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SEVENTEENTH ANNUAL REPORT OF THE BOARD OF TRUS-
TEES OF THE FEDERAL OLD-AGE AND SURVIVORS INSUR-
ANCE TRUST FUND AND THE FEDERAL DISABILITY IN-
SURANCE TRUST FUND

Fiscal Year Ending June 30, 1956

THE BOARD OF TRUSTEES

The Federal old-age and survivors insurance trust fund, established
on January 1, 1940, and the Federal disability insurance trust fund,
established on August 1, 1956, are held by the Board of Trustees
under the authority of section 201 (c) of the Social Security Act, as
amended. The Board is comprised of three members who serve in an
ex officio capacity. The members of the Board are the Secretary of
the Treasury, the Secretary of Labor, and the Secretary of Health,
Education, and Welfare. The Secretary of the Treasury 1s designated
by law as the Managing Trustee. The Commissioner of Social Security
is Secretary of the Board.

FISCAL YEAR HIGHLIGHTS

Shortly after the close of fiscal year 1956, Congress amended the
Social Security Act to provide for the payment of benefits to eligible
workers who are permanently and totally disabled. To finance these
benefits, contributions were levied at the rate of one-fourth of 1 per-
cent each on covered employers and employees and three-eighths of
1 percent on covered self-employed persons beginaing January 1, 1957,
and a disability insurance trust fund was created. Although these
provisions do not go into effect until after the end of the fiscal year
for which this report is submitted, estimates are included showing the
expected financial operations of both the old-age and survivors insur-
ance trust fund and the disability insurance trust fund.

‘Amendments to the Social Security Act in 1956 also further extended
the coverage of the program, lowered to 62 the retirement age at which
women may become eligible for benefits, provided for the payment of
benefits to disabled children aged 18 and over, altered the basis for
computing the rate of interest payable on certain investments of the
trust fund, and provided for retmbursement of the trust fund for the
cost of gratuitous military wage credits and benefit rights granted to
veterans under earlier legislation. The effects of the amendments of
1956 are taken into account in the estimates presented in this report.

The total number of old-age and survivors insurance beneficiaries
in June 1956 was 8,374,000 or 11 percent more than in June 1955.
There were 6,114,000 retirement beneficiaries (old-age beneficiaries and
their entitled wives, dependent husbands, and young children), an
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2 OLD-AGE AND SURVIVORS INSURANCE AND TRUST FUNDS

increase of 12 percent, and 2,260,000 survivor beneficiaries, an increase
of 7.6 percent, over 1 year earlier. The estimated number of persons
with taxable earnings under old-age and survivors insurance in calendar
year 1956 was about 69 million.

Disbursements of the old-age and survivors insurance trust fund in
fiscal year 1956 were $5,485 million, not including $66 million repre-
senting refunds of overpayments of employee contributions. Receipts
net of these refunds were $6,937 million. The net addition of $1,452
million raised the total assets of the trust fund to $22,593 million on
June 30, 1956.

The disbursements of the fund in fiscal year 1956 included $5,361
million for benefits and $124 million for administrative expenses. The
receipts included $6,442 million in net contributions and $495 million
in interest.

Both disbursements and receipts showed an increase over fiscal year
1955. Disbursements rose $1,049 million or 24 percent, and receipts
rose $1,403 million or 25 percent. The increase in disbursements was
the combined result of the coverage extension and liberalized eligibility
and benefit provisions included in the amendments adopted during
1950-54 and the long-term growth of the aged population and the
proportion of the aged eligible for benefits. The rise in trust-fund
receipts is accounted for chiefly by the extended coverage provisions
and the increase in the taxable earnings maximum, both effective on
January 1, 1955, and by a rise in the general level of employment and
earnings.

Estimates for the 5 fiscal years 1957-61 show a further increase in
the receipts and disbursements of the old-age and survivors insurance
trust fund. According to these estimates, at the end of fiscal year
1961 this trust fund will amount to $21.6 to $25.5 billion, depending
on the economic assumptions used, with receipts of $9.1 to $10.5
billion and disbursements of $9.1 to $9.6 billion in that fiscal year.
During the 5 fiscal years 1957-61, the trust fund will not exceed about
2.8 'tianes the highest expected annual disbursements during the 5-year
period.

Long-range cost estimates for the old-age and survivors insurance
program as amended in 1956 show that under high employment
assumptions the level-premium cost, at 2.6 percent interest, ranges
from 6.59 to 8.40 percent of payroll, depending on the combination
of cost assumptions selected.

Estimates of the expected operations of the disability insurance
trust fund during the 5 fiscal years 1957-61 show that this trust fund
at the end of fiscal year 1961 will amount to $2.4 to $2.7 billion
depending on the economic assumptions used, with receipts of $0.9
to $1.0 billion and disbursements of $0.4 billion in that fiscal year.
During the 5 fiscal years 1957-61, the trust fund will amount to about
5.4 to 6.1 times the highest expected annual disbursements during
the 5-year period. The long-range cost estimates for the disability
Insurance program show that under high employment assumptions
the level-premium cost, at 2.6 percent interest, ranges from 0.29 to
O.5§1 percent of payroll, depending on the combination of assumptions
used.

SOCIAL SECURITY AMENDMENTS IN 1956

Amendments to the Social Security Act in 1956 (Public Laws 880
and 881, both approved August 1, 1956) will have significant effects
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on both the immediate and long-range future levels of income and
disbursements under the system. Coverage was extended on a con-
tributory basis to nearly 4 million persons. Provision was made for
the payment of monthly benefits to disabled workers, with a financing
arrangement that is separate from the old-age and survivors insurance
system. Eligibility requirements for the payment of benefits to
certain classes of beneficiarics were liberalized. The schedule of
contribution rates was revised to continue to reflect the intent that
the program be self-supporting.

The more important changes, significant from an acturial stand-
point, are presented below.

1. Coverage was extended on a contributory basis to nearly 3
million members of the uniformed services, effective January 1, 1957.
Coverage was also extended to additional civilian jobs in which about
900,000 persons are employed in the course of a year—principally,
additional farm owners and operators, all previously excluded self-
employed professional persons except doctors of medicine, certain
Federal civilian employees, and certain additional State and local
government cmployees in specified States. Beginning with 1957,
slightly more than 9 out of 10 gainfully employed persons are covered
or eligible for coverage. Major groups that continue to be excluded
are practically all Federal civilian employeces who are under staff
retirement systems; those self-employed persons, farm workers, and
domestic workers whose earnings are less than the amounts required
for the coverage of these particular groups; self-employed doctors of
medicine; and, in general, policemen and firemen covered by a State
or local government retirement system.

2. Monthly benefits were provided, beginning July 1957, for insured
workers between the ages of 50 and 65 who are totally and permanently
disabled after a waiting period of 6 consecutive months of disability.
The amount of the monthly disability benefit is the same as the
primary insurance amount, computed as though the worker became
entitled to old-age benefits in the first month of his waiting period.
These benefits are payable from a fund that is separate from the old-
age and survivors insurance trust fund (see items 5 (a) and (b), below).
Benefits are not payable to dependents of a worker who is entitled to
disability benefits.

3. The conditions under which persons may become eligible for
benefits were liberalized.

(@) Monthly benefits were provided, beginning January 1957, for a
dependent, disabled, unmarried child aged 18 or over of a retired or
deceased insured worker if the child was totally disabled before
attaining age 18 and the disability has continued uninterruptedly
since age 18. Benefits are also payable to a mother having such a
child in her care. Benefits to both child and mother are payable from
the old-age and survivors insurance trust fund.

(5) The minimum retirement age at which women may qualify for
benefits was reduced from 65 to 62. Full-rate benefits are payable
at age 62 to widows and to dependent mothers of deceased insured
workers. Women who elect to receive a retired worker’s or wife's
benefit when they are between age 62 and age 65 will receive re-
duced benefits (both before and after age 65) which are, on an
actuarial basis, virtually equivalent to their full-rate benefits.

H. Doc. 180, 85-1——2
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(¢) For women workers with dates of birth from July 2, 1889, to
January 1, 1909, the eligibility provisions were liberalized by termi-
nating at age 62 instead of age 65 the elapsed period which fixes the
number of quarters of coverage required to be eligible for old-age
insurance benefits.

(d) Persons who cannot meet the requirements of the 1950 or 1954
amendments for fully insured status will nevertheless be fully insured
if they have quarters of coverage in all but 4 of the quarters elapsing
after 1954 and before (1) July 1957, or (2) if later, the quarter of death
or attainment of retirement age. This transitional provision, in-
tended principally for persons newly covered in 1956, will cease to be
effective for persons who die or attain retirement age after the third
quarter of 1960, when the normal requirements become easier to meet
than this alternative.

4. Larger benefits were made payable in the future to certain
beneficiaries.

(@) In computing the average monthly wage of an insured person,
5 years of lowest earnings may be dropped, regardless of the number of
quarters of coverage he has.

() With the lowering of the minimum retirement age from 65 to 62,
the average monthly wage of a female insured worker is computed
on the basis of the earnings up to the year of attainment of age 62 or,
if it would result in a higher benefit, up to the year of retirement if
later. In effect, the lowering of the minimum retirement age from
65 to 62 makes a dropout of 3 additional years of lowest earnings
possible for many women workers.

5. Changes relating to the financing of the system were made to
assure that it will continue to be self-supporting.

(@) A disability insurance trust fund was created which is entirely
separate from the old-age and survivors insurance trust fund and from
which monthly benefits will be paid to disabled workers. Beginning
in 1957, contributions at the rate of one-fourth of 1 percent each for
employees and employers, and three-eighths of 1 percent for the self-
employed, will be paid into this new fund to finance these benefits and
related administrative expenses.

(5) Contribution rates were increased in recognition of the in-
creased costs resulting from the provision for the payment of monthly
benefits to disabled workers. The revised schedule of contribution
rates for employees and employers, including contributions for dis-
ability insurance benefits at the rates described in the preceding para-
graph, is as follows: 24 percent each on taxable wages for calendar
years 1957-59; 2% percent each for 1960-64; 3)% percent each for
1965-69; 3% percent each for 1970-74; and 4} percent cach thereafter.
The contribution rates on self-employment income are equal to 1%
times the corresponding employee rates.

(¢) Before each scheduled increase in the contribution rate, an Ad-
visory Council on Social Security Financing is to be appointed by the
Secretary of Health, Education, and Welfare to review the status of
the old-age and survivors insurance trust fund and the disability
insurance trust fund in relation to the long-term commitments of the
program. The first such council is required to submit its report to the
Board of Trustees not later than January 1, 1959.

(d) The old-age and survivors insurance trust fund, and where
appropriate the disability insurance trust fund, will be reimbursed
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from general revenues for past and future expenditures resulting from
the provisions that granted noncontributory $160 monthly wage
credits to persons who served in the Armed Forces from September 16,
1940, through December 31, 1956, and from the provisions enacted in
1946 that granted survivorship protection to certain World War IT
veterans for a period of 3 years after leaving service.

(¢) The basis for determining the interest rate on public-debt
obligations to be purchased by the trust funds was changed. These
investments will bear a rate of interest equal to the average rate of
interest borne by all marketable Government obligations with ma-
turity dates exceeding 5 years from date of issue, the average rate
being rounded to the nearest one-eighth of 1 percent.

Table 1 presents, on a level-premium basis, an estimate of the in-
crease in costs of benefit payments, expressed as a percent of payroll,
arising from the changes in the program in 1956.

TaBLE 1.—Changes in estimaled level-premium costs ! of benefit payments as percent
of payroll, by type of change, intermediale-cost estimate, high-employment assump-
tions

Level pre-

mium cost

Item (percent)
Cost of program under 1954 amendments (2.4 percent interest)._.__.____ 7. 45

Effect of changes in old-age and survivor benefits (2.4 percent interest
except last item):
Reducing minimum eligibility age for widows and dependent

mothers to 62 _ _ . __ e +.19
Reducing minimum eligibility age for women workers and wives

10 B2 e .03
Disabled adult child’s benefits____ __ . ______ . _________._ +.01
Extension of coverage . _ . _ . —. 11
Revised interest basis for trust-fund investments2_ ____.________ —. 14

Effect of addition of monthly disability benefits after age 50 2 (2.6 per-
eent interest) _ _ . .o e .42

Cost of program as amended in 1956 (2.6 percent interest):

Old-age and survivor benefits_ _ _ ___________. . . __._.___ 7. 43
Disability benefits . _ . _ e .42

t Level-premium contribution rate for benefit payments after 1955 and in perpetuity, taking into account
(a) lower contribution rate for self-employed as compared with employer-employes rate, (b) interest on the
trust fund on Dec. 31, 1955, and (¢) administrative expenses.

1 Reflecting the use of 2.6 percent instead of 2.4 percent as the valuation rate of interest.

3 Including administrative expenses.

NATURE OF THE TRUST FUNDS

The Federal old-age and survivors insurance trust fund was estab-
lished on January 1, 1940, as a separate account in the United States
Treasury to hold the amounts accumulated under the old-age and
survivors insurance program. All the financial operations of the
program through July 31, 1956, were handled through this fund.
The Social Security Amendments of 1956, which became law August
1, 1956, provided for the creation of the Federal disability insurance
trust fund—a fund entirely separate from the old-age and survivors
insurance trust fund—through which will be handled all financial
operations in connection with the newly established system of monthly
disability benefits payable to insured workers between the ages of
50 and 65. The financial operations of the old-age, survivors, and
disability insurance program which relate to the system of old-age
and survivors insurance benefits will continue to be handled through
the old-age and survivors insurance trust fund.
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The primary source of receipts of the two funds is amounts deposited
in or appropriated to each of them under permanent appropriation
on the basis of contributions paid by workers and their employers,
and by individuals with self-employment income, in employments
covered by the old-age, survivors, and disability insurance program,
All employees and their employers in employments covered by the
program are required to pay contributions with respect to the wages
of individual workers. All covered self-employed persons are required
to pay contributions with respect to their self-employment income.
In general, an individual’s contributions are computed on annual
wages or self-employment income, or both wages and self-employment
income combined, up to a maximum of $4,200, with the contributions
being determined first on the wages and then on any self-employment
income necessary to make up the $4,200.

The Internal Revenue Code, as amended, provides that the con-
tribution rate for employees and their employers shall be 2% percent
each for the calendar years 1957 through 1959, and that the rates
shall rise to 2% percent eacli on January 1, 1960, to 3% percent each
on January 1, 1965, to 3% pereent cach on January 1, 1970, and to
4% percent each on January 1, 1975. The contribution rates on self-
employment income are equal to 134 times the corresponding employee
rates. The Social Security Act, as amended in 1956, provides that
beginning January 1, 1957, of the total contribution income based on
these rates, contributions at the rate of one-fourth of 1 percent each
for employees and employers, and three-eighths of 1 percent for the
self-employed shall be allocated to the disability insurance trust fund
through which is financed the separate system of disability insurance
bencfits.

Except for amounts received by the Secretary of the Treasury under
State agreements and deposited directly in the trust funds, all con-
tributions are collected by the Internal Revenue Service and are paid
into the Treasury as internal-revenue collections. However, sums
equivalent to 100 percent of these taxes are transferred to the trust
funds from time to time. Such transfers are first made on the basis
of estimated tax receipts. Periodic adjustments are subsequently
made to the extent that the estimates are found to differ from the
amounts of contributions actually payable on the basis of reported
earnings.

An cemployee who worked for more than one employer during the
course of a year and paid contributions on wages in excess of the
statutory maximum may receive a refund of the taxes he paid on
such excess wages. The amount of taxes subject to refund for any
period is a charge against each of the trust funds in the ratio in which
the amount was appropriated to or deposited in such trust funds for
such period.

The second source from which receipts of the trust funds are derived
is interest received on investments held by the funds. The invest-
ment procedures of the funds are described later in this section.

The income and expenditures of the trust funds are also affected
by Public Law 234, approved October 30, 1951, which amended the
Railroad Retirement Act to provide a system of coordination and
financial interchange between the railroad retirement and old-age and
survivors insurance programs. Public Law 880, approved August 1,
1956, amended Public Law 234 to include financial interchanges be-



OLD-AGE AND SURVIVORS INSURANCE AND TRUST FUNDS 7

tween the railroad retirement account and the disability insurance
trust fund. A description of the legislative provisions governing the
allocation of costs between the two programs appears in appendix II.

Under a decision of the Comptroller General of the United States
(B—4906) dated October 11, 1951, receipts derived from the sale of
miscellaneous supplies and reimbursable services are credited to and
form a part of the trust funds, where the initial outlays therefor were
paid from the trust funds. Formerly, these moneys were credited to
the general fund of the Treasury as miscellaneous receipts.

Publie Law 719, approved August 10, 1946, provided noncontribu-
tory survivor protection to certain veterans of World War II. The
legislation provided, and the old-age and survivors insurance trust
fund received, reimbursement from the general fund for the additional
costs arising from these provisions. Under Public Law 734, approved
August 28, 1950, these additional costs arising after August 31, 1950,
were borne by the trust fund. Public Law 881, approved August 1,
1956, provides that the old-age and survivors insurance trust fund
shall be reimbursed for all additional costs arising after August 31,
1950, from the 1946 provisions. Public Law 881 also provides that
(1) the old-age and survivors insurance trust fund shall be reimbursed
for all past and future additional expenditures resulting from the pro-
visions that granted noncontributory $160 monthly wage credits to
persons who served in the Armed Forces from September 16, 1940,
through December 31, 1956; and (2) the disability insurance trust fund
shall be reimbursed for all additional expenditures after July 31, 1956,
resulting from these provisions. A summary of the legislative history
of the financing of credit for military service appears in appendix II.

Expenditures for benefit payments and administrative expenses
under the old-age, survivors, and disability insurance program are
paid out of the trust funds. All expenses incurred by the Department
of Health, Education, and Welfare and by the Treasury Department
in carrying out the provisions of title IT of the Social Security Act, as
amended, and of the Internal Revenue Code relating to the collection
of insurance contributions, are charged to the trust funds. The
Secretary of Health, Education, and Welfare certifies benefit payments
to the managing trustee who makes the payments from the respective
trust funds in accordance therewith.

Congress has authorized expenditures from the trust funds for
construction of an office building and related facilities for the Bureau
of Old-Age and Survivors Insurance.

