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worthwhile additional information about the overlap and its effects and might
suggest new and better ways of dealing with the problem.

ADMINISTRATION OF THE SOCIAL SECURITY PROGRAM

The effectiveness of any law depends, in large part, on how good a job is done
by those responsible for carrying it out; a law is only as good as its administration.

From our own observations and from the evaluations of others, we believe that
the huge task of administering the social security program, a task which involves
the rights of many millions of people and the payment of billions of dollars a
year, i being handled effectively and efficiently.

Administrative costs have been kept down to only 2.2 percent of benefit pay-
ments, partly as a consequence of the use of the latest in methods and machinery.
This low administrative cost, however, has not been achieved by sacrificing high-
quality service to the public. Employees at all levels have combined efficient
performance of duties with responsiveness to the public and a friendly and sym-
pathetic concern for the aged, the disabled, and the widows and orphans who
are the program'’s beneficiaries.

We should like to register our belief that accomplishment of the purposes
of the social security program requires that this high quality of administration—
nonpartisan and professional—be continued.

CONCLUSION

The Council believes that the adoption of the recommendations made in this
report will increase markedly the effectiveness of social insurance as a method
for providing security to the American family when income is cut off in old age
or by total disability or death. Moreover, adoption of these recommendations
will make sure that the existing social security program will continue on a
financially sound basis and that the proposed extension of the social insurance
principle to cover hospital insurance for the aged and the permanently and totally
disabled will be soundly financed.

The Council has no thought that the changes herein recommended will be the
final step in the development of the American social security program. In
the opinion of the Council, the proposed changes would do no more than make
improvements that are clearly indicated by experience with the social security
program up to the present time. Consequently, the Council urges that every 5
years or so Advisory Councils be formed to review the substantive provisions of
the program as well as its financing.

The Council believes that social insurance is an institution that is basic and
vital to the economic security of almost every American family, and that because
of its great importance it must be constantly re-cxamined and brought up to date.
The fulfillment of the promise of social sceurity for the Ameriean worker and his
family which was implicit in the original Social Security Act will depend on
continuing wisdom and alertness to make sure that our use of the social insurance
mechanism to combat insecurity among our people is adapted to changing needs
and conditions inherent in our dynamic society.

APPENDIX A

StareMeENT OF RuIiNHARD A. HonAUus oN Parr II, “HospiTaL INSURANCE FOR
OLpER PEOPLE AND THE DisaBLED”

The issues posed by this section of the Report are quite complex and far reaching
in their impact. Extensive experience and studies in both private and social
insurance lead me to take exception to the basic recommendation made in Part IT.
In short, I believe the analysis and the proposals contained in this part of the
Report should be regarded as primarily a useful means of fostering discussion as
to what might be the most appropriate ultimate moves. My recasons for these
reservations are summarized briefly below.

This proposal to provide social insurance to pay for hospital care and certain
related medical services for older people and the disabled differs profoundly from
our system of paying cash beunefits to beneficiaries under soeial security. I believe
the proposal and its implications should be examined and evaluated more thor-
oughly before any final conclusions arc reached.

The Report recognizes quite correctly that more is involved here than in-
patient care in hospitals. It also acknowledges that some flexibility is necded in
providing medical care benefits; this need is reflected by its proposals for benefits
that would help pay the cost of certain outpatient services and of home nursing
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care. There are many uncertainties, however, as to what collateral effects the
covered scrvices would have on other medical services.

We are not dealing with matters that are fixed or stable, but rather with condi-
tions that have been changing rapidly and will continue to change. We know
that the availability of voluntary insurance and prepayment plans has already
had marked effect on the utilization of hospital facilities, With this have come
very serious financial questions. While the matter of cost is exceedingly im-
portant, we also need to know much more clearly where any initial move is likely
to lead, so we can better judge whether the direction indicated is a desirable path
to take.

I have long been a strong supporter of the principles that have been incorporated
in our social security program. I am also strongly inclined toward principles
whiech advocate harmonizing voluntary efforts with Governmental measures, such
as the Report endorses. Unquestionably, further evidence must be developed
as to whether or not this kind of partnership can be accomplished effectively by
the procedure proposed in the Report.

In the formulation of the proposals contained in the Report, not enough
recognition has been given to the rapid growth and present scope of voluntary
insurance for older people. Instead of supplementing existing plans which have
won wide public acceptance, the proposal might lead to adverse consequences.
Before moving into this area the potertial economic and social consequences
should be weighed at greater length than has been done. In like manner, the
consequences of alternative measures must also be considered before final con-
clusions are reached.

Much progress has been made in better identifying the issues for objective
consideration and appraisal. The Report contributes substantially toward that
end, especially in its recognition that hospital care is but one, though an im-
portant, area of medical care. It also recognizes that in many cases care may be
required far beyond the limited period of hospital care suggested in the proposal.

Where the range of need among the aged is so great, it is especially important
to make certain that any aid provided through Government is utilized most effcc-
tively and in a manner that truly advances the health and welfarc of all our
citizens.

Further comments on the cost of the proposal on hospital insurance are given
below.

