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LETTER OF TRANSMITTAL

Boarp or TRUSTEES OF THE
FebEral OLp-AcE AND SURVIVORS INSURANCE
AND Disapirry Insuraxce Trust Fuxps,
Washington, D.C., May 2,1975.
Tur SrEAKER 0F THE HoUSE 0F REPRESENTATIVES,
Washington, D.C.

Sir: We have the honor to transmit to you the 1975 Annual Report
of the Board of Trustees of the Federal Old-Age and Survivors In-
surance Trust Fund and the Federal Disability Insurance Trust Fund
(the 35th such report), in compliance with the provisions of section
201(c) of the Social Security Act.

Respecttully, i
WirLiam E. Stvox,
Secretary of the Treasury,
and Managing Trustee of the Trust.
Joux T. Duxvop,
Secretary of Labor.
Caspar 'W. WEINBERGER,
Secretary of Health,
E'ducation, and Welfare.
James B. CARDWELL,
Commissioner of Social Security.
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1975 ANNUAL REPORT OF THE BOARD OF TRUSTEES OF THE
FEDERAL OLD-AGE AND SURVIVORS INSURANCE TRUST FUND
AND THE FEDERAL DISABILITY INSURANCE TRUST FUND

Tue Boarp oF TRUSTEES

The Federal Old-Age and Survivors Insurance Trust Fund, estab-
lished 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 author ity of section 201( ¢) of the Social Security Act. The
Board is comprised of three members who serve in an ex officio capac-
ity. The members of the Board are the Secretary of the Treasury. the
Secretary of Labor, and the Secretary of Health, Education, and Wel-
fare. The Secretary of the Treasury is designated by law as the Man-
aging Trustee. The Commissioner of Social Security is Secretary of
the Board. The Board of Trustees reports to the Congress once each
year, in compliance with section 201(c) (2) of the Social Security Act.
This report 1s the annual report for 1975, the 35th such report.

HIGHLIGHTS

The more important developments since the 1974 annual report,
discussed in more detail in later sections, are indicated below :

(a) The growth of the old-age, survivors, and disability insurance
system during fiscal year 1974 was close to that predicted in the 1974
annual report. Income in fiscal 1974 amounted to $57.7 billion, up by
16 percent over fiscal 1973. Outgo totaled $55.9 billion, 14 percent
more than in fiscal 1973. The funds increased by $1.8 billion in fiseal
1974, to a level of $46.1 billion on June 30, 1974.

(b) Several changes affecting the operations of the trust funds
occurred during fiscal year 1974. A general benefit increase of 11 per-
cent became effective in two Steps—the first, an interim inercase of 7
percent effective for the 3 months March-May 1974, followed by the
full 11-perecent increase effective for June 1974, The amount that-a
beneficiary may earn in a year, and still receive all of his benefits under
the retirement test (i.e., the annual exempt amount) increased from
$2,100 to $2,400 effective January 1, 1974. The contribution rate for
old-age, survivors, and disability msurance increased from 4.83 percerit
each, for employees and their employers, to 4.95 percent each, effective
Januar v 1, 1974. The contribution and benefit base also increased, from
$10, 800 to %13 200, effective January 1, 1974. The comparlson of trust-
fund operations in fiscal year 1974 with operations in fiscal year 1973 -
is also affected by a 20-percent general benefit increase effective with
benefits for noptembor 1972, provided under Public Law 92-336, and
by other provisions of Public Laws 92-336 and 92-603, most of wuich

became effective January 1, 1973.
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(¢) The number of persons receiving monthly benefits under the
old-age, survivors, aud disability insurance program totalled 30.2 mil-
lion by the end of June 1974. An estimated 101 million workers had
earmings in calendar year 1974 that were taxable and creditable toward
benefits under the program.

(d) The trust funds earned interest of $2.5 billion during the fiscal
year, equivalent to an effective annual rate of 6.0 percent on the total
assets of the trust funds.

(¢) The first automatic increases in the contribution and benefit
base and in the annual exempt amount under the retirement test were
determined under the automatic increase provisions in the law. The
new amounts, effective for January 1, 1975, are $14,100 and $2,520,
respectively. The published statement announcing the determination
of these amounts is shown in A ppendix B.

(f) The first automatic cost-of-living benefit increase was deter-
mined to be 8.0 percent, effective for June 1975. ‘

(g) Inevery calendar year beginning with 1975, the projected out-
lays of the combined old-age and survivors insurance and disability
insurance systems are estimated to exceed the tax income according to
the scheduled tax rates and estimated future increases in the contribu-
tion and benefit base. This aunual deficit is estimated to be, on the
average, 1.26 percent of taxable earnings over the next 25-year period

(1975-1999). The average annual deficit over the second 23-year period
(2000-2024) is estimated to be 4.10 percent, and over the third 25-year
period (2025-2049) is estimated to be 10.19 percent.

The long-range average-cost when computed in the customary way
over the entire T-vear period (1975-2049) exceeds the average tax rate
scheduled in present law by 5.32 percent of taxable payroll.

(R) Assets of both the old-age and survivors insurance trust fund
and the disability insurance trust fuud are estimated to show substan-
tial declines during the 5-year period 1975-79. The estimates indicate
that, without legislation to provide additional financing, the assets of
both trust funds will be exhausted soon after 1979,

(<) The reports of the 1975 Advisory Council on Social Security
were received. and the recommendations that would have a significant
impact on the financing of the old-age, survivors, and disability insur-
ance program are being carefully evaluated.

Nartre or THE Trrust Fuxns

The Federal old-age and survivors insurance trust fund was estab-
lished on January 1, 1940, as a separate account in the United States
Treasury to hold the amounts accumulated under the old-age and
survivors insurance program. All the financial operations which relate
to the system of old-age and survivors insurance are handled through
this fund. The Social Security Amendments of 1956, which became
law Aungust 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 finan-
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cial operations in connection with the system of monthly disability
benefits payable to insured workers and to their dependents. )

The major sources of receipts of these two funds are (1) amounts
appropriated to each of them under permanent appropriation on the
basis of contributions paid by workers and their employers, and by
individuals with self-employment income. in work covered by the old-
age, survivors, and disability insurance program and (2) amounts
deposited in each of them representing eontributions paid by workers
employed by State and local governments and by such employers with
respect to work covered by the program. All employees, and their
employers, in employment covered by the progranm are required to pay
contributions with respect to the wages of individual workers (cash
tips, covered as wages beginning in 1966 under the 1965 Amend-
ments, are an exception to this: employees pay contributions with re-
spect to cash tips, but employers do not). All covered self-employed
persons are required to pay contributions with respect to their self-
employnient income.

In general. an individual’s contributions are computed on anunal
wages or self-employment income. or both wages and self-employ-
ment income combined, up to a specified maximum annual amount,
with the contributions being determined first on the wages and then
on any self-employment income necessary to make up the annual maxi-
mum amount.

The contribution rates applicable to taxable earnings in each of
the calendar years 1937 and later, and the allocation of the rates to
finance expenditures from each of the two trust funds, are shown in
table 1. For 1976 and later. the contribution rates shown are the rates
scheduled in the provisions of present law. The maximum amount of
annual earnings taxable in each year, 1937-75, is also shown in table 1.
Beginning with 1975, the maximum amount of earnings taxable in
each year is determined in the preceding year under the automatic in-
crease provisions in seetion 230 of the Social Seeuvity Aet, unless
modified by intervening C'ongressional action.

Except for amounts received by the Secretary of the Treasury under
State agreements (to effectuate coverage under the program for State
and local government emplovees) and deposited directly in the trust
funds, all contributions are collected by the Internal Revenue Serviece
and deposited in the general fund of the Treasury as Internal revenue
collections; then, on an estimated basis. the contributions recelved
are immediately and automatically appropriated to the trust funds.
The exact amount of contributions received is not known initially
since old-age, survivors, disability, and hospital insurance contribu-
tions and individual income taxes are not separately identified in col-
lection reports received by the Treasury Department. Periodic adjust-
ments 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.
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TABLE 1.—CONTRIBUTION RATES AND MAXIMUM TAXABLE AMOUNT OF ANNUAL EARNINGS

Maximéjlm Contribution rates (percent of taxable earnings)
taxable
amount Employees and employers, each Self-employed

of annual —

Calendar years earnings 0ASDI QASI DI 0ASDI 0ASI DI

Past experience:
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1986--2C10. ... . ... .
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1 Subject to automatic increase.

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 ean receive a refund of the contributions he paid
on such excess wages. The amount of contributions subject to refund
for any period is a charge against each of the trust funds in the ratio
in whieh the amount was appropriated to or deposited in such trust
funds for that period.

Another 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
the provisions of the Railroad Retirement Act which provide for a
system of coordination and financial interchange between the railroad
retirement program and the old-age, survivors, and disability insur-
ance program.

Sections 217(g) and 229(b) of the Social Security Act authorize
annual reimbursements from the general fund of the Treasury to the
old-age and survivors insurance and disability insurance trnst funds
for any costs arising from the granting of noncontributory wage cred-
its for military service, according to periodic determinations made by
the Secretary of Health, Tiducation, and Welfare.

Section 228 of the Social Security Act provides monthly cash bene-
fits to certain persons aged 72 and over, almost all of whom are not
eligible for cash benefits under other provisions of the old-age, sur-
vivors, and disability insurauce program. Under section 228, all pay-
ments are made initially from the old-age and survivors insurance
trust fund, with later reimbursement, with interest, from the general
fund of the Treasury for the costs, including administrative expenses,
of payments to persons who have less than 3 quarters of coverage, The
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reimbursements so made are on a provisional basis and are subject to
adjustment. with appropriate interest allowances, as the actual expe-
rience develops and is analyzed.

Section 231 of the Social Security Aect authorizes reimbursement
from the general fund of the Treasury to the old-age and survivors
insurance and disability insurance trust funds for any costs arising
from the granting of noncontributory wage credits to individuals who
were interned during World War IT at a place within the United
States operated by the Federal government for the intermment of
persons of Japanese ancestry.

Section 201(1) of the Social Security Act authorizes the Managing
Trustee to accept and deposit in the trust funds unconditional money

ifts or bequests made for the benefit of the trust funds or any activity
l%nanced through such funds.

Expenditures for benefit payments and administrative expenses
under the old-age, survivors. and disability insurance program are
paid out of the trust funds. All expenses incurred by the Department
of Health, Education, and Welfare and by the Treasury Department
in carrying out the provisions of Title IT of the Social Security Act
and of the Internal Revenue Code relating to the collection of contri-
butions arc charged to the trust funds. The Secretary of Health, Edu-
cation, and Welfare certifies benefit payments to the Managing Trustee,
who makes the payment from the respective trust funds in accordance
therewith.

Section 222(d) of the Social Security Act provides for payments
from the trust funds for the cost of vocational rehabilitation services
furnished to disabled persons receiving benefits because of their dis-
ability. The total amount of funds that may be made available in a
fiscal vear for pavinents for the costs of such services, including appli-
cable administrative expenses of State agencies, may not exceed a
specified percentage of the benefits certified for payment to these types
of beneficiaries in the preceding year. This limitation on the amount
to be made available was 1 percent in each of the fiscal years 1966
(when such amonnts were first made available) through 1972 and
114 percent in fiseal year 1973. Under present law, the limitation is
114 percent in fiscal years after 1973.

Congress has authorized expenditures from the trust funds for con-
struction, rental, and lease or purchase contract of office buildings and
related facilities for the Social Security Administration. Both the
capital costs of construction financed directly from the trust funds and
the rental. lease, or purchase contract costs of acquiring facilities are
included in trust fund expenditures. In 1974, construction of several
large facilities was begun under purchase contract authority. wherein
initial capital costs are borne by the private sector. Under this method
of facilities acquisition. trust fund expenditures for use and ultimate
Government. ownership of a facility are made over periods of from
10 to 30 years. Whatever the manner of acquisition, the net worth of
facilities and other fixed capital assets is not carried in the statement.
of the operations of the trust funds presented in this report. This is
because the value of fixed capital assets does not represent funds avail-
able for benefit or administrative expenditures, and therefore is not
%riewed as being a consideration in assessing the actuarial status of the

unds.
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That portion of each trust fund which, in the judgment of the Man-
aging Trustee, is not required to mneet current expenditures for benefits
and administration is Invested, on a daily basis, in interest-bearing
obligations of the U.S. Government (including special public-debt
obligations described below), in obligations guaranteed as to both
principal and interest by the United States, or in certain federally-
sponsored agency obligations that are designated in the laws author-
izing their issuance as lawful investments for fiduciary and trust funds
under the control and authority of the United States or any officer of
the United States. These obligations may be acquired on original issue
at the issue price or by purchase of outstanding obligations at their
market price.

The Social Security Act authorizes the issuance of special public-
debt obligations for purchase exclusively by the trust funds that shall
bear interest at a rate based on 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.

StMMMARY oF THE ‘OrERATIONS OF THE FEDERAL Oup-AGE axp
Survivors Instraxce Trust Fuxp, Fiscan Year 1974

A statement of the income and disbursements of the Federal old-age
and survivors insurance trust fund in the fiscal yvear which began on
July 1. 1973, and ended on June 30, 1974, and of the assets of the fund
at the beginning and end of the fiscal year, is presented in table 2.
Comparable amounts for fiscal year 1973 are also shown in the table.

The total assets of the old-age and survivors insurance trust fund
amounted to $36.416 million on June 30, 1973. During fiscal year 1974,
total receipts amounted to %£30.936 million and total disbursements
were $19.485 million. The assets of the trust fund amounted to 37,867
million at the end of fiscal year 1974, or $1,451 million more than at
the beginning of the year.,

Tnelnded in total receipts during fiscal year 1974 were $43.858 mil-
lion representing contribntions appropriated to the fund, and $4,989
million representing amounts received by the Secretary of the Treas-
ury in accordance with State agreements for coverage of State and
local government employvees and deposited in the trust fund. As an
offset, $393 million was transferred from the trust fund into the Treas-
ury as repayment for the estimated amouut 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 earnings base.
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TABLE 2.—STATEMENT OF OPERATIONS OF THE OLD-AGE AND SURVIVORS INSURANCE
TRUST FUND DURING FISCAL YEARS 1973 AND 1974

{In thousandsj

Fiscal year
1973 1974
Total assets of the trust fund, beginning of year____ __ .. ... $36, 399, 038 $36, 415, 896

Receipts:
Contributions:

Appropriations_._____ .l 37,560, 472 43, 857,792
Deposits arising from State agreements. .. ________ . ... 4,130, 891 4,989, 458
Gross contributions_______ ... . _____ .. _________.__ 41, 691, 363 48, 847,250
Less payment into the Treasury for contributions _ 373,186 392, 557

Net contributions_ . __ ... 48, 454, 69

Reimbursement from general fund of the Treasury for costs of:
Noncontributory credits for military service___ . _____________.___________ .. 138, 000 139, 000

Payments to noninsured persons aged 72 and over:

Banefit payments 292, 965 265, 890
Administrative expenses. 3,624 3,173
Interest. 40,057 33,724

Total reimbursement for payments to noninsured persons aged 72 and
OV e 336,645 302,788

Interest:

Interest on investments._ . ol 1,848, 393 2,039, 660

Interest on amounts transferred between the old-age and survivors insurance

and the disability insurance trust funds due to adjustment in allocation of the
costs of vocational rehabilitation services?____ 16 —20

Interest received from general fund of the Treasury on funds advanced in

fiscal year 1973 from the old-age and survivors insurance trust fund to finance
administrative expenses of the supplemental security income program..__.__.__._ ... ... 656
Gross interest . .o 1,848, 409 2,040, 297

Less interest on amounts of interfund transfers due to adjustment in allocation
of administrative expenses and constructioncosts. .__.______._ ___.._.___. 1,891 1,054
Netinterest. . el 1,846,518 2,039,243
Total receipts 2 e 43,639, 340 50,935,724

Disbursements: o

Benefit payments 42,169,744 47,848, 838

Transfer to raifroad retirement account 782,954 908, 585
Payment for cost of vocational rehabilitation services for disabled beneficiaries:
For the current fiscal year.. ... e 2,510 3,534
Transfer between the old-age and survivors insurance and the disability insur-
ance trust funds due to adjustment in allocation of cost for prior fiscal years.__ —40 340
Net payment for cost of vocational rehabilitation services_.. . IO 2,470 3,873
Administrative expenses: o
Department of Health, Education, and Welfare___.____ ... .. .._.._.... 611,374 618, 506
Treasury Department_.__ ... _ . ... ... ... . 78,020 87,571
Construction of facilities for Social Security Administration . 7,446 4,954
Expenses of the Department of Health, Education, and Welfare for administration :
of vocational rehabilitation program for disabled beneficiaries_ ... ... _ ... 36 40
Interfund transfers due to adjustment in allocation of:
Administrative expenses3. __ . iiaes 10,874 12,645
Costs of CONStIUCtION 3. e iecimeaaeaeen 609 —353
Gross administrative expenses_ ___ oo 708, 359 723,362
Less receipts from sale of supplies, materials, etc___.._____ .. ..__...._.___. 24 47
Less reimbursement from general fund of the Treasury for funds advanced in
fiscal year 1973 from the old-age and survivors insurance trust fund fo finance
administrative expenses of the supplemental security income program_.____. 41,000 .._______..___
Net administrative expenses 667,335 723,315
Total disbursements. . . e eee i m e 43,622, 503 49, 484,611
Net addition to the trust fund._ .. oo e eciiaeeeaoe 16, 837 1,451,113

Total assets of the trust fund, end of year 36, 415, 896 37,867,008

1 A positive figure represents a transfer of interest to the old-age and survivors insurance trust fund from the other
social security trust funds. A negative figure represents a transfer of interest from the old-age and survivors insurance
trust fund to the other social security trust funds.

2 Includes gifts totaling $174.78. . . . i

3 A positive figure represents a transfer from the old-age and survivors insurance trust fund to the other social security
trust funds. A negative figure represents a transfer to the old-age and survivors insurance trust fund from the other social
security trust funds.
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Net contributions amounted to $48,455 million, an increase of 17.3
percent over the amount for the preceding fiscal year. Growth in con-
tribution income resulted primarily from (1) the higher level of em-
ployment and taxable earnings, (2) the two increases in the maximum
annual amount of earnings taxable—ifrom $9,000 to $10,800 and from
$10,800 to $13,200—that became effective on January 1, 1973, and
January 1, 1974, respectively, and (3) the two increases in the com-
bined employer-employee contribution rate allocated to finance the old-
age and survivors insurance program—from 8.1 percent to 8.6 percent
and from 8.6 percent to 8.75 percent—that becae effective on Janu-
ary 1, 1973, and Jauuary 1, 1974, respectively. Although the first in-
crease in the maximum annual amount of earnings taxable, from $9,000
to $10,800, became effective in 1973, the first full fiscal year during
which carnings between $9,000 and $10,800 were taxable was 1974.
Similarly, although the first increase in the combined employer-em-
ployee contribution rate allocated to finance the old-age and survivors
msurance program, from 8.1 percent to 8.6 percent, became effective
in 1973, the first full fiscal year during which the higher rate was
operative was 1974,

Reference has been made in an earlier section to provisions of the
- Social Security Act under which the old-age and survivors insurance
and disability insurance trust funds are to be reimbursed annually
from the general fund of the Treasury for costs of granting non-
contributory credits for military service. In accordance with Section
217(g), the Secretary of Health, Education, and Welfare made a de-
termination in 1970 of the level annual appropriations to the trust
funds necessary to amortize over a 44-year period, beginning in fiscal
year 1972, the estimated total additional costs, for military service
performed before 1957, arising from payments that have been made
after August 1950 and that will be made in future years, taking into
account the amounts of annual appropriations in fiscal years 1966-71
that have been deposited into the trust funds. The annual amounts
resulting from this determination were $136 million for the old-age
and survivors insurance trust fund and $49 million for the disability
insurance trust fund. In accordance with Section 229(b), the Secre-
tary determined that each of the two trust funds should receive reim-
bursement of $3 million for additional costs attributable to noncon-
tributory credit for military service performed after 1967. Thus, reim-
bursements amounting to $139 million for the old-age and survivors
insurance trust fund, and to $52 million for the disability insurance
trust fund, were received in December 1973.

