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LETTER OF TRANSMITTAL

Board of Trustees of the Federal Old-Age and
Survivors Insurance and Disability Insurance Trust Funds
February 28, 1964, Washington, D.C.

The Speaker of the House of Representatives,
Washington, D.C.

Sirs: We have the honor to transmit to you the 2ith Annual .
Report of the Board of Trustees of the Federal Old-Age and
Survivors Insurance Trust Fund and the Federal Disability
Insurance Trust Fund, in compliance with the provisions of
section 201(c) of the Social Security Act, as amended.

-

Respectfully,

C. Douglas Dillon,
Secretary of the Treasury, and
Managing Trustee of the Trust Funds.

o). &alard ajg

W. Willard wWirtz,
Secretary of Labor.

Robert
Camissioner of Social Security
and Secretary, Board of Trustees.
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TWENTY-FOURTH ANNUAL REPORT OF THE BOARD OF TRUSTEES
OF THE FEDERAL OLD=AGE AND SURVIVORS INSURANCE
TRUST FUND AND THE FEDERAL DISABILITY
INSURANCE TRUST FUND

Fiscal Year Ending June 30, 1963

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 is designated by law as the mansging
trustee. The Commissloner of Social Security is secretary of

the Board.



ADVISORY COUNCIL ON SOCIAL SECURITY

The Secretary of Health, Education, and Welfare on June 9,
1963, announced the appointment of an Advisory Council on Social
Security in compliance with the provisions of section 116 of
the Social Security Amendments of 1956, as amended. The Council,
vhich congists of the Commissioner of Social Security, as chairman,
and 12 other persons representing employers, employees, self-employed
persons, and the public, wlll meke a comprehensive study of the old-
age, survivors, and disability insurance program.

The Council is required 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 old-age,
survivors, and disability insurance program. In addition to report-
ing on the financing of the program, including recommendations for
changes in contribution rates, the Council is required to report
its findings and recommendations with respect to extensions of the
coverage of the program, the adequacy of benefits, and all other
aspects of the program. The report must be submitted not later
than January 1, 1965, after which date the Council will ceasge to
exist. The Council's report and recommendations will be included

in the next annual report of the Board of Trustees.



FISCAL YEAR HIGHLIGHTS

Both the income and the outgo of the old-age and survivors
insurance trust fund and of the disability insurance trust fund
reached all-time highs in the fiscal year 1963. The estimsted
number of workers with taxable earnings under the program in
calendar year 1962 reached a record high of 75 million.

For the old-age and survivors insurance trust fund, total
receipts in fiscal year 1963 amounted to $l3,8h3 million, or about
15 percent more than in fiscal year 1962. Total disbursements,
amounting to $lh,530 million, were about 10 percent greater than
the disbursements made in the preceding year. Since disbursements
exceeded receipts by $687 million, total assets of this trust fund
decreased from $19,626 million on June 30, 1962, to $18,939 million
on June 30, 1963. The major portion of the disbursements was for
benefit payments, totaling $l3,845 million. Payments to the rallroed
retirement account under the financial interchange provisions were
$423 million. Administrative expenses were $263 million. The total
number of old-age and survivors insurance beneficiaries at the end
of the fiscal year was 17,226,000, about 7 percent more than at the
beginning of the year. Retirement beneficiaries numbered 13,015,000,
and survivor beneficiaries numbered 4,211,000,

The income of the old-age and survivors insurance trust fund
in fiscal year 1963 consisted of $13,328 million in net tax contributions

and $515 million in interest on investments. The l6~percent increase



in contribution income was associated with the increases in
contribution rates which became effective on January 1, 1962,
and January 1, 1963.

Estimates for the 5 fiscal years 1964-68 show that although
both receipts and disbursements will increase steadily, the receipts
will rise somewhat more raplidly, due to the scheduled rise in contri-
bution rates in the law. Consequently, at the end of fiscal year
1968, this trust fund will amount to an estimated $25.2 billion, or
an increase of $6.2 billion in the S5-year perliod. Recelpts during
fiscal year 1968 are estimated to total $2l.2 billion, and disburse-
ments, $18.3 billion.

Medlum-range estimates, based on the assumption that economic
activity will continue to expand throughout the period 1963-80, show
continued increases in receipts, disbursements, and assets of the
old~-age and survivors insurance trust fund. According to these
estimates, 1f the provisions of present law are assumed to remain
unchanged, the assets of the trust fund will rise rapidly, reaching
a total of $120 billion at the end of calendar year 1980. On the
other hand, 1f the maximum taxable earnings base and the benefit
provisions of present law are assumed to be amended periodically
so as to keep the program in line with changes in levels of average
earnings, the assets of the trust fund will rise less rapidly,

reaching a total of $89 billion by 1980.



Long-range cost estimates for the old-age and survivors

insurance program indicate that the program is in close actuarial
balance. The levelwcost of benefit payments and edministrative
expenses combined ie estimated to range from 7.63 to 10.09 percent of
taxable payroll, depending on the combination of cost assumptions
chosen. On the basis of intermediate-cost assumptions, the level-
cost is 8.71 percent of taxable payroll, as compared with the
level-equivalent of the graded schedule of contributions of

8.61 percent of taxable payroll.

Total receipts of the disebility insurance trust fund amounted
to $1,14k million in fiscal year 1963, about 5 percent higher than in
the preceding year. Total disbursements of $1,257 million were about
16 percent greater than disbursements 1n fiscal year 1962. Since
disbursements exceeded receipts by $113 million, total assets of
this trust fund decreased from $2,507 million at the beginning of
fiscal year 1963, to $2,394 million at the end of the year.

Income to the disability insurance trust fund in fiscal year
1963 was composed of $1,077 million in net contributions and $67
million in net interest. Components of the total disbursements
were $1,171 million in benefit payments, $20 million in payments to
the railroasd retirement account, and $67 million in administrative
expenses. At the end of fiscal year 1963, the number of disabled
workers and their dependents receiving monthly benefits from the
disability insurance trust fund had risen to 1,382,000, or 20 per-

cent more than at the end of fiscal year 1962.



According to estimates for the 5 fiscal years 196L4-68,
income of the disability insurance trust fund will rise very
slowly, since the scheduled contribution rate remains level;
disbursements, on the other hand, will rise more rapidly. Outgo
is expected to exceed income in each Year, and the trust fund is
expected to decline. At the end of fiscal year 1968, assets are
estimated at $1.2 billion. The long~renge cost estimates show a
level-cost for benefit payments and administrative expenses combined
which ranges from 0.57 percent to 0.7k percent of taxable payroll,
depending on the combination of cost assumptions used. On the
basis of intermediate-cost assumptions, such level-cost is 0.6k per-
cent of taxasble payroll, as compared with the level contribution
rate of 0.50 percent of taxable payroll. The Board of Trustees
recommends that additional financing be made available to this
fund through a smell reallocation of future contribution income
from the old-age and survivors insurance trust fund to the dissbility

insurance trust fund.



NATURE OF THE TRUST FUNDS

The Federal old-age and survivors insurance trust fund was
established on Janusry 1, 1940, as a separate account in the U.S.
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 beceme 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 are handled all financial opera-
tions in connection with the system of monthly disability benefits
payable to insured workers and to their dependents. The financial
operations of the old-age, survivors, and disability insurance program
which relate to the system of old-age and survivors insurance benefits
continue to be handled through the old-age and survivors insurance
trust fund.

The primary source of receipts of the two funds is amounts
deposited in or appropriated to each of them under permanent appropri-
ation on the basis of contributions pald by workers and their employers,
and by individuals with self-employment income, in work covered
by the old-age, survivors, and disability insurance program. All
employees and their employers in employment 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, beginning with calendar year 1959, an individual's
contributions are computed on annual wages or self-employment
income, or both wages and self-employment lncome combined, up to
a maximum of $4,800, with the contributions being determined first
on the wages and then on any self-employment income necessary to
meke up the $4,800.

Under the Internal Revenue Code, as amended, the contribution
rate for employees and their employers of 3 1/8 percent each that was
in effect in calendar year 1962 was increased to 3 5/8 percent each
on January 1, 1963; the contribution rate for the self-employed rose
from 4.7 to 5.4 percent. The following table shows the scheduled

increases in tax rates in the present law:

Percent of taxable earnings

Calendar years Fmployees Self-~
and employ- employed
ers, each
1963265 e ereennrenernnenaranneansenens 35/8 5.4
1966m6T s eeereerunneeeeennnnnacesnens 4 1/8 6.2
1968 and after.....ccceeeveveeeennnnnns 4 5/8 6.9

The Social Security Act, as amended in 1956, provides that
beginning January 1, 1957, from 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.



Except for asmounts received by the Secretary of the Treasury

under State agreements (to effect coverage under the program for
State and local government employees) and deposited directly in the
trust funds, all contributions 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. The exact amount is not
known since old-age, survivors, end disability insurance and income
taxes withheld are not separately identified in tax-collection reports
received by the Treasury Department from the district offices of the
Internal Revenue Service. 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 employee who worked for more than one employer during the
course of a year and paid contributions on wages in excess of the
statutory maximum can receive a refund of the taxes he paid on such
excess wages. The amount of taxes subject to refund for eny 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 that
period.

The second source from which receipts of the trust funds are
derived is interest received on investments held by the funds. The

investment 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
emended 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 between the railroad retirement and the
disability insurance programs. A description of the legislative
provisions governing the allocation of costs between the two pro-
grams appears in appendix IT.

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 therefore were paid from the trust funds. Formerly, these
moneys were credited to the general fund of the Treasury as
miscellaneous receipts.

Under Public Law 85-840 approved August 28, 1958, the
Secretary of Health, Education, and Welfare is authorized to charge
for providing certain services not directly related to the old-age,
survivors, and disability insurance programs. The Soclal Security
Administration has accumulated a unique body of information in the
course of the administration of the program. .Situations arise
when it is in the public interest to use this information to perform
certain services, such as the preparation of statistical tabula-

tlons for research purposes, when such services can be performed

10



without interfering unduly with the administration of the program.
Such services could not properly be provided at the expense of the
trust funds. Receipts derived from performance of these services
are credited to and form a part of the trust funds.

Public 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 of the Treasury
for the additionel 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 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 (2) the
disability insurance trust fund shall be reimbursed for all additional
expenditures after July 31, 1956, resulting from these provisions.
Public Law 85-840 broadened the provisions of prior law dealing with
noncontributory wage credits of $160 for each month of active military
service for the United States to provide such credits for certain

American citizens who served in the Armed Forces of our allies during

11
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World War II. As in the case of the other noncontributory credit
for military service, the trust funds will be reimbursed for the
additional costs arising from the new provisions. A summary of
the legislative history of the financing of credit for military
service appears in appendix IT.

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 provision of title II 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 payment 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
Social Security Administration.

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
obligations of the U.S. Government or to obligations guaranteed as
to both principal and interest by the United States. Cbligations

of these types may be acquired on original issue at the issue price

12



or by purchase of outstanding obligations at their market price.

In addition, the Social Security Act 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 thHe needs of the trust funds and shall
bear interest at a rate equal to the average market yleld (computed
by the menaging trustee on the basis of market quotations as of the
end of the calendar month next preceding the date of such issue) on
all marketable interest-bearing obligations of the United States
forming a part of the public debt which are not due or callable
until after the expiration of U years from the end of such calendar
month; where such average market yield 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 market yield.

Interest on public issues held by the trust funds is received
by the funds at the time the interest is paid on the particular issues
held. Interest on public-debt obligations issued specifically for
purchase by the trust funds is payable semiannually or at redemption.

Public issues acquired by the funds mey be sold at any time
by the managing trustee at their market price. Public-debt obligations
issued for purchase by the trust funds 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 1s indicated
in tables 19 and 20.

In addition, the assets of the trust funds assure the continued
payment of benefits without sharp changes in contribution rates during

periods of short-run fluctuations in total income and expenditures.

Next Page
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SUMMARY OF THE OPERATIONS OF THE FEDERAL OLD-AGE AND SURVIVORS
INSURANCE TRUST FUND, FISCAL YEAR 1963

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, 1962, and ended on June 30, 1963, and of the assets
of the fund at the beginning and end of the fiscal year, is pre-
sented in table 1.

The total assets of the old-age and survivors insurance trust
fund amounted to $19,626 million on June 30, 1962. These assets
decreased to $18,939 million by the end of the fiscal year 1963, a
decline of $687 million.

Net receipts of the trust fund during the fiscal year 1963
amounted to $13,843 million. Of this total, $12,466 million repre-
sented tax collections appropriated to the fund and $990 million
represented amounts received by the Secretary of the Treasury in
accordance with State agreements for coverage of State and local
government employees and deposited in the trust fund. As an offset,
$128 million was transferred from the trust fund into the Treasury
as repayment for the estimated amount of contributions subject to
refund to employees who worked for more than one employer during
the course of a year and paid contributions on wages in excess of
the statutory meximum. Net contributions amounted to $l3,328 million,
representing an increase of 16 percent over the amount for the

preceding fiscal year. This increase resulted chiefly from the
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increases in the combined employer-employee contribution rate for

old-age and survivors benefits from 5 1/2 percent to 5 3/h percent,
effective January 1, 1962, and from 5 3/4 percent to 6 3/4 percent,
effective January 1, 1963. Although the first of these two increases
in the contribution rate became effective in 1962, fiscal year 1963
was the first full year during which i1t was operative. The remain-
ing $515 million of receipts consisted of net interest on the
investments of the fund.

Disbursements from the trust fund during the fiscal year 1963
totaled $14,530 million. Of this total, $13,845 million was for
benefit payments, an increase of 9 percent over the corresponding
smount pald in the fiscal year 1962. This increase was due principally
to the expected growth in the number of beneficiaries as the program
gradually matures, and also in part to the liberalized eligibility
conditions and higher benefit amounts resulting from the provisions
of the 1961 amendments, which affected benefit payments in only
10 months of fiscal year 1962.

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. A description
of the legislative provisions governing the financial interchanges
arising from the allocation of costs between the two systems is
contained in appendix II. 1In accordance with these provisions, the
Railroad Retirement Board and the Secretary of Health, Education,

and Welfare determined that a transfer of $409,400,000 to the

17



railroad retirement account from the old-age and survivors insurance
trust fund would place the old-age and survivors insurance trust
fund in the same position as of June 30, 1962, as it would have
been if railroad employment had always been covered under the

Social Security Act. This amount, together with interest thereon
for fiscal year 1963 amounting to $13,123,000, was transferred to
the railroad retirement account in June 1963.

The remaining $263 million of disbursements from the old-age
and survivors insurance trust fund was for administrative expenses.
Net administrative expenses charged to both the old-age and survivors
insurance trust fund and the disability insurance trust fund totaled
$329 million and represented 2.3 percent of contribution income and
2.2 percent of benefit payments during fiscal year 1963. Similar
figures for each of the last 5 years for the system as a whole, as
well as for each trust fund separately, are shown in table 2.

The distribution of benefit payments in fiscal years 1962 and
1963, by type of benefit, is shown in table 3. Approximately 86 per-
cent of the total benefit payments from the old-age and survivors
insurance trust fund in the fiscal year 1963 was accounted for by
monthly benefits to persons aged 62 or over--retired workers and
their wives (including a relatively small number of wives under age
62) or dependent husbands, and aged widows, dependent widowers, and
dependent parents of deceased workers. Approximately 12 percent of
the benefit payments represented monthly benefits on behalf of

children of deceased or retired workers and monthly benefits to

18
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mothers--practically all of them under age 62--who had children
of deceased workers in their care. The balance of the benefits
paid consisted of lump-sum death payments.

On June 30, 1963, sbout 18.6 million persons in some 13.8
million families were receiving monthly benefits under the old-age,
survivors, and disability insurance program (table 4). Generally,
average monthly family benefits on that date showed moderate
increases over the corresponding averages a year earlier. The
higher averages reflected in part the greater proportion of bene-
fits computed on the basis of earnings after 1950.

The assets of the old-age and survivors insurance trust fund
at the end of fiscal year 1963 totaled $18,939 million, consisting
of $l7,6l3 million in the form of obligations of the U.S. Government,
and $l,326 million in undisbursed balances. Table 5 shows a com-
parison of the total assets of the fund and their distribution at
the end of fiscal years 1962 and 1963.