The managing trustee invests that portion of each trust fund which,
in his judgment, is not required to meet current expenditures for
benefits and administration. The Social Security Act restricts
permissible investments of the trust funds to interest-bearing obliga-
tions of the United States Government or to obligations guaranteed
as to both prinecipal and interest by the United States. Obligations
of these types may be acquired on original issue at par or by purchase
of outstanding obligations at their market price. In addition, the
Social Security Act, as amended, authorizes the issuance of public-debt
obligations for purchase by the trust funds. The law requires that
such public-debt obligations shall have maturities fixed with due
regard for the needs of the trust funds and bear interest at a rate
equal to the average rate of interest, computed as of the end of the
calendar month next preceding the date of their issue, borne by all
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marketable interest-bearing obligations of the United States forming
a part of the public debt that are not due or callable until after the
expiration of 5 years from the date of original issue (where such
average rate is not a multiple of one-eighth of 1 percent, the rate of
interest on such special obligations is required to be the multiple of
one-eighth of 1 percent nearest such average rate).

Interest on public issues held by the trust fund is received by the
fund at the time the interest is paid on the particular issues held.
Interest on public-debt obligations issued for purchase by the trust
fund will be payable semiannually.,

Public issues acquired by the funds may be sold at any time by
the managing trustee at their market price. Public-debt obligations
issued for purchase by the trust fund may be redeemed at par plus
accrued interest. Interest receipts and proceeds from the sale or
redemption of obligations held in the trust funds are available for
investment in the same manner as other receipts of the funds. Interest
earned by the invested assets of the trust funds will provide income
to meet a portion of future benefit disbursements. The role of interest
in meeting future benefit payments is indicated in tables 12 and 13.

The assets of the trust funds serve in part as a reserve against
short-run fluctuations in total contributions and benefit amounts,
providing a margin of safety against relatively short-term contingen-
cles to ensure the payment of benefits without sharp changes in rates
paid by contributors.

REALITY OF THE TRUST FUNDS

Public discussion of the investment aspects of the old-age and
survivors insurance program has sometimes revealed a serious mis-
understanding of the nature and significance of the trust fund opera-
tions. The Board of Trustees believes that it has a responsibility to
correct any misapprehensions among persons who look to the old-age
and survivors insurance and disability insurance programs for basic
protection against income loss because of retirement, death, or pro-
longed disability.

The charge has been made that the requirement of existing law that
the receipts of the trust funds which are not currently needed for
program disbursements shall be invested in Government securities
constitutes a misuse of the funds. Tt is suggested that this type of
investment permits the Government to use social security tax collec-
tions to finance ordinary Government expenditures, and that hence
such collections will not be available to pay social security benefits
in future years. It is said that the securities represent IOU’s issued
by the Government to itself and that the Government will have to
tax people a second time for social security to redeem these JOU’s.

The investment of the assets of the trust funds in Federal obliga-
tions, as required by law, is not a misuse of the money contributed
under the insurance programs by covered employees, employers, and
self-employed persons. These contributions are permanently appro-
priated by law to the old-age and survivors insurance and disability
insurance trust funds which are accounted for separately from the
general funds of the United States Treasury. All the assets of these
funds are kept available and may be used only for the payment of the
benefits and administrative expenses of the insurance programs.
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When the Treasury pays back money borrowed from the trust
funds, the public will not be taxed a second time for social security.
If taxes are levied to redeem the securities held by the trust funds,
these taxes will not be levied for the purpose of paying social security
benefits. Rather, they will be levied for the purposes for which the
money was originally borrowed, such as the costs arising out of World
War 11, the national defense program, and other activities of the
Government. Taxes would have to be raised to pay back the money
borrowed to cover these costs whether the obligations were held by
the trust funds or by other investors. The fact that the trust funds,
rather than other possible investors, hold part of the Federal debt
does not change the purpose for which these taxes must be levied.

The operation of trust-fund investment is similar to the investment
of premiums collected by a private insurance company. A private
company uses part of its current premium receipts for payments to
beneficiaries and for operating expenses. The balance of its receipts
is invested in income-producing assets. Such investments are comn-
monly limited by State law to the safest forms of investinent so that
policyholders will be assured that their claims against the company
will be satisfied when they become due. Government securities
ordinarily represent a significant portion of these investments. The
purpose of investing these receipts is, of course, to obtain earnings
that will help meet the future costs of the insurance and thus reduce
the premiums the policyholders would otherwise have to pay for their
insurance.

Social security tax collections are handled in much the same way.
Investments of the trust funds, however, are limited by law to only
one type—securities issued by, or guaranteed as to principal and in-
terest by, the Federal Government. There are two principal reasous
for such a restriction. One is similar to the motivation of State legis-
lation dealing with investments of private insurance companies; it is
designed to insure the safety of the funds. Government securities
constitute the safest form of investment. The second reason is that
it keeps these publicly operated programs from investing reserve funds
in competitive business ventures. Such investments by the trust
funds would be completely out of harmony with accepted concepts of
the proper scope of a governmental activity. The securities held by
the trust funds perform the same function as those held by a private
insurance company. They can be readily converted into cash when
needed to meet disbursements, and the earnings on these investments
make possible lower rates of contributions than would otherwise be
required.

In investing their receipts in Government securities the trust funds,
as separate entities, are lenders and the United States Treasury is a
borrower. The trustees of the funds receive and hold securities 1ssued
by the Treasury as evidence of these loans. These Government obli-
gations are assets of the funds and liabilities of the United States
Treasury which must pay interest on the borrowed money and repay
the principal when the securities mature.

In other words, the Treasury borrows from a number of sources. It
borrows from individuals, mutual saving banks, insurance companies,
and various other classes of investors; and it borrows from the old-age
and survivors insurance and disability insurance trust funds. The
securities held by the funds are backed by the full faith and credit of
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the United States, as are all public debt securities; they are just as
good as the public debt securities held by other investors.

The purchase of Federal obligations by the trust funds from the
Treasury does not increase the national debt. The national debt is
increased only when and to the extent to which the Federal Govern-
ment’s expenditures excecd receipts from taxes levied to meet those
expenditures. When such a deficit occurs, the Treasury must borrow
sufficient money to meet the deficit by selling Federal securities. The
volume of the securities sold to meet a deficit is not increased by the
purchase of such obligations by the trust funds. The purchase of
Federal obligations by the trust funds in a period when the Treasury
has no deficit to meet would result only in a direct or indirect transfer
of Federal debt from other investors to the trust funds. The total
amount of the public debt would remain unchanged.

SUMMARY OF THE OPERATIONS OF THE OLD-AGE AND SURVIVORS
INSURANCE TRUST FUND, FISCAL YEAR 1956

A statement of the income and disbursements of the Federal old-age
and survivors insurance trust fund in the fiscal year which began on
July 1, 1955, and ended on June 30, 1956, and of the assets of the
fund at the beginning and end of the fiscal year, is presented in table 2.

TABLE 2.—Statement of operations of the Federal old-age and survivors insurance
trust fund during the fiscal year 1956

Total assets of the trust fund, June 80, 1955__ _ _____ . ________ ... $21, 141, 001, 461. 71
Receipts, fiscal year 1956:
Insurance contributions:
Appropriations_________________ _______ $6, 336, 804, 603. 39
Deposits arising from Statc agreements. 171, 565, 577. 42

QGross insurance contributions..______ 6, 508, 370, 180. 81
Less payment into the Treasury for

taxes subject to refund.._.__________ 66, 000, 000. 00

Net insuranee contributions. - . ____.________________ $6, 442, 370, 180. 81
Interest and profit:

Oninvestments.....______.__._________ $487, 450, 075. 05
On amount held in railroad retirement

aceount to credit of trust fund_______ 7, 439, 000. 00

Total interest._.__________

_______________________ 494, 889, 075. 05

Fotal receipts 6, 937, 259, 255. 86
Disbursements, fiscal year 1956:
Benefit payments._ ... . ___ . ______________________. 5, 360, 813, 247. 00

Department of Health, Education, and
Welfare._...._______________ _________ $94, 892, 621. 97
Treasury Department ... . ________ 29, 516, 077. 17
Preparation for construction of building
for Bureau of Old-Age and Survivors

Insuranee. .- .. . __.__...._.______ 61, 876. 35

Gross administrative expenses___ __ 124, 470, 575. 49
Less rceeipts for sale of surplus mate-

rial, supplies, ete .. __ . _____________ 131, 867. 92

Net administrative expenses_ . _____________________ 124, 338, 707. 57

Total disbursements
Net addition to trust fund 1, 452, 107, 301. 29

Total assets of the trust fund, June 30, 1956 22, 593, 108, 763. 00

The total assets of the old-age and survivors insurance trust fund
amounted to $21,141 million on June 30, 1955. These assets increased
to $22,593 million by the end of the fiscal year 1956, as a result of an
excess of receipts over disbursements amounting to $1,452 million.
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The total receipts of the trust fund during the fiscal year 1956
amounted to $6,937.3 million. Of this total, $6,336.8 million repre-
sented tax collections appropriated to the fund and $171.6 million
represented amounts received by the Secretary of the Treasury in
accordance with State agreements and deposited in the trust fund.
The amount of contributions subject to refund to employees who
worked for more than 1 employer during 1954 and paid contributions
on 1954 wages in excess of $3,600 was estimated at $66 million. This
amount was transferred from the trust fund as repayment into the
Treasury. The net amount of $6,442.4 million represented a 27-
percent increase over the amount for the preceding fiscal year. This
large increase can be attributed mainly to the provisions of the 1954
amendments which increased the number of persons in covered em-
ployment and which increased the maximum amount of annual taxable
earnings from $3,600 to $4,200. Although these provisions became
effective in 1955, fiscal year 1956 was the first full year during which
they operated. The other $494.9 million of receipts consisted of $487.5
million of interest and profit on investments of the fund and of $7.4
million of interest on the amount held in the railroad retirement ac-
count to the credit of the trust fund under the financial interchange
provisions of the Railroad Retirement Act, as amended in 1951.
These provisions are described in appendix II.

Disbursements from the trust fund during the fiscal year 1956
totaled $5,485.2 million, of which $5,360.8 million were for benefit
payments, and $124.3 million were for administrative expenses. The
total amount of benefits paid during the fiscal year exceeded benefits
paid in the fiscal year 1955 by 24 percent. This increase resulted
chiefly from (1) the increase in the number of beneficiaries and (2)
the fact that the higher benefit provisions of the 1954 amendments
were effective during the entire fiscal year 1956 but during only part
of fiscal year 1955.

Administrative expenditures of the fund were 1.9 percent of con-
tribution income and 2.3 percent of benefit payments during fiscal
yeglr 1956. Figures for each of the last 10 fiscal years are shown in
table 3.

TABLE 3.—Relationship of administrative charges against old-age and survivors in-
surance trust fund to old-age and survivors insurance contribution income and
benefit payments, fiscal years 1947-56

Administrative charges Administrative charges
against the OASI against the OASI
trust fund as & per- trust fund as a per-
centage of— centage of—

Fiscal year Fiscal year

Contribu- Benefit Contribu- | Benefit
tion in- payments tion in- | payments
come come

TSI
W=D
aNEDD
~moowWosD
S
DODN

PN
€0 i S 0D

H. Doc. 180, 85~-1——3
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TaBLE 4.— Estimated distribution of benefit payments under the old-age and survivors
insurance program, by lype of benefil, fiscal years 1955 and 1956

[Amounts in millions)

1955 1956

Type of benefit
Amount | Percent | Amount | Percent
of total of total

Motal. el $4,333.1 100 | $5,3060.8 100
Monthly benefits. oo 4,232.6 198 | 5,245.5 198
Old-age (retired workers 65 orover) _____________________.__ 2,803.0 65 | 3,532.9 66

Wife’s or husband’s (wives or dependent husbands, 65 or
over, of old-age benefieiaries, or their wives regardless of

age if earing for child beneficiary)_ ________________________ 404.1 9 500. 4 9
Widow’s or widower’s (widows or dependent widowers 65 or
over of WorkKers) . i 353.3 8 430.2 8
Parent’s (dependent parents 65 or over of deceased workers) - 14.7 &) 16.5 ®
Child'’s (children under 18 of old-age beneficiaries) .. ... 2.7 1 31.4 1
Child’s (children under 18 of deceased workers) ... ________ 484. 2 11 562. 6 10
Mother’s (widows or dependent divorced wives of deceased
workers caring for child benefieiaries) ... ________..___ 148.6 3 171.4 3
Lump-sum bencfits (wage earner died after August 1950, or
before September 1950 with no survivor immediately eligible
for monthly benefits) . ______________ . ____. 100. 5 2 115.3 2

' Total does not represent the sum of rounded components.
2 Less than 0.5 percent.

The distribution of benefit payments in fiscal years 1955 and 1956,
by type of benefit, is shown in table 4. Approximately 84 percent of
the total benefit payments from the fund in the fiscal year 1956 were
accounted for by monthly benefits to aged persons—retired wage
earners and their wives (including a relatively small number of wives
under age 65) or dependent husbands, and aged widows, dependent
widowers, and dependent parents of deceased wage earners. Approx-
imately 14 percent of the 1956 benefit payments represented monthly
benefits on behalf of children of deceased or retired workers and pay-
ments to mothers—practically all of them under age 65—who had
children of deceased wage earners in their care. The balance of the
benefits paid in the fiscal year 1956 consisted of lump-sum death
payments. :

At the end of the fiscal year 1956, approximately 8.4 million bene-
ficiaries in about 6.2 million families were receiving nomthly benefits
at an annual rate of $5,273 million. At the end of the preceding fiscal
year, the monthly benefit rolls included 7.6 million beneficiaries in
about 5.5 million families to whom monthly benefits were being paid
at an annual rate of $4,608 million. Average monthly family benefits
at the end of June 1956 showed moderate increases over the corres-
ponding averages a year earlier (table 5). Payments to retired workers
with no dependents receiving benefits averaged $60, an increase of
$1.90. The average for a retired worker and aged wife, both of whom
were drawing benefits, was $104.80, $2.60 greater than a year earlier.
For survivor families, payments to aged widows averaged $49; families
made up of a widowed mother and 1 child averaged $108.50; widowed
mothers and 2 children averaged $137.80.
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TaBLE 5.— Estimated number of families and beneficiaries recetving benefils and
average family amount, by family group, end of fiscal years 1956 and 1956

June 30, 1955 June 30, 1956
Family classification of benefieiaries
receiving benefits Number | Number | Average | Number | Number | Average
of of bene- | monthly of of bene- | monthly
families | ficiaries | amount | families | ficiaries | amount
per family per family
Thous. Thous. Thous.
40001 711 VIR 5,539.7 7,563.5 | .o - 6,160.2
Retired worker families___.__ .. .- 4,214.8 5,462.3 |- 4,731.9
Workeronly_ .. _..__._. 3,067.7 3,067.7 $58.10 3,460.3
Male____. . 1,962.3 1,962. 3 63. 50 2,148.4
Female. .. 1,105.4 1,105.4 48. 40 1,311.8
Worker and wife aged 65 or ove .| 1,066.4 2,132.8 102. 20 1,182.6
Worker and wife under age 651 ... .4 .8 102. 50 .3
Worker and aged depenident husband . 9.2 18.5 87.00 10.7
Worker and 1 or more children_.._..__ 15.8 41.1 98. 10 16.6
Worker, wife aged 65 or over, and 1
or more children____._____. ... __ 1.2 3.6 123. 30 1.3
Worker, wife under age 65, and 1 or
more children. . _______ ... ... 54.0 197.7 117.00 60.1
Survivor families. . ... 1,324.9 1 2,100.2 | ... ... 1,428.3
Aged widow__ .. ... 688. 3 688. 3 46. 60 746.3
Aged dependent widower. - 1.2 1.2 40. 90 1.1
Widowed mother only .. .__ 1.4 1.4 48. 60 .8
Widowed mother and 1 child. 120.8 241.6 105. 10 128.4
Widowed mother and 2 children. .- 83.6 250. 7 132. 60 85.7
Widowed mother and 3 or more
children .. . oo 75.6 356. 1 129. 90 82.4
Divorced wife and 1 re children. . .2 .6 130. 00 .3
lechildonly . . .- 200. 3 200. 3 47. 80 217.0
2 children._. - 80.9 161.9 81. 60 90.0
3 children..___ .. 29.1 87.2 101. 00 31.8
4 or more children . _____ 19.6 86.3 105. 60 20.2
1 aged dependent parent 22.2 22.2 48.10 22.8
2 aged dependent parents. 1.7 3.3 92. 90 1.5

1 Benefits of children were being withheld.
Note.— Estimates were prepared November 1956.

The disability freeze provision of the 1954 amendments became
effective at the beginning of fiscal year 1956, although applications
could be filed at any time after December 31, 1954. By the end of
fiscal year 1956 a period of disability had been established for 134,000
disabled workers. About 110,000 applications for a disability freeze
were denied. By the end of the fiscal year, about 36,100 old-age
beneficiaries had their benefits increased as a result of the freeze; the
average increase was $9.93 a month. About 13,100 monthly benefits
payable to dependents of these retired workers and to survivors of
workers who had established a period of disability before death were
also increased because of the freeze. For the same reason, lump-sum
death benefits payable on the earnings records of almost 4,500 de-
ceased workers were increased by an average amount of about $21.50
per worker.

