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1986 ANNUAL REPORT OF THE BOARD OF TRUSTEES OF
THE FEDERAL OLD-AGE AND SURVIVORS INSURANCE
AND DISABILITY INSURANCE TRUST FUNDS

SUMMARY
Highlights

The actuarial estimates shown in the 1986 Annual Report indicate that
the assets of the Old-Age and Survivors Insurance (OASI) and Disability
Insurance (DI) Trust Funds will be sufficient to permit the timely
payment of OASDI benefits for many years into the future. The long-
range 75-year estimates indicate that, under the intermediate assump-
tions, the OASDI program will experience about three decades of
actuarial surpluses, with continuing actuarial deficits thereafter. The
surpluses in the first part of the 75-year projection period approximately
offset the later deficits, so that the program, as a whole, is said to be in
close actuarial balance.

Trust fund assets grew more rapidly in 1985 than was estimated in the
1985 Annual Report, reflecting both continued growth in the economy
and a $3.2-billion transfer from the general fund of the Treasury for the
costs of pre-1957 military-service wage credits. As a result, the trust fund
levels are higher than had been expected, and the ability of the OASDI
program to withstand temporary economic downturns has improved
significantly. The estimates for each trust fund, separately, indicate that
both the OASI and the DI programs can operate satisfactorily for many
years. During the next several years, however, the assets of the DI Trust
Fund could decline to a relatively low level, if experience is very
adverse.

For the long-range 75-year projection period, the OASDI program
has an average annual deficit of 0.44 percent of taxable payroll, based on
the intermediate I1-B assumptions. (The long-range deficit under alterna-
tive II-B in the 1985 report was about the same—O0.41 percent of
payroll.) The long-range deficit represents about 3 percent of the
average annual cost rate. The program is therefore in “close actuarial
balance,” although imbalances occur in the 25-year subperiods.

For OASI and DI, separately, the average long-range deficits, based
on the II-B assumptions, are 0.29 percent and 0.15 percent of taxable
payroll, respectively. The deficit for DI represents about 10 percent of
the average annual cost rate; thus, the DI program is not in close
actuarial balance. The DI program could be brought into close actuarial
balance by a small reallocation of the contribution rate from OASI to

DI, in such a way that the OASI program would remain in close
actuarial balance. While such a reallocation is not recommended at this
time, the financial condition of the DI program will need to be carefully
monitored for the next several years.



1. Program Description

The OASDI program consists of two separate parts, which pay
monthly benefits to workers and their families:

(1)  Old-Age and Survivors Insurance (OASI) pays benefits after a

) worker retires and to survivors after a worker dies.

) Disability Insurance (DI) pays benefits after a worker becomes
disabled.

The Board of Trustees of the trust funds is required by law to report
annually to the Congress on the financial condition of the funds and on
estimated future results. The Board has five members, three of whom
serve in an ex officio capacity: the Secretaries of the Treasury, Labor,
and Health and Human Services. The Board also includes two members
of the public, Mary Falvey Fuller and Suzanne Denbo Jaffe, who are
serving 4-year terms which began on September 28, 1984.

Most OASDI revenue consists of contributions paid by employees,
their employers, and the self-employed. (Additional contributions are
paid into a separate trust fund for the Hospital Insurance part of
Medicare. This summary focuses on OASDI and does not discuss
Medicare except in the context of interfund borrowing.) The contribu-
tion rates are established by law. Contributions are paid on earnings not
exceeding the earnings base—$42,000 in 1986. The earnings base will rise
in the future as average wages increase. The current and future OASDI
contribution rates for employees and employers, each, are shown below
(as percentages):

Year OASI DI Total
1986-87 5.20 0.50 5.70
1988-89 5.53 .53 6.06
1980-99 5.60 .60 6.20
2000 & later 5.49 Nal 6.20

Since 1984, a portion (not more than one-half) of OASDI benefits may
be subject to Federal income taxation under certain circumstances. The
revenues collected as a result of this provision are transferred from the
general fund of the Treasury to the trust funds, in advance of their actual
collection.

The outgo of the OASDI trust funds consists of benefit payments and
administrative expenses. Trust fund assets may not be used for any other
purposes.

During periods when outgo temporarily exceeds income, trust fund
assets are used to meet the shortfall. In the event of recurring shortfalls,
the trust funds can allow time for legislation to be enacted to restore
balance to the program. The assets of the trust funds are invested in U.S.
Government securities bearing rates of interest similar to those for long-
term securities issued to the general public.

2. Recent Results

During 1985, about 122 million workers made contributions to the
OASDI program. At the end of September 1985, 36.9 million persons
were receiving monthly OASDI benefit payments. Administrative ex-
penses represented about 1.2 percent of benefit payments in fiscal 1985.



Income to the OASDI trust funds in fiscal 1985 was $197.9 billion,
while outgo was $188.5 billion. In addition, $1.8 billion was transferred
from the OASI fund to the Hospital Insurance (HI) fund, as partial
repayment of interfund loans made in 1982. Thus, the assets of the
OASDI funds increased by $7.5 billion during the fiscal year. A
summary of the OASDI financial operations in fiscal 1985 is shown
below (in billions):

Trust fund assets at end of fiscal 1984 $32.2

Income during year:
Contributions. 19
Revenue from taxation of benefits
Payments from general fund
Net interest
Total income

Oulgo during year:

enefit payments 18.
Administrative expenses
Transfer to Railroad Retirement program
Total outgo

Loan repayment to Hi fund

Net increase in assets during year

Trust fund assets at end of fiscal 1985 39.7
Note: Totals may not equal sums of components, due to rounding.

The growth of the trust funds in calendar year 1985 was such that the
entire $10.6 billion in interfund loans owed from the OASI Trust Fund
to the HI Trust Fund in January 1986 was repaid then—a year sooner
than had been expected. The $2.5 billion currently owed from the OASI
fund to the DI fund is scheduled to be repaid in April 1986.

While some decline in the invested assets of the trust funds occurred
late in 1985 because of debt-limit problems, the assets are now fully
invested. Legislative action by the Congress, with the support of the
Administration, restored the long-term bonds that had been redeemed
and prevented any losses of interest earnings to the funds.

3. Actuarial Estimates

The annual report contains 75-year estimates of each fund’s financial
operations and status. Because precise prediction of the future is
impossible, alternative sets of assumptions, representing-a reasonable
range of possible future experience, are used to make short- and long-
range estimates. Future experience could, however, fall outside the range
indicated by these assumptions.

Future OASDI income and outgo will depend on a variety of
economic and demographic factors, including economic growth, infla-
tion, unemployment, fertility, and mortality. Economic factors affect the
levels of workers’ earnings and OASDI benefits, while demographic
factors affect the numbers of people making contributions and receiving
benefits.

This year’s estimates were prepared using four alternative sets of
assumptions. Two sets—alternatives 1I-A and II-B—are designated “in-
termediate.” These sets share the same demographic assumptions, but



differ with respect to economic assumptions; somewhat more robust
economic growth is assumed for alternative II-A than for alternative II-
B. One set—alternative I—is designated “optimistic,” and another—
alternative III—is “pessimistic.”

No single measure is used to assess the actuarial status of the OASDI
funds. Short-range measures usually focus on the adequacy of reserves
available to pay benefits. Long-range measures usually focus instead on
the balance between income and outgo during the projection period.

The contingency fund ratio is the usual measure of the OASDI
program’s ability to pay benefits on time in the near future. This ratio is
the amount in the trust funds at the beginning of the year, including
advance tax transfers for January, divided by that year’s expenditures.
Thus, if the trust fund ratio is 25 percent, the amount in the fund
represents about 3 months’ outgo. At the beginning of 1986, the fund
ratio for OASDI was about 29 percent. A ratio of 8-9 percent is required
to pay benefits at the beginning of each month.

In analyzing the actuarial status of OASDI for the next 75 years,
several different measures are commonly used. The income rate is the
combined OASDI employee-employer contribution rate scheduled in the
law, plus the income from taxation of benefits expressed as a percentage
of taxable payroll. The cost rate is the annual outgo expressed as a
percentage of taxable payroll. Average income and cost rates can be
compared directly to measure the adequacy of the program’s financing.

For the 75-year long-range projection period, the actuarial balance is
the difference between the estimated average income rate and the
estimated average cost rate. If this actuarial balance is positive, the
program is said to have an actuarial surplus, and if negative, an actuarial
deficit. Such a deficit is a warning that future changes may be needed in
the program’s financing or benefit provisions, although it does not
present a complete picture without the other measures of financing
discussed here. The program is in “close actuarial balance” for the long-
range period if the average income rate is between 95 and 105 percent of
the average cost rate.

4. Short-Range Financing (1986-90)

Estimates for the next 5 years are used to assess the adequacy of
OASDI financing in the short range. In this period, the numbers of
persons receiving OASDI benefits can be estimated fairly accurately.
Changes in the national economy, however, which are difficult to
predict, can have major effects on income and outgo.

The actuarial estimates shown in the 1986 report indicate that the
assets of the OASI and DI Trust Funds will be sufficient to pay OASDI
benefits on time throughout the S5-year period and for many years
thereafter, based on all four sets of assumptions. In addition, the
estimates indicate that the OASI and DI programs, separately, can
operate satisfactorily for many years. During the next several years,
however, the DI contingency fund ratio could decline to a relatively
low level, as shown by the pessimistic estimates.

Chart A shows the OASDI contingency fund ratio for 1985, 24
percent, and the projected OASDI ratios for 1986-90, on the basis of all



four sets of assumptions. The fund ratios are generally estimated to
increase each year.
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5. Long-Range Financing (1986-2060)

Long-range 75-year estimates for OASDI, although sensitive to varia-
tions in the assumptions, indicate the trend and general range of the
program’s future financial status. During this long-range period, income
and outgo are greatly affected by demographic, as well as economic,
conditions. Most of the beneficiaries during the next 75 years have
already been born, so that their numbers are projected mainly from the
present population. The numbers of workers involved in these pro-
jections, however, depend on future birth rates, which are subject to
more variability.

Several important demographic trends are anticipated to raise the
proportion of the aged in the population during the next 75 years. First,
because of the large number of persons born in the two decades after
World War II, rapid growth is expected in the aged population after the
turn of the century. Second, assumed declines in death rates also would
increase the numbers of aged persons. At the same time, birth rates,
which began to decline in the 1960s and are assumed to remain relatively
low in the future, would hold down the numbers of young people.

Chart B shows the long-range trend in the number of covered workers
for each OASDI beneficiary. (“Beneficiaries” includes not only retired
workers, but also disabled workers, spouses, children, and survivor
beneficiaries.) This ratio declined from 5.1 in 1960 to 3.3 in 1985. It is
estimated to reach about 2 by the middle of the next century, based on
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Chart C shows the estimated OASDI income and cost rates for the
long-range projection period, based on the intermediate II-B assump-
tions. During the first three decades of this period, the estimates indicate

that the income rate will generally exceed the cost rate,
substantial actuarial surpluses each year. Beginning abou
reverse is true, with the cost rate exceeding the incom
resulting in substantial deficits. These actuarial surpluses an
not reflect interest earnin
for about 15 years after

resulting in
t 2020, the

e rate, thus
d deficits do
gs, which result in trust fund growth continuing
the first actuarial deficits occur. The cost rate is

estimated to increase rapidly after the first half of the 75-year projection
period, primarily because the number of beneficiaries is projected to

increase more rapidly than the number of covered workers.

The long-range OASDI actuarial deficit of 0.44 percent of taxable
payroll, based on the intermediate II-B assumptions, consists of an

average annual sur

plus of 2.12 percent of taxable payroll for the first 25-

year subperiod, and averag,

the second and third 25
absence of other changes,

decline slowly in future a

forward and near-
deficit. The actua:

e annual deficits of 0.89 and 2.56 percent for
-year subperiods, respectively. Thus, in the
the long-range actuarial balance will tend to
nnual reports, as the valuation period moves

term years of surplus are replaced by distant years of
rial deficits in the later years of the 75
period are caused primarily by the demographic trends d

-year projection
escribed above.
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The table below presents a comparison of the average annual income
and cost rates for the 75-year long-range projection period, based on the
four sets of assumptions. The figures are expressed as percentages of
taxable payroll. Based on the intermediate II-B assumptions, the OASDI
program is in “close actuarial balance,” because the estimated average
income rate is between 95 and 105 percent of the average cost rate. The
0.44-percent deficit represents about 3 percent of the average cost rate.

Actuarial

Assumptions Income rate Cost rate balance
Optimistic 12.82 10.52 231
Intermedi II-A 12.92 12.64 .28
Intermediate II-B 12.96 13.40 -.44
Pessimistic 13.16 17.64 -4.49

Note: Income rate, cost rate, and actuarial balance are defined in the text.






I. THE BOARD OF TRUSTEES

The Federal Old-Age and Survivors Insurance Trust Fund and the
Federal Disability Insurance Trust Fund are held by the Board of
Trustees under the authority of section 201(c)(1) of the Social Security
Act. The Board has five members, three of whom serve in an ex officio
capacity: the Secretary of the Treasury, the Secretary of Labor, and the
Secretary of Health and Human Services. The other two members, Mary
Falvey Fuller and Suzanne Denbo Jaffe, are members of the public
serving 4-year terms which began on September 28, 1984.

By law, the Secretary of the Treasury is designated as the Managing
Trustee, and the Commissioner of Social Security is designated as the
Secretary of the Board. The Board of Trustees reports to the Congress
each year on the operations and status of the trust funds, in compliance
with section 201(c)(2) of the Social Security Act. This annual report, for
1986, is the 46th such report.
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I1. SOCIAL SECURITY AMENDMENTS SINCE THE 1985 REPORT

Since the 1985 Annual Report was transmitted to the Congress on
March 28, 1985, several laws affecting the OASDI program have been
cnacted. The legislative changes having a significant effect on the
financial status of the program are described below.

Two laws (Public Law 99-155, enacted into law on November 14,
1985, and the Balanced Budget and Emergency Deficit Control Act of
1985, Public Law 99-177, enacted into law on December 12, 1985)
included provisions which were designed to remedy certain problems in
1984 and 1985 involving the statutory limit on public debt. When the
applicable public-debt limit was reached in each of those years, the
Department of the Treasury was unable to follow the normal investment
practices with respect to the assets of the trust funds. The specific
provisions required (1) transfers amounting to $382 million to be made
from the general fund of the Treasury to the trust funds, on December
31, 1985, to replace the past and future interest income lost primarily
because of the replacement of certain bonds with lower-yielding securi-
ties in some months of 1984, and (2) the restoration of the portfolio of
long-term bonds that would have been held if the debt-limit problems in
1985 had not caused the premature redemption of some bonds.

The Balanced Budget and Emergency Deficit Control Act of 1985
also changed the accounting procedures of the Federal Government
with respect to the Social Security trust funds. Effective with fiscal
1986, the financial operations of the OASI and DI Trust Funds are
removed from the Federal Budget for most purposes. In calculating
whether the Budget meets the deficit targets specified in the law,
however, the operations of the trust funds are included. The financial
effects of this accounting change are uncertain.

Detailed information regarding these laws can be found in documents
prepared by and for the Congress. The actuarial estimates shown in this
report reflect the effects of these amendments.



11

III. NATURE OF THE TRUST FUNDS

The Federal Old-Age and Survivors Insurance Trust Fund was
established on January 1, 1940, as a separate account in the United States
Treasury. All the financial operations of the OASI program are handled
through this fund. The Federal Disability Insurance Trust Fund is
another separate account in the United States Treasury; it was estab-
lished on August 1, 1956. All the financial operations of the DI program
are handled through this fund.

The major sources of receipts of these two funds are (1) amounts
appropriated to each of them under permanent authority on the basis of
contributions paid by workers, their employers, and individuals with self-
employment income, in work covered by the OASDI program, and (2)
amounts deposited in each of them representing contributions paid by or
on behalf of workers employed by State and local governments and by
such employers with respect to wages covered by the program. All
employees, and their employers, in covered employment are required to
pay contributions with respect to their wages. Employees are required to
pay contributions with respect to all cash tips, but employers are
required to pay contributions on only that part of tip income deemed to
be wages under the Federal minimum-wage law. All self-employed
persons are required to pay contributions with respect to their covered
net earnings from self-employment. In addition to making the required
employer contributions on the earnings of covered Federal employees,
the Federal Government also pays amounts equivalent to the employer
and employee contributions that would be paid on deemed wage credits
attributable to military service performed after 1956 if such wage credits
were covered wages.

In general, an individual’s contributions, or taxes, are computed on
annual wages or net earnings from self-employment, or both wages and
net self-employment earnings combined, up to a specified maximum
annual amount. The contributions are determined first on the wages and
then on any net self-employment earnings, such that the total does not
exceed the annual maximum amount. An employee who pays contribu-
tions on wages in excess of the annual maximum amount (because of
employment with two or more employers) is eligible for a refund of the
excess employee contributions. The monthly benefit amount to which an
individual (or his or her spouse and children) may become entitled under
the OASDI program is based on the individual’s taxable earnings during
his or her lifetime. In computing benefits for almost all persons who first
become eligible to receive benefits in 1979 or later, the earnings in each
year are indexed to take account of increases in average wage levels.
The maximum amount of earnings on which contributions are payable in
a year, and which is also the maximum amount of earnings creditable in
that year for benefit-computation purposes, is called the contribution and
benefit base.

The contribution rates, or tax rates, applicable in each calendar year,
and the allocation of the rates between the two trust funds, are shown in
table 1. For 1987 and later, the rates shown are those scheduled in
present law. The contribution and benefit bases are also shown in table 1.
The bases for 1975-78 were determined under the automatic-adjustment
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provisions in section 230 of the Social Security Act. The bases for 1979-
81 were specified in the law, as amended in 1977. The bases for 1982-86
were again determined under the automatic-adjustment provisions, as
will be the bases in 1987 and later.

TABLE 1.—CONTRIBUTION AND BENEFIT BASE AND CONTRIBUTION RATES
Contribution rates (percent)

Contribution 3
and benefit Employees and employers, each Self-employed
Calendar years base OASDI OASI Dt OASDI DI

OASI
$3,000 1.000 1.000 - - —
. 1 - — — -
3,600 1.500 1.500 - 2.2500 2.2500 —_
2 - 3.0000 3.0000 —
- 3.0000 3.0000 -

4,200 2.250 2,000 0.250 3.3750 3.0000 0.3750

4,800 2.500 2.250 250 3.7500 3.3750 3750
4,800 3.000 2.750 250 4.5000 4.1250 3750
4,800 3.125 2.875 250 4.7000 4.3250 3750
4,800 3.625 3.375 250 5.4000 5.0250 3750
6,600 3.850 3.500 350 5.8000 5.2750 5250
6,600 3.900 3.550 350 5.9000 5.3750 5250
7,800 3.800 3.325 475 5.8000 5.0875 7125
7,800 4.200 3.725 475 6.3000 55875 7125
7,800 4.200 3.650 550 6.3000 5.4750 8250
7,800 4.600 4.050 550 6.9000 6.0750 8250
9,000 4.600 4.050 550 6.9000 6.0750 8250
10,800 4.850 4.300 550 7.0000 6.2050 7950
13,200 4.950 4.375 575 7.0000 6.1850 8150
14,100 4.950 4.375 575 7.0000 6.1850 8150
15,300 4.950 4.375 575 7.0000 6.1850 8150
16,500 4.950 4.375 575 7.0000 6.1850 8150
17,700 5.050 4.275 775 7.1000 6.0100 1.0900
22,900 5.080 4.330 750 7.0500 6.0100 1.0400
25,900 5.080 4.520 560 7.0500 6.2725 7775
29,700 5.350 4.700 .650 8.0000 7.0250 9750
32,400 5.400 4575 .825 8.0500 6.8125 1.2375
35,700 5.400 4775 625 8.0500 7.1125 9375
37,800 5.700 5.200 500 11.4000 10.4000 1.0000
39,600 5.700 5.200 500 11.4000 10.4000 1.0000
1986 ...t 42,000 5.700 5.200 500 11.4000 10.4000 1.0000
Rates scheduled in
present law:
() 5.700 5.200 500 11.4000  10.4000 1.0000
Q] 6.060 5.530 530 1211200 11.0600 1.0600
()] 6.200 5.600 600 124000 11.2000 1.2000
(3 6.200 5.490 710 12.4000  10.9800 1.4200

2Subject to automatic adjustment.

In 1984 only, an immediate credit of 0.3 percent of taxable wages was
allowed against the OASDI contributions paid by employees, resulting
in an effective contribution rate of 5.4 percent (as compared to the
employer rate of 5.7 percent). The appropriations of contributions to the
trust funds, however, were based on a combined employee-employer
rate of 11.4 percent, as if the credit for employees did not apply. Similar
credits of 2.7 percent, 2.3 percent, and 2.0 percent are allowed against
the combined OASDI and Hospital Insurance (HI) contributions on net
earnings from self-employment in 1984, 1985, and 1986-89, respectively.
The appropriations of contributions to the trust funds, however, are
based on the contribution rates, before adjustment for the credit, that
apply in each year. After 1989, self-employed persons will be allowed a
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deduction, for purposes of Federal income taxes, equal to half of the
combined OASDI and HI contributions payable, but this will not affect
appropriations to the trust funds.

All contributions, except for amounts received under State agreements
for coverage under the program, are collected by the Internal Revenue
Service and deposited in the general fund of the Treasury. The exact
amount of contributions received is not known initially because amounts
paid under the OASDI and HI programs and individual income taxes are
not separately identified in collection reports received by the Internal
Revenue Service.

Amounts representing the estimated total collections of OASDI
contributions by the IRS for each month are credited to the OASI and
DI Trust Funds on the first day of the month. Because these estimated
collections are credited to the trust funds on the first of the month,
instead of throughout the month as contributions are actually received,
the trust funds pay interest to the general fund to reimburse it for the
interest costs attributable to these advance transfers. Periodic adjust-
ments (principal only) are subsequently made to the extesnt that the
estimates are found to differ from the amounts of contributions actually
payable as determined from reported earnings. Adjustments are also
made to account for any refunds to employces (with more than one
employer) who paid contributions on wages in excess of the contribution
and benefit base.

Beginning in 1984, a portion (not more than one-half) of OASDI
benefits is subject to Federal income taxation under certain circum-
stances. The proceeds from this taxation of benefits are credited to the
trust funds, in advance, on an estimated basis, at the beginning of each
calendar quarter, with no reimbursement to the general fund for interest
costs attributable to the advance transfers. Subsequent adjustments are
made based on the actual amounts as shown on annual income tax
records. The amounts appropriated from the general fund of the
Treasury are allocated to the OASI and DI Trust Funds on the basis of
the income taxes paid on the benefits from each fund. (A special
provision applies to benefits paid to non-resident aliens. A flat-rate tax,
usually 15 percent, is withheld from the benefits before they are paid
and, therefore, remains in the trust funds.)

Another source of income to the trust funds is interest received on
investments held by the trust funds. That portion of each trust fund
which, in the judgment of the Managing Trustee, is not required to meet
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 authorizing 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.
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The Social Security Act authorizes the issuance of special public-debt
obligations for purchase exclusively by the trust funds. The Act provides
that these obligations shall bear interest at a rate equal to the average
market yield (computed 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 4 years from the end of such calendar month.

Income is also affected by provisions of the Social Security Act for (1)
transfers between the general fund of the Treasury and the OASI and DI
Trust Funds for any adjustments to prior payments for the cost arising
from the granting of noncontributory wage credits for military service
prior to 1957, according to periodic determinations made by the
Secretary of Health and Human Services; (2) annual reimbursements
from the general fund of the Treasury to the OASI Trust Fund for any
costs arising from the special monthly cash payments to certain unin-
sured persons—i.e., those who attained age 72 before 1968 and who
generally are not eligible for cash benefits under other provisions of the
OASDI program; and (3) the receipt of unconditional money gifts or
bequests made for the benefit of the trust funds or any activity financed
through the funds.

The major expenditures of the OASI and DI Trust Funds are for (1)
OASDI benefit payments, net of any reimbursements from the general
fund of the Treasury for unnegotiated benefit checks, and (2) expenses
incurred by the Department of Health and Human Services and by the
Department of the Treasury in administering the OASDI program and
the provisions of the Internal Revenue Code relating to the collection of
contributions. Such administrative expenses include expenditures for
construction, rental and lease, or purchase of office buildings and related
facilities for the Social Security Administration. The Social Security Act
does not permit expenditures from the OASI and DI Trust Funds for
any purpose not related to the payment of benefits or administrative
costs for the OASDI program.

The expenditures of the trust funds are also affected by (1) costs of
vocational rehabilitation services furnished as an additional benefit to
disabled persons receiving cash benefits because of their disabilities
where such services contributed to their successful rehabilitation, and (2)
the provisions of the Railroad Retirement Act which provide for a
system of coordination and financial interchange between the Railroad
Retirement program and the Social Security programs. Under these
provisions, transfers between the Railroad Retirement program’s Social
Security Equivalent Benefit Account and the trust funds are mad= on an
annual basis in order to place each trust fund in the same position in
which it would have been if railroad employment had always been
covered under Social Security.

The net worth of facilities and other fixed capital assets is not carried
in the statements of the operations of the trust funds presented in this
report. This is because the value of fixed capital assets does not represent
funds available for the payment of benefits or administrative expendi-
tures, and therefore is not considered in assessing the actuarial status of
the trust funds.
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The Social Security Act authorizes borrowing among the OASI, DI,
and HI Trust Funds when necessary “to best meet the need for financing
the benefit payments” from the three funds. The timing and amounts of
the loans are largely at the discretion of the Managing Trustee, although
no loans can be made after 1987. Loans may not be made from a trust
fund if its assets (excluding any amounts borrowed) represent less than
10 percent of its current annual rate of expenditures. The law also
specifies that interest on borrowed amounts will be paid monthly at a
rate “‘equal to the rate which the lending Trust Fund would earn on the
amount involved if the loan were an investment” and provides certain
criteria for repaying outstanding amounts owed.

In this report, the assets of a trust fund include any amounts owed to
other trust funds. The assets of a trust fund to which amounts are owed
do not include such amounts. This procedure is followed because
borrowed amounts are available for the payment of benefits or other
obligations of the borrowing fund, while such amounts are not readily
available to the lending fund.



16

IV. SUMMARY OF THE OPERATIONS OF THE OLD-AGE AND
SURVIVORS INSURANCE AND DISABILITY INSURANCE TRUST
FUNDS, FISCAL YEAR 1985
A. OLD-AGE AND SURVIVORS INSURANCE TRUST FUND

A statement of the income and disbursements of the Federal Old-Age
and Survivors Insurance Trust Fund in fiscal year 1985 and of the assets
of {he2 fund at the beginning and end of the fiscal year is presented in
table 2.

TABLE 2.—STATEMENT OF OPERATIONS OF THE OAS! TRUST FUND
DURING FISCAL YEAR 1985

[In thousands]
Total assets, September 30, 1984 $27,569,589
Receipts:
8:
Appropriations:
Employment taxes $154,931,435
Tax credits 2,846,564
Total appropriations 157,777,999
Deposits arising from State agreement: 17,650,892

Payments from general fund of the Treasury representmq employee-
employer contributions on deemed wage credits for military service in
198

326,000
Gross contributions 175,754,890
Less payment to the general fund of the Treasury for contributions subject
to refund 450,157
Net ibutions 175,304,734
from ion of benefit p
Withheld from benefit payments to non-res;dem alieNs.......ccoveercrcnicecnenenns 73,680
All other, not subject to withhoiding 3,077,000
Total income from taxation of benefits. 3,150,680
Reimbursement from general fund of the Treasury for costs of payments to
uninsured persons who attained age 72 before 1968:
Benefit p its 85,666
Admini ive expenses. 739
Interest 18,573
Total reimbursement 104,978
Investment income and |nterest adjustments:
Interest on ir 3,535,333

Interest on transfers from the general fund account for the Supplemental

Security Income program due to adjustment in allocation of administra-

tive expenses 2,288
Interest on reimbursement from general fund for unnegotiated checks 76,500

Gross investment income and interest adjustments.......... 3,614,120
Less interest on interfund loans from DI and HI Trust Funds 1,571,324
Less interest on general fund advance tax transfers 721,743
Less interest on interfund transfers due to adjustment in allocation of

administrative expenses 237

Net investment income and interest adjustments..

1,320,816
125

Total receipt 179,881,333
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TABLE 2.—STATEMENT OF OPERATIONS OF THE OASI TRUST FUND
DURING FISCAL YEAR 1985 (Cont.)
[In thousands)

Disbursements:
Benefit payments:
Gross  pay $166,211,625
Less pay 789,845
Less reimbursement for unnegotiated checks 111,800
Net benefit nts $165,309,981

yme
Transfer to the Rm’l)raoad Retirement ‘Social Security Equivalent Benefit 2310.169
" ,310,1

426

ceount
Payment for costs of vocational rehabilitation services for disabled

Lo
Administrative e: $6S:
Department of Health and Human Services 1,430,426
Department of the Treasury 154,507
Construction of facilities for Social Security AmINIStration...........cc.rewereveene 4,693

1,589,627

Gross admini ive e SOS
Less reimbursements from general fund of the Treasury for costs of
furnishing information on deferred vested pension benefits..................... 481
Less receipls from sales of supplies, materials, etc. 98

Net administrative expenses 1,589,047
Total disbursements 169,209,622

Partial repayment of interfund loans:
To DI Trust Fund 2,540,000
To Hi Trust Fund 1,824,000

Total repayment 4,364,000

Net increase in assets' 6,307,711

Total assets®, Sep 30, 1885 33,877,300
‘Equals total receipts, less total expenditures, less interfund loan repayments.
Assets include amounts, totaling $13,154,523,025.38, lent to the OASI Trust Fund from the DI and HI Trust Funds.

Note: Totals do not necessarity equal the sums of rounded components.

The total assets of the OASI Trust Fund amounted to $27,570 million
on September 30, 1984. During fiscal year 1985, total receipts amounted
to $179,881 million, and total disbursements were $169,210 million. In
addition, amounts totaling $4,364 million were transferred to the DI and
HI Trust Funds as partial repayments on interfund loans. The assets of
the OASI Trust Fund thus increased by $6,308 million during the year,
to a total of $33,877 million on September 30, 1985.

Included in total receipts during fiscal year 1985 were $157,778 million
representing contributions appropriated to the fund (including transfers
of $2,847 million from the general fund of the Treasury to offset the tax
credits allowed against contributions due on earnings of employees and
self-employed persons). Also included in total receipts were $17,651
million representing amounts received by the Secretary of the Treasury
in accordance with State agreements for coverage of State and local
government employees and deposited in the trust fund. Another $326
million was received from the general fund of the Treasury representing
payment for the contributions that would have been paid on estimated
deemed wage credits for military service in 1985 if such credits had been
considered to be covered wages. As an offset, $450 million was
transferred from the trust fund to the general fund of the Treasury for
the estimated amount of refunds to employees who worked for more
than one employer during a year and paid contributions on wages in
excess of the contribution and benefit base.
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Net contributions (including the general fund payments for tax credits
and deemed military-service wage credits) amounted to $175,305 million,
an increase of 12.0 percent over the amount in the preceding fiscal year.
This level of growth in contribution income resulted primarily from the
effects of (1) increased covered employment and earnings; (2) the
increase in the OASI contribution rates for employees, employers, and
self-employed persons that became effective on January 1 of 1984; and
(3) the increases in the contribution and benefit base that became
effective on January 1 of each year 1984 and 1985. (Table | in the
preceding section shows the contribution rates and the contribution and
benefit bases that became effective for 1984 and 1985.)

Income from the taxation of benefits amounted to $3,151 million, of
which almost 98 percent represented amounts credited to the OASI
Trust Fund in advance, on an estimated basis, at the beginning of each
calendar quarter. The remaining 2 percent of the total income from
taxation of benefits represented amounts withheld from the benefits paid
to non-resident aliens.

Special payments are made to uninsured persons who either attained
age 72 before 1968, or who attained age 72 after 1967 and had 3 quarters
of coverage for each year after 1966 and before the year of attainment of
age 72. The costs associated with providing such payments to persons
having fewer than 3 quarters of coverage are reimbursable from the
general fund of the Treasury. Accordingly, a reimbursement of $105
million was transferred to the OASI Trust Fund in fiscal year 1985, as
required by section 228 of the Social Security Act. The reimbursement
reflected the costs of payments made in fiscal year 1983 and adjustments
in the costs of payments made in prior fiscal years.

Receipts totaling $1,321 million consisted of (1) interest earned on the
investments of the trust fund; (2) net interest arising from the revised
allocation of administrative expenses among the trust funds and the
general fund account for the Supplemental Security Income program; (3)
interest on reimbursement to the trust funds for unnegotiated checks (see
below); less (4) interest paid on outstanding amounts owed to the DI and
HI Trust Funds as a result of interfund borrowing; less (5) reimburse-
ment to the general fund for interest costs resulting from the advance
transfer of contributions.

The remaining $124,727 of receipts consisted of gifts received under
the provisions authorizing the deposit of money gifts or bequests in the
trust funds.

Of the $169,210 million in total disbursements, $165,310 million was
for net benefit payments, excluding collected overpayments of $790
million and the reimbursement of $112 million for unnegotiated benefit
checks. (This reimbursement represented the estimated value of all OASI
benefit checks issued prior to April 1985 which had not been negotiated
within 6 months of issuance, less the reimbursements received in fiscal
years 1983 and 1984. An additional amount of $76.5 million representing
interest on this reimbursement was also transferred, as noted previously.)
The amount of net benefit payments in fiscal year 1985 represents an
increase of 6.1 percent over the corresponding amount in fiscal year
1984. This increase was due primarily to (1) the automatic cost-of-living
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benefit increase of 3.5 percent which became effective for December
1984 under the automatic-adjustment provisions in section 215(i) of the
Social Security Act, (2) an increase in the total number of beneficiaries,
and (3) an increase in the average benefit amount resulting from the
rising level of earnings.

As described in the preceding section, certain provisions of the
Railroad Retirement Act coordinate the Railroad Retirement and OASI
programs and govern the financial interchanges arising from the alloca-
tion of costs between the two programs. Prior to fiscal year 1985,
transfers were made between the trust funds and the Railroad Retire-
ment Account. Public Law 98-76 established the Social Security Equiva-
lent Benefit Account (SSEBA) and specified that financial-interchange
transfers in fiscal years after 1984 are to be made to or from this account.
In accordance with those provisions of the Railroad Retirement Act
governing financial interchanges, the Railroad Retirement Board and the
Secretary of Health and Human Services determined that a transfer of
$2,154 million to the SSEBA from the OASI Trust Fund would place
this trust fund in the same position as of September 30, 1984, in which it
would have been if railroad employment had always been covered under
the Social Security Act. A total amount of $2,310 million was trans-
ferred to the SSEBA in June 1985, including interest to the date of
transfer amounting to $156 million.

Expenditures of the OASI program for the costs of vocational
rehabilitation services amounted to $425,553. Rehabilitation services
were furnished to disabled adults (children of old-age beneficiaries and
survivors of deceased insured workers) who were receiving monthly
benefits from the OASI Trust Fund because of their disabilities. Reim-
bursement by the trust funds for such services is limited to certain cases
where a return to substantial gainful activity results (at least in part)
from the rehabilitation services.

The remaining $1,589 million of disbursements from the OASI Trust
Fund represents net administrative expenses. The expenses of admin-
istering the programs financed through the four trust funds (the OASI,
DI, HI, and Supplementary Medical Insurance Trust Funds) are allo-
cated and charged directly to each trust fund on the basis of provisional
estimates. Similarly, the expenses of administering the Supplemental
Security Income program are also allocated and charged directly to the
general fund of the Treasury on a provisional basis. Periodically, as
actual experience develops and is analyzed, adjustments to the alloca-
tions of administrative expenses for prior periods are effected by
interfund transfers and transfers between the OASI Trust Fund and the
general fund account for the Supplemental Security Income program,
with appropriate interest adjustments.

Section 1131 of the Social Security Act authorizes annual reimburse-
ments from the general fund of the Treasury to the OASI Trust Fund
for additional administrative expenses incurred as a result of furnishing
information on deferred vested benefits to pension plan participants, as
required by the Employee Retirement Income Security Act of 1974
(Public Law 93-406). The reimbursement in fiscal year 1985 amounted to
$481,266.
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Net administrative expenses charged to the OASI and DI Trust Funds
in fiscal year 1985 totaled $2,192 million. (The operations of the DI
Trust Fund are presented in detail in the next subsection.) This amount
represented 1.1 percent of contribution income and 1.2 percent of
expenditures for benefit payments. Corresponding percentages for each
trust fund separately and for the OASDI program as a whole are shown
in table 3 for each of the last 5 years.

TABLE 3.—NET ADMINISTRATIVE EXPENSES AS A PERCENTAGE OF CONTRIBUTION INCOME
AND OF BENEFIT PAYMENTS, BY TRUST FUND, FISCAL YEARS 1981-85

OASI Trust Fund DI Trust Fund Total

Contribution Benefit Contribution Benefit Contribution Benefit

Fiscal year income payments income payments income payments
11 1.1 3.2 2.4 1.3 1.2

1.2 11 27 3.3 14 1.3

1.1 1.0 3.5 3.8 14 13

1.0 1.0 3.6 3.3 1.3 13

9 1.0 3.6 3.2 1.1 1.2

Reference has been made in an earlier section to provisions of the
Social Security Act authorizing interfund borrowing among the OASI,
DI, and HI Trust Funds. In fiscal year 1983, $17,519 million was lent to
the OASI Trust Fund under these provisions—$12,437 million from the
HI Trust Fund and $5,081 million from the DI Trust Fund. Under the
automatic-repayment provisions of the law, $1,824 million was repaid
from the OASI Trust Fund to the HI Trust Fund in January 1985. In
addition, $2,540 million (or roughly one-half of the amount owed) was
repaid to the DI Trust Fund at that time, although not required by law.
Thus, the amounts still owed to the HI and DI Trust Funds at the end of
the year were $10,613 million and $2,541 million, respectively.

In table 4, the actual amounts of contributions and benefit payments in
fiscal year 1985 are compared to the corresponding estimated amounts
which appeared in the 1984 and 1985 Annual Reports. The estimates
shown are the ones based on the alternative 1I-B set of assumptions from
each report. Actual OASI and DI contributions were reasonably close,
relatively, to the estimates shown in both the 1984 and 1985 Annual
Reports. Actual DI benefit payments in fiscal year 1985 were significant-
ly above the 1984 estimate but somewhat below the 1985 estimate. This
variation resulted primarily from an unusual pattern of retroactive DI
benefit payments in 1984 and 1985, and the consequent difficulties in
projecting future levels of such payments.