Reference has also been made in an earlier section to provisions
under which the old-age and survivors insurance trust fund is to be
reimbursed annually from the general fund of the Treasury for costs
of monthly payments to certain noninsured persons aged 72 and over
who have less than three quarters of coverage. The reimbursement in
fiscal year 1974 amounted to $303 million.

Again, reference has been made in an earlier section to provisions
under which money gifts or bequests may be deposited in the old-age
and survivors insurance and disability insurance trust funds. In fiscal
year 1974, the old-age and survivors insurance trust fund received gifts
amounting to $174.78.
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The remaining $2,039 million of receipts consisted of interest on the
investments of the trust fund and net interest on amounts of interfund
transfers arising out of adjustments in the allocation of administrative
expenses, construction costs, and the cost of vocational rehabilitation
services for the prior fiscal year, 1973.

Of the $49,485 million in total diabmaements, $47,849 million was
for benefit payments, an increase of 13.5 percent over the corresponding
amount paid in fiscal year 1973. This increase was dne to (1) the
amendments enacted on July 1, 1972, which provided for a general
increase in benefits of 20 per cent effective for September 1972 (2) the
amendments enacted on October 30, 1972, which provided highel bene-
fit amounts for certain categories of beneficiaries and liberalized some
of the conditions under which persons can qualify for benefits, (3) the
amendments enacted on December 31, 1973, which provided for a gen-
eral increase in benefits of 11 percent effective-in two steps—an interim
increase of 7 percent effective for the 3 months March—May 1974, fol-
lowed by the full 11-percent increase effective for June 1974, and (4)
the expected growth in the total number of beneficiaries and in average
benefit amounts resulting from the rising level of earnings. Althougls
the amendments enacter in 1972 became effective during fiscal year
1973, the first full ficai year during which they were operative was
1974.

Reference has been made in an carlier section to provisions of the
Railroad Retirement Act which coordinate the railroad vetirement
and the old-age and smvi\'ms insurance programs and which govern
the financial interchanges arising from the allocation of costs between
the two systems. In accordance with these provisions, the Railroad
Retirement Board and the Secretary of Health, Education, and Wel-
fare determined that a transfer of $866, 800,000 to the railroad retire-
ment account from the old-age and survivors insurance trust fund
wonld place this trust fund in tlie same position as of June 30, 1975,
as it would hiave been if railroad employment had always been covered
under the Social Security Act. This amount was transferred to the
railroad retirement account in May 1974, together with interest to the
date of transfer amounting to $41,785, OOO

Expenditures of the old- -age and survivors insurance program for
the cost of vocational rehabilitation services amounted to nearly %3.9
million. These services were furnished to disabled adults—dependents
of old-age beneficiaries and survivors of deceased insured workers—
who were receiving monthly benefits fron the old-age and survivors
insurance trust fund becanse of their disability.

The remaining $723 million of disbursements from the old-age and
survivors insurance trust fund represents net administrative expenses.
The expenses of administering the programs financed through the four
trust funds—the old-age and survivors insurance, dlsablllty Insurance,
hospital insurance, and supplementary medical insurance trust funds—
are allocated and chargetf directly to each trust fund on the basis of
provisional estimates. Beginning in fiscal year 1974, the expenses of
administering the newly enacted Supplemental Security Income pro-
gram are also allocated, on a provisional basis, and charged directly
to the general fund of the Treasury. Periodically, as actual experience

52-048 0—-75——3
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develops and is analyzed, adjustments to the alloc-*ions of adminis-
trative expenses and costs of construction for price periods are effected
by interfund transfers, with appropriate interest allowances. (In
fiscal year 1973, the administrative expenses of the new Supplemental
Security Income program were initially charged to the old-age and
survivors insurance trust fund because no money had yet been appro-
priated froni the general fund of the Treasury. Reimbursement repre-
senting only the prinecipal of $41 million, but excluding interest, was
received from the general fund at the end of fiscal year 1973. Interest
on this amount was received from the general fund in fiscal year 1974.)

Net administrative expenses charged to the old-age and survivors
insurance trust fund and to the disability insurance trust fund in fiscal
year 1974 totaled $878 million. This amount represented 1.6 percent
of contribution income and 1.6 percent of expenditures for benefit
payments and payments for the cost of vocational rehabilitation serv-
ices during the fiscal year. Corresponding percentages for each of the
last 5 years for the system as a whole and for each trust fund sepa-
rately are shown in table 3.

In table 4, the experience with respect to actual amounts of contribu-
tions and benefit payments in fiscal year 1974 is compared with the
estimates for fiscal year 1974 which appeared in the 1974 Annual Re-
port of the Board of Trustees. Reference was made in an earlier sec-
tion to the appropriation of contributions to the trust funds on an
estimated basis, with subsequent periodic adjustments to account for
differences from the amounts of contributions actually payable on the
basis of reported earnings. In interpreting the figures in table 4, it
should be noted that the “actual” amount of contributions in fiscal
year 1974 reflects the aforementioned type of adjustments to contri-
butions for prior fiscal years. On the other hand, the “actual” amount
of contributions in fiscal year 1974 does not reflect adjustments to con-
tributions for fiscal year 1974 that were to be made after June 30, 1974.
The actual experience for each trust fund was quite close, relatively,
to the estimates.

At the end of fiscal year 1974, about 30.2 million persons were re-
ceiving monthly benefits under the old-age, survivors, and disability
insurance program. About 26.5 million of these persons were receiving
monthly benefits from the old-age and survivors insurance trust fund.
The distribution of benefit payments in fiscal years 1973 and 1974, by
type of beneficiary, is shown in table 5. Approximately 72 percent of
the total benefit payments from the old-age and survivors insurance
trust fund in fiscal year 1974 was accounted for by monthly benefits
to retired workers and their dependents and about 17 percent by
monthly berefits to aged survivors and disabled widows or widowers
of deceased workers. Approximately 10 percent of the benefit pay-
ments represented monthly benefits on behalf of children of deceased
workers and monthly benefits to mothers who had children of deceased
workers in their care.
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TABLE 3.—RELATIONSHIP OF NET ADMINISTRATIVE EXPENSES OF THE OLD-AGE, SURVIVORS, AND DISABILITY
INSURANCE PROGRAM TO CONTRIBUTION INCOME AND BENEFIT PAYIAENTS, BY TRUST FUND, FISCAL YEARS
1970-74

0Oid-age and survivers insur-
L ance trust fund, adminis- Disability insurance trust
Total administrative expenses trative expenses as a fund, administrative expen-

as a percentage of— percentage of— ses as a percentage of—
Total Total
. contribution benefit  Contiribution Benefit  Contribution Benefit
Fiscal year income payments ! income payments income payments !
1.8 2.1 1.6 1.8 3¢ 5.3
2.0 2.1 1.7 1.8 4.2 5.6
2.0 2.1 1.6 1.7 4.4 5.2
2.0 1.9 1.6 1.6 4.5 4.7
1.6 1.6 1.5 1.5 2.5 2.5

1 In determining the percentage shown, payments for the cost of vocational rehabilitation services are included with
benefit payments.

Note: In interpreting the figures in the above table, reterence should be made to the accompanying text.

TABLE 4.—COMPARISON OF ACTUAL AND ESTIMATED OPERATIONS OF THE OLD-AGE AND SURVIVORS INSURANCE
AND DISABILITY INSURANCE TRUST FUNDS, FISCAL YEAR 1974

fln millions)
Estimated

amount Actual as
published in  percentage of
Actual amount 1974 report estimate

Dld-age and survivors insurance trust fund:
Net contributions $48, 455 $48,484 100
Benefit payments 47,849 48,118 99

Disability insurance tcust fund:

Net contributions_ _. _ . aan 6,234 6,243 100
6,159 6,180 100

Benefit payments. _ . . .o y

Note: {n interpreting the figures in the above table, reference should be rmade to the accompanying text.

TABLE 5.—ESTIMATED DISTRIBUTION OF BENEFIT PAYMENTS FROM THE OLD-AGE AND SURVIVORS INSURANCE
TRUST FUND, BY TYPE OF BENEFICIARY AND PAYMENT, FISCAL YEARS 1973 AND 1974

[In millions]
1973 1974

Percent of Percent of
Amount total Amount tetal
Total. oo §42,169.7 100 $47,848.8 100
Monthiy benefits__________ ... 41,848.6 99 47,533.0 99
Retired workers and their dependents...._________ 30,511.4 72 34,3590.5 72
Retired workers_...... ... ... 27,261.6 65 30,793.1 A
Wives and husbands 2,821.8 7 3,112.9 7
Children___.__.______ 428.0 1 484.6 1
Survivors of deceased workers__________.________. 11,066.5 26 12,891.8 27
Aged widows and widowers_._______.____.__. 6,359.0 15 7,764.4 16
Disabled widows and widowers. 105.9 () 129.3 (O]
Parents._.__..___________ 46.4 ¢ 471.7 (‘3

Children 3,807.6 4,107.F
Widowed mothers caring for child beneficiaries.. - 747.6 2 842.9 2
Noninsured persons aged 72 and over 2._.______... 270.8 1 250.7 1
Lump-sum death benefits___._.____ ... ... 321.1 1 315.9 1

1 Less than 0.5 percent. L
2 The trust fund is reimbursed from the general fund of the Treasury for the costs of payments to beneficiaries with less

than 3 quarters of coverage.
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TABLE 6.—ASSETS OF THE OLD-AGE AND SURVIVORS INSURANCE TRUST FUND, BY TYPE, AT THE END OF FISCAL

YEARS 19

73 AND 1974

June 30, 1973

June 30, 1974

Par value Book value! Par value Book value !
tnvestments in public-debt obligations:
Public issues:
Treasury notes:

6 percent, 1975_.____._. $17,450,000  $1i7, 450, 000.00 $17, 450, 000 $17, 450, 000. 00
614 percent, 1976__ .. __ 5, 000, 000 4,995, 386. 97 5, 000, 000 4,997,172.69
614 percent, 1976______. 22, 180, 000 22, 180, 000. 00 22, 180, 000 22, 180, 000. 00
7 percent, 1975._ . ____ 50, 000, 000 49,943, 137. 16 50, 000, 000 49, 966, 666, 52
714 percent, 1976._____. 90, 500, 000 90, 260, 384. 50 90, 500, 000 90, 338,097.70
8 percent, 1977_.______. 15, 000, 000 15, 000, 000. 00 15, 000, 000 15, 000, 000. 00

Treasury bonds:

234 percent, investment
series B, 1975-80
3 percent, 1995, ________
314 percent, 1978-83____
3!4 percent, 1985__._.__
314 percent, 1980_._____
314 percent, 1990 _.___.
314 percent, 1998____.

4% percent, 1974_______
414 percent, 1989-94____
41, percent, 1974_______
41 percent, 1975-85__ __
414 percent, 1987-92__ .
634 percent, 1984_______
7 percent, 1981_____.___
714 percent, 1988-93._

81% percent, 1994-99_ . . il

1, 064, 902, 000
70,170, 000
60, 200, 000
25, 700, 000

449, 450, 000
556, 250, 000
552, 037, 000
38, 000, 000
153, 100, 000
61,924, 000
91, 300, 000
6, 352, 000
78, 023, 000
33, 000, 000
31, 500, 000
50, 000, 000

1, 064, 902, 000. 00
70, 147, 900. 36
59, 613, 079. 52
24, 671, 244. 59

452, 648, 313,67
549’ 213, 292. 86
544, 216, 472. 68
37,996, 987. 90
153, 067, 982. 44
61,930, 461. 83
90, 670, 287. 42
6, 353, 470. 08
77,774, 698. 43
34, 499, 072. 43
372,007, 081. 30
39, 673, 333.26

1, 064, 902, 000
70, 170, 000
60, 200. 000
2£,700, 000

449, 450, 000
556, 250, 000
552, 037, 000

78,023, 000
33, 000, 000
31, 500, 000
50, 000, 000
99, 934, 000

6, 352, 000

1, 064, 902, 000. 00
70,148, 924. 32
59,672, 264.72
24,758, 181.71

452,212,611, 87
549, 637, 617. 06
544,525, 177. 84

77,795, 681.75
34,392, 629. 43
31,961, 671.02
49,713, 333. 22
98, 411, 627.93

6, 531, 829. 12

Total jnvestments in
public issues.._.____

3,522,048, 000

3,509, 215, 087. 40

3,522, 048, 000

3, 508, 368, 846. 56

Obligations sold only to this fund
(special issues):
Notes:

Bond

434 percent, 1974 __
534 percent, 1975._
584 percent, 1979_______
613 percent, 1978. .. . __

H
284 percent, 1975_ .. _.__
334 percent, 1975_______
334 percent, 1976. _
37% percent, 1977 __
37 percent, 1978_ .
4 percent, 1978_._____
414 percent, 1979 .. . __
41% percent, 1980______.

7% percent, 1981 __ .
78 percent, 1982 . . ...
T3¢ percent, 1983 __ ...
734 percent, 1984 . . . ..
I8 percent, 1985_ .. ..
7% percent, 1986 . _ ...

7% percent, 1987____
75% percent, 1988 __ __

7% vpercent, 1989 ____ ...

2,720,279, 000
2, 460,795, 000
3,102, 896, 000
3, 468, 850, 000
3, 844, 864, 000
4, 547, 285, 000
5, 033, 296, 000

685, 178, 000
160, 077, 000
1, 080, 011, 000
1, 080, 011, 000
658, 444, 000
421, 567, 000
1,080, 011, 000
1, 080, 011, 000

2,720,279, 000. 00
2, 460, 795, 000. 00
3,102, 896, 000. 00
3, 468, 850, 000. 00
3, 844, 864, 000. 00
4, 547, 285, 000. 00
5, 033, 296, 000. 00

685, 178, 000. 00
160, 077, 000. 00
1, 080, 011, 000. 00
1, 080, 011, ¢00. 00
5§58, 444, 000. 00
421, 567, 000. 00
1,080, 011, 000. 00
1, 080, 011, 000. 00

760, 998, 000
1, 080, 011, 000
658, 000

421, 567, 000
1,080, 011, 000
1,080, 011, 000

677, 910; 000

677,910, 000

677,910, 000

677,910, 000

677, 910, 000

677, 910, 000

677, 910, 000

677, 909, 000

677, 909, 000

2,460,795, 000,00
3,102, 896, 000. 00
3, 468, 850, 000. 00
3, 844, 864, 000. 00
4, 547, 285, 000. 00
5, 033, 296, 000. 00

760, 998, 000. 00
1,080, 011, 000. 00
658, 444, 000. 00
421, 567, 000. 00
1,080, 011, 000. 00
1,080, 011, 000. 00
677, 910, 000. 00
677,910, 000. 00
677,910, 000. 00
677, 910, 000. 00
677,910, 000. 00
677, 910, 000. 00
677, 910, 000. 00
677, 909, 000. 00
677, 909, 000. 00

Total obligations soid
only to this fund
(special issues). .. _

31, 423,575,000 31, 423, 575, 000. 00

33,640, 216, 000 33, 640, 216, 000. 00

Total investments in
public-debt obliga-
tions____._.__.____

34, 945, 623, 000

34,932, 790, 087, 40

37,162, 264,000 37, 148, 584, 846, 56

See footnote at end of table p. 13.



13

TABLE 6.—ASSETS OF THE OLD-AGE AND SURVIVORS INSURANCE TRUST FUND, BY TYPE, AT ThE END OF FISCAL
YEARS 1973 AND 1974-—Continued

June 30, 1973 June 30, 1974

- Par value Book value! Par value Book value !

Investments in federally-sponsored
agency obligations:
Participation certificates:
Federal Assets Liquidation
Trust-Government National
Mortgage Association:

5.10 percent, 1987.______ 50, 000, 000 50, 000, 000. 00 50, 000, 000 50, 000, 000. 00

5.20 percent, 1982___.._. 100, 00C, 000 100, 000, 000. 00 100, 000, 000 100, 000, 000. 00
Federal Assets Financing
Trust-Government Natjonal

Mortgage Association:

6.05 percent, 1988_._____ 65, 000, 000 64, 822, 265.95 65, 000, 000 64, 834, 453. 51

6.20 percent, 1988_.__._. 230,000,000 230, 009, 000. 00 230, 000, 000 230, 000, 000. 00

6.40 percent, 1987_._..__ 75, 000, 000 75, 000, 000. 00 75, 000, 000 75, 000, 000. 00

6.45 percent, 1988_._____ 35, 000, 000 35, 000, 000. 00 35, 000, 000 35, 000, 000. 00
Total investments in
federally-sponsored

agency obligations. .. 555,000,000 554, 822, 265. 9§ 585, 000, 000 554, 834, 453, 51

Total investments.____ 35, 500, 623, 000 35, 487,612,353.35  37,717,264,000 37,703, 419, 300. 07

Undisbursed balances_________ . . ... .. ... 928,283.163.88 _____ ... ... ... 163, 589, 142,13

Total assets_ .. ... 36,415,895,517.23 ... ... 37,867,008, 442. 20

1 Par value, plus unamortized premium, less discount outstanding.

Benefit payments to noninsured persons aged 72 and over amounted
to $251 million, or slightly more than 14 percent of total benefit pay-
ments from the trust fund. Reference has been made in an earlier
section to the legislative provisions governing reimbursement from
the general fund of the Treasury for the costs of such payments to
persons who have fewer than three quarters of coverage. About 98
percent of the total amount of the payments made in fiscal year 1974
to noninsured persons aged 72 and over went to persons with fewer
than three quarters of coverage.

The balance of the benefits paid during fiscal year 1974 consisted of
lump-sum death payments.

The assets of the old-age and survivors insurance trust fund at the
end of fiscal year 1974 totaled $37,867 million, consisting of $37,703
million in the form of obligations of the U".S. Government or of fed-
erally-sponsored agency obligations, and an undisbursed balance of
$164 million. Table 6 shows a comparison of the total assets of the fund
and their distribution at the end of fiscal years 1973 and 1974.

