· Further, in my view, for 
Congress to shape policy based on 
such speculative results would be 
irresponsible, 

"[Several compromise solutions 
have been suggested.] Francisco R. 
Bayo [deputy chief actuary of the 
Social Security Administration] has 
suggested applying to each year's 
projected income and outgo an ex- 
ponentially decreasing 'relative reli- 
ability f a c t o r ' . . . .  Dwight K, 
Bartlett [chief actuary of the Social 
Security Administration from 1979- 
1981] has suggested changing the 
tolerance band that defines close 
actuarial balance, currently a 5% 
discrepancy between income and 
outgo over the valuation period, to 
5% for the first 25-year period, 7.5% 
for the first 50-year period, and 
10% for the first full 75-year valua- 
tion period . . . .  

' I  suggest instead that t 
nual valuation of the Social 
program be limited to a 25-year 
period. The 25-year period is not 
based on a belief that social and 
economic trends can be accurately 
projected even this far into the 
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future (no past valuation of Social 
Security has proved accurate over 
so long a periodl. but on a practica1 
approach to congressional oversight 
of the system. Under a 25year val- 
uation. incoming senators and rep- 
resentatives in the first year a fu- 
ture deficit is detected will have the 
opportunity to study the evolving 
financia1 situation first-hand. They 
will have time to move into leader- 
ship positions and shape corrective 
legislation before insolvency en- 
sues. 

“Experience shows that, in the 
face of crisis, Congress usually fash- 
ions solutions that reflect a broad 
consensus of the population. In the 
case of Social Security, this means 
setting tax rates and benefit levels 
to provide workers and retirees 
with a roughly equivalent standard 
of living. whatever that may be at 
the time taxes and benefits are ad- 
justed. 

Une might argue that a pro- 
gram requiring major disburse- 
ments of .accumulated tax dollars 
into the indefinite future should be 
funded as far in advance as possi- 

l ble. However. many federal pro- 
grams are highly likely to require 
major expenditures of tax dollars 
for the indefinite future, such as 
national defense. income supple- 
mentation for the poor. and fund- 
ing for highways and other infra- 
structure. . . . The only reason for 
not appropriating funds for Social 
Security on a year-by-year basis like 
most other federal programs is the 
unwillingness of Congress to deal 
regularly with this sensitive issue. 

“A 25year valuation period 
represents a reasonable compro- 
mise between the credibility of the 
valuation results and the desire of 
most members of Congress to deal 
with the Social Security issue at 
most once during their terms in 
Office. 

“The 75year valuation system 
can still be a useful tool for long- 
range forecasting and research. 
Over the past decades, social and 
economic trends which at the time 
may have been imperceptible have 

e 

combined to produce major changes 
in our society. There is little reason 
to believe society will not continue 
evolving over the next 73 years. 
Therefore, efforts should be made 
to identify trends that could affect 
the long-term financia1 viability of 

Economist says basics should not be 

the Social Security program and to 

overlooked 
After Myers’ November 1992 letter to 

study their potential effects.” 

the editor responding to Robertson’s 
October article. Robert Gilmour re- 
minds us of the economic fundamen- 
tals involved. He gives the following 
example: “In referente to Social 
Security’s ‘purchase’ of lnon- 
negotiablel Treasury securities, 
[Myers] asks. ‘How is this any differ- 
ent than [sic] , . . when a person 
puts money into a savings account. 
and the bank ‘spends’ the money by 
lending it to somebody else?‘” 

Gilmour asserts it is very differ- 
ent. “Banks and other private financia1 
intermediaries do not ‘spend’ deposits. 
. . . Rather, they invest them in loans 
and require tangible collateral be pro- 
vided against the possibility of de- 
fault. [Ifl the loan defaults. the collat- 
eral can be liquidated to satisfy the 
debt.” 

Holders of non-negotiable 
Treasury securities do not have this 
recourse, because the only “collateral” 
under present arrangements is the 
taxing authority, Gilmour writes. 
“What disturbs Mr. Robertson and 
others is what may happen when such 
‘collateral’ proves inadequate, Le., 
when the proportion of taxpayers to 
beneficiaries is inadequate either to 
continue to fund Social Security’s rev- 
enue requirements or to service the 
government’s aggregate debt load, 
which would mean the government 
would no longer be able to borrow.” 
Is social insurance a doomsday 
machine? 
John Hook. a retired member receiv- 
ing Social Security benefits, wrote that 
he is puzzled by the term, “fallacious.” 
that Robertson and other writers have 
applied to the Social Security trust 
fund. 