Reference was made in an earlier section 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 1985 reflects the aforementioned
adjustments to contributions for prior fiscal years. The “estimated”
contributions in fiscal year 1985 also include the adjustments for prior
years, but on an estimated basis.
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TABLE 4.—COMPARISON OF ACTUAL AND ESTIMATED OPERATIONS OF THE OASI AND DI
TRUST FUNDS, FISCAL YEAR 1985
[Amounts in millions}]

OASI Trust Fund DI Trust Fund
Net Benefit Net Benefit
contnbutions  payments! contributions  payments:®
Actual amount $175,305 $165,310 $16,876 $18,648
Estimated amount published in 1984 report ... $177,131 $168,048 $17,012 $18,017
Actual as percentage. of estimate. ... 99.0 98.4 99.2 103.5
Estimated amount published in 1985 re $175,100 $166,835 $16,773 $19,122
Actual as percentage of esti 100.1 99.1 100.6 97.5

'Includes payments for vocational rehabilitation services furnished to disabled persons receiving benefits because of
their disabilities.

At the end of fiscal year 1985, about 36.9 million persons were
receiving monthly benefits under the OASDI program. About 33.0
million of these persons were receiving monthly benefits from the OASI
Trust Fund. The distribution of benefit payments (before reflecting the
reimbursement for unnegotiated checks) in fiscal years 1984 and 1985, by
type of beneficiary, is shown in table 5. Approximately 77 percent of the
total benefit payments from the OASI Trust Fund in fiscal year 1985
represented monthly benefits to retired workers and their spouses and
children, and about 17 percent represented monthly benefits to aged
survivors and disabled widows and widowers of deceased workers.
Approximately 6 percent of the benefit payments represented monthly
benefits on behalf of children of deceased workers and monthly benefits
to widowed mothers and fathers who had such children in their care.

TABLE 5.—ESTIMATED DISTRIBUTION OF BENEFIT PAYMENTS FROM THE OASI TRUST FUND,
BY TYPE OF BENEFICIARY OR PAYMENT, FISCAL YEARS 1984 AND 1985

[Amounts in millions)

Fiscal year 1984 Fiscal year 1985

Percentage Percentage

Amount of total  Amount of total

Total $155,846 100.0 $165,422 100.0

Monthly benefits 155,632 99.9 165215 99.9

Retired workers and auxiliari 119,366 766 127,062 76.8

Retired workers 108,495 69.6 115,524 69.8

Wives and husbands. 9,731 6.2 10,400 6.3

Children 1,141 7 1,138 7

Survivors of d d workers 36,192 23.2 38,093 23.0

Aged widows and widowers 26,475 17.0 28,402 17.2

Drisabled widows and widowers . 380 2 418 3

Parents 54 ") 51 "

Children 7,803 5.0 7,750 4.7
Widowed mothers and fathers caring for child

beneficiaries 1,478 8 1,472 9

Uninsured persons generally aged 72 before 1968......... 74 ) 60 "

Lump-sum death payments 214 A 207 A

Less than 0.03 percent.

Note: Totals do not necessarily equal the sums of rounded components.

The assets of the OASI Trust Fund at the end of fiscal year 1985
totaled $33,877 million, consisting of $30,968 million in U.S. Government
obligations and an undisbursed balance of $2,910 million. Table 6 shows
the total assets of the fund and their distribution at the end of each fiscal
year 1984 and 1985.
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TABLE 6.—~ASSETS OF THE OASI TRUST FUND, BY TYPE, AT END OF FISCAL YEAR,
1984 AND 1985

September 30, 1984 September 30, 1985

Obligations sold only to the trust funds (special issues):
ertificates of indebtedness:

10.375 percent, 1986 — $8,209,540,000.00

12.75 percent, 1985 $6,671,094,000.00 —
Bonds:

10.375 percent, 1989 129,852,000.00

10.375 percent, 1990
10.375 percent, 1991
10.375 percent, 1992
10.375 percent, 1993 ..
10.375 percent, 1994 ..
10.375 percent, 1995 ....
10.375 percent, 1996
10.375 percent, 1997
10.375 percent, 1998 ..........cccovverrvrvreinienceeieceens
10.375 percent, 1999
10.375 percent, 2000
10.75 percent, 1989
10.75 percent, 1990.
10.75 percent, 1991.

2,057,101,000.00
1,865,345,000.00
665,186,000.00
665,186,000.00
565,186,000.00
565,186,000.00
565,186,000.00
665,186,000.00
665,186,000.00
565,186,000.00
2,057,101,000.00

154,934,000.00
1,022'231.000.00 -
1:022,231,000.00

10.75 percent, 1992.
10.75 percent, 1993.

10.75 percent, 1994......

10.75 percent, 1995..
10.75 percent, 1996.
10.75 percent, 1997

10.75 percent, 1998

13.75 percent, 1985

13.75 percent, 1988

13.75 percent, 1989
13.75 percent, 1990

13.75 percent, 1991

13.75 percent, 1992

13.75 percent, 1993

13.75 percent, 1994

13.75 percent, 1995

13.75 percent, 1996
~ 13.75 percent, 1997..
13.75 percent, 1998..

1,022,231,000.00
1,022,231,000.00
1,022,231,000.00
1,022,231,000.00
1,022,231,000.00
1,022,230,000.00
1,022,230,000.00
3,770,272,000.00
371,341,000.00
1,336,981,000.00
469,684,000.00
469,684,000.00
469,684,000.00
469,684,000.00
469,684,000.00
469,684,000.00
469,684,000.00
469,685,000.00
469,685,000.00

1,022,231,000.00
1,022,231,000.00
1,022,231,000.00
1,022,231,000.00
1,022,231,000.00
1,022,230,000.00
1,022,230,000.00

191,756,000.00
469,684,000.00
469,684,000.00
469,684,000.00
469,684,000.00
469,684,000.00
469,685,000.00
469,685,000.00

13.75 percent, 1999...........ccoooiiriiicee s

Total investments
Undisbursed balances.

1,491,915,000.00 1,491,915,000.00

27,223,772,000.00  30,967,503,000.00
345,816,750.91 2,909,796,915.90

Total assets 27,569,588,750.91 33,877,299,915.90

Note: Special issues are always purchased at par value. Therefore, book value and par value are the same for each
special issue, and the common value is shown above.

All securities held by the OASI Trust Fund are special issues (i.e.,
securities sold only to the trust funds). These are of two types: short-
term certificates of indebtedness and long-term bonds. The certificates of
indebtedness are issued through the investment of receipts not required
to meet current expenditures, and they mature on the next June 30
following the date of issue. Special-issue bonds, on the other hand, are
normally acquired only when the certificates of indebtedness mature on
June 30. The amount of bonds acquired on June 30 is equal to the
amount of certificates of indebtedness maturing, less amounts required to
meet expenditures on that day.

The amount of securities acquired during fiscal year 1985 exceeded the
amount redeemed by $3,744 million. New securities with a total par
value of $204,910 million were acquired during the fiscal year. The par
value of securities redeemed during the fiscal year was $201,166 million.
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Included in these amounts are $186,181 million in certificates of indebt-
edness that were acquired, and $184,642 million in certificates of
indebtedness that were redeemed.

The securities held by the OASI and DI Trust Funds are included in
+he Federai debt that is subject to a statutory limit on the total amount
outstanding. In September 1985, the amount of outstanding Federal debt
reached the applicable limit before legislation to raise the limit was
enacted into law. Normal investment procedures therefore could not be
followed in that month. As a result, $6,041 million in 10.375-percent
bonds were redeemed in September so that benefits could be paid on
time. Legislation enacted after September 1985 permitted the restoration
of these bonds, as well as bonds redeemed after September due to
continuation of the debt-limit problem.

As another result of the debt-limit problem, $2,143 million in tax
receipts could not be invested in September. (This amount of receipts is
included in the undisbursed balance of $2,910 million shown in table 6.)
The legislation mentioned above permitted the delayed investment -of
these (and subsequent) tax receipts at the appropriate interest rates. An
adjustment to account for lost interest earnings was made through
normal administrative procedures. As a result of the actions described in
this and the previous paragraph, the portfolio of long-term bonds held
by the OASI Trust Fund as of December 31, 1985, was the same as it
would have been if the debt limit had been raised before September.!

The effective annual rate of interest earned by the assets of the OASI
Trust Fund during the 12 months ending on June 30, 1985, was 12.4
percent. (This period is used, rather than the fiscal year, because interest
on special issues is paid semiannually on June 30 and December 31.) The
interest rate on special issues purchased by the trust fund in June 1985
was 10.375 percent, payable semiannually. Special-issue bonds with a
total par value of $18,729 million were purchased in June 1985.

Section 201(d) of the Social Security Act provides that the public-debt
obligations issued for purchase by the OASI and DI Trust Funds shall
have maturities fixed with due regard for the needs of the funds. The
usual practice in the past has been to spread the holdings of special
issues, as of each June 30, so that the amounts maturing in each of the
next 15 years are approximately equal. Accordingly, the amounts and
maturity dates of the special-issue bonds purchased on June 30, 1985,
were selected in such a way that the total holdings of special issues were
spread evenly over the 15-year period 1986-2000.

1Because of a similar debt-limit problem in 1984, approximately $5,078 million in bonds was redeemed
in September and October of that year in order to pay benefits on time. This disinvestment of bonds
resulted in a potential long-term loss of interest when the funds were later reinvested at a lower interest
rate. As a result of the legislation mentioned above, the OASI Trust Fund received $372 million in
December 1985 to compensate for that loss. The payment is subject to adjustment in June 1986.

Next Page
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B. DISABILITY INSURANCE TRUST FUND

A statement of the income and disbursements of the Federal Disability

Insurance Trust Fund during fiscal year 1985 and of the assets of the
fund at the beginning and end of the fiscal year is presented in table 7.

TABLE 7.—STATEMENT OF OPERATIONS OF THE DI TRUST FUND DURING FISCAL YEAR 1985
[In thousands]

Total assets, September 30, 1984

Receipts:
Contributions:

Employment taxes
Tax credits

Total appropriations
Deposits anising from State agreements :
Payments from general fund of the Treasury representinq employee-

employer contributions on deemed wage credits for mi itary service in
1985

Gross contributions e .
Less payment to the general fund of the Treasury for contributions subject
to refund

Net contributions.
income from taxation of benefit payments:

Withheld from benefit payments to non-resident aliens...................c..............

All other, not subject to withholding

Total income from taxation of benefits.
lnvgstmen( income and interest adjustments:

st on ir
Interest on intertund transfers due to adjustment in allocation of adminis-
trative expenses
Interest on reimbursement from general fund for unnegotiated checks.......
Interest on loan to OAS! Trust Fund

Gross investment income and interest adjustments..
Less interest on general fund advance tax transfers

Net investment income and interest adjustments......................oo............

Total receipts
Disbursements:
Benefit payments:
Gross fit pay
Less coliected overpayments
Less reimb it for unnegotiated checks

Net benefit payments
Transter to the Raillroad Retirement “Social Security Equivalent Benefit
Account”

Payment for costs of vocational rehabilitation services for disabled
beneficiaries
Administrative expenses:
Department of Health and Human Services.
Department of the Treasury
Construction of facilities for Social Security AAMINISTation.........................

Gross administrative expenses
Less receipts from sales of supplies, materials, etc.......................

Net administrative expenses
Total disbursements

Partial repayment, from OASI Trust Fund, of interfund 108NS........................

Net increase in assets®

Total assets®, September 30, 1985

$4,642,587
$15,031,258
,191
15,304,449
1,586,988
31,000
16,822,437
48,643
18,875,794
3,801
214,000
217,801
579,681
836
14,800
364,586
959,903
69,414
880,488
17,984,084
18,745,475
91,016
8,800
18,645,659
42,684
2,618
568,087
14,063
938
603,088
28
603,060
19,294,020

2,540,000
1,230,063

5,872,650

*Includes gifts in the amount of $300.
*Equals total receipts, less total expenditures, plus interfund loan repayment.
*Assets exclude amounts, totaling $2,541,252,899.48, lent to the OASI Trust Fund.

Note: Totals do not necessarily equal the sums of rounded components.
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The total assets of the DI Trust Fund amounted to $4,643 million on
September 30, 1984. During fiscal year 1985, total receipts amounted to
$17,984 million, and total disbursements were $19,294 million. In addi-
tion, $2,540 million was transferred from the OASI Trust Fund to the
DI Trust Fund as a partial repayment of interfund loans. The assets of
the trust fund thus increased by $1,230 million during the year, to a total
of $5,873 million on September 30, 1985.

Included in total receipts were $15,304 million representing contribu-
tions appropriated to the fund (including transfers of $273 million from
the general fund of the Treasury to offset the tax credits allowed against
contributions due on earnings of employees and self-employed persons),
$1,587 million representing amounts received by the Secretary of the
Treasury in accordance with State coverage agreements and deposited in
the fund, and $31 million in payments from the general fund of the
Treasury representing the contributions that would have been paid on
estimated deemed wage credits for military service in 1985 if such
credits had been considered to be covered wages. As an offset, $47
million was transferred from the trust fund to the general fund of the
Treasury for the estimated amount of refunds to employees who worked
for more than one employer during a year and paid contributions on
wages in excess of the contribution and benefit base.

Net contributions amounted to $16,876 million, an increase of 2.9
percent from the amount in the preceding fiscal year. This increase is
primarily attributable to the same factors, insofar as they apply to the DI
program, that accounted for the change in contributions to the OASI
Trust Fund (described in the preceding subsection). An important factor
accounting for the lower increase in contribution income to the DI Trust
Fund, relative to the OASI Trust Fund, is the decrease in the DI
contribution rate that became effective January 1, 1984, (As mentioned
in the preceding subsection, the OASI contribution rate increased on
that date.)

Income from the taxation of benefit payments amounted to $218
million. The remaining $890 million of receipts consisted of interest on
the investments of the fund, plus net interest on amounts of interfund and
general-fund transfers (see preceding subsection).

Of the $19,294 million in total disbursements, $18,646 million was for
net benefit payments, excluding collected overpayments of $91 million
and the reimbursement of $9 million for unnegotiated benefit checks.
This represents an increase of 5.2 percent over the corresponding
amount of benefit payments in fiscal year 1984. This increase reflects
somewhat the same factors that resulted in the net increase in benefit
payments from the OASI Trust Fund (as described in the preceding
subsection).

Provisions governing the financial interchanges between the Railroad
Retirement program and the DI Trust Fund are similar to those
described in the preceding subsection relating to the OASI Trust Fund.
The determination made as of September 30, 1984, required that a
transfer of $39,800,000 be made from the DI Trust Fund to the Social
Security Equivalent Benefit Account. A total amount of $42,684,000 was
transferred to the SSEBA in June 1985, including interest to the date of
transfer amounting to $2,884,000.
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The remaining disbursements amounted to $603 million for net
administrative expenses and $3 million for the costs of vocational
rehabilitation services furnished to disabled-worker beneficiaries and to
those children of disabled workers who were receiving benefits on the
basis of disabilities that began before age 22. Reimbursement from the
trust funds for the costs of such services is made only in those cases
where the services contributed to the successful rehabilitation of the
beneficiaries.

At the end of fiscal year 1985, about 3.9 million persons were
receiving monthly benefits from the DI Trust Fund. The distribution of
benefit payments in fiscal years 1984 and 1985, by type of beneficiary, is
shown in table 8.

TABLE 8.—ESTIMATED DISTRIBUTION OF BENEFIT PAYMENTS FROM THE DI TRUST FUND, BY
TYPE OF BENEFICIARY, FISCAL YEARS 1984 AND 1985
[Amounts in millions]

Fiscal year 1984 Fiscal year 1985
Percentage Percentage
Amount of total Amount of total
Total $17,735 100.0 $18,654 100.0
Disabied workers 15,461 87.2 16,322 . 875
Wives and husbands 537 3.0 543 29
Children 1,737 9.8 1,789 9.6

Note: Totals do not necessarily equal the sums of rounded components.

The assets of the DI Trust Fund at the end of fiscal year 1985 totaled
$5,873 million, consisting of $5,703 million in U.S. Government obliga-
tions and an undisbursed balance of $170 million. Table 9 shows the total
assets of the fund and their distribution at the end of each fiscal year
1984 and 1985.



27

TABLE 9.—ASSETS OF THE DI TRUST FUND, BY TYPE, AT END OF FISCAL YEAR,
1984 AND 1985

September 30, 1984 September 30, 1985

Investments in public-debt obligations:
Public issues:
Treasury bonds:

3.5 percent, 1990

3.5 percent, 1998
4.125 percent, 1989-94
4.25 percent, 1975-85 ..
4.25 percent, 1987-92
7.5 percent, 1988-93

7.625 percent, 2002-07 .................

8 percent, 1996-2001

8.25 percent, 2000-05 ....................

11.75 percent, 2010

Total investments in public issues at par value,

as shown above

Unamortized premium or discount, net

Total investments in public issues at book vaiue.

Obligations sold only to the trust funds (special

issues):
Certificates of indebtedness:
10.375 percent, 1986

12.75 percent, 1985

Bonds:

8.75 percent, 1993

8.75 percent, 1994

9.75 percent, 1993.........c.ccovcvicvnne

9.75 percent, 1994,

9.75 percent, 1995........................

10.375 percent, 1989

10.375 percent, 1990

10.375 percent, 1991

10.375 percent, 1992

10.375 percent, 1993......................

10.375 percent, 1996

10.375 percent, 1997

10.375 percent, 1998......................

10.375 percent, 1999

10.375 percent, 2000

10.75 percent, 1987
10.75 percent, 1988.

10.75 percent, 1989...
10.75 percent, 1990
10.75 percent, 1991

10.75 percent, 1992

10.75 percent, 1993

10.75 percent, 1996..................c.....

10.75 percent, 1997

10.75 percent, 1998.................c......

13.75 percent, 1999

Total obligations sold only to the trust funds

(special issues)

Total investments in public-debt obligations (book

value'} ...........

Undisbursed balances?

Total assets (book value!)...

$10,500,000.00
5,000,000.00
68,400,000.00
20,795,000.00
80,800,000.00
26,500,000.00
10,000,000.00
26,000,000.00
3,750,000.00
30,250,000.00

$10,500,000.00
5,000,000.00
68,400,000.00

80,800,000.00
26,500,000.00
10,000,000.00
26,000,000.00

3,750,000.00
30,250,000.00

281,995,000.00

261,200,000.00

-1,156,051.22 -1,045,050.44
280,838,948.78 260,154,949.56
— 665,468,000.00
394,612,000.00 -
47,479,000.00 47,479,000.00
339,277,000.00 339,277,000.00
142,337,000.00 142,337,000.00
142,336,000.00 142,336,000.00
481,613,000.00 481,613,000.00
— 308,802,000.00
177,111,000.00
101,503,000.00
101,503,000.00

101,503,000.00
101,504,000.00
101,504,000.00
101,504,000.00

152,904,000.00
389.459,000.00

187,593,000.00 -

287,956,000.00 -

287,956,000.00 —
287,956,000.00 212,348,000.00
287,956,000.00 287,956,000.00
287,956,000.00 287,956,000.00
98.140,000.00 98,140,000.00
287,955.000.00 287.955,000.00
287,955.000.00 287.955,000.00
287,955,000.00 287,955.000.00
236,555,000.00 236,555,000.00
4,373,567,00000  5,442,627,000.00
4,654,42594878  5,702,761,949.56

-11,839,211.06

169,868,150.98

4,642,586,737.72

5,872,650,100.54

‘Par value, pius unamortized premium or less discount outstanding.

*Negative figure represented an extension of credit against securities to be redeemed within the following few days.

Note: Special issues are always purchased at par value. Thercfore, book value and par value are the same for each

special issue, and the common value is shown above.
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The amount of securities acquired during fiscal year 1985 exceeded the
amount redeemed by $1,048 million. New securities with a total par
value of $22,873 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 $21,825 million. Included in these amounts are
$19,986 million in certificates of indebtedness that were acquired, and
$19,716 million in certificates of indebtedness that were redeemed.

As described in the previous subsection, a delay in increasing the
Federal debt limit in 1985 resulted in the redemption of bonds, in order
to pay benefits on time, and a delay in the investment of tax receipts.
The effects on the DI Trust Fund in September 1985 were a redemption
of $860 million in 10.375-percent bonds and a delay in investing $205
million in tax receipts until after September. As in the case of the OASI
Trust Fund, the adverse consequences of these effects have since been
corrected.!

The effective annual rate of interest earned by the assets of the DI
Trust Fund during the 12 months ending on June 30, 1985, was 10.9
percent. The interest rate on public-debt obligations issued for purchase
by the trust fund in June 1985 was 10.375 percent, payable semiannually.

The investment policies and practices described in the preceding
subsection concerning the OASI Trust Fund apply as well to the
investment of the assets of the DI Trust Fund.

'Only $226 million of the $860 million in bonds redeemed was restored by subsequent legislation; $634
million would have been redeemed under normal procedures by the time that the bonds were restored,
even in the absence of debt-limit problems.
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V. ACTUARIAL ESTIMATES

Section 201(c)(2) of the Social Security Act requires the Board of
Trustees to report annually to the Congress on the operations and status
of the OASI and DI Trust Funds during the preceding fiscal year and on
the expected operations and status of those trust funds during the
ensuing 5 fiscal years. Such information for the fiscal year that ended
September 30, 1985, is presented in the preceding section of this report.
Estimates of the operations and status of the trust funds during fiscal
years 1986-90 are presented in this section. Similar estimates for calendar
years 1986-90 are also presented.

In the short range, the adequacy of the trust fund level is often
measured by the “contingency fund ratio,” which is defined to be the
assets at the beginning of the year, including advance tax transfers for
January and amounts owed to other trust funds, expressed as a percent-
age of the outgo during the year. Thus, this ratio represents the
proportion of the year’s outgo which is available at the beginning of the
year. During periods when outgo temporarily exceeds income, as might
happen during an economic recession, trust fund assets are used to meet
the shortfall. In the event of recurring shortfalls for an extended period,
the trust funds can allow sufficient time for the development and
enactment of legislation to restore financial balance to the program.

Section 201(c) of the Act also requires that the annual report include
“a statement of the actuarial status of the Trust Funds.” Such statements
have customarily been made for the medium-range period (25 years) and
the long-range period (75 years), each period commencing with the
calendar year of issuance of the report. The statement of the long-range
actuarial status has customarily included the actuarial status during the
second and third 25-year subperiods of the long-range projection period.
Statements of the current actuarial status are presented in this section.
The methods used to estimate the short-range operations of the trust
funds and the actuarial status are described in Appendix A.

Basic to the discussion of the actuarial status are the concepts of
“income rate” and “cost rate,” each of which is expressed as a
percentage of taxable payroll. The OASDI taxable payroll consists of the
total earnings which are subject to OASDI taxes, adjusted to include,
after 1982, deemed wages based on military service, and to reflect the
lower effective tax rates (as compared to the combined employee-
employer rate) which apply to tips and to multiple-employer “excess
wages,” and which did apply, before 1984, to net earnings from self-
employment. Because the taxable payroll reflects these adjustments, the
income rate can be defined to be the sum of the OASDI combined
employee-employer contribution rate (or the payroll-tax rate) scheduled
in the law and the rate of income from taxation of benefits (which is in
turn expressed as a percentage of taxable payroll). As such, it excludes
reimbursements from the general fund of the Treasury for the costs
associated with special monthly payments to certain uninsured persons
who attained age 72 before 1968 and who have fewer than 3 quarters of
coverage, transfers under the interfund borrowing provisions, and net
investment income. The cost rate is the ratio of the cost (or outgo or
disbursements) of the program to the taxable payroll. In this context, the
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outgo is defined to include benefit payments, special monthly payments
to certain uninsured persons who have 3 or more quarters of coverage
(and whose payments are therefore not reimbursable from the general
fund of the Treasury), administrative expenses, net transfers from the
trust funds to the Railroad Retirement program under the financial-
interchange provisions, and payments for vocational rehabilitation serv-
ices for disabled beneficiaries; it excludes special monthly payments to
certain uninsured persons whose payments are reimbursable from the
general fund of the Treasury (as described above), and transfers under
the interfund borrowing provisions. For any year, the income rate minus
the cost rate is referred to as the “balance” for the year.

The actuarial status of the trust funds is often summarized by the
actuarial balance, which is the difference between the appropriate
estimated average income rate and the estimated average cost rate (or,
equivalently, the average of the appropriate annual balances). If the
actuarial balance is positive, the program is said to have an actuarial
surplus, and if negative, an actuarial deficit. Such a deficit, if it exists, is a
warning that, unless the projected trends turn out to be too pessimistic,
changes in the program’s financing or benefit provisions will be needed
in the future.

The concept of actuarial balance must be used with caution. The use
of a single measure to describe the status of the program over a period of
many years may mask adverse patterns within that period or problems
which emerge soon thereafter. The addition or deletion of a few years to
the time period could change a surplus into a deficit, or vice versa. In
addition, while early deficits followed by later surpluses could result in a
positive actuarial balance, the trust fund could be depleted before the
annual surpluses occur. Conversely, while early surpluses followed by
later deficits could result in a positive actuarial balance, the trust fund
that would accumulate in the early years could eventually be depleted at
some point beyond the end of the projection period, leaving the program
unable to pay benefits at that time. Thus, it is also important to note the
year-by-year patterns of income and outgo.

Related to the concept of actuarial balance is that of “close actuarial
balance.” The program is said to be in close actuarial balance for the
long-range period if the estimated average income rate is between 95
percent and 105 percent of the estimated average cost rate.

Estimates of income, outgo, income rates, cost rates, actuarial bal-
ances, and trust fund ratios are presented later in this section.
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A. ECONOMIC AND DEMOGRAPHIC ASSUMPTIONS

The future income and outgo of the OASDI program depend on many
economic and demographic factors, including gross national product,
labor force, unemployment, average earnings, productivity, inflation,
fertility, mortality, net immigration, marriage, divorce, retirement pat-
terns, and disability incidence and termination. The income will depend
on how these factors affect the size and composition of the working
population and the general level of earnings. Similarly, the outgo will
depend on how these factors affect the size and composition of the
beneficiary population and the general level of benefits.

Because precise forecasting of these various factors is impossible,
estimates are shown in this report on the basis of four sets of assump-
tions, designated as alternatives I, II-A, II-B, and III. The two intermedi-
ate sets-—alternatives II-A and II-B—share the same demographic as-
sumptions but differ in their economic assumptions. More robust eco-
nomic growth is assumed for alternative II-A than for alternative II-B.
This presentation illustrates the effect on the financial status of the
program of higher real earnings growth, higher employment, and lower
inflation, for a given set of demographic assumptions. In terms of the net
effect on the status of the program, alternative II-A is more optimistic
than is alternative II-B. Of all four sets, alternative I is the most
optimistic, and alternative III is the most pessimistic.

Although these sets of economic and demographic assumptions have
been developed using the best available information, the resulting
estimates should be interpreted with care. In particular, they are not
intended to be exact predictions of the future status of the OASDI
program, but rather, they are intended to be indicators of the trend and
range of future income and outgo, under a variety of plausible economic
and demographic conditions.

Economic assumptions

The principal economic assumptions for the four alternatives are

summarized in table 10.

TABLE 10.—SELECTED ECONOMIC ASSUMPTIONS BY ALTERNATIVE, CALENDAR YEARS

1960-2060
Average annual percentage increase in— Average
Average annual
Average wages  Consumer Real-wage  annual in-  unemploy-
in covered Price differential® terest rate* ment rates
Calendar year Real GNP: employment Index? (percent) (percent) (percent)
4.0 3.4 1.3 2.1 3.7 57
4.4 54 34 20 5.2 3.8
28 6.3 6.1 2 6.7 54
-1.2 6.7 9.1 -25 7.4 8.5
54 8.5 57 28 71 7.7
55 7.2 6.5 7 7.1 741
5.0 9.6 7.6 2.0 8.2 6.1
28 9.2 114 -2.2 9.1 5.8
-3 9.1 13.5 -44 11.0 7.1
25 9.3 10.3 1.0 13.3 7.6
-2.1 6.5 6.0 5 128 9.7
3.7 4.9 3.0 “19 11.0 9.6
6.8 5.1 3.4 1.7 12.4 7.5
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TABLE 10.—SELECTED ECONOMIC ASSUMPTIONS BY ALTERNATIVE, CALENDAR YEARS
1

~

A aaaaaaaaa
CONOCOBO=OND PORNNNOOVOWNW O VRPN DPONM MOWAWOIDN=WNN

-
PINNNDDPIDOOO DONNONNPODDDO NOANNNNDANNNGD OONALOANRONNDD

MO BRONOCDON®D® OONAPODLWOOND® NNOOODNILID=D OCCOOCIOIWO=N=

960-2060 (Cont.)
i in— Average
Average annual percentage increase i Average anmugl
Average wages  Consumer Real-wage annual In-  unemploy-
in covered Price ditferential® terest rate* ment rate®
Real GNP: employment Index? (percent) (percent) (percent)
2. 0. 1
4. 2.
4. 2.
3. 2.
4. 2.
4. 2.
3. 2.
3 2.
3. 2.
3. 2
3. 2
3. 2
<X 2
2. 1
3. 2.
3. 1.
3. 1
3. 2
3. 2
3. 2
2. 2
2. 1
2. 1.
2. 1.
2000. . 2. 2
2010 & later.. 2. 2
Ahternative |1-B:
1885. 2. 1
2.
2.
2.
3.
3.
2.
2.
2.
2.
2.
2.
2.
2.
2

ANSRRNRNADN=DONE CRAWANNDO=DRDON ADNNND=-OOARDONGN ONsssspOOOME
PONNONMNANADAD OOOONOONDDONEDL OOALALOOOOONOAL ALLhbLbhAGOONOAA
C~VONORNNPOOON VOLNVNPWIELNND CO—=DPP==NOWNDO GowhwWONIOWOON
QUOMOAANOONELD ARALAAAALAAAAWD WOWWNWWWWWWWRNW RNRRNNOVONNNWONW
QOOOOONNW=ONO" OOO0QOOosbNO 0000000 OoOWNOOM QCOOO0QO==0®NNAM
NNONNNPONONNN OGOONOPOIDONNON AN NNNNRDDNON NNALLOONOONDDDN
COPLRANRNDNRON OOPPOLWNPLOON PVOARRNONOWINND COVDODOO=Rr®=rDN

-1
3 2
- -1
3. 2
2
2
2.
2
2000 .. 1 1.1
2010 & iater.. . 1.0 6.5

The real GNP (gross national product) is the total output of goods and services, expressed in 1972 dollars.

*The Consumer Price Index is the average of the 12 monthly values of the Consumer Price Index for Urban Wage
Eamers and Clerical Workers (CPI-W).

*The real-wage differential is the difference between the percentage increases, before rounding, in (1) average annual
wages in covered employment, and (2) the average annual Consumer Price Index.

‘The average annual interest rate is the average of the nominal interest rates, compounded semiannually, for special
public-debt obligations issuable to the trust funds in each of the 12 months of the year.

*Through 1995, the rates shown are crude civilian unemployment rates. After 1995, the rates are total rates (including
military per!onnel), adjusted by age and sex based on the estimated total labor force on July 1, 1985.

*Preliminary.

TThis value is for 2010. The annual percentage increase in real GNP is assumed to continue to change after 2010 for
each alternative to reflect the dependence of labor force growth on the size and age-sex distribution of the population.
The increases for 2060 are 3.2, 2.3, 1.9, and 0.7 percent for alternatives I, II-A, I1-B, and III, respectively.
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Alternatives 1, II-A, II-B, and III present a range of generally
consistent sets of economic assumptions which have been designed to
encompass most of the possibilities that might be encountered. Alterna-
tive I presents the most optimistic outlook, with robust economic growth
and low inflation. The intermediate sets of assumptions—alternatives II-
A and II-B—bracket the current consensus view of moderate growth
and inflation for the first few years; thereafter, alternative II-A continues
to reflect more robust economic growth than does alternative II-B.
Alternative III is a pessimistic forecast in which the economy experi-
ences two recessions during the next 10 years. The depths of the
projected recessions in alternative III are slightly less than those of
recent recessions; however, the intervening recoveries are assumed to be
substantially weaker than those experienced in the recent past. This
scenario presents an assessment of the combined effects of business
cycles and generally weak economic growth on the OASDI program.

For alternatives I, II-A, and II-B, the economic recovery that started
in the first quarter of 1983 is assumed to continue through the second
quarter of 1987. The strength of the recovery, as measured by growth in
real GNP, is assumed to be stronger for alternative I than for alternative
II-A. Similarly, growth for alternative II-A is stronger than that for
alternative II-B. For alternative III, the recovery is assumed to fade
during the first quarter of 1987; a recession is assumed to occur during
the remainder of the year and the first quarter of 1988.

After 1986, and continuing through the end of the decade, steady
growth in real GNP is assumed to continue, for alternatives I and II-A.
For alternative II-B, the economy is assumed to experience a growth
recession during the second half of 1987, with a recovery and steady
growth thereafter. For alternative III, after 5 quarters of recovery, a
second recession is assumed to begin in the third quarter of 1989, lasting
- through the second quarter of 1990. For alternatives I, II-A, and II-B,
the unemployment rate is assumed to decline gradually toward its
ultimate level. For alternative III, the unemployment rate is assumed to
reach its ultimate level after the recovery which is assumed to follow the
second recession. After the early 1990s, the projected rates of growth in
real GNP, for all four alternatives, are determined by the assumed rates
of growth in employment, average hours worked, and productivity.

Assumed values for the other economic variables are consistent with
the assumed rates of real GNP growth. For alternative II-A, the average
annual unemployment rate declines from 7.2 percent in 1985 to its
ultimate level of 5.5 percent (age-sex adjusted to the 1985 labor force) by
2000. The annual rate of increase in average wages in covered employ-
ment is assumed to rise from the assumed 4.0-percent increase in 1985 to
a 5.7-percent increase in 1987, and thereafter to decline gradually to its
ultimate rate of 5.0 percent by 2010. The annual rate of increase in the
Consumer Price Index for Urban Wage Earners and Clerical Workers
(CPI-W) is assumed to rise from 2.9 percent in 1986 to 3.9 percent in
1987, and then to decline to an ultimate rate of 3.0 percent in 1990. The
CPI-W (hereinafter denoted as “CPI”) is used to determine automatic
cost-of-living benefit increases under the OASDI program. The real-
wage differential (i.e., the difference between the annual rates of increase



34

in average wages in covered employment and in the CPI) is assumed to
remain between 1.6 and 2.2 percentage points after 1985, reaching its
ultimate value of 2.0 percentage points by 2010. The annual interest rate
is assumed to reach its ultimate value of 5.5 percent by 1996.

For alternative 11-B, the average annual unemployment rate declines
generally to its ultimate level of 6.0 percent by 2000. The annual rate of
increase in average wages in covered employment is assumed to rise
from the assumed 3.9-percent increase in 1985 to 6.8 percent in 1989, and
then to decline generally to its ultimate rate of 5.5 percent by 2010. The
annual rate of increase in the CPI is assumed to rise from 3.2 percent in
1986 to 4.9 percent in 1989, and then to decline to an ultimate rate of 4.0
percent in 1992. The real-wage differential is assumed to remain between
1.0 and 1.9 percentage points after 1985, reaching its ultimate value of
1.5 percentage points by 2010. The annual interest rate is assumed to
decline to its ultimate value of 6.0 percent by 1996.

Demographic assumptions

The principal demographic assumptions for the four alternatives are
shown in table 11.

The demographic assumptions for alternatives II-A and II-B are
identical. The assumed ultimate total fertility rate of 2.0 children per
woman is attained in 2010, after a gradual increase from the 1984 level of
1.83 children per woman. The age-sex-adjusted death rate is assumed to
decrease gradually during the entire projection period, with a reduction
of 39 percent from the 1984 level by 2060. The resulting life expectancies
at birth in 2060 are 77.1 years for men and 84.6 years for women,
compared to 71.0 and 78.2 years, respectively, in 1984. Life expectancies
at age 65 in 2060 are projected to be 17.8 years for men and 23.2 years
for women, compared to 14.4 and 18.6 years, respectively, in 1984. Net
immigration is assumed to be 500,000 per year.

For alternative 1, the total fertility rate is assumed to reach an ultimate
level of 2.3 children per woman in 2010. The age-sex-adjusted death rate
is assumed to decrease more slowly than for alternatives II-A and II-B,
with the reduction from the 1984 level being 23 percent by 2060. The
resulting life expectancies at birth in 2060 are 74.4 years for men and 81.4
years for women, while at age 65 they are 16.0 and 20.9 years,
respectively. Net immigration is assumed to be 700,000 per year.