The net decrease in the par value of the investments owned
by the fund during the fiscal year 1963 amounted to $822 million.
New securities at a total par value of $15,709 million were acquired
during the fiscal year through the investment of receipts, the
reinvestment of funds made available from the maturity of securities,
and the exchange of securities. The par value of securities redeemed

or exchanged during the fiscal year was $16,531 million, including
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Table k4. --Estimated number of families and beneficilaries recelving benefits under the old-age, survivors, and disability -
insurance program, and average family amount, by family group, end of fiscal years 1962 and 1963

[Numbers in thousands/

June 30, 1962 June 30, 1963
Family classification of beneficlaries Average Average
receiving benefits Number Number monthly Number Number monthly
of of amount of of amount
Tamilies beneficiaries per family families beneficiaries per family
TOLAL e s s eennsennsnsencnsanasinnes 12,754.8 17,280.4 . 13,756.5 18,608.3 -
Retired-worker familieS........o... vee 9,347.6 12,188.6 - 10,037.4 13,014.8 -
WOrKer ONlY.essvenaroannnan 5,814 4 6,814.4 $ 72.30 7,398.1 7,398.1 $ 73.00
MELE.eevennnsn 3,523.0 3,523.0 81.50 2,792.1 3,792.1 82.30
Female..esesoseonsnaann 2,291.4 3,291.4 62.40 3,606.0 3,606.0 63.30
Worker and aged wif€.iveeeeve.s ceeen 2,263.0 4,536.0 127.4%0 2,351.7 L, 703.4 128.70
Worker and young wife 1/....c..ceu.. 1.0 2.0 112.00 1.1 2.2 113.60
Worker and aged dependent husband... 13.5 27.0 108.20 13.1 26.2 109.20
Worker and 1 or more children....... 59. 4 157.5 119.10 76.2 173.2 118.80
Worker, aged wife, and 1 or more
CRIlATen. . veveeveansessnasnsonsans 26.3 81.0 157.30 27.5 8l L 158.70
Worker, young wife, and 1 or more
children....... 155.0 570.4 149,20 169.5 626.9 149,40
Worker, husband, and 1 or more
children...eesee.. Peassetennaenens -1 b 115.00 .1 .3 115.50
Survivor families.ss.ivesenscasssnanee 2,727.9 3,94%0.0 ——- 2,928.7 b,211.1 -
Aged WidOW.uesesssnsocncaenevscasnnen 1,756.1 1,756.1 65.40 1,913.7 1,913.7 66.40
Aged widow and 1 or more children... 19.2 39.h4 123.70 23.3 7.9 125.h0
Aged widow and 1 or 2 aged
dependent ParentS..sceecscecsncees .3 .6 159.70 b T 171.%0
Aged dependent WidoWer...eveceeosess 2.4 2.4 62.20 2.5 2.5 62.70
Widower and 1 or more childrenN...... .1 .1 99.20 .1 .2 11%.00
Widowed mother 1/.......... 1.6 1.6 €1.30 2.1 2.1 61.10
Widowed mother and 1 child.... 18h4.4 368.8 136.20 192.1 384.2 138.30
Widowed mother and 2 children....... 122.8 368.h 190.30 129.5 388.5 191.60
Widowed mother and 3 or more
children........ 125.0 605.0 185.30 132.2 6h1.2 188,10
Widowed mother, 1 or more children,
and 1 or 2 aged dependent
DPArentS.eeeeseas cesesiastrannncens .3 1.2 214.90 .3 1.0 211.80
Divorced wife and 1 or more
Children.ciesseeesnssescsosccsannes .5 1.2 175.00 b 1.2 186.00
1 child only.. .. 307.9 307.9 61.40 317.4 317.4 62.50
2 children..eeeeevencsanans . 106.3 212.6 125.60 109.3 218.6 127.30
3 ChilAreN..veeresensecssenns .. 41.8 125,k 163.50 43.8 131.h 170.00
4 or more children.seeeveeacsssesens 24,6 112,k 168.10 26.7 123.4 169.50
1 or more children and 1 ar 2 aged
dependent PAreNtS..ecessavscrcenss .5 1.2 147.40 .6 1.4 151.40
1 aged dependent pareNt.eeeeeceeeess 32.6 32.6 63,60 32.9 32.9 69.50
2 aged dependent parentS....-..eevee. 1.5 3.0 110.30 1.h 2.8 108.70
Disabled-worker familieS...esesessssss 679.3 1,151.8 —- 790. k4 1,382.3 -
500.6 500.6 87.80 5T4.2 57h.2 88.20
357.6 357.6 91.80 ko02.5 ko2.s 92.30
1h43.0 143.0 78.00 171.7 171.7 78.h%0
Worker and aged Wif€..eeeesoenas 24,8 49.6 136.70 26,0 52.0 137.60
Worker and young wife 1/.....cvuvens (2/) .1 1k9.80 (2/) /) 145,50
Worker and aged dependent husband... .3 .6 120,00 R .8 121.20
Worker and 1 or more children..,.... k6.0 122,7 155.90 56.1 153.2 158.00
Worker, aged wife, and 1 or more
children..... .3 .9 178.80 RN 1.k 171.00
Worker, young wife, and 1 or more
Children..eeseesensenas 107.2 477.3 191.00 133.3 600.7 192.80

1/ Jenefits of children were being withheld.
3/ less than 50.
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Table 5.--Assets of the old-age and survivors insurance trust fund, by type,
at end of fiseal years 1962 and 1963

June 30, 1962

June 30, 1963

Par value Book value 1/ Par value Book value 1/
Investments in public-debt obligations:
Public issues:
Treasury notes:
L4 5/8-percent, series A, 1965... .......... $38,500,000 $38,500,000.00 $38, 500,000 $38,500,000.00
L 7/8-percent, series C, 1963...ccucerucss 15,000,000 15,000,000.00 15,000,000 15,000,000.00
5-percent, series B, 196'& ....... resaeeanes 25,000,000 25,000,000.00 25,000,000 25,000,000.00
Treasury bonds:
2 1/2-percent, 1964-69..0cieircaacscnnns . 55,180,000 50,734,921.92 55,180,000 51,351,528.36
2 1/2-percent, 1967-T2iceessasss vesecenaes 250 250.00 250 250.00
2 3/h-percent, investment series B
1975-80.. 1,064,902,000 1,065,526,482.36 1,06k,902,000 1,065,407,533.32
3-percent, 1966 ......... teaeeane 25,000,000 25,000,000.00 | = =emm-ee ] cceema-
3-percent, 1995..c.000 sereseanene 85,170,000 85,129,504.89 85,170,000 85,130, 747.73
3 1/hk-percent, , 200,000 58,962,042, 32 60, 200,000 59,021,227.52
3 1/k-percent, 25,700,000 23,71%,936.27 25,700,000 23,801,873.39
3 3/8-percent, 4,500,000 I,421,610.0% | = ce-ee-m} cmeeee-
3 1/2-percent, 449,450,000 457, b47,033.47 449,450,000 457,010,831.67
3 1/2-percent, 556,250,000 54k,568,842.52 556,250,000 544,971,829.04
3 1/2-percent, 552,037,000 580,343,519.75 552,037,000 540,882,427.39
3 5/8-percent, 34, 205,000 34,212,840.84 34,205,000 34,211, 370.72
3 3/b-percent, 21,729,000 27,751,224.75 27,729,000 27,745,426.95
3 3/b-percent, 7,000,000 7,000,000.,00 7,000,000 7,000,000.00
3 7/8-percent, 17,450,000 17,450,000.00 17,450,000 17,450,000.00
3 7/8-percent, 32,500,000 32,396,953.84 32,500,000 32,405,308.96
L-percent, 1969.. 57,500,000 57,465,756.09 77,500,000 77,470,479, 41
4.percent, 1971.. 100,000,000 101,652,84L4.57 100,000,000 101, 470,880.05
4-percent, 1980 123,600,000 123,419,562.00 153,100,000 153,019, 346,44
L 1/4-percent, 1975-85 N [ 25,000,000 25,000, 000,00 25,000,000 25,000,000,00
4 1/b4-percent, 1987-92..... secessas O e 10,000,000 10,096,333.34
Total public 1SSUES...eerseensas cesean 381,873,250 3,360,698,325.63 3,411,873,250 3,391,947,394.29
Accrued interest purch@sed.....eeeessesocecee f  ==m-=-= 329,850.53 | = «------ 91,270.64
Total investments in public issues.. 3,381,873,250 3,361,028,176.16 3,411,873,250 3,392,038,664.93
Obligations sold only to this fund (special
1ssues):
Certificates of indebtedness:
3 3/b-percent, 1963..ccucuierons terieasues 1,080,011,000 1,080,011,000.00 |  —-me--e [ memeee-
Notes:
2 5/8-percent, 168,000,000 168,000,000.00 |  ceme--- [ cmeeeee
3 3/k-percent, 88,796,000 88,796,000.00 |  --c-me= | meemees
Bonds:
2 1/2-percent, 76,698,000 716,698,000,00 |  <e--me- | ese-ee-
2 1/2-percent, 912,011,000 912,011,000.00 434,575,000 43k4,575,000.00
2 1/2-percent, 912,011,000 912,011,000.00 912,011,000 912,011,000.00
2 1/2-percent, 912,011,000 912,011,000,00 912,011,000 912,011,000.00
2 1/2-percent, 412,011,000 412,011,000.00 412,011,000 412,011,000.00
2 5/8-percent, 168,000,000 168,000, 000.00 168,000,000 168,000,000.00
2 5/8-percent, 168,000,000 168,000,000.00 168,000,000 168,000,000.00
2 5/8-percent, 168,000,000 168, 000,000.00 168,000,000 168,000, 000.00
2 5/8-percent, 668,000,000 668,000,000.00 668,000,000 668,000,000.00
2 5/8-percent, 1,080,011,000 1,080,011,000.00 1,080,011,000 1,080,011,000.00
2 5/8-percent, 1,080,011,000 1,080,011,000.00 1,080,011,000 1,080,011,000.00
2 5/8-percent, 1,080,011,000 1,080,011,000.00 1,080,011,000 1,080,011,000.00
2 5/8-percent, 1,080,011,000 1,080,011,000.00 1,080,011,000 1,080,011,000.00
2 5/8-percent, 1,080,011,000 1,080,011,000.00 1,080,011,000 1,080,011,000.00
2 5/8-percent, 1,080,011,000 1,080,011,000.00 1,080,011,000 1,080,011,000.00
2 5/8-percent, 919,934,000 919,934,000.00 919,934,000 919,934,000.00
3 3/k-percent, 160,077,000 160,077 ,000.00 160,077,000 160,077,000.00
3 3/k-percent, 1,080,011,000 1,080,011,000.00 1,080,011,000 1,080,011,000,00
3 7/8-percent, 19TTeessvsseceenssocnsansses | =mmemee 1 eecwaes 1,080,011,000 1,080,011,000.00
3 7/8-percent, 197B.cc.veusennrnccnonsenes | mmmamee ) meaeens 658, 44k, 000 658,44k, 000.00
Total obligations sold only to this
fund (special 155U€S)ivasncessanencs 15,073,637,000 15,073,637,000.00 14,221,151,000 1%4,221,151,000.00
Total investments in public-debt
ObligationS.eevececnsascnns 18,455,510, 250 18,434,665,176.16 17,633,024,250 17,613,189,664.93
Undisbursed balances...... teeetasanee Ceesenecssesans N RSO 1,191,468,152,74 | = ------- 1,325, 893,632.46
Total B5SetSiesesreccsssasnscns vese | mmmmeee 19,626,133,328.90 | = ------- 18,939,083,297.39

y Par value, plus unamortized premium, less discount outstanding.
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$30 million of public issues. A summary of transactions for the
fiscal year, by type of security, is presented in table 6.

The 1956 amendments provided that the public-debt obligations
issued for purchase by the old-age and survivors insurance trust
fund and the disability insurance trust fund shall have maturities
fixed with due regard for the needs of the funds. Under this pro-
vision, the special issues held by the old-age and survivors
insurance trust fund on June 30, 1963, were distributed in equal
amounts of $1,080 million among maturities ranging from 3 to 1k
years and in smaller amounts maturing at the end of the 2d and 15th

years (table 5).
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Table 6.--Statement of transactions in public-debt securities for the old-age
and survivors insurance trust fund during the fiscal year 1963

/ALl amounts represent par values/

Acquisitions Dispositions
Public issues:
Treasury bonds:
3-percent, 1966..escessonssccssssaroscnnas $0 $25,000,000
3 3/8-percent, 1966...cccceearcccnsscssas 0 L, 500,000
b-percent, 196.sececcsceseccccsssssccnnss 20,000,000 0
L-percent, 1980.c.cecscccccccccccsscncanss 29,500,000 0
4 1/h4-percent, 1937-92.cceceeesroccccnsans 10,000,000 0
Total public 1SSUES.eceecesssssssooces 59,500,000 29,500,000
Obligations sold only to this fund
(special issues):
Certificates of indebtedness:
3 3/h-percent, 1963.ccececsesccccsacsccans 4,115,828,000 5,195,839,000
3 7/8-percent, 1963..ceecsncaccccccscsscns 7,888,966,000 7,888,966,000
l-percent, 1963..cceseecssscsscssccsscanss 1,905,822,000 1,905,822,000
Notes:
2 5/8-percent, 196k.cceeeerreeacecccancans 0 168,000,000
3 3/h-percent, 1964.cceiercscnccancseacens 0 88,796,000
Bonds:
2 1/2-percent, 196h..ieeerecsesrosceanacans 0 776,698,000
2 1/2-percent, 1965.ccceceeccccccsccnacnns 0 477,436,000
3 T/8-percent, 19TTeecesecsosoccsassssconss 1,080,011,000 0
3 7/8-percent, 1978..cceeeecscccccasccsans 658, 4lh,000 0
Total obligations sold only to
this fund (special 15su€S)iececcscss 15,649,071,000 16,501,557,000
Total transactionS.cescscesscassss 15,708,571,000 16,531,05T,000
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SUMMARY OF THE OPERATIONS OF THE FEDERAL DISABILITY INSURANCE
TRUST FUND, FISCAL YEAR 1963

A statement of the lncome and disbursements of the Federal
disability insurance trust fund for fiscal year 1963 and of the
assets of the fund at the beginning and end of the fiscal year is
presented in table 7.

The total assets of the disability insurance trust fund
amounted to $2,507 million on June 30, 1962. These assets decreased
by $113 million during the fiscal year, to $2,39h million at the end
of the year.

Net receipts of the fund amounted to $1,144 million. Of this
total, $1,006 million represented tax collections appropriated to
the fund, and $82 million represented amounts received by the
Secretary of the Treasury 1n accordance with State coverage agree-
ments and deposited in the fund. As an offset, $12 million was
transferred from the trust fund into the Treasury as repayment for
the estimated amount of contributions subject to refund to employees
who worked for more than one employer during the course of a year
and paid contributions on wages in excess of the statutory maximum.
An additional $67 million of receipts consisted of net interest on
the investment of the fund.

Disbursements from the fund during the fiscal year 1963
totaled $1,257 million. Of this total, $1,171 million was for

benefit payments, an increase of 16 percent over the corresponding
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amount paid in the fiscal year 1962. This increase was due chiefly
to the expected Increase in the number of disability insurance
beneficiaries as the program matures.

Public Law 880, approved August 1, 1956, provided for
financlal interchanges between the railroad retirement account and
the disability insurance trust fund similar to those described in
the preceding sectlon relating to the old-age and survivors insurance
trust fund. The determination made as of June 30, 1962, required that
a transfer of $19,000,000 be mede from the disability insurance trust
fund to the railroad retirement account. This amount, together
with interest thereon for fiscal year 1963 amounting to $609,000,
was transferred to the rallroad retirement account in June 1963.

The remalning $67 million of disbursements was for administrative
expenses.

At the end of fiscal year 1963, some 1,382,000 persons in
790,000 families were receiving monthly benefits from the disability
insurance trust fund (table h). The distribution of benefit payments
in fiscal years 1962 and 1963, by type of benefit, is shown in table 8.

The assets of this fund at the end of fiscal year 1963 totaled
$2,394% million, consisting of $2,277 million in the form of obliga-
tions of the U.S. Government, and $116 million in undisbursed
balances. Table 9 shows a comparison of the total assets of the
fund and their distribution at the end of the fiscal years 1962 and

1963.
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Table 9.--Assets of the disability insurance trust fund, by type,