STATEMENT OF REINHARD A. Houavs oN TaE CosT oF THE CHANGES
RECOMMENDED IN Parrs II anp IIT

The Report expresses concern about the impaet of the recommended financing
provisions on our economy and the taxpayers, in both the short run and in the
long run. It asks, in effect, that the necessary taxes be such that they can be
borne ‘“‘by the emnloyee, employer and the self-employed without undue burden
or strain”.

One of the major findings in the Report is:

“The maximum amount of annual earnings that is taxable and creditable toward
benefits needs to be substantially incereased in order to maintain the wage-related
character of the benefits, to restore a broader financial base for the program and to
apportion the cost of the system among low-paid and higher-paid workers in the
most desirable way.”

I agree with that recommendation.

The table on page 102 estimates the ‘level-cost of the benefits of the present
program’ at 9.09 percent of taxable payroll under a $4,800 earnings base. The
table also estimates that if this taxable base is increased from $4,800 to the
$6,000-$7,200 base recommended in the Report and if the present benefit formula
is extended to the new base, the level-cost would be .59 percent of taxable payroll
lower. Stated another way, a liberalization costing that percentage of the new
taxable payroll would not change the present level-cost of 9.09 percent of taxable

ayroll.

P However, if all of the Council’s proposals [Parts II and III] are enacted, the
level-cost will increase to 10.13 percent of taxable payroll with respect to the ree-
ommendations of Part III, and with the level-cost of .90 percent of taxable pay-
roll with respect to he recommendations of Part 1T (see p. 84), there would be a
total level-cost of 11.03 percent of taxable payroll. This would be an increase of
about 21 percent above the level-cost of 9.09 percent of taxable payroll applicable
to the present program.

An increase of this magnitude, in addition to an increase in the maximum
earnings used for determining taxable payrolls, warrants serious scrutiny and
public discussion. The cost of adopting all of the recommendations raises im-
portant questions as to priority in the distribution of our economic resources.
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APPENDIX B

ActuariaL Cost EstiMaTeEs FOR THE CoUNnciL’s RECOMMENDATIONS

(Prepared by Robert J. Myers, Chief Actuary,
Social Security Administration)

This appendix first discusses various matters relating to the actuarial cost esti-
mates (such as the underlying assumptions and methodology) and then presents
the results of these estimates.

A. CONCEPT OF ACTUARIAL BALANCE OF SYSTEM

The concept of actuarial balance as it applies to the old-age, survivors, and dis-
ability insurance system differs considerably from this concept as it applies to
private insurance and private pension plans, although there are certain points of
similarity with the latter. In connection with individual insurance, the insurance
company or other administering institution, in order to be in actuarial balance,
must have sufficient funds on hand so that if operations are terminated, it will be
in a position to pay off all the accrued liabilities. This requirement, however, is
not necessary for a national compulsory social insurance system., It might be
pointed out that well-administered private pension plans have sometimes not
funded all their liability for prior service benefits.

It can reasonably be presumed that, under Government auspices, such a social
insurance system will continue indefinitely into the future, The test of financial
soundness, then, is not a question of whether there are sufficient funds on hand to
pay off all accrued liabilities. Rather, the test is whether the expected future in-
come from tax contributions and from interest on invested assets will be sufficient
to meet anticipated expenditures for benefits and administrative costs. Thus,
since the concept of “unfunded acerued liability’’ does not by any means have the
same significance for a social insurance system as it does for a plan established
under private insurance prineiples, it is quite proper to count both on receiving
contributions from new centrants to the system in the future and on paying bene-
fits to this group. These additional assets and liabilities must be considered in
order to determine whether the system is in actuarial balance.

The question of whether the old-age, survivors, and disability insurance pro-
gram is in actuarial balance depends upon whether the estimated future income
from contributions and from interest earnings on the accumulated trust fund
investments will, over the long run, support the disbursements for benefits and
administrative expenses. Obviously, future experience may be expected to vary
from the actuarial cost estimates made now. Nonetheless, the intent that the
system be self-supporting can be expressed in law by utilizing a contribution
schedule that, according to the intermediate-cost estimate, results in the system
being in balance or substantially closc thereto.

The congressional committces concerned with the program have expressed the
belief that it is a matter for coneern if any portion of the old-age, survivors, and
disability insurance system shows any significant actuarial insufficieney. Tradi-
tionally, the view has been held that for the old-age and survivors insurance
portion of the program, if such actuarial insufficicncy when measured over per-
petuity has been no greater than 0.25 percent of payroll, it is at the point where
it is within the limits of permissible variation. The corresponding point for the
disability insurance portion of the system is about 0.05 percent of payroll (lower
because of the rclatively smaller financial magnitude of this program). Further-
more, traditionally when there has been an actuarial insufficiency exceeding the
limits indicated, any subsequent liberalizations in benefit provisions were fully
financed by appropriate changes in the tax schedule or through raising the
earnings base, and at the same time the actuarial status of the program was
improved.