The net increase in the par value of the investments owned by the
fund during fiscal year 1974 amounted to $2,217 million. New securities
at a total par value of $58.824 million were acquired during the fiscal
year through the investment of receipts, and the reinvestment of funds
made available from the redemption of securities. The par value of
securities redeemed during the fiscal year was $56,607 million. Included
in these amounts is $52.723 million 1n certificates of indebtedness that
were acquired and redeemed within the fiscal year. In addition, $38
million in 4-percent bonds maturing in Angust 1973 and $62 million
in 414-percent bonds maturing in February 1974 were exchanged for
$100 million in 7l4-percent bonds maturing in August of 1993, and
$6 million in 41/ -percent bonds maturing in May 1974 were exchanged
for an equal amount of 814-percent bonds maturing in May of 1999.
Although the interest rate on bonds is generally limited to 41/ percent
by the provisions of 31 U.S.C. 752, amendments to these provisions
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authorize the issnance of bonds at rates of interest exceeding 414 per-
cent, subieet to certain restrictions. P.I. 92-5, enacted Mareh 17, 1971,
amended the provisions to authorize the issuance to the public and to
Government accounts of up to a total of $10 billion in bonds at rates
of interest exceeding 414 percent. P.I.. 93-33, enacted July 1, 1973,
further amended the provisions of 31 U.S.C. 752 by (1) removing the
{10 Dbillion limitation on the aggregate face amount of such bonds
that may be issued and (2) Iimiting the amount of such bonds that
mav be held by the public at any one time to $10 billion.

The effective annual rate of interest earned by the assets of the old-
age and survivors insurance trust fund during fiscal year 1974 was
5.9 pereent. The interest rate on special issues purchased by the trust
fund in June 1974 was 754 percent, payable semiannually.

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 these amendments, the
general practice in the past was to spread the maturity dates for the
holdings of special issues as nearly as practicable in equal amounts
over a 15-year period. As a result of this practice, the old-age and
survivors insurance trust fund held (1) special issues, totaling $$5.081
million, that were acquired before 1966 and were distributed in equal
amounts of about $1,080 million maturing in each of the years 1977-80
and in a smaller amount maturing in 1976 (table 6). ‘ _

However. the interest rate on special issues acquired in June of each
yvear 1966-74, as determined under section 201(d) of the Social Secu-
rity Act. was higher than the maximum rate of 41/ percent to which
the interest rate on long-term issues (bonds) is generally limited.
Thus, the former practice could not be followed until the enactment
of P.I.. 93-53 on July 1. 1973. Accordingly, the entire amounts avail-
able for investment in June of cach year 1966-73 were invested in
short-term issues (notes). As a result. the old-age and survivors insur-
ance trust fund held $22.458 million in speecial issues consisting of
7-vear notes that were distributed in varying amounts maturing on
June 30 of each year 1975-80 (table 6).

On Juue 30, 1974, the investment practice in effect before 1966 was
reinstated. and the old-age and survivors insurance trust fund acquired
$6.101 million in special issues that were distributed in virtually equal
amounts of about $678 million maturing in cach of the years 1981-1989
(table 6). The investment operations of the fund in fiscal years 1973
and carlier are deseribed in the 1974, and earlier, annual reports.

STUMMARY oF TITE OPERATIONS OF THE FEDERAL DisaBILITY INSURANCE
Trust Funp, Fiscar, Yrar 1974

A statement of the income and disbursements of the Federal dis-
ability insurance trust fund during fiscal year 1974, and of the assets
of the fund at the beginning and end of the fiscal year is presented in
tal}))lle 7. Comparable amounts for fiscal year 1973 are also shown in the
table.

The total assets of the disability insurance trust fund amounted to
$7.869 million on June 30. 1973. During fiscal year 1974, total receipts
amounted to $6,768 million and total disbursements were $6,385 mil-
lion. The assets of the trust fund thus increased $383 million during

the year to a total of $8,253 million on June 30, 1974.
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$7.869 million on June 30. 1973. During fiscal year 1974, total receipts
amounted to $6,768 million and total disbursements were $6,385 mil-
lion. The assets of the trust fund thus increased $383 million during
the year to a total of $8,253 million on June 30, 1974.
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Included in total receipts were £3.652 million representing contribu-
tions appropriated to the fund, and $633 million representing amounts
received by the Secretary of the Treasury in accordance with State
coverage agreements and deposited in the fund. As an offset, $50 mil-
lion was transferred from the trust fund into the Treasury as repay-
ment for the estimated amount of contributions subject to refund to
employees who worked for more than one employer during the course
of a vear and paid contributions on wages in excess of the statutory
maximum earnings base.

TABLE 7.—STATEMENT OF OPERATIONS OF THE DISABILITY INSURANCE TRUST FUND DURING FISCAL YEARS
1973 AND 1974

{In thousands]

Fiscal year
1973 1974
Total assets of the trust fund, beginning of year_ . ___ ... .. ... $7, 390,277 $7, 869,472
Receipts:
Contributions:
Appropriations. . .. 4,961,148 5,651,996
Deposits arising from State agreements__.___ ... ... ... 550, 447 632,646
Gross contributions. . e 5,511,595 6,284,642
Less payment into the Treasury for contributions subject to refund_.___.. ,626 50,217
~Netcontributions_ ... . l..iiiiioo.s 5, 460, 969 6,234,425
Reimbursement from general fund of the Treasury for costs of noncontributory
credits for military service_ . __ .. 51, 000 52,000
Interest: N
Interest on investments. . . .o 434,840 479,140
Interest on amounts of interfund tranfers due to adjustment in allocation of
administrative expenses and construction costs! —244 2,641
Interest on amounts transferred between the o!d-age and su in-
surance and the disability insurance trust funds due to adjustment in
allocation of cost of vocational rehabiiitation services!_ ... ... .. —16 20
Net interest. - .. .o e 434,580 481, 800
TOtaE 1CEIBES - e e 5, 946, 549 6,768, 225
Disbursements:
Benefit payments. . i 5,161,840 6,158, 569
Transfer to railroad retirement account 19, 503 22,327
Payment for cost of vocational rehabilitation services for disabled beneficiaries:
For the current fiscal year. . ... oiiao-o 39,321 49,331
Transfer to the old-age and survivors instrance trust fund due to adjustment
in allocation of cost for prior fiscal year. .. ... .. . ... 40 340
Total cost of vocational rehabilitation services. .. ... ... .. ... 39, 361 49,670
Administrative expenses: - T
Department of Health, Education, and Welfare . 223,049 185,814

Treasury Department. . _.._____. . ... .. ... . 9, 849 11,650

Construction of facilities for Social Security Administra 2; 104 329
Expenses of the Department of Health, Education, and Weifare for ad-
ministration of vecational rehabhilitation program for disabled bene- -
fICIAMI®S . - - o o e e 564 560
Interfund transfers due to adjustment in a'location of—
Administrative expenses 2 11, 302 —44,353
Costs of construction2_ _ i —214 280
Gross administrative expenses. ____ ... ... ..o.....o.oooo 246,653 154, 281
Less receipts from sales of surplus supplies, materials, etc._........_.... 4 14
Net administrative eXpenses . - ... oo oo 246,€ 154, 266
Total dishursements. .. oo e m e mnemeaname 5, 467, 354 6,384,833
Net addition to the trust fURM. - - -« oo oo oeme e e 479,195 383,392
Total assets ¢f the trust fund, end of year_. . oo 7,869,472 8,252, 865

1A positive figure represents a transfer of interest to the disability insurance trust fund from the other social security
trust funds. A negative figure regrese..s a transfer of interest from the disability trust fund to the other social security
trust funds.

2 A positive figure represents a transfer from the disability insurance trust fund to the other social security trust funds.
A negative figure represents a transfer to the disability insurance trust fund from the other social security trust funds.
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Net contributions amounted to $6,234 million, an increase of 14.2
percent over the amount for the preceding fiscal year. This increase is
accounted for, in part, by the same factors, insofar as they apply to
contributions of the disability insurance trust fund, that accounted for
the increase in eontributions to the old-age and survivors insurance
trust fund (described in the preceding section). and in part by the pro-
vision in I.L. 93-233, enacted December 31, 1973, that increased the
portion of the contribution rate allocated to finance benefits from the
disability insurance trust fund. Effective January 1, 1974, the allocated
rate for employees ~d employers was increased from 0.55 percent of
taxable carnings each to 0.575 percent cach. For the self-employed. the
allocated rate was increased from 0.795 peveent to 0.815 percent,

In addition, the trust fund received $52 million in December from
the general fund of the Treasury, as reimbursement for the costs of
noncontributory credits for military service.

The remaining $482 million of receipts consisted of interest on the
investments of the fund, plis interest on amounts of interfund trans-
fers.

Of the $6.385 million in total disbursements. $6.159 million was for
benefit payments, an increase of 19.3 percent over the corresponding
amount paid in the fiscal year 1973. This increase is accounted for by
the same factors insofar as they apply to disabled-worker beneficiaries
and their dependents. that resulted in the inerease in benefit payments
from the old-age and survivors insurance trust fund (described in the
preceding section).

Provisions governing the financial interchanges between the railroad
retirement account and the disability insurance trust fund are similar
to those referred to in the preceding section relating to the old-age and
survivors insurance trust fund. The determination made as of June 30,
1973, required that a transfer of $21.300.000 be made from the dis-
ability insurance trust fund to the railroad retirement account. This
amount was transferred to the railroad retirement account in May 1974
together with interest to the date of transfer amounting to $1,027,000.

The remaining disbursements amounted to $154 million for net ad-
ministrative expenses and 850 million for the cost of vocational re-
habilitation services furnished to disabled-worker beneficiaries and to
those dependents of disabled workers who are receiving benefits on the
basis of disabilities that have continued since childhood.

As stated in an earlier section. the total amount of funds that may
be made available in a fiscal year for payment for the costs of voca-
tional rehabilitation services may not exceed a specified percentage of
the benefits certified for payment in the preceding year from the old-
age and survivors insurance and disability insurance trust funds to
disabled persons receiving benefits beeause of their disability. This
lmitation on the amounts to be made available was 1 percent In each
fiscal year through 1972. 11/ percent in fiscal year 1973, and 114 per-
cent in fiseal vear 197+ The following data show the relationship be-
tween the total amount of payments for the costs of such rehabilitation
services for each fiscal year. 1970-74, and the corresponding amount
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of benefits paid in the prior fiscal vear from the trust funds to disabled
beneficiaries:

Estimated amount

Amount of of benefit
payments for payments in  Payments for costs
costs of preceding fiscal of rehabilitation
. i rehabilitation  year to disabled services as percent
Fiscal year to which costs of services 1 beneficiaries of preceding year’s
rehabilitation services are charged (in thousands) (in thousands) benefit payments
1970 $20, 610 $2, 155, 579 0.96
1971 23,099 2,464,004 .94
1972 29,940 3,028, 695 .99
1973 39, 889 3, 629, 590 1. 10
1974 55, 242 4,647,721 1.19

1 The amounts shown represent the expenditures for a fiscal year and differ from amounts expended in a fiscal year
?SfShr(':hwn inhaccountmg statements of the trust funds on a cash basis. The amount shown for each fiscal year is subject
o further change.

At the end of fiscal year 1974, some 3,691.000 persons were receiving
monthly benefits from the disability insurance trust fund. The dis-
tribution of benefit payments in fiscal years 1973 and 1974, by type of
beneficiary, is shown in table 8.

TABLE 8.—ESTIMATED DISTRIBUTION OF BENEFIT PAYMENTS FROM THE DISABILITY INSURANCE TRUST FUND,
BY TYPE OF BENEFICIARY, FISCAL YEARS 1973 AND 1974

fIn millions]

1973 1974
Percent of Percent of
Amount total Amount total
$5,161.8 100 $€,158.6 100
Disabled workers_ _ 4,201.9 81 5,042.5 82
Wives and hushand . 255.4 5 296.8 5
Children__________ - . 704.6 14 819.3 13

The assets of this fund at the end of fiscal year 1974 totalled $8.253
miltion, consisting of $8,193 million in the form of obligations of the
TU.S. Government and an undisbursed balance of $60 million. Table 9
shows a comparison of the total assets of the fund ana their distribu-
tion at the end of fiscal years 1973 and 1974.

The net increase in the par value of the investments owned by the
fund during the fiscal year amounted to $391 million. New securities at
a total par value of $7,856 million were acquired during the fiscal year
through the investment of receipts, the reinvestment of funds made
available from the redemption of securities, and the exchange of secu-
rities. The par value of securities redeemed or exchanged during the
year was $7,465 million. Included in these amounts is $6.734 million
in certificates of indebtedness that were acquired and redeemed within
the fiscal year.

The effective annual rate of interest earned by the assets of the dis-
ability insurance trust fund during fiscal year 1974 was 6.4 percent.
The interest rate on public-debt obligations issued for purchase by the
trust fund in June 1974 was 73 percent, payable semiannually.

52-048 0—75—4
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The investment policy and practices described in the preceding sec-
tion apply cqually to mnvestments of the assets of the disability in-
surance trust fund. A distribution of these investments by type of
government security and date of maturity is shown in table 9.

TABLE 9.—ASSETS OF THE DISABILITY INSURANCE TRUST FUND, BY TYPE, AT THE END OF FISCAL YEARS 1973

AND 1974
June 30, 1973 June 30, 1974
Par value Book value ! Par value Book value !
Investments in public-debt obligations:
Public issues:
Treasury notes:
6 percent, 1975__ .. _____ $3, 750, 000 $3, 750, 000. 00 $3, 750, 000 $3, 750, 000. 00
6 percent, 1978__ . _____ 2,000, 000 2,004, 109. 32 2,000, 000 2,003, 350. 68
614 percent, 1978.___ ... 2, 000, 000 2 004 686. 65 2,000, 000 2,003,664.13
74 percent, 1976_.___._ 26, 000, 000 25 941, 341. 65 26, 000, 000 25, 960, 366, 09
734 percent, 1977__ _____ 14, 000, 000 13 979 337.38 14, 000, 000 13,984, 397, 66
8 percent, 1977 . .. 10 000 000 10, 000, 000. 00 10, 000, 000 10, 000, 000. 00
Treasury bonds:

335 percent, 1990. . ... 10, 500, 000 10,041, 180. 86 10, 500, 000 10, 068, 848, 42
314 percent, 1998_______ 5, 000, 000 4,736, 355. 80 5, 000, 000 4,746,762, 80
4 percent, 1973._______. 16, 500, 000 16,498,008.72 _ .. . ieiien.o-.
4 percent, 1980____.____ 30, 250, 000 30, 244, 508. 57 30, 250, 000 30, 245, 342. 45
414 percent, 1974._ .. 10, 000, 000 10,001,605. 28 . ... oo
4L% percent, 1989-94__ . 68, 400, 000 67, 706, 106. 00 68, 400, 000 67,739,412,84
414 percent, 1975-85.. . 20, 795, 000 20, 778,902. 14 20, 795, 000 20,779,645, 42
414 percent, 1987-92__ __ 80, 800, 000 80,927, 138.07 80, 800, 000 80, 918, 110. 59
634 percent, 1984__ _____ 15, 000, 000 15, 060, 582. 25 15, 000, 000 15,055, 156. 93
715 percent, 1988-93 . il 26, 500, 000 25 764 571.55

Total investments in
public issues_.._.._ 314,995,000  313,673,862.69 314, 995, 000 313,019, 629, 56

Obligations sold only to this fund
(special issues):

Notes:

434 percent, 1974_______ 309,178,000  309,178,000.00 ... ... . iiiioii......
534 percent, 1975 __ .. 583,612,000 583,612, 000. 00 583, 612, 000 583,612, 000. 00
534 percent, 1979.. ____ 1,058,617,000 1,058,617, 000.00 1,058,617,000 1,058,617, 000. 00
614 percent, 1978_____ . 1, 284, 249,000 1, 284, 249, 000. 00 1, 284, 249, 000 1, 284, 249, 000. 00
634 percent, 1976 .. __. 1,151, 608,000 1,151, 608, 000. 00 1,151, 608, 000 151 608, 000. 00
654 percent, 1980_. _ . 943,266,000 943, 266, 000. 00 943,266,000 943, 266, 000. 00

8 d7% percent, 1977__.____ 1, 394, 466, 000 1, 394, 466, 000. 00 1,394, 466,000 1,394, 466, 000, 00

onds:

254 percent, 1975. . . __ 2, 366, 000 2,366,000.00 ... ... ...
334 percent, 1975.. .. ___ 20,738, 000 20,738,000.00 ... oiiiiiaiia.
334 percent, 1976_._..__ 153,632,000  153,632,000.00 ... . _.__ . .. _._.__..___.__.
334 percent, 1977_______ 153, 632, 000 153,632,000.00 - e aiieaeooo..
37¢ percent, 1978_. . ___. 153,632,000 153, 632, 000. 00 89, 570, 000 89, 570, 000. 00
41 percent, 1979______. 153,632,000 153, 632, 000. 00 153,632, 000 153,632, 000. 00
4}/ percent, 1980_ . __._ 125,605,000 125, 606, 000. 00 125, 606, 000 125, 606, 000. 00
75 percent, 1981 . ... ... 121, 663, 000 121, 663, 000, 00
7% percent, 1982_ . ... ... 121, 663, 000 121, 663, 000, 00
73 percent, 1983 . ... 121, 663, 000 121, 663, 000. 00
7% percent, 1984 _ _ . 121, 663, 000 121, 663, 000. 00
T percent, 1985__ .. ... 121, 663, 000 121, 663, 000. 00
73 percent, 1986_ . _ . ... 121, 663, 000 121, 663, 000. 00
75 percent, 1987 . . ... 121,663,000 121, 663, 000. 00
7% percent, 1988__ . .. ... 121, 663, 000 121, 663, 000. 00
7% percent, 1989______ ... 121, 663, 000 121, 663, 000. 00

Total obligations sold
only to this fund
(special issues). . ... 7 488 234 000 7, 488 234 000. 00 7,879,593,000 7,879,593, 000.00

Total investments in
public-debt obliga-

tions___.________.. 7, 803,229,000 7,801,907, 862, 69 8,194,588,000 8,192,612, 629, 56
Undisbursed balances___ . .. _ .. __ .. ... ...._. 67,564,541.18 . ____ . .. ... . 60, 251, 890. 80
Total Assets_. .. ... 7,869,472,403.87 ...l 8,252, 864, 520. 36

1 Par value, plus unamortized premium, less discount outstanding.
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12xpECTED OPERATIONS AND STaTUs OF THE TRUST FUuNDs DURING THE
Pertop Jury 1, 1974, ro DEcEMBER 31, 1979

In the following statement of the expected operations and status of
the trust funds during the period July 1, 1974, to December 31, 1979,
it is assumed that present statutory provisions affecting the old-age,
survivors, and disability insurance program will remain unchanged in
the period 1975-79. The income and disbursements of the program,
however, are affected by general economic conditions as well as by
legislative provisions. Economic conditions, of course, affect the levels
of employment and taxable earnings; but beginning in 1975, under
the automatic increase provisions in present law, economic conditions
will also directly affect benefits, the contribution and benefit base (i.e.,
the maximum annual amount of earnings taxable and creditable to-
ward benefits), and the annual exempt amount under the retirement
test.

Under the automatic provisions, benefits will increase in accordance
with increases in the Consumer Price Index (CPTI). In 1975, and in
cach year thereafter which immediately follows a year in which an
automatic benefit increase becomes effective, the contribution and bene-
fit base, and the amount of earnings exempted from the withholding
of benefits under the retirement test, automatically increase in pro-
portion to the increase in average wages in covered employment. The
first such automatic increase in the contribution and benefit base, from
$13.200 in 1974 to $14,100 in 1975, and in the annual exempt amount
under the retirement test, from $2,400 in 1974 to $2,520 in 1975 were
established October 29, 1974, as described in Appendix B. The first
automatie cost-of-living benefit increase, effective for June 1975, has

been determined to be 8.0 percent.