For alternative III, the total fertility rate is assumed to decrease from
the estimated 1984 level to an ultimate level of 1.6 in 2010. The age-sex-
adjusted death rate is assumed to decrease more rapidly than for
alternatives II-A and II-B, with the reduction from the 1984 level being
60 percent by 2060. The resulting life expectancies at birth in 2060 are
82.1 years for men and 89.5 years for women, while at age 65 they are
21.4 and 27.0 years, respectively. Net immigration is assumed to be
300,000 per year.
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TABLE 11.—SELECTED DEMOGRAPHIC ASSUMPTIONS BY ALTERNATIVE, CALENDAR YEARS
19 0

40-206!
Life expectancy®
Age-sex-adjusted i

Total death rate* At birth At age 65

Calendar year fertility ratet {per 100,000) Male  Female Male  Female
Past experience:

1L 1 R —— 2.23 1,403.5 61.4 65.7 11.9 13.4
2.42 1,248.1 62.9 68.4 126 14.4
3.03 1,116.4 65.6 711 128 15.1
3.50 1,030.3 66.7 728 131 15.6
3.61 1,024.8 66.7 73.2 129 15.9
2.88 1,001.6 66.8 738 12.9 16.3
2.43 948.6 67.1 74.9 13.1 171
1.77 848.8 68.7 76.6 13.7 18.0
1.74 838.0 69.1 76.8 13.7 18.1
1.80 8155 69.4 77.2 13.9 18.3
1.76 809.7 69.6 773 13.9 18.3
1.82 784.2 70.0 777 14.2 18.6
1.85 795.4 69.9 775 140 18.4
1.83 773.1 70.4 779 14.2 18.6
1.83 750.0 70.8 782 14.5 18.8
1.81 754.2 70.9 78.2 14.3 18.7
1.83 752.0 71.0 78.2 14.4 18.6
1.86 739.7 . 78. 14.4 18.8
1.88 7347 71.4 785 14.5 18.8
1.95 715.2 718 78.9 146 19.0
2,04 694.0 722 792 147 19.2
213 677.0 725 79.6 14.8 194
2.30 656.0 729 79.9 15.0 19.6
2.30 638.9 73.2 80.2 15.2 19.9
2.30 622.7 73.5 80.6 15.4 20.1
2.30 607.4 738 80.9 15.6 20.4
2.30 592.9 74.1 81.2 15.8 20.6
2.30 579.1 74.4 81.4 16.0 20.9
1.86 727.4 715 78.6 14.5 18.9
1.89 682.1 724 795 14.9 19.4
1.92 635.5 733 80.4 15.3 19.9
1.95 604.2 739 81.0 15.6 20.3
2.00 672.7 746 81.6 16.0 20.8
2.00 547.0 75.1 82.2 16.3 21.3
2.00 522.8 75.6 82.8 16.7 21.8
2.00 500.2 76.1 83.4 171 222
2.00 478.9 76.6 84.0 17.4 227
2.00 458.9 771 84.6 17. 23.2
1.84 720.1 71.6 788 14.6 19.0
1.79 650.9 73.0 80.1 15.2 19.8
1.74 584.4 743 81.4 15.9 20.7
1.69 541.0 75.3 82.3 164 21.3
1.60 486.6 76.5 83.6 17.2 22.3
1.60 440.4 776 84.9 18.0 23.2
1.60 399.3 78.8 86.1 18.9 24.2
1.60 3625 79.9 87.2 19.7 251
. 1.60 329.7 81.0 88.4 20.6 26.0
2060. 1.60 300.2 82.1 89.5 21.4 27.0

*The total fertility rate for any year is the average number of children who would be born to a woman in her lifetime if
she were to experience the birth rates by age observed in, or assumed for, the selected year, and if she were to survive the
entire child-bearing period. The ultimate total fertility rate is assumed to be reached in 2010.

*The age-sex-adjusted death rate is the crude rate that would occur in the enumerated total population as of April 1,
1970, if that population were to experience the death rates by age and sex observed in, or assumed for, the selected year.

*The life expectancy for any year is the average number of years of life remaining for a person if that person were to
experience the death rates by age observed in, or assumed for, the selected year.

The values assumed after the early years for both the economic and
the demographic factors are intended to represent the average experi-
ence and are not intended to be exact predictions of year-by-year values.
Actual future values will likely exhibit fluctuations or cyclical patterns,
as in the past.

In addition to the assumptions discussed above, many other factors are
necessary to prepare the estimates presented in this report. Appendix A
includes a discussion of some of those factors.
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B. AUTOMATIC ADJUSTMENTS

Under the automatic-adjustment provisions of the law, benefits gener-
ally are increased once a year to reflect increases in the cost of living.
These automatic increases may be modified under certain circumstances,
as explained below. For persons becoming eligible for benefits in 1979
and later, the increases generally begin with the year in which the
worker reaches age 62, or becomes disabled or dies, if earlier. An
automatic cost-of-living benefit increase of 3.1 percent, effective for
December 1985, was announced in October 1985, as described in
Appendix C.

The automatic cost-of-living benefit increase for any year is based on
the change in the CPI from the third quarter of the previous year
through the third quarter of the current year. If the increase in the CPI
is less than 3.0 percent, no automatic benefit increase is effective for that
year, but the change in the CPI is accumulated and reflected in the
benefit increase for the next year. If the combined assets of the OASI
and DI Trust Funds, as a percentage of annual expenditures, are below a
specified level, the automatic benefit increase is limited to the lesser of
the increases in wages or prices. This specified level is 15.0 percent with
respect to benefit increases for December of each year, 1984-88, and 20.0
percent thereafter. This “stabilizer” provision has not affected any
benefit increases since its enactment into law in 1983, and it would not
affect any future increases shown in this report under any of the four sets
of assumptions.

The law provides for an automatic increase in the contribution and
benefit base, based on the increase in average wages, for the year
following a year in which an automatic benefit increase becomes
effective. For 1986, the contribution and benefit base was automatically
increased to $42,000.

The exempt amounts under the retirement earnings test are also
increased automatically by the increase in average wages, following an
automatic benefit increase. An automatic increase in the exempt amount
for beneficiaries at ages 65 through 69—from $7,320 in 1985 to $7,800 in
1986—was announced in October 1985. Similarly, an automatic increase
was announced in the exempt amount for beneficiaries under age 65—
from $5,400 in 1985 to $5,760 in 1986. Appendix C describes the
aforementioned automatic adjustments, as well as the determinations of
the following amounts:

1.  The amount of earnings a worker must have in 1986 to be
credited with a quarter of coverage;

2.  The dollar amounts (or “bend points™) in the formulas used
to compute benefits payable on the earnings of workers
who first become eligible for retirement or disability
benefits, or who die before becoming eligible for such
benefits, in 1986; and
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3. The average of total wages reported for calendar year
1984, to be used for indexing earnings of workers who first
become eligible for benefits, or who die before such
eligibility, in 1986 or later.

An historical summary of the Social Security program amounts
determined under the automatic-adjustment provisions, and the average-
wage series used for indexing earnings, are shown in Appendix D.
Estimates of the corresponding amounts through 1991 are also shown in
Appendix D.

The four alternative sets of economic assumptions described previous-
ly result in the general benefit increases and contribution and benefit
bases shown in table 12 for each year through 1991. (The actual benefit
increase for 1985 and the actual contribution and benefit bases for 1985
and 1986 are also shown as a basis for comparison.)

TABLE 12.—GENERAL BENEFIT INCREASES AND CONTRIBUTION AND BENEFIT BASES, BY
ALTERNATIVE, CALENDAR YEARS 1985-91

General benefit increase’ (percent)

based on alternative— Contribution and benefit base? based on alternative—

Calendar year | H-A i-8 m | I-A -8 il
3.1 3.1 3.1 3.1 $39,600 $39,600 $39,600 $39,600

(2) 3.0 34 45 42,000 42,000 42,000 42,000

5.9 4.1 45 6.0 42,000 43,800 43,500 43,500

3.1 36 4.3 49 45,600 45,900 45,300 45,600

) 3.2 51 5.5 48,000 48,300 47,700 48,300

5.3 3.0 45 5.7 48,000 50,700 50,100 50,400

) 3.0 41 46 53,100 53,400 53,400 54,300

2Effective on January 1 of the stated year.

3An automatic benefit increase is determined by the percentage increase in the CPI from the third quarter of the year in
which a benefit increase last became effective through the third quarter of the current year, provided that such increase is
at least 3.0 percent. Based on the alternative I assumptions, benefit increases would not occur for December of 1986,
1989, or 1991 because the assumed applicable increase in the CPI for each year is less than 3.0 percent. The benefit
increases for December of 1987, 1990, and 1992 would be based on 2-year increases in the CPIL. The absence of automatic
benefit increases for December of 1986, 1989, and 199! would prevent corresponding automatic increases in the
contribution and benefit bases, and in the exempt amounts under the retirement earnings test, for 1987, 1990, and 1992,

respectively.

The assumption underlying the figures in table 12 were developed
before the CPI for February 1986 was released. The actual automatic
benefit increase for December 1986 will depend largely on subsequent
increases in the CPI from February 1986 through September 1986.

Next Page
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C. ESTIMATED OPERATIONS AND STATUS OF THE TRUST FUNDS DURING THE
PERIOD OCTOBER 1, 1985, TO DECEMBER 31, 1990

This subsection presents estimates of the operations and status of the
OASI and DI Trust Funds during the period October 1, 1985, to
December 31, 1990, based on the assumptions described in the preceding
subsections. As previously stated, no changes are assumed to occur in
the present statutory provisions and regulations under which the OASDI
program operates. )

These estimates indicate that the assets of the OASI and DI Trust
Funds will be sufficient to permit the timely payment of OASDI benefits
throughout the short-range period (and for many years thereafter), under
all four sets of assumptions shown. The trust fund levels are estimated to
remain relatively low, however, through about 1987. In the event of
very adverse conditions, it is conceivable that the trust funds could
experience financing problems within the short-range projection period,;
this possibility, however, is not considered likely.

The estimated operations of the OASI Trust Fund shown in this
report are very similar to the corresponding estimates in the 1985
Annual Report for alternatives I, II-A, and II-B. The outlook based on
the pessimistic alternative III assumptions is significantly improved
relative to last year’s estimates. This improvement is attributable partly
to actual experience in 1985, which was better than assumed, and partly
to the assumption of later onsets for the two economic recessions in this
year’s pessimistic assumptions compared to last year’s. For the DI Trust
Fund, the estimated operations in this report are significantly improved
relative to past estimates under each of the four alternative sets of
assumptions. For DI, the improvement is primarily attributable to the
relatively large adjustment to prior payments from the general fund of
the Treasury for the cost of noncontributory wage credits for military
service prior to 1957. The DI estimates based on alternative III also
reflect the improved economic conditions described above.

The Social Security Act requires the automatic repayment, based on
asset levels, of amounts owed from the OASI Trust Fund to the Hospital
Insurance (HI) Trust Fund as a result of interfund borrowing which
occurred in 1982. This requirement resulted in the repayment in January
1986 of the remaining $10.6 billion owed to the HI Trust Fund. The
remaining $2.5 billion owed to the DI Trust Fund is not subject to any
automatic-repayment provision (except that the amount must be repaid
before 1990); the estimates in this report, under all four alternatives,
assume that the balance is repaid in April 1986.

As in past reports, the estimates shown in this subsection reflect 12
months of benefit payments in each year of the short-range projection
period. In practice, 13 benefit payments can be made in certain years,
with the next year having only 11 payments. This situation can result
from the statutory requirement that benefit checks be delivered early
when the normal check delivery date is a Saturday, Sunday, or legal
public holiday. The benefit checks for December 1987 would normally
be delivered on January 3, 1988; however, because that day is a Sunday,
and the two preceding days are a Saturday and a holiday, the checks
will be delivered on December 31, 1987. The estimates are prepared as if
those benefit checks were delivered on the usual date.
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OASI Trust Fund operations

Estimates of the operations and status of the OASI Trust Fund during
calendar years 1986-90 are shown in table 13 based on each of the four
alternative sets of assumptions, which are described in a preceding
subsection. Actual operations for calendar year 1985 are also shown in
the table. For each alternative, employment and earnings are assumed to
increase in every year through 1990. The number of persons with taxable
earnings under the OASDI program is expected to increase on the basis
of alternatives I, II-A, II-B, and III, from 122 million during calendar
year 1985 to about 133 million, 132 million, 131 million, and 127 million,
respectively, by 1990. The total annual amount of taxable earnings is
expected to increase from about $1,710 billion in 1985 to $2,389 billion,
$2,397 billion, $2,401 billion, and $2,293 billion, in 1990, on the basis of
alternatives I, II-A, II-B, and III, respectively. (In 1985 dollars—taking
account of assumed increases in the CPI from 1985 to 1990 based on
each alternative—the estimated amounts of taxable earnings in 1990 are
$2,079 billion, $2,032 billion, $1,945 billion, and $1,778 billion, on the
basis of alternatives I, II-A, II-B, and III, respectively.) These increases
are due in part to the increases in the contribution and benefit base
assumed to occur in 1986-90 under the automatic-adjustment provisions.
The increases in taxable earnings are also due to (1) projected increases
in employment levels and average earnings in covered employment, and
(2) various provisions enacted into law in 1983 and 1984, including the
extension of coverage to all newly hired Federal civilian employees.

TABLE 13.—ESTIMATED OPERATIONS OF THE OASI TRUST FUND BY ALTERNATIVE,
CALENDAR YEARS 1985-90
[Amounts in biltions)

Intertund

borrowing  Net increase Fund at end Contingency

Calendar year Income Disbursements transfers! in fund of year fund ratio?

1985°.........comnnene $184.2 $171.2 ~-$4.4 $8.7 $35.8 24
Alternative I:

1986 .. 197.3 181.8 -13.2 24 38.2 28

1987 2114 186.9 — 24.5 62.7 29

1988 2422 202.7 - 39.5 102.3 40

1989 263.7 2140 — 49.7 152.0 57

1990 286.3 220.2 - 66.2 218.2 79

Alternative

1986 . 196.9 181.8 ~13.2 19 37.7 28

1987. 2119 1924 - 19.5 57.2 28

1968. 241.4 205.4 — 36.0 93.2 37

1989 . 262.4 217.9 - 44.5 137.7 52

287.2 231.1 - 56.1 193.8 69

196.1 181.8 -13.2 1.1 37.0 28

209.6 193.1 _ 16.5 53.4 27

237.5 206.9 — 30.6 84.1 35

260.2 220.9 — 39.3 123.3 47

287.9 238.3 — 49.6 172.9 61

196.0 181.9 -13.2 1.0 36.8 28

. 209.1 195.2 - 138 50.6 27

1088 230.9 2122 -— 187 69.3 32

1989. 254.3 227.9 - 26.4 95.7 39

1990 . 2748 246.8 - 28. 123.7 47

'Negative figures represent interfund loan repayments from the OASI Trust Fund to the DI and HI Trust Funds.

*Represents assets at beginning of the year, including advance tax transfers for January, as a percentage of
disbursements during the year. See text concerning interpretation of these ratios.

*Figures for 1985 represent actual experience.

Note: Totals do not necessarily equal the sums of rounded components.



The increases in estimated income shown in table 13 on the basis of
each set of assumptions reflect the increases in estimated taxable
earnings, as described above. In addition, the estimated income to the
fund is affected by the scheduled changes in contribution rates.

Rising disbursements during calendar years 1986-90 reflect the effects
of the assumed future automatic benefit increases previously shown, 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. The growth in the number of beneficiaries in the
past and the expected growth in the future result both from the increase
in the aged population and from the increase in the proportion of the
population which is eligible for benefits. The latter increase is primarily
due to the amendments enacted after 1950, which modified the eligibility
provisions and extended coverage to additional categories of
employment.

Growth has also occurred, and will continue to occur, in the
proportion of eligible persons who, in fact, receive benefits. This growth
is due to several factors, among which are (1) the amendments enacted
since 1950 which affect the conditions governing the receipt of benefits,
and (2) the increasing percentage of eligible persons who are aged 70
and over and who therefore may receive benefits regardless of earnings.

The estimates shown in table 13 indicate that income would exceed
disbursements in every year, based on each of the four alternative sets of
assumptions used in this report. The assets of the OASI Trust Fund at
the beginning of 1985, including advance tax transfers for January and
amounts owed to the DI and HI Trust Funds, were equal to about 24
percent of the fund’s disbursements in 1985. As described in the
introduction to this section, this ratio is known as the “contingency fund
ratio”; it provides a useful measure of the relative level of trust fund
assets. During 1985, income exceeded disbursements and loan repay-
ments by $8.7 billion. At the beginning of 1986, the contingency fund
ratio had increased to 28 percent.

Assets declined in January 1986, as a result of the $10.6-billion
interfund loan repayment to the HI Trust Fund. The loan repayment is
reflected in a small decline in the contingency fund ratio from 1986 to
1987. Assets are estimated to increase steadily after the loan repayment,
with growth being particularly rapid following the tax-rate increases
scheduled for 1988 and 1990 under present law. The OASI assets would
reach levels generally considered to be adequate for contingency reserve
purposes sometime in 1990-91 under alternatives I, II-A, 1I-B, and within
a few years thereafter based on alternative III.

In interpreting the contingency fund ratios in table 13, it should be
noted that, at the beginning of any month, assets of at least 8-9 percent
of annual expenditures are required to make the benefit payments that
are due, generally on the third day of the month. Therefore, the
difference between the estimated contingency fund ratios shown above,
and the minimum level of 8-9 percent, represents the reserve available to
handle adverse contingencies.
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DI Trust Fund operations

The estimated operations and status of the DI Trust Fund during
calendar years 1986-90 on the basis of the four sets of assumptions are
shown in table 14, together with figures on actual experience in 1985. On
the basis of each alternative, income is estimated to increase gradually
during 1986-90. This increase reflects the same factors, insofar as they
apply to income to the DI Trust Fund, that are reflected in the estimated
increase in income to the OASI Trust Fund during the same period.

TABLE 14.—ESTIMATED OPERATIONS OF THE DI TRUST FUND BY ALTERNATIVE,
CALENDAR YEARS 1985-90
[Amounts in billions]

- Interfund
borrowing  Net increase Fund at end Contingency
Calendar year Income Disbursements transfers! in fund of year fund ratio*
$19.3 $19.5 $25 $2.4 $6.3 27
19.3 20.1 25 1.7 8.0 38
205 20.0 — 5 8.5 48
232 211 21 10.6 49
25.2 216 - 34 14.0 58
30.3 220 — 8.2 222 74
19.3 20.6 2.5 12 7.5 38
20.5 21.0 — -6 7.0 43
23.0 221 — 1.0 7.9 40
24.8 23.1 — 1.7 9.7 43
30.0 24.2 — 58 15.5 50
19.2 20.6 25 1.1 7.5 38
20.2 211 - -9 6.6 43
226 222 - 5 7.0 38
246 234 - 1.2 8.3 38
30.1 248 — 5.2 135 43
19. 25 7 7.1 37
20. - -1.8 5.3 39
21 — -1.7 36 30
- -1.4 2.2 22
—_ 1.3 3.5 17

OASI Trust Fund in 1982.

See footnote 2 of table 13.
See footnote 3 of table 13.

Note: Totals do not necessarily equal the sums of rounded components.

Disbursements are estimated to increase because of automatic benefit
increases and because of projected increases in the amounts of average
monthly earnings on which benefits are based. In addition, on the basis
of all but alternative I, the number of DI beneficiaries is projected to
continue increasing throughout the short-range projection period. Based
on alternative I, the number of DI beneficiaries is projected to stabilize
at roughly its current level.

During 1979-83, the number of terminations of disability benefits
exceeded the number of disability awards, and, consequently, the number
of persons receiving benefits under the DI program declined. This
decline resulted from (1) disability incidence rates that were significantly
lower than those experienced prior to 1978, and (2) benefit termination
rates that were somewhat higher, partly because of the increased reviews
of the continuing eligibility of disabled beneficiaries required by legisla-
tion enacted in 1980, and amended in 1983 and 1984. This experience
was not expected to continue indefinitely (see discussion in 1983 and
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1984 Annual Reports, for example), and beginning in 1984, the number
of disability awards has exceeded the number of disability terminations.
While the greater number of awards has been consistent with the
estimates in prior annual reports, terminations have been substantially
fewer than anticipated, as a result of certain court orders, State-ordered
moratoria, and the national moratorium announced in April 1984, which
suspended the processing of continuing disability reviews. The actual
number of terminations in the next several years will depend on the
results obtained from the procedures followed in resuming these reviews;
if actual processing differs from that assumed, actual DI costs could vary
from the estimates shown in table 14. Based on the updated incidence
and termination assumptions prepared for this report, the number of
disability awards is projected to exceed the number of terminations each
year on the basis of alternatives II-A, II-B, and III. Under alternative I,
disability awards and terminations would be roughly equal.

At the beginning of 1985, the assets of the DI Trust Fund (including
advance tax transfers for January) represented about 27 percent of
annual expenditures. During 1985, DI expenditures exceeded normal DI
income by about $1.2 billion, but this was more than offset by an
interfund loan repayment from the OASI Trust Fund of $2.5 billion and
the adjustment of $1.0 billion for military-service credits, described
previously. Thus, DI assets increased by $2.4 billion during the year.
The contingency fund ratio at the beginning of 1986 was about 38
percent. Based on the two intermediate sets of assumptions, the fund
ratios are projected to remain in the vicinity of 40 percent during 1986-
90. Using alternative I assumptions, the ratio would increase to 74
percent at the beginning of 1990.

Under the conditions assumed for alternative III, DI assets would
decline to about 17 percent of outgo at the beginning of 1990. This level
represents only a narrow margin above the 8-9 percent that is required
just to meet benefit payments at the beginning of each month. In the
event of somewhat more adverse experience than assumed in alternative
III, either for the economy or for disability incidence and termination
rates, DI assets could become insufficient to allow the timely payment of
DI benefits.

As indicated in table 14, the balance of the loans made in 1982 from
the DI Trust Fund to the OASI Trust Fund is assumed to be repaid in
1986 on the basis of each alternative set of assumptions. (The law
provides that repayment of amounts owed to the DI Trust Fund must be
completed before 1990; the schedule of repayments is otherwise at the
discretion of the Managing Trustee.) Financial problems would not
result on the basis of any of the alternatives if the repayment did not
occur until late in 1989.

Combined OASI and DI Trust Fund operations

The estimated operations and status of the OASI and DI Trust Funds,
combined, during calendar years 1986-90 on the basis of the four
alternatives, are shown in table 15, together with figures on actual
experience in 1985. These figures are the sums of the corresponding
figures shown in tables 13 and 14.
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TABLE 15.—ESTIMATED OPERATIONS OF THE OASI AND DI TRUST FUNDS, COMBINED, BY
ALTERNATIVE, CALENDAR YEARS 1985-90
[Amounts in billions)

Interfund
borrowing  Net increase  Funds at end Contingency
Calendar year Income  Disbursements transfers! in funds of year fund ratio*
$203.5 $190.7 -$1.8 $11.1 $42.2 24
216.6 2019 ~10.6 4.1 46.3 29
231.9 206.9 —_ 25.0 71.2 ki)
265.5 2238 —_ 417 1129 41
288.9 2358 —_ 53.1 166.0 57
316.6 2422 - 744 240.4 78
216.1 202.4 -10.6 3.1 453 29
2323 2134 - 18.9 64.1 29
264.4 2275 - 37.0 101.1 37
287.3 241.0 — 46.2 147.4 51
317.2 255.3 —_— 61.9 209.3 67
2153 202.4 -10.6 23 444 29
229.8 214.2 —_ 15.6 60.0 29
260.2 229.1 — 31.1 91.1 35
2848 2443 — 40.5 131.6 46
318.0 263.2 - 54.8 186.4 59
215.2 2028 -10.6 1.7 43.9 28
229.2 217.2 —_ 12.0 55.9 28
252.7 235.7 — 17.0 729 32
278.0 253.0 - 25.0 97.9 37
303.1 273.7 — 29. 127.2 44

'Negative figures represent interfund loan repayments from the QASI Trust Fund to the HI Trust Fund.

*See footnote 2 of table 13.
3See footnote 3 of table 13.

Note: Totals do not necessarily equal the sums of rounded components.

At the beginning of 1985, the contingency fund ratio for the OASI
and DI Trust Funds combined was 24 percent, as shown in table 15.
During 1985, total income to the two trust funds was $11.1 billion higher
than total expenditures and loan repayments, resulting in combined
OASDI assets at the beginning of 1986 which represented about 29
percent of estimated combined expenditures for the year. Based on
alternatives II-A and II-B, the contingency fund ratio for the combined
funds is projected to increase gradually to roughly 60 percent at the
beginning of 1990. Somewhat faster growth would occur on the basis of
alternative I, with combined assets reaching 78 percent of annual outgo
at the beginning of 1990. Based on the alternative III assumptions, assets
would grow more slowly, reaching 44 percent at the beginning of 1990.
The estimates in table 15 indicate that, if necessary, a reallocation of tax
rates between OASI and DI would prevent the assets of the DI Trust
Fund from declining on the basis of the alternative III assumptions. On
the basis of alternatives I, II-A, and II-B, combined assets would increase
substantially in 1988 and later, primarily because of scheduled increases
in the OASDI tax rates. Assets would increase at a more gradual rate,
based on alternative III.

The Social Security Act contains several provisions requiring auto-
matic actions if certain “trust fund ratios” are above or below specified
levels. Each of these provisions has a unique definition of the ratio to be
used, and none of these definitions coincides with the one that is
generally used to evaluate the financial status of the Social Security
program. Table 16 presents detailed information on the calculation of the
usual contingency fund ratio and two other ratios used for specified



purposes under the law.

TABLE 16.—ESTIMATED OASDI “TRUST FUND RATIOS” BASED ON VARIOUS DEFINITIONS, BY
ALTERNATIVE, CALENDAR YEARS 1986-90
[Amounts in millions, ratios in percent}

Cash and
invested
assets of Advance  Amounts “Trust fund
OASI and tax owed to OASDI “Fund ratio” ratio” for HI
DI Trust transfers Hi Trust outgo for December  loan repay-
Funds on for Fund on during Contingency benefit ment in
Calendar year January 17 January January 1 year fund ratio? increase? January*
Alternative I:
1986.... $42,163  $15,591 $10,613 $201,913 28.6 23.3 209
46,253 17,670 - 206,873 30.9 309 ()
71,240 20,096 - 223,836 40.8 408 %)
112,898 21916 - 235,815 57.2 57.2 )
165,997 23,886 - 242,154 78.4 78.4 )
42,163 15,591 10,613 202,426 285 233 20.8
45,256 17,623 — 213,437 29.5 29.5 ()
64,150 20,047 —_ 227,451 37.0 37.0 (*)
101,147 21,808 — 241,008 51.0 51.0 ()
147,394 23,762 — 255,319 67.0 67.0 ()
42,163 15,591 10,613 202,426 28.5 23.3 20.8
44,420 17,478 - 214,220 28.9 28.9 ()
60,033 19,730 —_ 229,088 348 34.8 ()
91,122 21,565 —_ 244,256 46.1 46.1 ()
131,619 23,784 — 263,174 59.0 59.0 )
42,163 15,591 10,613 202,847 285 23.2 20.8
43,876 17,558 — 217,182 28.3 28.3 ®
55,888 19,132 — 235,735 31.8 31.8 (%)
72,887 21,017 - 253,020 371 371 ()
1990... 97,888 22,902 — 273,727 441 441 ()

1Before appropriation of advance tax transfers for January. Includes amounts owed to the HI Trust Fund.

sCombined assets of OASI and DI Trust Funds, plus advance tax transfers for January, as a percentage of OASDI
outgo during year. This is the ratio normally used to evaluate the financial status of the trust funds. See estimates in tables
13-15, for example.

aFor 1985 and later, combined assets of OASI and DI Trust Funds, plus advance tax transfers for January, minus
amounts owed to the HI Trust Fund, as a percentage of QOASDI outgo during year. See section 215(i) of the Social
Security Act.

sCombined assets of OASI and DI Trust Funds, as a percentage of OASDI outgo during year. See section 201(1) of the
Social Security Act.

sRemaining amounts owed to the HI Trust Fund were repaid in January 1986.

Note: Outgo figures for 1987 and 1988 are adjusted to reflect 12 months of benefit payments in each year; this
adjustment also affects assets at the beginning of 1988. See text for details.

The usual definition of the ratio of assets to expenditures, denoted in
table 16 as the “contingency fund ratio,” has already been described. Its
purpose is to measure the amount of assets that is readily available for
the payment of monthly benefits.

Section 215(i) of the Social Security Act defines an “OASDI fund
ratio” for the purpose of determining automatic benefit increases in 1984
and later. If this ratio is below a specified threshold, the benefit increase
would be based on the lesser of certain wage and price increases. The
estimates in table 16 indicate that under all four alternatives, the ratio
would not be lower than the 15.0-percent threshold applicable in 1986-88
or the 20.0-percent threshold applicable in 1989 and later. Thus, the
benefit-increase “stabilizer” provision would not be triggered at any time
during the short-range projection period under any of the sets of
assumptions used in this report.

Table 16 also presents OASDI trust fund ratios as used for deter-
mining the minimum schedule of repayments on amounts owed from the
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OASI Trust Fund to the HI Trust Fund. If the combined assets of the
OASI and DI Trust Funds exceed 15 percent of the annual expenditures
(as defined by section 201(1) of the Social Security Act), the excess must
be used to repay any outstanding amount owed. On this basis, $10,613
million was transferred from the OASI Trust Fund to the HI Trust Fund
as of January 31, 1986. This transfer completed the repayment of the
amount borrowed from the HI Trust Fund in 1982.

As in prior years’ reports, for purposes of evaluating the financial
status of the program, the amounts lent to the OASI Trust Fund from
the DI and HI Trust Funds are included in the invested assets of the
OASI Trust Fund. This procedure is followed because such amounts are
readily available for the payment of benefits and thus should be
considered when determining the ability of the OASI program to meet
its benefit-payment obligations. Similarly, the amounts owed to the DI
and HI Trust Funds are not included in the assets of those funds, because
these amounts are not readily available for the payment of DI or HI

benefits.

It can be argued that a more proper accounting treatment would be to
exclude interfund loans from the borrowing fund’s assets and to include
them in the assets of the lending funds. This “net-value” basis would
recognize the obligation of the OASI Trust Fund to repay the amounts
owed and would reflect the fact that, to the lending funds, such amounts
are investments for which interest is received and return of principal is
promised. While these are sound arguments, the existing treatment has
been used to facilitate the evaluation of the trust funds’ actual cash
operations—in particular, whether sufficient invested assets (borrowed
or otherwise) are available at the beginning of any given month to pay
the benefits for that month. This issue has become less relevant in view
of the final repayment of all amounts owed to the HI Trust Fund, and
the imminent final repayment of the outstanding amount owed to the DI
Trust Fund.

For informational purposes, table 17 presents (1) the assets of the
OASI and DI Trust Funds at the end of each calendar year 1981-85, (2)
the amounts owed to or owing from other trust funds, and (3) the “net
value” of trust fund assets. For the OASI Trust Fund, this last figure
represents invested assets, plus cash balances, less amounts owed to the
DI and HI Trust Funds. For the DI Trust Fund, the net value represents
invested assets, plus cash balances, plus amounts owing from the OASI
Trust Fund. As indicated, the net value of the OASI Trust Fund was
very low for much of this period. The low net values alone do not imply
an inability to pay benefits on time, however, for the reasons described
above. Thus, the net value is not particularly useful as an indicator of a
trust fund’s ability to operate satisfactorily, although it may be of interest
as an additional indicator of the trust fund’s underlying financial status.
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TABLE 17.—ASSETS, INTERFUND LOANS OUTSTANDING, AND “NET VALUES" OF THE OASI
AND DI TRUST FUNDS AT END OF CALENDAR YEAR, 1981-85

[In biflions}

OASI Trust Fund DI Trust Fund

Outstanding Outstanding

amounts amounts
Calendar year Assets! borrowed? ‘“Net value™ Assets! lentt  “Net value’™s
$21.5 — $215 $3.0 — $3.0
22.1 $17.5 46 27 $5.1 78
19.7 175 2.2 52 5.1 103
271 17.5 9.6 4.0 5.1 9.0
35.8 s13.2 22.7 6.3 2.5 8.9

Represents invested assets, plus cash balance at end of year.

2Represents total amounts owed to the DI and HI Trust Funds at end of year.

3See text for description of net value. “Net value” is expected to equal assets for the end of 1986 and later.
*Represents total amounts lent to OASI Trust Fund, less repayments made by end of year.

sOf the $13.2 billion outstanding at the end of 1985, the balance owed to the HI Trust Fund—$10.6 billion—was repaid
on January 31, 1986. The remaining balance of $2.5 billion owed to the DI Trust Fund is scheduled to be repaid in April
1986.

*The remaining balance of $2.5 billion owed to the DI Trust Fund is scheduled to be repaid in April 1986.

Note: Totals do not necessarily equal the sums of rounded components.

Figure 1 illustrates the pattern of the estimated future contingency
fund ratios under the four alternatives for OASI and DI combined.
Contingency fund ratios for selected years prior to 1986, and estimates
for 1986-90 under the four alternatives, are shown in table 18 for OASI,
DI, and both funds combined. In evaluating the ratios shown in figure 1
and table 18, it should be recalled that a minimum of 8-9 percent is
required to meet monthly cash-flow requirements. The shaded area in
figure 1 depicts this requirement.

FIGURE 1.—ESTIMATED CONTINGENCY FUND RATIOS, FOR OASI AND DI TRUST
FUNDS COMBINED, CALENDAR YEARS 1985-90
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TABLE 18.—CONTINGENCY FUND RATIOS® BY TRUST FUND, SELECTED CALENDAR YEARS
1950-85, AND ESTIMATED FUTURE RATIOS BY ALTERNATIVE, CALENDAR YEARS 1986-80

[in percent]
OASI and DI Trust Funds,
Calendar year OASI Trust Fund Dl Trust Fund combined
Past experience:
1950 1,156 — 1,156
1955 405 — 405
1960 180 304 186
1965 109 121 110
1970 101 126 103
1975 63 92 66
1976 54 7 57
1977 47 48 47
1978 39 26 37
1979 30 30 30
1880 23 35 25
1981 18 21 18
1982 15 17 15
1983 15 14 14
1984 20 35 21
1985 24 27 24
Alternative I:
1986 28 38 28
1987 29 48 N
1988 40 49 41"
1989 57 58 57
1980 79 74 78
Alternative II-A:
1988 28 38 28
1987 28 43 29
1988 7 40 37
1989 52 43 51
1990 69 50 67
Alternative lI-B:
1 28 38 29
1987 27 43 28
1988 35 38 35
1989 47 38 48
1990 61 43 59
Alternative lii:
1 28 37 28
1987 27 39 28
1988 32 30 32
1989 39 22 37
1990 47 17 44

See footnote 2 of table 13 for definition of contingency fund ratio.

Expenditures in calendar year 1985 from both trust funds, combined,
were about 11.2 percent of taxable payroll for the year—0.6 percentage
point less than the income rate of 11.8 percent. Based on alternatives I,
II-A, and II-B, the cost rate is estimated to decline slowly during most
or all of the short-range projection period, reaching 10.17, 10.68, and
11.00 percent, respectively, in 1990. Based on alternative III, the cost
rate would increase somewhat, to 11.97 percent in 1990. These percent-
ages are shown in table 19 for both trust funds, separately and combined.
Table 19 also shows cost rates for years prior to 1985 and a comparison
of the cost rates with the corresponding income rates. As explained
previously, the income rate represents the sum of the combined
employee-employer contribution rate and the income derived from the
Federal income taxation of OASDI benefits, expressed as a percentage of
effective taxable payroll.
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TABLE 19.—COMPARISON OF INCOME RATES AND COST RATES, BY TRUST FUND, SELECTED
CALENDAR YEARS 1950-84, AND ESTIMATED RATES BY ALTERNATIVE,
CALENDAR YEARS 1985-90
{As a percentage of taxable payroll]

OASI Trust Fund DI Trust Fund Total
ncome Cost Income Cost Income Cost
Calendar year rate rate Balance rate rate Balance rate rate Balance
Past experience:

1950.......... 3.00 117 1.83 - - — 3.00 1.17 1.83
4.00 3.34 .86 — — — 4.00 3.34 I
5.50 5.59 -.09 0.50 0.30 0.20 6.00 5.89 A1
6.75 7.23 -.48 .50 .70 -20 7.25 7.93 -.68
7.30 7.32 -.02 1.10 81 .28 8.40 8.12 28
8.75 9.29 -54 1.15 1.36 =21 9.90 10.65 -75
8.75 9.42 -67 1.15 1.44 -.29 9.90 10.86 -.96
8.75 9.46 =71 115 1.50 -.35 9.90 10.97 -1.07
8.55 9.29 -.74 155 1.45 10 10.10 10.74 -.64
8.66 8.88 -22 1.50 1.35 15 10.16 10.23 -07
9.04 9.36 -32 112 1.38 -~.26 10.16 10.74 -58
9.40 9.97 -.57 1.30 1.39 -.09 10.70 11.36 -.66
9.15 10.60 -1.45 1.65 1.34 31 10.80 11.94 -1.14

9.91 10.28 -.36 *1.33 1.22 10 211.24 11.50 -.26
10.58 10.10 47 1.01 1.16 -.15 11.59 11.26 33
10.72 10.02 69 11.07 1.15 -07 11.79 1117 62
10.59 9.89 70 1.01 1.10 -.08 11.60 10.99 62
10.60 9.54 1.06 1.01 1.02 -.01 11.61 10.57 1.05
11.28 9.61 1.67 1.07 1.00 07 12.35 10.62 1.74
11.29 9.48 1.81 1.07 .97 1 12.37 10.45 1.92
11.44 9.256 219 1.22 92 29 12.66 10.17 2.49
*10.72 10.04 68 21.07 115 -.08 *11.79 11.18 61
10.59 9.93 67 1.01 1.12 -11 11.60 11.05 55
10.61 9.79 82 1.01 1.07 -.06 11.62 10.86 76
11.28 9.77 1.51 1.07 1.05 03 12.36 10.82 1.54
11.30 9.69 1.61 1.08 1.03 .05 12.38 10.72 1.66
11.48 9.67 1.81 1.22 1.01 21 12.70 10.68 2.02
110.72 10.05 67 *1.07 115 -.08 11.79 11.20 .60
10.59 9.98 61 1.01 1.13 -12 11.61 11.11 .50
10.61 9.93 .68 1.01 1.09 -.07 11.62 11.02 .60
11.29 9.99 1.29 1.07 1.07 ) 1236 1107 1.30
11.30 9.89 1.42 1.08 1.05 .03 12.38 10.94 1.45
11.51 9.96 1.55 1.22 1.04 19 12.74 11.00 1.74
*10.72 10.06 .66 21.07 1.15 -.08 11.79 11.21 .58
10.59 9.99 60 1.01 1.15 -.14 11.61 11.14 46
10.61 10.08 .53 1.01 1.13 -12 11.63 11.21 41
11.30 10.54 .76 1.08 117 -.09 12.38 11.71 .67
11.32 10.38 .93 1.08 1.14 -.07 12.39 11.53 .87
11.56 10.79 77 1.23 1.18 .05 12.78 11.97 .82

1Cost rates for 1981-84 are preliminary.

1[ncome rates for 1983 and 1985 are adjusted to include the lump-sum payments from«the general fund of the Treasury
for the cost of noncontributory wage credits for military service in 1940-56.

*Income rate exceeds cost rate by less than 0.005.

Note: Totals do not necessarily equal the sums of rounded components.