The Council has recommended that long-range costs should be measured over
a 75-year period, rather than over perpetuity, and that then the estimated actu-
arial status of both trust funds should be reasonably close to an exact balance,
and much closer than has been the standard in the past. The cost estimates
have been made on this basis, with the assumption that, if the estimates show an
exact balance, at the end of the 75-year period the balances in the trust funds
should approximate 1 year’s benefit payments.
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B. ACTUARIAL STATUS AFTER ENACTMENT OF 1961 ACT

The changes made by the 1961 amendments involved an increased cost that
was fully met by the changes in the financing provisions (namely, an increase in
the combined employer-employee contribution rate of one-fourth of 1 percent
a corresponding change in the rate for the self-employed, and an advance in the
year when the ultimate rates would be effective—from 1969 to 1968). As a
result, the actuarial balance of the program remained unchanged from what it
was before this legislation.

Subsequent to 1961, the cost estimates were further reexamined in the light of
developing experience. The earnings assumption was changed to reflect the 1963
level, and the interest-rate assumption used was modified upward to reflect
recent experience. At the same time, the retirement-rate assumptions were
increased somewhat to reflect the experience in respect to this factor.

The further developing disability experience indicated that costs for this portion
of the program were significantly higher than previously estimated (because
benefits are not being terminated by death or recovery as rapidly as had been
originally assumed). Accordingly, the actuarial balance of the disability insur-
ance program was shown to be in an unsatisfactory position, and this has been
recognized by the Board of Trustees, who recommended that the allocation to
this trust fund should be increased (while, at the same time, correspondingly
decreasing the allocation to the old-age and survivors insurance trust fund, which
under present law is estimated to be in satisfactory actuarial balance even after
such a reallocation). As indicated in the main part of this report, the Council
concurs with this view. The portion of the combined employer-employee con-
tribution rate that is assigned to the disability insurance trust fund under the
recommendations of the Advisory Council is 0.75 percent (see footnote 1, page
67), while for the self-employed contribution rate the corresponding figure is
0.475 percent (based on 0.1 percent above half of the combined employer-employee
allocation, which is consistent with the Council’s principles on the self-employed
rate basis, as is also followed in connection with the hospital insurance proposal).

C. BASIC ASSUMPTIONS FOR COST ESTIMATES

1. General Basis for Long-Range Cost Estimates

Benefit disbursements under old-age and survivors insurance may be expected
to increase continuously for at least the next 50 to 70 years because of such
factors as the aging of the population of the country and the slow but steady
growth of the benefit roll. Similar factors are inherent in any retirement program,
public or private, that has been in operation for a relatively short period. Esti-
mates of the future cost of the old-age, survivors, and disability insurance program
are affected by many elements that are difficult to determine. Accordingly, the
assumptions used in the actuarial cost estimates may differ widely and yet be
reasonable.

The long-range cost estimates (shown for 1975 and thereafter) are presented
on a range basis so as to indicate the plausible variation in future costs depending
upon the actual trends developing for the various cost factors. Both the low-
and high-cost estimates are based on high economic assumptions, intended to
represent close to full employment, with average annual earnings at about the
level prevailing in 1963. In addition to the presentation of the cost estimates on a
range basis, intermediate estimates developed directly from the low- and high-cost
estimates (by averaging their components) are shown so as to indicate the basis
for the financing provisions,

The cost estimates for old-age and survivors insurance are extended beyond the
year 2000, since the aged population itself cannot mature by then. The reason
for this is that the number of births in the 1930’s was very low as compared with
subsequent experience. As a result, there will be a dip in the relative proportion
of the aged from 1995 to about 2010, which would tend to result in low benefit
costs for the old-age and survivors insurance system during that period. Ac-
ccordingly, the year 2000 is by no means a typical ultimate year insofar as these
costs are concerned.

The cost estimates have been prepared on the basis of the same assumptions and
methodology as those contained in the 24th Annual Report of the Board of
Trustees of the Federal Old-Age and Survivors Insurance Trust Fund and the
Federal Disability Insurance Trust Fund (H. Doc. No. 236, 88th Cong.). These
estimates and their underlying assumptions are given in more detail in ““Actuarial
Study No. 58’ of the Social Security Administration.

44-344—65——8
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The underlying assumptions have not been revised, and new detailed cost
estimates prepared, because preliminary study indicatcs that the changes that
would be made would be largely counterbalancing from a cost standpoint. For
example, lower costs would result from using the higher earnings level of 1964,
but higher costs would arise from considering the higher retirement rates of
the last few years and other factors. Besides, there is the advantage of consist-
ency and comparability in using the same cost bases for a period of a few years,
when no significant net changes in the results would occur.

2. Measurement of Costs in Relation to Tazable Payroll

In general, the costs are shown as percentages of covered payroll. This is the
best measure of the financial cost of the program. Dollar figures taken alone are
misleading. For example, a higher carnings level will inereasc not only the outgo
of the system but also, and to a greater extent, itsincome. The result is that when
earnings rise, benefit costs in terms of dollars will also rise, but the cost relative to
payroll will decrease.