The assets of the fund at the end of the fiscal year 1956 totaled
$22,593 million, consisting of $22,043 million in the form of obligations
of the United States Government, and $550 million is undisbursed
balances. Table 6 shows a comparison of the total assets of the trust
fund and their distribution at the end of the fiscal years 1955 and 1956.
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TABLE 6.—Assels of Federal old-age and survivors insurance trust fund, by type, al
end of fiscal years 1966 and 1966

June 30, 1955 June 30 1956
Par value Book value ! Par value Book value !
Investments:
Public issues:
Certificates of indebtedness:
2%6-percent series D 1956_...____|________ .. ___|.__._.________._ $34,000,000 | $33, 996, 875. 00
25¢-percent series A 1957________| ___________ | 1 T77T 34, 100, 000 34,095, 453. 12
Treasury notes: 27¢-percent series A
1968 e e 115,500,000 | 115, 495, 546, 88
Treasury bonds:
2%4-percent bonds of 1959-62.___|  $4, 205,000 | $4, 211, 633.97 4, 205, 000 4,210, 121. 85
234-percent bonds of 1958_____ ... ________{ _______________ 500, 000 493, 437. 50
214-percent bonds of 1961 4, 500, 000 4, 359, 906. 25
2%%-percent bonds of 1962-67____| 58,650,000 | 58,775,068, 43 58, 650, 000 58, 757, 201. 51
234-percent bonds of 1963 ______|..____________|________________ 500, 000 485, 000, 00
2}4-percent bonds of 1963-68____| 116,480,000 | 116, 639, 273. 51 116, 480, 000 116, 620, 535. 47
214-percent bonds of 1964-69. . __ 93,704,000 | 93,147,975.75 96, 004, 000 95, 315, 907. 76
2}4-percent bonds of 1965-70____| 456, 547,500 | 456,809, 792.98 | 456, 547, 500 456, 774, 416. 82
214 percent bonds of 1966-71.___| 308,077,500 | 307,983,999.22 | 308,077, 500 307,974, 482, 24
2}¢-percent bonds of 1967-72____| 150,583,250 | 150,796,849.48 | 150,593,250 | 150,726, 736. 52
234-percent bonds, investment
series B-1975-80. _._._._______ 1,081, 902, 000 |1, 083, 367, 535. 46/1, 081, 902, 000 |1, 083, 250, 495. 76
3-percent bonds of 1995_________ 25,000,000 | 25,056, 171. 90 68, 170, 000 68, 220, 803. 37
3bi-percent bonds of 1978-83_.__| 45,100,000 | 44, 910, 656, 26 45,100, 000 44, 910, 656. 26
Total public issues___.__..._. 2,340, 259, 250 |2, 341, 698, 956. 96,2, 574, 820, 250 |2, 575, 687, 666. 31
Special issues:
Certificates of indebtedness:
2l4-percent maturing June 30,
1956 ... . 18, 238, 792, 000]18,238,792,000. 00} _ ... ______|..____.__.._.._.
212-percent maturing June 30,
1957 L 19, 466, 609, 000,19,466,609,000. 00
Total special issues.._..____ 18, 238, 792, 000|18,238,792,000. 0019, 466, 609, 000|19,466,609,000. 00
Accrued interest purebased ... ... ___|._ . __________|_____.________ | .. 733, 974. 37
Total investments._....oo..._..___.___ 20, 579, 051, 250/20,580,490,956. 9622, 041, 438, 250(22,043,030,640, 68
Undisbursed balances. «..oooooooooooo | ool 560, 510, 504. 75! _____.______. 2 550,078,122, 32
Total assets. . ueooooooom oo mcea oL 21,141,001,461. 71| _..___.__. 22,593,108, 763. 00

! Par value plus unamortized premium less discount outstanding.
3 Includes $44,306.36 unappropriated receipts.

The assets of the trust fund may be invested only in direct obliga-
tions of the United States Government and in obligations guaranteed
as to both principal and interest by the United States. These obliga-
tions may be acquired in the open market or on original issue at par.
The investments of the trust fund consist of certificates issued directly
to the fund at par and public issues of Treasury securities. The
asset value of the certificates is their par value. "As carried on the
books of the Treasury Department, the asset value of public issues
(exclusive of accrued interest purchased) is the book value, i. e., par
value plus unamortized premium less discount outstanding.

The net increase in the par value of the investments owned by the
fund during the fiscal year 1956 amounted to $1,462 million. New
securities at a total par value of $26,508 million were acquired through
the investment of receipts of the fund and the reinvestment of funds
made available from the maturity of securities during the year.
The par value of securities redeemed during the fiscal year was
$25,025 million. In addition, $20 million of public issues were sold,
providing an additional source of income to the fund in the form of a
Eroﬁt amounting to $50,781. This profit represents the difference

etween proceeds received at time of sale, after deduction for accrued
interest and investment expenses, and the book value at time of sale.
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Of the new securities acquired, $26,253 million were certificates of
indebtedness issued exclusively to the trust fund, $6,787 million of
which were redeemed during the year and $19,467 million of which
mature on June 30, 1957. These certificates were acquired at par,
$1,116 million at 2% percent, $3,759 million at 2% percent, and $21,378
million at 2% percent, this rate having been determined by the average
rate of interest on the interest-bearing public debt which prevailed
at the end of the month preceding the date of issue of these securities.
The remaining $255 million of securities acquired during the year
were public issues at interest rates ranging from 2% percent to 3
percent.

The average rate of interest on the interest-bearing public debt at
the end of the month varies with changes in the composition of the
public debt and with changes in the particular rates of interest on
different classes of securities. During the fiscal year 1956 the average
rate of interest on the public debt rose from 2.351 percent on June 30,
1955, to 2.546 percent on May 31, 1956, with the result that special
certificates acquired during the July—-August period were at 2%
percent, during the September-March period at 2% percent, and dur-
ing the remaining period of the fiscal year at 2} percent.

EXPECTED OPERATIONS AND STATUS OF THE TRUST FUNDS DURING
FISCAL YEARS 195761

In the following statement of the expected operations and status of
the trust funds during the next 5 fiscal years, it is assumed that the
present statutory provisions relating to the old-age, survivors, and
disability insurance program remain unchanged throughout the period
under consideration. The income and disbursements of the program,
however, not only depend on the legislative provisions but they are
also affected by general economic conditions. Because it is difficult to
foresee economic developments, the assumptions on which the esti-
mates here presented are based are subject to many uncertainties.
This statement of the expected operations of the trust funds should
therefore be read with full recognition of the difficulties of estimated
future trust fund income and disbursements under changing economic
conditions.

Single sets of estimates are here presented to show the expected
operations of the trust funds in fiscal years 1957 and 1958, but for
fiscal years 1959-61 two sets of estimates are given based on two
different assumptions as to economic development in those years.
In assumption I the entire period 1957-61 is characterized by a con-
tinued rise in employment and earnings reflecting chiefly long-term
trends. Unemployment remains at a low level. The other set of
estimates for fiscal years 1959-61, based on assumption II, shows the
effects that would result in the unlikely event that there were a sharp
contraction in industrial activities beginning in the latter half of
calendar year 1958 with a slow recovery not beginning until the first
half of calendar year 1961.

The expected operations and status of the old-age and survivors
insurance trust fund during the next 5 fiscal years are presented in
summary in table 7, together with the figures on the actual experience
in earlier fiscal years. The increase in estimated income from contri-
butions in fiscal year 1958 as compared with fiscal year 1957 reflects

Next Page
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the extension of coverage to additional employments, including the
Armed Forces, beginning January 1, 1957, and also the uptrend in the
levels of employment and earnings. Estimates of contribution income
in fiscal vears 195961 based on assumption I show the effect of an
assumed rise in employment and earnings during these years as well
as the scheduled increase in contribution rates on January 1, 1960.
Benefit disbursements increase substantially primarily because of the
1954 and 1956 amendments, and partly because of the long-range
upward trend in the number of beneficiaries under the program.
Under assumption II, estimated contributions in fiscal years 1959-61
are lower than under assumption I because of the effects of the as-
sumed economic recession on the levels of covered employment and
taxable earnings in the periods affecting tax collections during those
years. Estimated benefit disbursements, on the other hand, are
higher under assumption II than assumption I because a larger number
of older workers leave employment or arc unable to find jobs.

TaBLE 7.—Operations of the Federal old-age and survivors insurance trust fund,
fiscal years 1937-61, subject to the assumptions and lLimitations stated in the

text b
{In millions}

Transactions during period
Income Disbursements Fund at
Fiscal year Net in- end of
crease period 3
Appropri- | Interest on | Benefit Adminis- | infund
ations 2 invest- payments trative
ments 3 expenses 4
Past experience:
1937-56. $3,918 $22, 453 $950 $22, 593 $22, 593
1941 . 56 64 27 653 , 308
1942_. 71 110 27 830 3,227
1943_. 87 149 27 1,041 4, 268
1944 _ 103 185 33 1,178 5, 446
1945 124 240 27 1,167 6, 613
1946 148 321 37 1,028 7, 641
1947 163 426 41 1,157 8,798
1948_. 191 512 47 1,248 10,047
1949 230 607 53 1,263 11,310
1950 257 727 57 1, 583 12,893
1951 287 1,498 70 1,843 14, 736
1952 334 1,982 85 1,864 16, 600
1953 387 2,627 89 1,766 18, 366
1954__ 451 3,276 89 61,675 20, 043
19556 448 4,333 103 1,098 21,141
1956 ... . 495 5, 361 124 1,452 22, 593
Estimated futnre experienc

1957 .. .. 567 6, 300 135 872 23, 465
1958 . .. 578 7, 386 141 366 23, 831
1959—Assumption I. 582 7,952 156 1 23, 832

Assumption IT 7,023 576 8,148 160 —710 23,121
1960—Assnmption 1. 8,425 580 8,488 155 362 24,194

Assumption IT y 550 8, 876 154 —943 22,178
1961-—Assumption I_ 9, 864 603 8,995 149 1,323 25, 517

Assumption IT._____ 8, 527 532 9, 449 145 —535 21, 643

! In interpreting the estimates in this table, reference should be made to the accompanying text whieh
describes the underlying assumptions. Estimates were prepared February 1957.

2 Inclnde insurance contributions, adjusted for refunds, and transfers from general funds equivalent to
additional payments arising from the extension of survivors insurance protection to certain veterans of
World War IT (Social Security Act Amendments of 1946).

3 Includes (1) profits on marketable investments amonnting to $183,668 in 1949, $8,934 in 1950, and
3‘50,781 in 1956; and (2) beginning In fiscal year 1954, interest transferred from the Railroad Retirement

ccount.

¢ Include administrative expenses, less receipts for sale of surplus material, services, etc. For fiscal years
1944 and 1945, represent charges against trust fund; administrative expenses, after adjustment for book-
keeping transfers, were about $30 million in fiscal year 1944 and $29 million in fiscal year 1945, For fiscal
fears 1954-60, inclnde cost of construction of an office building for the Bureau of Old-Age and Survivors

nsurance.

5 Fotals do not necessarily equal the sum of rounded components.

6 Excludes nct adjustment of approximately $0.8 million which was allocable to prior years.
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Under assumption I, income of the old-age and survivors insurance
trust fund is expected to exceed disbursements in each of the 5 fiscal
years 1957-61. Under assumption II, income is estimated to exceed
disbursements during the 2 years 1957—58; during the years 1959-61,
disbursements are estimated to exceed income. During the 5-year
period, there is an estimated net increase in the trust fund of about
$2.9 billion under assumption I, and an estimated net decrease in
the fund of about $1 billion under assumption II. During the 5 fiscal
years 1957-61 the old-age and survivors insurance trust fund will not
exceed 2.8 times the highest expected annual disbursements during
the 5-year period under either assumption I or assumption II.

Asindicated in an earlier section of the report, the 1956 amendments
contain provisions which will cause disbursements for old-age and
survivor benefits during the 5 fiscal years 195761 to be on a higher
level than the disbursements made under the old law. Moreover,
these benefit disbursements during the next 5 years, like contributions,
will be dependent to a considerable extent upon economic develop-
ments and so will have a considerable range of possible variation.
The number of workers in covered employment, their distribution
among different classes of workers (e. g., older workers, very young
workers, women workers not previously engaged in covered employ-
ment, ete.), and the level of earnings will all have a decided effect
upon the amount of benefit payments to be anticipated. However,
under both assumptions benefit payments as a percentage of taxable
earnings will continue to rise. Benefit payments were 3.26 percent
of taxable earnings for calendar year 1955. It is estimated that by
1961 benefit expenditures from the old-age and survivors insurance
trust fund under assumption I will be 4.65 percent, and under assump-
tion 11, 5.72 percent, of taxable earnings. Figures for each of the
calendar years 194061 are shown in table 8.

TaBLE 8.—O0ld-age and survivors’ insurance benefil payments as percentage of tax-
able earnings, calendar year 1940-61, subject to the assumptions and lLimitations
stated in the text!

Benefit Benefit
payments payments
Calendar year as percent- Calendar year as percent-
age of tax- age of tax-
able earn- able earn-
ings ings
Past experience: Estimated future experience:
1940. L1 1956 3.43
.21 1957 o~ 3.86
.25 1958—Assumption 1. __._____ 4.12
.27 Assumption H - 4.30
.32 1959—Assumption I______________. 4.33
.44 Assumption II_____________. 4,91
JE5 1960—Assumption I.________ 4. 46
.59 Assumption I1I__._________.. 5.38
.66 1961—Assumption I_____._________ 4.65
.82 Assumption IT._______..___. 5.72
1.10
1.61
21.76
2228
22.84
23.26

1 In interpreting the estimates in this table reference should be made to the aceomgn.nying text which
describes the underlying assumptions. Estimates were prepared February 1957. or years 1951 and
later, percentage takes into account (1) lower contribution rate payable by the self-employed compared
with combined employer-employee rate, and (2) employee contributions subject to refund.

2 Preliminary, subject to revision based on complete tabulation of taxable seli-employment earnings for
1052-55 and of taxable wages for 1955,
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In general, the larger the volume of employment the larger will be
the number of workers who are insured under the program, and there-
fore the larger will be the number of deaths which will give rise to
valid claims for survivors’ benefits. However, over the short range
the amount paid out for survivors’ benefits will not be affected sig-
nificantly by variations in economic conditions. While favorable
opportunities for employment will operate to increase the number of
insured persons, and hence increase the number of new death claims,
such a high employment situation will tend to have counterbalancing
effects such as that of inducing many of the widows and older chil-
dren eligible for survivors’ benefits to forego them by working. On
balance, the amount paid out for survivors’ benefits over the next
few years will differ so little whether the economic conditions of as-
sumption I or assumption II are assumed that a single set of esti-
mates is deemed appropriate for both assumptions (table 9).

TaBLE 9.—Treasury disbursements for old-age and survivors insurance benefit pay-
ments, distributed by classification of beneficiaries, fiscal years 1941-61, subject to
the assumptions and limitations staled in the text!

[In millions]

Disbursed to survivors of decoased
insured workers

Disbursed Monthly benefits
Total | Disbursed |to depend-
Fiscal year benefit | to old-age |ents of old-
disburse- benefi- age benefi- Aged Widowed | Lump-
ments 2 ciaries ciaries widows, | mothers, | sum
dependent|dependent] pay-
Total 2 | widowers, | divorced | ments
and de- wives,
pendent and
parents children
Past disbursements: 3
1041 $3L.1 $5.3 $15.3 $L5 $13.8 $12.7
54.9 9.6 31.6 4.1 27.5 14.1
72.4 12.7 47.5 7.9 39.6 16.7
86.8 15.2 63.6 12,1 5L.5 19.0
109. 1 19.2 85.8 17.7 68.1 25,7
153.9 27,2 113. 4 24.7 88,7 26.0
218.6 38. 4 139.4 33.8 105.6 20.2
272.4 47.5 160. 5 43.7 116.8 31.3
333.0 57.7 184.0 55.6 128. 4 32.2
412.8 71.2 209. 4 69. 3 140.2 34.0
801.1 148. 0 413.5 134.3 279.2 45.5
1,191. 4 193.5 539. 2 179.2 360.0 58.3
1,624.6 253.0 673.6 232.7 441.0 76.3
2,068. 5 318.6 798.3 283.0 515.3 90. 2
2,803.0 428.8 | 1,000.8 367.9 632.9 100. 5
3,532.9 531.8 | 1,180.7 446.7 734.0 115.3
6, 300.0 4,166.0 668.0 | 1,353.0 565. 0 788.0 113.0
;, gﬁg g 4, ggg g glg 0 1, 545.0 705.0 840.0 130.
, 952, 5, . 57, 0
2’ “Sg 0 5 éﬁg' 0 e84 o |§ 1:674.0 787.0 887.0 131.0
, 488, 0 5,652, 0 886. 0
oo ion 1 g 3{}6' 0 5 8%8 34; o |f 18040 874.0 930.0 136.0
—Assumption , 995, 0 5, 990. 31. 0
Assumption I 9,449.0 6,381.0 994.0 } 1,934.0 962.0 972.0 140.0

1 In interpreting the estimates in this table, reference should be made to the accompanying text which
describes the underlying assumptions. Estimates were prepared February 1957,

2 Totals do not necessarily equal the sum of rounded components.

3 Partly estimated,
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On the other hand, the lower the level of employment during the
next 5 years, the larger will be the volume of benefit payments to re-
tired workers and to their eligible dependents. As is indicated in
table 10, a considerable proportion of the workers aged 65 and over who
were eligible for old-age (primary) benefits in the past remained 1n
covered employment (or, if they left covered employment, later re-
turned to it) and did not receive benefits. Since January 1, 1945,
however, the proportion of eligible workers receiving retirement bene-
tits has been increasing. This proportion would not have declined
from 1950 to 1951 (table 10) but for the fact that, for a large number
of workers newly eligible as a result of the liberalized insured-status
provisions of the 1950 amendments, claims for benefits had been re-
ceived but had not yet been completely processed.

TaBLE 10.—Workers aged 65 and over eligible for and receiving old-age (primary)
benefits, by allained age, fiscal years, 1941-61, subject to the assumptions and
limitations stated in the text!