As stated previously, estimates of the operations of the trust funds
during calendar years 1986-90 have been presented in the preceding
tables of this section on the basis of four different sets of economic
assumptions, because of the uncertainty of future economic and demo-
graphic developments. Under the provisions of the Social Security Act,
however, estimates of the expected operations and status of the trust
funds during the next 5 fiscal years are required to be shown in this
report. Accordingly, detailed estimates of the expected operations and
status of the trust funds during each fiscal year 1986-90 are shown in the
remaining tables of this section for the two intermediate sets of
assumptions (alternatives II-A and II-B) only. Similar detailed estimates
are also shown on a calendar-year basis for 1986-90.
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Data on the actual operations of the OASI Trust Fund for selected
years during 1940-85, and estimates of the expected operations of the
trust fund during 1986-90 on the basis of the intermediate sets of
assumptions, are shown in tables 20 and 21 on a fiscal- and calendar-year
basis, respectively. Corresponding figures on the operations of the DI
Trust Fund are shown in tables 22 and 23. Operations of both trust funds
combined are shown in tables 24 and 25. (Data relating to the operations
of the two trust funds for years not shown in tables 20-25 are contained
in past annual reports.) The figures shown in tables 21, 23, and 25 for
1981 and 1982 are adjusted to reflect 12 months of benefit payments in
each year. As stated previously, the estimated figures for 1987 and 1988
are also so adjusted.



TABLE 20.—OPERATIONS OF THE OASI TRUST FUND DURING SELECTED FISCAL YEARS 1940-85 AND ESTIMATED FUTURE OPERATIONS DURING FISCAL
YEARS 1986-90 ON THE BASIS OF THE INTERMEDIATE SETS OF ASSUMPTIONS

[tn millions]
Income Disbursements
Payments
Income from the Transfers
from taxa- general fund Adminis-  to Railroad Interfund Net Fund at
Net contri- tion of of the Net Benefit trative Retirement  bomrowing increase end of
Fiscal year! Total butions? benefits Treasury® interest* Total payments®  expenses program  transfers® in fund period
Past experience:

1940 .. $592 $560 — — ¢ $42 $28 $16 $12 - - $564 $1,745
1,434 1,310 —_— - 124 267 240 27 _ — 1,167 6,613
2,367 2,106 - $4 257 784 727 57 — —_ 1,583 12,893
5,525 5,087 - —_ 438 4,427 4,333 103 -$10 -— 1,098 21,141
10,360 9,843 — -— 517 11,073 10,270 202 600 — -713 20,829
16,443 15,857 — - 586 15,962 15,226 300 436 — 482 20,180
31,746 29,955 — 442 1,350 27,321 26,268 474 579 — 4,425 32,816
58,757 56,017 —_ 447 2,292 56,676 54,847 848 982 - 2,081 ,948
2,327 59,555 — 425 2,347 64,295 62,148 935 1,212 — -1,968 37,980
16,186 16,106 — — 80 17,111 16,877 234 — — -925 37,055
1,796 68,895 — 614 2,287 73,479 71,278 993 1,208 - -1,683 35,372
76,811 74,047 —_ 613 2,152 81,205 78,531 1,086 1,589 —_ -4,394 30,978
86,893 84,358 - 615 1,920 90,128 87,609 1,072 1,448 —_ -3,235 27,743
100,051 97,608 — 557 1,886 103,228 100,626 1,160 1,442 — -3177 24,566
121,572 119,016 — 540 2,016 122,304 119,421 1,298 1,585 - -732 23,834
126,629 124,246 - 675 1,708 137,928 134,661 1,474 1,793 — -11,299 12,535

148,434 136,127 — 6,096 6,210 151,827 148,025 1,661 2,251 $17.519 14,125 X
160,729 156,563 $2,132 125 1,919 159,820 155,831 1,685 2,404 —_ 909 27,570
179,881 175,305 3,151 105 1,321 169,210 165,310 1,589 2,310 -4,364 6,308 33,877
195,229 186,897 3,385 2,293 2,654 179,263 174,910 1,728 2,626 -13,155 2811 36,689
207,471 199,863 3,902 69 3,636 189,804 185,250 1,795 2,760 - 17,666 54,355
235,220 225,444 4,514 55 5,208 202,175 197,410 1,91 2,855 - 33,045 87,400
256,474 243,423 5,208 44 7,799 214,786 209,876 2,036 2,874 — 41,688 129,088
279,530 262,575 5,997 35 10,923 227,718 222,603 2,162 2,954 — 51,812 180,900
194,723 186,394 3,385 2,293 2,650 179,263 174,910 1,728 2,626 -13,155 2,305 36,182
1987 .. 205,743 198,197 3913 69 3,564 190,341 185,784 1,795 2,762 - 15,402 51,584
1988 .. 231,614 222,047 4,543 55 4,969 203,483 198,698 1,912 2,873 _ 28,131 79,715
1989 .. 253,765 241,119 5,272 44 7,329 217,412 212,435 2,062 2916 — 36,352 116,068
1990 .. 279,414 262,708 6,162 36 10,509 233,887 228,652 2,211 3,023 — 45,528 181,595

See following page for footnotes.

0s



'Under the Congressional Budget Act of 1974 (Public Law 93-344), fiscal years 1977 and
later consist of the 12 months ending on September 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 ended on June 30, 1976, to fiscal year 1977, which began on October 1, 1976.

*Beginning in 1983, includes government contributions on deemed wage credits for military
service in 1957 and later. The amount shown for 1983 includes, in addition to the annual
contributions on 1983 wage credits, a net amount of $5,388 million representing (1) retroactive
contributions on deemed wage credits for military service in 1957-82, less (2) all reimbursements
received prior to 1983 for the costs of such credits. An adj to these i
$466 million was transferred to the trust fund from the general fund of the Treasury in 1984.

*Includes payments (1) in 1947-52 and in 1967 and later, for costs of noncontributory wage
credits for military service performed before 1957; (2) in 1972-83, for costs of deemed wage
crediis for military service performed after 1956; and (3) in 1969 and later, for costs of benefits
to certain uninsured persons who attained age 72 before 1968. The amount shown for 1978 also
includes $2,724,000 as a single reimbursement for the estimated total costs of granting
noncontributory wage credits to individuals who were interned during World War 11 at places
within the United States operated by the Federal Government for the internment of persons of
Japanese ancestry.

*Net interest includes net profits or losses on marketable investments. Beginning in 1967,
administrative expenses are charged currently to the trust fund on an estimated basis, with a

final adj including i , made in the following fiscal year. The amounts of these
interest adj! are included in net i For years prior to 1967, a description of the
method of accounting for administrative exp is ined in the 1970 Annual Report.
Beginning in 1983, these figures reflect payments from a borrowing trust fund to a lending trust
fund for interest on amounts owed under the interfund borrowing provisions. Also, beginning
in 1983, interest paid from the trust fund to the general fund on advance tax transfers is
reflected. The amount shown for 1983 includes $6,677 million in interest on (1) retroactive
government contributions on deemed wage credits for military service in 1957-82, and (2)
unnegotiated benefit checks issued before 1983. The amount shown for 1984 includes an interest
adjustment of $1,732 million on government contributions on deemed wage credits for military
service in 1957-83. The amounts shown for 1985 and 1986 include interest adjustments of $76.5
million and $11.5 million, respectively, on unnegotiated checks issued before April 1985.

*Beginning in 1967, includes payments for vocational rehabilitation services furnished to
disabled persons receiving benefits because of their disabilities. Beginning in 1983, are
reduced by amount of reimbursement for unnegotiated benefit checks. The amount shown for
1983 is reduced by $288 million for all unnegotiated checks issued before 1983; reductions in
subsequent years are relatively small.

“Positive figure represents amounts lent to the OASI Trust Fund from the DI and HI Trust

Funds. Negative figures represent amounts repaid from the OASI Trust Fund to the DI and HI
Trust Funds. .
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TABLE 21.—OPERATIONS OF THE OASI TRUST FUND DURING SELECTED CALENDAR YEARS 1940-85 AND ESTIMATED FUTURE OPERATIONS DURING

CALENDAR YEARS 1986-90 ON THE BASIS OF THE INTERMEDIATE SETS OF ASSUMPTIONS

{In millions)
Disbursements
Payments
from the
general fund Adminis- Fund at
Net contri- of the Net Benefit trative Retirement end of
Total butions! Treasury* interest® Total payments*  expenses C

$368 $325 - $43 $682 $35 $26 — $2,031
1,420 1,285 —_ “134 304 274 30 —_ 7121
2,928 2,667 $4 257 1,022 961 81 - 13,721

8,167 5,713 - 454 5,079 4,968 119 — 21,
11,382 10,866 - 516 11,198 10,677 203 - 20,324
18,610 16,017 — 593 17,501 16,737 328 — 18,235
32,220 30,256 449 1,515 29,648 28,798 47 - 32,454
59,605 56,816 425 2,364 60,395 58,517 896 - 36,987
66,276 63,362 614 2,301 67,876 65,705 959 - 35,388
72,412 69,572 613 2,227 75,309 73,121 981 - 32,491
78,094 75,471 615 2,008 3 80,361 1,115 — 27,520
90,274 87,919 557 1,797 93,133 90,573 1,113 - 24,660
105,841 103,456 540 1,845 107,678 105,083 1,154 - 22,823
126,361 122,627 675 ,060 126,695 123,803 1,307 21,490
126,198 123,673 680 6845 142,119 138,806 1,619 22,088
138,337 5,541 6,706 152,999 149,215 1,634 — 19,672
169,328 164,121 $2, 105 2,267 161,883 157,847 1,632 — 27,117
184,239 176,9! 3 2,203 1,871 171,150 167,248 1,592 -4,364 35,842
196,881 190,215 160 2,998 181,836 177,468 1,742 37,732
211,862 203,465 55 4,311 192,399 187,818 1,822 57,196
241,410 230,318 44 6,374 205,394 200,599 1,940 — 93,212
262,407 247,672 a5 9,313 217,806 212,967 2,065 -— 137,713
267,175 267,788 544 12,638 231,115 225,969 2,192 — 193,773
196,118 189,474 160 2,974 181,836 177,468 1,742 X 36,967
209,589 201,323 55 4,164 193,113 188,528 1,822 - 53,443
237,528 226,770 44 6,005 206,897 202,078 1,947 - 84,075
260,162 245,837 36 8,829 220,894 215,883 2,096 — 123,342
287,926 268,097 1,109 12,320 238,330 233,060 2,248 — 172,939

See following page for footnotes.
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‘Beginning in 1983, includes government contributions on deemed wage credits for military
service in 1957 and later The amount shown for 1983 includes, in addition to the annual
contributions on 1983 wage credits, a net amount of $5,388 million representing (1) retroactive
contributions on deemed w‘i e credits for military service ln 1957-82, less (2) all ren'nburuments
received prior to 1983 for the costs of such credits. An ad to these

method of for inistrative is ¢ d in the 1970 Annual Report.
Beginning in 1983, these ﬁgures reflect paymems from a borrowing trust fund to a lending trust
fund for interest on amounts owed under the interfund borrowing provisions. Also, beginning
in 1983, u:nlt_;rest paid from the trust fund to the general fund on advance tax transfers is

$466 million was transferred to the trust fund from the general fund of the Treasury in 1984.

*Includes payments (1) in 1947-51 and in 1966 and later, for costs of noncontributory wage
credits for military service performed before 1957; (2) in 1971-82, for costs of deemed wage
credits for military service performed after 1956; and (3) in 1968 and later, for costs of benefits
to certain uninsured persons who attained age 72 before 1968. The amount shown for 1977 also
includes $2,724,000 as a single reimbursement for the estimated total costs of granting
noncontributory wage credits to individuals who were interned during World War 11 at places
within the United States operated by the Federal Government for the internment of persons of
Japanese ancestry.

*Net interest includes net E:ﬁts or losses on marketable investments. Beginning in 1967,
admininntive expenses are Cl ged currently to the trust fund on an estimated basis, with a
final made in the following fiscal year. The amounts of these
interest ldjustments arc included in net interest. For years prior to 1967, a description of the

refl e shown for 1983 includes $6,677 million in interest on (1) retroactive
government contributions on deemed wage credits for military service in 1957-82, and (2)
unnegotiated benefit checks issued before 1983. The amount shown for 1984 includes an interest
ndju.mnent of $1,732 million on government contributions on deemed wage credits for military
service in 1957-83. The amount shown for 1985 includes an interest adj of $88 million
on unnegoua!ed checks lssued before April 1985.

ing in 1966, includes payments for vocational rehablllmuon services furnished to
disabied persons receiving benefits because of their disabilities. Bx in 1983, are
reduced by amount of reimbursement for unnegotiated benefit checks. The amount shown for
1983 is reduced by $288 million for all unnegotiated checks issued before 1983; reductions in
subseguent years are relatively small.

$Positive figure represents amounts lent to the OASI Trust Fund from the DI and HI Trust

Funds. Negative figures represent amounts repaid from the OASI Trust Fund to the DI and HI
Trust Funds.
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TABLE 22.—OPERATIONS OF THE DI TRUST FUND DURING SELECTED FISCAL YEARS 1960-85 AND ESTIMATED FUTURE OPERATIONS DURING FISCAL
YEARS 1986-90 ON THE BASIS OF THE INTERMEDIATE SETS OF ASSUMPTIONS

[In millions]
Income Disbursements
Payments
tncome from the Transfers
from taxa- general fund Adminis-  to Railroad Interfund Net Fund at
Net contni- tion of of the Net Benefit trative Retirement  borrowing increase end of
Fiscal year! Total butions? benefits Treasury® interest* Total payments®  expenses program  transfers® in fund period
Past experience:
- $1,034 $987 — - $47 $533 $528 $32 -$27 - $501 $2,167
1,237 1,175 — — 62 1,495 1,392 79 24 — -257 2,007
4,380 4,141 — $16 223 2,954 2,795 149 10 — 1,426 5,104
7,920 7,356 — 52 512 7,982 7,701 253 29 — -62 8,191
8,355 7,797 - 90 468 9,606 9,314 266 26 — -1,251 6,939
2,172 2,159 — — 13 2,653 2,582 71 — — -481 6,459
9,374 8,900 — 103 372 11,590 11,212 378 () — -2,215 4,243
12,784 12,404 — 128 251 12,655 12,298 327 30 — 129 4,372
15,196 14,750 — 142 305 13,944 13,507 407 30 — 1,252 5,624
17,376 16,805 — 118 453 15,320 14,998 334 -12 — 2,056 7,680
12,993 12,589 — 130 273 17,280 16,846 405 29 — -4,288 3,392
21,398 20,866 — 168 363 18,035 17,437 572 26 — 3,363 6,755
21,846 19,036 — 1,295 1,515 18,231 17,544 659 28 -$5,081 -1,466 5,290
17,732 16,394 $143 — 1,195 18,379 17,772 585 22 — 7 4,643
17,984 16,876 217 — 891 19,294 18,648 603 43 2,540 1,230 5,873
19,947 17,971 230 1,017 729 20,299 19,495 745 59 2,541 2,189 8,062
20,149 19,208 261 — 680 20,914 20,067 797 50 — -766 7,296
22,557 21,629 298 — 630 21,786 20,909 829 49 — 77 8,067
24,368 23,325 343 — 700 22,831 21,910 879 42 - 1,537 9,604
28,571 27,324 394 - 853 23,920 22,938 937 45 - 4,652 14,255
986 19,901 17,925 230 1,017 729 20,299 19,496 745 59 2,541 2,142 8,015
1987 19,983 19,049 261 — 673 20,968 20,121 797 50 — -985 7,030
1988 22,199 21,303 300 — 596 21,904 21,026 829 50 — 295 7,325
1989 24,082 23,105 346 — 631 23,062 22,128 889 45 - 1,021 8,345
1990 28,510 27,343 403 — 763 24,468 23,463 957 48 — 4,042 12,387

See following page for footnotes.
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‘Under the Congressional Budget Act of 1974 (Public Law 93-344), fiscal years 1977 and
later consist of the 12 months ending on September 30 of each year. The aci further provides
that the calendar quarter July-September 1976 is a period of transition from fiscal year 1976,
which ended on June 30, 1976, to fiscal year 1977, which began on October 1, 1976.

2Beginning in 1983, includes government contributions on deemed wage credits for military
service in 1957 and later. The amount shown for 1983 includes, in addition to the annual
contributions on 1983 wage credits, a net amount of $402 mithon representing (1) retroactive
contributions on deemed wage credits for military service in 1957-82, less (2) all reimbursements
received prior to 1983 for the costs of such credits. An adjustment to these amounts totaling
$62 million was transferred to the trust fund from the general fund of the Treasury in 1984.

*Includes payments (1) in 1967 and later, for costs of noncontributory wage credits for
military service performed before 1957; and (2) in 1972-83, for costs of deemed wage credits for
military service performed after 1956. The amount shown for 1978 also includes $3,000 as a
single reimbursement for the estimated total costs of granting noncontributory wage credits to
individuals who were interned during World War II at places within the United States operated
by the Federal Government for the internment of persons of Japanese ancestry.

“Net interest includes net profits or losses on marketable investments. Beginning in 1967,
administrative expenses are charged currently to the trust fund on an estimated basis, with a
final adjustment, including interest, made in the following fiscal year. The amounts of these
interest adjustments are included in net interest. For years prior to 1967, a description of the

method of accounting for administrative expenses is contained in the 1970 Annual Report.
Beginning in 1983, these figures reflect payments from a borrowing trust fund to a lending trust
fund for interest on amounts owed under the interfund borrowing provisions. Also, beginning
in 1983, interest paid from the trust fund to the general fund on advance tax transfers is
reflected. The amount shown for 1983 inciudes $660 million in interest on (1) retroactive
government contributions on deemed wage credits for military service in 1957-82, and 2)
unnegotiated benefit checks issued before 1983. The amount shown for 1984 includes an interest
adjustment of $169 million on government contributions on deemed wage credits for military
service in 1957-83. The amount shown for 1985 includes an interest adjustment of $14.8 million
on unnegotiated checks issued before April 1985.

*Beginning in 1967, includes payments for vocational rehabilitation services furnished to
disabled persons receiving benefits because of their disabilities. Beginning in 1983, amounts are
reduced by amount of reimbursement for unnegotiated benefit checks. The amount shown for
1983 is reduced by $48 million for all unnegotiated checks issued before 1983; reductions in
subsequent years are relatively small.

*Negative figure represents amounts lent by the DI Trust Fund to the OASI Trust Fund.
Positive figures represent repayment of these amounts.

"Less than $500,000 was transferred from the Railroad Retirement program to the DI Trust
Fund.
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TABLE 23.—OPERATIONS OF THE DI TRUST FUND DURING SELECTED CALENDAR YEARS 1960-85 AND ESTIMATED FUTURE OPERATIONS DURING
CALENDAR YEARS 1986-80 ON THE BASIS OF THE INTERMEDIATE SETS OF ASSUMPTIONS

(In millions)
N Income Disbursements
Payments
Income from the Transfers
from taxa- general fund Adminis-  to Railroad Intertund Net Fund at
Net contri- tion of of the Net Benefit trative Retirement  borrowing increase end of
Calendar year Total butions! benefits Treasury* interest® Totai payments*  expenses program  transferst in fund period
Past experience:
1960 ... $1,063 $1,010 - - $53 $600 $568 $36 -85 - $464 $2,289
1965 1,247 1,188 - — 59 1,687 1,573 90 24 — -440 608
4,774 4,481 - $16 277 3,259 3,085 164 10 —_ 1,514 5,614
8,035 7,444 —_ 90 502 8,790 8,505 256 29 - -754 7,354
8,757 8,233 — 103 422 10,366 10,055 285 26 - -1,609 5,745
9,570 9,138 — 128 304 11,945 11,547 399 [y)] - -2,375 3,370
13,810 13,413 - 142 256 12,954 12,599 325 30 —_ 856 4,226
15,590 15,114 _— 118 358 14,186 13,786 an 30 - 1,404 5,630
13,871 13,255 — 130 485 15,872 15,515 368 -12 - -2,001 3,629
17,078 16,738 — 168 172 17,658 17,192 436 29 _— -580 3,049
22,715 21,995 - 1 546 17,892 17,376 590 26 -$5,081 -358 2,691
20,682 17,991 — 1121 1,569 18,177 17,524 625 28 —_ 2,505 5,195
17,309 15,945 $190 — 1,174 18,546 17,898 626 22 —_ -1,237 3,959
19,301 17,191 222 1,017 871 19,478 18,827 608 43 2,540 2,363 6,321
19,251 18,247 239 — 765 20,590 19,760 7 59 2,541 1,202 7.523
20,469 19,556 268 -— 645 21,038 20,183 805 50 - -56 6,954
23,038 22,076 309 -— 653 22,057 21,168 641 49 - 981 7,935
24,849 23,735 355 —_ 759 23,102 22,168 892 42 —_ 1,746 9,681
1990 .. 30,049 28,514 408 : 17 1,010 24,204 23,208 951 45 - 5,845 15,526
Alternative II-B:
1986 19,180 18,179 239 —_ 763 20,589 198,760 m 59 2,541 1,132 7.453
1987 .. 20,245 19,349 269 - 627 21,108 20,253 804 50 — -863 6,590
1988 .. 22,649 21,737 310 - 601 22,191 21,299 842 50 —_ 458 7,048
1989 .. 24,591 23,559 359 — 674 23,362 22,413 904 45 - 1,230 8,278
1990 .. 30,053 28,549 418 161 924 24,844 23,822 973 48 — 5,209 13,486

9¢

See following page for footnotes.



'Beginning in 1983, includes government contributions on deemed wage credits for military
service in 1957 and later. The amount shown for 1983 includes, in addition to the annual
contributions on 1983 wage credits, a net amount of $402 million representing (1) retroactive
contributions on deemed wage credits for military service in 1957-82, less (2) all reimbursements
received prior to 1983 for the costs of such credits. An adjustment to these amounts totaling
$62 million was transferred to the trust fund from the general fund of the Treasury in 1984.

?Includes payments (1) in 1966 and later, for costs of noncontributory wage credits for
military service performed before 1957; and (2) in 1971-82, for costs of deemed wage credits for
military service performed after 1956. The amount shown for 1977 also includes $3,000 as a
single reimbursement for the estimated total costs of granting noncontributory wage credits to
individuals who were interned during World War 11 at places within the United States operated
by the Federal Government for the internment of persons of Japanese ancestry.

*Net interest includes net profits or losses on marketable investments. Beginning in 1967,
administrative expenses are charged currently to the trust fund on an estimated basis, with a
final adjustment, including interest, made in the following fiscal year. The amounts of these
interest adjustments are included in net interest. For years prior to 1967, a description of the
method of accounting for administrative expenses is contained in the 1970 Annual Report.
Beginning in 1983, these figures reflect payments from a borrowing trust fund to a lending trust

fund for interest on amounts owed under the interfund borrowing provisions. Also, beginning
in 1983, interest paid from the trust fund to the general fund on advance tax transfers is
reflected. The amount shown for 1983 includes $660 million in interest on (1) retroactive
government contributions on deemed wage credits for military service in 1957-82, and (2)
unnegotiated benefit checks issued before 1983. The amount shown for 1984 includes an interest
adjustment of $169 million on government contributions on deemed wage credits for military
service in 1957-83. The amount shown for 1985 includes an interest adjustment of $14.8 million
on unnegotiated checks issued before April 1985.

‘Beginning in 1966, includes payments for vocational rehabilitation services furnished to
disabled persons receiving benefits because of their disabijlities. Beginning in 1983, amounts are
reduced by amount of reimbursement for unnegotiated benefit checks. The amount shown for
1983 is reduced by $48 million for all unnegotiated checks issued before 1983; reductions in
subsequent years are relatively small.

*Negative figure represents amounts lent by the DI Trust Fund to the OASI Trust Fund.
Positive figures represent repayment of these amounts.

“Less than $500,000 was transferred from the Railroad Retirement program to the DI Trust
Fund.
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TABLE 24.—OPERATIONS OF THE OASI AND DI TRUST FUNDS, COMBINED, DURING SELECTED FISCAL YEARS 1960-85 AND ESTIMATED FUTURE
OPERATIONS DURING FISCAL YEARS 1986-90 ON THE BASIS OF THE INTERMEDIATE SETS OF ASSUMPTIONS

[in miltions]
Income Disbursements
Payments
income from the Transfers
from taxa- general fund Adminis-  to Railroad Interfund Net Funds at
Net contri- tion of of the Net Benefit trative Retirement  borrowing increase end of
Fiscal year' Total butions? benefits Treasury® interest* Total payments®  expenses program  transfers* in funds period
Past experience:
1960 .. $11,394 $10,830 - - $564 $11,606 $10,798 $234 $574 — -$212 $22,996
17,681 17,032 — — 648 17,456 16,618 379 459 - 224 22,187
36,127 34,096 — $458 1,572 30,275 29,063 623 589 - 5,851 37,720
66,677 63,374 - 499 2,804 64,658 62,547 1,101 1,010 —_ 2,018 48,138
70,682 67,352 - 515 2815 73,901 71,462 1,200 1,239 - -3,219 44,919
18,359 18,265 —_ — 94 19,764 19,460 304 — - -1,405 43,514
81,170 77,794 - 77 2,659 85,068 82,490 1,370 1,208 - -3,808 39,615
89,595 86,451 -—_ 741 2,403 93,861 90,829 1,413 1,618 -— -4,265 35,350
102,089 99,108 —_ 757 2,225 104,072 101,116 1,479 1,477 — -1,983 33,367
117,427 114,413 — 675 2,339 118,548 115,624 1,494 1,430 — -1,121 32,246
134,565 131,606 - 670 2,289 139,584 136,267 1,703 1,614 —_ -5,019 27,226
148,027 145113 —_ 843 2,072 155,963 152,097 2,046 1,82 — -7,936 19,290
170,280 155,163 — 7.391 7.725 170,058 165,569 2,210 2,279 $12,437 12,660 31,950
178,461 172,946 $2,275 3,115 178,199 173,603 2171 2,426 — 262 32,212
197,865 192,181 3,368 105 2,212 188,504 183,959 2,192 2,353 -1,824 7,538 39,750
215,176 204,868 3,615 3,310 3,383 199,562 194,405 2,473 2,685 -10,613 5,000 44,750
227,619 219,071 4,163 69 4,316 210,719 205,317 2,592 2,810 — 16,901 61,651
257,778 247,073 4,812 55 5,838 223,962 218,318 2,740 2,903 - 33,816 95,467
280,842 266,748 5,551 44 8,499 237,617 231,786 2,915 2,916 - 43,225 138,692
308,101 289,899 6,391 35 11,776 251,638 245,541 3,098 2,999 — 56,463 195,155
214,623 204,319 3,615 3,310 3,379 199,563 194,405 2,473 2,685 -10,613 4,447 44,197
225,727 217,246 4,175 69 4,237 211,309 205,905 2,592 2,813 —_ 14,417 58,614
253,813 243,350 4,843 55 5,565 225,387 219,724 2,741 2,923 — 28,426 87,040
277,847 264,224 5619 44 7,960 240,474 234,563 2,950 2,960 —_ 37,373 124,413
1990 307,924 290,051 6,565 36 11,273 258,354 252,114 3,168 3,072 — 49,569 173,983

8¢

See following page for footnotes.



*Under the Congressional Budget Act of 1974 (Public Law 93-344), fiscal years 1977 and
later consist of the 12 months ending on September 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 ended on June 30, 1976, to fiscal year 1977, which began on October 1, 1976.

*Beginning in 1983, includes government contributions on deemed wage credits for military
service in 1957 and later. The amount shown for 1983 includes, in addition to the annual
contributions on 1983 wage credits, a net amount of $5,790 million representing (1) retroactive
contributions on deemed wage credits for military service in 1957-82, less (2) all reimbursements
received prior to 1983 for the costs of such credits. An adjustment to these amounts totaling
$528 million was transferred to the trust funds from the general fund of the Treasury in 1984.

*Includes payments (1) in 1947-52 and in 1967 and later, for costs of noncontributory wage
credits for military service performed before 1957; (2) in 1972-83, for costs of deemed wage
credits for military service performed after 1956; and (3) in 1969 and later, for costs of benefits
to certain uninsured persons who attained age 72 before 1968. The amount shown for 1978 also
includes $2,727,000 as a single reimbursement for the estimated total costs of granting
noncontributory wage credits to individuals who were interned during World War II at places
within the United States operated by the Federal Government for the internment of persons of
Japanese ancestry.

“Net interest includes net profits or losses on marketable investments. Beginning in 1967,
administrative expenses are charged currently to the trust funds on an estimated basis, with a

final adjustment, including interest, made in the following fiscal year. The amounts of these
interest adjustments are included in net interest. For years prior to 1967, a description of the
method of accounting for administrative expenses is contained in the 1970 Annual Report.
Beginning in 1983, these figures reflect payments from a borrowing trust fund to a lending trust
fund for interest on amounts owed under the interfund borrowing provisions. Also, beginning
in 1983, interest paid from the trust funds to the general fund of the Treasury on advance tax
transfers is reflected. The amount shown for 1983 includes $7,337 million in interest on [4))
retroactive government contributions on deemed wage credits for military service in 1957-82,
and (2) unnegotiated benefit checks issued before 1983, The amount shown for 1984 includes an
interest adjustment of $1,901 million on government contributions on deemed wage credits for
military service in 1957-83. The amounts shown for 1985 and 1986 include interest adjustments

of $91.3 million and $11.5 million, respectively, on unnegotiated checks issued before April
1985.

*Beginning in 1967, includes payments for vocational rehabilitation services furnished to
disabled persons receiving benefits because of their disabilities. Beginning in 1983, amounts are
reduced by amount of reimbursement for unnegotiated benefit checks. The amount shown for
1983 is reduced by $336 million for all unnegotiated checks issued before 1983; reductions in
subsequent years are relatively small.

®Positive figure represents amounts lent to the OASI Trust Fund from the HI Trust Fund.
Negative figures represent amounts repaid from the OASI Trust Fund to the HI Trust Fund.
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TABLE 25.—OPERATIONS OF THE OASI AND DI TRUST FUNDS, COMBINED, DURING SELECTED CALENDAR YEARS 1960-85 AND ESTIMATED FUTURE
OPERATIONS DURING CALENDAR YEARS 1986-90 ON THE BASIS OF THE INTERMEDIATE SETS OF ASSUMPTIONS

[In millions])
Income Disbursements
Payments
Income from the Transfers

from taxa- general fund : Adminis-  to Railroad Interfund Net Funds at

Net contri- tion of of the Net Benefit trative Retirement  borrowing increase end of

Calendar year Total butions?® benefits Treasury? interest? Total payments* expenses program transfers® in funds period

Past experience:

1960 .... $12,445 $11,876 —_ —_ $569 $11,798 $11,245 $240 $314 —_— $647 $22,613
17,857 17,205 —_ —_ 651 19,187 18,311 418 459 — -1,331 19,841
36,993 34,737 — $465 1,791 33,108 31,884 635 589 - 3,886 38,068
67,640 64,259 -— 515 2,866 69,184 67,022 1,152 1,010 —_ -1,544 44,342
75,034 71,595 — 77 2,722 78,242 75,759 1,244 1,239 —_ -3,209 41,133
81,982 78,710 — 741 2,531 87,264 84,667 1,379 1,208 _— -5,272 35,861
91,903 88,883 — 757 2,264 96,018 92,960 1,440 1618 — —4,115 31,746

105,864 103,034 —_ 675 2,155 107,320 104,359 1,483 1,477 - -1,456 30,201
119,712 116,711 — 670 2,330 123,550 120,598 1,522 1,430 - -3,838 26,453
142,438 139,364 - 843 2,231 144,352 140,895 1,743 1,614 — -1,914 24,539
147,913 145,667 — 854 1,391 160,111 156,182 2,109 1,820 $12,437 239 24,778
171,266 156,328 —-— 6,662 8,276 171,177 166,739 2,159 2,279 - 89 24,867
186,637 180,066 $3,025 105 3,441 180,429 175,746 2,258 2,426 —_— 6,208 31,075
203,540 194,149 3,429 3,220 2,742 190,628 186,075 2,200 2,353 -1,824 11,088 42,163
216,131 208,462 3,746 160 3,764 202,426 197,228 2,513 2,685 -10,613 3,092 45,256
232,331 223,021 4,300 55 4,955 213,437 208,001 2,626 2,810 - 18,894 64,150
264,448 252,394 4,983 44 7,028 227,451 221,767 2,780 2,903 - 36,997 101,147
287,255 271,407 5,741 35 10,072 241,008 235,135 2,957 2,916 — 46,247 147,394
317,224 296,302 6,613 661 13,649 255,319 249,177 3,143 2,999 — 61,905 209,300
215,296 207,653 3,746 160 3,737 202,426 197,228 2,513 2,685 -10,613 2,257 44,420
229,833 220,672 4,317 55 4,791 214,220 208,781 2,826 2,813 - 15,613 60,033
260,177 248,507 5,019 44 6,607 229,088 223,376 2,789 2,923 — 31,089 91,122
284,753 269,396 5,819 36 9,502 244,256 238,295 3,000 2,960 — 40,497 131,619
317,979 296,646 6,818 1,270 13,245 263,174 256,883 3,219 3,072 — 54,805 186,425

See following page for footnotes.



‘Beginning in 1983, includes government contributions on deemed wage credits for military
service in 1957 and later. The amount shown for 1983 includes, in addition to the annual
contributions on 1983 wage credits, a net amount of $5,790 million representing (1) retroactive
contributions on deemed wage credits for military service in 1957-82, less (2) all reimbursements
received prior to 1983 for the costs of such credits. An adjustment to these amounts totaling
$528 million was transferred to the trust funds from the general fund of the Treasury in 1984.

*Includes payments (1) in 1947-51 and in 1966 and later, for costs of noncontributory wage
credits for military service performed before 1957, (2) in 1971-82, for costs of deemed wage
credits for military service performed after 1956; and (3) in 1968 and later, for costs of benefits
to certain uninsured persons who attained age 72 before 1968. The amount shown for 1977 also
includes $2,727,000 as a single reimbursement for the estimated total costs of granting
noncontributory wage credits 1o individuals who were interned during World War II at places

within the United States operated by the Federal Government for the internment of persons of
Japanese ancestry.

Net interest includes net profits or losses on marketable investments. Beginning in 1967,
administrative expenses are charged currently to the trust funds on an estimated basis, with a
final adjustment, including interest, made in the following fiscal year. The amounts of these
interest adjustments are included in net interest. For years prior to 1967, a description of the

method of accounting for administrative exp is contained in the 1970 Annual Report.
Beginning in 1983, these figures reflect payments from a borrowing trust fund to a lending trust
fund for interest on amounts owed under the interfund borrowing provisions. Also, beginning
in 1983, interest paid from the trust funds to the general fund of the Treasury on advance tax
transfers is reflected. The amount shown for 1983 includes $7,337 million in interest on (1)
retroactive government contributions on deemed wage credits for military service in 1957.82,
and (2) unnegotiated benefit checks issued before 1983. The amount shown for 1984 includes an
interest adjustment of $1,901 million on government contributions on deemed wage credits for
military service in 1957-83. The amount shown for 1985 includes an interest adjustment of
$102.8 million on unnegotiated checks issued before April 1985,

“Beginning in 1966, includes payments for vocational rehabilitation services furnished to
disabled persons receiving benefits because of their disabilities. Beginning in 1983, amounts are
reduced by amount of reimbursement for unnegotiated benefit checks. The amount shown for

1983 is reduced by $336 million for all unnegotiated checks issued before 1983; reductions in
subsequent years are relatively small.

*Positive figure represents amounts lent to the OASI Trust Fund from the HI Trust Fund.
Negative figures represent amounts repaid from the OASI Trust Fund to the HI Trust Fund.

19
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D. ACTUARIAL ANALYSIS OF BENEFIT DISBURSEMENTS FROM THE FEDERAL OLD-
AGE AND SURVIVORS INSURANCE TRUST FUND WITH RESPECT TO DISABLED
BENEFICIARIES
(Required by section 201(c) of the Social Security Act)

Effective January 1957, monthly benefits have been payable from the
OASI Trust Fund to disabled children aged 18 and over of retired and
deceased workers in those cases for which the disability began before
age 18. The age before which disability is required to have begun was
subsequently changed to age 22. Effective February 1968, reduced
monthly benefits have been payable from this trust fund to disabled
widows and widowers at ages 50 and above.

On December 31, 1985, about 594,000 persons were receiving monthly
benefits from the OASI Trust Fund because of their disabilities or the
disabilities of children. This total includes 54,000 mothers and fathers
(wives or husbands under age 65 of retired-worker beneficiaries and
widows or widowers of deceased insured workers) who met all other
qualifying requirements and were receiving unreduced benefits solely
because they had disabled-child beneficiaries (or disabled children aged
16 or 17) in their care. Benefits paid from this trust fund to the persons
described above totaled $2,043 million in calendar year 1985. Table 26
shows these and similar figures for selected calendar years during 1960-
85, and estimated experience for 1986-90.

TABLE 26.—BENEFITS PAYABLE FROM THE OAS! TRUST FUND WITH RESPECT TO DISABLED
BENEFICIARIES, SELECTED CALENDAR YEARS 1960-90
{Beneficiaries in thousands; benefit payments in millions]

Disabled beneficiaries, end of year Amount of benefit payments*
Widows- Widows-
Calendar year Total Children? widowers Total Children*  widowers?
Past experience:
1960 117 117 —_ $59 $59 -
1965. 214 214 — 134 134 —
1970. 316 281 36 3 260 $41
1975. 435 376 59 664 560 104
1980. 519 460 59 1,223 1,097 126
1981. 527 473 54 1,421 1,296 125
1982. 533 484 49 1,566 1,451 115
1983. 550 504 46 1,691 1,581 110
1984. 574 528 47 1,882 1,707 175
1985. 594 547 47 2,043 1,860 183
Alternative
1986. 608 563 45 2,188 2,004 184
1987. 623 579 44 2,334 2,150 184
1988. 638 596 42 2,519 2,333 186
1989. 653 613 40 2,707 2,517 190
1990..... 667 629 38 2,895 2,702 193
Alternative |-B:
1966. 608 563 45 2,188 2,004 184
1987. 623 579 44 2,342 2,158 184
1988. 638 596 42 2,538 2,350 188
1989. 653 613 40 2,744 2,552 192
1990.... 667 629 38 2,986 2,786 200

'Beginning in 1966, includes payments for vocational rehabilitation services.
3Also includes certain mothers and fathers (see text).

*In 1983 and prior years, reflects the offsetting effect of lower benefits payable to disabled widows and widowers who
continue to receive benefits after attaining 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.