Under the economie assumptions on which the estimates in this sec-
tion, and in the following section, are based.” the assumed future path
of the CPI, assumed future increases in average wages in covered em-
ployment, and assumed future rates of unemployment for calendar
years 1975-80 have the values shown in the following table:

Assumed percentage increase over
prior year in annual average wages

and in annual average CPI Assumed annual

average

Increase Increase unemployment

Calendar year in wages in CPI rate (percent)

6.2 9.0 8.8
9.0 6.6 8.0
11.0 6.5 7.0
8.8 5.7 6.2
1.7 4.6 5.4
1.0 4.0 4.8

1Public Law 93-233 provided that the 11-percent general benefit increase that became
effective in 1974 be considered an automatic cost-of-living benefit increase for purposes of
the automatic provisions.

2z The econmomic assumptions underlying the estimates in this report differ from the
assumptions that appear on page 41 of the President’s 1976 Budget, The estimates in this
report reflect the significant changes in economic indicators and trends that have taken
place sinee the earlier Budget assumptions were prepared (e.g.. & lower level of economic
activity and higher rates of unemployment, as well as a somewhat lower rate of increase
in the Consumer Price Index).
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In accordance with the above assumptions, the estimates reflect the
following changes that would occur, under the automatic provisions,
in each year 1976-79 (amounts for 1975 are also shown as a basis for
comparison) :

Annual

exempt

General amount

benefit Contribution under the

increase and benefit retirement

Year (percent) ! base 2 test ?
1975 i 8.0 $14, 100 $2,520
6.6 15, 000 2,640

6.4 16, 500 2,880

g. g 18, 300 3,240

19, 800 3,480

1 Effective with benefits for June of the stated year.
2 Effective on Jan. 1 of the stated year.

Statements of the expected operations of the trust funds should be
read with full recognition of the difficulties of estimating future in-
come and disbursements. Both future benefit levels and future amounts
of contribution income are highly sensitive to assumed changes in
economic activity—e.g., changes in the CPI, levels of employment,
and earnings levels. Because it is difficult to forecast accurately future
changes in these economic indicators, the resulting estimates of the
progress of the trust funds are subject to many uncertainties.

Table 10 presents data on the actual operations of the old-age and
survivors insurance trust fund for selected fiscal years during the
period 1940-74 % and also estimates of the expected operations of the
trust fund in fiscal years 1975-79. Because of the current economic
recession, the estimated number of persons with taxable earnings
under the old-age, survivors, and disability insurance program is ex-
pected to decline from about 101 million during calendar year 1974 to
about 98 million during calendar year 1975. A fter 1975, the number of

ersons with taxable earnings is expected to increase each year, reach-
ing about 110 million during calendar year 1979. Although the nummber
of persons with taxable earnings is expected to decline from 1974 to
1975, the total annual amount of taxable earnings is expected to
increase from $632 billion in 1974 to $653 billion in 1975, because the
percentage increase in estimated average taxable earnings, of about 6
percent, more than offsets the 214-percent decrease in the estimated
number of persons with taxable earnings. The total annual amount of
taxable carnings is expected to continue to increase in each year after
1975. rising to $1.021 billion in 1979. These increases are due in part to
the future automatic increases in the contribution and benefit base
previously set forth.

3 Data relatng to the operations of the two trust funds for years not shown in the tables
of this sectlon are contalned in earlier annual reports.
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TABLE 10.—OPERATIONS OF THE OLD-AGE AND SURVIVORS INSURANCE TRUST FUND DURING SELECTED FISCAL YEARS 1940-74 AND ESTIMATED FUTURE OPERATIONS
DURING FISCAL YEARS 1975-79

{In millions]

Transactions during period

Income

Disbursements

Reimbursements from
general fund of
Treasury for

costs of—
Payments
Noncon-  Payments for voca- Transfers
Contri- tributory to non- tional to railroad
butions,  credits for insured per- interest rehabiti- Adminis- retiro- Nat Fund at
less military sonsaged72 on invest- < oefit tation trative ment increase end of
Fiscal year! Total refunds service and over ments 2 Total  pz ~cnts services  expenses 2 account in fund periog
Past experience:
1940 $592 $42 $28 $16 $92 . .. $564 §1, 745
1,433 24 267 240 27 1,167 6,613
2,367 257 784 727 57 1,583 12,893
5,525 438 4,427 4,333 103 , 098 21,141
19, 360 517 11,073 10,270 202 -713 20, 829
16,443 586 15, 962 15, 226 350 482 20, 18C
18, 461 555 18,769 18,071 254 —308 19,872
23,371 726 19,728 18, 886 324 3,643 23,515
23, 640 893 21, 622 20,737 447 2,018 25,533
27,348 1,014 24, 690 23,732 465 2,658 28,191
31,746 1,350 27,321 26, 267 474 4,425 32,616
33,982 1,618 32,268 31,101 552 1,714 34,331
37,917 1,718 35, 849 34,541 582 2,068 36,399
43,639 1,847 43,623 42,170 867 17 36,416
50, 936 2,039 49, 485 47,849 723 1,451 37,867
58, 545 2,289 56,775 54, 927 851 96 1,770 39, 637
60,779 2,229 64, 544 62, 535 970 1, 030 ~3,765 35,872
15, 806 104 17,311 17,068 2 241 . ~1,505 34, 367
70,725 2,027 74,195 71,680 10 1,053 1,452 —3,470 30,897
78,529 1,809 82,285 79, 840 12 1,149 1,284 —3,756 27,141
86,730 1,486 90, 923 88, 286 13 1,243 1, 381 —4,193 22,948

! Under the Congressional Budget Act of 1974 (Public Law 93-344), fiscal years 1977 and later

under each of the 4 programs, oid-age and survivors insurance, disability insurance, hospital insurance’

consist of the 12 months ending on Sept. 30 of each year. The Act further provides that the calendar
quarter July-September 1976 is a period of transition from fiscal year 1976, which ends on June 30,
1976, to fiscal year 1977, which begins on Oct. 1, 1976.

2 Interest on investments includes net profits on marketable investments. Total administrative
expenses exclude expenses for the period ending Dec. 31, 1939; for that period, appropriations to the
old-age and survivors insurance trust fund (designated as the old-age reserve account prior to Jan. 1,
1940) were approximately equivalent to tax contributions collected by the Treasury Department less
administrative expenses. Beginning in 1954, administrative expenses inciude costs of construction of
office space for the Social Security Administration. Beginning in 1967, administrative expenses incurred

and suppl tary medical insurance, are charged currently to the appropriate trust fund on an
estimated basis, with a final adjustment, including interest, make in the following fiscal year. The
amounts of these interest adjustments are inciuded in interest ;n investments. For years prior to 1967,
a description of the method of accounting for administrative exzenses is contained in the 1970 anncal
Report cf the Board of Trustees.

3 Less than $500,000. . .

4 In interpreting the estimates, reference should be made to the » :mpanying texi which describes
the underlying assumptions.



oo

Estimated income from contributions reflects th. increases in esti-
mated taxable carnings deseribed above and, in addition, the scheduled
changes in the allocation of the contribution rates between the old-age
and survivors insurance and disability insurance trust funds effective
January 1, 1978 (table 1).

Rising benefit disbursements during fiscal years 1975-79 reflect the
effects of the future automatic benefit increases previously set. forth,
as well as the long-range upward trend in the numbers of beneficiaries
and in the amounts of average monthly earnings underlying benefits
payable under the program. In each fiscal year during the period
1976-79, outgo from the old-age and survivors insurance trust fund is
estimated to exceed income. During the entire period covering fiscal
years 1975-79. there is an estimated net decrease in the old-age and
survivors insurance trust fund of $14.9 billion.

Estimates consistent with those shown on a fiscal-year basis in table
10 are presented in table 11 to show the progress of the old-age and
survivors insurance trust fund on a calendar-year basis. During the
5-year period covering calendar years 1975-79, the trust fund is esti-
mated to decline by $19.6 billion from $37.8 billion at the end of cal-
endar year 1974 to $18.2 billion at the end of calendar year 1979.



TABLE 11.—OPERATIONS OF THE OLD-AGE AND SURVIVORS INSURANCE TRUST FUND DURING SELECTED CALENDAR YEARS 1940-74 AND ESTIMATED FUTURE
OPERATIONS DURING CALENDAR YEARS 1975-79

[In millions]

Transactions during period

Income

Disbursements

Reimbursements from
general fund of Treasury
for costs of-—

Noncon- Payments to Payments
tributory noninsured for voca- Transfers
Contribu-  credits for persons Interest on tional reha- Adminis-  to raiiroad Net Fund at
tions, less military aged 72 invest- Benefit bilitation trative retirement increase end of
Calendar year Total refunds service and over ments Total  payments services expenses account in fund period
Past experience:

1940 $368 $43 $62 $35 $306 $2,031

1,420 134 304 274 1,116 \
2,928 257 1,022 961 1, 905 13,721
6,167 454 5,079 4,968 1,087 21,663
11, 382 516 11,198 10, 677 184 20,324
16, 610 593 17,501 16,737 —890 18,235
21, 302 6 , 967 18,267 2,335 20,570
24,034 818 20, 382 19, 468 3,652 24,222
25,040 939 23,557 22,642 1,483 25,704
29,554 1,165 25,176 24,209 4,378 30, 082
32,220 1,515 29, 848 28,796 2,371 32,454
35,877 1,667 34, 542 33,413 1,335 33,789
40, 050 1,794 38, 522 37,122 1,528 35,318
48, 344 1,928 47,175 45,741 1,169 36, 487
54, 688 2,159 53, 397 51,618 1,291 37,177
58, 610 2,294 60,773 58, 888 917 960 —2,163 35,614
63,788 2,045 68,072 66, 022 1,010 1,030 —4,284 31,330
72,169 1,839 76,198 73,660 1,075 1,452 —4,029 27,301
80, 095 1,594 , 404 81, 944 1,164 1,284 —4, 309 22,992
88,178 1,265 92,997 90, 339 1,263 1,381 --4,819 18,173

1 Less than $500,000.

Note: In interpreting the above, reference should be made to the footnotes in table 10.
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The growth in the number of beneficiaries in the past and the ex-
pected growth in the future are attributable in large measure to the
rising number of aged persons who are eligible for and receiving old-
age and survivors insurance benefits, The growth in the number of
ehrrlble persons since 1940 has been uninter rupted This growth results
pdlt]) from the Increase in the aged population and palth from two
other factors—(1) in each passiug year a larger proportion of the
persons attaining age 65 became eligible for benefits, and (2) the
amendments duunw ‘the period 1950-7 3 liberalized the eligibility pro-
visions and e\tended coverage to new categories of elnplmment

In addition, there has been a growth in the proportion of eligible
persons who receive benefits. This growth is due to several factms,
among which are (1) the amendments enacted during the period 1950~
73 which affect the conditions governing the I'eceipt of benefits, and
(2) the increasing percentage of eligible persons who are aged 72 and
over and who therefore recelve beuefits regardless of earnings.

The expected operations and status of the disability insurance trust
fund duriug fiscal years 1975-7T9 are presented in table 12, together
with the fl(TIIIeS on actual experience in earlier years. Contribution in-
come will increase during fiscal years 1975-79 reflecting the same fac-
tors, insofar as they applx to contributions to the disability insurance
trust fund, that are reflected in the increase in contributions to the
old-age and survivors insurance trust fund during the same period.
Beginning January 1, 1978, contribution income w i1l also be increased
as a result of the scheduled increase from 1.15 percent to 1.20 percent
in the combined employee-employer contribution rate allocated for
disability insurance. (This increase is exactly counterbalanced by a
decrease in the rate allocated for old-age and survivors 1nsurance)
Benefit payments will increase because of automatic benefit increases
and because of increases in the numbers of beneficiaries and in the
amounts of average monthly earnings on which benefits are based.
Outgo from the dlqablhty insurance trust fund is expected to exceed
income in each year during the period covering fiscal years 1975-79.
During this period, the assets of the trust fund are estimated to decline
by $6.8 billion.



TABLE 12.—OPERAT{ONS OF THE DISABILITY INSURANCE TRUST FUND DURING SELECTED FISCAL YEARS 1960-74 AND ESTIMATED FUTURE OPERATIONS DURING FISCAL YEARS 1975-79

[In millions]

Transactions during period

Income

Disbursements

Reimburse-
ments from
general fund
of Treasury

for cost of
noncontrib- Payments for Transfers to
utory vocational railroad
X Contributions, credits for Interest on Benefit rehabilitation Administrative retirement  Net increase Fund at end
Fiscal year! Total less refunds military service investments 2 Total payments sefvices expenses 2 account in fund of period
Past experience:?
1960 $1,034 $47 $533 $528 ... $32 —$27 $501 $2, 167
,237 62 1,495 1,392 ... . 79 24 -257 2,007
1,611 54 1,931 1,721 $1 183 25 —321 1, 686
2,332 67 1,997 1, 861 7 99 31 335 2,022
2,800 85 2,236 2,088 15 112 20 564 2,585
3,705 141 , 613 2,443 15 133 21 1,092 3,678
4, 380 223 2,954 2,778 16 149 10 1, 426 5,104
4,911 325 3,606 3,381 21 190 13 1, 305 6, 408
5,291 388 4,309 4,046 28 212 24 982 7,390
5,947 435 5, 467 5, 162 39 247 20 479 7, 869
6,768 482 6, 385 6, 159 50 154 22 383 8,253
7,908 514 7,985 7,636 67 262 20 =77 8,176
8,196 465 9,420 9,020 90 295 15 —1,224 6, 952
2, 080 16 2,598 2,499 26 73 —518 6,434
9,443 382 11,030 10, 579 115 319 17 —1, 587 4,847
10, 769 275 12,353 11, 859 131 349 14 —1, 584 3,263
11,928 121 13,752 13,221 147 374 10 —1,824 1,439

) Under the Congressional Budget Act of 1974 (Public Law 93-344), fiscal years 1977 and later consist
of the 12 months ending on Sept. 30 of each year. The Act further provides that the calendar quarter
July-September 1976 is a period of transition from fiscal year 197(?, which ends on June 30, 1976, to
fiscal year 1977, which begins on Oct. 1, 1976.

¢ Interest on investments includes net profits on marketable investments. Beginning in 1967, ad-
ministrative expenses incurred under the disability insurance program are charged directly to the
trust fund on a current (preliminary) basis, with a final adjustment, including interest, made in the

following fiscal year. The amounts of these interest adjustments are included in interest on invest-
ments. For years prior to 1967, a description of the method of accounting for administrative expenses
is contained in the 1970 Annual Report of the Board of Trustees.

3 Ttlugsflinancial operations of the disability insurance trust fund began in the latter half of fiscal
year .

4 In interpreting the estimates, reference should be made to the accompanying text which describes
the underlying assumptions.
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Estimates consistent with those shown on a fiscal-year basis in table
12 are presented in table 13 to show the progress of the disability
insurance trust fund on a calendar-year basis. During the 5-year period
covering calendar years 1975-79, the assets of the trust fund are esti-
mated to decline by $7.7 billion fromn $8.1 billion at the end of calendar
year 1974 to $0.4 billion by the end of calendar year 1979.

The expected operations and status of the old-age and survivors
insurance and disability insurance trust funds, combined, during each
vear 1975-79 are shown in tables 14 and 15 on a fiscal-year basis and
a calendar-year basis, respectively, together with figures on actual
experience in earlier years.



TABLE 13.—OPERATIONS OF THE DISABILITY INSURANCE TRUST FUND DURING SELECTED CALENDAR YEARS 1960-74 AND ESTIMATED FUTURE OPERATIONS DURING CALENDAR YEARS 1975-79

o miitions)

Transactions during period

Income Disbursements

Reimburse-

ments from

general fund

of Treasury

for costs of

noncontribu- Payments for Transfers to
tory credits vocational railroad
Contributions,  for military interest on Benefit rehabilitation  Administra- retirement  Netincrease Fund at end of
Calendar year Total  less refunds service  investments Total payments services tive expenses account in fund period
Past experience:

$1, 063 $1,010 ... $53 $600 568 .. ... $36 —$5 $464 $2,289
1,2 1,188 __ . ... ___. 59 1,687 1,873 .. __. 90 24 —440 1,606
, 079 2, 006 $16 58 1,947 1,781 $3 137 25 133 1,739
2,319 2,286 16 78 2,089 1,939 11 109 3 290 2,029
, 454 3,316 32 106 2,458 2,294 16 127 20 996 3,025
3,792 3,599 16 177 2,716 2,542 15 138 21 1,075 4,100
4,774 4,481 16 2717 3,259 3, 067 18 164 10 1,514 5,614
, 03 4,620 50 361 4, 000 3,758 24 205 13 1,031 6, 645
5,572 5,107 51 414 4,759 4,473 29 233 24 813 7,457
6,443 5,932 52 458 5,973 5,718 46 190 20 470 7,927
7,378 6, 826 52 500 7,196 6,903 54 217 22 182 8,109
7,938 1,347 501 8,752 8,378 78 276 20 —814 7,295
8,555 5 104 407 10, 060 9, 640 306 15 —1, 505 5,790
9,603 9,173 119 3 11, 350 10, 119 326 17 —1,747 4,043
11,051 10,714 125 212 12,709 12, 205 135 355 14 —1, 658 2,385
12,131 11,921 133 7 14,095 13,553 151 381 10 —1,964 421

Note: In interpreting the above, reference should be made to the footnotes in table 12.

L2



TABLE 14.—OPERATIONS OF THE OLD-AGE AND SURVIVORS INSURANCE AND THE DISABILITY INSURANCE TRUST FUNDS, COMBINED, DURING SELECTED
FISCAL YEARS 1960-74 AND ESTIMATED FUTURE OPERATIGNS DURING FISCAL YEARS 1975-79

[In millions]

Transactions during period

{ncome Disbursements

Reimbursements from
general fund of Treasury
for costs of—

Payment Payments
Noncon- to non- for voca-
. tributory insured tional Transfers
Contribu-  credits for persons Interest on rehabili- Adminis-  to railroad Net Funds at
. tions, less military aged 72 invest- Benefit tation trative retirement increase end of
Fiscal year Total refunds service and over ments Total  payments services expenses account in funds period
Past experience:
1960 $11,394 $10, 830 $564 $11, 606 $10,798 ____ ... ... $234 $574 —3$212 $22,996
17, 681 17,032 648 17, 456 16,618 _________ __ 379 459 224 22,187
20,071 19,423 649 20,700 19,793 $1 437 469 —629 21,558
25,703 24, 816 793 21,725 20,747 7 433 539 3,979 25,537
26, 440 25,362 984 23,859 22,825 16 560 458 2,581 28,118
31,054 29, 485 1,155 27,303 26,175 17 599 513 3,750 31, 868
36,127 34,096 1,572 30,275 29, 045 18 623 589 5, 852 37,720
38,893 26,485 1,943 35,874 34, 482 23 742 626 3,019 40,739
43,208 40, 564 2,107 40, 158 38, 587 29 794 749 3,050 43,789
49, 586 46,779 2,281 49,090 47,332 42 914 802 496 44, 285
57,704 54,689 2,521 55, 869 54, 007 54 878 931 1,835 46,120
66, 453 63,151 2,803 64, 760 62,563 75 1,142 98l 1,693 47,813
68,975 65, 766 2,694 73,964 71,555 99 1,265 1,085 —4,989 42,824
17,886 17,766 120 19,909 19, 567 28 14 ... —2,023 40, 801
80, 168 77,111 2,409 85, 225 82,259 125 1,372 1, 469 —5,057 35,744
89, 298 86, 562 430 222 2,084 4,638 91, 699 143 1,498 1,298 —5,340 30, 404
98, 658 96, 368 439 244 1,607 104, 675 101, 507 160 1,617 1,391 —6,017 24,387

Note: In interpreting the ahove, reference should be made to the footnotes in table 10.