at end of fiscal years 1962 and 1963

June 30, 1962 June 30, 1963
Par value Book value y Par value Book value y
Investments in public-debt obligations:
Public issues:
Treasury notes:
L4 7/8-percent, series C, 1963.evecsesaresres $5, 000,000 $5,000,000,00 $5,000,000 $5,000,000,00
5-percent, series B, 196l .eveovasececncens 5,000,000 5,000,000.00 5,000,000 5,000,000.00
Treasury bonds:
3-percent, 1966..ccereccorercoancnccnns 10,000,000 10,000,000.00 | = ----ee- 1 mmee-a-
3 1/2-percent, 1990..ciueosseroncnns 7,500,000 7,076,704.86 7,500,000 7,002,050.94%
3 1/2-percent, 1998... 5,000,000 4,621,873.80 5,000,000 4,632,285.80
3 5/8-percent, 1967. 10,000,000 10,000, 000,00 10,000, 000 10,000,000.00
3 3/h-percent, 1968. 5,000,000 5,000,000.00 5,000,000 5,000,000.00
3 7/8-percent, 1968.. 3,750,000 3,750,000.00 3,750,000 3,750,000.00
3 7/8-percent, 19Th.. 5,000,000 5,000,000.00 5,000,000 5,000,000.00
4-percent, 1969.c.cuess 21,000,000 20,985,058.70 26,000,000 25,987,119.58
L.percent, 1980.ssesrasscenscrsncarsen 20,250,000 20,183,365.41 30,250,000 30,236,169.77
4 1/h-percent, 1975-85...... Ceeereeianenes 5,000,000 5,000,000.00 5,000,000 5,000,000,00
4 1/h-percent, 1987-92..ccsesscnnononnenses | mmmemes | ooooeen 5,000,000 5,048,166.66
Total Public 16SUES.aeeseesonscsnssoanes 102,500,000 101,617,007.77 112,500,000 111,745,792.75
Accrued interest purchased..eevieeesessssassse | —mwmea- 28,232,02 |  e--e--- 30,939.20
Total investments in public issues... 102,500,000 101,6U5,239.79 112,500,000 111,776,731.95
Obligations sold only to this fund (special
issues):
Certificates of indebtedness:
3 3/b-percent, 1,361,000 1,361,000.00 | = —-e--ee | —memee-
3 7/8-percent, 1964........ weserssrensenaan | mmmmememf eeeeeeo 5,706,000.00
Notes:
2 1/2-percent, 1963...ccvencnrenes [ 30,000,000 30,000,000.00 | comemee} aeeeis
2 5/8-percent, 1963........ 95,394,000 95,394,000.00 | = —--e-=e 1 mmmmaeo
2 5/8-percent, 95, 394,000 95,39%,000.00 | = —e--e-e 0 emeeeeo
2 5/8-percent, 32,394,000 32,39L,000.00 32,394,000.00
3 3/k-percent, 19,389,000 19,389,000.00 | = ----eee b ammeeen
3 3/k-percent, 20,738,000 20,738,000,00 8,913,000 8,913,000.00
3 3/k-percent, 20,738,000 20,738,000.00 20,738,000 20,738,000.00
3 3/h-percent, 20,738,000 20,738,000.00 20,738,000 20,738,000.00
3 3/b-percent, 1,349,000 1,349,000.00 1,349,000 1,349,000.00
Bonds:
2 1/2-percent, 7,500,000 7,500,000.00 | = cmemee 4 mmmeeee
2 1/2-percent, 37,500,000 37,500,000.00 | ceee--- | meeeees
2 1/2-percent, 37,500,000 37,500,000.00 37,500,000 37,500,000.00
2 1/2-percent, 37,500,000 37,500,000.00 37,500,000 37,500,000.00
2 1/2-percent, 37,500,000 37,500,000, 00 37,500,000 37,500,000.00
2 1/2-percent, 30,000,000 30,000,000.00 30,000,000 30,000, 000.00
2 5/8-percent, 1965..... 63,000,000 63,000,000.00 63,000,000 63,000,000.00
2 5/8-percent, 1966..cctiecerncnns 95, 394,000 95, 394,000.,00 95, 394,000 95, 394,000.00
2 5/8-percent, 196T...... 95, 394,000 95,394 ,000.00 95,394,000 95,394,000.00
2 5/8-percent, 1968..ccuiuinnnn. 102,894,000 102,894,000.00 102,894,000 102,894,000.00
2 5/8-percent, 1969.. 132,894,000 132,89%,000.00 132,894,000 132,89%,000.00
2 5/8-percent, 132,894,000 132,894,000.00 132,894,000 132,894,000.00
2 5/8-percent, 1971 132,894,000 132,894,000,00 132,894,000 132,894, 000.00
2 5/8-percent, 1972.. 132,894,000 132,894,000.00 132,894,000 132,89%4,000.00
2 5/8-percent, 1973 132,894,000 132,894,000.00 132,894,000 132,894,000.00
2 5/8-percent, 1 132,894,000 132,894,000.00 132,894,000 132,894, 000.00
2 5/8-percent, 132,894,000 132,894,000.,00 132,894,000 132,894,000.00
3 3/b-percent, 196T.cesee. 19,389,000 19, 389,000.00 19, 389,000 19, 389,000.00
3 3/h-percent, 1968..... 20,738,000 20,738,000.00 20,738,000 20,738,000.00
3 3/b-percent, 1969...... 20,738,000 20,738,000.00 20,738,000 20,738,000.00
3 3/k-percent, 1970 20,738,000 20,738,000.00 20,738,000 20,738,000.00
3 3/b-percent, 1971 20,738,000 20,738,000.00 20,738,000 20,738,000.00
3 3/k-percent, 20,738,000 20,738,000.00 20,738,000 20,738,000.00
3 3/k-percent, 20,738,000 20,738,000.00 20,738,000 20,738,000.00
3 3/b-percent, 20,738,000 20,738,000.00 20,738,000 20,738,000.00
3 3/b-percent, 1975...... 20,738,000 20,738,000,00 20,738,000 20,738,000.00
3 3/h-percent, 1976.ecececes 153,632,000 153,632,000.00 153,632,000 153,632,000.00
3 3/b-percent, 197T..eesssss . 153,632,000 153,632,000.00 153,632,000 153,632,000.00
3 7/8-percent, 1978..ccuvuvenenn S o o, 153,632,000 153,632,000.00
Total obligations sold only to this
fund (special 1S5UES)ssescesssssensss 2,304,492,000 2,30k4,492,000.00 2,165,467,000 2,165,467,000.00
Total investments im public-debt
obligations.. 2,k06,992,000 2,%06,137,239.79 2,277,967,000 2,277,243,731.95
Undisbursed balancesS.seseesacssssasesconcensovsnoneres | mommm-e 100,532,309.82 | @ —ee-e-- 116,468,109.83
Total B85€t8.sccssusseerconssnscvas | —mmmme- 2,506,669,549.61 |  eaeeeao 2,393,711,841.78

y Par value, plus unamortized premium, less discount outstanding.
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The net decrease in the par value of the investments owned
by the fund during the fiscal year amounted to $129 million. New
securities at a total par value of $1,301 million were acquired
during the fiscal year through the investment of recelpts of the
fund, the reinvestment of funds made available from the maturity
of securities, and exchange of securities. The par value of
securities redeemed or exchanged during the year was $1,.431 million,
including $10 million of public issues. A summary of transactions
for the fiscal year, by type of security, is presented in table 10.

As indicated in the preceding section of this report, the
spccial issues held by the trust funds have maturitiec fixed with
due regard for the needs of the funds. On June 30, 1963, these
holdings of the disability insurance trust fund were distributed
in equal amounts of $154 million among maturities ranging from 2
to 15 years and in a smaller amount maturing at the end of the

1st year (table 9).
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Table 10.--Statement of transactions in public-debt securities for the

disability insurance trust fund during the fiscal year 1963

/A1l smounts represent par values/

Acquisitions Dispositions
Public issues:
Treasury bonds:
3-percent, 1966.ceeeceresascsacsssscncsnne $0 $10, 000,000
Lhopercent, 1969..ccccteessacscarsssansosces 5,000,000 0
h.percent, 1980.ceeseesccccssessasscscocss 10,000,000 0
4 1/h-percent, 1987-92..ccceesssccnasacons 5,000,000 0
Total public IssuUeSiececcecescccnsscss 20,000,000 10,000,000
Obligations sold only to this fund
(special issues):
Certificates of indebtedness:
3 3/b-percent, 1963..ceeesssasnsssscnancns 318, 365,000 319,726,000
3 T/8-percent, 1963..ccsessscscessans ceees 663,903,000 663,903,000
3 T/8-percent, 1964....... Ceteceeesareenns 5,706,000 0
b _percent, 1963.sccttccanrassccsseassncsas 139,875,000 139,875,000
Notes:
2 1/2-percent, 1963.ccecisessssccsssaccnss 0 30,000,000
2 5/8-percent, 1963.ssscccsscscasssacccnss 0 95,394,000
2 5/8-percent, 196M..eeeeescsccsrsssnsnnns 0 95,394,000
3 3/k-percent, 1963.ccecccesscsccnss ceseens 0 19, 389,000
3 3/h-percent, 196M..ieseieescscrcescaccnns 0 11,825,000
Bonds:
2 1/2-percent, 1963¢ececccesssccccssscaces 0 7,500,000
2 1/2-percent, 196k...eveesecncssssacanans 0 37,500,000
3 T/8-percent, 1978u.ceecesscscscsscaccans 153,632,000 0
Total obligations sold only to
this fund (special 1SSUES)icveeesces 1,281,481,000 1,420,506, 000
Total transactionS.eeececescecscsscs 1,301,L481,000 1, 430,506,000
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EXPECTED OPERATIONS AND STATUS OF THE TRUST FUNDS DURING THE
PERIOD JULY 1, 1963, TO DECEMBER 31, 1968

In the following statement of the expected operations and
status of the trust funds during the period July 1, 1963, to
December 31, 1968, it is assumed that present statutory provisions
affecting the old-age, survivors, and disability insurance progrem
remsin unchanged throughout the period. The income and disbursements
of the program, however, are affected by general economic conditions
as well as by legislative provisions. Because it is difficult to
foresee economic developments, the assumptions and the resulting
estimates here presented are subject to some uncertainty. This
statement of the expected operations of the trust funds should
therefore be read with full recognition of the difficulties of
estimating future trust fund income and disbursements under chang-
ing economic conditions.

Estimates are presented in table 11 to show the expected
operations of the old-age and survivors insurance trust fund in
fiscal years 1964-68. They are based on the assumption that economic
activity will expand throughout the period, with employment and earn-
ings increasing steadily through 1968. Under this assumption the
estimated number of persons with taxable earnings under the old-age,
survivors, and disability insurance program is expected to increase
from 75.8 million during calendar year 1963 to 81.8 million during
calendar year 1968; their taxable earnings are estimated to increase
from $228 billion in 1963 to $263 billion in 1968. The increase

in estimated income from contributions in fiscal years 196L4-68
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Table 11.--Operations of the old-age and survivors insurance trust fund, fiscal years 1937-68

e

ﬁn million§7
Transactions during period
Income Disbursements Fund at
Fiscal year Reimbursement for Net end of
Interest additional cost Transfers to inerease; period
Tax on of noncontributory Benefit Administrative railroad in fund
contributions l/ investments g/ ecredit for payments expenses i/ retirement
military service account
Past experience:
1937-63...... $109,352 $7,648 $15 $93,848 $2, 42k $1,805 $18,939 | $18,939
1941l 688 56 ——- 6h 27 - 653 2,398
942, ........ 896 71 — 110 27 --- 830 3,227
943, ... 1,130 87 -— 149 27 ——— 1,041 k4,268
9hkk. .. ...... 1,292 103 — 185 33 - 1,178 5,446
1945, .00 une, 1,310 124 a— 240 27 —— 1,167 6,613
W6, . 1,238 148 ——— 321 37 — 1,028 7,641
1947 iinn, 1,459 163 (&) 426 41 - 1,157 8,798
1948, . .uun 1,616 191 1 512 g — 1,248 10,047
1949, ... ..., 1,690 230 3 607 53 - 1,263 11,310
1950, . 00eennn 2,106 257 L 127 57 . 1,583 12,893
1951, .0.ne.ns 3,120 287 I 1,498 70 - 1,843 14,736
1952000 i i 3,594 33k 4 1,982 85 - 1,864 16,600
1953, 0einenn 4,097 387 ——- 2,627 8 —— 1,766 18,366
195k .t 4,589 439 - 3,276 89 -12 1,676 20,043
1955000 iannn 5,087 438 - 4,333 103 -10 1,098 21,141
1956, .can. .. 6,4h2 487 [ 5,361 12k -7 1,452 22,593
1957 v eennnnn 6,540 555 --- 6,515 150 -5 436 23,029
1958, ..00tnn 7,267 556 _— 7,875 166 -2 -216 22,813
1959. ..., 7,565 543 — 9,049 206 12k -1,271 21,541
1960, c0uuunn. 9,843 517 —— 10,270 202 600 -T12 20,829
1961, 00ennnn 11,293 531 - 11,185 236 332 72 20,900
1962, .. 0uuann 11,455 541 —— 12,658 251 361 ~1,274 19,626
19630 cveennnn 13,328 515 - 13,8l5 263 423 -687 18,939
Estimated future
experience:
196h......... 15,31k 531 — 1k4,629 307 423 L8t 19,426
1965. 00 iaeaas 15,659 556 56 15,376 296 418 181 19,607
1966..000unn. 16,996 580 56 16,114 312 430 776 20,383
1967 0eennnn. 18,833 647 56 16,8L5 329 430 1,932 22,315
1968, ...t 20,376 753 56 17,585 338 k10 2,852 25,167

%./ Beginning December 1952, includes adjustment for refunds.

/ Includes net profits on marketable investments and, beginning in 1958, interest on administrative expenses reimbursed by the disability insurance
trust fund.

g/ Recelpts from sale of surplus materials, services, etc. are deducted from gross administrative expenses. Beginning in 1954, includes cost of
construction of office space for the Social Security Administration. Beginning in 1957, expenses incurred by the Department of Health, Fducation,
and Welfare under the disability insurance progrem are initially charged to the old-age and survivors insurance trust fund; reimbursements,
including interest, are then made from the disability insursnce trust fund in the following fiscal year.

4/ Less than $500,000.

Note.--In interpreting the estimates, reference should be made to the accompanying text which deseribes the underlying assumptions. Estimates were
prepared in December 1963,



reflects the assumed upward trend in the levels of employment and
earnings as well as the effect of the scheduled increases in
contribution rates, effective on January 1 of 1966 and 1968. Bene-
fit disbursements increase because of the recent amendments and also
because of the long-range upward trend in the number of beneficlaries
under the program.

Income of the old-age and survivors insurance trust fund is
expected to exceed outgo in each of the 5 fiscal years 1964-68. During
this period, there is an estimated net increase in the trust fund of
$6.2 billion, most of which occurs in the last 2 fiscal years.

Estimates consistent with those shown on a fiscal-year basis
in table 11 are presented in table 12 to show the progréss of the
old-age and survivors insurance trust fund on a calendar-year basis.
The trust fund is expected to increase in each of the 5 calendar
years 1964-68, except 1965. During that year, which immediately
precedes the year in which the next tax rate increase is scheduled
to take effect, the outgo of the trust fund 1s estimated to exceed
the income by a small amount. With the tax rate increases scheduled
to take place in 1966 and 1968, total income is expected to exceed
total disbursements by substantial smounts, and the trust fund will
increase accordinglyf

Benefit disbursements from the old-age and survivors insurance
trust fund will continue to increase over the next 5 calendar years

as the number of beneficiaries under the program increases. Table 13
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Table 12.--Operations of the old-age and survivors insurance trust fund, calendar years 1937-68

[ih million§7
Transactions during period
Income Disbursements
Fund at
Calendar year Reimbursement for Net end of
Tax Interest additional cost Benefit Administrative Traniiersdto increase period
contributions on of noncontributory payments expenses raliroa in fund
investments credit for retirement
military service account
Past experience:
1937-62....... $101,372 $7,397 $15 $86,806 $2,259 $1,382 $18,337 $18,337
19M1......as, 789 56 ——— 88 26 -—- 731 2,762
942, .00t 1,012 T2 _— 131 28 - 926 3,688
1943, .000enen. 1,239 88 — 166 29 ——- 1,132 4,820
W9hh, .o, 1,316 107 - 209 29 - 1,184 6,005
1945, 0vennnn 1,285 134 - 27k 30 -—- 1,116 7,121
1946, ..000unns 1,295 152 -— 378 Lo - 1,029 8,150
1947 evninn, 1,557 164 1 466 L6 _— 1,210 9,360
948, . .uueinnn 1,685 281 3 556 51 — 1,362 10,722
1949. . .0 1,666 146 4 667 54 _—— 1,094 11,816
1950, csunnsns 2,667 257 I 961 61 --- 1,905 13,721
2951, .cuennnns 3,363 417 I 1,885 81 -— 1,818 15,540
1952, cciinnen. 3,819 365 - 2,194 88 — 1,902 17,442
19530 cceeianns 3,945 Lk - 3,006 88 - 1,265 18,707
1954, ......... 5,163 Lh7 -— 3,670 92 -21 1,869 20,576
1955 ihuaenns 5,713 ksh — 4,968 119 -7 1,087 21,663
1956 ¢eiunnnnn 6,172 526 —— 5,715 132 -5 86 22,519
1957 eeenennns 6,825 556 _— 7,347 162 -2 -126 22,393
21958, 0euninns 7,566 552 ——- 8,327 194 124 -528 21,864
1959 ceivannen 8,052 532 - 9,842 184 282 -1,724 20,14
1960. . .0unenn. 10,866 516 — 10,677 203 318 184 20,324
1961, cvviennn. 11,28 548 _— 11,862 239 332 -599 19,725
1962, . .v.uunnn 12,059 526 - 13,356 256 361 -1,388 18,337
Estimated future
experience:

1963..cvensan. 1h4,541 521 -— 14,217 281 L3 143 18,480
1964, .. ..., 15,258 543 56 15,005 294 423 135 18,615
1965. .00 uinnnn 15,768 568 56 15,747 302 418 -T5 18,5h0
1966, 0 0ivrenns 18,168 614 56 16,479 319 430 1,610 20,150
1967 e evunnens 19,041 700 56 17,217 331 430 1,819 21,969
1968...iveans 21,685 828 56 17,968 338 k10 3,853 25,822

Note.--In interpreting the sbove experience, reference should be made to the footnotes in table 11.



shows the annual smount of benefit payments distributed by
classification of beneflciaries for each of the calendar years
1940-68. Benefit payments were 6.29 percent of taxable earnings
for calendar year 1962. It 1s estimated that in 1968 benefit
expenditures will be 7.09 percent of taxable earnings. Figures
for each of the calendar years 1940-68 are shown in table 1k.

The growth in the number of beneficiaries in the past and
the expected growth in the future are attributable in large measure
to the rising number of aged workers eligible for and receiving old-
age (primary) benefits. The growth in the number of eligible workers
aged 65 and over since 1940 has been uninterrupted. This growth
resulted partly from the increase in the population at these attained
ages, but primarily from two additional factors--(1) in each passing
year a larger proportion of the persons attalning age 65 had fully
insured status and (2) the amendments during the period 1950-61
liberalized the eligibility provisions and extended coverage to new
areas of employment.