3. General Basts for Short-Range Cost Estimates

The short-range cost estimates (shown for the individual years 1965-72) are
not presented on a range basis since—assuming a continuation of present economic
conditions—it is believed that the demographic factors involved can be reasonably
closely forecast, so that only a single estimate is necessary. A gradual rise in the
earnings level in the future, paralleling that which has oceurred in the past few
years, is assumed. As a result of this assumption, even though then all provisions
of the system including the earnings base are assumed to remain unchanged in the
future at what the Council has recommended, contribution income is somewhat
higher than if level earnings were assumed, while benefit outgo under the cash-
benefits program is only slightly affected.

Since the long-range cost assumptions do not involve an increasing-carnings
assumption, the short-range and long-range cost estimates do not “link up” as
between the 1972 data for the former and the 1975 data for the latter. Thus, for
the eash-bencfits program the balances in the trust funds at the end of 1972 accord-
ing to the short-range estimates are higher than what the long-range estimates
would show for that yvear. On the other hand, for the hospital-benefits program
the balance in the trust fund at the end of 1972 according to the short-range
estimates is lower than what the long-range estimates show for that year (since
the hospital benefit costs are assumed to rise as earnings increase—see subse-
guent discussion).

4. Level-Cost Concept

An important measure of long-range cost is the level-cquivalent contribution
rate required to support the system over a long-range future period, based on dis-
counting at interest. If such a level rate were adopted relatively large aceumula-
tions in the trust funds would result, and in consequence there would be sizable
eventual income from interest. Even though such a method of financing is not
followed, this concept may be used as a convenient measure of long-range costs,
which permits comparison of various possible alternative plans, with weight being
given to both early-year and deferred benefit costs.

5. Future Earnings Assumptions

The long-range estimates are based on level-earnings assumptions at the level
prevailing in calendar year 1963. This, however, does not mean that covered
payrolls arc assumed to be the same each ycar; rather, they are assumed to rise
stoadily as the population at the working ages is estimated to increase. If in the
future the earnings level should be considerably above that which now prevails,
and if the cash benefits are adjusted upward so that the annual costs relative to
payroll will remain the same as now estimated for the present system, then the
increased dollar outgo resulting will offset the increased dollar income, This is
an important reason for considering costs relative to payroll rather than in dollars,

The long-range cost estimates have not taken into account the possibility of a
rise in earnings levels, although such a rise has characterized the past history of
this country. If such an assumption were used in the cost estimates, along with
the unlikely assumption that the benefits, nevertheless, would not be changed,
the cost reiative to payroll would, of course, be lower for the cash benefits, but
the reverse would be so for the hospitalization and related bencfits (as will be
discussed in more detail later).

Tt is important to note that the possibility that a rise in carnings levels will
produce lower costs of the cash-benefits program in relation to payroll is a very
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important safety factor in the financial operations of this system. Its financing
is based essentially on the intermediate-cost estimate, along with the assumption
of level earnings; if experience follows the high-cost assumptions, and earnings
do not rise, additional financing will be necessary. However, if covered earnings
increase in the future as in the past, the resulting reduction in the cost of the
program (expressed as a percentage of taxable payroll) will more than offset the
higher cost arising under experience following the high-cost estimate. If the latter
condition prevails, the reduction in the relative cost of the program coming from
rising earnings levels can be used to maintain the actuarial balance of the system,
and any remaining savings can be used to adjust the cash benefits upward (to a
Jesser degree than the increase in the earnings level). The possibility of future
increases in earnings levels should be considered only as a safety factor and not
as a justification for adjusting benefits upward in anticipation of such increases.

If benefits are adjusted currently to keep pace with rising earnings trends as
they oceur, the year-by-year costs as a percentage of payroll would be unaffected.
If benefits are increased in this manner, the level-cost of the program would be
higher than now estimated, since, under such circumstances, the relative impor-
tance of the interest receipts of the trust funds would gradually diminish with
the passage of time. If earnings and benefit levels do consistently rise, thorough
consideration will need to be given to the financing basis of the system because
then the interest receipts of the trust funds will not meet as large a proportion of
the benefit costs as would be anticipated if the earnings level had not risen (under
the present law, for example, for the old-age and survivors insurance system,
under level-earnings assumptions this proportion would average about 15 percent
over the long range).

6. Assumptions for Hospitalization Benefits

In considering the hospitalization-benefit costs in conjunction with a level-
earnings assuroption for the future, it is sufficient for the purposes of long-range
cost estimates merely to analyze possible future trends in hospitalization costs
relative to covered earnings. Accordingly, any study of past experience of hos-
pitalization costs should be made on this relative basis. The actual experience
in recent years has indicated, in general, that hospitalization costs have risen
more rapidly than the general earnings level, with the differential being in the
neighborhood of 3 percent per year—2.7 percent in the last 10 years.

One of the uncertainties in making cost estimates for hospitalization benefits,
then, is how long and to what extent this tendency of hospital costs to rise more
rapidly than the general earnings level will continue in the future, and whether or
not it may in the long run be counterbalanced by a trend in the opposite direction.
Some factors to consider are the relatively low wages of hospital employees (which
have been rapidly “catching up” with the general level of wages and obviously
may be expected to “catch up’’ completely at some future date, rather than to
increase indefinitely at a more rapid rate than wages generally) and the develop-
ment of new medical techniques and procedures, with resultant increased expense.