TABLE 15.—OPERATIONS OF THE OLD-AGE AND SURVIVORS {NSURANCE AND THE DISABILITY INSURANCE TRUST FUNDS, COMBINED, DURING SELECTED CALENDAR YEARS 1960-74 AND ESTIMATED
FUTURE OPERATIONS DURING CALENDAR YEARS 1975-79

[In millions]

Transactions during period

income Disbursements

Reimbursements from
general fund of Treasury
for costs of—

Payments Payments
Noncen- to non- for voca-
tributory insured tional Transfers
Contribu-  credits for persons interest on rehabili- Adminis-  to railroad Net Funds at
tions, less military aged 72 invest- Benefit tation trative  retirement increase end of
Calendar year Total refunds service and over ments Total payments services expenses account in funds period
Past experience:
1960 $11,876 . ... $569 $11,798 $1,245 . $240 3314 $647 $22,613
17, 205 651 19,187 18,311 ____________ 418 459 —1,331 19, 841
22,585 702 20,913 20, 048 $3 393 469 2,467 22,308
25,424 896 22,471 21, 406 11 515 539 3,942 26, 250
27,034 1 045 26,015 24,936 17 603 458 2,479 28,729
31, 546 1, 342 27,892 26,751 16 612 513 5,453 34,182
34,737 1,791 33,108 31,863 20 635 589 3,886 38, 068
38,343 2,027 38,542 37,111 26 719 626 2, 366 40,434
42,888 2,208 43,281 4], 595 30 907 749 2,341 42,775
51, 907 2,386 53, 148 51, 459 49 837 802 1,639 44,414
58, 907 2,660 60, 593 58, 521 59 1,082 931 1,472 45, 886
63,238 247 268 2,795 69, 525 67, 266 86 1,193 980 —2,977 42,909
69,243 407 241 2,452 78,132 75, 662 109 1,316 1,045 —5,789 37,120
78,970 430 222 2,150 87,548 84, 548 130 1,401 1, 469 —5,776 31, 344
88, 657 439 244 1, 806 97,113 94,149 147 1,519 1,298 —35, 967 25,377
98, 347 453 167 1,342 107, 092 103, 892 165 1,644 1,391 —56,783 18, 594

Note: In interpreting the above, reference should be made to the footnotes in table 10.
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The estimates in the tables in this section include the effects of

various provisions to which reference has been made in earlier sections,
namely, the provisions for (1) reimbursements to the trust funds from
the general fund of the Treasury for the costs of granting noncon-
tributory ecredits for military service and for the costs of monthly
payments to certain noninsured persons aged 72 and over, and (2)
financial interchanges between the railroad retirement account and
the trunst funds.

E \]‘(‘11(1]tlll("~ in calendar year 1974 from both trust funds eom-
bined, were 9.82 percent of taxable earnings for the year and are esti-
mated to inerease to 1090 peveent in 1975 and to 11.05 percent tn 1976,
The percentage will deeline somewhat after 1976, as estimated taxable
earaings inerease at a relatively greater rate than estimated expendi-
tures. These percentages. as well as the actual percentages for earlier
yvears, are ghown in table 16 for both trust funds combined and for

each trust fnnd separateiv. The following table shows, for each of the
vears 1975-70, the extent to which the ])(‘I('(’llfd”(‘ for both trust funds
combined exceeds the combined employee-employer contribution rate:

[In percent]
Expenditures Combined
as a employee-
percentage e ployer
of taxable  contribution
Calendar year payroll rate Difference
10.90 9.90 ~1.00
11.05 9.90 —1.15
10, 87 9.90 -.97
10.75 9.90 —. 85
10.73 9.90 -.83

The ratio of assets at the beginning of the year to expenditures dur-
ing the year for both trust funds combinedis estimated to be about
0.66 for calendar year 1975. The ratio will drop each year, as the assets
of the trust funds decline during the 5-year period 1975-79; and by
calendar year 1979, the ratio is “estimated to be 0.24. The estimated
ratio for cach of the 5 calendar vears 1975-79, as well as the actual
ratio for earlier years, is shown in table 17 for both trust funds com-
bined and for cach trust fund separately.
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TABLE 15.—EXPENDITURES FROM THE OLD-AGE AND SURVIVORS INSURANCE AND DISAB!LITY INSURANCE TRUST
FUNDS AS A PERCENTAGE OF TAXABLE PAYROLL FOR SELECTED CALENDAR YEARS 1960-74 AND ESTIMATED
FUTURE PERCENTAGES FOR CALENDAR YEARS 1975-79

Expenditures as a percentage of taxable payroll 1

0Old-age and
survivors

insurance 0Old-age and
and disability sufvivars Disability
insurance insurance insurance
trust funds, trust trust
Calendar year combined fund fund

Past experience:

1960 5. 89 5.59 0.30
7.93 7.23 .70
6.88 6.24 .64
6.92 6.27 .65
7.03 6.35 .67
7.08 6.38 .70
8.13 7.32 .81
9.22 8.26 .96
9.15 8.13 1.01
9.71 8.61 1.10
9.82 8.65 1.17
10.90 9. 52 1.38
11.05 9.62 1.43
10. 87 9,46 1.41
10.75 9.34 1.41
10.73 9.31 1.41

1 percentage takes into account (1) the lower contribution rate payahle by the self-employed compared with combined
employes-employer rate, (2) employee contributions subject to refund, and (3) that for 1966 and later, only the employee
contribution is payable on tips taxable as wages. Beginning in 1966, expenditures are adjusted to exclude payments to
certain noninsured persons aged 72 and over with less than 3 quarters of coverage, costs of which are financed from the
general fund of the Treasury. For 1970-74, percentages are preliminary and subject to revision.

2 {n interpreting the estimates, reference should be made to the accompanying text which describes the underlying

assumptions.

TABLE 17.—ASSETS, AT THE BEGINNING OF THE YEAR, AS A PERCENTAGE OF EXPENDITURES DURING THE YEAR,
FOR THE OLD-AGE, SURVIVORS, AND DISABILITY INSURANCE PROGRAM, BY TRUST FUND, FOR SELECTED CALEN-
DAR YEARS 1960-74, AND ESTIMATED FUTURE PERCENTAGES FOR CALENDAR YEARS 1975-79

Assets, at the beginning of the year, as a
percentage of expenditures during the year

Old-age and

survivors

insurance and
disability ~ Otd-age and

insurance survivors Disability

trust funds, insurance insurance

Calendar year combined trust fund trust fund
Past experience:

186 180 304

110 109 121

95 96 83

99 101 83

101 103 83

103 102 111

103 101 126

99 94 140

93 88 140

80 75 125

73 68 110

66 62 93

55 52 73

42 41 51

32 32 32

24 25 17

i In interpreting the estima‘es, reference should be made to the accompanying text which describes the underlying
assumptions.
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Estimates of trust fund operations presented in this report show
substantial declines in the assets of both trust funds during the next
J-vear period, us wiready noted. It is apparent that without legisia-
tion to provide additional financing, the trust funds' assets will be
exhausted soon after 1979. Under the assumptions on which the esti-
mates in this section are based, the assets of the disability insurance
trust fund will be exhausted in 1980, and the assets of the old-age and
survivors insurance trust fund will be exhausted shortly thereafter.
The expected substantial decline in the assets of the trust funds during
1975-79, which was not anticipated in the 1974 annual report, is at-
tributable primarily to (1) the reduction in contribution income re-
sulting from lower levels of employment and taxable earnings due to
the current recession, and (2) the greater-than-expected upward move-
ment in the CPI, with the result that automatic benefit increases
assumed herein are larger than were previously assumed.

Actrarian Axavysis oF BENEFIT DisBURSEMENTS Froy TuE FEDERAL
Orp-Ack axp Strvivors InsurancE Trust Funp Witk RESPECT TO
DisasLEn BENEFICIARIES

(Specifically required by Sec. 201(c) of the Social Security Act)

Effective January 1957, monthly benefits have been payable from
the old-age and survivors insurance trust fund to disabled adult
children aged 18 and over-—sons and daughters of retired and deceased
workers—with respect to disabilities that have continued since child-
hood. Effective February 19€8, reduced monthly benefits have been
payable from this trust fund to disabled widows and widowers be-
ginning at age 50,

On December 31, 1974, about 410,000 persons were receiving monthl
benefits from the old-age and survivors insurance trust fund wit
respect to disability. In addition to disabled beneficiaries, this total
includes 37,000 mothers. These mothers—wives under age 65 of retired-
worker beneficiaries and widows of deceased insured workers—met
all other qualifying requirements and were receiving fuil-rate (i.e.,
not reduced for age) benefits solely because they had at least one dis-
abled-child beneficiary in their care. Benefits paid from this trust fund
to persons receiving benefits with respect to disability totaled $567
million in calendar year 1974. Similar ficures are presented in table 18
to show the experience in each of the calendar years 1957-74.
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Table 18 also shows the expected future experience in calendar years
1975-79. Total benefit payments from the old-age and survivors insur-
ance trust fund with respect to disabled beneficiaries are estimated to
increase from $651 million in calendar year 1975 to $1,075 million in
calendar year 1979.

TABLE 18.—BENEFITS PAYABLE FROM THE OLD-AGE AND SURVIVORS INSURANCE TRUST FUND WITH RESPECT TO
DISABLED BENEFICIARIES, CALENDAR YEARS 1957-79

[Beneficiaries in thousands; benefit payments in millions)

Disabled beneficiaries, end of year Amount of benefit payments !
Widows and Widows and
Calendar year Total  Children?  widowers Total  Children?  widowers3
Past experience:
1957 $7 $7
23 23 .

41 41
59 59
74 74
89 89
101 101
113 113
134 134
147 147
3 163
212 198
249 214
301 260
363 307
409 343
502 417
567 479
651 553 98
744 633 111
844 721 123
956 820 136
1,075 927 148

inning in 1966, includes payments for vocational rehabilitation services.

1 Be,

2 Reﬁects effect of including certain mothers. (See text.) .

3 Reflects the offsetting effect of lower benefits payable to disabled widows and widowers who continue to receive bene-
fits past age 60 (62, for disabled widowers, prior to 1973) as compared to the higher nondisabled widow’s (and widower’s)

benefits that would otherwise be payable. . o . .
4 Reflects the assumed changes under the automatic increase provisions that were described in the preceding section.

In calendar year 1974, benefit payments (including expenditures
for vocational rehabilitation services) with respect to disabled persons
from the old-age and survivors insurance trust fund and from the
disability insurance trust fund (including payments from the latter
fund to all dependents of disabled-worker beneficiaries) totalled
$7,524 million, of which $567 million, or 7.5 percent, represented pay-
ments from the old-age and survivors insurance trust fund. Similar
figures for all of the calendar years 1957-79 are presented in table 19.
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TABLE 19.—BENEFIT PAYMENTS UNDER THE OLD-AGE, SURVIVORS, AND DISABILITY INSURANCE PROGRAM
WITH RESPECT TO DISABLED BENEFICIARIES, BY TRUST FUND, CALENDAR YEARS 1957-79

[In millions|
Benefit paymer.s ! from—
0td-age and survivors
insurance trust fund
As a per-
centage of
total benefit
payments
Disability with respect
insurance to disabled
Calendar year Total!  trust fund 2 Amount3  beneficiaries
Past experience:
1957 $64 $57 $7 1.1
272 249 23 8.5
498 457 41 8.2
627 568 59 9.4
961 887 74 1.7
1,194 1,105 89 7.4
1,311 1,210 101 7.7
1,422 1,309 113 8.0
1,707 1,573 134 7.9
1,932 1,784 147 7.6
2,113 1,950 163 7.7
2,523 2,311 212 8.4
2,806 2,557 249 8.9
X 3,085 301 8.9
4,146 3,783 363 8.8
4,911 4,502 405 8.3
6, 266 5,764 502 8.0
7,524 6, 957 567 7.5
9,107 8,456 651 7.1
10, 48 9,739 744 7.1
11, 851 11,007 844 7.1
13,296 12, 34 956 7.2
14,779 13,704 1,075 7.3

1 Beginning in 1966 includes payments for vocational rehabilitation services.

? Benefit payments to disabled workers and their dependents. X .

3 Benefit payments to disabled children aged 18 and over, to certain mothers (see text), and to disabled widows and
widowers (see footnote 3, table 18). ) .

1 Reflects the assumed changes under the automatic increase provisions that were described in the preceding section.

Loxg-Raxce Acrrarian Status oF THE Trust FUNDS

Significance of Long-Range Cost E'stimates

Long-range cost estimates are essential to the evaluation and plan-
ning of the OASDI program over the long-range future. Such esti-
mates arc of necessity based on a number of demographic and economie
assumptions.

While it is not possible to accurately predict the future, it is pos-
sible to make long-range cost estimates based upon reasonable assump-
tions which will indicate the trend and general range in future costs.
Such cost estimates, and their underlying assumptions, if revised
periodically in the light of developing trends, provide valuable infor-
mation for use in policy deciston-making.

Since future demographic and economic experience may differ con-
siderably from any single set of assumptions on which cost estimates
are based, long-range cost estimates have been prepared on the basis
of a wide range of assumptions, some of which are presented in the
body of the Report and some of which are summarized in Appendix A.
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Long-Range Cost FEstimates

The estimates of the long-range cost of the old-age, survivors, and
disability insurance system presented in this Report are based on pres-
ent law. Therefore. if future legislation results in changes in benefits
or in the financing provisions, the cost of the program will change and
new cost estimates will be required.

The long-range cost estimates are computed under dynamic assump-
tions with respect to the future increases in the benefit levels and in
the taxable earnings base under the automatic adjustment provisions
in present law. These provide for automatically adjusting the benefit
table in accordance with the Consumer Price Index and for auto-
matically adjusting the taxable earnings base in accordance with the
increase in average covered earnings per worker. It should be noted
here, however, that the Board is recommending a modification in the
provisions of law so as to avoid the probability of future nnintended
and excessively costly benefit payments that could result from the way
in which the automatic adjustments are now designed. This proposal
is discussed below in more detail.

The cost estimates are presented herein under three alternative sets
of economic assumptions. The central set of assumptions is based on
annual increases of 6 percent in average earnings and 4 percent in the
Consumer Price Index throughout the period 1981-2049. Because of
the high degree of uncertainty in any long-range economic forecast,
two alternative sets of economic assumptions are also used. These
alternatives fall on either side of the central assumptions, with one
alternative based on a 5 percent annual increase in earnings and a
3 percent annual CPI increase, while the other set uses 7 percent wage
and 5 percent CPI assumptions, These alternatives are presented fol-
lowing the description and analyses of the system under the central
assumptions, and a comparison of all of the results obtained under all
three sets is found in table 23. In all, higher assumptions are used in
the period 1975-80. An earlier section of this Report dealing with the
“Expected Operations and Status of the Trust Funds During the
Period, July 1, 1974, to December 31, 1979, discusses the higher as-
sumptions in the early years, which are used with respect to the long-
range central set of economic assumptions.

Table 20 contains a projection of the future expenditures of the old-
age, survivors, and disability insurance system as percent of taxable
payroll under the central set of economic assumptions. According to
this projection the cost of the old-age and survivors insurance program
will increase slowly during the remainder of this century. After the
turn of the century, the cost will be subject to accelerated increases
until leveling at about 1814 percent of taxable payroll around the yvear
2030. For the disability insurance program the projection shows a
steady increase in cost to around the year 2020, after which the cost
will level at about 33/ percent of taxable payroll.

The combined cost of the total old-age, survivors, and disabilitv
insurance system, using the central set of economic assumptions, is
projected to increase to abont 12 percent of taxable payroll by the end
of the century: thereafter the costs will increase rapidly to about 22
percent of taxable payroll by the year 2030 and will remain essentially
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level during the remainder of the valuation period. These future costs
would be substantially ameliorated, however, if the provisions of law
were modified to avoid the phenomenon that causes future projected
benefits under the automatic adjustment provisions to increase out of
proportion to the levels of wage replacement established by benefits
currently paid under the program. (The expected costs under the as-
sumption of a change in law are set forth in tables 24 and 25, below,
with accompanying text.)

Table 20 also compares for selected years the projected expenditures.
a3 percent of taxable payroll and the tax rates that are scheduled in
present law. In every year in the future the projected cost exceeds the
scheduled tax rate. The excess increases with time and is projected to
reach levels of about 10 percent of taxable payroll or higher after the
year 2030.

TABLE 20.—ESTIMATED EXPENDITURES OF OLD-AGE, SURVIVORS, AND DISABILITY INSURANCE SYSTEM AS PER-
) CENT OF TAXARBLE PAYROLL! FOR SELECTED YEARS, 1985-2050

[1n percent]

Expenditures as percent of taxable pryroll 2

0Old-age and .

survivors Disabiity Tax rate X
Calendar year insurance insurance Total in law Diffarence
9.24 1.69 10.93 9.90 -~1.03
9.28 1.94 11.22 9.90 -1.32
9.49 2.15 11.64 9.90 -1.74
9.50 2.50 12.00 9.90 ~2.10
9.81 2.95 12.76 9.90 ~2.36
10.77 3.36 14.13 9.90 ~4,23
12. 44 3.63 16.07 11.90 —4.17
14.58 376 18. 34 11.90 —6.44
16.74 371 20,45 11.90 —8.55
18.15 3.60 21.75 11.90 —9.85
18.61 3.59 22,20 11.90 ~10.30
18.41 3.70 22,11 11. 90 -10.21
18.26 3.86 22.12 11.90 -10.22
18.51 3.93 22,44 i1.90 ~10.54
9.35 1.81 11.16 9.90 —1.26
2000-24 ___ 11.99 3.13 15.12 11,02 --4.10
2025-49 ... ... __..... il . 18,18 3.9 22.09 11.90 -10.19
Average-current-cost:3 1975-2049, _ _____ 13.29 2.97 16.26 10.94 —-5.32

t Payroll is adjusted to take into account the lower contribution rates on self-employment income, on tips, and on multi-
ple-employer ““excess wages'' as compared with the combined employ ployee rate.

# Calculated under the central set of economic assumptions of annual increases after 1980 of 6 percent in average earn-
ings and 4 percent in CP1. Higher assumptiofis are used in the 1975-80 period.

3 "'Average-current-cost”” represents the arithmetic average of expenditures as percent of taxable payroll for the period
and includes the cost of increasing the funds on hand to 1-yr expenditures by the end of the valuation period.