In addition there has been a growth in the proportion of
eligible workers who get benefits. In the early years of the program,
a considerable proportion of the workers aged 65 and over who were
eligible for old-age (primary) benefits in the past remained in
covered employment (or, if they left covered employment, later
returned to it) and therefore did not receive benefits. Since 1945,

however, the proportion of eligible workers receiving retirement
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classification of beneficiaries, calendar years 1940-68

[fn million§7
Disbursed to survivors of deceased insured workers
Total Disbursed to Disbursed Monthly benefits
benefit old-age to dependents
Calendar year disbursements beneficiaries of old-age d wid Widowed mothers, Lump-sum
beneficiaries Aged widows, dependent divorced payments
Total dependent widowers, wives. and
and dependent parents dependent,children
Past experience:}/
1940.......7.. $35 $15 $o $6 2/ $6 $12
94,0 88 Ly 8 2L $3 21 13
1942, ...iuu. e 131 65 11 Lo 6 34 15
1943.......... 166 79 14 55 10 L5 18
B T 209 97 17 73 15 59 22
W45, ..t 27k 126 22 100 21 79 26
1946, . ... 378 189 33 128 29 99 28
1947, v, Le6 245 43 149 38 111 29
1948.......... 556 300 52 172 o] 122 32
1949, ......... 667 373 6k 197 62 134 33
1950 . cauannns 961 557 95 277 92 185 33
1951 . 0eiunn.s 1,885 1,135 186 507 165 3Lk2 57
1952, cvevensn 2,194 1,328 212 592 201 390 63
1953. . cenennn. 3,006 1,88k 291 Thh 260 483 87
195k, ... 3,670 2,350 358 880 317 563 92
1955 ceuuanans 4,968 3,253 L95 1,108 412 695 113
1956, .. ceienn. 5,715 3,793 568 1,244 L86 758 109
1957 enevennns 7,347 4,888 799 1,521 672 849 139
1958. ..., 8,327 5,567 907 1,720 777 943 133
1959, ciiiennn 9,8Lk2 6,548 1,059 2,063 9L6 1,117 171
1960...cvuenn. 10,677 7,053 1,143 2,316 1,085 1,231 164
1961...ennnn.. 11,862 7,802 1,230 2,659 1,262 1,396 171
1962, . cvinnnnn 13,356 8,813 1,349 3,011 1,50k 1,507 183
Estimated future
experience:
1963..cennnn, 1k,217 9,391 1,Lok 3,215 1,645 1,570 206
1964, . .unu.... 15,005 9,912 1,434 3,436 1,792 1,644 223
1965. . cnnn.n 15,747 10,393 1,L67 3,651 1,940 1,711 236
1966, 0unnnnns 16,479 10,853 1,501 3,877 2,094 1,783 2L8
19670 euunnenn 17,217 11,311 1,54 4,107 2,253 1,854 258
1968.......0.. 17,968 11,781 1,583 4,338 2,414 1,924 266

Partly estimated.

less than $500,000.



Table 1lk.--0ld-age and survivors insurance benefit payments as a
percentage 1/ of taxable earnings, calendar years, 1940=-68

Benefit Benefit
payments payments
as a as a
Calendar year percentage Calendar year percentage
of taxeble of taxable
earnings earnings
Past experience: Past experience--
1940, . v v et nes 0.11 Continued:
1941, ..00nel.. .21 1056, euenennn 3.48
9k2..00ien., .25 1957 eeesennnns L. 20
1943.....0..ee. .27 1958, 0veen. L,77
194k, ......... .32 1959. .. .0u.. .. 5.03
1945, .. 0u.... pnn 1960, .. cveunn. 2/ 5.33
1946, ... .55 1961.eeennnnn. 2/ 5.86
1947 vuent . .59 19624 0.ennnn. 2/ 6.29
1948, .c0vutn.n .66
1949, .. .valss .82 Estimated future
experience:
1950, . ceneens 1.10 1963..ccine... 6.46
1951..0vvnnens 1.61 196k, ... ..... 6.61
1952, i eenennn 1.76 1965, ciieen.. 6.74
1953...c0uenes 2.28 1966. .. veinnn. 6.87
1954, ..., 2.83 1967 cevennn.. 6.99
1955 e ienns 3.26 1968...cvenn.. 7.09

;/ For 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 on complete tabulation of self-

employment earnings for 1960-62 and of taxable wages for 1961-62.
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benefits has been increasing except for temporary halts due to
special circumstences resulting from the amendments of 1950 and
1954, In general, due to the increasing percentage of eligibles
aged T2 or over, who recelve benefits regardless of earnings, the
upward trend iIn this proportion is expected to continue, although
»at a slower rate than in the past.

The expected operations and status of the disability insurance
trust fund during the next 5 fiscal years are presented in table 15,
together with the figures on actual experience in earlier years.

Outgo of the disability insurance trust fund is expected to exceed
income in each of the 5 fiscal years 1964-68. It is estimated that
this fund will amount to $1,186 million on June 30, 1968.

Estimates consistent with those shown on & fiscal-year basis
in table 15 are presented in table 16 to show the progress of the
disability insurance trust fund on a calendar-year basis. The total
amount of benefit payments will continue to increase over the next
5 calendar years as the number of beneficiaries increases. Benefit
expenditures as a percentage of payroll will also increase. DBenefit
payments were 0.52 percent of taxable earnings for calendar year 1962.
It is estimated that in 1968 benefit payments will be 0.60 percent of
taxable earnings, as shown in table 17.

Reference has been made in earlier sections to the financial
interchanges between the railrosd retirement account and the two trust
funds under the provisions of the Railroad Retirement Act. The estimates

shown in tables 11, 12, 15 and 16 reflect the effect of future financial

Next Page

interchanges.
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Teble 15.--Operations of the disability insurance trust fund, fiscal years 1957-68

§

ﬁn miJ_LionsJ
Transactions during period
Income Disbursements

Reimbursement for T fers to Net Fund at

Fiscal additional t Tans nd of
seas yeer Tax Int::e st of noncgntrigszory Benezxi;s Adz:iniz::ative rﬁm:t incr ease ;er:lgd
contributions 1/ investments 2/ credit for peym penses r:ccgeuzt "
military service
Past experience:
1957-63. ... $6,265 $293 --- $3,922 $233 $9 $2,394 $2, 39k
195Tceceses 337 1 - — 1 —— 337 337
1958, ...+, 926 16 -— 168 12 —— 762 1,099
1959 0.0en. 895 33 -—- 339 21 - 568 1,667
1960, cevese 987 k7 —— 528 32 27 501 2,167
1961....... 1,022 61 _— TO4 36 5 337 2,50k
1962, c00us 1,021 68 —— 1,011 64 11 2 2,507
19630000000 1,077 67 -— 1,171 67 20 -113 2,394
Estimated future
experience:

196h....... 1,131 65 -— 1,255 68 20 -147 2,247
1965, 0000 1,159 62 $4 1,324 82 19 -200 2,0h7
1966...000.. 1,185 55 N 1,392 84 20 =252 1,795
196Te0sseee 1,212 L7 n 1,448 88 20 -293 1,502
1968....0.. 1,247 37 4 1,491 93 20 -316 1,186

y Ad justed for refunds.

g/ Includes net profits on marketable investments and, beginning in 1958, adjustment for interest on administrative expenses reimbursed to the
old-age end survivors insurance trust fund.

Expenses of the Department of Health, BEducation, and Welfare under the disability insurance program are initially charged to the old-age and

Note.--Reference should be made to the text which describes the underlying assumptions end limitations.

survivors insurance trust fund; reimbursements,

fiscal year.

including interest, are then made from the disebility inmsurance trust fund in the follo wing
Estimates were prepared in December 1963.
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Table 16.--Operations of the disability insurance trust fund, calendar years 1957-68

[Eh millions_7

Transactions during period

Income Disbursements
Reimbursement for Net rugd ?t
Calendar year Int additional cost Transfers to € en 10
T nterest of noncontributory Benefit Administrative rallroad increase period
ax on in fund
credit for payments expenses retirement
contributions investments
military service account
Past experience:
1957-62. . ... $5,652 $259 - $3,323 $232 -$11 $2,368 $2,368
1957 eue.. .. 702 7 -— 57 3 - 649 649
1958........ 966 25 —— 249 12 -— 729 1,379
1959, 0.0 00sen 891 4o -— hs7 50 -22 L7 1,825
1960, ccven. 1,010 53 ——— 568 36 -5 Lek 2,289
1961...c0n.. 1,038 66 - 887 64 5 148 2,437
1962...... . 1,046 68 -—- 1,105 66 11 -69 2,368
Estimated future
experience:

1963, c0unes 1,099 66 -— 1,210 68 20 -133 2,235
196h........ 1,129 63 $h 1,291 82 20 -197 2,038
1965........ 1,167 58 L 1,360 8L 19 -23h 1,804
1966. ...t 1,195 51 I 1,ke2 88 20 -280 1,52k
1967 0vvenn. 1,226 Lo I 1,471 93 20 -312 1,212
1968........ 1,262 32 4 1,509 96 20 -327 885

Note.--In interpreting the above experience, reference should be made to the footnotes in table 15.



Table 17.--Disability insurance benefit payments as a percentage i/
of taxable earnings, calendar years 1957-68

Benefit Benefit
payments payments
as a as &
Calendar year percentage Calendar year percentage
of taxable of taxable
earnings earnings
Past experience: Estimated future
1957 reenenns .03 experience:
1958. v L1b 1963....... .. .55
1959. . .ccvennn. .23 196h.......... .57
1960. e 2/ .28 1965...cc0.... .58
1961, cevvnn.. 3/ bk 1966, 0vvennn .59
1962.. ... 2/ .52 1967 vennnnn. .60
1968.......... .60

i/ Tekes into account (1) lower contribution rate payable by the self-employed
compared with combined employer-employee rate, and (2) employee contribu-

tions subject to refund.
2/ Preliminary, subject to revision on complete tabulation of taxable self-

employment earnings for 1960-62 and of taxable wages for 1961-62.

29-486 O-64—4
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Public Law 881, approved August 1, 1956, provides that the
old-age and survivors insurance trust fund, and where appropriate
the disability insursnce 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 at some time
during the period September 16, 1940, through December 31, 1956,
and from the provisions enacted in 1946 that granted survivor
protection to certain World War II veterans for a period of 3 years
after leaving service. A description of the legislative history of
provisions relating to credit for mllitary service, including the
provisions for reimbursement for the additional costs arising from
payments made before September 1950, is contained in appendix II.
No funds have been sppropristed as reimbursements to the trust funds
for such sdditional costs that arose after August 1950. New legisla-
tion will be proposed authorizing annual reimbursements based on
the following plen: The estimated total edditional costs arising
from (1) payments that have been made through fiscal year 1963 and
(2) payments that will be mede in future years will be amortized
by level annual appropriations to the trust funds over & 50-year
period beginning in fiscal year 1965. Periodically, the estimated
smount of annusl payment will be refigured to reflect emerging
actual costs incurred. The Budget of the United States Government
for the fiscal year 1965 makes provision for the first of these
reimbursements. The estimates shown in the various tables in this

section reflect the effect of these annual reimbursements.

Next Page



ACTUARIAL STATUS OF THE TRUST FUNDS

Old-age, survivors, and disability insurance benefit payments will
increase for many years--not only in dollars but also as & percentage of
taxable payroll. lLong-range estimates are needed, therefore, to show
how much the cost is likely to increase and to indicate whether the
scheduled tax rates are adequate.

The cost of benefits to aged persons, which constitute almost 85
percent of the total cost, will rise for several reasons. The U.S.
population will almost certainly become relatively much older on the
average. A relatively older population will result because the present
aged population is made up of the survivors from past periods when death
rates were much higher than they are now. Also, after the turn of the
century, the larger birth cohorts of the 1940's and 1950's will be
attaining retirement age. Thus, in the future, relatively more persons,
both in total and in each cohort, will attain age 65 and older ages.

The cost of the program is closely related to the ratio of the
population aged 65 and over (potential beneficiaries) to the population
aged 20-64 (potential contributors). On June 30, 1963, this ratio was
17.9 percent. In a stationary population that would result if present
death rates were applied to a comnstant annual number of births the
ratio would be 25.2 percent, but such a situation is not likely to occur
within the next century. Ultimately this ratio may become even greatler
than 25 percent because decreases in mortality below present rates would,
in a stationary population, have the effect of increasing the proportion
at the oldest ages.

Another reason for the increasing cost is that the proportion of

the aged population eligible for and receiving benefits will increase.
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Scizz of the prescnt nersons aged 55 and over were not in covered employment
icng enousza Lo ovuainm venefits, or, in the case of widows, their husbands
were not suiliciently long in covered employment. Although the system
began in 1937, many jobs were not covered until 1951 or 1955. It is es-
timated that the pucportion of the aged population eligible for some type
c? Lerafit under the system will increase from the present level of about
&0 percent to between 95 and 98 percent by the end of the century.

Sizce ke long-term future cost of the old-age, survivors, and dis-
a2bility insurance program will be affected by many fectors that are diffi-
cu t to determine, the assumptions used in the actuarial cost estimates
vay differ widely and yet be reasonzble. The long-term cost estimates
for the prcgram as it was changed by the 1961 amzndments (shown for 1970
e=d thereafter) are presented here on & range basis to indicate the pleusible
voriaticon in future costs deprending on the actual trends that develop for
-2 verious cost factors. PRoth the low- and high-cost estimates are based
ca cssumptions that represent clese to full employment, with the average
exnual earnings remaining at about the level that prevailed in 1963. Each
cstimate provides data on texeble payroll and contributions and on bene-
ficiaries snd benefit paymants for every future year. The data are pre-
sented here Yor sclected future years. All figures are assumed to remain
constant aiter 2050.

It is considered likely, although by no means certain, that actual
costs as a parcentage of taxable payroll will lie between the low-cost
and high-ccst figures. Also, a single estimate of costs is needed as a
guide in concsidering proposed legislation and developing tax schedules

nieaded to moke the system self-supporting. For these reasons, an in-

termediate-cost estimate is prepared, in which numbers of beneficiaries,
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amount of benefit payments, and taxable payrolls are taken halfway between
the low-cost and high-cost figures. The intermediate percentage-of-payroll
figures are obtained by dividing total bernefit payments by taxable payroll,
each on the intermediate basis, and are therefore not exactly equal to the
average of low-cost and high-cost percentege-of-payroll figures.

Table 18 shows benefit-payment costs for selected years and the
corresponding level-costs, all expressed &s percentages of texable payroll,
under each of the three estimates. The level-cost of the program is the
constant coumbined employer-employee tax rate that, together with a tax on
the self-cmployed at 75 percent of such combined rate, would exactly pay
for all future bemefits end administrative expenses, after making allowance
for the effect of the future interest earnings of the existing trust fund
and for all other future interest earnings. It should be noted that these
level-cost computations are based on estimated experience for the rising
benefit costs into perpetuity (but assuming that the system reaches maturity
in about 75 years and that the expenditures, in terms of dollars, level off
after the year 2050)}. Obviously, if a level-cost were obtained for a period
of, say, 75 yeers into the future, it would be somewhat lower than on a
perpetuity basis. All percentage-of-payroll figures are adjusted so that
they represent the tax rate that employees and employers combined, and the
self-employed at three-quarters of the combined rate, would have to pay in
any given year to meet exactly the disbursements in that year.

Tables 19 and 20 show, for each set of estimates, the contributioms,
benefit payments, administrative expenses, amount paid to or received
from the railroed retirement system, and the balance in the trust funds

for selected years.
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Teble 18.--Istimcted costs of old-: a2, survivors,—7nd disability
a

inzurance system &s percent of payroll®/, 1963 level-

earnings essuxmptions, 1970-2050

(In percent)

Calerndar Low-cost High-cost Intermadiate~
e > ; Y4
MacTiky GCEGLLATe estimate cost estimale

Old=Age and survivors insurance benefits

1970 7.2% T.7% 7.49
1980 7.4 8.¢3 3.39
1990 8.05 10.27 9.08
20C0 7.28 10.16 8.58
2025 8.16 1%.14 10.21
2050 10.17 14.86 11.98
level-costs 7.63 10.09 8.71
Diszbility insurance benefits
1570 .60 .13 R
1580 .59 .13 .66
1950 .54 .73 .63
20C0 .Sk .75 .63
2025 .61 .82 .70
2050 o/ 65 .86 T4
Ievel-cost .57 T4 .6l

e/

e/

Taking into acccunt the lower contribution rate for the self-
exployed, as compared with the eciibined employer-employee rate.
_.3cd on the avercics of the dollar contributions and dollar
costs under the low-ccst and high-cost estimates.

Lzvel contribution rate, at an interest rate of 3.25 percent
for hi~h-cost, 3.50 percent for intermediate-cost, and 3.75
percent for low-cost, for benefits after 1663, teking into
acccunt interest on the trust fund on December 31, 1963,
future administrative expenses, the railroad retirement finan-
cial interchange provisions, reimbursement for additional cost
of noncontributory credit for military service, and the lower
contribution rates payzable by the self-emrloyed.
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Table 19.--Estimated progress of old-szge and survivors insuramce trust fund, 1963

level earnings assumption®
(In millions)

Adninis- Financial Fund at
Calendar Contribu- Eenefit trative inter- Interest end of
year butions vayrents expenses changeg/ on fund yeard
Actuel data
1955 $ 5,713 $ 4,068 $119 $7 $ sk $ 21,663
1956 6,172 5,715 1529/ 5 526 22,519
1957 6,825 T 347 1629/ 2 556 22,393
1958 7,566 8,327 194 ~124 552 21,864
1959 8,052 9,8k2 184 -282 532 20,141
1960 10,866 10,677 203 -318 516 20, 32k
1961 11,285 11,862 239 -332 5kg 19,725
1962 12,059 13,356 256 -361 526 18,337
Iow-cost estimate
1970 $22,764 418,125 $323 -$385 $ 1,248 $ 40,269
1980 27,340 23,998 393 - 115 3,378 97,409
1990 32,354 29,330 ko9 30 6,023 170,867
2000 38,575 31,666 515 80 10,549 298,251
2025 51,374 47,268 731 110 38,272 1,065,318

High-cost estimate

1970 $22,241 $18,875  $374 -$lLs $ 929 $ 3,823
1980 25,677 25./89 Lek - 185 1,711 55,097
1990 28, 32k 32,621 550 - 50 1,249 Lo,k91
2000 31,805 36,301 €03 0 e/ e/

2025 35,953 53,222 807 30 e/ e/

Interrediate-cost estimate

1970 $22,502 $18,499 $348 -$415 $ 1,061 $ 35,98k
1980 26,508 24,843 k31 - 150 2,448 75,507
1990 30,339 30,974 510 - 10 3,410 103,363
2000 35,190 33,983 559 Lo L,562 138,633
2025 43,664 50,246 769 70 10,236 304,076

g/ Interest rates of 3%.25 percent for high-cost, 3.50 percent for intermediate-
cost, and 3.75 percent for low-cost, were used in determining the level-cost,
but in developing the progress of the trust fund, varying rates in the early
years were used, which--when averaged over a long period of time--are equiva-
lent to such fixed rates.

g/ These figures are artifically high because of the method of reimbursements be-

tween this trust fund and the disability insurance trust fund {and, likewise,

the figure for 1959 is too low).