“1s there really a likelihood that 
the United States will not honor its 
Treasury bond obligations and its 
moral obligation to apply Social 
Security tax receipts to fund the Social 
Security system?” he asked. “Obviously. 
government accounting reports that 
ignore this obligation are fallacious. 
but that doesn’t seem to erase the 
obligation.” 

Hook names severa1 groups that 
are not satisfied with the system and 
who may not support its continuation 
in the current form: 
l Those who believe they should have 

more benefits. such as the “notch 

l Those who pay FICA taxes. Hook 
baby” group 

thinks total taxes for middle income 
people. including FICA taxes, are 
widely believed to be unfairly high 
and that political action to lower 
either income taxes or FICA taxes is 
likely. 

l Employers who dislike increasing 
payroll taxes and increasing costs of 
other employee benefits 

“Social insurance has the appear- 
ante of a doomsday machine.” Hook 
wrote. “Many beneficiaries, generous 
benefits, taxpayer resistance, and 
little prospect of responsible reform 
support that appraisal.” 
Robertson responds to review 
Myers’ October review of Robertson’s 
new book included the statement that 
Myers has a list of 43 factual errors 
and omissions that he would supply 
to readers upon request. The follow- 
ing is a portion of Robertson’s re- 
sponse: 

“Anyone who is concerned 
about [myl book’s accuracy should 
certainly obtain the list. It points 
out such errors as (1) The ‘sexist 
nature’ of a quotation from a 
Society of Actuaries’ publication 
defining an actuary, because it uses 
‘he’ instead of ‘he or she.’ (2) Foot- 
note 2 on page 304 failed to men- 
tion the spouse-government-pen- 
sion-offset provision. (3) On page 
132. 1 referred to the Veterans’ 
Benefit Administration. and 
[Myersl believes 1 should have said 
‘Department of Veterans Affairs.’ In 
fact, the Veterans’ Benefit Admini- 
stration is a subdivision of the 
Department of Veterans Affairs, 
just as the Social Security Admini- 
stration is part of the Department 
of Health and Human Services. 

“What a relief that Myers did 
not challenge my assertions that 
both OASDI and HI are not ade- 
quately financed for the baby-boom 
generation, and that taxpayers 
should be made aware of this in 
time to take corrective action. 
Neither did he challenge my asser- 
tion that the so-called ‘trust funds’ 
do not have real assets and that 
they represent merely an intention 
to collect additional general rev- 
enue in the future.” 

Myers responds to Actuarial Update 
article 
Robertson’s article. “Forecasting a 

continued on page 9 column 1 
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Discussion cont’d 
iasco,” in the Ameritan Academy of 

d 
ctuaries September 1992 Actuarial 
pdate prompted a rebuttal from 

Myers, saying that bis “doom and 
gloom” picture is incomplete. Myers 
says Robertson does not separate 
OASDI and Medicare. uOASDI pro- 
vides cash benefits bearing measur- 
able relationships to past earnings. 
Medicare provides reimbursement for 
health care services, which do not 

I have precise utilization limits. Thus. 
. . . the real culprit is Medicare,” he 
writes. 

He further explains that the 
“fiasco of horrendous costs” about 
which Robertson warns us will not 
come overnight, so necessary changes 
can be made gradually as the experi- 
ence develops. 
Nothing new in the SS debate in 
10 years 
Edwin Hustead comments, “The 
Robertson-Myers debate on Social 
Security has not offered us anything 
new for a decade.” The following 
edited paragraphs from bis letter ex- 
plain his views: 

0 

“Yes, Haeworth, we know that 
the total Social Security/Medicare 
tax rate falls far short of the future 
needs of the combined program. 
Yes, Bob. we know that the Social 
Security tax rate is almost adequate 
for the future needs of the Social 
Security program without Medi- 

I care. In that view, either unpre- 
dicted changes in the economy will 
balance the income and outgo, or 
minar adjustments will be made to 
taxes or benefits in the next millen- 
nium. We decide whether or not to 
include Medicare with Social 
Security and then march hand-in- 
hand with either Myers or Robert- 
son. For the rest of this letter, 1 will 

1 simply refer to Social Security and 
l let the reader decide if that in- . 
1 cludes Medicare or not. 
I “The issue that Myers raises in 
; the November 1992 Actuary also is 

old. but it is much more complex 
I than the rest of the argument. It is 

important for actuaries to under- 
stand and appreciate the political 

/ and economic implications of the 

/ Social Security trust fund invest- 
ments. It is the real-world financ- 
ing of Social Security. and not the 

I artificial world of the trust funds 
financing, that has driven and will 
drive the debate on this issue. 