In connection with the latter factor, there are possible counterbalancing factors.
The higher costs involved for more refined and extensive treatments may be offset
by betfer general health conditions, the development of out-of-hospital facilities,
shorter durations of hospitalization, and less expense for subsequent curative
treatments as a result of preventive measures. Also, it is possible that at some
time in the future, the productivity of hospital personnel will increase significantly
as the result of changes in the organization of hospital services or for other reasons,
0 that, as in other fields of economic activity, their wages might in the long run
increase more rapidly than hospitalization prices.

Perhaps the major difficulty in making and in presenting these actuarial cost
estimates for hospitalization benefits is that—unlike the situation in regard to
cost estimates for the monthly benefits, where the result is the opposite—an un-
favorable cost result is shown when total earnings levels rise, unless the provisions
of the system are kept up to date (insofar as the maximum taxable earnings base
and the dollar amounts of any deductibles are concerned). The reason for this
is that there is the fundamental actuarial assumption that the hospitalization costs
will rise at a rate over the long run somewhat approximating the rate of increase
of the level of total earnings, whereas the contribution income would rise less
rapidly than the total earnings leve] unless the earnings base is kept up to date.
Under these conditions, it is hypothesized that the base will be kept up to date
with the changes in the general level of earnings; contributions depend on the
covered earnings level, and the level is dampened if the earnings basge is not raised
as earnings goup. It is assumed in the actuarial cost estimates for hospitalization
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benefits either that earnings levels will be unchanged in the future or that, if wages
continue to rise (as they have done in the past), the system will be kept up to
date insofar as the earnings base and the deductibles are concerned.

One important reason for the fact that recently hospitalization costs have risen
faster than the general earnings level is that the wages of hospital employees have
risen at a faster rate than the general earnings level. Personnel costs are about
60 percent of all hospital costs. The fact that the wages of hospital employees
have been rising at a faster rate than all earnings reflects a ‘‘catching up”’ from a
situation where hospital workers were significantly underpaid in relation to other
workers. It is obvious that such a trend cannot continue and that a point will
be reached after which wages paid to hospital workers will rise, on the average, at
the same rate as the general earnings level. Nor can other elements in hospitali-
zation costs be presumed to rise indefinitely at a faster rate than the gencral
carnings level.

It is not unlikely that the price of hospital services will for a considerable time
rise faster than other prices, but if the price of any produet continues to rise
faster than earnings, it would eventually be priced out of the market. Actually,
over the long run, hospitalization costs to the consumer arc likely to show con-
flicting trends. On the one hand, improved tcchnology is leading to more ex-
pensive hospital services and to the need for additional personncl. On the other
hand, the duration of hospital stays is declining as a result of the improvement
in care.

The cost assumptions for the hospitalization and related benefits have been
made on what is believed to be a conservative basis. Those used for the cost
estimates in this report are based on the assumptions underiying the estimates
that the Social Security Administration made for the legislation considered in
1962-63 (see “Actuarial Study No. 577 and “Actuarial Cost Estimates for the
Old-Age, Survivors, and Disability Insurance System as Modified by H.R. 11865,
as Passed by the House of Representatives and as According to the Action of the
Senate” issued by the House Ways and Means Committee), but with additional
safety margins for the early-year costs. The differential of hospitalization costs
over total earnings rates is assumed to be 2.7 percent per year for the first 5 years
after 1965; then it is assumed to decrease to zero over the next 5 years, and then
after a further 5 years wages are assumed to rise at an annual rate that is 0.5
percent greater than the increase in hospitalization costs.

The net effect of these modified assumptions, for purposes of the long-range
cost ‘estimates, is to produce level-costs that are about 10 percent higher than
those resulting from the assumptions used in ‘‘Actuarial Study No. 57" and that
are about the same as those resulting from the assumptions used in the Ways and
Means Committee report. For short-range purposes, however, the modified
assumptions produce significantly higher estimates than either of the other sets
of assumptions.

7. Interrelationship With Railroad Retirement System

An important element affecting old-age, survivors, and disability insurance
costs arose through amendments made to the Railroad Retirement Act in 1951.
These provide for a combination of railroad retirement compensation and old-age,
survivors, and disability insurance covered carnings in determining benefits for
those with less than 10 years of railroad service (and also for all survivor cases).

Financial interchange provisions are established so that the trust funds are to
be placed in the same financial position in which they would have been if railroad
employment had always been covered under the program. It'is estimated that
over the long range the net cffect of these provisions will be a relatively small loss
to the old-age, survivors, and disability insurance system since the reimbursements
from the railroad retirement system will be somewhat smaller than the net addi-
tional benefits paid on the basis of railroad earnings.