[Nuniber in thousands]

All workers aged 656 Workers aged 65 to 69 | Workers aged 70 and over
and over
Persons receiv- Persons receiv- Persons receiv-
\iddle of fiscal year ing benctits ing benefits ing benefits
(Jan. 1) Number Number Number .
eligible eligible cligible
for Percent for Pereent for Percent
benefits 2) Num- of benefits ?| Num- of benefits 2| Num- of

ber {number ber |number ber |number

eligible eligible eligible
112 20 376 85 23 172 28 16
200 29 445 134 30 235 66 28
260 31 522 153 29 309 107 35
306 30 608 156 26 408 151 37
378 30 708 167 24 536 211 39
518 35 805 212 26 664 306 46
702 43 868 271 31 769 430 56
875 48 930 325 15 883 550 62
1,048 53 1, 000 380 38 990 G68 67
1, 286 59 1, 069 474 44 1,095 812 74

1,771 56 1, 663 721 43 1,476 | 1,050 71
2,278 % 1,825 942 32 1,679 1 1,337 80
2, 644 [} 2,260 { 1,055 47 2,106 | 1,589 75

3,222 67 2,429 | 1,360 54 2,368 | 1,922 81
3,775 72 2,569 | 1,518 59 2,640 | 2,257 85
4,474 79 2,685 | 1,744 65 3,001 | 2,720 91
4,997 78 2,637 | 1,848 63 3,496 | 3,149 90
5 5,736 82 3,109 | 2,115 [ 3,908 | 3,621 93
1959—Assumption I. . 7,440 | 6,153 83 3,108 | 2,184 68 4,242 | 3,969 94
Assumption II. 7,434 | 6,270 84 3,194 | 2,277 71 4,240 | 3,993 94
1960—Assumption I__ 7,858 | 6,546 83 3,280 | 2,249 68 4,572 | 4,297 94
Assumption IT. 7,809 | 6,786 87 3,253 | 2,444 75 4,556 | 4,342 95
1961—Assumption I__ 8,255 | 6,917 84 3,384 | 2,323 69 4,871 | 4,594 94
Assumption I1. 8,142 | 7,189 88 3,302 | 2,549 77 4,840 | 4,640 96

1 In interpreting the estimates in this table reference should be made to the aceompanying text which
deseribes the underlying assumptions. Females aged 62 to 64 eligible for old-age bencfits are excluded from
the table. No adjustments have becn made 1o reflect changes arising from (1) provisions that coordinate
the old-age and survivors and railroad retirement programs, and (2) noncontributory wage credits for mili-
tary service, Estimates were prepared February 1957,

1 Figures for 1941-56 are partly estimated.

H. Doc. 180, 85-1——4
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The drop in the proportion of eligible workers receiving benefits from
1952 to 1953 was caused by the fact that many persons in occupations
newly covered by the 1950 amendments became fully insured for the
first time in 1952. Since these newly insured persons were fairly
regularly employed, relatively few filed applications for old-age
(primary) benefits. This depressed to a lower level the proportion
of all eligible persons in receipt of such benefits on January 1, 1953.
A similar situation is expected on January 1, 1957, when many persons
fairly regularly employed in occupations newly covered by the 1954
amendments will be insured. Tn general, however, due to the increas-
ing percentage of cligibles who are 72 or over and therefore receive
benefits regardless of earnings, the past upward trend in this proportion
is expected to continue even under the favorable employment
conditions assumed in assumption T.

As indicated in an earlicr section of this report, an insured woman
worker between age 62 and age 65 may clect to receive an actuarially
reduced retirement benefit. (Table 10 excludes data relating to women
aged 62-64.) On January 1, 1957, there were an estimated 665,000
women workers aged 62-64 cligible for old-age bencfits, of whom
115,000, or 17 percent, were drawing such benefits. This relatively low
percentage results from the fact that a significant number of claims for
benefits had been received but had not yet been completely processed.
On January 1, 1961, under assumption I, 41 percent of the 890,000
women workers aged 62—64 cligible for old-age benefits arc expected
to be recciving such benefits.

If the lower employment conditions assumed in assumption II
should materialize, it is expected that larger proportions of eligible
workers will be obliged to leave employiment, especially at ages 65-69.
Hence, despite a slightly smaller number of eligible workers, the
number receiving old-age (primary) beuefits under assumption IT
would considerably exceed that under assumption I. Moreover, it
1s expected that the average old-age (primary) benefit amount payable
under assumption I1 would exceed the average under assumption I,
Inasmuch as many of the more steadily employed, and therefore
higher paid, older workers who would not withdraw {from employment
under the conditions of assumption I would not be employed nnder
the conditions of assumption II. The foregoing analysis also applics
to insured women workers aged 62-64; under assumption 1I, on
January 1, 1961, about 52 percent of the 885,000 eligible women aged
62-64 arc expected to be receiving old-age benefits.  Ip consequence,
assumption II would result in a substantially hicher volume of benefit
payments to old-age (primaty) beneficiaries and their dependents.

Table 10 contains an analysis of workers aged 65 and over cligible
for old-age (primary) benefits by age attained as of the middle (Janu-
ary 1) of cach of the fiscal yvears 1941 through 1961. The growth in
the number of eligible workers aged 65-69 was gradual but uninter-
rupted during the calendar years 1941 to 1949, inclusive. This
growth resulted partly from the increase in the population at these
attained ages, but primarily from the fact that cach passing year a
larger proportion of the persons attaining age 65 had fully insured
status. A worker attaining age 65 in the first quarter of 1940 would
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not have been fully insured if he had left covered employment before
the quarter in which he attained age 63—for example due to a perma-
nent disability. A worker attaining age 65 in the first quarter of
1949, however, could have been fully insured even though he had left
covered employment as early as the quarter in which he attained
age 58.

The marked increase in the number of workers eligible for benefits
in 1951 is due to the liberalized insured-status provisions of the 1950
amendments to the Social Security Act. The number of quarters of
coverage needed to be eligible for old-age benefits just prior to the
passage of these amendments ranged from 27 for persons then attain-
ing age 65 down to 6 for persons then aged 76 and over. As a result
of the 1950 amendments all persons who attained age 65 before July
1954 are fully insured if they have the minimum number of 6 quarters
of coverage. Consequently, the increase in the number of eligible
persons on January 1, 1951, was greatest for the persons in the 65-69
age group. Although the same factors which before 1951 contributed
to the growth in the number of cligible persons aged 65 and over will
continue to be operative after 1950, the amendments in 1950, 1954,
and 1956 which liberalized the insured-status provisions and extended
coverage to new areas of employment will have an even greater effect.

The expected operations and status of the disability insurance trust
fund during the next 5 fiscal years are presented in summary in table
11. The sharp rise in estimated income from contributions in fiscal
vear 1958 as compared with fiscal year 1957 reflects primarily the
fact that the program will be in effect during the entire fiscal year
1958, but during only part of fiscal year 1957. As in the case of the
old-age and survivors insurance trust fund, estimates for fiscal years
1959-61 are presented on the basis of the 2 assumptions previously
deseribed.  Contribution income of the disability insurance trust fund
will be influenced significantly by cconomic developments and so will
have a considerable range of possible variation. On the other hand,
the amount of benefit payments over the short range will not differ
significantly under the two sets of assumptions. The assumed de-
crease in the level of employment under assumption 1T would probably
result in a larger number of claims for disability insurance benefits.
Most of these claims would be denied, since the determination of
disability, while considering such factors as age, prior work experience,
education and training, rests primarily on a medical determination of
limitation in functional capacity rather than on the availability of
cainful employment. A small number of these claims for benefits,
however, would be allowed. Such claims would come from persons
whose impairments are so severe thac it would be unreasonable to
expect them to engage in any substantial gainful employment but
who, by reason of extraordinary circumstances, do obtain, or continue
in, remunerative employment during the prevalence of the favorable
economic conditions underlying assumption I. In some cases of
course the circumstances under which they obtain or continue in
employment will not exist under unfavorable economic conditions.
In these instances, they would apply for and be found entitled to
benefits. While the lack of emplovment opportunities will operate
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to increase to some extent the number of allowed claims, there will
tend to be counterbalancing effects, such as the progressively increas-
ing number of persons who would fail to meet the insured-status
requirements, especially the requirement that the individual have 6
quarters of coverage in the 13 calendar quarters ending with the
quarter of his disability. On balance, disbursements for disability
benefits over the next few years would differ so little under assumption
I or assumption IT that a single set of estimates is presented.

TaBLE 11.—Estimaied future operations of the Federal disability insurance trust
fund, fiscal years 1957-61, subject to the ussumptions and limitations stated in

the text!
{In millions]

Transactions during period
Income Disbursements Fund at
Fiscal year [ I S Net end of
increase period
Appropria- | Intercst on Benefit | Adminis- in fund

tions 2 invest- payments trative

ments expenses
- $340 $1 oo $19 $322 $322
1958 . ____ 022 16 $290 23 625 947
1959—Assumption I.. 939 31 355 ¢ 26 589 1, 536
Assumption IT 875 30 355 i 26 524 1,471
1960—Assumption I_.___.____ ! 962 | 46 390 23 896 2,131
Assumption IT N 863 ! 43 390 24 492 1, 963
1961—Assumption I _____ | URS 61 425 22 602 2,733
Assumption IT_.___.. . 355 55 425 23 462 2,425

i In interpreting the estimates in this table, reference should be made to the accompanying text which
deseribes the underlying assumptions, Estimates were prepared February 1957,
? Tunclude insurance contributions, adjusted for refunds.

Income of the disability insurance trust fund is expected to exceed
disbursements in each of the five fiscal vears 195761 under both
assumption I and assumption II. During this 5-vear period, it is
estimated that the disability insurance trust fund will reach a level
5.4 to 6.1 times the highest expected annual disbursements during
1957-61.

Public Law 234, approved October 30, 1951, amended the Railroad
Retirement Act to provide o new basis of coordinating the railroad
retirement program with old-age and survivors insurance. A deserip-
tion of the legislative provisions governing the financial interchanges
arising from the allocation of costs between the two systems is con-
tained in appendix II. In accordance with these provisions, the
Railroad Rettrement Board and the Secretary of Health, Education,
and Welfare determined that the addition of $208.8 million to the
old-age and survivors insurance trust fund would place it in the same
position as of June 30, 1955, as it would have been if railroad employ-
ment had always been covered under the Social Security Act. There
is no authority in the taw to transfer the amount held 1 the raitroad
retirement account to the credit of the trust fund, but interest thereon
is payable annually. TFor the fiscal vear ending June 30, 1956, interest
amounting to $5.2 million was transferred to the old-age and survivors
insurance trust fund in September 1956, Except for interest, the
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ostimates shown in table 7 have not been adjusted to reflect the effect
of future interchanges between the railroad retirement account and
the old-age and survivors insurance trust fund.

Public Law 880, approved August 1, 1956, provides for similar
annual determinations and for financial interchanges between the
railroad retirement account and the disability insurance trust fund
beginning with the fiscal year ending June 30, 1958. The estimates
shown in table 11 have not been adjusted to reflect the effect of future
interchanges between the railroad retirement account and the dis-
ability insurance trust fund.

Public Law 881, approved August 1, 1956, provides that the old-age
and survivors insurance trust fund, and where appropriate the disa-
bility insurance trust fund, shall be reimbursed from general revenues
for past and future expenditures resulting from the provisions that
granted noncontributory $160 monthly wage credits to persons who
served in the Armed Forces from September 16, 1940, through Decem-
ber 31, 1956, and from the provisions enacted in 1946 that granted
survivorship protection to certain World War 1T veterans for a period
of 3 vears after leaving service. A description of the legislative his-
tory of provisions relating to credit for military service 1s contained
in appendix I1. Estimates of the amounts of these reimbursements
have not yet been completed. Accordingly, the estimates shown in
tables 7 and 11 have not been adjusted to reflect the effect of these
reimbursements.

ACTUARIAL STATUS OF THE TRUST FUNDS

On June 30, 1956, there were about 14,600,000 persons aged 65 and
over in the United States, a number equivalent to 8.5 percent of the
total population. It is estimated that by the year 2000 the number of
persons aged 65 and over may be nearly double that on June 30, 1956,
and represent from 10 to 13 percent of the population. The effect on
the finances of the old-age and survivors insurance system of this
expected change in the number of aged persons will be even greater
than may at first appear, because at the end of the century a much
larger proportion of aged persons is expected to be eligible to receive
benefits under the program than at present. The future financial
soundness of this system, with its rising rate of disbursements, is of the
utmost importance to the millions of persons who are already within
its scope and to the Nation as a whole.

Survivor benefits, although not as important costwise as old-age
benefits, nonetheless play a very important role in the old-age and
survivors insurance system. One way of measuring the significance of
survivor benefits is through the volume of “life insurance” afforded
by the program. This term is interpreted as meaning the present
value of the prospective benefit payments to the surviving dependents
of each worker in the event of his death, taking into account the
possible termination of benefits through death, remarriage of widow,
marriage of child, child’s attainment of age 18, ete. It is estimated
that at the beginning of the calendar year 1957, the program provided
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about $425 to $450 billion of such “life insurance” protection for
survivors.

Table 12 shows the estimated cost of old-age and survivor benefits
and monthly disability benefits as a percentage of payroll through
the vear 2050 and also the level-premium cost of the two programs—
that is, the level percentage of pavroll which, in perpetuity, would be
sufficient to meet the cost of the benefits. These level-premium costs
at a 2.6 percent interest assumption, range from 6.59 to 8.40 percent
of payroll for the old-age and survivor benefits and from 0.29 to 0.58
percent of payroll for the monthly disability benefits, depending upon
the combination of assumptions selected. Tables 13 and 14 show
the estimated contributions, benefit payments, administrative ex-
penses, interest accumulations, and assets of the two trust funds
through the year 2000, under alternative combinations of assumptions
with respect to benefit costs.

TaBLE 12.—Estimated costs of old-age, survivors, and disability insurance system
as percent of payroll,! 1965-2050

{In percent]

Low-cost High-cost Intermedi-
Calendar year estimate cstimate ate-cost
estimate 2

Old-age and survivors benefits

4,94 5. 69 8. 31
5,62 6. 42 6. 01
6. 88 7.95 7.40
7.63 9.24 8.41
7.31 9.42 8.31
8.14 12.41 9.99
8.01 12.06 9. 62
6. 59 8.40 743

Monthly disability benefits

0.24 0.51 0.37
.27 .54 .41
.29 .57 .43
.26 .63 .39
.27 . 60 .43
.28 .60 42
.28 .63 43
.20 .58 42

! Taking into account lower contribution ratc for the self-employcd, as compared with combined em-
ployer-ctuployee rate.

2 Based on the average of the dollar costs under the low-cost and high-cost estimates.

! Level-premium contribution rate, at 2.6 percent interest rate, for benefits after 1955, taking into account
interest on the trust fund on Dee. 31, 1955, future administrative expenses, and the lower contribution rates
payable by the self-employed.

NoTe.—The figures in this table are based on high-employment assumptions.
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TaABLE 13.—Hstitmaled progress of old-age and survivors insurance trust fund, 2.6
percent inlerest

[In millions]

Calendar year

Contribu- Benefit Administra- | Interest on | Fund at end
tions ! payments | tive expenses fund of year
Actual data (excluding effeet of railroad coverage)
$3, 945 $3, 006 $88 $414 $18, 707
5,163 3, 670 92 3468 20, 576
5,713 4, 968 119 3461 21, 663
6,172 5,715 132 3531 22, 519
Actual data (including effect of railread coverage)
$4, 009 $3, 246 $91 $424 $19, 084
5,336 3,940 96 3476 20, 860
5,013 5, 290 123 3 466 21, 826
Low-cost estimate
$11, 571 $9, 797 $140 $901 $36,373
14, 389 11, 867 167 1,227 49, 594
18, 614 15, 987 186 2, 368 94, 667
20,278 19, 322 215 3, 508 138, 818
22, 519 20, 550 232 4, 850 192, 242
High-cost estimate
$11, 434 $11, 150 $184 $659 $26, 053
14,241 13,418 206 728 29, 030
18, 138 18,017 248 1,109 43, 692
19,027 21, 978 285 952 35, 942
20, 299 23, 906 308 134 3,346
Intermediate-cost estimate

$11, 503 $10, 465 $170 $780 $31, 218
14,315 12, 642 182 977 39,317
18, 376 17,002 217 1,739 69,184
19, 652 20, 650 250 2,230 87,387
21,409 22,228 270 2,492 97, 802

1 Combined employer, employee and self-employed contributions.

The combined employer-employee

rate is 4 percent for 1955-59, 5 percent for 1060-64, 6 percent for 1965-69, 7 percent for 1970-74, and 8 percent for
1975 and after. The self-employed pay 34 of these rates.
2 Preliminary; partially estimated.
3 Includes interest transfer from Railroad Retirecment Account to O ASI trust fund ($21.1 million in 1954,
$7.4 million in 1955, and $5.2 million in 1956).

Norr,—The estimated figures in this table are based on high-employment assumptions.
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TABLE 14— Estimated progress of disabilily tnsurance trust fund, 2.6 percent inlerest

{In millions]

Calendar year Contribu- Benelit Administra- ! Interest on | Fund at end
tions ! payments | tive expenses ‘ fund ; of year
Low-cost estimate
1965 . ____ R e $972 $483 $19 $133 $5, 468
1970 oo 1,036 572 2 213 8,633
1980 - - o - 1,163 671 26 ! 405 16, 225
1990 ... ____ . I 1,267 650 25 675 26, 946
2000 - oo e 1, 407 773 29 1,055 | 41,920
TTigh-cost estimate
B | |

1965 ... .. . $959 $989 $39 . $33 $1,278
1970 ... ... B 1,023 1, 136 46 | 22 804

1980 ..o 1,134 1,303 49 | (2) )

1990 ... . 1,189 1,273 48 ) ' )

2000 o 1,269 1,515 57 ‘ ® ] )

Intermediate-cost estimate

$966 $785 $29 | 383 | $3, 380
1,030 854 34 118 4,729
1,148 988 37 188 7, 468
1,228 962 36 291 11, 581
1,338 1,144 43 442 17, 502

1 Combined employer, emplovee and seli-employed contributions. The combined employer-employee
rate is ¥4 percent for 1957 and after. The self-employed puy 34 of this rate.
2 Fund exhausted in 1975.

NoTE.—The estimated figures in this table are based on high-employment assumptions.

The difference between the level-premium cost of benefits and
administrative expenses and the level-premium contribution rate
equivalent to the graded schedule in the law is used to indicate the
actuarial balance of the system. The following table shows these
figures for the old-age and survivors insurance program and disability
insurance program:

{Percent]
Level-premium equivalent Low cost ITigh cost | Intermediate
cost
Old-age and survivors insurance
Contributions . ..o 7.27 7.17 7.23
Benefit costs L._.. 6. 59 8.40 7.43

Net difference * .68 -1.23 —.20

Disability insurance

Contributions _ ... e 0.49 0.49 0.49
Benefit CoStS 1. oo e .26 .58 .42
Net difference 2. _ . .o .20 —.08 .07

1 Including adjustments (a) to reflect lower contribution rate for self-employed as compured_w:ith em-
ployer-employee rate, (4) interest on the existing trust fund on Deec. 81, 1955, and (¢) for administrative

expenses. o
2 A negative figure indicates the extent of lack of actuarial balance. A positive figure indicates more

than sufficient financing.
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These figures indicate that the old-age and survivors insurance
system has a small financial “deficit” and is thus not quite self-
supporting; this deficiency, however, is relatively small so that for all
practical purposes it may be said that the system is in actuarial
balance. On the other hand, the disability insurance program shows
a small “surplus” according to the intermediate cost estimates and
so is indicated as being slightly more than self-supporting. However,
considering the variability of cost estimates for disability benefits,
this small actuarial excess is certainly no more than a moderate safety
factor.