Total benefit payments from the OASI Trust Fund with respect to
disabled beneficiaries are estimated to increase from $2,188 million in
calendar year 1986 to $2,895 million in calendar year 1990, based on
alternative II-A, and to $2,986 million in calendar year 1990, based on
alternative II-B.
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In calendar year 1985, benefit payments (including expenditures for
vocational rehabilitation services) with respect to disabled persons from
the OASI Trust Fund and from the DI Trust Fund (including payments
from the latter fund to all children and spouses of disabled-worker
beneficiaries) totaled $20,879 million, of which $2,043 million, or 9.8
percent, represented payments from the OASI Trust Fund. These and
similar figures for selected calendar years during 1960-85 and estimates
for calendar years 1986-90 are presented in table 27.

TABLE 27.—BENEFIT PAYMENTS UNDER THE OASDI PROGRAM WITH RESPECT TO DISABLED
BENEFICIARIES, BY TRUST FUND, SELECTED CALENDAR YEARS 1960-90

[Amounts in millions)

Benefit payments! from—
OASI Trust Fund

As a percentage of
total benefit pay-
ments with respect

to disabled
Calendar year Total' DI Trust Fund* Amount® beneficiaries
Past experience:
1960 $627 $568 $59 9.4
1965 1,707 1,573 134 7.9
1970 3,386 3,085 301 8.9
1975 9,169 8,505 664 7.2
1976 10,803 10,055 748 6.9
1977 12,415 11,547 868 7.0
1978 13,549 12,599 950 7.0
1979 14,857 13,786 1,071 7.2
1980 16,738 15,515 1,223 7.3
1981 18,613 17,192 1,421 7.6
1982 18,942 17,376 1,566 83
1983 19,215 17,524 1,691 88
1984 19,782 17,900 1,882 8.5
1985 20,879 18,836 2,043 9.8
Alternative JI-A:
1986 21,952 19,764 2,188 10.0
1987 22,522 20,183 2,334 10.4
1988 23,692 21,173 2,519 10.6
1989 24,880 22,173 2,707 10.9
1990 26,107 23,212 2,895 1.1
Alternative 11-B:
1986 21,952 19,764 2,188 10.0
1987 22,600 20,258 2,342 10.4
1988 23,842 21,304 2,538 10.6
1989 25,162 22,418 2,744 10.9
1990 26,813 23,827 2,986 111

1Beginning in 1966, includes payments for vocational rehabilitation services.

*Benefit payments to disabled workers and their children and spouses.

3Benefit payments to disabled children aged 18 and over, to certain mothers and fathers (see text), and to disabled
widows and widowers (see footnote 3, table 26).

Next Page



E. ACTUARIAL STATUS OF THE TRUST FUNDS

Historically, the actuarial status of the OASDI program has been
measured by the actuarial balance, as described earlier in this section.
Recent annual reports have shown both medium-range and long-range
actuarial balances, which have been computed, respectively, for the 25-
year and 75-year periods beginning with the calendar year of issuance of
the report. Accordingly, the medium-range and long-range actuarial
balances shown in this report pertain to the periods 1986-2010 and 1986-
2060, respectively. Also presented are actuarial balances for the second
and third 25-year subperiods of the 75-year projection period.

As described earlier in this section, a single measure of the actuarial
balance over a long period may not reveal problems which could occur
during that period. Therefore, in addition to the medium-range and long-
range actuarial balances, two other indicators of the financial condition
of the trust funds are shown in this report. One is the series of annual
balances (that is, the year-by-year differences between the estimated
income rates and cost rates), and the other is the series of estimated
contingency fund ratios, as defined in the introduction to this section.

The estimates are sensitive to changes in the underlying economic and
demographic assumptions. The degree of sensitivity, however, varies
considerably among the various assumptions. For example, variations in
assumed fertility rates have little effect on the estimates for the early
years, because almost all of the projected covered workers and benefi-
ciaries were born prior to the start of the projection period. Variations in
economic factors, however, such as increases in wages and prices, have
significant effects on the estimates in the short term, as well as the long
term. In general, the degree of confidence that can be placed in the
assumptions and estimates is greater for the earlier years than for the
later years. Nonetheless, even for the earlier years, the estimates are only
an indication of the trend and general range of future program experi-
ence. Appendix B contains a more detailed discussion of the effects on
the estimates of varying certain economic and demographic assumptions.

Table 28 presents a comparison of the estimated income and cost rates
by trust fund and alternative. A few of the most significant figures
shown in this table are the 75-year average income rates, average cost
rates, and actuarial balances of the OASDI program, as well as the
corresponding figures for the three 25-year subperiods, as estimated
under the intermediate alternatives, II-A and I1-B.

Under alternative II-A, the long-range 75-year actuarial balance of the
OASDI program is a surplus of 0.28 percent of taxable payroll,
consisting of a surplus of 2.53 percent of payroll for the first 25-year
subperiod, followed by deficits of 0.12 and 1.58 percent of payroll for
the second and third subperiods, respectively. The 75-year actuarial
balance results from estimated average annual income and cost rates of
12.92 and 12.64 percent of taxable payroll, respectively. Under alterna-
tive II-A, the long-range average income rate is about 102.2 percent of
the average cost rate.

Under alternative II-B, the 75-year actuarial balance of the OASDI
program is a deficit of 0.44 percent of taxable payroll, consisting of a
surplus of 2.12 percent of payroll for the first 25-year subperiod,
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followed by deficits of 0.89 and 2.56 percent of payroll for the second
and third subperiods, respectively. The 75-year actuarial balance results
from estimated average annual income and cost rates of 12.96 and 13.40
percent of taxable payroll, respectively. Under alternative I1-B, the long-
range average income rate is about 96.7 percent of the average cost rate.
Thus, under each of the intermediate alternatives, the OASDI pro-
gram, as a whole, is in close actuarial balance, as defined in the
introduction to this section, although imbalances exist in the subperiods.

TABLE 28.—COMPARISON OF ESTIMATED INCOME RATES AND COST RATES BY TRUST FUND
AND ALTERNATIVE, CALENDAR YEARS 1986-2060
[As a percentage of taxable payroll]

- OASI o]] Total
Income Cost income Cost Income Cost
Calendar year rate rate Balance rate rate Balance rate rate Balance
Alternative |:
1966 .. 10.59 9.89 0.70 1.01 1.10 -0.08 11.60 10.99 0.62
10.60 9.54 1.06 1.01 1.02 -0 11.61 10.57 1.05
11.28 9.61 1.67 1.07 1.00 .07 12.35 10.62 1.74
11.29 9.48 1.81 1.07 .97 11 12.37 10.45 1.92
11.44 9.25 219 1.22 .92 .29 12.66 1017 2.49
11.47 9.32 2.16 1.22 .92 .30 12.69 10.23 245
11.49 9.13 2.36 1.22 .89 .32 t2.71 10.03 2.68
11.52 9.19 233 1.22 .90 32 12.74 10.08 265
11.54 9.03 2.51 1.22 .88 34 12.76 9.91 2.84
11.57 9.10 2.47 1.22 .89 33 1279 9.99 2.80
11.30 8.03 3.27 1.45 .92 .53 12.75 8.95 3.80
11.27 7.38 3.89 1.46 1.02 44 1273 8.41 4.32
11.29 7.59 3.71 1.47 1.16 .30 12.76 8.75 4.01
11.34 8.46 288 1.47 1.24 .23 12.81 9.70 31
11.40 9.61 1.79 1.47 1.28 .20 12.88 10.89 1.98
11.45 10.47 .98 1.48 1.33 a5 12.93 11.80 1.13
11.48 10.85 64 1.48 1.28 19 12.96 1213 .83
11.49 10.73 .76 1.48 1.22 .26 12.97 11.95 1.02
11.49 10.28 1.21 1.48 1.20 .28 12.96 11.48 1.49
11.48 9.88 1.60 1.48 1.22 .26 12.96 11.10 1.86
11.47 9.66 1.80 1.48 1.23 .26 12.95 10.89 2.06
11.46 9.56 19 1.48 1.22 .27 12.94 10.77 217
11.46 9.46 2.00 1.48 1.20 .28 12.94 10.66 2.28
11.32 8.44 2.89 1.30 .98 32 12.62 9.41 31
11.42 9.79 1.63 1.48 1.27 21 12.89 11.06 1.84
11.47 9.86 1.61 1.48 1.21 27 12.95 11.08 1.88
75-year average:
1986-2060........ 11.41 9.36 204 1.42 1.15 .26 1282 10.52 2.31
Alternative II-A:

986 ... 10.59 9.93 .67 1.04 112 -1 11.60 11.05 .55
1987 10.61 9.79 .82 1.01 1.07 -.06 11.62 10.86 76
1988 11.28 9.77 1.51 1.07 1.05 .03 12.36 10.82 1.54
1989 11.30 9.69 1.61 1.08 1.03 .05 12.38 10.72 1.66
1990 11.48 9.67 1.81 1.22 1.01 21 12.70 10.68 2.02
1991 11.48 9.60 188 1.22 1.00 22 12.70 10.60 2.10
1992 11.50 9.57 1.94 1.22 .99 .23 12.72 10.56 2.16
1993 11.53 9.55 1.98 1.22 .99 .23 12.75 10.55 2.21
1994 11.56 9.54 2.01 1.22 1.00 .23 12.78 10.54 2.24
1995 11.59 9.53 2.06 123 1.00 22 12.81 10.54 228
2000 11.33 8.66 2.67 1.46 1.09 37 12.79 9.75 3.03
2005 11.30 8.13 3.17 1.47 1.26 21 12.77 9.39 3.38
2010 11.33 8.44 2.89 1.48 1.48 .00 12.80 9.92 2.89
2015 11.38 9.50 1.88 1.49 1.62 -13 12.87 112 1.75
2020 11.46 10.96 .50 1.49 1.69 ~-.20 12.95 12.66 30
2025 11.53 12.20 -.67 1.50 1.79 -.29 13.03 13.99 -.96
2030 11.58 12.99 -1.40 1.50 1.76 -.26 13.08 14.75 -1.66
2035 11.61 13.22 -1.61 1.50 1.70 -.20 13.11 14.92 -1.81
2040 11.62 13.05 -1.42 1.50 1.69 -19 13.12 1473 -1.61
2045 11.63 12.87 -1.24 1.51 1.75 -.24 13.14 14.61 -1.48
2050 11.63 12.88 -1.25 1.51 1.78 -27 13.14 14.66 -1.62
2055 11.64 12.98 -1.34 1.51 1.76 -.26 13.14 14.74 -1.60
2060 .... . 11.64 13.01 -1.37 1.51 1.74 -.24 13.14 14.75 -1.60
25-year averages:

1986-2010....... 11.35 8.98 237 1.30 1.14 17 12.65 10.12 253

2011-2035....... 11.49 11.40 09 1.49 1.70 =21 12.99 13.10 -12

2036-2060....... 11.63 1297 -1.34 1.51 1.74 -.24 13.13 14.71 -1.58
75-year average

1966- 11.49 11.12 37 1.43 1.63 -.09 12.92 12.64 28
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TABLE 28.—COMPARISON OF ESTIMATED INCOME RATES AND COST RATES BY TRUST FUND
AND ALTERNATIVE, CALENDAR YEARS 1986-2060 (Cont.)

[As a percentage of taxable payrol]

OASI DI Total
Cost Income Cost Income Cost
rate Balance rate rate Balance rate rate Balance
9.98 0.61 1.01 113 -0.12 11.61 1.1 0.50
9.93 .68 1.01 1.09 -.07 11.62 11.02 .60
9.99 1.29 1.07 1.07 .00 12.36 11.07 1.30
9.89 1.42 1.08 1.05 .03 12.38 10.94 1.45
9.96 1.55 1.22 1.04 19 12.74 11.00 1.74
9.94 1.55 1.22 1.03 19 12.71 10.96 1.75
9.90 1.61 1.22 1.02 .20 1273 1092 1.82
9.88 1.66 1.22 1.01 21 12.76 10.89 1.87
9.88 1.69 1.22 1.02 21 12.79 10.90 1.89
9.90 171 1.23 1.03 .20 12.83 10.92 1.91
9.13 222 1.46 1.12 .33 12.81 10.25 2.55
8.64 2.68 1.47 1.31 16 12.79 9.95 284
8.96 2.38 1.48 1.55 -.07 12.83 10.51 2.32
10.08 33 1.49 1.69 -.20 12.90 11.77 1.13
11.62 .14 1.50 1.77 -.28 1298 13.40 -41
12.96 -1.40 1.50 1.88 -.37 13.07 14.84 -1.77
13.85 -2.23 1.50 1.84 -.34 13.13 15.70 -2.57
14.15 -2.50 1.50 1.78 -.28 13.16 15.93 -2.78
14.00 -2.34 1.51 1.77 -.26 13.17 15.77 -2.60
13.82 -2.14 1.51 1.83 -32 13.19 15.65 ~-2.46
13.83 -2.15 1.51 1.86 -35 13.19 15.69 -2.50
13.92 -2.24 1.51 1.85 -34 13.19 15.77 -2.57
13.95 -2.27 1.51 1.82 -.31 13.19 15.77 -2.58
9.37 1.99 1.30 117 13 12.67 10.54 212
12.13 -61 1.50 1.78 -.28 13.02 1391 -89
13.92 -2.24 1.51 1.82 -31 13.18 15.74 -2.56
11.81 -.29 1.44 1.59 -.15 12.96 13.40 -.44
9.99 60 1.01 1.15 -.14 11.61 11.14 46
10.08 53 1.01 1.13 -12 11.63 .21 4
10.54 .76 1.08 117 -.09 12.38 11.71 67
10.38 .93 1.08 1.14 -07 12.39 11.53 .87
10.79 77 1.23 1.18 .05 12.78 11.97 82
10.80 72 1.22 117 .05 12.74 11.97 77
10.77 77 1.22 117 .06 12.77 11.94 .83
10.76 K:)| 1.23 1.17 .06 12.80 11.92 .87
10.76 .84 1.23 117 .05 12.83 11.93 .90
10.78 .86 1.23 119 .05 12.87 11.96 91
10.21 1.18 1.46 1.35 N 12.86 11.56 1.29
9.79 1.58 1.48 1.63 -15 12.85 11.42 1.43
10.25 1.15 1.50 1.99 -.49 12.90 12.23 .67
11.67 -.20 1.51 2.23 -72 12.99 13.90 -91
13.77 -2.19 1.52 2.38 -.86 13.10 16.15 -3.05
15.86 -4.17 1.53 2.58 -1.05 13.23 18.44 -5.22
17.69 -5.89 1.54 2.60 -1.06 13.34 20.29 -6.95
18.96 -7.08 1.54 2.57 ~-1.03 13.42 2154 -8.11
19.73 -7.79 1.55 2.62 -1.07 13.49 22.35 -8.86
20.46 ~-8.45 1.56 2.78 -1.22 13.57 23.23 -9.67
21.45 -9.39 1.56 287 -1.31 13.62 24.32 -10.70
22.50 -10.38 1.56 2.86 -1.30 13.67 25.36 -11.68
23.26 1111 1.56 282 -1.26 13.71 26.08 -12.37
25-year averages:

1986-2010....... 11.40 10.30 1.10 1.3 1.39 -.08 12.71 11.70 1.01
11.65 14.89 -3.25 1.53 2.43 -91 13.17 17.33 -4.15
12.03 2114 -9.10 1.56 2.77 -1.22 13.59 23.91 -10.32

75-year average:

1986-2060....... 11.69 15.44 -3.75 1.46 2.20 -73 13.16 17.64 -4.49

Note: Totals do not necessarily equal the sums of rounded components.

Also significant are the long-range actuarial balances of the separate
OASI and DI programs, as estimated under the intermediate alternatives.
The long-range actuarial balances of the OASI program under alterna-
tives II-A and II-B are a surplus of 0.37 percent of taxable payroll and a
deficit of 0.29 percent, respectively. The surplus under alternative II-A
results from long-range average income and cost rates of 11.49 and 11.12
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percent of taxable payroll, respectively; the deficit under alternative II-B
results from corresponding income and cost rates of 11.52 and 11.81
percent, respectively. Because the long-range average income rates are
about 103.3 and 97.6 percent, of the corresponding cost rates under
alternatives II-A and II-B, respectively, the OASI program is in close
actuarial balance under each of these alternatives, although imbalances
exist in the subperiods.

As in the case of the OASDI program as a whole, the long-range
actuarial balance for the OASI program consists of surpluses during the
early years, followed by deficits in the later years. Under alternative
II-A, the actuarial balances for the three subperiods are 2.37, 0.09, and
~1.34 percent of payroll, respectively. Under alternative II-B, the pattern
is 1.99, -0.61, and -2.24 percent.

The long-range actuarial balances of the DI program under alterna-
tives II-A and II-B are deficits of 0.09 percent and of 0.15 percent of
taxable payroll, respectively. Under alternative II-A, this deficit results
from long-range average income and cost rates of 1.43 and 1.53 percent
of taxable payroll, respectively; under alternative II-B, it results from
corresponding income and cost rates of 1.44 and 1.59 percent, respec-
tively. Because the long-range average income rates are less than 95
percent of the corresponding cost rates—94.0 and 90.3 percent under
alternatives II-A and II-B, respectively—the DI program is not in close
actuarial balance under either alternative. The DI program could be
brought into close actuarial balance by a small reallocation of the tax
rate from the OASI program to the DI program, in such a way that the
OASI program would remain in close actuarial balance.

Under alternative II-A, the long-range actuarial balance of the DI
program consists of an average surplus of 0.17 percent of payroll for the
first 25-year subperiod, followed by average deficits of 0.21 and 0.24
percent for the second and third subperiods, respectively. Under alterna-
tive II-B, the pattern is similar, with the actuarial balances for the three
25-year subperiods being 0.13, ~0.28, and -0.31 percent of payroll.

Table 28 also illustrates the spread of the long-range actuarial balances
among the four alternatives. For the OASI program, long-range actuari-
al surpluses are estimated based on alternatives I and II-A, and deficits
are estimated based on alternatives II-B and III. For the DI program, a
surplus is estimated based on alternative I, and deficits are estimated
based on the other three alternatives. The combined OASDI long-range
actuarial balance varies from a surplus of 2.31 percent of taxable payroll
based on alternative I, to a deficit of 4.49 percent based on alternative
IIL

In addition, table 28 shows the ranges of the actuarial balances for the
25-year subperiods. For example, for the OASI program, actuarial
surpluses are estimated for the first 25-year subperiod on the basis of all
four alternatives. For the DI program, surpluses are estimated for the
first subperiod on the basis of all alternatives except alternative III. The
combined OASDI actuarial surplus for the first subperiod varies from
3.21 percent of taxable payroll based on alternative I, to 1.01 percent
based on alternative II1.



68

Table 28 also shows the OASDI annual balances. On the basis of
alternative II-A, OASDI annual surpluses are estimated until about 2020,
after which annual deficits are estimated. These deficits are estimatzd to
increase steadily to a peak around 2035, when the magnitude is 1.81
percent of taxable payroll; thereafter they decrease somewhat to about
1.6 percent by the end of the long-range projection period. On the basis
of alternative II-B, OASDI annual surpluses are estimated until about
2015, after which annual deficits are estimated. These estimated deficits
increase more rapidly than those based on alternative II-A and also peak
around 2035, when the magnitude is 2.78 percent of taxable payroll.
Although the annual deficits thereafter are significantly larger than those
based on alternative II-A, they follow a similar pattern, decreasing by
approximately 0.2 percent of taxable payroll to about 2.6 percent by the
end of the long-range projection period.

The OASDI cost rates based on alternatives I and III differ by about
15 percentage points at the end of the long-range period, although the
difference is only about 3.5 percentage points at the end of the medium-
range period. The long-range average cost rate for the OASDI program
varies from 10.52 percent on the basis of alternative I, to 17.64 percent
on the basis of alternative III, while the medium-range average cost rate
varies much less—from 9.41 to 11.70 percent.

Figure 2 shows in graphical form the patterns of the OASDI annual
income and cost rates. In figure 2, the income rates for alternative II-B
represent those for all of the alternatives in order to simplify the
graphical presentation. Such representation is satisfactory because, as
shown in table 29, the variation in the income rates by alternative is very
small. The OASDI long-range average income rates for alternatives I
and III differ by only 0.33 percent of taxable payroll. At the end of the
long-range projection period, the annual income rates for alternatives I
and III differ by only 0.77 percent of taxable payroll. The income rates
in figure 2 and table 29 show two distinct increases in 1988 and 1990,
when the payroll-tax rate is scheduled to rise under present law.
Thereafter, only small fluctuations are noticeable, as the rate of income
from taxation of benefits varies slightly, by alternative, with changes in
the cost rate.

The patterns of the annual balances are indicated in figure 2. For each
alternative, the magnitude of each of the surpluses in the early years is
represented by the distance between the appropriate cost-rate curve and
the income-rate curve above it. The magnitude of each of the deficits in
subsequent years is represented by the distance between the appropriate
cost-rate curve and the income-rate curve below it.

The future OASDI cost rate will not necessarily be within the range
encompassed by alternatives I and III. Nonetheless, because alternatives
I and III define a reasonably wide range of economic and demographic
conditions, the resulting estimates delineate a reasonable range for future
program costs.
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FIGURE 2.—ESTIMATED OASDI INCOME RATES AND COST RATES BY
ALTERNATIVE, CALENDAR YEARS 1986-2060

[As a percentage of taxable payrofl]
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TABLE 29.—ESTIMATED {INCOME RATES BY TRUST FUND AND ALTERNATIVE, CALENDAR

YEARS 1986-2060

[As a percentage of taxable payroll)

OASI DI Total
Payroll Taxation Payroll Taxation Payroll Taxation
Calendar year tax of benefits  Total tax of benefits  Total tax of benefits Total
Alternative I
1986 . 10.40 0.19 10.59 1.00 0.01 1.01 11.40 020 11.60
10.40 .20 10.60 1.00 .01 1.01 11.40 21 11.61
11.06 22 1128 1.06 .01 1.07 1212 .23 1235
11.06 23 1129 1.06 .01 1.07 12.12 .25 1237
11.20 24 1144 1.20 .02 1.22 12.40 .26 12.66
11.20 27 11.47 1.20 .02 1.22 12.40 .29 12.69
11.20 29 11.49 1.20 .02 t.22 12.40 31 1271
11.20 32 11.52 1.20 .02 1.22 12.40 34 1274
11.20 34 1154 1.20 .02 1.22 12.40 .36 1276
11.20 37 11.57 1.20 .02 1.22 12.40 39 1279
10.98 .32 11.30 1.42 .03 1.45 12.40 35 1275
10.98 29 11.27 1.42 .04 1.46 12.40 .33 1273
10.98 31 11.29 1.42 .05 1.47 12.40 .36 12.76
10.98 36 11.34 1.42 .05 147 12.40 41 1281
10.98 42 1140 1.42 .05 147 12.40 .48 12.88
10.98 47 1145 1.42 .06 148 12.40 .53 12.93
10.98 .50 11.48 1.42 .06 1.48 12.40 56 12.96
10.98 51 11.49 1.42 .06 1.48 12.40 57 1297
10.98 51 11.49 1.42 .06 1.48 12.40 56 1296
10.98 50 11.48 1.42 .06 1.48 12.40 .56 1296
10.98 49  11.47 142 .06 1.48 12.40 .55 1295
10.98 48 11.46 1.42 .06 1.48 12.40 54 1294
10.98 48 11.46 142 .06 1.48 1240 .54 1294
25-yeat ges:
1986-2010....... 11.03 30 11.32 1.27 .03 1.30 12.30 32 1262
2011-2035.. 10.98 44 1142 1.42 .06 1.48 12.40 49 1289
2036-2060....... 10.98 .49  11.47 1.42 .06 1.48 12.40 55 1295
75-year average
1986-2060....... 11.00 41 1141 1.37 .05 1.42 12.37 46 1282
Alternative II-A:
1986 . 10.40 .19 1059 1.00 .01 1.01 11.40 .20 11.60
1987 . 10.40 .21 10.61 1.00 .01 1.01 11.40 .22 1182
1988 . 11.06 22 11.28 1.06 01 1.07 12.12 .24 1236
1989 . 11.06 24 1130 1.06 .02 1.08 1212 .26 12.38
11.20 .28 1148 1.20 .02 1.22 12.40 30 1270
11.20 28 1148 1.20 .02 1.22 12.40 .30 1270
11.20 .30 11.50 1.20 .02 1.22 12.40 32 1272
11.20 33 1153 1.20 .02 1.22 12.40 .35 1275
11.20 .36 11.56 1.20 .02 1.22 12.40 .38 1278
11.20 39 11.59 1.20 .03 1.23 12.40 41 1281
10.98 .35 1133 1.42 .04 1.46 12.40 39 1279
10.98 32 11.30 1.42 .05 1.47 12.40 37 1277
10.98 35 11.33 1.42 .06 1.48 12.40 .40 12.80
10.98 .40 11.38 1.42 .07 1.49 12.40 .47  12.87
10.98 .48 11.46 1.42 .07 1.49 12.40 .55 12.95
10.98 55 1153 1.42 .08 1.50 12.40 .63 13.03
10.98 .60 11.58 142 .08 1.50 12.40 .68 13.08
10.98 63 11.61 1.42 .08 1.50 12.40 71 1311
10.98 64 1162 1.42 .08 1.50 12.40 .72 13.12
10.98 65 11.63 1.42 .09 1.51 12.40 .74 1314
10.98 .65 11.63 1.42 .09 151 12.40 74 13.14
10.98 .66 11.64 1.42 .09 1.51 12.40 .74 1314
10.98 .66 11.64 1.42 .09 1.51 12.40 .74 1314
25-yea ges:
1986-2010.. 11.03 32 1135 1.27 .03 1.30 12.30 35 1265
2011-2035.. 10.98 51 11.49 1.42 .07 1.49 12.40 59 1299
2036-2060....... 10.98 65 11.63 1.42 .09 1.51 12.40 .73 13.13
75-year aver%ge:
1986-2060....... 11.00 49 11.49 1.37 .06 1.43 12.37 .56  12.92
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TABLE 29.—ESTIMATED INCOME RATES BY TRUST FUND AND ALTERNATIVE, CALENDAR
YEARS 1986-2060 (Cont.)
[As a percentage of taxable payroli]

OASI DI Total
Payroit Taxation Payroll Taxation Payroll Taxation
Calendar year tax of benefits Total tax of benefits Total tax of benefits Total
Alternative II-B:
1986 10.40 0.19 10.59 1.00 0.01 1.01 11.40 0.21 11.61
10.40 21 10.61 1.00 .01 1.01 11.40 22 11.62
11.06 23 1.29 1.06 .01 1.07 12.12 .24 12.36
11.06 24 1130 1.06 .02 1.08 1212 26 12.38
11.20 31 1151 1.20 .02 1.22 12.40 34 1274
11.20 29 1149 1.20 .02 1.22 12.40 31 1271
11.20 31 1151 1.20 .02 1.22 12.40 33 1273
11.20 34 1154 1.20 .02 1.22 12.40 36 1276
11.20 37 11.57 1.20 .02 1.22 12.40 39 1279
11.20 .40 1160 1.20 .03 1.23 12.40 .43 1283
10.98 37 11.35 1.42 04 1.46 12.40 41 1281
10.98 34 11.32 1.42 05 1.47 12.40 38 1279
10.98 37 1135 1.42 06 1.48 12.40 43 12.83
10.98 43 11.41 1.42 07 1.49 12.40 50 12.90
10.98 51 11.49 1.42 08 1.50 12.40 58 1298
10.98 58 11.56 1.42 08 1.50 12.40 67 13.07
10.98 64 11.62 1.42 08 1.50 12.40 73 13.13
10.98 68 11.66 1.42 08 1.50 12.40 76 13.16
10.98 69 11.67 1.42 09 1.51 12.40 77 1347
10.98 70 11.68 1.42 09 1.51 12.40 79 13.19
10.98 70 11.68 1.42 09 1.51 12.40 79 13.19
10.98 70 11.68 1.42 09 1.51 12.40 79 13.19
2060 .... - 10.98 70 11.68 1.42 09 1.51 12.40 79 1318
25-year averages:
1986-2010....... 11.03 33 11.36 1.27 03 1.30 12.30 37 1267
2011-2035.. 10.98 54 11.52 1.42 08 1.50 12.40 62 13.02
2036-2060.. 10.98 70 11.68 1.42 09 1.51 12.40 78 13.18
75-year av;;%e
1986- o 11.00 52 11.52 1.37 07 1.44 12.37 59 12.96
Alternative IIl:
1986 ... 10.40 19 1059 1.00 01 1.01 11.40 21 11.61
10.40 21 1061 1.00 .01 1.01 11.40 23 1163
11.06 24 11.30 1.06 .02 1.08 12.12 26 12.38
11.06 26 11.32 1.06 .02 1.08 1212 27 12.39
11.20 36 11.56 1.20 .03 1.23 12.40 38 1278
11.20 32 11.52 1.20 .02 1.22 12.40 34 1274
11.20 34 1154 1.20 .02 1.22 12.40 37 1277
11.20 37 1157 1.20 .03 1.23 12.40 40 1280
11.20 40 11.60 1.20 .03 1.23 12.40 43 1283
11.20 44 1164 1.20 .03 1.23 12.40 47 1287
10.98 41 1139 1.42 04 1.46 12.40 .46 12.86
10.98 39 1137 1.42 06 1.48 12.40 45 1285
10.98 42 11.40 1.42 08 1.50 12.40 .50 12.90
10.98 49 11.47 1.42 09 1.51 12.40 59 12.99
10.98 .60 11.58 1.42 10 1.52 12.40 .70 13.10
10.98 71 1169 1.42 1" 1.53 12.40 .83 13.23
10.98 .82 11.80 1.42 12 1.54 12.40 94 1334
10.98 90 11.88 1.42 12 1.54 12.40 1.02 1342
10.98 .97 11.95 1.42 13 1.55 12.40 1.09 1349
10.98 1.03 12.01 1.42 14 1.56 1240 117 13.57
10.68 1.08 12.06 1.42 .14 1.56 12.40 1.22 13.62
10.98 113 1211 1.42 14 1.56 12.40 1.27 1367
10.98 117 1215 1.42 14 1.56 12.40 131 1371
11.03 37 1140 1.27 .04 1.31 12.30 41 1271
10.98 67 11.65 1.42 A1 1.53 12.40 .77 1317
10.98 105 1203 1.42 14 1.56 12.40 1.1 13.59
11.00 .70 11.69 1.37 .09 1.46 12.37 .79 13.16

Note: Totals do not necessarily equal the sums of rounded components.

The primary reason that the estimated OASDI cost rate increases
rapidly after 2005 is that the number of beneficiaries is projected to
increase more rapidly than the number of covered workers. This occurs
because the relatively large number of persons born during the period of
high fertility rates from the end of World War II through the mid-1960s
will reach retirement age, and begin to receive benefits, while the
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relatively small number of persons born during the subsequent period of
low fertility rates will comprise the labor force. A comparison of the
numbers of covered workers and beneficiaries is shown in table 30.

TABLE 30.—COMPARISON OF OASDI COVERED WORKERS AND BENEFICIARIES
BY ALTERNATIVE, CALENDAR YEARS 1945-2060

Covered Beneficiaries

Covered Beneficiaries? (in thousands) workersger per 100
workers! (in OASDI covered
Calendar year thousands) OASI DI Total  beneficiary workers
Past experience:

1945... 46,390 1,106 — 1,106 41.9 2
48,280 2,930 — 2,930 16.5 6
65,200 7,563 — 7,563 6.6 12
72,530 13,740 522 14,262 5.1 20
80,680 18,509 1,648 20,157 4.0 25
93,090 22,618 2,568 25,186 3.7 27

100,200 26,998 4,125 31,123 3.2 31
3113,000 30,385 4,734 35,119 3.2 331
3121,600 32,776 3,874 36,650 3.3 330

124,290 33,380 3,940 37,320 3.3 30

133,060 35,628 3,850 39,478 3.4 30

140,190 38,106 3,953 42,059 33 30

148,990 38,5686 4,625 43,211 3.4 29

156,100 39,766 5,297 45,083 35 29

160,640 42,665 6,086 48,751 33 30

163,340 48,014 6,575 54,589 3.0 33

165,160 54,828 6,838 61,666 2.7 37

167,330 61,346 7,216 68,562 24 41

171,000 66,201 7,192 73,393 23 43

175,780 68,734 7,100 75,834 2.3 43

180,880 66,964 7.184 76,148 24 42

186,090 68,944 7,523 76,467 24 41

191,770 69,596 7,818 77.414 25 40

198,050 70,904 8,041 78,945 25 40

204,780 72,468 8,240 80,708 25 39

124,130 33,390 3,956 37,346 33 30

132,340 35,742 4,047 39,789 3.3 30

139,030 38,469 4,342 42,611 3.2 3

145,670 39,276 5113 44,389 3.3 30

150,810 40,773 6,071 46,844 3.2 31

153,940 43,880 7,162 51,042 3.0 33

154,770 49,479 7.825 57,304 2.7 37

154,250 56,587 8,160 64,747 24 42

153,530 63,376 8,597 71,973 2.1 47

153,760 68,643 8,520 77,163 20 50

154,720 71,620 8,343 79,963 19 52

155,610 72,213 8,355 80,568 19 52

156,180 72,375 8,657 81,032 1.9 52

156,810 73,050 8,851 81,901 1.9 52

157,760 74,014 8,888 82,902 19 53

158,970 74,809 8,878 83,687 19 53

123,810 33,389 3,956 37,345 3.3 30

130,550 35,740 4,043 39,783 3.3 30

137,880 38,457 4,337 42,794 3.2 31

143,500 39,262 5,105 44,367 3.2 31

148,000 40,752 6,062 46,814 3.2 32

151,040 43,850 7.146 50,996 3.0 34

151,820 49,441 7.803 57,244 2.7 38

151,280 56,539 8,131 64,670 23 43

150,520 63,317 8,561 71,878 21 48

150,700 68,575 8,483 77,058 20 51

151,630 71,542 8,304 79,846 19 53

152,510 72,124 8,315 80,439 1.9 53

153,090 72,280 8,615 80,895 19 53

153,700 72,945 8,807 81,752 1.9 53

154,610 73,902 8,844 82,746 1.9 54

155,790 74,691 8,834 83,525 1.9 54
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TABLE 30.—COMPARISON OF OASDI COVERED WORKERS AND BENEFICIARIES
BY ALTERNATIVE, CALENDAR YEARS 1945-2060 (Cont.)

Covered Beneficiaries

Covered Beneficiaries* (in thousands) workers per 100
workers* (in OASDI covered
thousands) OASI Di Total  beneficiary workers

123,700 33,398 3,976 37,374 3.3 30

127,250 35,845 4,242 40,087 3.2 32

135,510 38,702 4,726 43,518 3.1 32

139,170 39,801 5,653 45,544 31 33

142,010 41,682 6.927 48, 29 34

143,500 45,110 8,338 53,448 27 37

142,170 51,168 9,176 60,344 2.4 42

138,960 58,876 9,568 68,442 20 49

134,870 66,358 10,039 76,395 1.8 57

131,140 72,571 9,870 82,441 16 63

127,840 78,616 9,553 86,169 1.5 67

124,230 78,238 9,435 87,673 1.4 71

120,010 79,234 9,824 68,858 14 74

115,630 60,534 9,592 90,126 1.3 78

111,520 81,578 9,256 90,834 1.2 81

107,840 81,751 8,852 90,603 1.2 84

'Workers who pay OASDI taxes at some time during the year.
sBeneficiaries with monthly benefits in current-payment status as of June 30.
*Preliminary.

Note: The bers of beneficiaries do not include certain uni ed persons, most of whom both attained age 72 before
1968 and have fewer than 3 quarters of coverage, in which cases the costs are reimbursed by the general fund of the
Treasury. The ber of such uni ed p was 35,289 as of June 30, 1985, and is estimated to be less than 500 by
the turn of the century. Totals do not necessarily equal the sums of rounded components.

Table 30 shows that the number of covered workers per beneficiary,
which was about 3.3 in 1985, is estimated to decline in the future. Based
on alternative I, for which high fertility rates and small reductions in
death rates are assumed, the ratio declines to an ultimate level of about
2.5. Based on alternative III, for which low fertility rates and substantial
reductions in death rates are assumed, the decline is much greater,
reaching 1.2 workers per beneficiary. Based on alternatives II-A and
II-B, the ratio declines to 1.9 workers per beneficiary.

The impact of the demographic shifts under the four alternatives on
the OASDI cost rates is better understood by considering the projected
number of beneficiaries per 100 workers. As compared to the current
level of 30 beneficiaries per 100 covered workers, this ratio rises by the
end of the long-range period to a significantly higher level, which ranges
from 39 under alternative I to 84 under alternative III. The salience of
these numbers can be seen by comparing figure 2 to figure 3, which is a
graphical representation of the beneficiaries per 100 covered workers
shown in table 30. For each alternative, the shape of the curve in figure
3 is strikingly similar to that of the corresponding cost-rate curve in
figure 2, thereby emphasizing the extent to which the cost of the OASDI
program is determined by the age patterns of the population. Because,
conceptually, the cost rate consists of the product of the number of
beneficiaries and their average benefit, divided by the product of the
number of covered workers and their average earnings, it is reasonable
that the pattern of the annual cost rates is similar to that of the annual
ratios of beneficiaries to workers. A graphical presentation of covered
workers per beneficiary is shown in the “Summary.”
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FIGURE 3.—RATIOS OF ESTIMATED OASDI BENEFICIARIES PER 100
COVERED WORKERS BY ALTERNATIVE,
CALENDAR YEARS 1986-2060
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Table 31 shows, by alternative, the estimated contingency fund ratios
for the OASI, DI, and combined OASDI Trust Funds. The OASI and
DI ratios are estimated to be relatively low for the next several years,
before generally increasing to very high levels thereafter. Based on
alternatives
II-A and II-B, the OASI ratio peaks about 2015, when it is 735 and 582
percent, respectively, and the DI ratio peaks about 2005, when it is 319
and 269 percent, respectively. Thereafter, the OASI and DI ratios
decline steadily. Under alternative II-A, the DI Trust Fund becomes
exhausted in 2034; under alternative II-B, the OASI and DI funds
become exhausted in 2054 and 2026, respectively. Based on alternative I,
the ratios increase throughout the long-range projection period to
extremely high levels, around 1,500-1,600 percent for both the OASI and
DI programs. In contrast, under alternative III, both the OASI and the
DI Trust Funds are estimated to be exhausted within the long-range
projection period. Thus, because of the high costs estimated for the last
third of the long-range projection period under all but the most
optimistic assumptions, eventually income will need to be increased or

program costs will need to be reduced in order to prevent the OASI and
DI Trust Funds from becoming exhausted.