8. Retrmbursement for Costs of Military Service Wage Credits

Another important element affceting the financing of the program arose through
legislation in 1956 that provided for reimbursement from gencral revenues for
past and future expenditures in respect to the noncontributory credits that had
been granted for persons in military service before 1957. The cost estimates
contained here reflect the effect of these reimbursements (which are included as
contributions), based on the assumption that the required appropriations will be
made in the future, as the Council has strongly recommended should be done.
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D. INTERMEDIATE-COST ESTIMATES

1. Purposes of Inlermediate-Cost Fstimales

The long-range intermediate-cost estimates are developed from the low- and
high-cost estimates by averaging them (using the dollar estimates and developing
therefrom the corresponding estimates relative to payroll). The intermediate-cost
estimate does not represent the most probable estimate, since it is impossible to
develop any such figures. Rather, it has been set down as a convenient and readily
available single set of figurcs to use for comparative purposes.

The Congress, in enacting the 1950 act and subsequent legislation, was of the
belief that the old-age survivors and disability insurance program should be on
a completely self-supporting basis. Therefore, a single estimate is necessary in
the development of a tax schedule intended to make the system self-supporting.
Any specific schedule will necessarily be somewhat different from what will
actually be required to obtain exact balance between contributions and benefits.
This procedure, however, does make the intention specific, even though in actual
practice future changes in the tax schedule might be necessary. Likewise, exact
self-support cannot be obtained from a specific set of integral or rounded frac-
tional tax rates increasing in orderly intervals, but rather this prineiple of self-
support should be aimed at as closcly as possible.

2. Interest Rate Used in Cost Estimates

The interest rate used for computing the level-costs is 314 percent for the inter-
mediate-cost estimate. This is somewhat above the average yield of the invest-
ments of the trust funds at the end of 1963 (about 3 percent), but is below the rate
currently being obtained for new investments (about 4} percent).

3. Actuarial Balance of System as Modified by Proposal

Table A summarizes the actuarial balance of the existing old-age, survivors, and
disability insurance program in terms of percentages of taxable payroll, according
to the intermediate-cost estimate, and gives corresponding information for the
program as it would be changed by the recommendations of the Council (and also
for programs that are intermediate steps between the present program and these
recommendations). For purposes of comparability, the data for the present pro-
gram are shown on both the basis of measuring costs over perpetuity and the basis
of measuring costs over only a 75-year period (as recommended by the Council).
The data for the proposed program, as shown here and as shown elsewhere in this
report, are on the 75-year cost basis.

Information on the actuarial balance of the proposed hospital insurance pro-
grain is containcd in a table in Part II, which shows that the level-cost of the
benefits for all beneficiaries is estimated at .90 percent of taxable payroll, while
the level-equivalent of the contribution schedule is also estimated at .90 percent
of taxable payroll. Included in the foregoing cost figures is the level-cost of the
benefits for the disability insurance beneficiaries, which iz estimated at .05 percent
of taxable payroll. It should be noted that the recommended 0.15 percent con-
tribution from general revenues for a period of 50 years has an estimated level-cost
of 0.10 percent of taxable payroll.

4. Year-by-Year Projections of Income and Outgo

Table B shows the estimated operations of the old-age and survivors insurance
trust fund in various futurc years according to the intermediate-cost estimate,
as well as giving actual data for the past 14 years. Table C shows corresponding
data for the disability insurance trust fund, while Table D relates to the hospital
insurance trust fund. With respect to the latter table, it should be observed
that the bencfit-disbursement estimates do not include the total hospital insurance
benefit payments made to railroad retirement beneficiaries, but rather ounly the
net effect of the financial-interchange provisions for these benefits. It will
also be remembered that the estimate of total benefit payments includes the pay-
ments with respect to persons who are not eligible for cash benefits, whereas the
estimates relating to the hospital insuranee trust fund that were made for the
King-Anderson bill and the Senate-approved version of the legislation considered
in 1964 did not include such payments (since they were to be financed currently
out of the General Treasury, and not through direet trust-fund operations).

It is interesting to note that for each of the three trust funds separately, the
short-range cost estimates indicate that the balance in the trust fund at the end
of each year increases steadily during 1966-72 and in most instances quite closely
approximates one year's benefit payments.
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Tables E and F show long-range year-by-year cost projections for the old-age
and survivors insurance trust fund and for the disability insurance trust fund,
respectively, under the low-cost and high-cost estimates.

Table G presents the actuarial balance of the old-age, survivors, and disability
insurance program as it would be changed by the recommendations of the Council,
in terms of percentages of taxable payroll according to the low-cost and high-cost
estimates. It will be noted that the level-cost of the benefits of the old-age,
survivors, and disability insurance program according to the low-cost estimate is
8.9 percent of taxable payroll, which approximates the 9.4 percent combined
employer-employee contribution rate that is recommended for 1971-75. This
basis is in accordance with one of the financing principles enunciated by both this
Council and the last one in regard to the next-to-last step in the contribution
schedule (to be reached in the next few years).

TaBLE A.—Summary of actuarial balances of existing and proposed old-age,
survivors, and disability insurance program, in terms of percentages of tazable
payroll, intermediate-cost estimalte.