A positive figure indicates payment to the trust fund from the railroad retire-

ment account; a negative figure indicates the reverse.

Not incluling amounts in the railroed retirement account to the credit of the

old-age and survivors insurance trust fund. In millions of dollars, these amounteq

to $377 for 1953, $284 for 1954, and $163 for 1955, $60 for 1956, and nothing

for 1957 and thereafter.

g/ Fund exhesusted in 1999.

Note.~~Contributions include reimbursement for additional cost of noncontributory

credit for military service.

&
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Table 20. --Estimated progress 87 disability insurance trust fund, 1963 level
earnings assumption=

(In millions)

Adminis- Financial Fund at
Calendar Contri- Benefit trative inter:/ Interest end of
year butions payments expenses change on fund year
Actual data
1957 $ 702 $ 57 $ 53—;/J -- $ 7§ 649
1958 966 2kg 12 - 25 1,379
1959 891 k57 50 $ 22 ko 1,825
1960 1,010 568 36 5 53 2,289
1961 1,038 887 64 - 5 66 2,437
1962 1,046 1,105 66 - 11 68 2,368
Low-cost estimate
1970 $1,30k $1,467 $ 90 -$17 $ 30 $ 969
1580 1,565 1,739 Ol 2 af &/
1990 1,852 1,903 92 5 &/ a/
2000 2,207 2,269 102 5 a/ a/
2025 2,936 3,45k k5 5 a/ a/
High-cost estimate
1970 $1,271 $1,733 $110 -$23 e/ e/
1980 1,467 2,02k 116 - 8 e/ e/
1990 1,619 2,233 119 - 5 e/ e/
2000 1,818 2,591 136 - 5 e/ e/
2025 2,054 3,206 165 - 5 e/ e/
Intermediate-cost estimate
1970 $1,288 $1,601 $100 -$20 $ 6 $ 127
1980 1,516 1,881 105 -5 £/ z/
1990 1,735 2,068 106 0 £/ £
2000 2,013 2,429 119 0 £/ £/
2025 2,495 3,329 155 0 £/ £/

g/ Interest rates of 3.25 percent for high-cost, 3.50 percent for intermediate
cost, and 3.75 percent for low-cost were used in determining the level-cost,
but in developing the progress of the trust fund, varying rates in the early
years were used, which--when averaged over a long period of time--are equiva-
lent to such fixed rates.

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

A positive figure indicates payment to the trust fund from the railroad re-
tirement account; a negative figure indicates the reverse.

Fund exhausted in 197k.

Fund exhausted in 1969,

Fund exhausted in 1971.

ote.--Contributions include reimbursement for additional cost of noncontributory
credit for military service.

<

S

b
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% should be emphasized that dollar figures projected for so many
yeers into the future have only limited significance because of changes
that ere likely to occur in the general economy, as well as in the system
itself. What is really the most significant are relative figures such as
those in teble 18 showing the benefit costs as a percentage of taxable

payroll.
For old-age and survivors insurance, annual benefit payments as a

percentage of payroll are less than or close to the scheduled tax rates in
the eerly future years, but they eventually rise well above the ultimate
coxzbined employer-employee rate of 8% percent. For disability iunsurance
the benefit payments are higher than the present-level combined employer-
employee tax rate of % percent for every future year.

To measure the extent to which the financing arrangements of the
system result in a surplus or deficiency, a level rate equivalent to the
actual increasing contribution rates has been computed, taking into account
Puture interest. The level-equivalent rate of contributions minus the
level-cost of benefit payments and administrative costs expressed as &
percentage of taxable payroll (after making allowance for the interest-
carning effect of the existing trust fund), gives the amount by which the
contribution rate in all years would have to be changed to put the system

in exact long-range balance according to the estimate. A negative figure
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would indicate that za inzcercise in the tax rate is needed to rcke the
system self-surporting. IHowever, cozsidering the variability of long-
r.nge cost esticaies exnd certain elements of conservatism believed to
be preoscss in the cctimates, snzll negative figures are not considered
~ignificent.

The lozz-range balzzce of the system is shown by the following
level-equivclent costs and contributicns, expressed in percenteges of
taxaeble Toyroll, which are coupuved as of the beginning of calendar
yeer 1S54, et interest raites of 3.25 percent for high-cost, 3.50 percent

for intermediate-cost, acd 3.75 percernt for low-cost:

(In percent)
Intermediate-~
Item low-cost High-cost cost
0ld-age apd survivors imsurance

.
Contributions 8.61 8.61 8.61
Eenefit Cos+t 7.63 10.09 8.71
it cdifference .98 - 1.48 - .10

Disability insurance

1
Con:ribution§7/ «50 .50 .50
Benefit cost .57 T4 Rn
Net difference - .07 - 2k - W1k

;/ ased on adjusted payroll that reflects the lower contribution
rete Jo.r the self-ewployed as compared with the combined employer-
employce rate.

g/ Including adjustments (&) to reflect lower contribution rate for

the self-employed as compared with the combined employer-employee
rate, (b) for interest on existing trust fuand, (c¢) for administra-
tive expenses, (d) for the railroad retirewment financial inter-
change provisions, and (e) for reimbursemernt of military-wage-
credits cost.
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The lack of ectuarial balance of the old-age and survivors insurance

program (0.10 percent of taxable payroll on the intermediate-cost basis)

is within the acceptable limit of variation of 0.25 percent of taxable
payroll trat has been used frequently in the past by the congressional
ccamittees which deal with this progran. The disability insurance program
has a lack of actuarial balance of 0.l4 percent of taxable payroll, which

is well above the corresponding acceptable limit of variation of 0.06 percent

of taxable payroll.

If the intermediate-cost estimate had been based on a higher in-
terest rate than 3.50 percent (which is somewhat above the current average

being earnad by the total investmants of the trust funds, although consider-
ably below the prevailing market rate of interest on long-term Government
obligations, which is currently ebout 4.0 parcent), the lack of actuarial
balance of the corbined program would have been considerably less than

0.24 percent of taxable payroll. In fact, if an interest rate of 4 percent
had been essuwed, the combined actuarial deficit of both programs would

have been virtually eliminated.

If the experience exactly follows the assumptions, future compu-
tations would show a gradual increase in the actuarial lack of balance
under the intermadiate-cost estimate for both the old-age and survivors
insurence system and the disabilitvy insurance system. The reason for this
is thet interest accumilations increase any surplus in the system, but the
failure to accumulate all interest incoms that would have been earned in
an exactly-belanced system increases any deficit. Imn the case of a sur-
plus, the excess contributions actually earn interest, while a deficit
grows because of the ebsence of the annual interest that would have been
eexrned if the contributions required for balance had been paid. It is
estimated that because of this effect the present deficiency of 0.24 per-
cent of taxeble peyroll would increase to 0.28 percent by the year 1970

if a1l elements of the assumptions hold true.
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Continuing study of the emerging experience under the progrem provides
a basis for prompt chanzes in the tax rate or other changes that may be
necessary to keap the system froa growing excessively out of actuerial
balence in either direction.

It is importent to note that these estimates are made on the assump-
tion that earnings will remain at about the level prevailing in 1963, If
esrniznzis levels rise, as they have in the past, the benefits and the tax-
eble ecraings base under th2 program will undoubtedly be modified. If such
chanzes ere wade concurrenily erd proportionately with changes in general
eernings levels, end if the experience follows all the otker essumptions,

pe future year-by-ysar costz of the syctem as a percentage of taxable
peyroll would be ithe swne &s those shara. However, the existing trust
fund accumulated in the past, and its interest earnings, will represent

a smeller proporiion of the future taxeble payrolls than if earnings were
not to increzse in future years. As a result, since interest eainings of
the trust fund will play a relatvively smaller role in the financing of the
system, the "net" level-cosi--teking into eccount benefit payments, adminis-
tratlve expenses, and interest on the existing trust fund--would be some-
what higher. However, the level-cost might not rise this much, or mignt
even decline, if benefit adjustments do not fully reflect rising earnings.
Again, the effect of such events can be observed in ample time to meke
any needed changes in the contribution schedule or any other appropriate
changes in the system.

Tais analysis includes the benefits and contributions in respect to
21l persons enticipated to be covered in the future under present statutory
provisions end not merely (a) the benefits to be paid to workers who have
teen covired by the system in the past and to their dependents and survivors,

(b) the future texes to be paid by such workers, and (c) the existing trust
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eads.  An iasurcnce commony must ot up reserves equal to all currently

FRgpmaq e

accrued liabilities, since it cannot compel individuals to become new

rolicyholders exd must be in a position at any tize so thet in the fut
i% can pay all benefits that will beccue due with respzsct to its present

-

erd past policyholders, using orly its present assets and the fuiture

preziums to be paid by present policyholders. In aralyzing the aciuarial

conlition of & ccumpulsory social insurance cystem thet will contirue in-

cefinitely, the incoze and outzo with respe 2ct L0 new entrents should

(o)

prozeriy te included,; thus obviating the need to set up reserves for all

currently eccruad iiebilities.

7 the essumwtions under which these estinates have

=n made is presented ia eppendix I.
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MEDIUM-RANGE COST ESTIMATES

The preceding sections have presented both short-range cost
estimates (for the next 5 years) and long-range cost estimates (for
many decades into the future) for the old-age, survivors, and dis-
abllity insurance system. The 1957-58 Advisory Council on Social
Security Financing indicated, among its recommendations, the
desirability of a medium-range cost estimate covering a period of
15 to 20 years (the 19th Trustees Report contains the full text of
the Advisory Council's Report). These estimates, 1t was suggested,
should teke into account possible variations in economic factors,
such as level of earnings and level of employment, as well as
variations in demographic factors.

Tables 21 and 22 present two medium~range projections based
on different assumptions. For both projections, it is assumed that
economic activity will have normal expansion throughout the periocd,
with employment increasing steadily and with the average total
earnings of each covered worker increasing at an annual rate of
3 percent. In the first one (Table 21) » the maximum taxable earnings
base 1s assumed to remain at its present level of ‘$4,800 per year,
while for the second one (Table22),the base 1s assumed to be kept
up-to-date, i.e., it is assumed that the base is changed periodically
80 as to cover about the same proportion of total earnings that was
covered in 1963 by the $4,800 base. These assumptions imply that
for the first projection, of the estimated 65-percent increase in

average earnings that will occur in the 1963-80 period, only
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19 percent, or close to 30 percent relatively, will be taxable
under the program, due to the dampening effect of the fixed maximum
taxable earnings base. For the second projection, the entire
65-percent increase will be texable because of the constant up-
deting of the earnings base.

It is assumed for the first projection that all provislons
of the law would remain as they were at the end of 1963. This
projection is based on dynamic earnings-level assumptions and

static benefit-provision assumptions. However, over the 1l7-year

period covered by the estimiies, change: 41 undoubtedly t =ade.
The purpose of this estimate is to indicate the size of th. .inancial
ccinitments of present law even though it is recognized that the law

itself would undoubtedly be chenged during the period. The extent and

timing of these changes are, of course, unpredictable.

It is assumed for the second projection that the maximum taxable earn
inrs base and the benefit provisions of present law are amended periodically
so that the relstionships ercng total earnings, taxable earnings, and
teaefit experiitures during cach of the years 1963-80 under the
eumerded law are the seme as those shown in the long-renge intermediate-
cost estimates prepared on level-earnings assuaptions. The cost
estimate shown in Table22 is, therefore, very similar to the long-
range cost estimate if costs are considered in terms of percentages

of taxable payroll, but it has the advantage of presenting dollar
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figures of a more realistic magnitude. This projection, accordingly,
1s based on dynamic earnings~level assumptions, combined with an assumption
that the law is frequently amended to keep the system fully up-to-date.

As shown in Tables 21 and 22, according to the medium-range
estimates, the old-age and survivors insurance trust fund grows
more or less steadily through the period up to 1980--reaching in
1975 about $79 billion in the first projection and sbout $64 billion
in the second one. For 1980, the corresponding figures for the
balance in the trust fund are $120 billion and $89 billion. In
1980, estimated contribution income exceeds benefit outgo by about
20% under the assumptions of dynamic earnings-level conditions and
static benefit provisions, but by only 7% under the "double dynamic"
assumptions basis.

The disabllity lnsurance trust fund, according to the medium-
range estimates, decreases continuously until it is finally exhausted
in about 1970 to 1972. In 1980, estimated contributicn income is
about 10% lower than benefit outgo under the assumptions of dynamic
earnings-level conditions and static benefit provisions, and by
about 20% under the "double dynamic" assumptions basis. It is
evident that the proportion of the total contribution income of
the program that is now allocated to the disability insurance trust

fund will support it for a decade at most.

58



c—¥9-0O 98%-62

6§

Teble 2l.

Estimated progress of trust funds, increasing earnings ai7umption, fixed earnings base

and equivalent 3.50 percent interest rate basis
(in millions)

Calendar ?/ Benefit Administra- Financial Interest Fund at

Year Contributions payments tive expenses interchange on fund year end
Old-age and survivors insurance -trust fund
1975 $28,048 $22,206 $hk5 4315 $2,514 $ 79,177
1980 31,465 26,073 ‘512 - 150 3,895 120,265
Disability insurance trust fund

1975 1,605 1,811 116 - 10 y ,l:j
1930 1,799 1,987 125 -3 L/ 4

l/ On the same basls as used to develop the trust funds for the long-range intermediate cost
estimates in Tables 19 end 20.

3/

a negative figure indicates the reverse.
&/ Fund exhausted in year 1972.

g/ Includes reimbursement for additional cost of noncontributory credits for military service.
3/ A positive figure indicates payment to the trust funds from the railroad retirement account;



Table 22. Estimated progress of trust funds, increasing earnings and benefits assumg}ions,
variable earnings base and equivalent 3.50 percent interest rate basisl
(in millions)

Calendar g/ Benefit Administra- Financial _/ Interest Fund at
Year Contributions payments tive expzuses interchange on Fund year end
Old-age and survivors insurance trust fund
1975 $35,017 $30,798 $556 -$4l9 $2,012 $64,272
1980 43,814 k1,062 T2 - 248 2,831 88,821
Disability insurance trust fund
1975 2,003 2,483 145 - 1k y y
1980 2,506 3,109 17k - 5 L/ L/

l/ On the same basis as used to develop the trust funds for the long-range intermediate cost
estimates in Tables 19 and 20,

g/ Includesreimbursement for additional cost of noncontributory credits for military service.

2/ A positive figure indicates payment to the trust funds from the railroad retirement account;
a negative figure indicates the reverse.

&/ Fund exhausted in year 1970.



CONCLUSION

Considering the old-age and survivors insurance and the disability
insurance portions of the program together, the new cost estimates made
recently show that the actuarial balance is substantially improved over
what it was before the new estimates were prepared (i.e., as compared
with what was shown in the previous report) so that the system as &
whole continues in close actuarial balance. The balances of each of
the two portions of the program, however, are differently affected.

The balance of the old-age and survivors insurance program is shown to
have improved--by 0.07 percent of taxable payroll on a level-cost basis--
but the balance of the disability insurance program is shown to have re-
mained the same. According to the new intermediate-cost estimates, there
is now a lack of actuarial balance of 0.10 percent of taxable payroll in
the old-age and survivors insurance sysiem (1 percent relatively, as com-
pered with contribution income) and of 0.1k percent of taxable payroll

in the disability insurance system (28 percent relatively, as compared
with contribution income).

The Board of Trustees recommends that there be a small reallocation
of future contribution income between the old-age and survivors insurance
trust fund and the disability insurance trust fund. It is recommended that
0.1 percent of taxable wages and 0.075 percent of taxable self-employment
income that now goes into the old-age and survivors insurance trust fund
should be allocated to the disability insurance trust fund. Such a reallo-

cation of the total contribution rate between the two portions of the progral
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would, of course, not affect the overall actuarial balance, but it
would make for a more reasonable subdivision between them.

After such a reallocation, the combined employer-employee con-
tribution rate of 7% percent for calendar year 1965 would be subdivided
6.65 percent for the old-age and survivors insurance trust fund and .60
percent for the disability insurance trust fund. The subdivision for
all future years and for the employer-employee rate and the self-employed

rate would then be as follows:

Calendar Year Calendar Years Calendar Years

Item 1965 1966-67 After 1967
Employer-employee, total T.25 8.25 9.25
OASI 6.65 7.65 8.65
DI .60 .60 .60
Self-employed, total 5.40 6.20 6.90
OASI 4.95 5.75 6.45
DI 45 U5 U5

After such a reallocation is made, the lack of actuarial balance
of the old-age and survivors insurance portion of the system would,
according to the intermediate-cost estimate, be 0.20 percent of taxable
payroll (2 percent relatively, as compared with contribution income),
while that for the disability insurance portion would be 0.0k percent
of taxable payroll (7 percent relatively, as compared with contribution
income )--each being within the acceptable limit of variation mentioned
previously. Thus, on the basis of the present long-range cost estimates,
not only the program as a whole, but also each of the two subdivisions,
would be in close actuarial balance. It may be noted that under condi-

tions of actuarial balance, the system will have sufficient income from
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contributions (based on the tax schedule now in the law) and from in-

terest earned on investments to meet benefit payments and administrative
expenses indefinitely into the long-range future.