TABLE 31.—ESTIMATED CONTINGENCY FUND RATIOS BY TRUST FUND AND ALTERNATIVE,

CALENDAR YEARS 1986-2060
[in percent) .
Alternative | Alternative lI-A Alternative -8 Alternative I

OASI DI Total OASI DI Totai OASI Di  Total

(I

714 214 647 550 119 493 207 () 126
661 141 594 481 31 424 93 (1) 8
596 61 532 397 Q] 342 (0] () "
538 (4) 477 N (] 258 (") (] ()
497 (1) 432 233 (1 180 ) (] ()
462 () 392 159 (1) 103 (0] (1) ()
423 ) 348 85 Q] 26 (" M -0
377 ) 209 W] " () () () )
330 ® 248 ® 9] ) (Y] (9] (9]

estimated to

be exhausted

[T T— (6] @) (@) () 2034 (" 2054 2026 2051 2028 2006 2025

"The fund is estimated to be exhausted in the year shown in the last line of the table.
#The fund is not estimated to be exhausted within the projection period.

Note: See footnote 2 of table 13 for definition of contingency fund ratio. The OASDI ratios shown for years after a
given fund is estimated to be exhausted are theoretical and are shown for informational purposes only.

Table 32 itemizes the reasons for the changes in the long-range
actuarial balances, based on alternative II-B, between last year’s report
and this report. Also shown are the estimated effects associated with
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each reason for change.

TABLE 32.—CHANGE IN ACTUARIAL BALANCE ESTIMATED ON THE BASIS OF
ALTERNATIVE iI-B BY TRUST FUND AND REASON FOR CHANGE
[As a percentage of taxable payroll]

item OAS| DI Totat
Shown in last year's report:
A I yincomeerpn?ﬂ 11.51 1.43 12.94
A ge cost rate 11.85 1.49 13.35
Actt | balance -.35 -07 -41
Cha in actuarial balance due to changes in:
aluation period . -04 -.00 -.04
Economic ptions. -.09 -.01 -.10
DemoFraphic assumptions +.17 +.02 +.19
Disabilty assumptions..... . -.00 -.05 -.05
All other factors +.01 -.04 -03
Total change in actuarial balance +.06 -.09 -.03
Shown in this report:*
Actuariat bal -.29 -.15 -.44
A ge income rate. 11.52 1.44 12.96
Average cost rate 11.81 1.59 13.40

!Income rates, cost rates, and taxable payroll are calculated on the basis of alternative 1I-B as described in the 1985
report, for which the ultimate assumptions include annual increases of 5.5 percent in average earnings in covered
employment and 4.0 percent in the CPl, an annual unemployment rate of 6.0 percent, and a total fertility rate of 2.0
children per woman. The averages are computed for projection periods commencing with 1985.

*Income rates, cost rates, and taxable payroll are calculated on the basis of alternative II-B as described in a preceding
subsection of this report. The averages are computed for projection periods commencing with 1986.

Note: Totals do not necessarily equal the sums of rounded components.

In changing from the valuation period of last year’s report, which was
1985-2059, to the valuation period of this report, 1986-2060, 1985 is
replaced by 2060. For the OASI program, the estimated surplus for 1985
shown in last year’s report (0.49 percent of taxable payroll) is replaced
by a deficit for 2060 (2.15 percent), thereby decreasing the actuarial
balance. For the DI program, the estimated deficit for 1985 shown in last
year’s report (0.17 percent) is replaced by a deficit for 2060 (0.18
percent) which is so similar in magnitude that the resulting decrease in
the actuarial balance is negligible. The net effect of these OASI and DI
changes is an OASDI actuarial balance that is lower.

Various economic assumptions were revised for this report. The most
significant change was that labor force participation rates are assumed to
be somewhat lower. Most of the change in assumed labor force
participation rates is for men, particularly at ages 25-40 and 60-70. The
decline in labor force participation rates for these age groups since the
1950s is assumed to continue for about 10 years, although more slowly,
before the rates generally stabilize. These changes in economic assump-
tions result in a net decrease in the long-range actuarial balance.

Various demographic assumptions were changed for this report. The
starting population was decreased slightly, to reflect updated estimates
by the Bureau of the Census. The updated estimates include the effects
of death rates which are higher than those previously estimated. With
respect to fertility, however, the rates for 1981-84, based on recent data,
are higher than those estimated a year ago; these higher estimated rates
are reflected in higher fertility rates for the first 25 years of the
projection period. The ultimate total fertility rate is the same as was
assumed last year. The estimated initial death rates at the older ages,
which reflect new and revised data for 1982 and 1983, are slightly
higher. Also, the ultimate rates of decrease in death rates are slightly
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higher than in last year’s report, in order to reflect the results of a more
comprehensive analysis of historical rates. The net effect of all the
changes in demographic assumptions is an increase in the long-range
actuarial balance.

Various modifications were made to the disability assumptions for this
report. The rate of decline in death rates for disabled individuals is
assumed to be greater throughout the projection period; in last year’s
report, the assumed death rates for the disabled in 2060 were approxi-
mately 21 percent less than those experienced in 1977-80, while in this
report, such death rates are approximately 30 percent less than those for
1977-80. The disability incidence rates, as compared to those for last
year’s report, are assumed to be higher at the younger ages and lower at
the older ages, to reflect recent experience; although the ultimate age-
adjusted incidence rate is the same as for last year’s report, the changes
by age result in higher program costs because more workers are
projected to become disabled-worker beneficiaries at the younger ages.
The net effect of these changes in disability assumptions is to decrease
the long-range actuarial balance.

Numerous changes were made in other items. These changes result in
an increase in the OASI long-range actuarial balance and decreases in
the DI and combined OASDI long-range actuarial balances.

The cost of the OASDI program has been discussed in this section in
relation to taxable payroll, which is a program-related concept that is
very useful in analyzing the financial status of the OASDI program. The
cost can also be discussed in relation to broader economic concepts, such
as the Gross National Product (GNP). A discussion of both the cost and
taxable payroll of the OASDI program in relation to GNP is presented
in Appendix F.
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VI. CONCLUSION

The actuarial estimates shown in this report indicate that the assets of
the OASI and DI Trust Funds will be sufficient to enable the timely
payment of OASDI benefits for many years into the future, on the basis
of all four sets of economic and demographic assumptions. The long-
range 75-year estimates indicate that the OASDI program, on an overall
basis, is in close actuarial balance, based on the two intermediate sets of
assumptions, although deficits appear in the second and third 25-year
subperiods.

The economy continued to grow in 1985. Trust fund assets also
grew—more rapidly than was estimated in the 1985 Annual Report,
based on any of the four sets of assumptions. As a result, current trust
fund levels are higher than had been expected, and the ability of the
OASDI program to withstand temporary economic downturns has
improved significantly. The estimates for each trust fund, separately,
indicate that both the OASI and the DI programs can operate satisfacto-
rily for many years, as shown by all four sets of estimates. During the
next several years, however, the DI contingency fund ratio could
decline to a relatively low level, as shown by the pessimistic alternative
III estimates.

The growth of the trust funds in 1985 was such that the entire $10.6
billion in interfund loans owed from the OASI Trust Fund to the HI
Trust Fund in January 1986 was repaid then. The complete repayment of
the loan owed to the HI fund therefore occurred a year sooner than was
expected, based on the estimates in the 1985 report. The $2.5 billion
owed from the OASI fund to the DI fund at the end of 1985 is scheduled
to be repaid in April 1986.

For the long-range 75-year projection period, the estimates based on
the intermediate alternative II-B assumptions indicate that the OASDI
program has an average annual deficit of 0.44 percent of taxable payroll.
This deficit represents about 3 percent of the average annual cost rate. In
other words, the long-range income rate represents about 97 percent of
the long-range cost rate. The program is defined to be in “close actuarial
balance” if the estimated average annual income rate is between 95 and
105 percent of the estimated average annual cost rate. The OASDI
program as a whole is therefore estimated to be in close actuarial balance
for 75 years, although deficits appear after the first three decades.

For OASI and DI, separately, the average long-range deficits, based
on alternative II-B, are 0.29 percent and 0.15 percent of taxable payroll,
respectively. The deficit for DI represents about 10 percent of the
average annual cost rate; thus, the DI program is not in close actuarial
balance. The DI program could be brought into close actuarial balance
by a small reallocation of the contribution rate from OASI to DI, in such
a way that the OASI program would remain in close actuarial balance.
While such a reallocation is not recommended at this time, the financial
condition of the DI program, in both the short range and the long range,
will need to be carefully monitored for the next several years.

The long-range estimates based on alternative II-B show a pattern of
recurring annual surpluses in the first three decades and recurring annual
deficits thereafter. These actuarial surpluses and deficits do not reflect



79

interest earnings, which result in trust fund growth continuing for about
15 years after the first actuarial deficits occur. The long-range actuarial
deficit of 0.44 percent of taxable payroll consists of an average annual
surplus of 2.12 percent of taxable payroll for the first 25-year subperiod,
and average annual deficits of 0.89 and 2.56 percent for the second and
third 25-year subperiods, respectively. Thus, in the absence of other
changes, the long-range actuarial balance will tend to decline slowly in
future annual reports, as the valuation period moves forward and near-
term years of surplus are replaced by distant years of deficit. The
actuarial deficits in the later years of the 75-year projection period are
caused primarily by the demographic trends, which will result in a lower
ratio of workers to beneficiaries in the future.

Next Page
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APPENDIX A.—ASSUMPTIONS AND METHODS UNDERLYING THE ACTUARIAL
ESTIMATES

This appendix describes the assumptions and methods which underlie
the actuarial estimates in this report. Unless specifically stated otherwise,
the assumptions and methods were used for each of the four alternatives
and for both the short-range and long-range periods. Some of the
economic and demographic assumptions which vary by alternative are
summarized in the section entitled “Actuarial Estimates.” Further details
about the assumptions, methods, and actuarial estimates are contained in
Actuarial Studies published by the Office of the Actuary, Social Security
Administration, and are available upon request. Estimates of the trust
fund operations during the long-range period expressed in dollar
amounts will be published by the Office of the Actuary, shortly after the
issuance of this report.

TOTAL POPULATION

Projections were made of the population in the Social Security
coverage area by age, sex, and marital status as of July 1 of each year
1985 through 2060. The projections started with the United States
population, including armed forces overseas, on July 1, 1984, as estima-
ted by the Bureau of the Census, based on the 1980 Census, and adjusted
for births, deaths, and net immigration during 1980-84. This population
estimate was adjusted for net census undercount and increased by the
estimated populations in the geographic areas covered by the OASDI
program but not included in the U.S. population. The population was
then projected using assumed rates of birth and death and assumed levels
of net immigration.

Historically, fertility rates in the U.S. have fluctuated widely. The
total fertility rate is defined to be the average number of children that
would be born to a woman in her lifetime if she were to experience the
birth rates by age observed in, or assumed for, the selected year, and if
she were to survive the entire childbearing period. The total fertility rate
decreased from 3.3 after World War I to 2.1 during the Great
Depression, rose to 3.7 in 1957, and then fell to 1.7 in 1976. Since then, it
has been about 1.8 children per woman.

These variations in fertility rates have resulted from changes in social
attitudes, economic conditions, and the use of birth-control methods.
Future fertility rates may exceed the present low level, because such a
low level has never been experienced in the U.S. for a long period, and
because such a level is well below that needed to maintain the size of the
population, in the absence of increased net immigration. The recent
historical and projected trends in certain population characteristics,
however, are consistent with a continued relatively low fertility rate.
These trends include the rising percentages of women who have never
married, of women who are divorced, and of young women who are in
the labor force. Based on consideration of these factors, ultimate total
fertility rates of 2.3, 2.0, and 1.6 children per woman were selected for
alternatives I, II-A and II-B, and III, respectively. For each alternative,
the total fertility rate is assumed to reach its ultimate level in 2010. These
ultimate values can be compared to those used by the Bureau of the
Census for its latest series of population projections. Those fertility rates
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range from 2.3 to 1.6, with an intermediate assumption of 1.9. The
ultimate assumption of the Bureau of the Census for the intermediate
total fertility rate is lower than that used for this report, but such
ultimate rate is not assumed to be reached until 2050. In fact, annual total
fertility rates for the intermediate assumption by the Bureau of the
Census are higher than those adopted for this report until well after
2000.! A rate of 2.1 would ultimately result in a nearly constant
population if net immigration were zero and if death rates were constant
at levels close to current U.S. experience.

Historically, death rates in the U.S. have steadily declined. The age-
sex-adjusted death rate—which is the crude rate that would occur in the
enumerated total population as of April 1, 1970, if that population were
to experience the death rates by age and sex for the selected year—
declined at an average rate of 1.3 percent per year between 1900 and
1984. These reductions in death rates have resulted from many factors,
including increased medical knowledge, increased availability of health-
care services, and improvements in personal health-care practices such as
diet and exercise. Based on consideration of the likelihood of continued
progress in these and other areas, three alternative sets of ultimate annual
percentage reductions in central death rates by sex and cause of death
were selected for 2010 and later. The intermediate set, which is used for
both alternatives II-A and II-B, is considered most likely to be realized.
The average annual percentage reductions used for alternative I are
smaller than those for alternatives II-A and II-B, while those used for
alternative III are greater. Between 1984 and 2010, these reductions in
central death rates for alternatives II-A and II-B are assumed to change
gradually from the average annual reductions by age, sex, and cause of
death observed between 1968 and 1982, to the ultimate annual percent-
age reductions by sex and cause of death assumed for 2010 and later.
Alternative I reductions are assumed to change gradually from 50
percent of the average annual reductions observed between 1968 and
1982, while alternative III reductions are assumed to change gradually
from 150 percent of the average annual reductions observed between
1968 and 1982. The age-sex-adjusted death rate (for all causes combined)
declined at an average rate of 2.0 percent per year between 1968 and
1982.

After adjustment for changes in the age-sex distribution of the
population, death rates were projected to decline at an average annual
rate of about 0.3 percent, 0.6 percent, and 1.2 percent between 1984 and
2060 for alternatives I, II-A and II-B, and III, respectively.

Net immigration is assumed to be 700,000, 500,000, and 300,000
persons per year for alternatives I, II-A and II-B, and III, respectively.
The assumed net immigration is not intended to include aliens who may
enter the U.S. illegally. For alternatives I, II-A, and II-B, however,
numbers of refugees are assumed to be admitted periodically, over and
above the annual immigration permitted by present law. Those illegal
aliens who were enumerated in the 1980 Census were automatically
included in the starting population.

1U.S. Bureau of the Census, Current Population Reports, Series P-25, No. 952, “Projections of the
Population of the United States By Age, Sex, and Race: 1983-2080,” U.S. Government Printing Office,
Washington, D.C., May 1984.
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Table A1 shows the projected population by broad age group, for the
four alternatives. Because eligibility for many types of OASDI benefits
depends on marital status, the population was projected by marital status,
as well as by age and sex. Marriage and divorce rates were based on
recent data from the National Center for Health Statistics.

TABLE A1.—SOCIAL SECURITY AREA POPULATION AS OF JULY 1 AND DEPENDENCY RATIOS,
BY ALTERNATIVE AND BROAD AGE GROUP, CALENDAR YEARS 1945-2060

Population (in thousands) Dependency ratio
65 and
Calendar year Under 20 20-64 over Total Aged! Total*
Past experience:

1945, 47,265 80,416 10,698 138,379 0.133 0.721
53,754 92,419 12,706 158,879 137 719
63,636 96,805 14,954 175,395 .154 .812
73,529 99,232 17,094 189,855 172 913
80,375 104,666 19,052 204,093 182 .950
81,066 113,243 20,741 215,050 .183 .899
78,753 122,903 23,241 224,898 .189 .830
74,984 134,341 25,972 235,297 193 751
73,030 145,001 28,882 246913 199 703
74,540 152,783 31,896 259,219 209 697
77,266 159,712 33,984 270,962 .213 697
79,909 167,223 34,884 282,016 .209 .686
81,673 175,447 35,940 293,060 .205 .670
84,037 181,858 38,842 304,737 214 676
87,453 185,008 44,242 316,703 .239 712
91,381 185,865 50,832 328,177 274 .766
95,035 185,799 58,092 338,926 313 824
98,008 187,485 63,605 349,108 .339 .862

100,879 192,616 65,551 359,047 340 .864
104,313 199,120 65,526 368,958 .329 853
108,169 205,844 64,999 379,012 316 841
112,024 211,870 65,593 389,487 310 838
115,648 218,186 66,914 400,749 .307 .837
119,199 225,397 68,446 413,042 .304 .833
73,872 152,174 32,016 258,062 210 .696
75,314 168,521 34,479 268,314 .218 .693
76,139 165,456 35,884 277,479 217 677
75,530 173,084 37,424 286,039 216 .653
75,121 178,524 40,762 294,407 .228 .649
75,737 180,017 46,603 302,357 .259 .680
76,907 178,644 53,773 309,324 .301 732
77,783 175,802 61,467 315,052 .350 792
78,041 174,043 67,544 319,628 .388 .836
78,109 175,142 70,017 323,268 400 .846
78,503 177,187 70,436 326,126 .398 841
79,211 178,937 70,219 328,367 .392 .835
79,912 179,350 71,016 330,279 396 842
80,396 179,661 72,183 332,240 402 849
80,743 180,763 73,050 334,557 404 851
73,062 151,562 32,131 256,755 212 694
72,846 157,310 34,940 265,096 222 .685
71,314 163,632 36,809 271,755 .225 661
67,655 170,643 38,859 277,157 .228 624
63,838 174,982 42,776 281,596 .244 .609
61,228 174,488 49,315 285,030 .283 .634
59,429 170,405 57,333 287,167 .336 .685
57,542 164,158 66,043 287,744 402 753
55,310 158,198 73,281 286,790 463 813
52,969 154,510 76,948 284,427 498 .841
50,855 151,377 78,517 280,748 519 .855
49,094 147,510 79,291 275,895 .538 870
47,489 141,736 80,924 270,149 571 .906
45,851 135,714 82,345 263,910 607 .945
44,181 130,778 82,613 257,572 .632 .970

by population aged 20-64.
*Sum of population aged 65 and over, and population under age 20, divided by population aged 20-64.

Note: Totals do not necessarily equal the sums of rounded components.
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COVERED POPULATION

The number of covered workers in a year is defined as the number of
persons who, at any time during the year, have OASDI taxable earnings.
Projections of the numbers of covered workers were made by applying
projected coverage rates to the projected Social Security area popula-
tion. The coverage rates—i.e., the number of covered workers in the
year, as a percentage of the population as of July 1—were determined by
age and sex using projected labor force participation rates and unem-
ployment rates, and their historical relationships to coverage rates. In
addition, the coverage rates were adjusted to reflect the increase in
coverage of Federal civilian employment that will result from the 1983
amendments.

Labor force participation rates were projected by age and sex, taking
into account projections of the percentage of the population that is
married, the percentage of the population that is disabled, the number of
children in the population, and the state of the economy. All of these
factors vary by alternative. For men, the projected age-adjusted labor
force participation rate for alternative I for 2060 is 1.1 percentage points
higher than the 1985 level of 76.8 percent, while the rates for alterna-
tives II-A, II-B, and III are 0.6, 1.1, and 2.8 percentage points lower,
respectively. For women, the projected age-adjusted labor force partici-
pation rates increase for all of the alternatives. The projected rates for
2060 are 5.9, 4.9, 3.2, and 2.4 percentage points, respectively, above the
1985 level of 54.5 percent.

The total age-sex-adjusted unemployment rate averaged 5.8 percent
for the 30 years 1956-85 and 7.2 percent for the 10 years 1976-85. The
ultimate total age-sex-adjusted unemployment rate is assumed to be 5.0,
5.5, 6.0, and 7.0 percent for alternatives I, II-A, II-B, and III, respective-
ly. For alternatives I, II-A, and II-B, the unemployment rate is assumed
to decline gradually, reaching its ultimate level by 2000. For alternative
HI1, the unemployment rate is assumed to peak in 1988 and again in 1990,
because of assumed recessions, and thereafter to decline gradually,
reaching its ultimate level by 2000.

The projected age-adjusted coverage rate for men increases from its
1985 level of 74.2 percent to 77.4, 75.7, and 74.9 percent in 2060 on the
basis of alternatives I, II-A, and II-B, respectively, while it declines to
72.7 percent on the basis of alternative III. For women, it increases from
its 1985 level of 55.0 percent to 62.7, 61.5, 59.9, and 58.5 percent for
alternatives I, II-A, II-B, and 111, respectively. :

AVERAGE EARNINGS AND INFLATION

Future increases in average earnings and in the Consumer Price Index
for Urban Wage Earners and Clerical Workers (CPI-W, hereinafter
denoted as “CPI") will directly affect the OASDI program. Average
earnings in covered employment for each year have a direct effect on
the size of the taxable payroll and on the future level of average benefits.
Increases in the CPI directly affect the automatic cost-of-living benefit
increases, while inflation in general affects the nominal levels of average
earnings, GNP, and taxable payroll. In addition, increases in average
wages in the U.S. economy directly affect the indexation, under the
automatic-adjustment provisions in the law, of the benefit formulas, the
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contribution and benefit base, the exempt amounts under the retirement
earnings test, the amount of earnings required for a quarter of coverage,
and under certain circumstances, the automatic cost-of-living benefit
increases.

Increases in average earnings were projected in two components—
average earnings of wage-and-salary workers, usually referred to as
average wages (and shown in table 10 of this report), and average net
earnings of self-employed persons. Each of these was subdivided into
increases in real average earnings and increases in the CPI. For
simplicity, real-earnings increases are expressed in the form of real-
earnings differentials—i.e., the percentage increase in average nominal
earnings, minus the percentage increase in the CPI.

The assumed ultimate real-earnings differentials are based on analysis
of trends in productivity gains and the factors linking productivity gains
with real-earnings differentials. For the 30 years 1955-84, annual in-
creases in productivity for the total U.S. economy averaged 2.0 percent,
the result of average annual increases of 2.7, 1.9, and 1.3 percent for the
10-year periods 1955-64, 1965-74, and 1975-84, respectively. Meanwhile,
the real-earnings differential averaged 1.0 percentage point for the 30
years 1955-84, the result of average annual increases of 2.4 and 1.1
percentage points, and an average annual decrease of 0.5 percentage
point, respectively, for the aforementioned 10-year periods. The change
in the linkage between annual increases in productivity and the real-
earnings differential averaged 1.0 percent for the 30 years 1955-84, and
1.8 percent for the 10 years 1975-84. The change in the linkage reflects
changes in such factors as the average number of hours worked per year,
the extent to which workers share in the value of production, and the
proportion of employee compensation paid as wages.

The ultimate annual increases in productivity for all sectors—wage-
and-salary workers, self-employed persons, and the total economy—are
assumed to be 2.7, 2.4, 2.1, and 1.8 percent for alternatives I, II-A, II-B,
and III, respectively. The corresponding ultimate annual declines in the
linkage for wage and salary workers are assumed to be 0.2, 0.4, 0.6, and
0.8 percent. The resulting ultimate real-wage differentials are 2.5, 2.0,
1.5, and 1.0 percent. Ultimate annual declines in the linkage for self-
employed persons are smaller because the proportion of reported
compensation that is considered earnings remains constant. As a result,
ultimate real-earnings differentials for the self-employed are assumed to
be higher than for wage-and-salary workers. The corresponding ultimate
real-earnings differentials for wage-and-salary workers and self-
employed persons, combined, are slightly higher than those assumed for
wage-and-salary workers only.

For alternative II-A, the CPI is assumed to increase ultimately at an
annual rate of 3.0 percent. For alternative II-B, the CPI is assumed to
increase ultimately at an annual rate of 4.0 percent, which is somewhat
lower than the average annual increase of 4.7 percent experienced
between 1955 and 1985. The ultimate increases in the average annual
CPI for alternatives I and III of 2.0 percent and 5.0 percent, respective-
ly, were chosen to include a reasonable range of possible values.
Ultimate annual increases in the GNP price deflator are assumed to be
the same, for each alternative, as for the CPI.
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The ultimate increases in average annual wages in covered employ-
ment are assumed to be 4.5, 5.0, 5.5, and 6.0 percent, for alternatives I,
II-A, II-B, and III, respectively. These were obtained, for each alterna-
tive, by adding the assumed annual percentage increase in the CPI to the
real-wage differential. Ultimate increases in average wages and earnings
for the U.S. economy are very similar to those assumed for average
wages in covered employment.

TAXABLE PAYROLL AND TAXES

The taxable payroll is that amount which, when multiplied by the
combined employee-employer tax rate, yields the total amount of taxes
paid by employees, employers, and the self-employed. The taxable
payroll is important not just in estimating OASDI income, but also in
determining income and cost rates, and actuarial balances. These terms
are defined in the introduction to the section entitled *“Actuarial
Estimates.” ’

In practice, the taxable payroll is calculated as a weighted average of
the earnings on which employees, employers, and self-employed persons
make contributions to the OASDI program. The weighting takes into
account the lower tax rates, as compared to the combined employee-
employer rate, which apply to tips and multiple-employer *‘excess
wages,” and which did apply, before 1984, to net earnings from self-
employment. For 1984 and later, the amounts of earnings for employees,
employers, and the self-employed were projected separately. For 1983
and later, taxable payroll also includes deemed wage credits for military
service. Estimates of taxable earnings for employees, employers, and the
self-employed were developed from corresponding estimates of earnings
in the U.S. economy, by means of factors which adjust for various
differences in these measures. The factors adjust total U.S. earnings by
removing earnings from noncovered employment, adding earnings from
various outlying areas which are covered by Social Security but are not
included in published “U.S.” data, and removing earnings above the
taxable earnings base.

Estimates of taxes collected were developed from the corresponding
estimates of taxable earnings by applying the employee, employer, or
self-employed tax rate, and by taking into account the lag time from the
incurrence of tax liability to the collection of taxes.

INSURED POPULATION

There are three types of insured status under the OASDI program:
fully, currently, and disability. Fully insured status is required of an aged
worker for eligibility to a primary retirement benefit and for the
eligibility of the worker’s spouse and children to auxiliary benefits. Fully
insured status is also required of a deceased worker for the eligibility of
the worker’s survivors to benefits (with the exception of child survivors
and parents of eligible child survivors, in which cases the deceased
worker is required to have had either currently insured status or fully
insured status). Disability insured status, which is more restrictive than
fully insured status, is required of a disabled worker for eligibility to a
primary disability benefit and for the eligibility of the worker’s spouse
and children to auxiliary benefits.
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Projections of the percentage of the population that is fully insured
were made by age and sex, based on past and projected coverage rates,
the requirement for fully insured status, and their historical relationships
to fully insured rates. Currently insured status was disregarded for
purposes of these estimates, because the number of cases in which
eligibility for benefits is based solely on currently insured status is
relatively small. Projections of the percentage of the fully insured
population that is also disability insured were made by age and sex based
on past and projected coverage rates, the requirement for disability
insured status, and their historical relationships. Finally, the fully insured
and disability insured populations were developed from the projected
total population by applying the appropriate percentages.

The fully insured population by age and sex was further subdivided by
marital status, by using the variation in labor force participation rates by
marital  status to estimate the variation in coverage rates by marital
status. These coverage rates were then used in the same equations that
related total coverage rates to the percentage of the population that is
fully insured.

OLD-AGE AND SURVIVORS INSURANCE BENEFICIARIES

The numbers of OASI beneficiaries were projected for each type of
benefit separately, by the sex of the worker on whose earnings the
benefits are based, and by the age of the beneficiary. For selected types
of benefits, the numbers of beneficiaries were also projected by marital
status.

The numbers of retired-worker beneficiaries were projected as a
percentage of the aged fully insured population. The percentages for
ages 70 and over are assumed to be 100 (because the retirement earnings
test and delayed retirement credit do not apply after age 70), after
allowing for some insured widow(er)s who are assumed to receive
widow(er) benefits (see below). In the short-range period, the retired-
worker beneficiaries were developed by applying award rates to the
population which is insured but not yet retired, and by applying
termination rates to the retired workers already receiving benefits. For
1990, the retired-worker beneficiaries as a percentage of the fully insured
population for ages 65 through 69 are assumed to increase, reflecting the
change effective then in benefit withholding under the retirement
earnings test. The percentages for ages 62 through 69 are assumed to
change for two reasons. They were adjusted upward at a decreasing rate
until 2000, thus continuing the trend toward earlier retirement. They
were also adjusted, however, in the long-range period, for each year of
birth, as a function of the ratio of the monthly benefit amount payable at
each age of entitlement to the amount payable at entitlement age 70. This
resulted in a gradual downward adjustment as the increases in the
delayed retirement credit become effective and, beginning in 2000,
during the years in which the normal retirement age is scheduled to
increase. The net effect of these two adjustments is to increase the
percentages at ages 62 through 69 into the 1990s and then to decrease
the percentages. Ultimate percentages are assumed to be reached in 2030.

The numbers of aged-spouse beneficiaries were estimated from the
population projected by age and sex. The benefits of aged-spouse
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beneficiaries are based on the earnings records of their husbands or
wives, who are referred to as “wage earners.” In the short-range period,
a regression equation was used to project the number of aged-spouse
beneficiaries, as a proportion of the aged female or male population not
receiving retired-worker or aged-widow(er) benefits. In the long-range
period, aged-spouse beneficiaries were estimated from the population
projected by age, sex, and marital status. To the numbers of spouses aged
62 and over in the population, a series of factors were applied,
representing the probabilities that the spouse and the wage earner meet
all of the conditions of eligibility—i.e., the probabilities that (1) the
spouse is not insured, (2) the spouse is not earning enough to have his or
her benefits withheld, (3) the wage earner is 62 or over, (4) the wage
earner is insured, (5) the wage earner is receiving benefits, and (6) a
residual factor including the probability that the spouse is not eligible to
receive a significant governmental pension based on earnings in noncov-
ered employment.

In addition, the same factors were applied to the numbers of divorced
persons aged 62 and over in the population, with two differences. First,
an additional factor is required to reflect the probability that the person’s
former wage-earner spouse is still alive (otherwise, he or she may be
entitled to a divorced widow(er)’s benefit). Second, factor (5) was not
applied because, effective for January 1985, divorced persons generally
need not wait to receive benefits until their former wage-earner spouses
are receiving benefits.

The projected numbers of children under age 18, and students aged
18, who are eligible for benefits as children of retired-worker beneficiar-
ies, were based on the projected numbers of children in the population.
In the short-range period, a factor was applied, representing the
probability that both parents are alive. A regression equation then was
used to project the number of children of retired-worker beneficiaries. In
the long-range period, two factors were applied to the numbers of
children, representing the probabilities that their mothers or fathers are
both alive and that at least one parent is insured and receiving retired-
worker benefits. The numbers of disabled children aged 18 and over of
retired-worker beneficiaries were projected as a percentage of the adult
population.

In the short-range period, the numbers of young-spouse beneficiaries
were projected as a proportion of the projected numbers of child
beneficiaries who are either under age 16 or disabled. In the long-range
period, young-spouse beneficiaries were projected as a proportion of the
projected numbers of minor-child beneficiaries, taking into account
projected changes in average family size.

The numbers of aged-widow(er) beneficiaries were projected from the
population by age and sex. In the short-range period, a regression
equation projected the number of aged-widow(er) beneficiaries, as a
proportion of the aged female or male population not receiving retired-
worker or aged-spouse benefits. In the long-range period, aged-
widow(er) beneficiaries were projected from the population by age, sex,
and marital status. Three factors were applied to the numbers of
widow(er)s in the population aged 60 and over. These factors represent
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the probabilities that (1) the deceased wage-earner was fully insured at
death, (2) the widow(er) is not fully insured, and (3) the widow(er)’s
benefits are not withheld under the retirement earnings test or because of
eligibility for a governmental pension based on earnings in noncovered
employment. In addition, some insured widow(er)s who had not applied
for their retired-worker benefits are assumed to receive widow(er)
benefits. Also, the same factors were applied to the numbers of divorced
persons aged 60 and over in the population, with an additional factor
representing the probability that the person’s former wage-earner spouse
is deceased.

In the short-range period, the numbers of disabled-widow(er) benefi-
ciaries were estimated as a proportion of the female or male population
aged 50-64. In the long-range period, the numbers were projected for
each age 50 through 64 as a percentage of the widowed and divorced
populations, adjusted for the probability that the deceased spouse was
insured.

The projected numbers of children under age 18, and students aged
18, who are eligible for benefits as survivors of deceased workers, were
based on the projected numbers of children in the population whose
mothers or fathers are deceased. In the short-range period, a regression
equation was used to project the number of minor-child survivor
beneficiaries as a percentage of such orphaned children. In the long-
range period, the number of minor-child survivor beneficiaries was
projected by applying one factor, representing the probability that the
mother or father was insured at death. The numbers of disabled children
aged 18 and over of deceased workers were projected as a percentage of
the adult population.

In the short-range period, the numbers of mother and father survivor
beneficiaries were projected from the numbers of child-survivor benefi-
ciaries who are either under age 16 or disabled. In the long-range period,
mother and father survivor beneficiaries were estimated from the
numbers of minor-child survivor beneficiaries, taking into account
projected changes in average family size.

The numbers of parent survivor beneficiaries were projected based on
the historical pattern of the numbers of such beneficiaries.

Table A2 shows the projected numbers of beneficiaries under the
OASI program. Included among the beneficiaries who receive retired-
worker benefits are some persons who also receive a residual benefit
consisting of the excess of an auxiliary benefit over their retired-worker
benefit. Estimates of the numbers of such residual payments were made
separately for wives, widows, husbands, and widowers. Residual pay-
ments to other beneficiaries were not taken into account, because of the
negligible cost involved.
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TABLE A2.—OASI BENEFICIARIES WITH MONTHLY BENEFITS IN CURRENT-PAYMENT STATUS
AS OF DECEMBER 31 BY ALT[E'RMTNdE,]CALENDAR YEARS 1945-2060
n thousands

Retired workers and auxiliaries Survivors
Wife- Widow- Mother-
Calendar year Worker husband Child widower father Child  Parent Total
Past experience:

1945.. 518 159 13 94 121 377 6 1,288
1,771 508 48 314 169 653 15 3,477
4,474 1,192 122 701 292 1,154 25 7,961
8,061 2,269 268 1,544 401 1,530 36 14,157

11,101 2,614 461 2,371 472 1,817 35 19,128
13,349 2,668 546 3,227 523 2,161 29 23,564
16,588 2,867 643 3,888 582 2,206 21 27,732
19,562 3,016 639 4,411 562 1,883 15 30,907
22,432 3,069 457 4,883 372 1917 10 33,120
22,982 3,088 453 4,925 367 1,905 9 33,728
23,488 3,105 448 4,985 363 1,877 8 34,274
23,976 3121 442 5,046 359 1,839 7 34,790
24,428 3,137 438 5,099 356 1,807 7 35,273
25,021 ,166 439 5,157 358 1,800 6 35,947
26,963 3,219 475 5422 376 1,901 5 38,361
27,953 3,008 471 5,040 346 1,857 4 38,679
29,541 2,709 528 4,968 340 1,911 4 40,000
32,880 2,470 607 4,887 333 1,949 4 43,131
38,403 2,378 689 4,838 329 1,997 4 48,638
45,113 2,413 756 4,875 333 2,059 3 55,552
51,185 2,477 804 5,005 N 2,123 3 61,938
55,572 2,468 810 5,182 349 2,172 3 66,555
57,659 2,420 818 5,363 355 2,213 3 66,831
57,744 2,297 815 5472 361 2,258 4 68,950
57,673 2,244 844 5,529 368 2,309 4 68,971
58,306 2,256 877 5,524 377 2,366 3 69,709
59,521 2,315 910 5,498 387 2,424 3 71,059
60,928 2,388 934 5,504 396 2,479 3 72,633
Alternative II-A:

1 " 23,003 3,089 452 4,925 366 1,900 9 33,745
23,538 3,108 447 4,985 361 1,867 8 34,313
24,060 3,126 442 5,045 356 1,822 7 34,858
24,554 3,143 437 5,098 351 1,782 7 35,372
25,195 3,173 438 5,155 351 1,767 6 36,085
27,477 3,236 473 5,413 357 1,605 5 38,765
28,743 3,133 469 5, 316 1,679 4 39,404
30,656 2,885 516 5012 298 1,642 4 41,013
34,272 2,674 577 4,953 283 1,607 4 44,370
40,123 2,593 637 4,908 276 1,591 4 50,132
47,227 2,636 683 4,929 273 1,589 4 57,341
53,677 2,709 m 5,034 272 1,591 4 63,997
58,563 2,711 708 5,203 270 1,586 4 69,045
81,144 2,670 707 5,392 266 1,574 4 71,757
61,638 2,545 693 5,524 262 1,560 4 72,225
61,811 2,483 705 5,604 258 1,547 4 72,413
62,536 2,489 721 5,608 256 1,536 4 73,150
63,506 2,532 731 5,560 254 1,524 4 74,112
64,290 2,578 733 5,511 252 1,511 4 74,879
23,003 3,089 452 4,925 366 1,900 9 33,745
23,537 3,108 447 4,985 361 1,867 8 34,313
24,059 3,126 442 5,045 356 1,822 7 34,857
24,553 3,143 437 5,008 351 1,782 7 35,371
25,193 3,173 438 5,155 351 1,767 6 36,083
27,464 3,236 473 5413 357 1,805 5 38,752
28,706 3,151 469 5,067 316 1,677 4 39,389
30,596 2913 515 5,026 298 1,640 4 40,990
34,187 2,711 577 4,972 283 1,604 4 44,338
40,023 2,633 637 4,931 275 1,588 4 50,091
47,110 2. 682 4,956 272 1,586 4 57,290
53,540 2,760 710 5,064 272 1,587 4 63,936
58,403 2,770 707 5,235 269 1,583 4 68,972
60,962 2,738 705 5,428 265 1,571 4 71,674
61,434 2,621 691 5,565 261 1,556 4 72,134

1,588 2,567 704 5,650 258 1,543 4 72,314
62,291 2,581 719 5,660 256 1,532 4 73,043
63,240 2,830 729 5,618 254 1,520 4 73,997
64,009 2,681 731 5,573 251 1,507 4 74,757
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TABLE A2.—OASI BENEFICIARIES WITH MONTHLY BENEFITS IN CURRENT-PAYMENT STATUS
AS OF DECEMBER 31 BY ALTERI\[IIATAVE. C(;‘\;.ENDAR YEARS 1845-2060 (Cont.)
n thousands;

Retired workers and auxiliaries Survivors
Wife- Widow- Mother-
Calendar year Worker husband Child widower father Child Parent Total
Alternative lif:
1986 ... 23,023 3,090 452 4,925 365 1,895 9 33,760
1987 23,583 3,110 447 4,985 359 1,857 8 34,349
1988 24,139 3,130 441 5,044 352 1,806 7 34,919
1989 24,671 3,148 437 5,096 347 1,759 7 35,463
1990 25,358 3,179 437 5,152 345 1,734 6 36,211
1995 27,942 3,250 471 5,403 339 1,716 5 39,124
2000 29,429 3,272 463 5,080 289 1,512 4 40,048
2005 31,650 3,100 494 5,057 258 1,389 4 41,952
2010 35,600 2,961 535 5,024 235 1,280 4 45,640
2015 41,975 2915 573 4985 - 218 1,200 5 51,871
2020 49,769 2,999 596 4,991 206 1,137 5 59,701
2025 56,988 3,114 605 5,063 194 1,081 5 67,050
2030 62,884 3,167 595 5,209 182 1,032 5 73,075
2035 66,549 3,176 584 5,393 169 978 5 76,853
2040 68,075 3,082 560 5,541 156 922 6 78,342
2045 69,095 3,037 556 5,642 144 868 6 79,348
2050 70,434 3,060 552 5,669 135 817 6 80,673
2055 71,490 3,097 541 5615 125 767 6 81,643
2060 71,728 3,115 524 5514 117 720 6 81,724

Note: The numbers of beneficiaries do not include certain uninsured persons, most of whom both attained age 72 before
1968 and have fewer than 3 quarters of coverage, in which cases the costs are reimbursed by the general fund of the
Treasury. The number of such uninsured persons was 31,655 as of December 31, 1985, and is estimated to be less than 500
by the turn of the century. Totals do not necessarily equal the sums of rounded components.