[In percent]
Item OASI DI Total
Present program, $4,800 earnings base,
perpetuity cost basis

Level-cost of benefits________________________________ . 8,72 .64 9.36

Level-equivalent of contribution sehedule..______._____.___... 8,62 . 50 9.12

Actuarial balanee_.__ ... .. —. 10 —.14 —.24
Present program, $4,800 earnings base,

75-year cost basis

Level-cost of benefits_ .. 8.46 .63 9.09

Level-equivalent of contribution sehedule........_......____. 8.60 .50 9.10

Actuarial balanee. ..o +. 14 —.13 .01

Present program, $6,000-7,200 earnings

base for contributions only and $4,800
earnings base for benefit purposes, 75-
year cost basis.

Level-cost of benefits. o 7.20 .54 7.74

Level-equivalent of contribution schedule_.. 8.60 . 50 9.10

Actuarial balance . ..o +1.40 —. 04 +1.36

Present program, $6,000-7,200 earnings

base for both contributions and benefit
purposes, 75-year cost basis

Level-cost of benefits oo e 7.91 .59 8. 50

Level-equivalent of contribution schedule. ... oo ... 8.60 .50 9.10

Actuarial balanee. oo e +. 68 —. 09 +. 60

Proposed program, $6,000-7,200 earnings
base, 75-year cost basis

Level-cost of benefits . .- 9.41 .72 10.13
Level-equivalent of contribution schedule.._. 9.42 .75 10.17
Actuarial balance_ - . e +.01 +.03 +.04

NoTE.—The level-costs of the benefits take into account administrative expenses, railroad retirement
financial interchange provisions, and interest on the trust fund existing as of December 31, 1865. The
taxable payroll is reduced to take into account the lower contribution rate for the self-employed as compared
with the combined employer-employee rate.
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TABLE B.—Progress of old-age and survivors insurance trust fund under proposed
program, tntermediate-cost estimate !

{In millions]

Railroad Balance in
Contribu- Benefit Adminis- | retirement | Interest on| fund at
Calendar year tions payments trative financial fund ! end of
expenses inter- year 3
change 2
Actual data
$3, 367 $1,885 $417 $15, 540
, 819 2,194 365 17, 442
3, 945 3, 008 414 18, 707
5,163 3,670 47 20, 576
5,713 4, 454 21, 663
6,172 5,715 526 22,519
6, 825 7,347 556 22,303
7, 566 8,327 552 21, 864
8,052 9,84 532 20, 141
10, 866 10, 677 516 20, 324
11,285 11, 862 548 19, 725
12, 059 13, 356 526 18, 337
14, 541 14,217 521 18, 480
Estimated data (short-range estimate)
$15,688 $14, 902 $300 $403 $565 $19, 128
16, 014 15, 640 324 399 593 19, 372
20,170 19, 380 354 411 626 20,023
21,739 20, 515 356 451 679 21,119
23, 389 21, 451 363 485 756 22, 965
24, 607 22,401 370 486 787 25, 102
25, 390 23,377 317 471 887 27,154
28, 392 24, 343 384 466 1,030 31,383
29, 634 25, 332 391 442 1,225 36,077
Estimated data (long-range estimate)

1978 o $28, 576 $27,077 $402 $380 $1, 061 $34, 530
34,962 , 444 120 1,844 59, 188
40,017 40, 309 524 -—60 2,991 92, 090
46,418 45, 002 576 ~-110 4, 068 125, 275
56, 041 62, 189 744 —135 8,286 247,883

t An interest rate of 3.5 percent is used in determining the level costs, but in developing the progress
of the trust fund a varying rate in the early years has been used, which is equivalent to such fixed rate.

2 A negative figure indicates payment to the trust fund from the railroad retirement account, and a posi.
tive figure indicates the reverse.

3 Not including amounts in the railroad retirement account to the credit of the old-age and survivors in-
surance trust fund. In millions of dollars, these amounted to $377 for 1853, $284 for 1954, $163 for 1955, $60
for 1956, and nothing for 1957 and therealter.

4+ These figures are artificlally high because of the method of reimbursements between this trust fund and
the disability insurance trust fund (and, likewise, the figure for 1959 is too low).

Note.—Contributions include reimbursement for additional cost of noncontributory credit for military
service.
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TasLE C.—Progress of disabilily insurance trust fund under proposed program,
intermediate-cost estimate !

{In millions]

Railroad Balance in
Contribu- Benelit Adminis- | retirement | Interest on | fund at
Calendar year tions payments trative {mancial fund 1 end of
expenses inter- year
change 2
Actual data
|

$702 | $57 $7 $649
96 | 249 25 1,379
891 | 457 40 1,825
1,010 568 53 2, 289
1,038 887 66 2,437
1,046 1, 105 68 2, 368
1, 099 1,210 66 2,285

Estimated data (short-range estimate)
1964 . . $1,153 $1, 318 80 $20 $64 $2, 034
1,471 87 20 56 1, 699
1,784 1410} 20 52 1,723
1,897 109 20 54 1,823
1, 946 103 15 60 2060
1, 999 109 15 70 2, 344
2, 053 114 15 83 2, 669
2, 106 119 15 95 3,023
2, 161 124 10 109 3,414

Estimated data (long-range estimate)
$2, 230 $106 —~$4 $133 $4, 210
2, 446 109 —8 182 5,678
2,752 110 -1 313 9, 632
3,241 124 —11 537 16, 310

1

1t An interest rate of 3.5 percent is used in determining the level costs, but in developing the progress of the
trust fund a varying rate in the early years has been used, which is equivalent to such fixed rate.