A discussion of the assumptions upon which these tables have been
calculated is presented in appendix I.

CONCLUSION

During the past 5 fiscal vears, the contribution income of the old-
age and survivors insurance trust fund has increased substantially
for o number of reasons, In addition to a rise in carnings levels and
the normal uptrend in the labor force, contribution rates increased 1n
1954; moreover, coverage was extended to additional emplovments
and the maximum limit on taxable earnings was raised in 1951 and
1955. With the growth of the trust fund, interest received on in-
vestments has also increased.

Trust-fund disbursements have risen even more sharply than con-
tribution income. Basic factors in this increase are the long-term
growth in the aged population and, more significantly, the lengthening
period during which workers have had an opportunity to earn the
quarters of coverage required to be insured. More immediate causes
Lave been the amendments to the Social Security Act during 1950--54,
which have extended the program’s coverage; lowered the require-
ments for eligibility to benefits for persons who retire and for the
survivors of individuals who dic in the early vears of the program;
increased benefits payable; and liberalized the retirement test.

It is ostimated that under continued favorable economic conditions,
aggregate income of the old-age and survivors insurance and disability
‘asurance trust funds from contributions and interest will be wholly
sufficient during the 5-year period immediately ahead to meet aggre-
gate disbursements of the programs during this period. Long-range
actuarial studies show that, on the basis of high employment assump-
tions, the level-premium cost of the old-age and survivors msurance
program at 2.6-percent interest ranges from 6.59 to 8.40 pereent of
payroll. depending on the combination of cost assumptions selected.
The corresponding level-premium cost of the disability insurance pro-
oram ranges from 0.29 to 0.58 percent of payroll.

With more than 90 percent of all paid employment now covered or
eligible for coverage under old-age, survivors, and disability insurance,
this program now provides basic security to almost all workers and
their families in the event of retirement, prolonged disability, or death.
Its continued financial soundness is a major concern both to the con-
tributors and to the Nation as a whole.

Next Page



APPENDIXES

ArpeNDIX I. DETAILED LoOoNg-Rance Cost EsTiMATES

The estimates presented in the previous report of the Board of
Trustees related to the program as it was after the 1954 amendments.
Since the date of the last report, the 1956 amendments have been en-
acted and the earnings assumptions have been revised to reflect ap-
proximately the 1955 experience. Thus the differences in the assump-
tions underlying the cost estimates in last year’s report and this one
are in respect to the provisions of the act and in respect to covered
earnings.

The estimates are based on level earnings assumptions. If earnings
levels in the future should be considerably above that which now pre-
vails, and if at the same time the benefits for those on the roll are ad-
justed upward so that annual costs in relation to payroll remain the
same, then the resulting increased dollar outgo will offset the increased
dollar income. This is an important reason for considering costs rela-
tive to payroll rather than in dollars.

The cost estimates have not taken into account the possibility of a
rise in earnings levels, although such rises have characterized the past
history of this country. If such an assumption were used in the cost
estimates and if the benefit formula nevertheless were not changed,
the cost relative to payroll would, of course, be lower. If benefits are
adjusted continuously and without any time-lag to keep pace with
rising earnings trends, the year-by-year costs as a percentage of pay-
roll would be unaffected. Such an adjustment, however, would raise
the level-premium cost, since under these circumnstances the relative
value of the interest earnings on the trust fund would diminish with
the passage of time.

A useful concept of long-range cost is the level-premium contribu-
tion rate required to support the system in perpetuity. This is
obtained by discounting future benefits and assumed contributions
at compound interest and assuming that benefit payments and taxable
payrolls remain level after the year 2050 (actually the relationship
between benefits and payroll is assumed virtually constant after about
2020). If such a level rate were adopted, relatively large accumula-
tions in the trust fund would result, and in consequence there would
also be sizeable eventual income from interest. Fven though such a
method of financing is not followed, this concept provides a useful
measure of long-range costs which takes into account the heavy de-
ferred load.

There are a number of basic factors, both demographic and eco-
nomie, which must be continually reexamined in estimating the cost
of this program. As a result of this continual reexamination, there
Is now iu process a complete revision of the long-range cost estimates.
Tt is expected that this revision will result in a slight increase in the

28
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ostimated cost of the program for the immediate future. This is due
in part to the fact that population assumptions have been in need of
change and also because the participation in the system n recent
vears has been somewhat more extensive than had been previously
ostimated. It is not vet possible to state what the effect will be on
overall long-range costs.  Upon the completion of these revisions
there will be available a more up-to-date snalvsis of the long-range
costs of the old-age, survivors, and disability insurance program.

(@) Population growth—The future trend of the population depends
on the size and age distribution of the existing population, on future
births and immigration, and on future deaths and emigration. In
making use of the extensive census and vital statistics data available,
one must be aware of the various types of error and bias (fully recog-
nized and analyzed in their publications by the Bureau of the Census
and the National Office of Vital Statisties) which arve present.

Crude birth rates declined for many years until about 1935, due in
part to the increasing proportion of the female population past the
childbearing ages, and in part to a decline in age-specific birth rates.
However. since 1937 the long decline of the birth rate has been re-
versed. During the war years, high birth rates were reported, the
wartime peak being reached in 1943. Although there was some
decline in 194445, the birth rate remained higher than at any time
during the thirties, despite the fact that the war renioved many poten-
tial fathers from the country. DBeginning in 1946, a very rapid rise
occurred, and the birth rate for the 12-month period ending June 1947
was higher than at any time since the beginning of World War 1. The
peak was followed by some decline and a subsequent rise in 1951-55,
which did not quite reach the 1947 level.

Net immigration had been very heavy prior to 1915 and moderate
in the carly twenties, but was quite negligible thereafter. Most popu-
lation forecasts have assumed that no return to high net immigration
rates may be expected.

As a basis for the cost estimates, two population projections Lave
been developed. These do not reflect the maximum possible range in
population which might develop in the future, but rather embody
combinations of factors which produce cither low costs or high costs
in regard to old-age and survivors insurance; for example, unfavorable
mortality assumnptions versus favorable omes. These population
projections are presented in detail in Actuarial Study No. 33 of the
Social Security Administration (IHustrative United States Population
Projections, 1952).

Table 15 indicates the alternative trends of population growth
resulting for the total population, for the population aged 20-64, and
for the population aged 65 and over. The high-cost projection shows
a larger aged population than the low-cost projection because of the
assumed lower mortality, but a somewhat smaller population in age
groups under 65 because of the assumed lower fertility, which more
than offsets the lower mortality.
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TaBLE 15.—Actual and estimated population of the United States,! 1920-2000

[In millions]
All ages Aged 20 to 64 Aged 65 and over
Calendar year
Total | Men |Women| Total | Men |Women Total | Men {Women
Actual data

1920 (Apr@l) 108 55 53 58 30 28 5.0 2.5 2.5
1930 (Aprgl - 125 64 62 69 35 34 6.7 3.4 3.3
1940 (Aprgl - 135 68 67 79 39 39 9.0 4.4 4.6
1950 (April - 155 | 77 78 89 44 45 12.3 5.8 6.5
1956 (July).. - 172 ; 83 87 93 46 47 J 14.6 6.7 7.8

Projection for low-cost assumptions
181 90 91 99 49 50 16.9 7.6 9.3
209 103 106 117 58 59 22.0 9.4 12.6
248 123 125 139 70 69 25.8 11.0 14.8

Projection for high-cost assumptions

| |

178 88 90 99 ‘ 49 501 17.1 7.7 9.4
197 97 100 116 o8 58 i 22.8 9.9 12.9
216 108 108 128 I 64 64 I 28.0 12.2 15.8

! Includes—in addition to the continental United States—Alaska, Canal Zone, Hawaii, Puerto Rico,
and Virgin Islands, and for 1950 and after, Armed Forces and Government employces overscas and their
families. For 1940 and later, data for ages 55 to 69 adjusted for age biases in nonwhite population as
enumerated.

(b) Mortality.—Mortality rates by age have been decreasing steadily
since the turn of the century for both sexes aud for virtually all ages
up to age 60. Although there was relatively little change above that
age during the first four decades, significant improvement has occurred
during the past decade and a half.

In both the low-cost and high-cost assumptions, continued improve-
ment in mortality rates at all ages is postulated. However, the degree
of improvement embodied in the high-cost assumptions is substan-
tially greater. While both sets of assumptions are necessarily arbi-
trary, they may reasonably be taken as delineating, for the purposes
of this report, the range within which mortality rates will fall. If
this range seems wide, 1t should be noted that no allowance has been
made for the effects of such diverse factors as reduction in mortality
through the application of new discoveries to the prevention of disease
and to the impairments caused by disease and, on the other hand,
the possibility that mortality rates at older ages might actually
increase because more persons with serious impairments, such as
diabetes, are enabled to survive to older ages.

(¢) Amount of covered employment.—In estimating the number of
covered persons, percentages of men and women in each age group
who are in covered employment are developed through analysis of
past wage data for the groups already covered, along with such data
relating to the newly covered groups as can be obtained from censuses
and other sources. The level of employment assumed is slightly
below that currently prevailing.

It is assumed that about 95 percent of all males in the country aged
25-34 have covered earnings in the course of a year, theratio decreasing
to about 75 percent for ages 60-64. For women the corresponding pro-



OLD-AGE AND SURVIVORS INSURANCE AND TRUST FUNDS 31

portions are 45 percent for ages 25-34 and 25 percent for ages 60—64.
Further, about 85 percent of covered men are assumed to work in all 4
quarters, with somewhat lower proportions at the youngest and oldest
ages. For women, the proportions used were about 55 percent for ages
20-35 and about 65 percent for ages 40 and over. It is assumed that in
the future the proportion of women who will be in covered employ-
ment will gradually rise for each age group, since in recent years they
have been participating more and more 1n covered employment.

(d) Proportion of time in covered employment prior to qualification
for benefits.—The number of persons who gain protection through
becoming either ‘“fully insured’” or “currently insured”” under old-age
and survivors insurance depends upon the volume and pattern of their
work in covered employment and upon the amount of taxable earnings
from such work. A discussion of the latter factor is presented sub-
sequently in item (i).

Table 16 shows, at certain future dates, the estimated percentages
of the population insured by reason of current or previous work ex-
perience, subdivided by sex and by age groups above and below 65.
The percentages for age 65 and over include old-age beneficiaries (i. e.,
retired workers). Table 17 relates the old-age beneficiaries, and the
total beneficiaries aged 65 and over actually drawing benefits, to the
total aged population.

TaBLE 16.—Estimated proportion of the population insured! under old-age and
survivors’ insurance, 1965—-2000

[In percent]
Low-cost estimate High-cost estimate
Calendar year
Ages 20 to | Ages 65 and Ages 20 to Ages 65 and
64 over 64 over
Men
85 74 89 79
88 87 92 91
88 92 93 96
Women 2

48 27 53 30
52 40 58 46
53 50 59 60

! Including old-age beneficiaries.
2 Excludes wives and widows of fully insured men except such wives and widows who are insured on the
basis of their own employment.

NOTE.—The figures in this table are based on high-employment assumptions.
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TABLE 17.—Estimated proportion of population aged 65 and over receiving old-age
and survivors insurance benefits, 1965—-2000

[In percent]

‘Women receiving benefits
Men receiv-
Calendar year ing benefits !

Old-age Other Total
benefits 2 benefits 3

Low-cost estimate

55 22 35 57
68 34 38 72
76 45 37 82

High-cost estimate

65 27 37 64
76 42 38 80
85 56 34 L]

1 Consists almost entirely of old-age beneficiaries (retired insured workers).

2 Old-age beneficiaries are retired insured workers. Women qualified both for old-age and wife’s, widow's,
or parent’s benefits are considered as old-age beneficiaries.

3 Wives of old-age beneficiaries, and widows and dependent mothers of deceased insured workers, exclud-
ing women qualifying as old-age beneficiaries.

NoteE.—The figures in this table are based on high-employment assumptions.

(e) Marital status and family composition.—Marital relationships
by age have great significance for old-age and survivors insurance
costs because the system provides benefits for aged wives and widows
(and also for aged dependent husbands and widowers). A woman 62
or over cannot draw both the old-age benefit based on her own earnings
and a full wife’s, widow’s, or parent’s benefit based on her husband’s
or child’s earnings. Hence, it 1s necessary to consider both the marital
status of the female covered workers and also the exits from this
group because of marriage. A relatively large cost offset occurs on
account of the provision which prohibits duplication of benefits. The
experience to date is still extremely limited in this respect (in December
1955 about 108,500 such dual beneficiaries had smaller old-age benefits,
and an unknown number had larger old-age benefits and thus did not
receive the supplementary or survivor benefit). This factor will not
reach its full magnitude until some 30 or 40 years hence when current
female workers in their twenties and thirties have attained the mini-
mum Tretirement age.

Family composition data, indicating the proportion of individuals
with children and the average number of children per family, also have
great significance, because the system provides benefits for orphaned
children and their widowed mothers. The future birth rate has an
important role in this connection since it determines not only the
total number of children, but also how they are divided up into families.
The actual claims experience, too, is valuable as a guide.

There must also be considered the factors resulting in termination
of married status, divorce, and mortality. The distribution of ages
of husbands and wives also affects the cost estimates. Various
studies have indicated that at almost all ages women have lower
mortality rates than men and that the mortality rates of married
persons are lower than those for all persons combined. In the cost
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estimates differential mortality by marital status has been considered
in determining costs for the various types of benefits.

Aged beneficiaries and their dependents are composed of a number
of different categories. Table 18 shows the projected trends in the
number of beneficiaries, distinguishing between old-age beneficiaries
(retired workers), wives and dependent husbands of old-age bene-
ficiaries, children of old-age beneficiaries, aged widows and dependent
widowers of deceased insured individuals, and dependent parents of
deceased insured workers who left no widows or eligible children, It
has been assumed that all retired persons eligible to receive old-age
benefits based on their own earnings would apply for and receive
these benefits even though they might be entitled to larger wife’s,
husband’s, widow’s, widower’s or parent’s benefits (which instead
would be paid as reduced supplementary amounts). This assumption
is made because it is rarely to the individual’s disadvantage, and may
be to his advantage, to receive old-age benefits and reduced supple-
mentary benefits of another category, rather than to receive solely
the full benefits of the supplementary category.

TasLE 18.— Estimated monthly aged beneficiaries,t males aged 65 and over, females
aged 62 and over, and children of old-age beneficiaries, in current-payment status,
1965-2000

[In thousands]

Old-age Wives of Children of Aged Dependent
Calendar year beneficiaries 2 old-age old-age widows ¢ parents
beneficiaries 3| beneficiaries

Actual data for December

_____________________________ 1,771 508 46 314 15
- 2,278 647 68 384 19
- 2,644 738 75 455 21
- 3,222 888 90 541 24
B 3,775 1,016 107 638 25
- 4,474 1,102 122 701 25
_____________________________ 5112 1,434 131 913 27

Low-cost estimate

6, 801 1, 569 11 2, 351 29
11, 604 2,015 178 3, 763 36
15, 854 2,224 198 4,252 44

High-cost estimate

1965 i 8,149 1, 816 134 2,412 36
1980, . i 13,799 2,189 183 3, 809 48
2000 i 20, 205 2,374 190 4,019 64

1 For future estimates, persons qualifying both for old-age benefits and for wife’s, widow’s, husband’s,
widower’s, or parent’s benefits are shown as old-age beneficiaries. For actual data before 1955, such dual
beneficiaries are shown under both categories (as of December 1954, about 77,000 such individuals). For
actual data after 1954, old-age beneficiaries and wife and husband beneficiaries only are shown under both
categories (as of December 1955, about 48,000 such beneficiaries).

2 1. e., retired insured workers.

1 Including dependent husbands and also a small number of wives, irrespective of age, with child bene
ficiaries in their care.

+ Including dependent widowers.

NOTE: The estimated figures in this table are based on high-employment assumptions.

Although aged persons make up the bulk of the prospective bene-
ficiaries under the program, the young survivors, composed of or-
phaned children and widowed mothers, will receive a considerable
amount of benefits. Table 19 lists these two groups separately.
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TaBLE 19.—Estimated younger survivor monthly beneficiaries in current payment
status, 1965-2000

{In thousands]

Calendar year Orphaned Widowed
children mothers

Actual data for December

653 169
778 204
864 229
963 254
1,054 272
1,154 202
1,210 301

108 i 1,470 464

551

NoTE.—The estimated figures in this table are based on high-employment assumptions.

The high-cost assumptions show, as expected, a larger number of
old-age beneficiaries, and dependents thereof, than the low-cost
assumptions (table 18). This is in part because of the assumed lower
mortality rates which result in a greater number and proportion of
aged persons, and in part because of the higher retirement rates
assumed and the greater proportion of the population assumed to be
insured as a result of the in-and-out movement between covered
employment and noncovered employment or nonemployment. On
the other hand, the lower mortality tends to have the opposite effect
in regard to widows (table 17) and, despite the somewhat higher birth
rates, in regard to young survivors (table 18); thus a smaller number
of survivor beneficiaries is indicated under the high-cost assumptions
than under the low-cost assumptions.

Table 20 summarizes the previous discussion by showing illustrative
numbers of aged and survivor beneficiaries as well as monthly disa-
bility beneficiaries and lump-sum death payments. Widows, wid-
owers, and parents who are at or beyond the minimum retirement age
(65 for men and 62 for women) are included under the aged category,
as are also spouses and dependent children of old-age beneficiaries.
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TaBLE 20.—Estimated old-age, survivors, and disabilily insurance beneficiaries in
current-payment status, 1966-2000

[In thousands]

Aged bene- Younger Monthly Lump-sum
Calendar year ficlaries ! survivors disability 2 | death pay-
ments 2
Actual data for December
2, 654 200
3,397 414
3,933 438
4,764 512
5, 561 516
8, 515 567
7,617 547
Low-cost estimate 4
10, 951 1,934 477 936
17,596 2,112 703 1,328
22, 572 2,411 813 1,743
High-cost estimate 4
12,547 2,063 1,026 967
20,028 2,056 1,438 1,361
26, 852 1,931 1,683 1, 795

1 Including children of old-age beneficiaries and wives under age 65 having such children in their care.
For actual data, before 1955, figures are somewhat overstated because of persons receiving both old-age bene-
fits and wife’s, widow’s, or parent’s benefits (about 77,000 individuals as of December 1954) and after 1954
because of persons receiving both old-age benefits and wife’s benefits (about 48,000 as of December 1955).

