


age and sex be increased to an average of 1.00 percent
per year to be consistent with those observed during
1953-2003 for the total population. Assumed ulti-
mate rates of mortality decline for the low-cost pro-
jections should be held at their current levels (averag-
ing 0.33 percent per year). Assumed ultimate rates of
mortality decline for the high-cost projections should
be increased to an average of 2.00 percent to reflect
the potential for the U.S. to reach rates of mortality
reduction seen in international data.

Method Recommendation M-8: Mortality: The Pan-
el recommends that the mortality projection model
be simplified by dropping separate projections by
cause of death and stating assumptions in terms of
age-specific rates of decline for all-cause mortality.

Method Recommendation M-9: Mortality: The Pan-
el recommends that the infinite horizon mortality
projection model be dropped.

Assumption Recommendation A-3: Immigration:
The Panel recommends that immigration scenarios
should tie the level of net immigration to the size
and growth of the U.S. population rather than de-
creasing or increasing constant numbers of immi-
grants. The Panel recommends that the Trustees
move toward expressing their ultimate net migra-
tion assumptions as rates (annual number of net
migrants divided by population size).

Assumption Recommendation A-4: Immigration:
The Panel strongly recommends that the Trustees
increase significantly their assumptions regarding
future levels of net international migration; at a
minimum, projections of future migration should
be brought into line with current measured levels
of net international migration.

In the intermediate scenario, net international
migration should increase from 1,350,000 in 2007
by 1.0 percent per year through 2030; thereafter,
net international migration should increase at 0.5
percent per year. At this level, immigration as a
percent of population (the “net migration rate” or
NMR) remains within the range of both recent and
historical experience. With the other demographic
assumptions recommended by the Panel, this im-
migration scenario represents a net migration rate
of 4.4 per 1,000 population at the beginning of the
projections, gradually rises to 4.6 and then declines
to 4.2 after 75 years. With this assumption, the av-
erage NMR over 2005-2080 is equal to the average
over the 1980-2005 period or 4.4 per 1,000.

Our high-cost (lower immigration) scenario
recommendation is to assume that net “other”

immigration drops by 50,000 per year from the

initial value of 500,000 to 200,000 and that net

legal immigration is held constant during this pe-

riod. Then, beginning from 1.1 million in 2012,

legal immigration would increase by 0.25 percent

per year and net other immigration at 0.5 per-
cent per year. With these assumptions, the NMR
declines from approximately 4.3 per 1,000 at the
beginning of the scenario, then drops quickly
to 3.0 after 25 years where it remains constant
throughout the rest of the 75-year projection.
The Panel bases the high-cost scenario on as-
sumptions that unauthorized migration might
be brought under control and that the growth
rate of legal immigration would be slower than
population growth (i.e., a declining NMR).
Thelow-cost (higherimmigration) scenario as-

sumes that annual immigration will have reached
2.8 million by 2080, a value consistent with an
annual immigration increase of 1.0 percent. For
the period from 2030 to 2080, immigration is as-
sumed to increase by 0.5 percent per year, imply-
ing an increase of 2.1 percent per year for the pe-
riod leading up to 2030. This scenario assumes a
relatively rapid rate of increase in the short term,
but a slow down for the long run. The NMR in
this scenario peaks at 5.7 per 1,000 population
for 2030-2035, equal to the 1995-2000 peak.
The average NMR is 5.1, or slightly higher than
the last 20 years, but less than the average over
the long period of relatively high immigration to
the U.S. in the second half of the 19th century
and the early 20th. The Panel’s recommendations
for the low-cost and high-cost scenarios are de-
signed to give a greater spread between high and
low in the short-term than might be otherwise
obtained from basic extrapolation models.

Method Recommendation M-10: Immigration: The
Panel recommends that the Trustees make funda-
mental changes in their approach for deriving net
migration assumptions and for implementing the
assumptions.