2 A negative figure indicates payment to the trust fund from the railroad retirement account, and a positive
figure indicates the reverse.

3 These figures are artificially low because of the nmethod of reimbursements between the trust fund and
the old-age and survivors insurance trust fund (and, likewise, the figure for 1959 is too high).

NoTE.—Contributions include reimbursement for additional cost of noncontributory credit for military
scrvice.
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TasLe D.—FEstimated progress of hospital insurance trust fund under proposed
program, intermediate-cost estimate 1

[In millions)

Contribu- Benefit
tions from | Contribu- | Payments Balance
Calendar year worker tions from | and ad- Interest | in fund at
and Govern- ministra- | onfund! |end of year
employer ment tive

expenses ?

Estimated data (short-range estimate)

$1, 808 $339 $1, 007 $29 $1,169
2,219 430 2,204 47 1,661
2, 389 464 2,438 65 2,141
2,513 489 2,683 81 2,541
2,697 506 2,958 93 2,779
2,676 520 3,201 98 2,872
2,760 538 3,456 98 2,812

Estimated data (long-range estimate)

$2, 634 $510 $3,031 $195 $6,132
2,842 562 3,295 251 )7
3,254 632 3,835 381 11,677
3,776 732 4,052 621 19, 006

! An interest rate of 3.5 percent is used in determining the level-costs, hut in developing the progress
of the trust fund a varying rate in the early years has been used, which is equivalent to such fixed rate,
2 The net payment to (or from) the railroad retirement system is included here.

Note.—Contributions include reimbursement for additional cost of noncontributory credit for military
service,
TasLe E.-—Estimated progress of old-age and survivors insurance trust fund under
proposed program, low-cost and high-cost estimates

{In millions]

Admin- Railroad Balance in
Calendar year Contri- Benefit istrative | rctirement Interest fund at
butions payments | expenses financial | on fund? end of
inter- year
change !

Low-cost estimate

$29, 181 $26, 493 $372 $350 $1, 537 $46, 526
36, 062 30, 614 410 85 8 84, 099
42,679 38, 320 483 —105 6, 006 171, 992
50, 887 42,137 530 ~160 11,216 318, 705

ITigh-cost estimate

$27,971 $27, 659 $431 $410 $678 $22,979
33,863 32,576 478 155 1,029 35,421
37,355 42,298 566 15 473 16, 498
41,947 47, 866 621 —60 ®) ®

! A negative figure indicates payment to the trust fund from the railroad retirement account, and a positive
figure indicates the reverse,

2 At interest rates of 3.75 percent for the low-cost estimate and 3.25 percent for the high-cost estimate.

3 Fund exhausted in 1993.

NotE.~—Contributions include reimbursement for additional cost of noncontributory credit for military
ervice.
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TaBLE F.—Estimated progress of disability insurance trust fund under proposed
program, low-cost and high-cost estimates

{In millions]
Rallroad Balance in
Contri- Benefit Admin- | retirement | Interest fund at
Calendar year butions | payments | istrative financial | onfund? end of
expenses inter- year
change 1
Low-cost estimate
1975, . $2, 527 $2,079 $97 —$8 $226 $6, 638
1680 2,786 2,267 98 —12 348 10, 047
1990. 3,261 2, 540 96 —16 723 20, 567
2000 3,888 3,035 106 —16 1, 369 38, 556
High-cost estimate
DL £ S $2,424 $2, 381 $56 $1,868
1980. 2, 589 2, 625 43 1,511
1990 - 2,855 2,965 124 ~6 ® ®
2000.. 3,207 3,447 141 -6 ®) @

t A negative figure indicates payment to the trust fund from the rallroad retirement account, and a

positive figure indicates the reverse.
2 At interest rates of 3.75 percent for the low-cost estimate and 3.25 percent for the high-cost estimate.

¢ Fund exhausted in 1088,

I\\Z’i)m.—Contrlbutions include reimbursement for additional cost of noncontributory credit for military
service.

TaBLE G.—Actuarial balances of proposed old-age, survivors, and disability insur-
ance program, in terms of percentages of tazable payroll, low-cost and high-cost
estimates, 75-year cost basis

[In percent]
Item OASI DI Total
Low-cost estimate
Level-cost of benefits 8,28 0.64 8,90
Level-equivalent of contribution schedule.. .- coeomeoemoooeen 9.139 .75 10. 14
Actuarial balance. - 1.13 11 124
High-cost estimate
Level-cost of benefits .- 10.94 0.83 11.77
Level-equivalent of contribution schedule.. - cooeoeeemenoe 9.44 .75 10.19
Actuarial balance —-1.50 —.08 -1.58
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