2 When disability beneficiaries attaln age 65, they are reclassified as old-age beneficiaries.

3 Number of deaths resulting in lump-sum payments during the year.

4 ?vemge n)umber of beneficlaries on the roll during the year (except as to lump-sum death payments;
see footnote 3).

Nore.—The estimated figures in this table are based on high-employment assumptions.

In tables 16 to 20, only potential long-range trends have been set
down, without recognition of cyclical or periodic fluctuations. Bear-
ing this in mind, certain trends may be observed in these illustrative
tables of number of beneficiaries:

(1) An overall uptrend in beneficiaries under all types of benefits
payable to aged persons and their dependents;

(2) After 1960, a relatively small increase under the low-cost as-
sumptions and a leveling off under the high-cost assumptions in the
number of orphan-child and widowed-mother beneficiaries.

(3) A relatively small, and increasingly smaller, proportion of all
benefits represented by younger survivor benefits;

(4) A relatively rapid advance in the proportion of fully insured
persons aged 65 and over (including those drawing benefits) as com-
pared with the rise in the proportion fully insured at ages 20-64; and

(5) A rapid rise in the percent of aged persons receiving old-age
benefits.

(f) Remarriage rates—Remarriage of “young widows” is an impor-
tant cost factor since it results in termination of mother’s insurance
benefits and also of rights to deferred widow’s benefits at age 62. The
greatest potential duration of benefits occurs among the younger
widows, who can receive benefits for many years as mothers of young
children and later as aged widows. These, however, are also the
women with the greatest chance of remarriage. Among the older
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mothers with fewer prospective years of benefit receipt (their young-
est child being nearer age 18), the probability of remarriage is smaller.
Remarriage rates vary both by age of the widow and by duration of
widowhood.

(9) Disability benefits.—In making the estimates for monthly disa-
bility benefits, which were added by the 1956 amendments, the fol-
lowing assumptions were used:

(1) Low cost: Disability rates for men are about 45 percent of
class 3 rates (experience of life insurance companies under disability
income policies for the early 1920’s, modified for a 6-month waiting
period). Incidence rates for women are 50 percent higher. Termi-
nation rates for German social insurance experience for 192427,
which is the best available experience as to relativelv low disability
termination rates.

(2) High cost: Disability incidence rates for men are 90 percent of
the so-called 165 percent modification of class 3 rates (which includes
increasingly higher percentages for ages above 45); this modification
corresponds roughly to insurance company experience during the early
1930’s. Incidence rates for women are 100 percent higher. Termi-
nation rates are class 3 rates.

The incidence rates used for both estimates were reduced 10 per-
cent because, unlike the general definition in insurance company poli-
cies, disability is not presumed to be total and of expected long-con-
tinued duration after 6 months’ duration but rather must be so proven
then.

It will be noted that the low-cost estimate includes low incidence
rates (which taken by themselves produce low costs) and also low
termination rates (which taken by themselves produce higher costs,
but which are believed to be necessary since, with low incidence rates——
meaning only severely disabled beneficiaries—there would tend to be
low termination rates, because there would be few recoveries). On
the other hand, the high-cost estimate contains high incidence rates,
but these are somewhat offset by high termination rates. When dis-
ability beneficiarics attain age 65, they are reclassified as old-age
beneficiaries.

It is believed that these cost estimates for the monthly disability
benefits are as good an indication of such costs as is now possible.
Nonetheless, it is recognized that in a new field such as this, more
valid estimates are possible only after operating experience has devel-
oped from the provisions being in effect for several years. As indi-
cated above, disability incidence and termination Trates can vary
widely—much more so than mortality rates, which are basic insofar
as retirement and survivor benefit costs are concerned.

Benefits as perceatages of payroll for selected vears are contained
in table 12, while table 20 contains the estimated number of bene-
ficiaries in current payment status for selected years.

(h) Employment of beneficiaries.—Since monthly benefits for all
categories of bencficiaries are, in effect, suspended in any month in
which the beneficiary is under age 72 and has more earnings than are
permitted without suspension of the benefits under the retirement
test, assumptions as to the employment of beneficiaries rank high in
importance among the various cost clements. In December 1955,
79 percent of those aged 65 and over who were fully insured were
actually receiving benefits. The proportion in the age group 65-71
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is influenced to some extent by the favorable work opportunities for
the aged now prevailing. In the future, this proportion will probably
increase somewhat, if for no other reason than the aging of the insured
population.

Then, too, a large demand for labor draws into employment and
away from benefit receipt many widowed mothers and older children.
There is assumed to be more employment of beneficiaries, and thus
savings in cost, in the low-cost assumptions than in the high-cost ones.

(1) Earnings in covered employment—One of the most striking
changes in earned income on record has taken place since 1940. Not
only have there been further rises in the hourly rate of earnings since
the end of World War II, including a sharp rise following the out-
break of the Korean conflict, but also unemployment, including par-
tial unemployment, has been relatively low so that most workers
have had a full work-week (table 21).

TAaRLE 21.— Average earnings credits of workers under old-age and survivors insurance
by years, 1937-55

Workers with any earnings Workers with earnings in all
in year 4 calendar quarters
Calendar year
Total Male Female Total Male Female
$3,000 maximum earnings base
$899 $1,037 $539 O] O] Q)]
832 958 507 $1, 211 $1, 359 $783
881 1,014 536 1,247 1, 400 800
926 1,070 5563 1,305 1, 465 831
1,014 1,188 574 1, 466 1, 646 910
1,127 1, 364 609 1,703 1,939 1,047
1, 289 1, 580 788 1,913 2, 205 1,271
1, 369 1, 681 887 1, 996 2, 301 1, 402
1,328 1, 591 895 1, 982 2, 293 1, 384
1, 394 1, 635 929 2,031 2, 269 1, 480
1,571 1, 831 1,044 2,173 2, 393 1, 611
1,677 1,939 1,138 2, 281 2, 493 1,733
1,711 1, 964 1,185 2, 298 2, 508 1,763
1, 769 2,026 1,232 2,376 2, 579 1, 852
$3,600 maximum earnings base
1950 total ... _____ o 2,041 $2, 308 $1,333 (D [©) Q]
1951 wage employment.__ 1,997 2, 357 1,319 $2, 665 $2, 966 $1, 945
1951 self-employment._ __ 2,278 2, 356 1,745 1) y (O]
1952 total 2. ... 2,110 2,470 1, 430 (1 Q)] O]
1952 wage employment 2_ 2,070 2, 440 1, 400 2, 740 3, 040 2,050
1952 seli-employment 2 2, 330 2, 450 1,740 () 0] (O]
1953 total 2. ___.____._ 2,180 2, 550 1, 500 (! 1 (t
1953 wage employment 2_ 2, 150 2, 510 1, 490 2, 820 3, 110 2,170
1953 seli-employment 2 2, 350 2, 450 1, 800 1 1
1954 total 2. ___________ 2,190 2, 530 1, 520 (1) 1 1
1954 wage employment ?_ 2, 150 2, 510 1, 510 2, 820 3, 110 2,180
1954 self-employment 2. __.____.. 2, 350 2, 450 1,750 O} )
$4,200 maximum earnings base
1935 total 2. .. eeeeoiean $2,330 $2,700 $1, 570 Q] C] 1O}
1955 wage employment 2 , 290 2, 680 1, 570 $3, 100 $3, 500 $2, 300
1955 self-employment 3. _____._______._ . 2, 400 2, 500 1,600 ] ) O]

1 Data not available.
2 Preliminary.

The higher earnings rate gives workers relatively more chance of
obtaining credit for quarters of coverage (at $50 of wages per quarter)
now than in the prewar years, thus effecting an increase in number of
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persons with insured status and in the average wage used for benefit
computations. These increases are assumed to be more or less
permanent.

The cost assumptions involve average annual creditable earnings
in perpetuity of $3,555 for men who work in all 4 quarters of a year
and, correspondingly, $2,280 for women. For both men and women
the average earnings used for 3-quarter workers is about 45 percent of
that for 4-quarter workers (i. e., at a lower rate per quarter). Corre-
sponding propertions for the 2-quarter and 1-quarter workers are
about 22 and 9 percent, respectively. As used here, the reference to
4-quarter workers, 3-quarter workers, etc., relates only to the status
in a particular year; the estimates allow for the fact that over the course
of a working lifetime an individual may be in covered employment all
4 quarters of some years, fewer in other years, and perhaps not in
covered employment at all in still other years. These ratios of the
part-time average covered earnings to the 4-quarter average parallel
very closely the actual ratios observed in the old-age and survivors
earnings data.

The 4-quarter earnings assumptions may be compared with the
actual experience for such workers in the past years as shown by the
last two columns of table 21, but allowance must be made for the
changes in the maximum wage base. The taxable (and creditable)
earnings assumptions are based on about the level prevailing in 1955
and are about 12 percent above the 1951-52 level, used for the esti-
mates for the 1954 amendments (after adjustment for change in the
earnings base).

Development of the prospective cost of the program using the
various elements discussed furnishes reasonable illustrations of the
number of future beneficiaries and costs. The values derived are
well within the outside boundaries of possibility, though by no means
either the lowest or the highest conceivable. Experience to date is
limited; the payment of monthly benefits began in 1940, and these
benefits were revised drastically in 1950 and again moderately in
1952, 1954, and 1956. As payments got underway, limitations of
coverage and the insured-status requirement excluded larger numbers
of potential beneficiaries. In recent years, as the lag diminished and
coverage expanded, payments have been limited by delayed claiming
of benefits occasioned by favorable employment conditions during
the war and postwar years. The long-range cost estimates look
beyond these hmitations and attempt to furnish some indication of
the future trend in costs of the old-age and survivors insurance
program.

It is to be noted that in addition to the assumptions already dis-
cussed, the long-range cost illustrations include assumptions relating
to retirement rates, interest rate, and various miscellaneous adminis-
trative factors. Since the earlier cost estimates were developed,
sufficient actual experience under the operation of the program is
available to permit the introduction of various modifications to allow
for such factors as the minimum and maximum provisions as to
benefits, and the provision that the lump-sum death payment in
certain instances may not exceed the actual burial expenses. Also
taken into account are such miscellaneous factors as differential
retirement rates by marital status and the effect of lowered earning
capacity during the last illness on the size of survivor benefits.
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An important element affecting old-age and survivors insurance
costs arose through amendments made to the Railroad Retirement
Act in 1951. These provide for a coordination of railroad retirement
compensation and old-age and survivors insurance covered earnings
in determining benefits for those with less than 10 years of railroad
service. All future cases involving less than 10 years of railroad
service are to be paid by the old-age and survivors insurance system.

Financial interchange provisions are established so that the old-age
and survivors insurance trust fund and the disability insurance trust
fund are to be placed in the same financial position as if there never
had been a separate railroad retirement program. Itis estimated that,
over the long range, the net effect of these provisions will be a rela-
tively small gain to the old-age, survivors, and disability insurance
system since the reimbursements from the railroad retirement system
will be somewhat larger than the net additional benefits paid ou the
basis of railroad earnings. The long-range costs developed here are
for the operation of the trust funds on the basis, provided in current
law, that all railroad employment will be (and beginning with 1937
has been) covered employment. The balance in the funds thus corre-
spouds exactly to the actual situation. But the contribution income
and benefit disbursement figures shown (as well as the number of
beneficiaries) are roughly 5 percent higher than the payments which
will actually be made directly to the trust funds from contributors
and the payments which will actually be made from the trust funds
to the individual beneficiaries. This is the case because the figures
here include both the additional contributions which would have been
collected if railroad employment had always been covered and the
additional benefits that would have been paid under such circum-
stances. The balance for these two elements is to be accounted for
in actual practice by the operation of the financial interchange provi-
sions.

The long-range cost estimates of income and outgo were presented
in the body of the report in tables 12, 13, and 14, the first showing
the benefit costs relative to payroll and the latter two the progress
of the trust funds. In addition to the figures for the low-cost and
high-cost estimates, resulting from two carefully considered series of
assumptions, intermediate-cost estimates have been developed. The
latter are merely an average of the low-cost and high-cost estimates of
beneficiaries, disbursements, and income of the trust funds; they are
not intended to represent “most probable” figures. Rather, they have
been set down as a convenient and readily available single set of
figures to be used for comparative purposes.

Since the Congress has adopted the principle of establishing in the
law a contribution schedule designed to make the system self-support-
ing, it was necessary at the time the legislation was enacted to select
a single set of estimates as the basis for the contribution schedule.
The intermediate-cost estimate was used for this purpose. Quite
obviously any specific schedule may require modification in the light
of future experience, but the establishment of the schedule in the law
does make clear the congressional intent that the system be self-
supporting. Exact self-support cannot be obtained from a specific
set of integral or rounded fractional rates, but the intention to adhere
as closely as possible to this principle of self-support was clearly
expressed by the Congress in 1950 when it developed the tax schedule
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in the law, and again in 1952, 1954, and 1956 when further amend-
ments were made.

The Congress considered the matter of costs in the legislative
development of the 1956 amendments—especially in the light of the
revised estimates for the 1954 act which, recognizing the increased
earnings level in covered employment, showed somewhat lower costs
as a percentage of payroll than previously estimated. These lower
costs produced a decrease in the financial deficiency of the 1954 act,
which reduced deficiency was approximately preserved in the 1956
act. Under the 1956 act, the disability insurance system showed a
small surplus since the increase in the contribution rate which is to
support monthly disability benefits is slightly more than sufficient to
meet the cost of these benefits under current intermediate estimates.
It might be said, in light of the previous paragraph, that for practical
purposes the system on the intermediate-cost basis is in actuarial
balance (i. e., the difference between the level-premium cost of benefits
and the equivalent level contribution rate is negligible).

Tables 12, 13, and 14 show the steady rise in benefit payments
under the widely different sets of conditions discussed earlier in this
section, and demonstrate the large increases, relatively and in absolute
quantities, which would occur even after 1980, particularly under the
high-cost assumptions.

Because of the nature of the assumptions, the tables show only
smooth trends, omitting the irregularities and periodic cyclical varia-
tions which may develop. These irregularities are expected to be far
more pronounced in regard to contributions than benefits since, after
the system is well established, the dollar amount of the benefit roll will
contain a large proportion of fixed payments to permanently retired
persons. However, the payroll of covered workers from which the
contribution income is derived will react quite sensitively to increases
or decreases in job opportunities, changes in the length of the work-
week, and changes in unit rates of pay. For demographic reasons
alone, as discussed earlier, it is unlikely that the system would level out,
even eventually, to a completely fixed relationship between contribu-
tions and benefits.

Table 12 compares benefit costs related to payroll for the present
estimates. The cost rises steadily under both estimates—leveling out
somewhat between 1990 and 2000. The ‘“‘ultimate’” cost for the
old-age and survivor benefits is reached some 20 or 25 years after the
year 2000 at roughly 8 percent of payroll for the low-cost estimate,
12.5 percent for the high-cost estimate, and 10 percent for the inter-
mediate-cost estimate. The “ultimate’ cost for the disability benefits
is reached considerably earlier—possibly in 15 or 20 years—at about
0.3 percent of payroll for the low-cost estimate, 0.6 percent for the
high-cost estimate and 0.42 percent for the intermediate estimate.

The interest assumption used in determining level-premium costs
is 2.6 percent. The average rate on investments of the trust fund is
currently about 2.5 percent (as of the end of 1956). The intermediate-
cost estimate for the old-age and survivor benefits shows a level-
premium cost of 7.43 percent of payroll at 2.6 percent interest.
This figure may be contrasted with the level rate equivalent to the
total graded contribution schedule in the law assigned to these benefits
(taking into account the lower contributions payable by the self-
employed as compared with the combined empi)oyer-employee rate)
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which is 7.23 percent of payroll (see section on actuarial status of the

trust funds). Thus, this comparison indicates that according to

these intermediate-cost figures, the tax schedule in the law vyields

revenues not quite sufficient to finance these benefits on a self-sup-
orting basis.

The level-premium cost for the monthly disability benefits is 0.42
percent of payroll on the intermediate basis, or slightly below the
equivalent of the contributions for these benefits. Thus, based on
this estimate, the tax is somewhat higher than is needed to finance
these benefits on a self-supporting basis.

Table 13 shows the progress of the old-age and survivors insurance
trust fund under the present estimates. In the low-cost estimate,
contribution income exceeds benefit disbursements in all years.
Accordingly, the trust fund builds up quite rapidly and even some
45 years hence is growing at the rate of almost $7 billion per year
(and at that time is about $192 billion). On the other hand, under
the corresponding high-cost estimate, benefit disbursements exceed
contribution income in and after 1980, and the trust fund, after
building up to a maximum of abour $45 billion in 1983, decreases
thereafter until it becomes exhausted shortly after the year 2000.

These results for the low-cost and high-cost estimates are to be
expected since the old-age and survivors insurance system on an inter-
mediate-cost estimate is approximately self-supporting. Accordingly,
a low-cost estimate should show that the system is more than self-
supporting and a high-cost estimate should show that a deficiency will
arise in later years. At any rate, it appears likely that there will be
ample funds for several decades even with relatively unfavorable
experience.

According to the intermediate-cost estimate, contribution income
will exceed benefit disbursements in almost every year until 1986.
After that, the excess of benefit disbursements and administrative ex-
penses over contribution income is, for many years, met by interest
earnings of the trust fund. Acecordingly, the trust fund grows stead-
ily, reaching a maximum of about $119 billion in 2014 and then de-
clines slowly. This decrease is another indication that the tax sched-
ule in the law is not quite self-supporting under the intermediate cost
estimate.