Method Recommendation M-11: Immigration: The
Trustees’ net migration assumptions should not
be based on the provisions of current immigration
law, which are consistent with widely varying lev-
els of net migration, and which can reasonably be
expected to change in the future; but rather on an
analysis of historical trends augmented by on-go-
ing and future research on behavioral, demographic
and economic determinants of migration.
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Method Recommendation M-12: Immigration: The
Trustees should disaggregate the demographic
projection model by nativity (i.e., into native and
foreign-born populations). Such a model would
facilitate incorporation of significant known dif-
ferentials into the projections, including: emigra-
tion (largely limited to former immigrants), fertil-
ity (higher for immigrants than natives), and labor
force participation (higher for foreign-born males
and lower for foreign-born females than for the cor-
responding native groups). Such a disaggregation
can be implemented with the current cell-based
projection model or micro-simulation models that
might be adopted in the future.

Method Recommendation M-13: Immigration: The
age-sex distributions of net international migra-
tion components should accurately reflect the de-
mographic logic of the model. Specifically, the age
distribution of net “other” immigration should en-
compass both positive and negative values rather
than simply reflecting the age distribution of the
migrant population.

Assumption Recommendation A-5: Disability In-
cidence Rates: The Panel recommends that the as-
sumptions of disability incidence for the interme-
diate projection remain the same as in the 2007
Trustees Report. Disability incidence assumptions
were lowered in the 2007 Report and the Panel be-
lieves this revision was reasonable given the data
on health and benefit trends. These same data on
health and benefit claiming lead the Panel to rec-
ommend changes to the low- and high-cost alterna-
tive scenarios. Specifically, the Panel recommends
raising disability incidence in both the low- and
high-cost scenario, from 4.4 to 4.6 and 6.6 to 6.9,
respectively. These changes increase the uncertain-
ty bands around the intermediate assumption and
introduce asymmetry into the risk profile, allowing
for larger cost overruns than cost savings in the al-
ternative scenarios.

Assumption Recommendation A-6: Disability Ter-
mination Rates: The Panel recommends that the
assumptions of disability termination remain the
same as in the 2007 Trustees Report but calls for
more research on these matters going forward.
Changes in the mix of impairments and the age of
benefit claiming suggest that life expectancies of
the average future beneficiary could increase more
quickly than those of the rest of the population.
While termination rates are much less important
to overall cost projections than incidence rates,

greater understanding of the factors affecting fu-
ture trends is warranted.

Method Recommendation M-14: Disability: The
Panel recommends that consideration be given to
augmenting the cell-based model of disability inci-
dence and termination rates to include impairment
specific data. The Panel also calls for additional
examination of the evolution of male and female
disability incidence rates and for more explicit dis-
cussion of the historical and forecast time path of
these rates, including why they are not converging
more over time. Overall, the Panel recommends
that the judgmental adjustments to the cell-based
model of disability incidence and disability termi-
nation be more formally documented.

Method Recommendation M-15: Disability: The
Panel recommends that the models used to develop
the short- and long-range projections for the DI
program be better integrated and that the long-
range projection methodology be better document-
ed. More fundamentally, the Panel recommends
that greater emphasis be placed on developing be-
havioral models of disability benefit claiming that
could better inform the judgmental adjustments to
historical extrapolations underlying the intermedi-
ate projections, improve the short- and long-run
forecasts, and increase understanding of the risk
factors associated with short- and long-run pro-
gram growth.

Method Recommendation M-16: Disability: The Pan-
el recommends more focus on communication about
key components of the disability program followed
by the research community. Specifically, the Panel
recommends highlighting the distinction between
eligibility for disability benefits—based on health—
and claiming behavior, which is based on eligibility
and socio-economic conditions, age, and policy vari-
ables such as the normal retirement age. The Panel
also recommends that published materials report dis-
ability prevalence rates, in addition to incidence and
termination rates. Prevalence rates are the preferred
metric in the research literature for summarizing
the stock of workers receiving disability benefits and
provide important information about the size of the
program over time. Finally, the Panel recommends
that the relationship between the DI and retirement
programs be made explicit—DI is just a form of early
retirement—especially in discussions about future
influences on program size.
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M Economic assumptions and methods