DISABILITY INSURANCE BENEFICIARIES

The numbers of DI beneficiaries were projected for each type of
benefit separately, by the sex of the worker on whose earnings the
benefits are based, and the age of the beneficiary. The numbers of
disabled-worker beneficiaries were projected from the estimated num-
bers of such beneficiaries entitled on December 31, 1985, by adding new
entitlements, and subtracting terminations. The starting number of
entitled disabled-worker beneficiaries was estimated by age, sex, and
duration of entitlement. The numbers of new entitlements during each
year were projected by applying assumed disability incidence rates. In
the short-range period, an age-sex-adjusted rate was applied to the total
age-sex-adjusted disability insured population. In the long-range period,
incidence rates by age and sex were applied to the projected disability
insured population (excluding those already entitled to disabled-worker
benefits). The numbers of terminations were projected by applying
assumed termination rates to the disabled-worker population. In the
short-range period, overall termination rates were projected based on
recent experience and on expected changes in the administration of the
DI program. In the long-range period, the numbers of terminations were
projected by applying assumed death and recovery rates, by age, sex,
and duration of entitlement, to the entitled disabled-worker population,
and adding the number of disabled-worker beneficiaries automatically
converted to retired-worker beneficiaries at the normal retirement age
(currently, age 65).

The disability incidence rates, which declined during 1975-82 and
increased during 1983-85, are assumed to continue increasing from 1985
through 2005, when they reach ultimate levels which, for alternatives
II-A and II-B, are about 34 percent for males and 44 percent for females
higher than the corresponding average rates for 1981-84. This produces
age-adjusted rates in 2005 of 5.2 per thousand for males and 3.5 per
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thousand for females, and an age-sex-adjusted rate of 4.5 per thousand.
These adjusted rates are approximately the same as those used in the two
prior reports. For the other alternatives, the disability incidence rates are
assumed to follow patterns through time similar to the one for alterna-
tives II-A and II-B. For alternative I, the ultimate levels are assumed to
be higher by about 12 percent for males and about 20 percent for females
than the average for 1981-84. For alternative III, the ultimate levels are
assumed to be higher by about 61 percent for males and 73 percent for
females.

The overall termination rates were projected quarterly in the short-
range period. For alternatives II-A and II-B, the rates were projected to
increase from the relatively low levels of 1984-85, to levels comparable
to the average experienced over the last decade. For alternative III, the
termination rates increase more slowly and to lower levels, whereas for
alternative I the termination rates increase more quickly and to higher
levels.

In the long-range period, the death and recovery rates were projected
by age, sex, and duration of entitlement. For all alternatives, the death
rates are assumed to decline steadily throughout the 75-year projection
period. For alternatives II-A and II-B, they reach levels in 2060
approximately 30 percent lower than those experienced by disabled-
worker beneficiaries during 1977-80, the most recent period for which
detailed data exist. The recovery rates are asssumed to increase from
1985 levels until 1990, when they attain ultimate levels about 15 percent
higher than those of the same period, thereby allowing for the estimated
effect of the periodic reviews required by provisions of law first enacted
in 1980, and amended in 1983 and 1984.

For alternative I, the death rates in 2060 are assumed to be roughly 10
percent lower than those experienced by disabled-worker beneficiaries
during 1977-80, and the recovery rates are assumed to increase to levels
30 percent higher than those of the same period. For alternative III, the
death rates in 2060 are assumed to be about 50 percent lower than those
experienced during 1977-80, and recovery rates are assumed to be equal
to those experienced during 1977-80.

In the short-range period, the projected numbers of children under age
18, students aged 18, and disabled children aged 18 and over, who are
eligible for benefits as children of disabled-worker beneficiaries, were
projected by applying quarterly award and termination rates. Awards to
the three categories of child beneficiaries were based on the numbers of
awards to disabled-worker beneficiaries.

In the long-range period, the projected numbers of minor-child and
student beneficiaries were based on the projected numbers of children in
the population by age and sex of each parent. To these numbers of
children were applied factors representing the probability that either of
their parents is disabled. The numbers of disabled children aged 18 and
over were projected as a function of the numbers of disabled-worker
beneficiaries and the size of the adult population.

In the short-range period, the numbers of spouse beneficiaries were
projected by applying quarterly award and termination rates. Awards to
young-spouse beneficiaries were based on the numbers of awards to
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child beneficiaries who are either under age 16 or disabled. Awards to
aged-spouse beneficiaries were based on the number of awards to
disabled-worker beneficiaries.

In the long-range period, the numbers of young-spouse beneficiaries
were projected as a proportion of the projected numbers of child
beneficiaries who are either under age 16 or disabled, taking into account
projected changes in family size. The numbers of aged-spouse beneficiar-
ies were projected as a proportion of the numbers of disabled-worker
beneficiaries, based on recent experience and allowing for projected
changes in marriage rates.

Table A3 shows the projected numbers of beneficiaries under the DI
program.

TABLE A3.—DI BENEFICIARIES WITH MONTHLY BENEFITS IN CURRENT-PAYMENT STATUS AS
OF DECEMBER 31 BY ALTERNATIVE, CALENDAR YEARS 1960-2060

{in thousands]
Auxiliaries
Disabled Wite-
Calendar year workers husband Child Total
Past experience:
1960 455 77 155 687
1965 988 193 558 1,739
1970 1,493 283 889 2,665
1975 2,489 453 1,411 4,352
1880 2,859 462 1,358 4,678
1985 2,656 306 945 3,907
Alternative |
1 2,670 304 966 3,938
1987 2,659 302 954 3,914
1988 2,644 300 932 3,870
1989 2,637 299 917 3,853
1990 2,636 300 908 3,843
1995 2,729 318 928 3,974
3,252 336 1,091 4,679
2005 3,869 357 1,154 5,380
2010 4,555 381 1,205 6,141
2015 4,964 399 1,246 6,610
2020 5,148 415 1,291 6,854
2025 5,472 432 1,347 7,251
2030 5,357 431 1,384 7171
2035 5,257 433 1,416 7,106
2040 5312 438 1,455 7,205
2045 5,591 458 1,509 7,558
2050 5,797 477 1,566 7,840
2055 5,945 493 1,623 8,061
2060 6,078 507 1,677 8,262
Alternative Il-A:
1986 2,695 309 974 3,978
1987 2,716 310 974 4,
1988 2,733 312 962 4,006
1989 2,756 315 957 4,028
1990 2,786 319 957 4,061
1995 3,012 351 1,016 4,380
2000 3,624 374 1,194 5,192
2005 4,494 410 1,285 6,189
2010 5,450 447 1,343 7,240
2015 6,027 472 1,373 7,872
2020 6,288 491 1,399 8,178
2025 6,690 510 1,435 8,636
2030 6,534 503 1,452 8,489
2035 6,387 498 1,457 8,342
2040 6,412 495 1,464 8,372
2045 6,694 510 1,483 8,687
2050 6,833 5§22 1,504 8,859
2055 6,838 526 1,523 8,887
2060 6,817 527 1,537 8,881
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TABLE A3.—D! BENEFICIARIES WITH MONTHLY BENEFITS IN CURRENT-PAYMENT STATUS AS
OF DECEMBER 31 BY ALTEHNA{?’I\{IE, CA&.E]NDAR YEARS 1960-2060 (Cont.)
n thousands]

Auxiliaries
Disabled Wife-
Calendar year workers husband Child Total
Alternative 11-B:
1986 2,695 309 974 3,978
1987 2,715 310 974 3,999
1988 2,732 312 261 4,004
1989 2,754 314 955 4,024
1990 2,783 318 956 4,057
1995 3,009 351 1,015 4,374
2000 3,618 374 1,193 5,185
2005 4,486 410 1,283 6,179
2010 5,435 447 1,341 7,223
2015 6,007 472 1,370 7,849
2020 6,263 490 1,396 8,149
2025 6,659 509 1,432 8,600
2030 6,501 502 1,448 8,451
2035 6,353 497 1,453 8,303
2040 6,377 494 1,460 8,332
2045 6,656 509 1,479 8,645
2050 6,794 520 1,500 8,814
2055 6,799 525 1,518 8,842
2060 6,778 526 1,532 8,837
Alternative IlI:

1986 2,724 313 987 4,025
1987 2,776 318 997 4,001
1988 2,822 323 994 4,140
1989 2,875 330 998 4,202
1990 2,934 337 1,007 4,278
1995 3,294 383 1,105 4,781
4,052 415 1,295 5,762

2005 5,222 465 1,394 7,080
2010 6,496 512 1,432 8,440
2015 7,270 541 1,423 9,235
2020 7,618 560 1,407 9,585
2025 8,099 577 1,403 10,080
2030 7,879 559 1,383 9,822
2035 7,654 541 1,346 9,541
2040 7,610 524 1,305 9,439
2045 7.839 529 1,273 9,640
2050 7,802 526 1,242 9,570
2055 7,495 509 1,209 9,212
2060 7,154 489 1,173 8,817

Note: Totals do not necessarily equal the sums of rounded components.

AVERAGE BENEFITS

Average benefits were projected by type of benefit based on recent
historical averages, projected average Primary Insurance Amounts
(PIAs), and projected ratios of average benefits to average PIAs.
Average PIAs were calculated from projected distributions of benefi-
ciaries by duration from year of award, average awarded PlAs, and
increases thereto since the year of award, because of automatic benefit
increases, recomputations to reflect additional covered earnings, and
other factors. Average awarded PIAs were calculated from projected
earnings histories, which were developed from the actual earnings
histories associated with a sample of awards made in 1983.

For several types of benefits—retired-worker, aged-spouse, and aged-
widow(er) benefits—the percentage of the PIA that is payable depends
on the age at initial entitlement to benefits. Projected ratios of average
benefits to average PIAs for these types of benefits were based on
projections of age distributions at initial entitlement.

BENEFIT PAYMENTS

For each type of benefit, benefit payments were calculated as the

product of a number of beneficiaries and a corresponding average
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monthly benefit. In the short-range period, benefit payments were
calculated on a quarterly basis for the OASI program and on an annual
basis for the DI program. In the long-range period, all benefit payments
were calculated on an annua) basis, using the number of beneficiaries on
December 31. These amounts were adjusted to include retroactive
payments to newly awarded beneficiaries, and other amounts not
reflected in the regular monthly benefit payments.

Lump-sum death payments were calculated as the product of the
number of such payments, which was projected on the basis of the
assumed death rates, the projected fully insured population, the estima-
ted percentage of the fully insured population that would qualify for
benefits, and the amount of the lump-sum death payment, which is $255.

ADMINISTRATIVE EXPENSES

The projection of administrative expenses through 1995 was based on
assumed increases in average wages, increases in the CPI, and increases
in the number of beneficiaries. For years after 1995, administrative
expenses are assumed to increase with the numbers of beneficiaries and
with average earnings in covered employment, taking into account
assumed increases in productivity.

RAILROAD RETIREMENT FINANCIAL INTERCHANGE

The effect of the financial interchange with the Railroad Retirement
program was evaluated on the basis of trends similar to those used in
estimating the cost of OASDI benefits. The resulting effect was an
average annual short-range cost of about $3 billion and an average
annual long-range cost of 0.03 percent of taxable payroll to the OASDI
program.

BENEFITS TO UNINSURED PERSONS

The law provides for special monthly cash payments to certain
uninsured persons who attained age 72 before 1968 or who have 3
quarters of coverage for each year after 1966 and before the year of
attainment of age 72. The numbers of such uninsured persons were
projected based on an extrapolation of the historical survival rate of the
members of that group. The benefit payable to these uninsured persons is
a fixed amount which increases by the percentage benefit increase
applicable to regular OASDI benefits. These payments are made from
the OASI Trust Fund, which is then reimbursed from the general fund
of the Treasury for the costs (including administrative expenses and
interest) associated with providing payments to those persons with fewer
than 3 quarters of coverage. The nonreimbursable payments are assumed
to be insignificant after 1995. Neither the reimbursable payments nor the
associated reimbursements are reflected in the cost rates or the income
rates. These amounts are reflected, however, in tables which show trust
fund operations.

MILITARY-SERVICE TRANSFERS

As a result of the 1983 amendments, the OASI and DI Trust Funds
received lump-sum payments, in May 1983, for the cost (including
administrative expenses) of providing additional benefit payments resul-
ting from noncontributory wage credits for military service performed
prior to 1957. Adjustments to the payments were made in 1985, and
additional adjustments will be made in 1990 and every fifth year
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thereafter. The adjustments for 1990 were estimated based on the change
in interest rates since the determination of the adjustments in 1985. No
adjustments after 1990 would be due unless actual interest rates are
different from those assumed, or changes are made in the methods used
to determine the military-service transfers.
INCOME FROM TAXATION OF BENEFITS

The OASI and DI Trust Funds are credited with the additional
income taxes attributable to the partial taxation of OASDI benefit
payments. Income to the trust funds from such taxation was estimated by
applying the following two factors to total OASI and DI benefit
payments: (1) the percentage of benefit payments that are taxable, and )
the average tax rate applicable to those benefits. These factors were
projected based on a model relating total income to OASDI benefit
payments for a sample of beneficiaries.

59-183 0 - 86 - 5
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APPENDIX B.—SENSITIVITY ANALYSIS

This appendix presents estimates which illustrate the sensitivity of the
medium-range and long-range estimates to changes in selected individual
assumptions. Although the estimates based on the four alternative sets of
assumptions illustrate the variations in the estimated actuarial balances
resulting from different combinations of assumptions, they do not show
the variations resulting from changes in any single assumption. In this
sensitivity analysis, alternative II-B is used as the reference point, and
one assumption at a time within that alternative is varied. Similar
variations in the selected assumptions within the other alternatives
would result in similar relative variations in the actuarial balances.

Each table which follows shows the effects of changing the particular
assumption under consideration on the QOASDI average income rates,
cost rates, and balances. Because the income rate consists mostly of the
payroll-tax rate, which is specified in the law, the income rate itself
varies only slightly with changes in assumptions. Consequently, it is not
considered in the discussion of the tables. The change in each of the
balances is approximately equal to the change in the corresponding cost
rate—but in the opposite direction.

CONSUMER PRICE INDEX

Table Bl shows the estimated OASDI average income rates, cost
rates, and balances, on the basis of alternative II-B with various
assumptions about the rate of increase for the Consumer Price Index
(CPI). These assumptions are that the ultimate annual increase in the
CPI will be 2.0 percent (as assumed for alternative I), 3.0 percent (as
assumed for alternative II-A), 4.0 percent (as assumed for alternative
II-B), 5.0 percent (as assumed for alternative III), and 6.0 percent. In
each case, the ultimate real-wage differential is assumed to be 1.5
percentage points (as assumed for alternative II-B), yielding ultimate
percentage increases in average annual wages in covered employment of
35,45, 5.5, 6.5, and 7.5 percent, respectively.

TABLE B1.—ESTIMATED QASDI AVERAGE INCOME RATES, COST RATES, AND BALANCES,
BASED ON ALTERNATIVE 1I-B WITH VARIOUS CPI-INCREASE ASSUMPTIONS
[As a percentage of taxable payroll]

Ultimate percentage increases in wages-CPI*
Calendar years 3.5-2.0 4.5-3.0 5.5-4.0 6.5-5.0 7.56.0
Average income rate:
986-2010

12.67 12.67 12.67 12.66 12.66
13.04 13.03 13.02 13.01 13.00
13.21 13.20 13.18 13.17 13.16
12.98 12.97 12.96 12.95 12.94
10.77 10.66 10.54 10.43 10.32
14.39 14.15 13.91 13.68 13.45
16.29 16.01 15.74 15.48 15.22
13.82 13.61 13.40 13.20 13.00
+1.80 +2.01 +212 +2.23 +2.34
-1.36 -1.12 -.89 -.67 -.45
-3.08 -2.82 -2.56 -2.31 -2.06
-.84 -.64 ~.44 ~.25 -.06
'The first value in each pair is the d ulti annual per ge increase in average wages in covered

employment. The second value is the assumed ultimate annual percentage increase in the Consumer Price [ndex.

For both the medium-range and long-range periods, the average cost
rate decreases with greater assumed rates of increase in the CPI. For the
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medium-range period, the average cost rate decreases from 10.77 percent
(for CPI increases of 2.0 percent) to 10.32 percent (for CPI increases of
6.0 percent). For the long-range period, it decreases from 13.82 to 13.00
percent. The actuarial balance increases from +1.90 to +2.34 percent
for the medium-range period, and from -0.84 to -0.06 percent for the
long-range period.

The patterns described above result primarily from the time lag
between the effects of the CPI changes on taxable payroll and on benefit
payments. When assuming a greater rate of increase in the CPI (in
conjunction with a constant real-wage differential), the effect on taxable
payroll of the implied greater rate of increase in average wages is
experienced immediately, while the effect on benefits of the greater rate
of increase in the CPI is experienced with a lag of about 1 year. In
addition, the effect on benefits of the greater rate of increase in average
wages is experienced no sooner than 2 years later. Thus, the higher
taxable payrolls have a stronger effect than the higher benefits, thereby
resulting in lower cost rates. The effect of each 1.0-percentage-point
increase in the rate of change assumed for the CPI is an increase in the
long-range actuarial balance of about 0.20 percent of taxable payroll.

REAL-WAGE DIFFERENTIAL

Table B2 shows the estimated OASDI average income rates, cost
rates, and balances, on the basis of alternative II-B with various real-
wage assumptions. These assumptions are that the ultimate real-wage
differential will be 1.0 percentage point (as assumed for alternative III),
1.5 percentage points (as assumed for alternative II-B), 2.0 percentage
points (as assumed for alternative II-A), and 2.5 percentage points (as
assumed for alternative I). In each case, the ultimate annual increase in
the CPI is assumed to be 4.0 percent (as assumed for alternative I1-B),
yielding ultimate percentage increases in average annual wages in
covered employment of 5.0, 5.5, 6.0, and 6.5 percent, respectively.

TABLE B2.—ESTIMATED OASDI AVERAGE INCOME RATES, COST RATES, AND BALANCES,
BASED ON ALTERNATIVE II-B WITH VARIOUS REAL-WAGE ASSUMPTIONS
[As a percentage of taxable payroll]

Ultimate percentage increase in wages-CPI*

Calendar years 5.0-4.0 5.5-4.0 6.0-4.0 6.5-4.0

Average income rate:

1986-2010 12.68 1267 1265 12.64

2011-2035 13.06 13.02 12.98 12.95

2036-2060 13.25 13.18 1313 13.08

1986-2060 13.00 12.96 12.92 12.89
Average cost rate:

1 2010 10.90 10.54 10.20 9.88

2011-2035 14.83 13.91 13.07 12.30

2036-2060 16.95 1574 14.65 13.66

1986-2060 14.23 13.40 12.64 11.84
Balance:

1986-2010 +1.78 +2.12 +2.45 +2.76

2011-2035 -1.77 -.89 -.09 +.66

2036-2060 -3.7 -2.56 -1.52 -.58

1986-2060 -1.23 -44 +.28 +.95

"The first value in each pair is the assumed ultimate annual percentage increase in average wages in covered
en;‘ployment. The second value is the d ulti annual per ge increase in the Consumer Price Index. The
difference between the two values is the real-wage differential.

For the medium-range period, the average cost rate decreases from
10.90 percent (for a real-wage differential of 1.0 percentage point) to
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9.88 percent (for a differential of 2.5 percentage points). For the long-
range period, it decreases from 14.23 to 11.94 percent. The actuarial
balance increases from +1.78 to +2.76 percent for the medium-range
period, and from -1.23 to +0.95 percent for the long-range period.

The average cost rate decreases with increasing real-wage differen-
tials, because the higher real-wage levels increase the taxable payroll,
while benefit increases are not affected. Although the initial benefit
levels are higher because of the higher wages, these increases are more
than offset by the increases in the taxable payroll of future workers.
Each 0.5-percentage-point increase in the assumed. real-wage differential
increases the long-range actuarial balance by about 0.75 percent of
taxable payroll.

TOTAL FERTILITY RATE

Table B3 shows the estimated OASDI average income rates, cost
rates, and balances, on the basis of alternative II-B with various assumed
ultimate total fertility rates. These assumptions are that the ultimate total
fertility rate will be 1.6 children per woman (as assumed for alternative
III), 2.0 (as assumed for alternatives 1I-A and II-B), and 2.3 (as assumed
for alternative I). The rate is assumed to change gradually from its
current level and to reach the various ultimate values in 2010.

TABLE B3.—ESTIMATED OASDI AVERAGE INCOME RATES, COST RATES, AND BALANCES,
BASED ON ALTERNATIVE |I-B WITH VARIOUS FERTILITY ASSUMPTIONS
[As a percentage of taxable payroll]

Ultimate total fertility rate*

Calendar years 1.6 20 23

Average income rate:

1986-2010 12.67 12.67 12.67

2011-2035 13.05 13.02 13.00

2036-2060 13.33 13.18 13.10

1986-2060 13.02 12.96 12.92
Average cost rate:

1986-2010 10.51 10.54 10.56

2011-2035 14.51 13.91 13.52

2036-2060 18.64 15.74 14.08

1986-2060 14.55 13.40 12.72
Balance:

1986-2010 +2.15 +2.12 +2.10

2011-2035 ~-1.46 -.89 -.52

2036-2060 -5.31 -2.56 -.97

1986-2060 -1.54 -.44 +.20

'The total fertility rate for any year is the average number of children who would be born to a woman in her lifetime if
she were to experience the birth rates by age observed in, or assumed for, the selected year, and if she were to survive the
entire child-bearing period. The ultimate total fertility rate is assumed to be reached in 2010.

For the first 25 years, the average cost rate for the three fertility
assumptions varies by only 0.05 percent of taxable payroll. In contrast,
the average long-range cost rate varies over a wide range, decreasing
from 14.55 to 12.72 percent, as the assumed ultimate total fertility rate
increases from 1.6 to 2.3. Similarly, while the medium-range actuarial
balance varies by only 0.05 percent of taxable payroll, the long-range
actuarial balance varies over a much wider range—from -1.54 to +0.20
percent.

During the medium-range period, changes in fertility affect the
working population only slightly and result in relatively minor changes
in the number of child beneficiaries. Hence, the program cost is affected
only slightly. For the 75-year long-range period, however, changes in
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fertility have a relatively greater impact on the labor force than on the
beneficiary population, thereby resulting in significant changes in cost.
Each increase of 0.1 in the ultimate total fertility rate increases the long-
range actuarial balance by about 0.25 percent of taxable payroll.
DEATH RATES

Table B4 shows the estimated OASDI average income rates, cost
rates, and balances, on the basis of alternative II-B with various
assumptions about future reductions in death rates. The analysis was
developed by varying the percentage decrease assumed to occur during
1984-2060 in the age-sex-adjusted death rate. The decreases assumed for
this period are about 23 percent (as assumed for alternative I), 39 percent
(as assumed for alternatives II-A and I1-B), and 60 percent (as assumed
for alternative III).

TABLE B4.—ESTIMATED OASDI AVERAGE INCOME RATES, COST RATES, AND BALANCES,
BASED ON ALTERNATIVE II-B WITH VARIOUS DEATH-RATE ASSUMPTIONS
[As a percentage of taxable payroll]

Reduction in death rates'

Calendar years 23 percent 39 percent 60 percent

Average income rate:

1986-2010 12.66 12.67 12.67

2011-2035 12.99 13.02 13.06

2036-2060 13.13 13.18 13.27

1986-2060 12.93 12.96 13.00
Average cost rate:

1986-2010 10.38 10.54 10.70

2011-2035 1331 13.91 14.68

2036-2060 14.63 15.74 17.52

1986-2060 12.78 13.40 14.30
Balance:

1986-2010 +2.28 +2.12 +1.97

2011-2035 -.32 -.89 -1.62

2036-2060 -1.50 -2.56 -4.24

1986-2060 +.15 -.44 -1.30

"The measure of the reduction in death rates is the decrease in the age-sex-adjusted death rate during 1984-2060.

Because the decreases in death rates are assumed to occur gradually,
the variation in program cost for the medium-range period is less
pronounced than the variation for the long-range period. The medium-
range cost rate increases from 10.38 percent (for 23-percent lower
ultimate death rates) to 10.70 percent (for 60-percent lower ultimate
rates). The long-range cost rate increases from 12.78 to 14.30 percent.
The actuarial balance decreases from +2.28 to +1.97 percent for the
medium-range period, and from +0.15 to -1.30 percent for the-long-
range period.

Lower death rates cause both the income and outgo of the OASDI
program to be higher than they would otherwise be. The outgo,
however, increases more rapidly than the income for both the medium-
and long-range periods. Reductions in the death rates for people who
have attained the normal retirement age (people whose death rates are
the highest) extend the length of time that retirement benefits are paid.
Although an increase in taxable payroll results from lower death rates at
ages 50 through the normal retirement age, this is more than offset by
the additional retirement and disability benefits which subsequently
result. At ages under 50, death rates are so low that even substantial
reductions would not result in significant increases in the numbers of
covered workers or beneficiaries. Consequently, if death rates by age are
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lower by the same relative amount, outgo increases at a rate greater than
the rate of growth in payroll, thereby resulting in higher cost rates. Each
additional 10-percent reduction in the age-sex-adjusted death rate as-
sumed to occur in 1984-2060, relative to the 39-percent reduction
assumed for alternative II-B, decreases the long-range actuarial balance
by about 0.40 percent of taxable payroll.
NET IMMIGRATION

Table B5 shows the estimated QASDI average income rates, cost
rates, and balances, on the basis of alternative II-B with various
assumptions about the magnitude of net immigration. These assumptions
are that the annual net immigration will be 300,000 persons (as assumed
for alternative III), 500,000 persons (as assumed for alternatives II-A and
II-B), 700,000 persons (as assumed for alternative I), and 1,000,000
persons.

TABLE B5.—ESTIMATED OASD! AVERAGE INCOME RATES, COST RATES, AND BALANCES,
BASED ON ALTERNATIVE II-B WITH VARIOUS NET-IMMIGRATION ASSUMPTIONS
[As a percentage of taxable payroll]

Net immigration per year

Calendar years 300,000 500,000 700,000 1,000,000
Average income rate:
1986-2010 12.67 12.67 12.66 12.66
2011-2035 13.03 13.02 13.01 12,99
2036-2060 13.20 13.18 13.17 13.15
1986-2060 12.97 12.96 12.95 12.94
Average cost rate:

2010 10.59 10.54 10.50 10.44
2011-2035 1419 13.91 13.65 13.30
2036-2060 16.08 15.74 15.45 15.05
1986-2060 13.62 13.40 13.20 12.93

Balance:
1986-2010 +2.08 +2.12 +2.16 +2.22
2011-2035 -1.15 -.89 -.64 -31
2036-2060 -2.88 -2.56 -2.28 -1.90
1986-2060 -85 -.44 -.25 +.01

For both the medium-range and long-range periods, the average cost
rate decreases with increasing rates of net immigration. For the medium-
range period, the average cost rate decreases from 10.59 percent of
taxable payroll (for annual net immigration of 300,000 persons) to 10.44
percent (for annual net immigration of 1,000,000 persons). For the long-
range period, it decreases from 13.62 percent to 12.93 percent. The
actuarial balance increases from +2.08 to +2.22 percent for the
medium-range period, and from -0.65 to +0.01 percent for the long-
range period.

The average cost rate decreases with increasing rates of net immigra-
tion because immigration occurs at relatively young ages, thereby
increasing the numbers of covered workers earlier than the numbers of
beneficiaries. Each additional 100,000 immigrants assumed to enter the
country annually, relative to the 500,000 net immigration assumed for
alternative II-B, increases the long-range actuarial balance by about 0.10
percent of taxable payroll.
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DISABILITY INCIDENCE RATES

Table B6 shows the estimated OASDI average income rates, cost
rates, and balances, on the basis of alternative II-B with various
assumptions about future disability incidence rates. These assumptions
are that the ultimate annual age-sex-adjusted disability incidence rate will
be about 12 percent higher for men and 20 percent higher for women
than the average of the corresponding annual rates experienced during
1981-84 (as assumed for alternative I), about 34 percent higher for men
and 44 percent higher for women than such experience (as assumed for
alternatives 1I-A and II-B), and about 61 percent higher for men and 73
percent higher for women than such experience (as assumed for alterna-
tive I1I). The rates are assumed to change gradually from their current
levels and to reach their ultimate values in 2005.

TABLE 86.—ESTIMATED OASDI AVERAGE INCOME RATES, COST RATES, AND BALANCES,
BASED ON ALTERNATIVE 1I-B WITH VARIOUS DISABILITY INCIDENCE ASSUMPTIONS
[As a percentage of taxable payroll}

Disability incidence rates based on alternative—

Calendar years | II-A and 1I-B Ll

Average income rate:

1986-2010 12.66 12.67 12.67

2011-2035 . 13.01 13.02 13.03

2036-2060 . 13.17 13.18 13.20

1986-2060 . 12.95 12.96 12.97
Average cost rate:

1986-2010 10.46 10.54 10.64

2011-2035 13.66 13.91 14.20

2036-2060 . 15.47 15.74 16.07

1986-2060 13.20 13.40 13.64
Balance:

1986-2010... +2.20 +2.12 +203

2011-2035 ..o . -.65 -.89 -1.17

2036-2060 . -2.30 -2.56 -2.87

1986-2060 .. . -.25 -44 -67

For the medium-range period, the average cost rate increases with
increasing disability incidence rates from 10.46 percent (for the relatively
low rates assumed for alternative I) to 10.64 percent (for the relatively
high rates assumed for alternative III). For the long-range period, it
increases from 13.20 to 13.64 percent. The actuarial balance decreases
from +2.20 to +2.03 percent for the medium-range period, and from
-0.25 to -0.67 percent for the long-range period.

DISABILITY TERMINATION RATES

Table B7 shows the estimated OASDI average income rates, cost
rates, and balances, on the basis of alternative II-B with various
assumptions about future disability termination rates.

For all four alternatives, death-termination rates by age and sex are
assumed to decline throughout the 75-year projection period. At the end
of that period, they reach levels that, in comparison to the corresponding
annual rates experienced during the base period, 1977-80, are about 10
percent lower for alternative I, about 30 percent lower for alternatives
II-A and II-B, and about 50 percent lower for alternative IIL

For all four alternatives, ultimate recovery-termination rates by age
and sex are assumed to be attained in 1990. For alternative I, they are
about 30 percent higher than the corresponding rates experienced during
the base period. For alternative III, they are about the same as the base-
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period rates. For alternatives II-A and II-B, such rates are about 15
percent higher than those experienced in the base period, in order to
reflect the effects of the additional periodic reviews that began in 1981,

TABLE B7.—ESTIMATED OASDI AVERAGE INCOME RATES, COST RATES, AND BALANCES,
BASED ON ALTERNATIVE 11-B WITH VARIOUS DISABILITY TERMINATION ASSUMPTIONS
[As a percentage of taxable payroll}

Disability termination rates based on alternative—

Calendar years ] II-A and II-B n

Average income rate:

1986-2010 12.67 12.67 12.67

2011-2035 13.02 13.02 13.02

2036-2060 13.18 13.18 13.19

1986-2060 12.95 12.96 12.96
Average cost rate:

1986-2010 10.52 10.54 10.57

2011-2035 13.85 13.91 13.98

2036-2060 15.66 15.74 15.83

1986-2060 13.34 13.40 13.46
Balance:

1986-2010 +2.15 +212 +2.10

2011-2035 -.83 -.89 -.95

2036-2060 -2.48 -2.56 ~2.64

1986-2060 -.39 -.44 -.50

For the medium-range period, the average cost rate increases with
decreasing disability termination rates from 10.52 percent (for the
relatively high rates assumed for alternative I) to 10.57 percent (for the
relatively low rates assumed for alternative III). For the long-range
period, it increases from 13.34 to 13.46 percent. The actuarial balance
decreases from +2.15 to +2.10 percent for the medium-range period,
and from -0.39 to -0.50 percent for the long-range period.

Next Page
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APPENDIX C

Federal Register / Vol. 50, No. 211 / Thursday, October 31, 1985 / Notices

DEPARTMENT OF HEALTH AND
HUMAN SERVICES

Office of the Secretary

Cost-of-Living Increase in Benefits
Under Titles Il and XVI for 1986;
Average of the Total Wages for 1984;
Contribution and Benefit Base, Quarter
of Coverage Amount, Retirement
Earnings Test Exempt Amounts,
Formulas for Computing Benefits, and
“Old-Law” Contribution and Benefit
Base for 1986; Old-Age, Survivors, and
Disability Insurance (OASDI) Fund
Ratio for 1985; and Tables of Benefit
Amounts for 1986

AGENCY: Social Security Administration,
HHS.

ACTION: Notice.

SUMMARY: The Secretary has
determined—

(1) A 3.1 percent cost-of-living
increase in benefits under title II
(section 215(i)) of the Social Security Act
(the Act);

(2) An increase in the Federal SSI
(title XVI) benefit amounts for 1986 to
$4,032 for an eligible individual, $6,048
for an eligible individual with an eligible
spouse, and $2,016 for an essential
person (section 1617 of the Act);

(3) The average of the total wages for
1984 to be $16,135.07;

(4) The Social Security contribution
and benefit base to be $42,000 for
remuneration paid in 1986 and self-
employment income earned in taxable
years beginning in 1986;

(5) The amount of earnings a person
must have to be credited with a quarter
of coverage in 1986 to be $440;

(8) The monthly exempt amounts
under the Social Security retirement
earnings test for taxable years ending in
calendar year 1986 to be $650 for
beneficiaries age 65 through 69 and $480
for beneficiaries under age 65;

(7) The “old-law” contribution and
benefit base to be $31,500 for 1986.

We also describe the computation of
benefits for a worker and the worker's
family who first become eligible for

benefits in 1986, and the computation of
the OASDI fund ratio used to determine
whether the automatic increase in
benefits under title II of the Act is
affected by the “stabilizer” provision.
Finally, we are publishing two tables
of OASDI benefit amounts. The first
table reflects: (a) The automatic benefit
increase, and (b) the new higher average
monthly wage and related benefit
amounts made possible by the higher
contribution and benefit base. This table
will be used primarily to compute the
title II benefits of workers who attained

age 62 or became disabled before 1979,
and of the family members of insured
workers who died before 1979, and to
compute the related maximum family
benefit. The second table provides the
range of primary insurance amounts and
the corresponding maximum family
benefits under the “special minimum”
benefit provision, as revised to reflect
the automatic benefit increase. These
benefits are payable to certain
individuals with long periods of
relatively low earnings.

FOR FURTHER INFORMATION CONTACT:
Clare M. Albrecht, Office of the
Actuary, Social Security Administration,
6401 Security Boulevard, Baltimore,
Maryland 21235, telephone (301) 594
3882,

SUPPLEMENTARY INFORMATION: The
Secretary is required by the Act to
publish within 45 days after the close of
the third calendar quarter of 1985 the
benefit increase percentage and the
revised tables of benefits (section
215(i)(2)(D)). Also, the Secretary is
required to publish before November 1
the average of the total wages for 1984
(section 215(i)(2)(C)(iii)) and the OASDI
fund ratio for 1985 (section
215(i)(2)(C)(iii)). Finally, the Secretary is
required to publish on or before
November 1 the contribution and benefit
base for 1986 (section 230(a)), the
amount of earnings required to be
credited with a quarter of coverage in
1986 (section 213(d)(2)), the monthly
exempt amounts under the Social
Security retirement earnings test for
1986 (section 203(f)(8)(A)), the formula



104

for computing a primary insurance
amount for workers who first become
eligible for benefits or die in 1986
(section 215(a)(1)(D)), and the formula
for computing the maximum amount of
benefits payable to the family of a
worker who first becomes eligible for
old-age benefits or dies in 1988 (section
203(a)(2)(C)).

Cost-of-Living Increases

General. The cost-of-living increase is
3.1 percent for benefits under titles II
and XVI of the Social Security Act.

Under title II, old-age, survivors, and
disability insurance benefits will
increase by 3.1 percent beginning with
the December 1985 benefits, which are
payable on January 3, 1986. The kinds of
benefits payable to individuals entitled
under this program are old-age,
disability, wife's, husband'’s, child’s,
widow’s, widower's, mother's, father's,
and parent’s insurance benefits. This
increase is based on the authority
contained in section 215(i) of the Act (42
U.S.C. 415(i)).