Table 21 compares the average tax rate in the present law with
the expenditures as percent of taxable payroll of the old-age, survivors,
and disability insurance system projected under the central set of as-
sumptions for three successive periods of 25 years beginning in 1975.
In addition, the table compares the average tax rate and average-
current-cost of the system over the customary 75-year period (1975-
2049). According to these calculations the old-age, survivors, and
disability insurance system is estimated to be underfinanced over the
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customary long-range 75-year period by an average annual smount
equivalent to 5.32 percent of taxable payroll. Over the first 25-year
period the cost would exceed taxes by an average annual amount equiv-
alent to 1.26 percent of taxable payroll; over the second 25-year period
1t would exceed them by an average annual amount equivalent to 4.10
percent of taxable payroll; and over the third 25-year period it would
exceed them by an average annual amount equivalent to 10.19 percent
of taxable payroll. In all cases the underfinancing is more pronounced
for the disability insurance program than for the old-age and sur-
vivors insurance program when viewed as a proportion of the cost of
each program.

TABLE 21.—COMPARISON OF EXPENDITURES ! AND TAXES FOR OLD-AGE, SURVIVORS AND DISABILITY
INSURANCE SYSTEM AS PERCENT OF TAXABLE PAYROLL?

[In percent)

Average for item as percent of taxable payroll

0Otd-age and
survivors Disability
item insurance Insurance Totali
1st 25-yr period (1975-99):
Expenditures as percent of taxable payroll_ .. ... . __.._._. 9,35 1.81 11.16
Taxrateinlaw. ... ... ... 8.57 1.33 9.90
Difference__ ... ... ... —.78 —. 48 —-1.26
2d 25-yr period (2000-24):
Expenditures as percent of taxable payrolt. ... ___ .. .. .. .. 1.9 3.13 15.12
Taxrateinlaw. _______ .. . . . .. ... 9.45 1.57 11,02
Difference. .. . © —2.54 —1.56 —4.10
3d 25-yr period (2025-49):
Expenditures as percent of taxable payroli 18.18 3.91 22.09
Tax rate in law 10.20 1.70 11.90
Difference. ... i iimiieaaa —7.98 -2.21 —10.19
Total 75-yr period (1975-2049):
Current-costd_ . _ ... e 13.29 2.97 16. 26
Taxrate inlaw._ .. .. i 9.41 1.53 10. 94
Actuarial balance_ .. . ... ... ... ... .. —3.88 —1,44 -5.32

1 Calculated under the central set of economic assumptions of annual increases after 1980 of 6 percent in average earn-
ings and 4 percent in CP1. Higher assumptions are used in the 1975-80 period. .

2 Payroll is adjusted to take into t the lower contribution rates on self-employment income, on tips, and on multiple
employer ‘‘excess wages'’ as compared with the combined employer-employee rate.

3 “Average-current-cost’’ represents the arithmetic average of expenditures as perceot of taxable payroll for the period
and includes the cost of increasing the funds on hand to 1 yr expenditures by the end of the valuation period.

The results in tables 20 and 21 are based on new actuarial assump-
tions as compared to those used in last year’s report with respect to
demographic factors as well as economic factors. In regard to demo-
graphic factors, new population projections were prepared which take
Into account comments and suggestions made by the panel of experts
appointed by the Senate Committee on Finance to review the costs
estimates presented in last year’s report. The effect of the demographic
changes as well as changes in economic and other assumptions on the
long-range 75-year actuarial balance may be observed in table 22.
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TABLE 22.—CHANGE IN OLD-AGE, SURVIVORS, AND DISABILITY INSURANCE LONG-RANGE ACTUARIAL BALANCE !
AS PERCENT OF TAXABLE PAYROLL 2 BY TYPE OF ASSUMPTION

[in percent]
Old-age and
SUIVivors Disability

Item insurance insurance Totai
Actuarial balance estimated in last year'sreport. __ ... ... ... —2.58 —0.40 —~2.98
Demographic assumptions__..._.._... .. —.20 —. 04 —. 24
Female lator force participation +.33 .02 +.35
Economic assumptions_._ —1.54 -. 41 —1.95
Disability rates___ ___..___ —0.0 —.60 —. 60
All other assumptions (net)_ . ___. +.11 -.01 +.10
Change in actuarial balance. ... ... ... ... —1.30 -1.04 —2.34
New estimated actuarial balance_ . ___. . . . ... —3.88 —1.44 —5.32

1 Based on 75-yr period of valuation and calculated under the central set of economic assumptions of annual increase s
after 1980 of 6 percent in average sarnings and 4 percent in CPI. Higher assumptions are used in the 1975-80 period.

2 Payroll is adjusted to take into account the lower contribution rates on self-empioyment income, on tips, and on multi-
pie-employer “'excess wages'’ as compared with the combined employer-employee rate.

With respect to economic factors, it is assumed that :

(a) The female labor force participation rates will increase faster
than previously projected. The new projections are based on a 23 per-
cent 1711timate increase in age-adjusted rates over the rates experienced
in 1974.

(b) Through 1980 the assumptions are the same as those used in
developing the short-range cost estimates, which are presented earlier
in this report.

(¢) Beyond 1980, average earnings will increase at an annual rate of
6 percent, while the CPI will increase at 4 percent.

(d) Beyond 1980, unemployment will average 5 percent.

In the preparation of the disability insurance cost estimates the
assumed rates at which workers become disabled and the rates at
which their benefits are later terminated due to either death or re-
covery from the disability, are updated to reflect the actual experience
through calendar year 1974. In addition, it is assumed that the rate
at which benefits are being awarded will increase 3 percent per year
for the next 5 years.

The effect of these changes in assumptions as measured by the 75-
year long-range actuarial balance is shown in table 22, which traces
that balance from the estimate presented in last year’s report to the
estimate presented in this report under the central set of assumptions.

The results in tables 20, 21 and 22 should be read with full recogni-
tion of the uncertainties involved in the projection of economic and
demographic factors over long-range periods. Because of the sensitivity
of the projections to changes in economic assumptions, these results are
subject to wide margins of variation. Becanse of the high degree of
uncertainty in long-range economic forecasts. calculations were done
under two alternative sets of assumptions. These alternatives fall on
cither side of the central set of assumptions. These are displayed in
table 2% which provides an indication of the effect of changes in the
assumed annual increase in CPI. All three projections displayed in
the table are based on annual increases in real earnings of about 2
percent. The cost figures shown in the middle column (that is, those
based on the central set of assumptions) are the same as those shown in
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table 20. However, the range of variation shown in table 23 should not
be interpreted as depicting the complete range of all conceivable al-
ternative outcomes. Such a range would be wider than that shown by
the table. For example, if fertility rates were to continue to decline as
they have over the last decade, and if economic conditions which have
prevailed over the past few years were treated as normal and extrap-
olated to continue over the next 75 years, the long-range actuarial
deficit of the old-age, survivors, and disability insurance program
would be higher than projected under any of the alternatives in table
23. Conversely, if these demographic and economic factors were ex-
trapolated into the future on the basis of experience over the longer
term past, rather than just the last decade, the projected 75-year deficit
would be lower. Measures of the effect of variation in the assumed
increases in real earnings, fertility and migration are provided in
Appendix A of this report.

TABLE 23.—ESTIMATED EXPENDITURES OF OLD-AGE, SURVIVORS, AND OQISABILITY INSURANCE SYSTEM AS
PERCENT OF TAXABLE PAYROLL ! UNDER VARIOUS ECONOMIC ASSUMPTIONS, FOR SELECTED YEARS, 1985-2050

[In percent]

Expenditures as percent of taxable payroll under
assumptions of—2

Calendar year 5-3 6-4 7-5
10. 99 10.93 10. 89
11.20 11.22 11.25
11.49 11.64 11.79
11.68 12.00 12.34
12.21 12.76 13,34
13.29 14.13 14,99
14.90 16. 07 17.30
16.74 18.34 20.03
18.40 20.45 22.66
19,26 21.75 24.43
19.39 22.20 25.21
19.06 22.11 25.30
18.90 22,12 25. 49
19.03 22.44 26. 04
11.12 11.16 11.19
14,31 15.12 16. 42
19.05 22.09 24.81
14.93 16.26 17.68

1 Payroll is adjusted to take into account the lower contribution rates on seif-employment income, on tips, and on
multiple-employer ‘‘excess wages’’ as compared with the combined employer-employee rate.

2 The initial value in each set refers to the assumed annual percent increases after 1980 in average earnings, while the
second value in each set refers to the assumed percent increases after 1980 in CPI. Higher assumptions are used in the

1975-80 period. .
8 “'Average-current-cost’’ represents the arithmetic average of expenditures as percent of taxable payroll for the period
and includes the cost of increasing the funds on hand to 1 yr's expenditures by the end of the valuation period.

It will be observed that the T5-year average-current-cost of 16.26
percent of taxable payroll estimated under the central set of assump-
tions would be reduced to 14.93 percent of taxable payroll if the CPI
is assumed to increase at 3 percent per year. Similarly, the 75-year
average-current-cost would increase to 17.68 percent of taxable pay-
roll if the CPI is assumed to increase at 5 percent per year. This means
that the 75-year actuarial balance of —5.32 percent of taxable payroll
shown in table 21 would decrease to —3.99 percent of taxable payroll
or increase to — 6.74 percent of taxable payroll if the assumed annual
increase in CPI and in average-earnings were lowered or raised by
one percent from the values used in the central set of assumptions.



40

One significant element of the sensitivity of the projected costs to
economic assumptions is the fact that most of the eftect of changes in
the CPI occurs after the turn of the century. The expenditures as per-
cent of taxable payroll of the old-age, survivors, and disability insur-
auce system over the remainder of the 20th century, that is, cver the
26-year period, 1975-1999, would vary only from a low of 11.12 per-
cent of taxable payroll to a high of 11.19 percent of taxable payroll
according to the assumptions displayed in table 23. Since variations in
otlier elements in the cost projection (wmostly in demographic elements)
would have only minor effects on the cost of the system over the 25-year
period, it can be concluded that over the remainder of this century the
old-age, survivors, and disability insurance system will need additional
financing equivalent to about 1.3 percent of taxable payroll under rea-
sonable sets of econonlic assumptiouns.

After the turn of the century, the amount of required additional
financing would be significantly higher as may be noted from the
projections in table 23. However, to a large extent, the higher cost
that is projected to occur after the turn of the century is due to what
may be considered unintended and undesirable results of the autcmatic
benefit adjustment provisious in present law.

These present provisions in the law automatically increase the bene-
fits of retired workers as increases occur in the CPI. These CPI in-
creases are also given (indirectly through increases in the benefit table)
to workers who have not yet retired and who therefore have an oppor-
tunity to improve their future benefits as a result of increases in their
future taxable earnings. Thus, in a large proportion of cases the
future benefits of those who are still working increase at annual rates
that are in excess of increases in either CPI or average wages under
economic conditions which may be considered likely to prevail. The
duality of benefit increases that is possible under present law can
result in future benefits being substantially higher than the highest
gross earnings on which the worker was taxed.

For illustrative purposes, cost projections are presented in table 24
under alternative economic assumptions (the same ones used in table
23) and under a modified theoretical old-age, survivors, and disability
insurance system which would maintain through time the relation-
ship between average awarded benefits and average earnings existing
at the beginning of calendar year 1977. It is assumed that in this
theoretical system, as is true in present law, benefits after retirement
would be increased automatically to keep up with increases in CPIL.
The new system is assumed to apply to insured workers who attain age
62, die or become disabled after 1976. These individuals would receive
the higher of benefits determined under the new procedure for com-
puting benefits or the procedure and benefit table in the law at the
end of 1976.
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TABLE 24, —ESTIMATED EXPENDITURES OF A MODIFIED THEORETICAL OLD-AGE, SURVIVORS, AND DISABILITY
INSURANCE SYSTEM ¢ AS PERCENT OF TAXABLE PAYROLL 2 UNDER VARIQUS ECONOMIC ASSUMPTIONS, FOR

SELECTED YEARS, 1985-2050
[In percent]

Expenditures as percent of taxable payroll under
assumptions of —3

Calendar year 5-3 6-4 7-5
11.01 10. 90 10.79
11.24 11.10 10.98
11. 60 11.45 11.32
11.74 11.59 11.45
12.03 11.88 11.73
12.76 12.60 12.45
13.99 13.81 13.65
15. 48 15,29 15.11
16. 82 16.60 16.40
17.44 17.22 17.01
17.37 17.15 16.95
16.90 16.68 16. 48
16,57 16.36 16.16
16. 53 16. 32 16.12
1.17 11.06 10.95
13.63 13.43 13,28
16.95 16.78 16. 56
14.00 13.83 13.67

1 See text for brief description of theoretical system.

2 Payrol| is adjusted to take into account the lower contribution rates on self-employment income, on tips, and on multiple-
employer ‘‘excess wages'’ as compared with the combined employer-employee rate.

3 The initial value in each set refers to the assumed annual percent increases after 1980 in average earnings, while the
second value in each set refers to the assumed percent increases after 1980 in CPl. Higher assumptions are used in the

1975-80 period.
¢ “Average-current-cost’’ represents the arithmetic average of expenditures as percent of taxable payroil for the period
and includes the cost of increasing the funds on hand to 1 yr's expenditures by the end of the vajuation period.

It may be observed from table 24 that the long-range cost of the
modified theoretical old-age, survivors, and disability insurance sys-
tem would be relatively insensitive to changes in the CPI assumption.
According to the three sets of economic assumptions shown in the
table, the average-current-cost over the customary Ti-year period
would be about 13.7 to 14.0 percent of taxable payroll.

Table 25 shows the estimated cost over various periods under the
modified theoretical system. Under the assumptions used the actuarial
imbalance over the customary T75-year period would be reduced to
about —2.7 to —3.1 percent of taxable payroll if the system is modified
to maintain through time the relationship between average awarded
benefits and average earnings that will prevail at the beginning of
calendar year, 1977. The table also compares over three successive 245-
year periods starting in 1975 the estimated average expenditures as
percent of taxable payroll and the average-tax rate scheduled in pres-
ent law.
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TABLE 25.—COMPARISON OF EXPENDITURES AND TAXES FOR A MODITIED THEORETICAL OLD-AGE, SURVIVORS,
AND DISABILITY INSURANCE SYSTEM ! AS PERCENT OF TAXABLE PAYROLL2 UNDER VARIOUS ECONOMIC
ASSUMPTIONS

{In percent)
Average for item as percent of taxable payroli
under assumptions of—= N
‘tem 5-3 6-4 7-5
1st 25-yr period (1975-99):

Expenditures as percent of taxabie payroll ... __. . . _ .. __.__. 1117 11.06 10.95
Taxratein law_ ... el 9.90 9.90 9. 90
Difference . . ... -1.27 —1.16 —1.05
2d 25-yr period (2000 -24); -
Expenditures as percent of taxable payrolt .. __ . ... _ .. _.__ 13.63 13.43 13.28
Taxrateinlaw. . ...l 11.02 11.02 11.02
Difference_. ol ... —2.61 —-2.41 —2.26
3d 25-yr period (2025-49): T -
Expenditures as percent of taxable payroll__ ___ . . __ . ... __ 16. 95 16.78 16.56
Taxrateinlaw_ .. .. 11.90 11.90 11.9¢
Difference. i —5.05 —4.88 —4.66

Total 75-yr period (1975-2064):
Current-cost 4 ... 14. 00 13.83 13.67
Taxrateinlaw. . .. 10.94 10. 94 10. 94
Actuarial balance_ . __ .. L ... —3.06 —-2.89 —2.73

1 See text for brief descriptivn of theoretical systen.

2 Payroll is adjusted to take into account the lower contribution rates on self-employment income, on tips, and on multi-
ple-employer ‘‘excess wages'' as compared with the combined employer-e:nployee rate.

3 The initial value in each set refers to the assumed annual percent increases after 1980 in average earnings, while the
second value in each set refers to the assumed percent increases after 1980 in CP!. Higher assumplions are used in the
1975-80 period

¢ “Average-current-cost’ represents the arithmetic average of expenditures as percent of taxabie payroll for the period
and includes the cost of increasing the funds on hand to 1 yr's expenditures by the end of the valuation petiod.

It may also be observed from table 25 that over the next 25-year
period the expenditures as percent of taxable payroll of the old-age,
survivors, and disability insurance system is projected to exceed the
taxes scheduled in present law under all economic assumptions used.
These costs are similar to those projected under present law, which
are shown in table 23. Under the modified theoretical system the addi-
tional taxes required over the remainder of this century would be
about 1.1 to 1.3 percent of taxable payroll, whereas under present law
it would be about 1.2 to 1.3 percent of taxable payroll.

It may be concluded from the cost analyses presented in this Report
that the expenditures of the old-age, survivors, and disability insur-
ance system for the remainder of the 20th century will exceed the taxes
now scheduled in present law under reasonable sets of economic
assumptions and irrespective of a possible modification in the auto-
matic benefit acdjustment provisions. If the system is to meet its out-
lays for the remainder of this century, higher taxes equivalent to an
increase of about 1.3 percent of taxable payroll will be required.

Abvisory CoUuNCIL ON SoCIAL SECURITY

Pursuant to section 706 of the Social Security Act, an Advisory
Council on Social Security was appointed by the Secretary of Health,
Education, and Welfare in April, 1974, The Council submitted its
reports on March 6, 1975, The following two recommendations of the
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Council would have a very significant impact on the financing of the
progran and the future integrity of the trust funds:

1. Benefit structure—replacement rates. The provisions of present
law for computing average monthly earnings, on which benefits are
based, and for adjusting the be efit table in the law to changes in
prices may result over the long range in unintended, unpredictable,
and undesirable variations in the level of benefits. The benefit structure
should be revised to maintain the levels of benefits in relation to pre-
retirement earnings levels that now prevail. Benefits for workers com-
ing on the rolls in the future should be computed on the basis of a
revised benefit formula using past earnings indexed to take account of
changes during their working lives in the average earnings of all cor-
ered workers. As under present law, benefits for people on the rolls
should continue to be increased as price levels increase.

Revising the benefit structure to stabilize replacement rates as rec-
ommended by the Advisory Council, would substantially reduce the
sensitivity of the future cost of the system to the complex interaction
of economic factors. It would also significantly reduce the rapid escala-
tion of cost in the old-age, survivors, and disability insurance syvstem
projected to occur after the turn of the century, The Board of Trustees
recommends revision of the benefit structure in order to achieve sta-
bility of benefit levels relative to prior earnings. The precise method of
accomplishing this goal is now under study.

2. Employee-employer taxes. The OASDI tax rate should be gradu-
ally increased, as OASDI costs increase, and the increases should be
met by reallocating taxes now scheduled in the law for part A (hos-
pital insurance) of the Medicare program., Income lost to the hospital
msurance program by this reallocation showld be made up from the
general funds of the Treasury.

Additional revenues for the social security cash benefits program
will be required in both the short-range and long-range under all for-
seeable circumstances. The Board recommends that additional revenue
requirements be met through inereased contribution rates, an increase
in the earnings base or some combination of these elements. The Board
is opposed to the use of additional general revenue financing for the
social security program.

The Council also made a recommendation concerning the QASDI
contribution rates for the self-employed. The Council proposed: The
present 7-percent limitation on the tax vate for the self-cmployed
should be removed. The self-employment OASDI tax rate should be
the same multiple of the employee contribution rate as wwas fived at the
time the self-employed were first covered—150 percent,

The Board of Trustees supports this rcommendation and recom-
mends its adoption by the Congress.