Table 14 shows the progress of the disability insurance trust fund
under the present estimates. In the low-cost estimate, contribution
income exceeds benefit disbursements in all years. The fund would
be about $42 billion in the year 2000 and would be growing at the
rate of $1.5 billion a year. In the high-cost estimate, benefit disburse-
ments exceed contribution income in and after 1963, and the trust
fund, reaching a maximum of about $1.3 billion in 1963, would be ex-
hausted in 1975. Under the intermediate-cost estimate contribution
income exceeds benefit outgo in all years, and the trust fund in the
year 2000 is growing at a rate of about $600 million a year.

These results for the low-cost and high-cost estimates are to be
expected since the disability system on an intermediate estimate basis
is self-supporting. Thus, under the assumptions, the low-cost esti-
mate is more than self-supporting and the high-cost estimate shows a
deficiency in the next 20 years or so.

A factor mentioned earlier, but not used in the actuarial projections,
is the trend observed in the past, of an irregular but upward move-
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ment in earnings, both on a dollar basis and in the form of real wages.
If this secular trend continues, then——other things being equal and
with no changes in the present provisions of the law—the curves of
both benefits and contributions would be more steeply ascending
than shows. The upward changes in the contribution curves, how-
ever, would be far more accentuated than would be such changes in
the benefit curves. There are several reasons for this effect, the
important one being that the benefit increase would be dampened
because—

(1) Benefits are determined by the average monthly wage
up to the maximum of $350; 55 percent is applied to the first
$110 thereof and 20 percent to the part above $110. As average
earnings increase and more persons approach or reach the $350
maximum, a larger portion of such earnings falls in that bracket
of the benefit formula to which the 20-percent rather than the
55-percent rate applies. Thus benefits are smaller in relation
to earnings, and consequently in relation to contributions.

(2) Contributions in any year are based substantially on the
covered earnings of that year. Benefits in force in any year are
based on weighted composite earnings of all previous years in
which the insured persons on whose account the benefits are paid
worked in covered employment, and in far distant future years
would include earnings of as much as 50 previous years.

The assumption of steadily rising earnings in conjunction with an
unamended benefit formula would have an important bearing in con-
sidering the long-range cost of the program. With such an assump-
tion, the future rise in earnings would seem to offer significant financial
help in the financing of benefits because contributions at a fixed per-
centage rate would mcrease steadily relative to benefit disbursements.
However, benefits paid would steadily diminish in relation to the cur-
rent earnings level. As a result, offsetting this apparent savings in
cost is the likelihood that from the long-range point of view the present
benefit formula would not be maintained.

In revising the benefit schedule to conform with the altered earn-
ings level, the changed cost and contribution picture would have to
be considered. This is especially true for changes resulting from the
fact that benefits would be based on earnings prevailing at the time
of the revision and thereafter, while the accumulated trust fund at
that time would have developed from contributions on the lower
earnings levels of the past. The fund thus would play a less impor-
tant role in financing the program than it would if the earnings level
had not changed. If it is assumed that the benefit level in the future
will be adjusted in proportion to the increase in average earnings, the
level-premium cost of the program, expressed as a percentage of tax-
able earnings in perpetuity, would be increased because of the dimin-
ishing part played by the accumulated trust fund in financing the pro-
gram. For small annual rates of increase in average earnings (i. e.,
for rates less than the assumed valuation interest rate) this increase
in cost may be partially counterbalanced by the timelag which would
undoubtedly occur between the rise in earnings level and the amend-
ment of the benefit provisions. However, for larger rates of increase
in average earnings the level-premium cost in perpetuity would be the
ultimate cost, because the fund would ultimately play virtually no
role in the financing of the benefits. Nevertheless, during the course
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of this century at least, the interest income from the fund would con-
tinue to be a significant amount in relation to total disbursements.

In addition to excluding the assumption of increasing wages in the
future, the detailed cost estimates given have avoided dealing with
various other important secular trends. These have diverse effects on
costs which cannot be adequately extrapolated into the future. One
illustration is the lengthening of the period of childhood or prepara-
tion for work. Another possibility is a drastic change in the average
age of retirement, either to a considerably lower effective age so that
practically all persons would retire at the minimum eligibility age, or
conversely to a higher effective age, under circumstances of greatly
improved health conditions combined with good employment oppor-
tunities, such that few would retire before age 72 (after which, in any
event, benefits are paid regardless of employment).

Aprenpix 11, Liecistative History ArreEcTiNG THE Trust FunDs

Board of Trustees.—From January 1, 1940, when the Federal old-
age and survivors insurance trust fund was established, through
July 15, 1946, the three members of the Board of Trustees, who serve
in an ex officio capacity, were tlie Secretary of the Treasury, the Secre-
tary of Labor, and the Chairman of the Social Security Board. On
July 16, 1946, under the Reorganization Plan No. 2 of 1946, the Fed-
eral Security Administrator became ex officio member of the Board of
Trustees in place of the Chairman of the Social Security Board, which
agency was abolished. On April 11, 1953, t ¢ Recrganization Plan
No. 1 of 1953, creating the Department cf Health, Education, and
Welfare, went into effect, and the office of Federal Security Admin-
istrator was abolished. The functions of t' ¢ Admninistrator as ex
officio member of the Board of Trustees were tai en over by the Secre-
tary of Health, Education, and Welfare. i” e remeining membership
of the Board has not changed since it was - rst establis’ ed. Since the
establishment of the fund, the Secrctery of ¢ ¢ Treasury has been
Managing Trustee. The Social Scerrity Act « pendments of 1950
designated the Commissioner fcr Socizl Sectrity—since April 11, 1953,
the Commissioner of Social Secvrity—as Secretery of t-e Board of
Trustees. Under the Social Security / mendments of 1656, the Board
of Trustees of the Federal old-age ard survivers instrance trust fund
was also made the Board of Trust:cs of t ¢ Federal disability insur-
ance trust fund.

Contribution rates.—The Social Secvrity Zet of 1035 fixed the
contribution rates for employvees and t” vir ompleyers at 1 percent each
on taxable wages for the calendar yeers 1637-39, and provided for
higher rates thereafter. However, subscauent acts of Congress
extended the 1-percent rates through calendar vear 1949. On Jan-
uary 1, 1950, the rates rose to 1% percent cach fer employees and
employers, as provided by the Social Seccurity Act Amendments of
1947. " In accordance with the Social Security Act Amendments of
1950, the 1% percent rates remained in effect through calendar year
1953 and, on January 1, 1954, rose to 2 percent each for employecs and
employers. These rates remained in effect through December 31,
1956. ~ Beginning January 1, 1951—the cffective date of extension of
coverage to self-employed persons—the rates of tax on self-employ-
ment income have been equal to 1% times the corresponding employce

rates.
Next Page
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Special refunds of employees contributions.—With respect to wages
paid before 1951, refunds to employees who worked for more than one
employer during the course of a year and paid contributions on such
wages in excess of the statutory maximum, were made from general
revenues. With respect to wages paid after 1950, these refunds are
paid from the Treasury account for refunding internal-revenue col-
lections. The Social Security Act Amendments of 1950 directed the
managing trustee to pay from time to time from the old-age and
survivors insurance trust fund into the Treasury as repayments to
the account for refunding internal-revenuc collections, the amount
estimated by him to be contributions which are subject to refund with
respect to wages paid after 1950.

Credits for military service—The Social Security Act Amendments
of 1946 added section 210 to the Social Security Act. This section
provided survivor-insurance protection to certain World War II
veterans for a period of 3 years following their discharge from the
Armed Forces. Section 210 (d) authorized Federal appropriations
to reimburse the Federal old-age and survivors insurance trust fund
for such sums as were withdrawn to meet the additional cost (including
administrative expenses) of the payments under this section. The
1950 amendments, which provided noncontributory $160 monthly
wage credits to persons who served in the Armed Forces during World
War II, and the 1952, 1953, and 1955 amendments which provided
similar noncontributory credits on account of active military or naval
service from July 25, 1947, through March 31, 1956, charged to the
old-age and survivors insurance trust fund not only the additional
costs arising from these credits but also those additional costs arising
under the 1946 amendments (beginning September 1950).

Social Security Act Amendments of 19560'—The 1950 amendments
to the Social Security Act, which represented the first major legislative
changes in the old-age and survivors insurance program since enact-
ment of the 1939 amendments, became law August 28, 1950.

The more important changes significant from an actuarial stand-
point are presented below.

1. Coverage was extended compulsorily to regularly employed
domestic and farm employees; most Federal employees not covered
under the civil service retirement program; the nonfarm self-employed
other than doctors, lawyers, engineers, and members of certain other
professional groups; employees and the self-employed in Puerto Rico
and the Virgin Islands; and a few other small occupational classes.
In addition, two categories of employees were given the opportunity
to be covered on a group voluntary basis—employees of nonprofit
institutions and employees of State and local governments who are
not under retirement systems.

2. Benefits were made payable in certain circumstances in which no
benefits would formerly have been paid.

(@) The requirements for fully insured status were liberalized by
introducing a new starting date for determining such status. Tls
“new start’ enabled many persons at least 65 years of age who did not
meet the tormer requirements to become immediately eligible to re-
ceive retirement benefits. It also removed the disadvantage the
Ig'elwly covered groups would otherwise have faced in acquiring eligi-

ity.

1 Certain provisions in these amendments were further changed in subsequent legislation,
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(b) Provisions defining dependency were modified to permit the
payment of survivor benefits to all unmarried children under 18 years
of age whose mothers were currently insured at time of death.

(¢) Several new benefits for dependents and survivors of insured
persons were added. Benefits equal to 50 percent of the primary
insurance amount would be payable to a wife, under 65 years of age,
of an old-age (primary) beneficiary as long as she had in her care a
child entitled to benefits on her husband’s earnings. In certain in-
stances benefits would be payable to the dependent husband, aged 65
or over, of a retired female beneficiary, and also to the aged surviving
dependent widower of a deceased woman worker. Husband’s and
widower’s benefits are equal to 50 and 75 percent, respectively, of the
primary insurance amount.

(d) The provisions governing the withholding of benefits because
of work in covered employment were liberalized. Eligible persons at
least 75 vears of age could receive benefits regardless of the amount
of their earnings in covered employment. Those under 75 years of
age might earn as much as $50 a month in covered employment and
st1ll receive benefits.

(¢) Lump-sum death payments were made available even though
monthly benefits were payable to survivors for the month in which
the wage earner died.

(f) Monthly benefits were made payable retroactively for a period
up to 6 months prior to the month in which an application was filed
provided the beneficiary was eligible therefor.

3. Larger benefits were made payable to future beneficiaries as well
as to persons on the rolls.

(¢) The maximum amount of annual earnings taxable and creditable
was raised to $3,600.

(6) For persons having at least six quarters of coverage after 1950,
the average monthly wage might be calculated over all years after
1936 or after 1950, whichever vielded the larger primary insurance
amount, except that in the case of individuals born after 1928, the
1950 starting date was required.

(¢) For persons whose average monthly wage was calculated on the
basis of earnings after 1950, the monthly primary insurance amount
was 50 percent of the first $100 of average monthly wage, plus 15 per
cent of the next $200. The minimum primary insurance amount
ranged from $25 for persons with average monthly wages between $35
and $50, down to $20 for persons with average monthly wages below $31.

(d) For persons already on the beneficiary rolls, benefits were in-
creased by means of a conversion table contained in the new amend-
ments. Where the wage earner lacked six quarters of coverage after
1950, benefits to future beneficiaries would be based on an average
monthly wage computed over all years after 1936. In all cases where
the average monthly wage was computed over all years after 1936,
including cases referred to in subparagraph (b) above, benefits would
be computed by the old formula, except that no 1-percent increment
would be included for years after 1950. The amount so computed
would then be increased by means of the conversion table.

(¢) Parent’s benefits were increased to 75 percent of the primary
insurance amount. Child-survivor benefits were increased so as to
pay to each child the sum of (1) 50 percent of the primary insurance
amount, and (2) 25 percent of the primary insurance amount, divided
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by the number of child beneficiaries in the family. The amount of
the lump-sum death payment was changed from 6 times the primary
insurance benefit to 3 times the primary insurance amount.

(f) The maximum monthly amount of family benefits payable with
respect to 1 wage record was the smaller of $150 or 80 percent of the
average monthly wage, provided that the latter limit would not reduce
benefits below $40.

4, The provision which was added to the Soeial Security Act in
1943 authorizing appropriations to the trust fund from general rev-
enues when needed to meet costs was eliminated.

Social Security Act Amendments of 1952.*—The 1952 amendments
to the Social Security Act became law July 18, 1952. The important
changes significant from an actuarial standpoint are presented below:

1. Larger benefits were made payable to beneficiary families on the
rolls as well as to virtually all future beneficiary families.

(e) For persons with an average monthly wage calculated on the
basis of earnings after 1950, the monthly primary insurance amount
was 55 percent of the first $100 of average monthly wage, plus 15 per-
cent of the next $200. The minimum primary insurance amount was
made $25 for persons whose average monthly wage was under $35,
and $26 for persons with average monthly wages from $35 to $47.

(b) For persons already on the beneficiary rolls whose benefits were
determined by the conversion table, benefits were increased by the use
of a new conversion table in which all primary insurance amounts in
the table of the 1950 law were increased by $5 or 123 percent, which-
ever was larger. This new conversion table would be applicable in
determining benefits for all future beneficiaries whose average monthly
wage was computed over all years since 1936.

(¢) The maximum monthly amount of family benefits payable with
respect to 1 wage record was the smaller of $168.75 or 80 percent of the
average monthly wage, provided that the latter limit would not reduce
benefits below $45.

2. The provision governing the withholding of benefits because of
work in covered employment was liberalized. The amount which
eligible persons under age 75 might earn in covered employment and
still receive benefits was increased to $75 a month.

Social Security Amendments of 19543—The 1954 amendments to
the Social Security Act became law September 1, 1954. The im-
%)ortant changes significant from an actuarial standpoint are presented
below:

1. Coverage was extended compulsorily to self-employed farm
operators; certain self-emploved professional persons; additional farm,
domestie, and Federal civilian employees; and some smaller groups.
Coverage under the program was made possible on a group voluntary
basis for State and local government employees who are members of
retirement systems (except policemen and firemen) and for employees
of foreign subsidiaries of American companies. Ministers and certain
members of religious orders were permitted to participate in the
program on the basis of individual election.

2. The conditions under which persons may become eligible for
benefits were liberalized.

(a¢) Monthly benefits became payable to certain surviving de-
pendents of individuals who died after 1939 and before September 1950

2 Certa;n provisions in these amendments were further changed in subsequent legislation.
3 Certain provisions in these amendments were further changed in subsequent legislation.
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lacking fully insured status under the law then in effect, but who had
at least six quarters of coverage.

(b) Persons who could not meet the requirements of the 1950
amendments for fully insured status would nevertheless be fully
insured if all quarters elapsing after 1954 and before July 1956 as
well as all quarters thereafter but before the quarter of death or
attainment of age 65, whichever is earlier, were quarters of coverage.
This transitional provision, intended principally for newly covered
persons, would cease to be effective for persons who die or attain
age 65 after the third quarter of 1958, when the normal requirements
become easier to meet than the alternative.

(¢) Periods of disability (see item 4, below) would not affect insured
status.

(d) Monthly benefits were made payable retroactively for a period
up to 12 months before the month in which an application was filed,
provided the beneficiary was eligible therefor.

3. Larger benefits were made payable to future beneficiaries as well
as to persons on the rolls.

(a) The maximum amount of annual earnings taxable and credit-
able toward benefits was raised to $4,200.

(0) In computing the average monthly wage of persons who become
eligible for retirement benefits or die after August 1954 before becom-
ing eligible for retirement benefits, up to 5 years of lowest earnings
may be dropped. This “dropout’” computation may also be used for
persons who were eligible for retirement benefits before September 1954
and who have at least six quarters of coverage after June 1953.

(¢) Periods of disability (see item 4, below) would not reduce the
average monthly wage for the purpose of benefit computation.

(d) For persons whose average monthly wage is calculated on the
basis of earnings after 1950 and the ‘“dropout,” the primary insurance
amount is 55 percent of the first $110 of average monthly wage plus
20 percent of the next $240. The minimum primary insurance amount
is $30.

(¢) For persons already on the benefit rolls, and for future bene-
ficiaries whose benefits are computed through the 1939 or 1952 benefit
formulas, benefits are increased by use of a revised conversion table
which provides a guaranteed increase in primary insurance amount of
at least $5 over the amount computed under the 1952 amendments.

() The minimum benefit for a family containing only 1 survivor
beneficiary is $30.

(9) The maximum monthly amount of family benefits payable with
respect to 1 wage record is the smaller of $200 or 80 percent of the
average monthly wage provided that the latter limit may not reduce
benefits below the larger of $50 or 1} times the primary insurance
amount. The maximum lump-sum death payment is $255.

4. Benefit rights of persons regularly covered by the program can
be “frozen” during periods of prolonged total disability. In order to
qualify for the ‘“freeze,” an individual must (1) be unable to engage
in any substantial gainful activity by reason of an illness, injury, or
other physical or mental impairment which can be expected to be of
long-continued and indefinite duration or to result in death; or (2) the
individual must be blind. He must also have at least 6 quarters of
coverage during the 13-quarter period, and at least 20 quarters of
coverage during the 40-quarter period, that ends with the quarter in
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which the period of disability begins. If an individual qualifies for a
disability “freeze’ his period of disability will be disregarded in deter-
mining his insured status and in computing benefits due him or his
family.

5. The provisions governing the withholding of benefits because
of work were changed.

(@) The retirement test was placed on an annual basis for both
wages and self-employment income. If an individual’s annual earnings
are $1,200 or less, no benefits are withheld. Each $80 (or fraction
thereof) in earnings above $1,200 may result in deduction of 1 month’s
benefits for the individual. Benefits are not withheld for any month
for which the individual had $80 or less in wages and did not engage in
substantial self-employment.

(b) Earnings in noncovered as well as in covered employment are
to be taken into account in determining if benefits shall be withheld.

(¢) The age at which benefits are payable without regard to earnings
was reduced to 72.

Social-securily amendments in 1956.—A summary of the provisions
affecting receipts and disbursements of the trust funds appears on
pages 6-11.