Assumption Recommendation A-7: Labor Force Par-
ticipation Rate: The Panel recommends no change in
the intermediate-and high-cost projections of labor
force growth reported in the 2007 Trustees Report,
but calls for an increase in the labor force participa-
tion rate used in the low-cost alternative. The Panel
believes there is considerable upside risk to the in-
termediate assumption on labor force participation
related to the possibility that greater life expectan-
cy, improved health, unmet demand for workers,
changing workplace requirements, and the reduc-
tion in rule-based private retirement plans could
increase participation rates at older ages. The Panel
believes that allowing for this possibility is impor-
tant and could ultimately affect both the intermedi-
ate and low-cost scenarios. As such, we recommend
increasing total labor force participation in the low-
cost scenario from 72.8 to 77.0 percent for males
and from 60.6 to 65 percent for females.*®

Method Recommendation M-17: Labor Force Par-
ticipation Rate: The Panel recommends that the
OCACT labor force participation model be reviewed
and potentially restructured. Currently, the model
is large and unwieldy, making modifications dif-
ficult and costly. Additions to the model required
to incorporate emerging trends (e.g., participation
rates by nativity) only add to the complexity. Thus,
we recommend that the Trustees implement sug-
gestions made in the 2003 Technical Panel and re-
structure the model, making it simpler, more trans-
parent, and econometrically more rigorous.

Method Recommendation M-18: Labor Force Par-
ticipation Rate: The Panel recommends more care-
fully following differences in labor force participa-
tion among various groups including natives and
non-natives and older workers from different co-
horts. Given the growing importance of both im-
migrants and older workers in the workforce, im-
proved understanding of differences in their labor
force behavior will be important to improving the
accuracy of future projections.

Method Recommendation M-19: Labor Force Par-
ticipation Rate: The Panel recommends that more
consideration be given to how changes in the popu-

31 The change in total participation rates comes from assuming
that rates for each 5-year age group above 55 would attain, in 75
years, the participation rates of the next younger 5-year age cohort
at the beginning of the projection period. For example, those aged
55-59 would in 2081 experience the participation rates of 50-54
year olds in 2007, and so on for each successive 5-year cohort.

lation and labor force might impact trends in hours
of work, productivity and annual earnings and that
these interrelationships be noted in the Trustees
Report. This communication of the interconnected-
ness of the assumptions and projections is a useful
component of policy discussions and decisions. The
absence of such recognition hinders accurate char-
acterizations of the tradeoffs and complementa-
rities embedded in changes to particular variables,
trends or policy alternatives.

Assumption Recommendation A-8: Unemployment
Rate: The Panel recommends that the assumptions
on unemployment remain unchanged from the
2007 Trustees Report. The Panel finds a long-run
unemployment rate of 5.5 percent is a reasonable
assumption for future unemployment rates.

Assumption Recommendation A-9: Productivity: The
Panel recommends that the assumption on produc-
tivity growth be maintained at the same rate as in the
2007 Trustees Report, that is, 1.7 percent per year.
This recommendation reflects the sharp slowdown
in actual productivity growth between mid-2004
and mid-2007 that has reduced the possibility that
the American economy entered a new era of rapid
high productivity growth after 1995. Instead, it ap-
pears that the marked acceleration of productivity
growth between 1995 and 2004 can be attributed to
special one-time factors that are unlikely to recur. In
forecasting future productivity growth, substantial
weight must be given to the poor performance of
productivity growth in the period 1972-1995.

Assumption Recommendation A-10: Compensa-
tion to GDP ratio: The share of labor compensation
in GDP has historically been quite stable, and the
Panel agrees with the current assumption of a con-
stant ratio.

Assumption Recommendation A-11: Earnings to
Compensation Ratio: The Panel recommends that
the change in the earnings to compensation ratio
be reduced in the intermediate-cost assumption
from a decline of 0.2 percent per year to a decline
of 0.1 percent per year for the first 25 years of the
projections, with a zero decline after that. In the
low-cost assumption, the current ratio should be
held constant, while in the high-cost assumption,
the ratio should decline by 0.2 percent per year for
the first 25 years and by 0.1 percent thereafter.