Under section 217(g) of the Social Security Act, as amended, the
trust funds are to be reimbursed from general revenues for the additional
costs that were incurred after August 1950 with respect to benefits based
on credits for military service performed at some time during the period
from September 16, 1940, through December 31, 1956 (for which no contri-
butions were paid). No reimbursements, however have been made to date
for these costs. The Board of Trustees, therefore, strongly recommends
enactment of proposed legislation that would result in a supplemental
appropriation request of $60 million, as described in the 1965 Budget

of the United States, submitted to Congress in January 196h.

Next Page
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APPENDIX I. ASSUMPTIONS, METHODOLOGY, AND DETAILS OF LONG-RANGE
COST ESTIMATES

The basic assumptions used in the long-range estimates for the
old-age, survivors, and disability insurance system are described in
this appendix.l/ Also given are more detailed data in connection with

the results of these estimates.

Population
Projections were made of the United States population (including

overseas areas covered by the old-age, survivors, and disability in-
surance program) for future quinquennial years, by 5-year age groups

and by sex. The starting point was the population on July 1, 1955, as
estimated by the Bureau of the Census from the 1950 census and from births,
deaths, and migration in 1950-55. This population estimate was increased
to allow for probable underenumeration in the 1950 census. The projec-
tions used were developed before the results of the 1960 census became
available; the long-range cost estimates were not revised because the

effect 1s negligible.g/

27' For more details as to the procedures followed in making the long-
range cost estimates, see Actuarial Study FNo. 49, Social Security
Administration, May 1959, which deals with the T956 Act but also
indicates the modified procedures that were used in connection with
estimates for the 1958 and 1960 Acts. A detailed discussion of the
cost estimates for the 1661 Act can be found in Actuarial Study No. 58.

g/ The 1960 census revealed a greater number of persons aged 65 and over
than earlier estimates had indicated, with most of this excess at
ages 65-T4. However, since people in these age groups are subject to
high mortality and will thus not survive for many years, this dis-
crepancy will have little effect on the long-range population projec-
tions. The 1960 census reported 16,560,000 persons aged 65 and over,
as compared with the 1960 estimates of 16,413,000 in the high-cost
projection and 16,319,000 in the low-cost projection. (For compara-
bility, the' projection figures should be reduced by about 200,000
because they are as of July 1 instead of April 1, and they include
Puerto Rico and several other geographic areas).



In the projections for both cost estimates it is assumed that

mortality rates will decline until the year 2000. 1In the high-cost esti-
mates, mortality rates for the year 2000 are about 50 to 55 percent of the
1953 level up to age 70, with the rates at the older ages showing somewhat
smaller improvements. The low-cost estimate assumes roughly half of the
improvement in mortality used in the high-cost estimate.

In the low-cost estimate, fertility rates are assumed to remain at
about the level of recent years until 1975 and then decrease slowly until
in 204%5-50 they reack about the level required to maintain a stationary
populatiorn. The high-cost fertility rates begin decreasing at once and
in 2005-10 reach about the level required to maintain a stationary popula-
tion. Both estimates assume a small amount of net immigration.

Tae low-cost estimate is based on high fertility and high mortality,
vhile the high-cost estimate assumes low fertility and lcw mortality. This
rzkes tke high-cost population relatively much older than the low-cost pop-
wlatica, wiaich is reasonable in view of the fact that benefits to aged
rersons account for nearly 85 percent of the cost of the system. Complete

details sbout the population projections are given in Actuarial Study No.

LS, sccial Security Administration.

Eaployment
Assumptions as to the percentage of the population who have covered

employment during a year were made for each age group by sex for each quin-

cuennial year. The estirated percentages for 1960 vere projected to decrease
in tze younger ages for males to allow for a greater utilization of schools.

For males aged 25 and over, the proportions were assumed to increase slightly,

ezxcept for the older ages where they were assumed to decrease for both the
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low-cost and high-cost assumptions (thus recognizing the possibility of
higher retirement rates). An increase was assumed for females, except for
the very young and very old ages; these increases are higher in the middle
ages and are a continuation of trends in the past. Assumptions were also
made about the percentage of covered workers in each age group who have
4 quarters of coverage during the year.

All the foregoing assumptions may be characterized as representing

moderately full employment. A depression could substantially increase the

cost, as shown in appendix IV. But it is believed that any periods of
low employment would be of short duration and would not have a significant

long-range effect.

Earnings

level average earnings at about the 1963 level were assumed for
each sex. This assumption implies that within eaéh sex group the earnings
level would not rise on account of changes in the distribution of covered
workers by occupation or industry.

In the past, average earnings have increased greatly, partly bve-
cause of inflation, partly because of increased productivity, and partly
because of the changed occupational composition of the labor forece and
related factors. If this trend continues and if the benefit formula is
not changed the cost relative to payroll would be less than the estimates
show because the formula provides a benefit that is a decreasing percent-
age of average vwage as the average wage increases.

It is likely, however, that if average earnings increase, the bene-

fit formula and the earnings base used for contributions will be modified.
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If benefit payments are increased in exactly the same ratio as the increase
in average earnings, the year-by-year cost estimates of benefit payments
expressed as a percentage of payroll would be unchanged. There would,
however, be some increase in the level-premium cost because of the diminished
relative value of interest earnings on the trust funds.

Insured Population

The term "insured" is used as meaning either fully or currently
insured. Separate estimates of fully insured, currently insured, and both
fully and currently insured have not been made, becauge almost all aged
insured persons and almost all younger male insured persons are fully insured,
and also because either fully or currently insured status generally gives
eligibility to all young survivor benefits.

The percentages of insured persons by age and sex in various future
years are estimated from the percentages of persons covered. It is evident
that eventually almost all males in the country will be insured for old-age
and survivor benefits; the ultimate percentage for aged males is estimated
at 95 percent in the low-cost estimate and 98 percent in the high-cost esti-
mate. For females there is much greater uncertainty; it is estimated that
the corresponding proportions for aged females will eventually be 67 percent
in the low-cost estimate and 73 percent in the high-cost estimate (the dif-
ferential reflecting the range possidle because of women moving in and out of
the labor market and whether thereby they do or do not obtain insured status).

The estimet i numbers of persons insured for disability benefits are

lower than those insured for cld-age and survivor benefits because of the

more restrictive insured status provisions for disability benefits.

Aged Beneficiaries

Old-age beneficiariés are estimated from the aged insured population.

The proportions, by age and sex, of the insured population that were receiving
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benefits at the beginning of 1963 were projected to increase slightly,
following the trends in the past--thus, reflecting the assumed gradual
increase in retirement rates.

Wives aged 62 and over of male old-age beneficlaries were estimated
by using census data and mortality prolections. These potential wife bene-
ficiaries, after adjustment for eligibility to benefits on their own
account, were assumed to claim benefits as soon as they are eligible, even
if this occurred at ages 62-64, when they would have to take reduced bene-
fits. The experience to date indicates that in the vast majority of the
cases such immediate claiming of wife's benefits does occur.

To estimate widow beneficiaries the proportions of widows in the
female aged population were prolected according to mortality assumptions
and adjusted for both eligibility to benefits on their own account and
for the insured status of their deceased husbands. These uninsured eli-
gible widows were assumed to claim benefits as soon as available.

It can be observed that the assumed wife and widow beneficiaries
consist of the uninsured potential beneficiaries. In actual practice,
some of the insured potential beneficiaries also receive a residual
benefit consisting of the excess of the potential wife's or widow's
benefit over their own old-age benefit. These residual benefits, although
not giving rise to additional aged beneficiaries, were considered in the
cost of the particular type of dependent or survivor benefit concerned.

The minor category of parent beneficiaries is estimated as a con-
stant proportion of aged persons not eligible for any other benefit. The

insignificant effect of the retirement test as it applies to wife's, widow's,

and parent's benefits was ignored. No estimates were made for benefits to

dependent husbands and widowers since their cost is relatively negligible.
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Appendix table 1 shows the estimated numbers of aged beneficiaries.

By the year 2050, the numbers of beneficiaries in the low-cost estimate
slightly exceed those under the high-cost estimate. This is because the
low-cost population is much larger--not only at the working ages but also,

although to a smaller degree, at the older ages.

Beneficiaries Under Retirement Age

Young wives and children of retired workers were estimated by
reference to their ratios to male old-age beneficiaries, as derived from
recent actual data and projected according to the population fertility
assumptions.

Child survivor beneficiaries were obtained from estimates of total
paternal orphans in the country in future years. The projected child popu-
lation by age groups was multiplied by the probability of being a paternal
orphan. These probabilities were derived by using distributions of age of
Pathers at birth of child and death rates consistent with the population
projections. The numbers of paternal orphans were then adjusted to eli-
minate orphans of uninsured men, to add the small numbers of orphans of
insured women and tc include the eligible disabled orphans aged 18 and
over. Mother survivor beneficiaries are estimated by assuming a constant
ratio of mothers to children. The numbers of lump-sum death payments were
estimated by multiplying the insured population by death rates consistent

with the survival rates used in the population projections.

Disablzd Boreficiaries azd Teheir Dependents

Future numbers of persons receiving monthly disability benefits
based on their own earnings records are estimated by applying disability

prevalence rates (by age and sex) to the population insured for disability

benefits. Prevalence rates may be defined as the proportion of the relevant
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Appendix Table l.--Estimated monthly retirement beneficiaries
in current-payment statusl s 1970-2050

(In thousands)

Wives of
Old-ege old-age
Calendar beneficiaries benefi- Agedé/ Dependent Total
year Male Female ciaries widows parents
Actual data

1955 3,252 1,222 1,144 701 25 6,344
1956 3,572 1,540 1,376 913 27 7,428
1957 k,198 1,999 1,779 1,095 29 9,101
1958 4,617 2,303 1,979 1,233 30 10,162
1959 k,937 2,589 2,123 1,39k 35 11,077
1960 5,217 2,8L5 2,236 1,54k 36 11,877
1961 5,765 3,160 2,368 1,697 37 13,027
1962 6,244 3,494 2,510 1,859 37 14,145

Low-cost estimate
1970 7,331 5,043 2,705 2,627 3k 17,740
1980 8,985 1,294 2,980 3,205 34 22,498
1990 10,457 9,410 3,102 3,560 32 26,561
2000 10,915 10,51k 2,845 3,576 28 27,878
2025 16,983 17,402 3,519 L,649 33 k2,586
2050 2,415 25,157 L, 877 6,812 Ls 61,306

High-cost estimate
1970 8,0k 5,880 2,852 2,439 35 19,250
1980 10,564 9,191 3,175 2,769 3k 25,733
1990 13,265 12,207 3,576 3,040 32 32,120
2000 14,779 13,790 3,489 3,080 28 35,166
2025 22,470 21,182 3,919 3,956 29 51,556
2050 25,789 2k 475 4 461 L, ko5 30 59,160

1/ Persons qualifying both for old-age benefits and for wife's, widow's,
husband's, widower's, and parent's benefits are shown only as old-age
beneficiaries. Minimum retirement age was 65 until November 1956,
when it was lowered to 62 for women, and until August 1961, when it was
also reduced to 62 for men. Actual data as of the end of the year
(except for 1958--November); estimated data as of the middle of the year.
Excluding effect of railroad financial interchange provisions.

g/ Including dependent husbands and including wives of any age with child
beneficiaries in their care (both relatively small categories).

3/ 1Including dependent widowers.
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population (population insured for disability in this case) that has a
specific chararacteristic (receiving disability benefits in this case).

The prevalence rates were developed from assumed disability inci-
dence and termination rates. The incidence rates were based on the so
called 165 percent modification of class ) rates (wvhich includes increas-
ingly higher percentages for ages above 45). This 165 percent modification
corresponds roughly to life insurance company experience during the early
1930's. These rates were reduced by 10 percent to account for the fact
that unlike the general definition in insurance company policies, disability
is not presumed to be total and of expected long-continued duration after
6 months' duration. Rather, the likelihood of the disability being of a
long-continued and indefinite-nature condition must be proved at the time.

The original estimates of the cost of the disability insurance
system (prepared at the time of the 1956 amendments) assumed, for high
cost, incidence rates based on the 165 percent modification of class 3
rates. For low cost, the rates were assumed to be 25% of those used in
the high cost estimate. These incidence rates are basically those in
current use except for a narrowing of the range between low and high to
reflect the operating experience analyzed up to now. This experience has
shown the actual incideace rates to fall roughly mid-range between the
high incidence and low incidence originally assumed.

Benefit termination rates because of death and recovery in current
use are those used in the original disability insurance cost estimate--i.e.,
class 3 rates for high cost and 1924-27 German social insurance experience
for low cost estimate.

The prevalence rates resulting from the above incidence and termina-

tion rates were adjusted to reflect current operating experience and then
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used to calculate the numbers of benéficiaries in the future. These
future prevalence rates are thus based on the incidence and termination
rates originally assumed, but they are adjusted to reflect the latest
available experience. The modified methodology that has been followed
allows for a prompt reflection, in the estimated cost, of any changes in
the experience of the program.

In accordance with current experience the prevalence rates for
females were assumed to be about 75 percent of those for male workers.

Appendix table 2 shows the estimates of number of beneficiaries
under the minimum retirement age (including disability insurance bene-

ficiaries and their dependents).

Average Benefits and Total Benefit Payments

Average benefits in the various benefit categories were interpolated
between the sizes of current benefit awards, estimated from recent claims
data, and the sizes of the ultimate benefits computed. The latter were
determined as though the 1963 earnings level were in effect throughout
the entire working life of all workers with respect to whom benefits are
being paid. Total benefit payments are shown, in dollar amounts, in tables
19 and 20, and as & percentage of payroll, in table 18.

The combined cost of old-age, survivors, and disability benefits
(expressed as a percentage of taxable payroll) in 1962, as shown in tables
ik and 17 is projected to increase by about 60 percent in the low-cost
estimate and by about 130 percent in the high-cost estimate, according to
table 18. mhe significant upward cost trend is temporarily reversed around
the year 2000, at vwhich time a significant part of the aged population con-~

sists of survivors of persons born in the 1930's, when birth rates were low.
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Appendix Table 2,--Estimated monthly beneficiaries under minimum retirement
age in current-payment sta.tusy and number of deaths
resulting in lump-sum death payments, 1970-2050

(In thousands)

Total
monthly  Lump-
Calendar —/ Widowed Disability bz;eficiaries benefq - gza::m
year Children mothers Workers Wives Children—/ ciaries cases
Actual data
1955 1’276 292 - - - 1;5'?8 567
1956 1,341 301 -- - - 1,642 5k
1957 1,502 328 150 -- -- 1,980 689
1958 1,606 354 238 12 18 2,228 6572
1959 1,754 376 334 L8 78 2,590 822
1960 1,845 Lo1 455 1 155 2,934 179
1961 1,989 428 618 118 291 3, b4k 813
1962 2,160 452 Thl 147 387 3,887 865
Low-cost estimate
1970 2,858 603 983 185 528 5,157 1,132
1980 3,312 701 1,167 21k 610 6,00 1,425
1990 3,784 821 1,270 228 634 6,737 1,676
2000 4,030 899 1,520 267 703 7,4%19 1,930
2025 4,552 980 2,390 3718 859 9,159 2,863
2050 4,743 984 2,975 k25 885 10,012 L,089
High-cost estimate
1970 2,355 471 1,178 222 601 4,827 1,098
1980 2,279 Lkl 1,430 23h4 558 b, oho 1,389
1990 2,328 448 1,584 2kg 554 5,163 1,679
2000 2,226 427 1,852 27k 595 5,374 1,985
2025 2,462 k25 2,334 321 656 6,198 2,769
2050 2,536 418 2,480 326 665 6,425 3,360
l/ See Pootnote 1 of Appendix Table 1 for definition of minimum retirement age.

Does not include wives under age 62 of old-age beneficiaries; includes disability
beneficiaries aged 62-64, and spouses aged 62 and over of disability beneficiaries.
For actual data, as of December (except for 1958--November); for estimated future
data, as of middle of year. Excluding effect of railroad financial interchange
prorisions.

Children of retired and deceased workers.

Spouses of disabled workers, including some such spouses aged 62 and over.
Children of disabled workers.

January through November 1958.

December 1958 through December 1959.

QIR
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Administrative Expenses

Assumed administrative expenses for old-age, survivors, and dis-
ability insurance are based on two factors--the number of persons having
any covered employment in the given year and the number of monthly

beneficiaries.

Railroad Retirement Financial Interchange

A financial interchange between the old-age, survivors, and dis-
ability insurance system and the railroad retirement system is provided,
as explained in appendix II. The purpose of this interchange is to
place the old-age and survivors insurance and the disability insurance
trust funds in the same position they would have been in if railroad
employment were, and always had been, covered employment.

Because of the relatively older age distribution of railroad
workers, the transfer is currently in favor of the railroad retirement
system. But it is estimated that eventually the low-cost factors in
respect to railroad employment-~higher average wage, lower percentage of
females, and more wives and widows of railroad workers receiving old-age,
survivors, and disability insurance benefits on their own earnings records,
rather than on the record of the railroad worker--will shift the transfer
the other way. The long-range effect is relatively insignificant insofar
as old-age, survivors, and disability insurance costs are concerned, but
the current estimates indicate a small "net gain" to the railroad retire-

ment system over the entire period of these estimates.