Additional recommendations were made by the Advisory Council
regarding the extension of social security protection through various
changes 11 the provisious governing coverage and eligibility for bene-
fits. The Board cautions that, as the Administration and the Congress
consider these recommendations, the financial status of the OASDI
system and the financial implications of the recommendations should
be fully taken into account.
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CoxcLusiox

The short-range actuarial cost estimates indieate that the assets of
both the old-age, and survivors inswrance trust fund and the disability
insurance trust fund will decline during the 5-year period 1975-79.
Witliout legislation to provide additional financing, the assets of both
trust funds will be exhausted soon after 1979.

The Board recommends that prompt action be taken to strengthen
the financing of the old-age, survivors, and disability insurance system
over the near term. The required additional income to the trust funds
should be obtained through increases in the tax rate, in the taxable
earnings base, or in both rate and base. The Board opposes the use of
additional general revenue financing for the old-age, survivors, and
disability insurance program. The Board noted that the amount of
additional income required for the program would be reduced if the
Congress adopted the President’s proposal to limit to 5 percent the
automatic benefit increase scheduled for June, 1975.

The long-range actuarial cost estimates indicate that for every year
in the future the estimated expenditures will exceed the estimated
income from taxes. This excess increases with time and is estimated
to average abont 1.3 percent of taxable payroll over the next 25-year
period (1975-1999). All reasonable alternative actuarial assumptions
indicate that over the remainder of this century the financing of the
old-age, sarvivors, and disability insurance program will need addi-
tional revenues equivalent to about 1.3 percent of taxable payroll.

The long-range cost of the OASDI program projected te occur after
the turn of the century will substantially exceed the taxes scheduled
in present law. Although those projected costs are highly sensitive to
variations in the actuarial assumptions, all reasonable assumptions
indicate that there will be significant excesses of expenditures over
income. This report is not intended to provide an indication of the
fullest possible range of variation in the long-range cost estimates.
(Appendix A provides some information on the sensitivity of the
long-range cost estimates to alternative assumptions.) '

To some extent the high cost of the old-age, survivors, and disability
insurance program projected to occur after the turn of the century
is due to unintended results in the automatic benefit adjustment pro-
visions enacted in 1372, which cause future projected benefits to in-
crease out of proportion to levels of wage replacement established by
benefits currently paid under the program. The Board fully concurs
with the intent of the recommendation by the 1975 Advisory Council
on Social Security that the benefit structure be revised to maintain
the levels of benefits in relation to preretirement earnings levels that
now prevail.

The Board recommends that development of specific plans for
strengthening of the long-range financing of the old-age, survivors,
and disability insurance program be pursued immediately with spe-
cial priorities given to ways of modifying the automatic benefit adjust-
ment provisions in present law.

In this regard. the Board is pleased to note that the Administration
has already begun studies of the possible means of accomplishing this
objective. The Board also welcomes the cooperative efforts now under
way between the Social Security Administration and the actuvarial
and economic consultants appointed by the Congressional Research
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Service of the Library of Congress at the request of the House Com-
mittee on Ways and Means and the Senate Committee on Finance to
study this matter.

The Board also concurs with the 1975 Advisory Council on Social
Security in the recommendation that the OASDT tax rate applicable
to self-employment income be set at a level equivalent to 150 perceut
of the tax rate applicable to wages.
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APPENDIXES

APPENDIX A.—STATEMENT Oor ASSUMPTIONS, METHODOLOGY, AND
Derars oF Long-Raxce Cost ESTIMATES

(Prepared by Office of the Actuary—Social Security Administration)

The basic assumptions used in the long-range estimates for the old-age, sur-
vivors, and disability insurance system are described in this appendix. Also given
here are some detailed data in connection with the results of these estimates.

Section A of this appendix provides a description of the demograplic aspects
of the long-range cost estimates. Section B discusses the economic and various
other aspects of the long-range cost estimates. The terms “demographic” and
“economic” are used in a general sense, since it is not entirely possible to separate
the effect of these two aspects on the cost estimates. ‘“Demographic aspects”
refer to those elements dealing with the population and its characteristics. These
elements include the number, age, sex, marital status, retirement, disability,
mortality, fertility, employment, and coverage under the system. ‘“Economic
aspects” refer to the projected annual increases in the Consumer Price Index
(CPI) and in the average earnings in covered employment. Section C of this
appendix contains a brief analysis of the sensitivity of the cost projections to
changes in selected demographic and economic assumptions.

A. DEMOGRAPHIC ASPECTS

This section of the appendix discusses the methods used to estimate the demo-
graphic elements of the OASDI cost projections.

(1) POPULATION

A projection was made of the United States population (including persons
overseas covered by the old-age, survivors, and disability insurance program)
for future quinquennial years, by 5-year age groups and by sex. The starting
point was the population on July 1, 1973, as estimated by the Bureau of the
Census from the 1970 Census and from births, deaths, and migration in 1970-73.
This population estimate was adjusted for differences in the geographical areas
covered by the estimate of the Bureau of the Census and those covered by the
old-age, survivors, and disability insurance system.

In the population projection it was assumed that through 2050 mortality rates
will continue the general trends established over the period from 1950-1970. This
results in an overall reduction in mortality rates of about 15 percent from 1970
to 2050.

The total fertility rate was assumed to decrease from its current level to a
level of 1.7 children per woman in fiscal year 1977 and then slowly increase to an
ultimate level of 2.1 children per woman in fiscal year 2005. It was assumed to
remain level at 2.1 from 2005 to 2050. The 2.1 ultimate total fertility rate is close
to population replacement rate and would ultimately result in close-to-zero
population growth. In addition, the projection assumed a small amount of net
immigration. Appendix table A presents the projected population by broad age
groups. Complete details about the population projection will be given in a new
actuarial study to be published by the Social Security Administration.

(47)
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APPENDIX TABLE A.—PROJECTIONS OF THE U.S. POPULATION BY BROAD AGE GROUPS, 1985-2050

Population (in thousands) as of July 1 65 and over as—

65 and Percent Ratio of

Year Under 20 20 to 64 over Total of total 20 to 64
70,754 141, 512 26,741 239, 006 11.2 0.189
71,929 147, 457 28,789 248,176 11.6 .195
74,264 152, 261 30,015 256, 540 1.7 .197
76,333 157,038 30,214 263, 585 1.5 .192
76,349 162, 970 30, 580 269, 898 11.3 . 188
76,222 167,432 32, 662 276, 316 1.8 . 195
76,990 168, 840 36,917 282,747 13.1 .219
78, 561 167, 873 42,061 288, 494 14.6 . 251
80,030 165, 608 47, 448 293, 087 16.2 . 287
80, 768 164, 636 51,227 296, 632 17.3 .311
81,202 166, 502 51,879 299, 583 1.3 312
81,989 169, 501 50, 806 302,296 16.8 . 300
83,213 172, 462 49, 257 304,931 5.2 . 286
84, 462 173,843 49, 352 307, 657 16.0 .284

(2) EMPLOYMENT

Assumptions as to the percentage of the population who have covered employ-
ment during a year were made for each age group by sex for each quinquennial
year. For men, the latest estimated average percentages (1970-72) were projected
to increase for teenagers, to decrease slightly for those aged 20-59, and to de-
crease significantly for those aged 60 and over (thus recognizing the trend
toward higher retirement rates). For women, the corresponding percentages
were assumed to increase, except for those aged 60 and over for swhom a decrease
was projected.

As measured by the age-adjusted labor force participation rates for ages 16
and over, the projected ultimate covered employment is equivalent to a decrease
over the rates experienced in calendar year 1974 of about 2 percent for males
and an increase of about 23 percent for females. At the ultimate assumed rates
females would have, on the average, participation in the labor force that is about
73 percent of male participation rates.

The foregoing projections are consistent with the projected average unem-
ployment rate of § percent. It is assuined that any periods during which unem-
ployment is substantially higher than the assumed level would be of relatively
short duration or would be balanced by offsetting periods of low unemployment,
and would therefore have virtually no long-range cost effect,

(3) INSURED POPULATION

The term “insured” as used herein means fully insured, since the number of
persons who are currently-insured only is relatively small and can be disregarded
for long-range cost analysis purposes. The number of insured persons as percent of
population by age and sex, in various future years is estimated from recent
experience and from the projected coverage. It is evident, that eventually almost
all males in the eountry will be insured for old-age and survivors benefits; the
ultimate percentage for aged males is estimated at 95 percent. For females it is
estimated that the corresponding proportion will eventually be 85 percent. This is
lower than for males because of the lower participation rates of females in the
labor force.

The estimated numbers of persons insured for disability benefits are lower
than those insured for old-age and survivor beunefits because of the more restric-
tive insured status provision for disability benefits. These numbers were also
estimated on the basis of recent experience and the projected percentage of
persons covered.
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(4) OLD-AGE AND SURVIVORS INSURANCE BENEFICIARIES

0ld-age beneficiaries were estimated from the aged insured population. The pro-
portions, by age and sex, of the insured population that were receiving benefits
at the beginning of 1973 were projected to increase according to past trends after
adjustment for changes in the earnings test and in the level of unemployment,
thereby reflecting assumed gradual increases in the retirement rates.

Wives aged 62 and over of male old-age heneficiaries were estimated by using
census data and mortality projections. These potential wife beneficiariesx, after
adjustment for eligibility for their own old-age benefits, 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 henefits. The experience to date indicates that
in the vast majority of the cases, such immediate claiming of wife’s benefits does
oceur.

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 aforementioned fertility and mortality assumptions.

Child-survivor beneficiaries were obtained from estimates of orphans in the
country in future years. The projected child population, by age group, was multi-
plied by thie probability of being an orphan. These probabilities were derived by
using distribution of age of parent at Lirth of child and death rates consistent
with the population projections. The number of orphans was then adjusted to
eliminate orphans of uninsured deceased parents, and to include the eligible dis-
abled orphans aged 18 and over. For non-disabled children aged 18-21 a further
reduction was made to exclude those not attending school. Mother-survivor-
beneficiaries were estimated by extrapolating the present ratio of mothers to
children, after excluding those non-disabled children 18-21 who were attending
school, to reflect the projected fertility. The estimated costs were increased by
0.01 percent of taxable payroll to reflect the cost of fathers survivors benefits,
payable as a result of the recent Supreme Court decision.

To estimate widow beneficiaries the proportions of widows in the female aged
population were projected according to mortality assumptions and adjusted for
both eligibility for their own old-age benefits and for the insured status of their
deceased husbands. These uninsured eligihle widows were assumed to claim
benefits as soon as available even if this occurred at ages 60 to 64, when they
would have to take reduced benefits. For ages 50-59, the disabled widow bene-
ficiaries were estimated from the eligible widows by using disability prevalence
rates.

Tt may be observed that the assumed wife and widow beneficiaries consist of
the uninsured potential beneficiaries. In actual practice. some of the insured po-
tential 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 was projected by assuming a de-
crease from a level of 23,000 at the end of 1974 to an ultimate level of 15,000
in 1980. The insignificant effect of the retirement test as it applies to wife’s,
widow’s and parent’s benefits was ignored. No separate estimates were made for
benefits to dependent husbands and widowers since their cost is relatively
negligible.

Appendix table B shows the estimated number of beneficiaries in the old-age
and survivors insurance program.
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APPENDIX TABLE B.—OLD-AGE AND SURVIVORS INSURANCE BENEFICIARIES WiTH MONTHLY BENEFITS IN
CURRENT-PAYMENT STATUS!

{In thousands]

Retired workers and dependents Survivors of deceased workers
Calendar year Old-Age  Wives? Children Mothers Children Widows?  Parents Total
Actual data (as of June 30):
1970. . 13,066 2,651 535 514 2,673 3,151 29 22,619
1971, 13,604 2,673 556 523 2,745 3,287 28 23,416
1972, 14,181 2,706 578 536 2,847 3,433 27 24, 308
1973. 14, 880 2,756 602 548 2, 887 3,575 25 25,273
1974_ .. 15, 589 2, 806 619 565 2,908 3,620 24 26,131
Projection (a

1985 21,243 2,892 518 765 3,035 3,686 15 32,154
1990 23,319 2,897 387 777 3,030 3,610 15 34,035
1995 _ 24,589 2,898 310, 824 3,253 3,514 15 35,403
2000. . 25,172 2,766 n 849 3,526 3, 452 15 36,091
2335, 26,310 2,528 345 855 3,662 3,417 15 37,132
2010. . 29,077 2,352 416 832 3,636 3,394 15 39,722
2015_ . 33,623 2,317 496 815 3,614 3,345 15 44,225
2020 . 39,120 2,302 577 819 3,679 3,339 15 49, 851
2025 _ 44, 427 2.288 623 834 3,777 3,326 15 55, 290
2030. 47,655 2,247 619 843 3,833 3,327 15 58,539
2035 48,513 2,121 590 £36 3,842 3,262 15 59,179
2040 . 47, 506 1,969 552 823 3,853 3,225 15 57,943
2045 . .. 46,689 1,841 551 829 3,906 3,153 15 56, 984
2050, _ioiecieeieno 47,020 1,809 577 837 3,978 3,070 15 57, 306

1 Exciuding the effect of the railroad financial interchange provisions.
% Including dependent husband beneficiaries.
¢ {ncluding dependent widower beneficiaries.

(5) LUMP-SUM DEATH PAYMENTS

Tk numbers of lump-sum death payments were estimated by multiplying the
insured population by the death rates used in the population projections.

(6) DISABILITY INSURANCE BENEFICIARIES

The future number of persons receiving monthly disability benefits based on
their own earnings was estimated by the application of incidence and termina-
tion rates. These rates were developed from the experience data available from
the operations of the disability insurance system. The population insured for
disability (by sex and age) was multiplied by the incidence rates to arrive at
the number of new cases of disabled workers. These in turn were projected
through the use of mortality and recovery termination rates to obtain the num-
ber of beneficiaries.

The assumed incidence rates were based on the estimated actual experience in
calendar yvear 1965, adjusted to reflect both the increases in awarded disability
benefits through the end of calendar year 1974 as well as relevant legislated
changes through that year. Although the reasons for these increases are not yet
fully understood, it was decided that the projected costs should reflect the total
increases that have already been experienced thirough the end of calendar year
1974. In addition, the incidence rates were assumed to increase 3 percent per year
for the next 5 years and to remain level thereafter. This extrapolation of future
incidence rates is intended as a temporary procedure for reflecting probable
future increases.

A more complete knowledge of possible future trends in the number of disabled
worker beneficiaries will not be available until current studies of the recent
increases are completed.

The mortality and recovery rates were based on the actual experience of the
system for the period 1957-67 adjusted to reflect the estimated experience
through the end of calendar year 1974,

The number of child beneficiaries was projected as a proportion of the dis-
abled male beneficiaries allowing for future projected changes in fertility.

The number of wife beueficiaries was projected as a proportion of child bene-
ficiaries after allowing the projected future changes in fertility.

Appendix table C shows the projected number of beneficiaries in the disability
insurance program.
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APPENDIX TABLE C.—DISABILITY INSURANCE BENEFICIARIES WITH MONTHLY BENEFITS IN CURRENT-
PAYMENT STATUS?

[!n thousands}

Calendar year Workers Wives? Children Total
Actual data (as of June 30):
1970 1,436 m 861 2,568
1971__. 1, 561 293 934 2,788
1972... 1,737 37 1,028 3
1973 1,925 364 1,127 3,416
1974 2,098 391 1,203 3,692
Projection (as of June 30):

1985 3,829 533 1,302 5, 664
1990___ 4,219 516 1,151 5, 886
1995 4,675 631 1, 340 6, 646
2000.... 5,379 758 1,632 1
2005_.. , 240 906 1,964 9,110
201 6,982 1,034 2,289 10, 305
2015 7,397 1,060 2,434
2020... 7,448 1,007 2,440 10, 895
2025... 1,146 942 2,338 10, 426
2030.... 6,79% 889 2,224 ,
2035 6,706 884 2,194 9,784
2040 6, 868 896 2,2 10, 006
2045 7,131 914 2,325 10, 370
2050. 7,231 904 2,357 10, 492

! Excluding the effect of the railroad financial interchange provisions.
? Including dependent husband beneficiaries.

B. EcoNOMIC ASPECTS; MISCELLANEOUS ASPECTS

This section of the appendix presents a discussion of the economic aspects and
miscellaneous aspects of the OASDI long-range cost estimates. As stated above,
the term “‘economic aspects” is used here to refer primarily to the assumptions
regarding future annual increases in average earnings as well as in the Con-
sumer Price Index (CPI). The importance of these economic aspects results
from the automatic adjustment provisions in the present law which require that
the benefit table be adjusted to keep up with increases in the CPI and that the
taxable earnings base, as well as the exempt amount in the retirement test, be
adjusted to keep up with increases in average earnings. This type of automatic
procedure has the effect that, once a worker retires, the value of his benefits will
not deteriorate in terms of purchasing power. It has the further effect that, for
those who are still working, their potential benefits increase because of both the
increases in the credited earnings and the adjustment in the benefit table accord-
ing to increases in the CPI. This dual increase in potential benefits for future
beneficiaries may, in combination, be at a higher or lower rate than the increase
in earnings, but (as will be shown later) it is likely to be, on the average.
slightly higher than increases in earnings for the next 20 years and significantly
higher thereafter.

(1) ECONOMIC ASSUMPTIONS AS TO ANNUAL INCREASES IN AVERAGE EARNINGS AND
IN CPI

The cost estimates presented in the Report are based on three alternative sets
of economic assumptions as described therein. This was done to illustrate the
effect on the estimates of variations in economic assumptions. However, most of
the estimates presented in the report are based on the central set of economic
assumptions in which the ultimate annual rate of increase in average earnings
is assumed to be 6 percent while CPI is assumed to increase at 4 percent.

The assumed 4 percent increase in the CPI is approximately 14 of one percent
higher than has been experienced over the last 30 years. However, trends over
the last 60 years indicate a tendency for the CPI to increase slowly with time.
Moreover, current outlook does not support a reversal or a halt in these trends.
The assumed 6-percent increase in average earnings is a by-product of the
4-percent CPI assumption and the assumption adopted regarding the annual
increases in average real earnings. Based on the trend in real earnings over the
last 20-25 years, and also on the assumption that there would be a leveling in
the movement toward part-time employment, an ultimate annual increase in
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average real earnings of 2 percent was adopted. This increase when combined
with the assumed CPJ increase of 4 percent yielded the assumption of a fotal
increase in average earnings of 6 percent.

Thix central set of economic assumptions is eonsistent with the economic as-
sumptions adopted by the panel of actuaries and economists appointed in 1974
by the Nenate Committee on Finance to review the OASDI long-range cost esti-
mates published in last year's report of the Board of Trustees.?

Unless otherwise stated, the estimates presented in this appendix are based
on this same central set of economic assumptions, that is, ultimate annual in-
creases in average carnings in covered employment of 6 percent aid in the CPI
of 4 percent. For years hefore 1981 the assumptions are as described in the sec-
tion of this report dealing with the d-years forecast of operation of fhe trust
funds,

12) AVERAGE BENEFITS

Appendix table D sliows the projected average awarded retirement benefit, the
projected average retirement benefit in current-payment status, and the projected
increases in each as compared to incereases in average earnings. As can he ob-
served from the projected ratios in the third column of the table, all of which are
greater fhan one, the average awarded retirement benefit is projected to increase
faster than average earnings., It can also be observed that this is particularly
true after the year 1995 when the computation period for retirement benefits
reaches its ultiniate length of 35 years,

To prepare the figures in appendix table D, the average awarded henefits for
retired workers were projected hy computer simulation of the automatic ad-
Jjustment provisions for workers at various earnings levels nnder the central set
of econoniic assumptions regarding the increases in earnings and CPI. The aver-
age benefits in current-payment status were then obtained by weighting the
projected awarded benefits according to values obtained from recent actual
experience while allowing for the effect of future CPI adjustments.