Coordination of old-age, survivors, and disability insurance and railroad
retirement programs.—Public Law 234, approved October 30, 1951,
amended the Railroad Retirement Act to provide a new basis of
coordinating the railroad retirement program with old-age and
survivors insurance. This legislation provides that the railroad wage
credits of workers who die or retire with less than 10 years of railroad
employment shall be transferred to the old-age and survivors insurance
system. These amendments did not affect workers who acquire 10
years or more of railroad service. That is, the survivors of over-10-year
railroad workers will, as under the 1946 amendments to the Railroad
Retirement Act, receive benefits under 1 program or the other based
on combined wage records, while retirement benefits will be payable
under both systems to individuals with 10 or more years of railroad
service who also qualify under old-age and survivors insurance.

With respect to the allocation of costs between the two systems,

Public Law 234 required the Railroad Retirement Board and the
Secretary of Health, Education, and Welfare to—
determine, no later than January 1, 1954, the amount which would place the
Federal old-age and survivors insurance trust fund in the same position in which
it would have been at the close of the fiscal year ending June 30, 1952, if service
as an employee after December 31, 1936, had been included in the term ““employ-
ment”’ as defined in the Social Security Act and in the Federal Insurance
Contributions Act.
Both agencies completed a series of joint actuarial studies and anal-
yses required by this provision. The results showed that the addi-
tion of $488 million to the old-age and survivors insurance trust fund
would place it in the same position as of June 30, 1952, as it would
have been if railroad employment had always been covered under the
Social Security Act.

There is no authority in the law to transfer the $488 million from
the railroad retirement account to the trust fund, but the legislation
provides that beginning with fiscal year 1953, and for each fiscal year
thereafter, annual interest payments on this amount (less any ofisets
described below) are to be transferred from the railroad retirement
account to the trust fund.
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The legislation further provides that at the close of fiscal year 1953,
and each fiscal year thereafter, annual reimbursements are to be
effected between the railroad retirement account and the trust fund
in such amounts as would, taking into consideration the amount
determined for the period through June 30, 1952, place the trust
fund at the end of the year in the same position in which it would
have been if railroad employment were covered under the Social Secu-
rity Act. If the reimbursement is from the trust fund to the rail-
road retirement account, the Secretary of Health, Education, and
Welfare may offset the amount of such reimbursement against the
amount determined for the period through June 30, 1952.

The Social Security Amendments of 1956 amended Public Law 234
to provide for similar annual determinations and financial interchanges
between the railroad retirement account and the newly created disabil-
ity insurance trust fund, beginning with the fiscal year ending June 30,
1958,

Change in definition of “employee.”—Public Law 642, approved June
14, 1948, which amended the definition of the term ‘‘employee” as
used in the Social Security Act, resulted in the exclusion from coverage
of certain services previously held covered. While the amended
definition was made retroactive to 1937, certain wage credits estab-
lished under the former definition will remain credited to the individ-
ual’s account. The law authorizes an appropriation to the trust fund
from general revenues equal to the estimated total amount of benefits
paid and to be paid that would not have been paid had the amended
definition been in effect beginning in 1937.

Authorization for construction of office building.—With the passage
of Public Law 195, approved August 1, 1955, Congress has authorized
expenditure from the trust fund of $25,370,000 for construction of an
office building and related facilities for the Bureau of Old-Age and
Survivors Insurance.

AppeENDIX III. STaATUTORY PROVISIONS CrREATING THE TRUST FUNDS
AND DEFINING THE DUTIES oF THE BoArRD oF TRUSTEES

(Secs. 201 and 218 (e), (h), and (j) of the Social Security Act as amended)

FEDERAL OLD-AGE AND SURVIVORS INSURANCE TRUST FUND AND
FEDERAL DISABILITY INSURANCE TRUST FUND

Skc. 201. (a) There is hereby created on the books of the Treasury
of the United States a trust fund to be known as the ‘“Federal Old-
Age and Survivors Insurance Trust Fund.” The Federal Old-Age
and Survivors Insurance Trust Fund shall consist of the securities held
by the Secretary of the Treasury for the Old-Age Reserve Account
and the amount standing to the credit of the Old-Age Reserve Account
on the books of the Treasury on January 1, 1940, which securities and
amount the Secretary of the Treasury is authorized and directed to
transfer to the Federal Old-Age and Survivors Insurance Trust Fund,
and, in addition, such amounts as may be appropriated to, or deposited
in, the Federal Old-Age and Survivors Insurance Trust Fund as here-
inafter provided. Thera is hereby appropriated to the Federal Old-
Age and Survivors Insurance Trust Fund for the fiscal year ending June
30, 1941, and for each fiscal year thereafter, out of any moneys in the
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Treasury not otherwise appropriated, amounts equivalent to 100 per
centum of—

(1) the taxes (including interest, penalties, and additions to the
taxes) received under subchapter A of chapter 9 of the Internal
Revenue Code of 1939 (and covered into the Treasury) which
are deposited into the Treasury by collectors of internal revenue
before January 1, 1951; and

(2) the taxes certified each month by the Commissioner of
Internal Revenue as taxes received under subchapter A of chapter
9 of such Code which are deposited into the Treasury by eollectors
of internal revenue after December 31, 1950, and before January
1, 1953, with respect to assessments of such taxes made before
January 1, 1951; and

(3) the taxes imposed by subchapter A of chapter 9 of such
code with respect to wages (as defined in section 1426 of such
code), and by chapter 21 of the Internal Revenue Code of 1954
with respect to wages (as defined in section 3121 of such code)
reported to the Commissioner of Internal Revenue pursuant to
section 1420 (c) of the Internal Revenue Code of 1939 after
December 31, 1950, or to the Secretary of the Treasury or his
delegates pursuant to subtitle F of the Internal Revenue Code
of 1954 after December 31, 1954, as determined by the Secretary
of the Treasury by applying the applicable rates of tax under
such subchapter or chapter 21 to such wages, which wages shall
be certified by the Secretary of Health, Edueation, and Welfare
on thie basis of the records of wages establsdied and maintained
by such Secretary in accordance with such reports, less the
amounts specified in clause (1) of subsection (b) of this section;
and

(4) the taxes imposed by subchapter E of chapter 1 of the In-
ternal Revenue Code of 1939, with respect to self-employment
mmcome (as defined in section 481 of such code), and by chapter 2
of the Internal Revenue Code of 1954 with respect to self-
employment income (as defined in scction 1402 of such code)
reported to the Commissioner of Internal Revenue on tax returns
under such subchapter or to the Seceretary of the Treasury or his
delegate on tax returns under subtitle ¥ of such code, as deter-
mined by the Secretary of the Treasury by applying the applicable
rate of tax under such subchapter or chapter to such sclf-em-
ployment income, which self-employment income shall be certified
by the Secretary of Health, Education, and Welfarc on the basis
of the records of self-employment income established and main-
tained by the Secretary of Health, Education, and Welfare in
accordance with such returns, less the amounts specified in
clause (2) of subsection (b) of this section.

The amounts appropriated by clauses (3) and (4) shall be transferred
from time to time from the general fund in the Treasury to the Federal
Old-Age and Survivors Insurance Trust Fund, and the amounts
appropriated by clauses (1) and (2) of subsection (b) shall be trans-
ferred from time to time from the general fund in the Treasury to
the Federal Disability Insurance Trust Fund, such amounts to be
determined on the basis of estimates by the Secretary of the Treasury
of the taxes, specified in clauses (3) and (4) of this subsection, paid to
or deposited into the Treasury; and proper adjustments shall be made
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in amounts subsequently transferred to the extent prior estimates
were in excess of or were less than the taxes specified 1n such clauses
(3) and (4) of this subsection.

(b) There is hereby created on the books of the Treasury of the
United States a trust fund to be known as the “Federal Disability
Insuranee Trust Fund.” The Federal Disability Insurance Trust
Fund shall consist of such amounts as may be appropriated to, or
deposited in, such fund as provided in this section. There is hereby
appropriated to the Federal Disability Insurance Trust Fund for the
fiscal year ending June 30, 1957, and for each fiscal year thereafter,
out of any moneys in the Treasury not otherwise appropriated,
amounts equivalent to 100 per centum of-—

(1) One-half of 1 per centum of the wages (as defined in section
3121 of the Internal Revenue Code of 1954) paid after December
31, 1956, and reported to the Secretary of the Treasury or his
delegate pursuant to subtitle F of the Internal Revenue Code of
1954, which wages shall be certified by the Secretary of Health,
Education, and Welfare on the basis of the records of wages
established and maintained by such Secretary in accordance with
such reports; and ,

(2) Three-eighths of 1 per centum of the amount of self-
employment income (as defined in section 1402 of the Internal
Revenue Code of 1954) reported to the Secretary of the Treasury
or his delegate on tax returns under subtitle ¥ of the Internal
Revenue Code of 1954 for any taxable year beginning after
December 31, 1956, which self-employment income shall be certi-
fied by the Secretary of Health, Education, and Welfare on the
basis of the records of self-employment income established and
maintained by the Secretary of Health, Education, and Welfare
in accordance with such returns.

(¢) With respect to the Federal Old-Age and Survivors Insurance
Trust Fund and the Federal Disability Insurance Trust Fund (here-
inafter in this title called the “Trust Funds”) there is hereby created
a body to be known as the Board of Trustees of the Trust Funds
(hereinafter in this title called the “Board of Trustees”’) which Board
of Trustees shall be composed of the Secretary of the Treasury, the
Secretary of Labor, and the Secretary of Health, Education, and
Welfare, all ex officio. The Secretary of the Treasury shall be the
Managing Trustee of the Board of Trustees (hereinafter in this title
called the ‘“Managing Trustee””). The Commissioner of Social
Security shall serve as Secretary of the Board of Trustees. It shall
be the duty of the Board of Trustees to—

(1) Hold the Trust Funds;

(2) Report to the Congress not later than the first day of
March of each year on the operation and status of the Trust
Funds during the preceding fiscal vear and on their expected
operation and status during the next ensuing five fiscal years;

(3) Report immediately to the Congress whenever the Board
of Trustees is of the opinion that during the ensuing five fiscal

ears either of the Trust Funds will exceed three times the
Kighest annual expenditures from such Trust Fund anticipated
during that five-fiscal-year period, and whenever the Board of
Trustees is of the opinion that the amount of either of the Trust
Funds is unduly small; and
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(4) Recommend improvements in administrative procedures
and policies designed to effectuate the proper coordination of the
old-age and survivors insurance and Federal-State unemployment
compensation program.

The report provided for in paragraph (2) above shall include a state-
ment of the assets of, and the disbursements made from, the Trust
Funds during the preceding fiscal year, an estimate of the expected
future income to, and disbursements to be made from, the Trust
Funds during each of the next ensuing five fiscal years, and a state-
ment of the actuarial status of the Trust Funds. Such report shall
be printed as a House document of the session of the Congress to
which the report is made.

(d) It shall be the duty of the Managing Trustee to invest such
portion of the Trust Funds as is not, in his judgment, required to
meet current withdrawals. Such investments may be made only in
interest-bearing obligations of the United States or in obligations
guaranteed as to both principal and interest by the United States.
For such purpose such obligations may be acquired (1) on original
issue at par or (2) by purchase of outstanding obligations at the
market price. The purposes for which obligations of the United
States may be issued under the Second Liberty Bond Act, as amended,
are hereby extended to authorize the issuance at par of public-debt
obligations for purchase by the Trust Funds. Such obligations issued
for purchase by the Trust Funds shall have maturities fixed with due
regard for the needs of the Trust Funds, and bear interest at a rate
equal to the average rate of interest, computed as to the end of the
calendar month next preceding the date of such issue, borne by all
marketable interest-bearing obligations of the United States then
forming a part of the Public Debt that are not due or callable until
after the expiration of five years from the date of original issue;
except that where such average rate is not a multiple of one-eighth
of 1 per centum, the rate of interest of such obligations shall be the
multiple of one-eighth of 1 per centum nearest such average rate.
Such obligations shall be issued for purchase by the Trust Funds only
if the Managing Trustee determines that the purchase in the market
of other interest-bearing obligations of the United States, or of obliga-
tions guaranteed as to both principal and interest by the United
States on original issue or at the market price, is not in the public
interest.

(e) Any obligations acquired by the Trust Funds (except special
obligations issued exclusively to the Trust Funds) may be sold by the
Managing Trustee at the market price, and such special obligations
may be redeemed at par plus accrued interest.

(f) The interest on, and the proceeds from the sale or redemption
of, any obligations held in the Federal Old-Age and Survivors Insur-
ance Trust Fund and the Federal Disability Insurance Trust Fund
shall be credited to and form a part of the Federal Old-Age and
Survivors Insurance Trust Fund and the Disability Insurance Trust
Fund, respectively.

(g) (1) The Managing Trustee is directed to pay from the Trust
Funds into the Treasury the amounts estimated by him and the
Secretary of Health, Education, and Welfare which will be expended,
out of moneys appropriated from the general funds in the Treasury,
during a three-month period by the Department of Health, Education,
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and Welfare and the Treasury Department for the administration of
titles 1T and VIII of this Act and subchapter E of chapter 1 and sub-
chapter A of chapter 9 of the Internal Revenue Code of 1939, and
chapters 2 and 21 of the Internal Revenue Code of 1954. Such pay-
ments shall be covered into the Treasury as repayments to the account
for reimbursement of expenses incurred in connection with the adminis-
tration of titles 1T and VIIT of this Act and subchapter E of chapter 1
and subchapter A of chapter 9 of the Internal Revenue Code of 1939,
and chapters 2 and 21 of the Internal Revenue Code of 1954, There
are hereby authorized to be made available for expenditure, out of
either or both of the Trust Funds, such amounts as the Congress may
deem appropriate to pay the cost of administration of this title.
After the close of each fiscal year, the Secretary of Health, Education,
and Welfare shall analyze the cost of administration of this title
incurred during such fiscal year in order to determine the portion of
such costs which should have been borne by each of the Trust Funds
and shall certify to the Managing Trustee the amount, if any, which
should be transferred from one to the other of such Trust Funds in
order to insure that each of the Trust Funds has borne its proper share
of the costs of administration of this title incurred during such fiscal
year. The Managing Trustee is authorized and directed to transfer
any such amount from one to the other of such Trust Funds in accord-
ance with any certification so made.

(2) The Managing Trustee is directed to pay from time to time
from the Trust Funds into the Treasury the amount estimated by
him as taxes which are subject to refund under section 6413 (c) of the
Internal Revenue Code of 1954 with respect to wages (as defined in
section 1426 of the Internal Revenue Code of 1939 and section 3121
of the Internal Revenue Code of 1954) paid after December 31, 1950.
Such taxes shall be determined on the basis of the records of wages
established and maintained by the Secretary of Health, Education,
and Welfare in accordance with the wages reported to the Commis-
sioner of Internal Revenue pursuant to section 1420 (c) of the Internal
Revenue Code of 1939 and to the Secretary of the Treasury or his
delegate pursuant to subtitle F of the Internal Revenue Code of 1954,
and the Secretary shall furnish the Managing Trustee such information
as may be required by the Trustee for such purpose. The payments
by the Managing Trustee shall be covered into the Treasury as repay-
ments to the account for refunding internal revenue collections.
Payments pursuant to the first sentence of this paragraph shall be
made from the Federal Old-Age and Survivors Insurance Trust Fund
and the Federal Disability Insurance Trust Fund in the ratio in which
amounts were appropriated to such Trust Funds under clause (3) of
subsection (a) of this section and clause (1) of subsection (b) of this
section.

(3) Repayments made under paragraph (1) or (2) shall not be
available for expenditures but shall be carried to the surplus fund of
the Treasury. 1f it subsequently appears that the estimates under
either such paragraph in any articular period were too high or too
low, appropriate adjustments shall be made by the Managing Trustee
in future payments.

(h) Benefit payments required to be made under section 223 shall
be made only from the Federal Disability Insurance Trust Fund. All
other benefit payments required to be made under this title shall be
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made only from the Federal Old-Age and Survivors Insurance Trust
Fund.
PAYMENTS AND REPORTS BY STATES

Sec. 218. (e) Each agreement under this section shall provide—

(1) that the State will pay to the Secretary of the Treasury,
at such time or times as the Secretary of Health, Education, and
Welfare may by regulations prescribe, amounts equivalent to the
sum of the taxes which would be imposed by sections 3101 and
3111 of the Internal Revenue Code of 1954 if the services of
employees covered by the agreement constituted employment as
defined in section 3121 of such code; and

(2) that the State will comply with such reculations relating
to payments and reports as the Secretary of Health, Education,
and Welfare may prescribe to carry out the purposes of this
section,

DEPOSITS IN TRUST FUNDS; ADJUSTMENTS

Sec. 218. (h) (1) All amounts received by the Secretary of the
Treasury under an agreement made pursuant to this section shall be
deposited in the Trust Funds in the ratio in which amounts are appro-
priated to such funds pursuant to subsections (a) (3) and (b) (1) of
section 201,

(2) If more or less than the correct amount due under an agreement
made pursuant to this section is paid with respect to any payment of
remuneration, proper adjustments with respect to the amounts due
under such agreement shall be made, without interest, in such manner
and at such times as may be prescribed by regulations of the Secretary
of Health, Education and Welfare.

(3) If an overpayment cannot be adjusted under paragraph (2), the
amount thereof and the time or times it is to be paid shall be certified
by the Secretary of Health, Education, and Welfare to the Managing
Trustee, and the Managing Trustee, through the Fiscal Service of the
Treasury Department and prior to any action thereon by the General
Accounting Office, shall make payment in accordance with such
certification. The Managing Trustee shall not be held personally
liable for any payment or payments made in accordance with a
certification by the Secretary of Health, Education, and Welfare.

FAILURE TO MAKE PAYMENTS

Sec. 218. (j) In case any State does not make, at the time or times
due, the payments provided for under an agreement pursuant to this
section, there shall be added, as part of the amounts due, interest at
the rate of 6 per centum per annum from the date due until paid, and
the Secretary of Health, Education, and Welfare may, in his discretion,
deduct such amounts plus interest from any amounts certified by him
to the Secretary of the Treasury for payment to such State under any
other provision of this Act. Amounts so deducted shall be deemed to
have been paid to the State under such other provision of this Act.
Amounts equal to the amounts deducted under this subsection are
hereby appropriated to the Trust Funds in the ratio in which amounts
are deposited in such Funds pursuant to subsection (h) (1).
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