Interest Rate

The 1960 amendments revised the basis for determining the interest

rate on public-debt obligations issued for purchase by the trust funds

(special issues), which constitute a major portion of the investments of
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the trust funds. Under previous law, the interest rate on special

obligations was related to the average coupon rate on all outstanding
marketable obligations of the United States not due or callable for at
least 5 years from the original issue date. Under present law, this
interest rate is based on the average market yield of all such marketable
obligations not due or callable for 4 more years from the time of the
issuance of the special obligations.

This change will have the immediate effect of gradually increasing
the interest income of the trust funds as compared with the previous
basis. The ultimate effect is expectcd to be only 2 slight increase
in the interest income of %he system since, over the long run, ccupon rates
on new long-term Government obligations tend to follow ISoth up and A~n)
the average market yield on all outstanding long-term issues.

For the intermediate-cost estimate a level interest rate of 3.50
percent was assumed. This is somewhat above the average yield of present
investments (about 3.0 percent), but is below the rate currently being
obtained for new investments (an average of about 4.0 percent). The

interest rate for the low-cost and high-cost estimates was assumed at

3.75 percent and 3.25 percent, respectively.
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APPENDIX II. LEGISLATIVE HISTORY AFFECTING THE TRUST FUNDS l/

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 served
in an ex officio capacity, were the Secretary of the Treasury, the
Secretary of lLabor, and the Chairman of the Social Security Board.

On July 16, 1946, under the Reorganization Plan No. 2 of 1946, the
Federal Security Administrator became ex officio member of the Board
of Trustees in place of the Chairman of the Social Security Board,
ﬁhich agency was abolished. On April 11, 1953, the Reorganization Plan
No. 1 of 1953, creating the Department of Health, Education, and
Welfare, went into effect, and the Office of Federal Security Admin-
istrator was abolished. The functions of the Administrator as ex
officio member of the Board of Trustees were taken over by the
Secretary of Health, Education, and Welfare. The remaining member-
ship of the Board has not changed since it was first established.

Since the establishment of the fund the Secretary of the Treasury

l/ Amendments to the Social Security Act and to related sections
of the Internal Revenue Code were made during the period 1939-61. The
more important changes made in 1950-58 that are significant from an
actuarial standpoint are described in appendix II of the 21st Annual
Report of the Board of Trustees. The more important changes contained
in the 1960 and 1961 amendments are described in the main body of the

234 Annual Report of the Board of Trustees.
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has beeh managing trustee. The Social Security Act Amendments of 1950
designated the Commissioner for Social Security--since April 11, 1953, the
Commissioner of Social Security--as Secretary of the Board of Trustees.
Under the Soeial Security Amendments of 1956, the Board of Trustees of
the Federal old-age and survivors insurance trust fund was also made the
Board of Trustees of the Pederal disability insurance trust fund. The
Social Security Amendments of 1960 provide that the Board of Trustees
shall meet not less frequently than once each 6 months. These amendments
also eliminated the so-called three-times rule (requiring the Board of
Trustczs to report to the Congress whezcver it expects lhat in the coursc
of the next 5 fiscal years elther of the trust funds wiil exceed three
times the highest annual expenditures from such fund anticipated during

that 5-year period).

Contribution rates--The Social Security Act of 1935 fixed the con-

tribution rates for employees and their employers at 1 percent each on
taxable wages for the calendar years 1937-39, and provided for higher

rates thereafter. However, subsequent acts of Congress extended the 1-
percent rates through calendar year 1949. On Januery 1, 1950, the rates
rose to 1 1/2 percent each for employees and employers, as provided by

the Social Security Act Amendments of 1947. In accordance with the Social
Security Act Amendments of 1950, the 1 1/2-percent rates remained in effect
through calendar year 1953, and, on January 1, 1954, rose to 2 percent each
for employees and employers. These rates remained in effect through
December 31, 1956. In accordance with the Social Security Amendments of

1956, the 2-percent rates rose to 2 1/h percent each on January 1, 1957,
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and remained in effect through calendar year 1958. On January 1, 1959,

the rates rose to 2 1/2 percent each, and on January 1, 1960, to 3

percent each, as provided by the Social Security Amendments of 1958.

These rates remained in effect through December 31, 1961. In accordance
with the Social Security Amendments of 1961, the 3-percent rates rose, on
January 1, 1962, to 3 1/8 percent each for employees and employers, and on
January 1, 1963, to 3 5/8 percent each. Beginning January 1, 1951--the
effective date of extension of coverage to self-employed persons--the rates
of tax on self-employment income have been equal to 1 1/2 times the cor-
responding employee rates, except that beginning in 1962 the resulting
rates for the self-employed are rounded to the nearest tenth of 1 percent.
The tax rates that have been in effect since 1937 and the maximum amount of

annual earnings to which the rates applied are shown in the following table:

Meximum taxable Percent of taxable earnings

Calendar amount of Employees and

years annual earnings employers, each | Self-employed
1937-49..... $3,000 1 -—-
1950........ 3,000 11/2 —
1951-53..... 3,600 11/2 2 1/h
195h4........ 3,600 2 3
1955-56. .. .. 1,200 2 3
1957-58..... 4,200 2 1/h 3 3/8
1959........ 4,800 21/2 3 3/k
1960-61..... 4,800 3 4 1/2
1962........ 4,800 31/8 L7
1963........ 4,800 35/8 5.4

Special refunds of employee 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 meximum were made from general
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revenues. With respect to wages paid after 1950, these refunds are

peid from the Treasury account for refunding internal revenue collections.
The Social Security Act Amendments of 1950 directed the managing

trustee to pay from time to time from the old-age and survivors insur-
ance trust fund into the Treasury, as repayments to the account for
refunding internal revenue collections, the amount estimated by him to

be contributions which are subject to refund with respect to wages

paid after 1950. The Social Security Amendments of 1956 provided

for similar repayments from the disebility insurance trust fund.

Credits for military service--The Social Security Act Amendments

of 1946 provided survivor-insurance protection to certain World War II
veterans for & period of 3 years following their discharge from the
Armed Forces. TFedersl appropriations were authorized to reimburse

the Federal old-age and survivors insurance trust fund for such sums
as were withdrawn to meet the additional cost (including administra-
tive expenses) of such payments. 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, 1955, and 1956
amendments which provided similar noncontributory credits on account
of active militaery or naval service from July 25, 1947, through
December 31, 1956, charged to the old-age and survivors insurance trust
fund not only the additional costs arising from these credits but also,
beginning September 1950, those additional costs arising under the
1946 amendments. The 1956 amendments provided contributory coverage

for military personnel beginning January 1, 1957. In addition, these
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amendments authorized that the old-age and survivors insurance trust
fund and, where appropriate, the disability insurance trust fund be
reimbursed from general revenues for expenditures after August 1950
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. The existing statutory provisions that authorize the
granting of noncontributory credits for militery service and the

financing of these credits are set forth in appendix IIT.

Coordination of old-age, survivors, and disability insurance and

rallroad retirement program--Public Law 234, approved October 30, 1951,

amended the Railroad Retirement Act to provide a new basis of coordin-
ating 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'lo years
or more of railroad service. That is, the survivors of over-10-

yvear railroad workers will, as under the 1946 amendments to the
Railroad Retirement Act, recelve benefits under one program or the
other based on combined wage records, while retirement benefits will
be payable under both systems to individuasls with 10 or more years

of railroad service who also qualify under old-age and survivors

i1nsurance .
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With respect to the allocation of costs between the two systems,
Public Iaw 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 lnsurance 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 "employment" as defined in the Social Security Act and

in the Federal Insurance Contributions Act.

The two agencies completed a series of Joint actuarial studies and
analyses required by this provision. The results show that the
addition of $488 million to the old-age and survivors insurance
trust fund would place it in the same position as of Jume 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 that would have permitted the
transfer of 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 offsets described below) were to be
transferred from the railroad retirement account to the trust fund.

The legislation further provides that at the close of the fiscal

year 1953, and each fiscal year thereafter, annual relmbursements are
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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
Security Act. If the reimbursement is from the trust fund to the
railroad 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 emended Public Law
234 to provide for similar annual determinations and financial
interchanges between the railroad retirement account and the newly
created disability insurance trust fund, beginning with the fiscal

year ending June 30, 1958.

Next Page
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APPENDIX ITI. STATUTORY PROVISIONS, AS OF JUNE 30, 1963, CREATING
THE TRUST FUNDS, DEFINING THE DUTTES OF THE BOARD OF TRUSTEES,
GRANTING NONCONTRTBUTORY CREDITS FOR MILITARY SERVICE,

AND PROVIDING FOR ADVISORY COUNCILS
ON SOCIAL SECURITY FINANCING

(Sec. 201, sec. 217, and sec. 218 (e) (1), (h), and (J) of the Social

Security Act as amended and sec. 116 of the Social Security Amend-
ments of 1956 as amended)

Federal 0Old-Age and Survivors Insurance Trust Fund and Federal

Digability Insurance Trust Fund.--Sec. 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 0ld-Age and Survivors Insurance Trust Fund." The
Federal 0ld-Age and Survivors Insurance Trust Fund shall consist of the
securities held by the Secretary of the Treasury for the 0ld-Age Reserve
Account and the amount standing to the credit of the 01ld-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 0ld-Age and Survivors Insurance Trust Fund,
and, in addition, such amounts as may be appropriated to, or deposited
in, the Federal 0ld-Age and Survivors Insurance Trust Fund, as hereinafter
provided. There is hereby appropriated to the Federal 0ld-Age and Survivors
Insurance Trust Fund for the fiscal year ending Jume 30, 1941, and for
each fiscal year thereafter, out of any moneys in the Treasury not other-
wise 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 Inter-

nal Revenue Code of 1939 (and covered into the Treasury) which

83



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 collec-
tors 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’l95h
with respect to wages (as defined in section 3121 of such Code)
re-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 applylng the applicable rates of tax under
such subchapter or chapter 21 to such wages, which wages shall
be certified by the Secretary of Health, Education, and Welfare
on the basis of the records of wages established and meintained

by such Secretary in accordance with such reports, less the amounts

specified in clause (1) of subsection (b) of this section; and
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(4) the taxes imposed by subchapter E of chapter 1 of the Inter-
nal Revenue Code of 1939, with respect to gself-employment income
(as defined in section 481 of such Code), and by chapter 2 of the
Internal Revenue Code of 1954 with respect to self-employment in-
come (as defined in section 1LO2 of such Code) reported to the Com-
misgioner of Internal Revenue on tax returns under such subchapter
or to the Secretary of the Treasury or his delegate on tax returns
under subtitle F of such Code, as determined by the Secretary of
the Treasury by applying the applicable rate of tax under such
subchapter or chapter to such self-employment income, which self-
employment income shall be certified by the Secretary of Health,
Education, and Welfare on the basis of the records of self-employ-
ment income established and maintained by the Secretary of Health,
Education, and Welfare in accordance with such returns, less the

emounts 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

0ld-Age and Survivors Insurance Trust Fund, and the amounts appropriated

by clauses (1) and (2) of subsection (b) shall be transferred from time

to time from the general fund in the Treasury to the Federal Disabllity

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 in amounts subsequently

transferred to the extent prior estimates were in excess
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of or were less than the taxes specified in such clauses (3) and (L) of
this subsection.

There is hereby created on the books of the Treasury of the United
States a trust fund to be known as the "Federal Disability Insurance
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 equiva-
lent 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 195h) 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 195k, 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 195L4) reported to the Secretary of the Treasury
or his delegate on tax returns under subtitle F of the Internal
Revenue Code of 1954 for any taxable year beginning after

December 31, 1956, which self-employment income shall be
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certified 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.

(c) With respect to the Federal 0ld-Age and Survivors Insurance
Trust Fund and the Federal Disability Insurance Trust Fund (hereinafter
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. The Board of Trustees shall meet not less frequently
than once each six months. It shall be the duty of the Board of Trustees
o -
(1) Hold the Trust Funds;
(2) Report to the Congress not later than the first day of
March of each year on the operations and status of the Trust
Funds during the preceding fiscal year 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 the amount of either of the Trust

Funds is unduly small;
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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; and

(5) Review the general policies followed in managing the Trust
Funds, and recommend changes in such policlies, including neces-
sary changes in the provisions of the law which govern the way
in which the Trust Funds are to be managed.

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 reports 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 purposes such obligations may be acquired (1) on original
issue at the issue price, 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 obliga~-
tions 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 shall bear interest at a rate equal
to the average market yield (computed by the Managing Trustee on the

basis of market quotations as of the end of the calendar month next
preceding the date of such issue) on all marketable interest-bearing
obligations of the United States then forming a part of the public

debt which are not due or callable until after the expiration of four
years from the end of such calendar month; except that where such average
market yleld 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 market yield. The Managing Trustee may purchase other
interest-bearing obligations of the United States or obligations guaranteed
as to both principal and interest by the United States, on original issue
or at the market price, only where he determines that the purchase of

such other obligations is in the public interest.

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

(£) The interest on, and the proceeds from the sale or redemption
of, any obligations held in the Federal 0Old-Age and Survivors Insurance
Trust Fund and the Federal Disability Insurance Trust Fund shall be
credited to and form a part of the Federal 0ld-Age and Survivors
Insurance Trust Fund and the Disability Insurance Trust Fund, respectively.
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(g) (1) The Maneging 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, and Welfare and the Treasury Department
for the administration of titles II and VIII 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. Such payments shall be
covered into the Treasury as repayments to the account for
reimbursement of expenses incurred in connection with the
administration of titles II and VIII of this Act and subchapter E
of chepter 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
costs of administration of this title incurred during such fiscal year

in order to determine the portion of such costs which should have been
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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 1is authorized
and directed to transfer any such amount from one to the other of such
Trust Funds in accordance 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 Internsal
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 accor-
dance with the wages reported to the Commissioner 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 repayments to the account for refunding internal
revenue collections. Payments pursuant to the first sentence of this
paragraph shall be made from the Federal 0ld-Age and Survivors Insurance

Trust Fund and the Federal Disability Insurance Trust Fund in the ratio
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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. If it subsequently appears that the estimates under
either such paragraph in any particular 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, and
benefit payments required to be made under subsection (b), (¢), or
(d) of section 202 to individuals entitled to benefits on the basis of
the wages, and self-employment income of an individual entitled to
disability insurance benefits shall be made only from the Federal
Disability Insurance Trust Fund. All other benefit payments re-
quired to be made under this title shall be made only from the Federal

0l1d-Age and Survivors Insurance Trust Fund.

Benefits in Case of Veterans.--Sec. 217. (a) (1) For purposes of

determining entitlement to and the amount of any monthly benefit for any
month after August 1950, or entitlement to and the amount of any lump-

sum death payment in case of a death after such month, payable under

this title on the basis of the wages and self-employment income of any
World War II veteran, and for purposes of section 216(i) (3), such veteran

shall be deemed to have been paid wages (in addition to the wages, if any,

92



actually paid to him) of $160 in each month during any part of which
he served in the active military or naval service of the United States
during World War IL. This subsection shall not be applicable in the
case of any monthly benefit or lump-sum death payment if--
(A) a larger such benefit or payment, as the case may be,
would be payable without its applieation; or
(B) a benefit (other than a benefit payable in a lump sum
unless it is a commutation of, or a substitute for, periodic
payments) which is based, in whole or in part, upon the active
military or naval service of such veteran during World War IT
is determined by any agency or wholly owned instrumentality of the
United States (other than the Veterans' Administration) to be
payable by it under any other law of the United States or under
a system established by such agency or instrumentality. The pro-
visions of clause (B) shall not apply in the case of any monthly
benefit or lump-sum death payment under this title if its ap-
plication would reduce by $0.50 or less the primary insurance
amount (as computed under section 215 prior to any recomputa-
tion thereof pursuant to subsection (f) of such section) of the
individual on whose wages and self-employment income such
benefit or payment is based. The provisions of clause (B) shall

also not apply for purposes of section 216(1) (3).

(2) Upon application for benefits or a lump-sum death payment on

the basis of the wages and self-employment income of any World War IT
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veterans, the Secretary of Health, Education, and Welfare shall make
a decision without regard to clause (B) of paragraph (1) of this
subsection unless he has been notified by some cther agency or instru-
mentality of the United States that, on the basis of the military or
naval service of such veteran during World War II, a benefit described
in clause (B) of paragraph (1) has been determined by such agency or
instrumentality to be payable by it. If he has not been so notified,
the Secretary of Health, Education, and Welfare shall then ascertain
whether some other agency or wholly owned instrumentality of the United
States has decided that a benefit described in clause (B) of paragraph
(1) is payasble by it. If any such agency or instrumentality has decided,
or thereafter decides, that such a benefit is payable by it, it shall
so notify the Secretary of Health, Education, and Welfare, and the
Secretary shall certify no further benefits for payment or shall
recompute the amount of any further benefits payable, as may be required
by paragraph (1) of this subsection.