“Perhaps Robertson’s use of 

‘fallacious’ in describing the trust 
funds is overly strong. but he is 
correct. Everyone who really under- 
stands the operations of the federal 
budget agrees with him. Social 
Security tax revenues are in fact 
spent when received. and current 
year benefits are in fact funded by 
current year taxes. The current ex- 
cesses are spent on other federal 
programs. When Social Security 
outlays exceed revenues. the gov- 
ernment will have to meet that 
year’s Social Security deficit from 
other sources, such as increased 
taxes or reduced spending; II . . . The illusory nature of the 
trust funds explains the debate on 
Social Security benefits. If the trust 
funds had a real economic meaning. 
then no advantages to cutting 
Social Security benefits this year 
would exist. No one would propose 
cutting those benefits, and politi- 
cians would not fa11 al1 over each 
other swearing not to cut benefits. 
As Social Security payments make 
stronger . . . demands on the fed- 
eral budget, the generational debate 
will center around how much can 
be paid each year out of that year’s 
taxes. The size of the trust fund 
balance will be meaningless.” 

Din of inequity 
Bi11 Sutton reminds us of the 1959 
paper, “Misconceptions and Missing 
Perceptions in Our Social Security 
System (Actuarial Anesthesia)” by Ray 
M. Peterson (WA XI, p. 8121, that was 
on the examination syllabus for sev- 
eral years. Peterson believed that as 
employee contribution rates increased 
to an amount more than the value of 
employees’ own future benefits, resis- 
tance to paying those rates would 
occur. As a result of this, he wrote, 
“There will truly arise a din of in- 
equity.” 

Sutton commented, “My feeling is 
that Robertson. in his own way, is try- 
ing to create a modern version of 
Peterson’s ‘din of inequity’ which 
never did arise.” 
More discussions by actuaries 
available 
Session 86, “Worldwide Social 
Security Programs.” at the Society of 
Actuaries October 1992 annual meet- 
ing in Washington, D.C.. was moder- 
ated by Bob Myers. Panel members 
represented U.S. and other govern- 
mental agencies. They discussed social 
insurance systems in Canada, Latin 
America, Eastern Europe, and Asia. 

Audio tapes are available through 
Teach’em Inc.. l-800-225-3775, and 
the session will be printed in the 
Society’s Record, to be published in 
late 1993. 

Another discussion appears in 
“Sooner than You Think - the 
Coming Bankruptcy of Social 
Security,” an article by SOA member 
Bruce D. Schobel published in the fa11 
1992 issue of Poky Review. 

Nineteen ninety-three and the 
new administration should provide 
fertile new areas for continuing the 
Social Security discussion. 
Cecilia Creen is staff editor and Dick Bilisoly is 
education actuary at the Society of Actuaries. 
Mary Riebold is managing director of the 
William M. Mercer New York Office, a member 
of the SOA Board of Covernors, and the imme- 
diate past president of the Conference of 
Consulting Actuaries. 

NAFTA cont’d 
work done on developing a common 
code of conduct between Canada and 
the United States. How that code 
could be applied in Mexico, as well as 
what the current Mexican actuarial 
code of conduct offers. should be con- 
sidered. he said. 

The strong licensing and accredi- 
tation system present for Canadian 
and Mexican actuaries may make it 
easier for them than for the United 
States to join in a reciprocal accredita- 
tion package. McCrossan said. 

“Whatever we design has to be ex- 
pandable.” McCrossan said. “NAFTA is 
an open-ended treaty. Any new en- 
trants that apply can join if they ac- 
cept the terms of the treaty. That 
means that whatever we decide not 
only has to work between Canada, 
Mexico, and the United States, it also 
has to be capable of expansion into 
Chile, Argentina. Brazil, Australia, and 
New Zealand. who have indicated 
some interest in joining NAFTA.” 

McCrossan also mentioned the 
professional issue of how involved ac- 
tuaries in the three countries would 
be in leading governments through 
“the most difficult sociological prob- 
lems they al1 face” - the problem of 
the aging population. 

“This is a worldwide problem.” he 
said, “and one where NAFTA and the 
professional cooperation among the 
three groups may offer something to 
their countries.” 