Assumption Recommendation A-12: Average Hours
of Work: The Panel recommends that the 2007
Trustees’ assumption of no change in average hours
of work per week be changed to a decline of -0.1
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percent per year for the first 25 years with a zero
rate of decline thereafter. The high-cost assump-
tion should be of an annual decline of 0.2 percent
for the first 25 years and a decline of 0.1 percent
rate thereafter. The low-cost assumption would
then be of zero change, the same as the 2007 Trust-
ees’ assumption.

Assumption Recommendation A-13: GDP Deflator-
CPI Growth Differential: The differential growth
rate between the GDP deflator and the Consumer
Price Index (CPI-W) should be reduced from the
Trustees’ choice of -0.4 percentage points to -0.2
percentage points. We find no historical evidence
to support the Trustees’ choice and indeed in the
past six years the differential growth rate has been
Zero.

Assumption Recommendation A-14: Real Wage
Growth: Together, assumptions A-8 through A-12
result in a rate of real wage growth in the interme-
diate assumptions of 1.3 percent per year, slightly
higher than the 1.1 percent assumed in the 2003
Trustees Report.

Assumption Recommendation A-15: CPI Growth:
The Panel recommends that the assumed rate of in-
crease in the Consumer Price Index be reduced by
0.3 percentage point in the intermediate assump-
tion, from 2.8 percent to 2.5 percent per year. The
assumption of the future inflation rate in the GDP
deflator should be reduced from the current 2.4
percent assumption to 2.3 percent, corresponding
to our previous recommendation that the GDP de-
flator to CPI differential be reduced from -0.4 per-
cent to -0.2 percent per year.

Assumption Recommendation A-16: Interest Rate:
The Panel recommends using a long-term nominal
rate of 5.17 percent, based on a real rate of 2.6 per-
cent and a CPI inflation rate of 2.5 percent. The cor-
responding real and nominal rates for the high cost
scenario should be shifted down to 1.8 percent and
5.36 percent respectively. For the low cost scenario,
we recommend lowering the real rate to 3.3 per-
cent, and the nominal rate to 4.85 percent. These
changes are based on a uniform reduction in the
CPI inflation rate of .30 percent in all scenarios.

Method Recommendation M-20: Interest Rate: The
Panel recommends that the Trustees modify their
approach to determining real and nominal interest
rates to place more weight on the forward-looking
information in recent Treasury yield curves.

Method Recommendation M-21: Interest Rate:
For calculations involving discounting such as the

actuarial balance, the Panel recommends that the
Trustees consider using risk-adjusted rates instead
of a risk-free real interest rate.

Assumption Recommendation A-17: Equity Pre-
mium: The Panel concurs with the choice of equty
premium assumed in recent analyses by the Office
of the Chief Actuary of proposals involving stock
market investments.

Method Recommendation M-22: Equity Premium:
In such analyses, the Panel recommends that the
Office of the Chief Actuary portray risk-adjusted
projections as a neutral risk-adjusted case, not as
worst case for average returns.

Other Recommendation O-1: Taxable ratio: The
Panel recommends that additional research be un-
dertaken to develop a greater understanding of the
implications for trust fund finances of trends in the
dispersion of covered wages. That research should
aim to provide a stronger basis for projecting the
share of covered wages that fall above and below
the taxable maximum. In addition, that research
should examine the implications of stagnating
wages at the lower end of the earnings distribution
on the incentives to apply for disability benefits.

Other Recommendation 0-2: Taxable ratio: The
Panel recommends that the rationale in the Trust-
ees Report for the projection of the share of cov-
ered wages that is taxable be made more explicit
and should account for the substantial deviation
of current trends from previous projections. The
Panel recommends that the high and low cost pro-
jections of the share of covered wages that is tax-
able reflect a realistic degree of uncertainty. The
long-range sensitivity analyses in the report should
include the effect on summarized cost balances of
the range of assumptions about the share of cov-
ered wages that is taxable.
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