APPENDIX TABLE D.—PROJECTED INCREASES IN AVERAGE RETIREMENT BENEFIT AT AWARD AND IN CURRENT-
PAYMENT STATUS AS COMPARED WITH PROJECTED INCREASES IN AVERAGE COVERED EARNINGS:! FOR
SILECTED YEARS, 1975-2050

Ratio of increase in

Average annual retirement retirement benefits to
benefit increase in earnings
in current In current
Calendar year Awards payment Awards payment
_______________________________________________ 2,750 2,603 1. 000 1. 000
R 5,921 5, 001 1. 060 . 946
; 8,020 6, 832 1.066 . 960
- 10, 832 9, 280 1,074 .972
R 15, 206 12,643 1. 126 . 989
21,517 17,521 1.191 1.024
R 29,769 24,504 1.231 1.070
41,038 34,136 1.268 1.114
56, 399 47,218 1.302 1.152
77,431 65,014 1.336 1.185
106, 166 89,316 1.369 1.217
145, 696 122, 569 1.404 1.248
. 198, 435 167, 970 1.429 1.278
R 269, 841 229, 422 1.452 1. 304
_______ 366, 258 312, 401 1.473 1.327

1 Based on the central set of economic assumptions of annual increases of 4 percent in CPI and 6 percent in earnings and
somewhat higher increases before 1981. The benefits refer onty to thase payable to retired workers. The figures in the
column entitied “‘In current-payment’” refer to the average benefits for all retired workers who are receiving benefits,
while those in the column entitled ‘‘Awards’’ refer to the average benefits for those workers retiring in the particular year.

(3) TOTAL BENEFIT PAYMENTS

Total benefit payments were calculated as the product of the number of bene-
ficiaries and their corresponding average beunefits. These values were adjusted
fo refleet retroactive payments,

1The panel’s discussion of these assnmptions may be found on pp. 10-11 under the sub-
headings “Rate of Growth in Real Wages” and “Rate of Inflation” of the Report of the
Panel on Social Security Financing to the Committee on Finance United States Senate,
printed for the Committee, February 1975.
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(4) ADMINISTRATIVE EXPENSES

It was assumed that future administrative expenses would bhe 1.8 percent of
benefit payments for old-age and survivors insurance and 5.0 percent of benefit
payment for disability insurance. These percentages include the allocation of
funds to be used to rehabilitate disabled beneficiaries under the beneficiary
rehabilitation program enacted in 1965.

(3) RAILROAD RETIREMEXNT FINANCIAL INTERCHANGE

The effect of the financial interchange was evaluated on the basis of trends
similar to those used for the old-age, survivors, and disability insurance direct
costs. This results in a small long-range loss to the Old-Age, Survivors, and
Disability System.

(6) INTEREST RATE

The interest rate used in each estimate and projection was assumed at an
annual real rate (after discounting for CPI increases) of 314 percent.

The effect of a different interest rate would be minor since the system is
expected to operate with relatively small trust funds.

C. SENSITIVITY OF Cos8T ESTIMATES TO CHANGES IN SELECTED ASSUMPTIONS

(1) SENSITIVITY TO ECONOMIC ASSUMPTIONS

This subsection contains a brief analysis of the sensitivity of the cost projec-
tions to some changes in the economic assumptions and to changes in procedures
for computing benefits.

Appendix table E shows the average-cost over periods of 25 years (1975-1999),
50 vears (1975-2024) and 75 years (1975-2049) under three alternative assump-
tions of annual CPI increases of 3 percent, 4 percent, and 5 percent. In each
case the annual increases in real average earnings are assumed at about 2 percent
yielding annual increases in average earnings of 5 percent, 6 percent and 7 per-
cent. The table indicates the cost under present law as well as under a modified
theoretical system in which average benefits awarded at retirement are assumed
to increase after 1976 at about the same rate as average earnings. In this modi-
fied theoretical system it is also assumed, as is true in present law, that after
retirement, benefits will be increased automatically to keep up with increases
in CPI. The new theoretical system is assumed to apply to individuals who
attain age 62, die or become disabled after 1976. These individuals would have
a choice between the new procedure for computing benefits or the procedure and
benefit table in the law at the end of 1976.

APPENDIX TABLE E.—ESTIMATED LONG-RANGE AVERAGE-CURRENT-COST! OF OLD-AGE, SURVIVORS, AND
DISABILITY INSURANCE SYSTEM AS PERCENT OF TAXABLE PAYROLL,2 UNDER VARIOUS CP} ASSUMPTIONS ;3
PRESENT LAW AND MODIFIED THEDRETICAL SYSTEM ¢

[in percent]
Estimated under assumptions of -3

System 5-3 6-4 7-5

25-yr period:
Present faw_________ 11.39 11. 42 11.47
Modified theoretical_ . 11.43 11.31 11.20

50-yr period:
Presentfaw_____________ N 12.93 13.50 14.10
Modified theoretical .. ... .. . . ... ... R 12.57 12.43 12. 30

75-yr period:
Presentlaw_.____ .. __ . _._... 14.93 16. 26 17.68
Modified theoretical .. _ ... . .. .o ........ 14.00 13.83 13.67

1 “Average-current-cost’ represents the arithmetic average of expenditures as percent of taxable payroli for the period
and includes the cost of increasing the funds on hand to 1 yr's expenditures by the end of the valuation period.

2 Payroll is adjusted to take into account the lower contribution rates on self-employment income, on tips, and on multipie-
employer ‘‘excess wages’' as compared with the combined employer-employee rate.

3 The initial value in each set refers to the assumed annual percent increases after 1980 in average earnings, while the
gg va!qedin each set refers to the assumed percent increases after 1380 in CP1. Higher assumptions are used in the 1975-

period.

1 See text for briet description of theoretical system.
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As shown in appendix table E the average-cost of the old-age, survivors, and
disability insurance system over a 73-year period under present law is highly
sensitive to changes in CPI assumptions. However, under the modified theoretical
system the average-cost would be sigunificantly less sensitive to CPI assumptions.

Tt will be noted that under the modified theoretical system the average-cost
decreaxes with increases in CPIL This is due in large part to specific assumptions
used in this case in which there is a lag between the increases in earnings and
the assumed increases in average awarded benefits. Normally, costs are com-
puted as a percent of the taxable payroll in the year, while awarded benefits
normally are based on carnings in years prior to retirement.

A very significant element in appendix table E is the fact that over the rest of
this century, that is, for the next 25-year period, the average-cost of the old-age,
snrvivors, and disability insurance system will be essentially the same (11.2 to
11.5 percent of taxable payroll) regardless of the CD’I assumption or of a possible
modification in the procedure tor computing benefits,

A]mendi\ table F shows the average-cost over periods of 235 years, 530 years
and 75 years under three alternative assumptions of annual increases in average
real earuings of 1% percent, 2 percent and 214 percent. In each case the annual
increases in average earnings of 5% percent, 6 percent, and 6% percent. The
table indicates the cost under the present law as well as under the modified
theoretical system previously discussed.

APPENDIX TABLE F.—ESTIMATED LONG-RANGE AVERAGE-CURRENT-COST! OF OLD-AGE, SURVIVORS, AND
DISABILITY INSURANCE SYSTEM AS PERCENT OF TAXABLE PAYROLL 2 UNDER VARIOUS REAL EARNINGS
ASSUMPTIONS,® PRESENT LAW AND MODIFIED TH EORETICAL SYSTEM¢

I'n percent]

Estimated under assumptions of—3

System 5V5-4 6-4 -4

25-yr period:
Presentlaw.______________ ... 11.95 11.42 10.93
Modified theoretical . __________________________._.__... 11.58 11.31 11.04

50-yr period:
Present law. .. ... 14.83 13.50 12.32
Modified theoretical .. __.___.__._____ . .. . .. ... 12.80 12.43 12.08

75-yr period:
Presentlaw_ .. _______________ ... ... 18.59 16.26 14.30
Modified theoretical_ ... . .. . ... 14.27 13.83 13.42

1 ‘‘Average-current-cost’” represents the arithmetic average of expenditures as percent of taxable payroll for the period
and includes the cost of increasing the funds on hand to 1 yr expenditures by the end of the valuation period.

2 Payroll is adjusted to take into account the lawer contribution rates on self-employment income, on tips, and on multiple-
employer ‘‘excess wages'’ as compared with the combined employer-employee rate.

3 The initial value in each set refers to the assumed annual percent increases after 1930 in average earnings, while the
2d valuz in each set refers to the assumed percent increases after 1930 in CPI. Higher assumptions are used in the 1975-80

period.
4 See tezt for brief description of theoretical system.

As shown in appendix table F the average-current-cost of the old-age, survivors,
and disability insurance system over a T5-year period is highly sensitive to
changes in the assumed increases in average real earnings. For a modified theo-
retical system the sensitivity would be significantly reduced.

For the next 25-year period, that is, for the remainder of this century, the
average-cost under present law would vary by about % percent of taxable pay-
roll for every 1% percent change in annual increases in average real earnings.
Under the modified theoretical system the changes in the 25-year average-cost
would be equivalent to about Y4 percent of taxable payroll for each 1% percent
change in annual increases in average real earnings. It should be observed that
in all instances the average-cost over the next 25 years is higher than the tax
rate in present law of 9.9 percent of taxable payroll that is scheduled for the
period.
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(8) SENSITIVITY TO DEMOGRAPHIC ASSUMPTIONS

This subparagraph contains a brief analysis of the sensitivity of the cost
projections to changes in the demographic assumptions. The assumptions tested
are those regarding the projected ultimate total fertility rates and the annual
level of net migration. All other assumptions and all formulae and procedures
remained the same as those used in the preparation of the cost estimates under
the central set of economic assumptions.

Appendix table G shows the average-current-cost over periods of 25 years,
50 years, aud 75 years under the central set of economic assumptions with three
alternative assumptions of ultimate total fertility rates of 1.7 children per
woman, 2.1 children per woman, and 2.5 children per wonlau. The table indicates
the cost under the present law as well as under the modified theoretical system
previously discussed.

APPENDIX TABLE G.—ESTIMATED LONG-RANGE AVERAGE-CURRENT COST ! OF OLD-AGE, SURVIVORS, AND DISA-
BILITY INSURANCE SYSTEM AS PERCENT OF TAXABLE PAYROLL, 2 UNDER VARIOUS FERTILITY ASSUMPTIONS, 3
PRESENT LAW AND MODIFIED THEQRETICAL SYSTEM¢

[in percent]

Estimate under assumed fertility of—*

System 17 2.1 2.5

25-yr period:
Present law.._...__...... e eeeamemamavemmeeecmmaanan 11. 40 11.42 11.43
Modified theoretical . . o< oo ceocrcrmme e 11.28 11.31 11.32

50-yr period:
Present |aW. . - o oweoo oo cecmicecacmcecaemmmea s 13.80 13.50 13.23
Modified theoretical . . .. o oo amiiieeaes 12.68 12.43 12.21

75-yr period:
Present law. _ .. ..o eiaaieaan e maeeamm e 17.72 16.26 15.19

14,95 13.83 13.00

Modified theore!

1 +‘Average-current-cost'’ renresents the arithmetic average of expenditures as percent of taxable payrell for the period
and includes tie cost of increasing the funds on han1 to one year's expenditures by the end of the valuation pariod.

2 Payroll is adjusted to take into account tae lower contri ulion rates on self-employment income, on tips, and on mul-
tiple-employer ‘‘excess wages'* as compared with the combined employer-employee rate.

3 These assumiptions refer to the ultimate total fetrility rate which is in terms of number of children per woman during
her lifetime. In all cases the rate is assumed to start from its 1974 level and to move gradually to the ultimate level which
would be attained by the year 2005. .

4 See text for briéf description of theoretical system, . )

s Calculated under the central set of economic assumptions of annual increases after 1980 of 6 percent in average earn-
ngs and 4 percent in CPIL. Higher assumptions are used in the 1975-80 period.

As shown in appendix table G the average-current-cost over a 75-year period
of the old-age, survivors, and disability insurance system under either present
law or the theoretical system is highly sensitive to changes in fertility assump-
tions.

Over the next 25 years the average-cost under either system would be slightly
lower with assumed fertility and higher with higher assumed fertility, which is
opposite to the effect over the 75-year period. This is due to the lower (or higher)
survivor and dependent children benefits that would be payable during the 25-
year period, which would not be offset by a lower (or higher) number of workers
in the period.

It is clear from this table that for the next 25-year period regardless of future
fertility the average-cost of the old-age, survivors, and disability insurance sys-
tem will be significantly higher than the tax rate of 9.9 percent of taxable payroll
scheduled in present law.

Appendix table H shows the average-cost over periods of 25 years, 50 years,
and 75 years under three alternative assumptions of annual net migration of
300,000 persons, 400,000 persouns, and 500,000 persons. The table indicates the
cost under the present law as well as under the modified theoretical svstem
previously discussed.
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APPENDIX TABLE H.—ESTIMATED LONG-RANGE AVERAGE-CURRENT COST ! OF OLD-AGE, SURVIVORS AND DISA-
BILITY {NSURANCE SYSTEM AS PERCENT OF TAXABLE PAYROLL, 2 UNDER VARIOUS MIGRATION ASSUMPTIONS-3
PRESENT LAW AND MODIFIED THEORETICAL SYSTEM+

[In percent]

Estimated under assumed migration of—&

System 300, 000 400, 000 500, 00q

25-yr period:
Present 1aw_ ... . ..oo.oiiiaiiiaa- 11.48 11.42 11.37
Modified theoretical 11.37 11.31 11.26

50-yr period:
Present 1aw. - i 13.61 13.50 13.40
Modified theoretical . . . ... .. o oo 12.53 12,43 12,33

75-yr period:
Present 1aW. . . ieeieaiaeeiaaan 16,43 16,26 16,10
Modified theoretical . .. . oo 13.97 13.83 13.70

1 “Average-current-cost’’ represents the arithmetic average of expenditures as ﬁercent of taxable payroll for the period
and includes the cost of increasing the funds on hand to 1 yr's expenditures by the end of the valuation period.

2 Payroll is adjusted to take into account the lower contribution rates on self-employ ment income, on tips, and on mul-
tiple-employer “‘excess wages’’ as compared with the combined employer-employee rate.

3 These refer to the annual net migration which would be applicable to all future years. The distribution by age and sex
of these immigrants is assumed to be identical to that in the preferred central set of assumptions,

4 See text for brief description of theoretical system,
s Calculated under the central set of economic assumptions of annual increases after 1980 of 6 percent in average earn-

ings and 4 percent in CP1. Higher assumptions are used in the 1975-80 period.

As shown in appendix table H the average-current-cost over all periods is rela-
tively insensitive to changes in migration assumptions. This is the case under
present law as well as under the modified theoretical system.
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APPENDIX B.—DETERMINATION AND ANNOUNCEMENT OF Soc1AL SEcCT-
rrry CONTRIBUTION AND BEXNEFIT Base AxND ReTREMENT TEST
Exempr AMorxNT For 19757

Pursuant to authority contained in sections 203(f) (8) and 230 of the Social
Security Act (42 U.S.C. 403 (f) (8) and 430), as amended by section 3(j) and (k)
of Public Law 93-233, enacted December 31, 1973, I hereby determine and an-
nounce that the contribution and benefit base with respect to remuneration paid
in, and taxable years beginning in 1975 shall be $14,100 and the monthly exempt
amount under the retirement test shall be $210 with respect to taxable years
ending in calendar year 1975.

There follows a statement of the actuarial bases employed in arriving at the
aniounts of $210 and $14,100 for the retirement test monthly exempt amount and
the contribution and benefit base, respectively, for the calendar year 1975.

In determining each of the 1975 amounts, the law specifies a formula which
automatically produces a mathematical result based upon reported statistics.

Section 203 (f) (8) of the Act provides that the retirement test monthly exempt
amount for 1975 shall be equal to the 1974 amount of $200 multiplied by the ratio
of (1) the average amount, per employee, of the taxable wages of all employees
reported under the program for the first calendar quarter of 1974 to (2) the
average amount of such wages reported for the first calendar quarter of 1973.
The section further provides that if the amount so determined is not a multiple
of $10, it shall be rounded to the nearest mnltiple of $10.

Similarly, section 230 of the Act provides that the contribution and benefit
base for 1975 shall be equal to the 1974 amount of $13,200 multiplied by the ratio
of (1) the average amount, per employee, of the taxable wages of all employees
reported under the program for the first calendar quarter of 1974 to (2) the
average amount of such wages reported for the first calendar quarter of 1973.
The section further provides that if the amount so determined is not a multiple
of $300, it shall be rounded to the nearest multiple of $300.

The data used to make the necessary computations of such average taxable
wages were derived from reports submitted to the Social Security Administration
of taxable wages paid to employees by their employers. Each quarter, taxable
wages are posted to the record of earnings of each individual employee for
whom wages were reported. These records are referred to hereinafter as Summary
Earnings Records. As the wages were posted to the Summary Earnings Records,
the data were tabulated on a 100-percent basis to obtain the total amount of
reported taxable wages and the total number of employees for whom such wages
were reported.

Because of the requirement in the law that the foregoing determinations be
made on or before November 1, 1974, the tabulated data on taxable wages
reported for the first calendar quarter of 1974 were necessarily limited to those
wages that were reported and posted to the Summary Earnings Records by the
end of the quarterly updating operations completed in September 1974. In order
that the required ratio referred to above be based on data reflecting comparable
reporting and posting periods, the tabulated data on taxable wages reported for
the first calendar quarter of 1973 were limited to those wages that were reported
and posted to the Summary Earnings Records by the end of the quarterly updat-
ing operations completed in September 1973.

1 This statement was published in the Federal Register for October 31, 1974 (Vol. 39,
No. 211, pp. 38406-7).
(57)
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About 70.6 million employees had taxable wages reported for the first calendar
quarter of 1973 that were posted to the Summary Earnings Records by the end
of September 1973, and the average amount of their taxable wages was $1,8905.04
per employee. The corresponding number of employees and average amount of
taxable wages for the first calendar quarter of 1974 were 71.1 million and
$2,007.69, respectively. The ratio of average taxahle wages reported for the first
quarter of 1974 to average taxable wages reported for the first quarter of 1973 is
therefore 1.059445.

Multiplying the 1974 retirement test monthly exempt amount of $200 by the
ratio of 1.059445 produces the amount of $211.89, which must then be rounded to
$210. Accordingly, the retirement test exempt amount for taxable vears ending
in calendsar year 1975 ic $210 on a monthly basis, or $2,520 on an annual basis.

Multiplying the 1974 contribution and benefit base of $13,200 by the ratio of
1.059445 produces the amount of $13,984.67, which must then be rounded to
$14,100. Accordingly, the contribution and benefit base for remuneration paid in,
and taxable years beginning in, calendar year 1975 is $14,100.

Dated: October 29, 1974.
CasPar’ W. WEINBERGER,
Secretary.

O
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