(3) Any agency or wholly owned instrumentality of the United
States which is authorized by any law of the Unlted States to pay
benefits, or has a system of benefits which are based, in whole or in
part, on military or naval service during World War II shall, at the
request of the Secretary of Health, Education, and Welfare, certify
to him, with respect to any veteran, such information as the Secretary
deems necessary to carry out his functions under paragraph (2) of this

subsection.
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(b) (1) Any World War II veteran who died during the period of

three years immediately following his separation from the active military
or naval service of the United States shall be deemed to have died a
fully insured individual whose primary insurance amount is the amount
determined under section 215(c). Notwithstanding section 215(4), the
primary insurance benefit (for purposes of section 215(c)) of such
veteran shall be determined as provided in this title as in effect
prior to the enactment of this section, except that the 1 per centum
addition provided for in section 209(e) (2) of this Act as in effect
prior to the enactment of this section shall be applicable only with
respect tc calendar years prior to 1951. This subsection shall not be
applicable in the case of any monthly benefit or lump-sum death payment
if--

(A) a larger such benefit or payment, as the case may be,
would be payable without its application;

(B) any pension or compensation is determined by the Vet-
erans' Administration to be payable by it on the basis of the
death of such veteran;

(C) the death of the veteran occurred while he was in the
active military or naval service of the United States; or

(D) such veteran has been discharged or released from the
active military or naval service of the United States subsequent

to July 26, 1951.

(2) Upon an application for benefits or a lump-sum death payment

on the basis of the wages and self-employment income of any World War II
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veteran, the Secretary of Health, Education, and Welfare shall make a
decision without regard to paragraph (1) (B) of this subsection unless
he has been notified by the Veterans' Administration that pension or
compensation is determined to be payable by the Veterans' Administration
by reason of the death of such veteran. The Secretary of Health, Educa-
tion, and Welfare shall thereupon report such decision to the Veterans'
Administration. If the Veterans' Administration in any such case has
made an adjudication or thereafter makes an adjudication that any pension
or compensation is pasyable under any law administered by it, it shall
notify the Secretary of Health, Education, and Welfare and the Secretary
shall certify no further benefits for payment, or shall recompute the
amount of any further benefits payable, as may be required by paragraph
(1) of this subsection. Any payment theretofore certified by the Sec-
retary of Health, Education, and Welfare on the basis of paragraph (1)
of this subsection to any individual, not exceeding the amount of any
accrued pension or compensation payable to him by the Veterans'
Administration, shall (notwithstanding the provisions of section 3101
of title 38, United States Code) be deemed to have been paid to him by
such Administration on account of such accrued pension or compensation.
No such payment certified by the Secretary of Health, Education, and
Welfare, and no payment certified by him for any month prior to the
first month for which any pension or compensation 1is paid by the
Veterans' Administration shaell be deemed by reason of this subsection
to have been an erroneous payment.

(¢) In the case of any World War II veterans to whom subsection

(a) is applicable, proof of support required under section 202(h) may
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be filed by & parent at any time prior to July 1951 or prior to the
expiration of two years after the date of the death of such veteran,
whichever is the later.
(d) For the purposes of this section--
(1) The term "World War II" means the period beginning with
September 16, 1940, and ending at the close of July 2k, 194T.
(2) The term "World War II veteran" means any individual
who served in the active military or navael service of the United
States at any time during World War II and who, if discharged
or released therefrom, was so discharged or released under condi-
tions other than dishonorable after active service of ninety days
or more or by reason of a disability or injury incurred or ag-
gravated in service in line of duty; but such term shall not
include any individual who died while in the active military or
naval service of the United States if his death was inflicted
(other than by an enemy of the United States) as lawful punish-

ment for a military or naval offense.

(e) (1) For purposes of determining entitlement to and the amount
of any monthly benefit or lump-sum death payment payable under this title
on the basis of wages and self-employment income of any veteran (as
defined in paragraph (L)), and for purposes of section 216(1) (3), such
veteran shall be deemed to have been paid wages (in addition to the

wages, if any, actually paid to him) of $160 ip each month during any
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part of which he served in the active military or naval service of the
United States on or after July 25, 1947, and prior to January 1, 1957.
This subsection shall not be applicable in the case of any monthly
benefit or lump-sum death payment if--
(A) a larger such benefit or payment, as the case may be,
would be payable without its application; or
(B) a benefit (other than a benefit payable in a lump sum
unless it is a commutation of, or a substitute for, periodic
payments) which is based, in whole or in part, upon the active
military or naval service of such veteran on or after July 25,
1947, and prior to January 1, 1957, is determined by any agency
or wholly owned instrumentality of the United States (other than
the Veterans' Administration) to be payable by it under any
other law of the United States or under a system established by
such agency or instrumentality.
The provisions of clause (B) shall not apply in the case of any monthly
benefit or lump-sum death payment under this title 1f its application
would reduce by $0.50 or less the primary insurance amount (as computed
under section 215 prior to any recomputation thereof pursuant to sub-
section (f) of such section) of the individual on whose wages and self-
employment income such benefit or payment is based. The provisions of
clause (B) shall also not apply for purposes of section 216(1) (3).
In the case of monthly benefits under this title for months after
December 1956 (and any lump-sum death payment under this title with

respect to a death occurring after December 1956) based on the wages and
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self-employment income of a veteran who performed service (as a member
of a uniformed service) to which the provisions of section 210 (1) (1)
are applicable, wages which would, but for the provisions of clause
(B), be deemed 'mder this subsection to have been paid to such veteran
with respect to his active military or naval service performed after
December 1950 shall be deemed to have been paid to him with respect to
such service notwithstanding the provisions of such clause, but only
if the benefits referred to in such clause which are based (in whole
or in part) on such service are paysble solely by the Army, Navy, Air
Force, Marine Corps, Coast Guard, Coast and Geodetic Survey or Public
Health Service.

(2) Upon application for benefits or a lump-sum death payment
on the basis of the wages and self-employment income of any veteran,
the Secretary of Health, Education, and Welfare shall make a deci-
sion without regard to clause (B) of paragraph (1) of this subsection
unless he has been notified by some other agency or instrumentality of
the United States that, on the basis of the military or naval service
of such veteran on or after July 25, 1947, and prior to January 1,
1957, a benefit described in clause (B) of paragraph (1) has been deter-
mined by such agency or instrumentality to be paysble by it. If he
has not been so notified, the Secretary of Health, rducation, and Wel-
fare shall then ascertain whether some other agency or wholly owned
instrumentality of the United States has decided that a benefit de-
seribed in clause (B) of paragraph (1) is payable by it. If any such

agency or instrumentality has decided, or thereafter decides, that
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such a benefit is payable by it, it shall so notify the Secretary of
Health, Education, and Welfare, and the Secretary shall certify no
further benefits for payment or shall recompute the amount of any
further benefits payable, as may be required by paragraph (1) of this
subsection.

(3) Any agency or wholly owned instrumentality of the United
States which is authorized by any law of the United States to pay
benefits, or has a system of benefits which are based, in whole or in
part, on military or naval service on or after July 25, 1947, and prior
to January 1, 1957, shall, at the request of the Secretary of Health,
Education, and Welfare, certify to him, with respect to any veteran,
such information as the Secretary deems necessary to carry out his
functions under paragraph (2) of this subsection.

(4) For the purposes of this subsection, the term "veteran"
means any individual who served in the active military or naval service
of the United States at any time on or after July 25, 1947, and prior to
January 1, 1957, and who, if discharged or released therefrom, was
8o discharged or released under conditions other than dishonorable
after active service of ninety days or more or by reason of a disability
or injury incurred or aggravated in service in line of duty; but
such term shall not include any individual who died while in the
active military or naval service of the United States if his desath was
inflicted (other than by an enemy of the United States) as lawful

punishment for a military or naval offense.
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(f) (1) In any case where a World War II veteran (as defined in
subsection (d) (2))or a veteran (as defined in subsection (e) (L) has
died or shall hereafter die, and his widow or child is entitled under the
Civil Service Retirement Act of May 29, 1930, as amended, to an annuity
in the computation of which his active military or naval service was
included, clause (B) of subsection (a) (1) or clause (B) of subsection
(e) (1) shall not operate (solely by reason of such annuity) to make
such subsection inapplicable in the case of any monthly benefit under
section 202 which is based on his wages and self-employment income;
except that no such widow or child shall be entitled under section 202
to any monthly benefit in he computai.o.. of which such service is
included by reason of this subsection (A) unless such widow or child
after December 1956 waives his or her right to receive such annuity,
or (B) for any month prior to the first month with respect to which the
Civil Service Commission certifies to the Secretary of Health,
Education, and Welfare that (by reason of such waiver) no further annuity
will be paid to such widow or child under such Act of May 29, 1930, as
amended, on the basis of such veteran's military or civilian service.
Any such waiver shall be irrevocable.

(2) Whenever a widow waives her right to receive such annuity
such waiver shall constitute a waiver on her own behalf; a waiver by a
legal guardian or guardians, or, in the absence of a legal gusrdian,

" the person (or persons) who has the child in his care, of the child's

right to receive such annuity shall constitute a waiver on behalf of
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such child. Such a waiver with respect to an annuity based on a
veteran's service shall be valid only if the widow and all children, or,
if there is no widow, all the children, waive their rights to receive
annuities under the Civil Service Retirement Act of May 29, 1930, as
amended, based on such veteran's military or civilian service.

(g) (1) There are hereby authorized to be appropriated to the
Trust Funds annually, as benefits under this title are paid after June
1956, such sums as the Secretary of Health, Education, and Welfare
determines to be necessary to meet the additional costs, resulting from
subsections (a), (b), and (e), of such benefits (including liump-sum
death payments).

(2) The Secretary shall, before October 1, 1958, determine the
amount which would place the Federal 0ld-Age and Survivors Insurance
Trust Fund in the same position in which it would have been at the
close of June 30, 1956, if section 210 of this Act, as in effect prior
to the Social Security Act Amendments of 1950, and section 217 of this
Act (including emendments thereof), had not been enacted. There are
hereby authorized to be appropriated to such Trust Fund annually,
during the first ten fiscal years beginning after such determination
is made, sums aggregating the amount so determined, plus interest
accruing on such amount (as reduced by appropriations made pursuant to
this paragraph) for each fiscal year beginning after June 30, 1956, at
& rate for such fiscal year equal to the average rate of interest
(as determined by the Managing Trustee) earned on the invested assets

of such Trust Fund during the preceding fiscal year.
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Gratulitous Wage Credits for American Citizens Who Served in the

Armed Forces of Allied Countries.--(h) (1) For the purposes of this

section, any individusl who the Secretary finds--

(4) served during World War II (as defined in subsection
(d) (1))in the active military or naval service of a country
which was on September 16, 1940, at war with a country with
which the United States was at war during World War IT;

(B) entered into such active service on or before December 8,
1941;

(C) was a citizen of the United States throughout such period
of service or lost his United States citizenship solely because of
his entrance into such service;

(D) had resided in the United States for a period or periods
aggregating four years during the five-year period ending on
the day of and was domiciled in the United States on the day of,
such entrance-into such active service; and

(E) (1) was discharged or released from such service under
conditions other than dishonorable after active service of ninety
days or more or by reason of a disability or injury incurred or
aggravated in service in line of duty, or

(ii) died while in such service,

shall be considered a World War II veteran (as defined in subsection
(d) (2))and such service shall be considered to have been performed in

the active military or naval service of the United States.
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(2) In the case of any individual to whom paragraph (1) applies,
proof of support required under section 202 (f) or (h) may be filed
at any time prior to the expiration of two years after the date of such
individual's death or the date of the enactment of this subsection,

whichever is the later.

Payments and Reports by States.--Sec. 218.(e) (1) Each agreement

under this section shall provide--

(A) 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

(B) that the State will comply with such regulations 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) A1l

amounts received by the Secretary of the Treasury under an agreement
made pursuent to this section shall be deposited in the Trust Funds
in the ratio in which amounts are appropriated 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 agree-

ment made pursuant to this section is paid with respect to any payment of
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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 certifi-

cation 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
sgreement 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 pald to the State under such other provision

of this Act. Amounts equal to the amounts deducted under this subsection

105



are hereby appropriated to the Trust Funds in the ratio in which amounts

are deposited in such Funds pursuant to subsection (h) (1).

Advisory Council on Social Security Financing.--Sec. 116. (a)

There is hereby established an Advisory Council on Social Security
Financing for the purpose of reviewing the status of the Federal

0ld-Age and Survivors Insurance Trust Fund and of the Federal Disability
Insurance Trust Fund in relation to the long-term commitments of the
old-age, survivors, and disability insurance progrem.

(b) The Council shall be appointed by the Secretary after February
1957 and before January 1958 without regard to the civil service laws
and shall consist of the Commissioner of Social Security, as chairman,
and of twelve other persons who shall, to the extent possible, represent
employers and employees in equal numbers, and self-employed persons and
the publie.

(c) (1) The Council is authorized to engage such technical assist-
ance, including actuarial services, as may be required to carry out its
functions, and the Secretary shall in addition, make available to the
Council such secretarial, clerical, and other assistance and such
actuarial and other pertinent data prepared by the Department of
Health, Education, and Welfare as it may require to carry out such
functions.

(2) Members of the Council, while serving on business of the
Council (inclusive of travel time), shall receive compensation at

rates fixed by the Secretary, but not exceeding $50 per day; and shall be
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entitled to receive actual and necessary traveling expenses and per
diem in lieu of subsistence while so serving away from their places of
residence.

(d) The Council shall make a report of its findings and recom-
mendations (including recommendations for changes in the tax rates in
sections 1401, 3101, and 3111 of the Internal Revenue Code of 1954) to
the Secretary of the Board of Trustees of the Federal 0ld-Age and Sur-
vivors Insurance Trust Fund and the Federal Disability Insurance Trust
Fund, such report to be submitted not later than January 1, 1959, after
which date such Council shall cease to exist. Such findings and
recommendations shall be included in the annual report of the Board of
Trustees to be submitted to the Congress not later than March 1, 1959.

(e) During 1963, 1966, and every fifth year thereafter, the Sec-
retary shall aeppoint an Advisory Council on Social Security Financing,
with the same functions, and constituted in the same manner, as
prescribed in the preceding subsections of this section. Each such
Council shall report its findings and recommendations, as prescribed
in subsection (d), not later than January 1, of the second year after
the year in which it is appointed, after which date such Council shall
cease to exist, and such report and recommendations shall be included
in the annual report of the Board of Trustees to be submitted to the
Congress not later than the March 1 following such January 1.

(£) The Advisory Council appointed under subsection (e) during

1963 shall, in addition to the other findings and recommendations it
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is required to make, include in its report its findings and recommenda-
tions with respect to extensions of the coverage of the old-age, sur-
vivors, and disability insurance program, the adequacy of benefits under

the program, and all other aspects of the program.

Next Page
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APPENDIX IV. ILLUSTRATION OF OPERATIONS OF OLD-AGE AND SURVIVORS
INSURANCE TRUST FUND IN UNLIKELY EVENT OF SHARP REDUCTION

IN LEVEL OF ECONOMIC ACTIVITY, 196L4-68

As indicated in the main body of this report, the forecasts
appearing in tables 11-17 are based on the assumption that economic
activity will expand normally throughout the period 1963-68. Estimates
are presented in appendix table 3 to show the effects on the operations
and status of the old-age and survivors insurance trust fund in the
unlikely event of a sharp reduction in the level of economlc activity
during calendar years 1964-68, with a relatively high rate of unemploy-
ment during the entire period. Under this assumption, contributlons
would be lower and benefit payments higher than estimated under high
employment conditions. For the purpose of this illustrative estimate,
a severe decline in business activity is assumed to begin in the first
half of calendar year 1964. The decline is assumed to be halted in
early 1967, and a modest recovery takes place during that year and
during 1968. These conditions result in a decline in the number of
persons with taxable earnings under the old-age, survivors, and
disability insurance progrem from T4.0 million in 1964 to 68.9 million
in 1967, and then a rise to 69.2 million in 1968; taxable earnings,
estimated at $222 billion in calendar year 196k, decline to $201 billion
in calendar year 1966, and then increase to $206 billion in calendar
year 1968.

The lower the level of employment during the next 5 years, the
larger will be the volume of benefit payments to retired workers and

to their eligible dependents. Under the hypothetical lower employment
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Appendix Table 3.--Illustration showlng the operations and status of the old-age and

survivors insurance trust fund assuming the unlikely event of a sharply

reduced level of economlic activity, calendar years 1964-68

[fn millions;7

oLl

Transactions during period

Income Disbursements
Fund at
Relmbursement for Net end of
Calendar year Tnterest additional cost . . Transfers to {increase period
Tax on of nencontributory Penefit Administrative railroad in fund
contributions investments credit for payments expenses retirement
military service account
196 $1k, 504 $518 $56 $15,496 $317 $ho3 -$1,138 $17,342
1965, 0., e 13,897 452 56 17,065 3e2 k35 -3,377 13,965
19660 viiniinnns 14,869 392 56 18,190 330 470 -3,673 10,292
1967 eecnennns 15,158 314 56 19,062 339 500 -4,373 5,919
1968........ 17,014 211 56 19,802 36 515 -3,382 2,537

Note.--In interpreting the above estimates, reference

should be made to the accompanylng text which explains the underlying assumptions.



conditions, it 1s estimated that larger proportions of eligible
workers would be obliged to leave employment, especially at ages
62-69. Hence, despite a slightly smaller number of eligible
workers, the number receiving old-age (primary) benefits under
this assumption would considerably exceed that under high employ-
ment conditions. Moreover, it is expected that the average old-age
(primary) benefit amount payable would be somewhat larger inasmuch
as many of the more steedily employed, higher-paid older workers,
who would not withdraw from employment under the high employment
conditions, would not be in employment under these assumed conditions.
On the other hand, the larger the volume of employment, the
larger will be the number of workers who are insured under the program
and therefore the larger will be the number of deaths which will give
rise to valid claims for survivor benefits. While favorable oppor=-
tunities for employment will operate to increase somewhat the number
o 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 children eligible for survivor benefits to forgo
them by working. Therefore, the amount pald out for survivor benefits
over the short-range future will not be affected significantly by

variations in economic conditions.
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