Under title XVI, Federal SSI benefit
amounts will also increase by 3.1
percent effective for payments made for
the month of January 1986 but paid on
December 31, 1985. This is based on the
authority contained in section 1617 of
the Act (42 U.S.C. 1382f). The percentage
increase effective January 1986 is the
same as the title II benefit increase and
the annual payment amount is rounded,
when not a multiple of $12, to the next
lower multiple of $12.

Automatic Benefit Increase
Computation. Under section 215(i) of the
Act, the third calendar quarter of 1985 is
a cost-of-living computation quarter for
all the purposes of the Act. The
Secretary is therefore required to
increase benefits, effective with
December 1985, for individuals entitled
under section 227 or 228 of the Act, to
increase primary insurance amounts of
all other individuals entitled under title
11 of the Act, and to increase maximum
benefits payable to a family. For
December 1985, the benefit increase is
the percentage increase in the Censumer

Price Index for Urban Wage Earners and
Clerical Workers from the third quarter
of 1984 through the third quarter of 1985.
Automatic benefit increases may be
modified by a “stabilizer” provision
under certain adverse financial
conditions that are described in the
gection on the OASDI fund ratio. The
December 1985 benefit increase is not
affected by this provision.

Section 215 (i)(1) of the Act provides
that the Consumer Price Index for a
cost-of-living computation quarter shall
be the arithmetical mean of this index
for the 3 months in that quarter. The
Department of Labor’s revised
Consumer Price Index for Urban Wage
Earners and Clerical Workers for each
month in the quarter ending September
30, 1984, was: for July 1984, 307.5; for
August 1984, 310.3; and for September
1984, 312.1. The arithmetical mean for
this calendar quarter is 310.0 (after
rounding to the nearest 0.1). The
corresponding Consumer Price Index for
each month in the quarter ending
September 30, 1985, was: for July 1985,
319.1; for August 1985, 319.6; and for
September 1985, 320.5. The arithmetical
mean for this calendar quarter is 319.7
(after rounding to the nearest 0.1). Thus,
because the Consumer Price Index for
the calendar quarter ending September
30, 1985, exceeds that for the calendar
quarter ending September 30, 1984, by
3.1 precent, a cost-of-living benefit
increase of 3.1 percent is effective for
benefits under title II of the Act
beginning December 1985.

Title Il Benefit Amounts. In
accordance with section 215(i)(4) of the

Act, the primary insurance amounts and
the maximum family benefits shown in
columns IV and V of the revised benefit
table (table 1) were obtained by: (1)
increasing by 3.1 percent the
corresponding amounts established by
the last cost-of-living increase and the
extension of the benefit table made
under section 215(i)(4) and published on
October 31, 1984, at 49 FR 43775, and (2)
extending the table due to the increase
in the contribution and benefit base for
1986, as described below. The table
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applies only to the benefits of those
persons who attained age 62 or became
disabled before January 1979 and the
family members of insured workers who
died before 1979. The table is deemed to
appear in section 215(a) of the Act. Note
that this table does not apply to those
individuals who become eligible (i.e.,
attain age 62, or become disabled) or die
after 1978; their benefits will generally
be determined by a benefit formula
provided by the Social Security
Amendments of 1977 (Pub. L. 95-216), as
described below. For persons who first
become eligible for benefits or who die
before age 62 in the period 1979-1985,
the 3.1 percent increase will apply
beginning with benefits for December
1985 and will be included in checks
received in January 1986; the 3.1 percent
increase will not apply for persons who
first become eligible for benefits or die
after 1985.

Section 215(i)(2)(D) of the Act also
requires that, when the Secretary
determines an automatic increase in
Social Security benefits, the Secretary
shall publish in the Federal Register a
revision of the range of the primary
insurance amounts and corresponding
maximum family benefits based on the
dollar amount and other provisions
described in section 215(a){1)(C)(i).
These benefits are referred to as
“special minimum™ benefits and are
payable to certain individuals with long
periods of relatively low earnings. In
accordance with section 215(a)(1)(C)(i),
the attached table 2 shows the revised
range of primary insurance amounts and
corresponding maximum family benefit
amounts after the 3.1 percent benefit
increase.

Section 227 of the Act provides flat-
rate benefits to workers who became
age 72 before 1969 and are not insured
under the usual requirements, and to
their spouses or surviving spouses.
Section 228 of the Act provides similar
benefits for certain uninsured persons
who became age 72 before 1972. The
current monthly benefit amount of
$134.40 for an individual under sections
227 and 228 of the Act is increased by

3.1 percent to obtain the new amount of
$138.50. The present monthly benefit
amount of $67.40 for a spouse under
section 227 is increased by 3.1 percent to
$69.40.

Title XVI Benefit Amounts. In
accordance with section 1617 of the Act,
Federal SSI benefit amounts for the
aged, blind, and disabled are increased
by 3.1 percent effective January 1986.
Therefore, the yearly Federal SSI benefit
amount of $3,900 for an eligible
individual, $5,856 for an eligible
individual with an eligible spouse and
$1,956 for an essential person, which are
effective January 1985, are increased,
effective with January 1986, to $4,032,
$6,048, and $2,016, respectively, after
rounding. The monthly payment amount
is determined dividing the yearly
amount by 12, and subtracting monthly
countable income. In the case of an
eligible individual with an eligible
spouse, the amount payable is further
divided equally between the two
spouses.

Average of the Total Wages for 1984

The determination of the average
wage figure for 1984 is based on the 1983
average wage figure of $15,239.24
announced in the Federal Register on
October 31, 1984 (49 FR 43775), along
with the percentage increase in average
wages from 1983 to 1984 measured by
annual wage data tabulated by the
Internal Revenue Service (IRS). The
average amounts of wages calculated
directly from IRS data were $15,650.18
and $16,570.17 for 1983 and 1984,
respectively. To determine an average
wage figure for 1984 at a level that is
consistent with the series of average
wages for 1951-1977 (published
December 29, 1978, at 43 FR 61016), we
multiplied the 1983 average wage figure
of $15,239.24 by the percentage increase
in average wages from 1983 to 1984
(based on IRS data) as follows (with the
result rounded to the nearest cent):
Average wage for
1984 =$15,239.24 X $16,570.17 =~ §
15,650.18=$16,135.07. Therefore, the
average wage for 1984 is determined to
be $16,135.07.
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Contribution and Benefit Base

General. The contribution and benefit
base is $42,000 for remuneration paid in
1986 and self-employment income
earned in taxable years beginning in
1986.

The contribution and benefit base
serves two purposes:

(1) It is the maximum annual amount
of earnings on which Social Security
taxes are paid.

(2) It is the maximum annual amount
used in determining a person’s Social
Security benefits.

Computation. Section 230(c) of the Act
provides a table with the contribution
and benefit base for each year 1978,
1979, 1980, and 1981. For years after
1981, section 230(b) of the Act contains a
formula for determining the contribution
and benefit base. Under the prescribed
formula, the contribution and benefit
base for 1986 shall be equal to the 1985
base of $39,600 multiplied by the ratio of
(1) the average amount, per employee, of
total wages for the calendar year 1984 to
(2) the average amount of those wages
for the calendar year 1983. Section
230(b) further provides that if the
amount so determined is not a multiple
of $300, it shall be rounded to the
nearest multiple of $300.

Average Wages. The average wage
for calendar year 1983 was previously
determined to be $15,239.24, The
average wage for calendar year 1984 has
been determined to be $16,135.07 as
stated herein.

Amount. The ratio of the average for
1984, $16,135.07, compared to that for
1983, $15,239.24, is 1.0587844. Multiplying
the 1985 contribution and benefit base of
$39,600 by the ratio 1.0587844 produces
the amount of $41,927.86 which must
then be rounded to $42,000. Accordingly,
the contribution and benefit base is
determined to be $42,000 for 1986.

Quarter of Coverage Amount

General. The 1986 amount of earnings
required for a quarter of coverage is
$440. A quarter of coverage is the basic
unit for determining whether a worker is
insured under the Social Security

program. For years before 1978, an
individual generally was credited with a
quarter of coverage for each quarter in
which wages of $50 or more were paid,
or an individual was credited with 4
quarters of coverage for every taxable
year in which $400 or more of self-
employment income was earned.
Beginning in 1978, wages generally are
no longer reported on a quarterly basis;
instead, annual reports are made. With
the change to annual reporting, section
352(b) of the Social Security
Amendments of 1977 (Pub. L. 95-216)
amended section 213(d) of the Act to
provide that a quarter of coverage
would be credited for each $250 of an
individual's total wages and self-
employment income for calendar year
1978 (up to a maximum of 4 quarters of
coverge for the year). Individuals
generally must have self-employment
income of at least $400 in a taxable year
in order to be credited with any quarters
of coverage.

Computation. Under the prescribed
formula, the quarter of coverage amount
for 1986 shall be equal to the 1978
amount of $250 multiplied by the ratio of
(1) the average amount, per employee, of
total wages for calendar year 1984 to (2)
the average amount of those wages
reported for calendar year 1976. The
section further provides that if the
amount so determined is not a multiple
of $10, it shall be rounded to the nearest
multiple of $10.

Average Wages. The average wage
for calendar year 1976 was previously
determined to be $9,226.48. This was
published in the Federal Register on
December 29, 1978, at 43 FR 61016. The
average wage for calendar year 1984 has
been determined to be $16,135.07 as
stated herein.

Quarter of Coverage Amount. The
ratio of the average wage for 1984,
$16,135.07, compared to that for 1976,
$9.226.48, is 1.748779. Multiplying the
1978 quarter of coverage amount of $250
by the ratio of 1.748779 produces the
amount of $437.19 which must then be
rounded to $440. Accordingly, the
quarter of coverage amount is
determined to be $440 for 1986.
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Retirement Earnings Test Exempt
Amounts

(a) Beneficiaries Aged 70 or Over.
Beginning with months after December
1982, there is no limit on the amount an
individual aged 70 or over may earn and
still receive Social Security benefits.

(b) Beneficiaries Aged 65 through 69.
The retirement earnings test monthly
exempt amount for beneficiaries aged 65
through 69 is stated in the Act at section
203(f)(8)(D) for years 1978 through 1982.
A formula is provided in section
203(f)(8)(B) for computing the exempt
amount applicable for years after 1982,
The monthly exempt amount for 1985
was determined by this formula to be
$610. Under the formula, the exempt
amount for 1986 shall be the 1985
exempt amount multiplied by the ratio
of: (1) The average amount, per
employee, of the total wages for
calendar year 1984 to (2) the average
amount of those wages for calendar year
1983. The section further provides that if
the amount so determined is not a
multiple of $10, it shall be rounded to the
nearest multiple of $10.

Average Wages. Average wages for
this purpose are determined in the same
way as for the contribution and benefit
base. Therefore, the ratio of the average
wages for 1984, $16,135.07, compared to
that for 1983, $15,239.24, is 1.0587844.

Exempt Amount for Beneficiaries
Aged 65 through 69. Multiplying the 1985
retirement earnings test montly exempt
amount of $610 by the ratio of 1.0587844
produces the amount of $645.86. This
must then be rounded to $650. The
retirement earnings test monthly exempt
amount for beneficiaries aged 65 through
69 is thus determined to be $640 for 1986.
The corresponding retirement earnings
test annual exempt amount for these
beneficiaries is $7,800.

(c) Beneficiaries Under Age 65.
Section 203 of the Act providesthat
beneficiaries under age 65 have a lower
retirement earnings test monthly exempt
amount than those beneficiaries aged 65
through 69. The exempt amount for
beneficiaries under age 65 is determined
by a formula provided in section
203()(8)(B) of the Act. Under the

formula, the monthly exempt amount for
beneficiaries under age 65 is $450 for
1985. The formula provides that the
exempt amount for 1986 shall be the
1985 exempt amount for beneficiaries
under age 85 multiplied by the ratio of:
(1) The average amount, per employee,
of the total wages for calendar year 1984
to (2) the average amount of those
wages for calendar year 1983. The
section further provides that if the
amount so determined is not a multiple
of $10, it shall be rounded to the nearest
multiple of $10.

Average Wages. Average wages for
this purpose are determined in the same
way as for the contribution and benefit
base. Therefore, the ratio of the average
wages for 1984, $16,135.07, compared to
that of 1983, $15,239.24, is 1.0587844.

Exempt amount for Beneficiaries
Under Age 65. Multiplying the 1985
retirement earnings test monthly exempt
amount of $450 by the ratio 1.0587844
produces the amount of $476.45. This
must then be rounded to $480. The
retirement earnings test monthly exempt
amount for beneficiaries under age 65 is
thus determined to be $480 for 1986. The
corresponding retirement earnings test
annual exempt amount for these
beneficiaries is $5,760.

Computing Benefits After 1978

The Social Security Amendments of
1977 changed the formula for
determining an individual's primary
insurance amount after 1978. This basic
new formula is based on “wage
indexing” and was fully explained with
interim regulations and final regulations
published in the Federal Register on
December 29, 1978 (43 FR 60877), and
July 15, 1982 (47 FR 30731), respectively.
It generally applies when a worker after
1978 attains age 62, becomes disabled,
or dies before age 62. This formula uses
the worker’s earnings after they have
been adjusted, or “indexed,” in
proportion to the increase in average
wages of all workers. Using this method,
we determine the worker's “average
indexed monthly earnings.” We then
compute the primary insurance amount,
using the worker's average indexed
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monthly earnings. The computation
formula is adjusted automatically each
year to reflect changes in general wage
levels.

Average Indexed Monthly Earnings.
To assure that a worker's future benefits
reflect the general rise in the standard of
living that occurs during his or her
working lifetime, we adjust or “index”
the worker's past earnings to take into
account the change in general wage
levels that has occurred during the
worker’s years of employment. These
adjusted earnings are then used to
compute the worker's primary insurance
amount.

For example, to compute the average
indexed monthly earnings for a worker
attaining age 62, becoming disabled, or
dying before attaining age 62, in 1986,
we divide the average of the total wages
for 1984, $16,135,07, by the average of
the total wages for each year prior to
1984 in which the worker had earnings.
We then multiply the actual wages and
self-employment income as defined in
section 211(b) of the Act credited for
each year by the corresponding ratio to
obtain the worker's adjusted earnings
for each year. After determining the
number of years we must use to
compute the primary insurance amount,
we pick those years with higher indexed
earnings, total those indexed earnings
and divide by the total number of
months in those years. This figure is
rounded down to the next lower dollar
amount, and becomes the average
indexed monthly earnings figure to be
uged in computing the worker's primary
insurance amount for 1986.

Computing the Primary Insurance
Amount. The primary insurance amount
is the sum of three separate percentages
of portions of the average indexed
monthly earnings. In 1979 (the first year
the formula was in effect), these
portions were the first $180, the amount
between $180 and $1,085, and the
amount over $1,085, The amounts for
1986 are obtained by multiplying the
1979 amounts by the ratio of the average
of the total wages for 1984, $16,135.07, to
that for 1977, $9,779,44. These results are

then rounded to the nearest dollar. For
1986, the ratio is 1,649897. Multiplying
the 1979 amounts of $180 and $1,085 by
1.849897 produces the amounts of
$296.98 and $1,790.14. These must then
be rounded to $297 and $1,790.
Accordingly, the portions of the average
indexed monthly earnings to be used in
1986 are determined to be the first $297,
the amount between $297 and $1,790,
and the amount over $1,790.
Consequently, for individuals who
first become eligible for old-age
insurance benefits or disability

insurance benefits in 1986, or who die in
1986 before becoming eligible for
benefits, we will compute their primary
insurance amount by adding the
following:

(a) 90 percent of the first $297 of their
average indexed monthly earnings, plus

{b) 32 percent of the average indexed
monthly earnings over $297 and through
$1,790, plus

(c) 15 percent of the average indexed
monthly earnings over $1,790.

This amount is then rounded to the
next lower multiple of $.10 if it is not
already a multiple of $.10. This formula
and the adjustments we have described
are contained in section 215(a) of the
Act (42 U.S.C. 415(a)).

Maximum Benefits Payable to a Family

The 1977 Amendments continued the
long established policy of limiting the
total monthly benefits which a worker's
family may receive based on his or her
primary insurance amount. Those
amendments also continued the existing
relationship between maximum family
benefits and primary insurance amounts
but did change the method of computing
the maximum amount of benefits which
may be paid to a worker’s family, The
Social Security Disability Amendments
of 1980 (Pub. L. 96-265) established a
new formula for computing the
maximum benefits payable to the family
of a disabled worker. This new formula
is applied to the family benefits of
workers who first become entitled to
disability insurance benefits after June
30, 1980, and who first become eligible
for these benefits after 1978. The new
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formula was explained in a Final Rule
published in the Federal Register on
May 8, 1981, at 46 FR 25601. For disabled
workers initially entitled to disability
benefits before July 1980, or whose
disability began before 1979, the family
maximum payable is computed the same
as the old-age and survivor family
maximum.

Computing the Old-Age and Survivor
Family Maximum. The formula used to
compute the family maximum is similar
to that used to compute the primary
insurance amount. It involves computing
the sum of four separate percentages of
portions of the worker's primary
insurance amount. In 1979, these
portions were the first $230, the amount
between $230 and $332, the amount
between $332 and $433, and the amount
over $433. The amounts for 1986 are
obtained by multiplying the 1979
amounts by the ratio between the
average of the total wages for 1984,
$16,135.07, and the average for 1977,
$9,779.44. This amount is then rounded
to the nearest dollar. For 1986, the ratio
is 1.649897. Multiplying the amounts of

$230. $332, and $433 by 1.649897
produces the amounts of $379.48,
$547.77, and $714.41. These amounts are
then rounded to $379, $548, and $714.
Accordingly, the portions of the primary
insurance amounts to be used in 1986
are determined to be the first $379, the
amount between $379 and $548, the
amount between $548 and $714, and the
amount over $714.

Consequently, for the family of a
worker who becomes age 62 or dies in
1986, the total amount of benefits
payable to them will be computed so
that it does not exceed:

(a) 150 percent of the first $379 of the
worker's primary insurance amount,
plus

(b) 272 percent of the worker’s
primary insurance amount over $379
through $548, plus

(c) 134 percent of the worker's primary
insurance amount over $548 through
$714, plus

(d) 175 percent of the worker's
primary insurance amount over $714.

This amount is then rounded to the
next lower multiple of $.10 if it is not
already a multiple of $.10. This formula
and the adjustments we have described
are contained in section 203 (a) of the
Act (42 U.S.C. 403(a)).

Extension of Benefit Table Effective
January 1986

Table 1 includes an extension of the
Table for Determining Primary
Insurance Amount and Maximum
Family Benefits provided in section
215(a)(5) of the Act. This extension
reflects the higher average monthly
wage and related benefit amounts now
possible under the increased
contribution and benefit base published
by this Notice effective January 1986 in
accordance with section 215(i) of the
Act. Table 1 will apply primarily to
benefits based on earnings of workers
who reached age 62 before 1979.

“Old-Law” Contribution and Benefit
Base

General. The 1986 “old-law”
contribution and benefit base is $31,500.
This is the base that would have been
effective under the Social Security Act
without the enactment of the 1977
amendments. The base is computed
under section 230(b) of the Social
Security Act as it read prior to the 1977
amendments.

The “old-law” contribution and
benefit base is used by:

(1) The Railroad Retirement program
to determine certain tax liabilities and
tier II benefits payable under that
program to supplement the tier |
payments which correspond to basic
Social Security benefits,

(2) The Pension Benefit Guaranty
Corporation to determine the maximum
amount of pension guaranteed under the
Employee Retirement Income Security
Act. {This use is stated in section 230(d)
of the Social Security Act), and

(3) Social Security to determine a
“year of coverage” in computing the
“gpecial minimum" benefit and in
computing benefits for persons who are
also eligible to receive pensions based



on employment not covered under
section 210 of the Social Security Act.

Computation. The base is computed
using the automatic adjustment formula
in section 230(b) of the Act as it read
prior to the enactment of the 1977
amendments. Under the formula, the
“old-law” contribution and benefit base
shall be the “old-law" 1985 base
multiplied by the ratio of: (1) The
average amount, per employee, of total
wages for the calendar year of 1984 to
(2) the average amount of those wages
for the calendar year of 1983. If the
amount so determined is not a multiple
of $300, it shall be rounded to the
nearest multiple of $300.

Average Wages. The average wage
for calendar year 1983 was previously
determined to be $15,239.24. The
average wage for calendar year 1984 has
been determined to be $16,135.07, as
stated herein.

Amount. The ratio of the average
wage for 1984, $16,135.07 compared to
that for 1983, $15,239.24, is 1.0587844.
Multiplying the 1985 “old-law”
contribution and benefit base amount of
$29,700 by the ratio of 1.0587844
produces the amount of $31,445.90 which
must bhen be rounded to $31.500.
Accordingly, the “old-law” contribution
and benefit base is determined to be
$31,500 for 1986.

OASDI Fund Ratio

General. Section 215(i) of the Act was
amended by section 112 of the Social
Security Amendments of 1983 (Pub. L.
98-21), to include a “stabilizer”
provision that can limit the automatic
OASDI benefit increase under certain
circumstances. If the combined assets of
the OASI and DI Trust Funds, as a
percentage of annual expeditures, are
below a specified level, the automatic
benefit increase is equal to the lesser of:
(1) The increase in average wages or (2}
the increase in prices. The threshold
level specified for the OASDI fund ratio
is 15.0 percent for benefit increases for
December of 1984 through December
1988, and 20.0 percent thereafter. The
amendments also provide for
subsequent “catch-up” benefit increases
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for beneficiaries whose previous benefit
increases were affected by this
provision. “Catch-up” benefit increases
occur only when trust fund assets
exceed 32.0 percent of annual
expenditures.

Computation. Section 215(i) specifies
the computation and application of the
OASDI fund ratio. The OASDI fund
ratio for 1985 is defined as the ratio of:
(1) The combined assets of the OASI
and DI Trust Funds at the beginning of
1985, including advance tax transfers for
January 1985 and excluding amounts
owed to the Hospital Insurance (HI)
Trust Fund, to (2) the estimated
expenditures of the OASI and DI Trust
Funds during 1985, excluding payments
of interest and principal on amounts
owed to the HI Trust Fund and transfer
payments between the OASI and DI
Trust Funds, and reducing any transfers
to the Railroad Retirement Account by
any transfers from that account into
either trust fund.

Ratio. The combined assets of the
OASI and DI Trust Funds at the
beginning of 1985 (including advance tax
transfers for January 1985 and excluding
amounts owed to the HI Trust Fund)
equaled $33,956 million, and the
expenditures are estimated to be
$191,569 million. Thus, the OASDI fund
ratio for 1985 is 17.7 percent, which
exceeds the applicable threshold of 15.0
percent. As a result, the “stabilizer”
provision does not affect the benefit
increase for December 1985,

(Catalog of Federal Domestic Assistance
Programs Nos. 13.802-13.805, and 13.807
Social Security Programs)

Dated: October 29, 1985.
Margaret M. Heckler,
Secretary of Health and Human Services.
BILLING CODE 4190-11-M

(The extended benefit table which was
published at the end of the above an-
nouncement in the Federal Register is not
reproduced here because of its length.)
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APPENDIX D.—AUTOMATIC ADJUSTMENTS UNDER OLD-AGE,
SURVIVORS, AND DISABILITY INSURANCE

The Social Security Act specifies that certain program amounts
affecting the determination of OASDI benefits are to be adjusted
annually, in general, to reflect changes in the economy. The law
prescribes specific formulas which, when applied to reported statistics,
produce ‘“‘automatic” revisions in these program amounts and hence in
the benefit-computation procedures.

In this appendix, values are shown for the program amounts which are
subject to automatic adjustment, from the time that such adjustments
became effective through 1986. Projected values for future years
through 1991, based on the two intermediate sets of assumptions
(alternatives II-A and II-B), are also shown. Many of these assumptions
are described in the subsection of this report entitled “Economic and
Demographic Assumptions” and are shown in tables 10 and 11. The
subsection entitled “Automatic Adjustments,” and Appendix C, provide
a more complete description of the program amounts affected by the
automatic-adjustment procedures.

Under section 215(b)(3) of the Social Security Act, the average
amount of total wages for each year after 1950 is used to index the
earnings of most workers first becoming eligible for benefits in 1979 or
later. This procedure converts a worker’s past earnings to approximately
their equivalent values near the time of the worker’s retirement or other
eligibility, and these values are used to calculate the worker’s Average
Indexed Monthly Earnings (AIME). The average amount of total wages
for each year is also used to adjust most of the program amounts that are
subject to the automatic-adjustment provisions. A copy of the notice
announcing the average wage for 1984, including a brief description of
its derivation, is shown in Appendix C, which also describes the
determinations of other program amounts that are in effect for 1986.
Table D1 shows the average amount of total wages as announced for
each year 1951 through 1984.

TABLE D1.—AVERAGE AMOUNT OF TOTAL WAGES, CALENDAR YEARS 1951-84

Year Amount Year Amount Year Amount
$2,799.16 $4,938.36 1981 . $13,773.10
2,973.32 5,213.44 14,531.34
3,139.44 5571.76 15,239.24
3,155.64 5,893.76 16,135.07
3,301.44 6,186.24
3,5632.36 6,497.08
3,641.72 7,133.80
3,673.80 7,580.16
3,855.80 8,030.76
4,007.12 8,630.92
4,086.76 9,226.48
4,291.40 9,779.44
4,396.64 10,556.03
4,576.32 11,479.46
4,658.72 12,513.46

Table D2 shows the estimated average amount of total wages for each
year 1985 through 1991, based on the four alternative sets of
assumptions.
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TABLE D2.—ESTIMATED AVERAGE AMOUNT OF TOTAL WAGES BY ALTERNATIVE,
CALENDAR YEARS 1985-91

Calendar year | iI-A I-B n
$16,797.03 $16,769.37 $16,747.32 $16,724.03

17,572.48 17,637.43 17,493.25 17,496.90

18,504.30 18,499.90 18,456.25 18,507.55

19,467.48 19,462.33 19,432.72 19,257.89

20,508.57 20,505.44 20,721.36 20,702.09

21,525.59 21,540.33 21,997.76 21,566.59

22,516.75 22,621.23 23,249.94 23,085.52

The provisions for automatic cost-of-living increases in OASDI
benefits were originally enacted in 1972 and first became effective with
the benefit increase for June 1975. The determination of the benefit
increase effective for December 1985 is shown in Appendix C. Table D3
shows the automatic benefit increases determined for each year 1975-85,
and the benefit increases for each year 1986-91, on the basis of the two
intermediate sets of assumptions.

The law provides for an automatic increase in the contribution and
benefit base for the year following a year in which an automatic benefit
increase became effective. The base for 1975 was the first one deter-
mined on this basis. (Amendments enacted in December 1973 provided
that the 11-percent general benefit increase that became effective in 1974
would be considered an automatic cost-of-living benefit increase for
purposes of the automatic-adjustment provisions.) The bases for 1979-81
were specified by the 1977 amendments at levels above those which
were expected to occur under the automatic-adjustment provisions (and
which, in fact, as the experience developed, were above such levels).
Starting again in 1982, the bases have been determined automatically on
the basis of increases in average wages. Table D3 shows actual past and
projected future amounts for the contribution and benefit base.

The law provides for the determination of the contribution and benefit
bases that would have been in effect in each year after 1978 under the
automatic-adjustment provisions as in effect before the enactment of the
1977 amendments. This “old-law” base is used in determining special-
minimum_benefits for certain workers who have. many years of low
earnings in covered employment. Beginning in 1986, the oid-law base is
also used in the calculation of OASDI benefits for certain workers who
are eligible to receive pensions based on noncovered employment. In
addition, it is used for certain purposes under the Railroad Retirement
program and the Employee Retirement Income Security Act of 1974.
Table D3 shows the old-law bases for 1979-86, together with estimated
amounts for 1987-91 on the basis of the two intermediate sets of
assumptions.

The 1972 amendments specified that the amount of earnings exempted
from the withholding of benefits under the retirement earnings test
would increase automatically in the year following a year in which an
automatic cost-of-living benefit increase became effective. The 1977
amendments modified this procedure by establishing two different
exempt amounts—one for those under age 65 and another for those aged
65 and over. The former amounts continued to increase automatically,
while the latter amounts were specified for 1978-82, after which they
?gailngi/ncrease automatically. The exempt amounts are shown in table D3
or 5-91.
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The 1977 amendments specified the amount of earnings required in
1978 to be credited with a “quarter of coverage” and provided for
automatic adjustment of this amount for future years. Table D3 shows
the amounts for 1978-91.

The 1977 amendments substantially revised the method of computing
benefits for most workers first becoming eligible for benefits in 1979 and
later. The formula used to compute the Primary Insurance Amount
(PIA) for workers who first become eligible for benefits, or who died
before becoming eligible, in 1979 is:

90 percent of the first $180 of AIME, plus
32 percent of AIME in excess of $180
- but not in excess of $1,085, plus
15 percent of AIME in excess of $1,085.

The amounts separating the individual’s AIME into intervals—the
“bend points”’—are adjusted automatically by the changes in average
wages as specified in section 215(a)(1)(B) of the Social Security Act. (A
regular-minimum benefit of $122 and a special-minimum benefit varying
by “years of coverage” are also provided, although for most workers
first becoming eligible for benefits in 1982 and later, the regular-
minimum benefit of $122 has been eliminated.) The bend points for 1979-
86, and the values projected for 1987-91, are shown in table D3.

A similar formula is used to compute the maximum total amount of
monthly benefits payable on the basis of the earnings of a retired or
deceased individual. This formula is a function of the individual’s PIA,
and is shown below for workers who first became eligible for benefits,
or who died before becoming eligible, in 1979:

150 percent of the first $230 of PIA, plus
272 percent of the PIA in excess of $230
but not in excess of $332, plus
134 percent of the PIA in excess of $332
but not in excess of $433, plus
175 percent of the PIA in excess of $433.

These PIA-interval bend points are adjusted automatically in accord-
ance with section 203(a)(2) of the Act. The maximum-family-benefit
bend points for 1979-91 are shown in table D3.



TABLE D3 —OASDI PROGRAM AMOUNTS DETERMINED UNDER THE AUTOMATIC-ADJUSTMENT PROVISIONS, CALENDAR YEARS 1975-86,
AND PROJECTED FUTURE AMOUNTS, CALENDAR YEARS 1987-91, ON THE BASIS OF THE INTERMEDIATE SETS OF ASSUMPTIONS

, Retirement earnings test Amount  AIME “bend points” in  PIA “bend points™ in maximum-family-
) o "Old-faw’ exempt amounts of earnings PIA formula benefit formula
Benefit  Contribution  contribution required for ,
increase’  and benefit and benefit Under  Ages 65 and quarter of ) ) )
Calendar year {percent) base base? age 65 over? coverage* First Second First Second Third
Actual experience:
1975. 8.0 $14,100 *} $2,520 $2,520 (%) [§] {*) (*) ) (%)
6.4 15,300 (*) 2,760 2,760 ) (*) *) *) ) )
5.9 16,500 *) 3,000 3,000 [6 (*) (*} (*) ) (*)
65 17,700 () 3,240 4,000 *$250 (%) ) (%) *) Q)
9.9 722,900 $18,900 3,480 74,500 260 °$180 °$1,085 *$230 #$332 *$433
143 725,900 20,400 3,720 5,000 290 194 1,171 248 358 467
1.2 729,700 22,200 4,080 5,500 310 211 1,274 270 390 508
7.4 32,400 24,300 4,440 6,000 340 230 1,388 294 425 554
3.5 35,700 26,700 4,920 6,600 370 254 1,528 324 468 610
35 37,800 28,200 5,160 6,960 390 267 1,612 342 493 643
3.1 39,600 29,700 5,400 7,320 410 280 1,691 358 517 675
(W] 42,000 31,500 5,760 7,800 440 297 1,790 379 548 714
41 43,800 32,700 6,000 8,160 450 309 1,861 394 569 742
36 45,900 34,200 6,240 8,520 480 323 1,946 412 595 776
32 48,300 36,000 6,600 9,000 500 341 2,053 435 628 819
3.0 50,700 37,800 6,960 9,480 530 358 2,159 458 661 862
3.0 53,400 39,900 7,320 9,960 560 377 2,275 482 696 908
45 43,500 32,700 6,000 8,040 450 308 1,858 394 569 742
4.3 45,300 34,200 6,240 8,400 470 322 1,941 411 594 775
5.1 47,700 36,000 6,600 8,880 500 340 2,048 . 434 627 817
4.5 50,100 37,800 6,960 9,360 530 358 2,156 457 660 860
4.1 53,400 40,200 7,440 9,960 560 381 2,299 487 703 917
'Effective with benefits payable for June in each year 1975-82, and for December in each *No provision in law for this amount in this year.
year after 1982, fAmount not subject to automatic-adjustment provisions in this year.
*Contribution and benefit base that would have been determined automatically under the law *Amount specified by Social Security Amendments of 1977.

in effect prior to enactment of the Social Security Amendments of 1977. *Amount specified for first year by Social Security Amendments of 1977, amounts for

*In 1955-82, retirement earnings test did not apply at ages 72 and over; beginning in 1983, it subsequent years subject to automatic-adjustment provisions.

does not apply at ages 70 and over. °Actual benefit increase for December 1986 has not been determined. Estimates of that
*See Appendix C for a description of quarter-of-coverage requirements prior to 1978. increase, based on alternatives II-A and 11-B, are 3.0 percent and 3.4 percent, respectively.

148!
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APPENDIX E.—ACTUARIAL ESTIMATES FOR THE OASI, DI, AND HI PRO-
GRAMS, COMBINED

In this appendix, actuarial estimates for the OASI, DI, and Hospital
Insurance (HI) programs are combined to facilitate analysis of the
adequacy of the combined income and assets of these three trust funds
relative to their combined expenditures. These estimates represent the
combination of the estimates shown in this report and in the concurrent
report for the HI Trust Fund.

As is the case with the OASI and DI Trust Funds, the primary source
of income to the HI Trust Fund is contributions paid by employees,
employers, and self-employed persons. Contribution (or tax) rates for the
OASDI and HI programs are summarized in table El for 1986 and later.
The combined OASDI and HI tax on employees and their employers is
often referred to as the FICA tax, because it is authorized by the Federal
Insurance Contributions Act.

TABLE E1.—CONTRIBUTION RATES FOR THE OASDI AND HI PROGRAMS
Contribution rates (percent)

Employees and employers, each Self-employed
Calendar years OASDH HI Total OASDI Hi Total
OBE-BT! .ooreeecierececicr i cassss s 570 1.45 7.15 11.40 2.90 14.30
FOBB-BI! .....ovevoeirereciecarie s i 6.06 1.45 7.51 1212 2.90 15.02
1990 and later . 6.20 1.45 7.65 12.40 2.90 15.30

See section entitled “*Nature of the Trust Funds” for description of tax credits allowed against the combined OASDI
and HI taxes on net earnings from self-employment in 1986-89.

The Social Security Act authorizes borrowing among the OASI, D],
and HI Trust Funds through the end of 1987. Loans cannot be made
from a trust fund if its assets are below specified levels, and minimum
standards are specified for the repayment of interfund loans (including a
requirement for the complete repayment of all such loans before 1990).
Estimates shown in this appendix for the combined trust funds are
theoretical after 1987 because, under present law, no authority exists for
transferring assets from one trust fund to another after 1987 except to
repay amounts owed. Thus, the emphasis in this appendix on combined
operations should not obscure the financial status of the individual trust
funds.

Table E2 shows estimated contingency fund ratios for the three funds,
separate and combined, for calendar years 1986-95, based on the four
alternative sets of assumptions used in this report. The contingency fund
ratio is defined to be the ratio of trust fund assets at the beginning of a
year (including advance tax transfers for January, in the case of OASI
and DI) to expenditures during the year, expressed as a percentage.

The estimates in table E2 indicate that no further interfund loans
would be necessary during 1986-87. The contingency fund ratio for the
OASI and DI Trust Funds, combined, is estimated to increase through-
out the short-range projection period, except between 1986 and 1987,
when the ratio remains level; this temporary leveling is attributable to
the final repayment of amounts owed to the HI Trust Fund in 1986. The
contingency fund ratio for the HI program increases sharply at the
beginning of 1987, due to this interfund loan repayment. Under all but
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alternative I, however, the HI fund ratio is estimated to begin declining
within a few years thereafter. As described in the concurrent HI Annual
Report, the HI Trust Fund would have sufficient assets to meet
obligations throughout the medium-range period based on alternative I,
but would be exhausted in 1998 based on alternative II-A, in 1996 based
on alternative II-B, and in 1993 based on alternative III.

Table E2 shows that the combined assets of the OASI, DI, and HI
Trust Funds will be sufficient to meet combined obligations through the
end of 1995, based on all four alternative sets of assumptions. Thus, a
reallocation of tax rates among the OASI, DI, and HI programs, or the
extension of interfund borrowing authority beyond 1987, could be
sufficient to prevent the potential financing problems of the HI program
for a number of years.

TABLE E2.—ESTIMATED CONTINGENCY FUND RATIOS! FOR THE OASI, DI, AND HI TRUST
FUNDS, SEPARATE AND COMBINED, BY ALTERNATIVE, CALENDAR YEARS 1986-95

Total OASDI
Calendar year OASI DI OASDI Hi and Hi
Alternative I
28 38 29 41 31
1987 29 48 31 75 40
1988 40 49 41 84 50
1989 57 58 57 90 64
1990 79 74 78 96 82
1991 101 106 102 99 101
1992 128 144 130 101 123
1993 152 178 155 101 142
1994 182 219 185 101 165
1995 207 253 211 98 184
Alternative li-A:
1986 28 38 29 41 31
1987 28 43 29 75 39
1988 37 40 37 83 47
1989 52 43 51 87 59
1990 69 50 67 88 72
1991 89 71 87 87 87
1992 109 94 107 82 101
1993 129 117 128 74 115
1994 150 139 149 63 128
1995 172 160 170 51 141
Alternative II-B:
1986 28 38 29 41 31
1987 27 43 29 75 38
1988 35 38 35 81 44
1989 47 38 46 83 54
1990 61 43 59 81 64
1991 77 61 75 77 76
1992 93 80 92 70 86
1993 109 100 109 60 97
1994 126 120 126 47 107
1995 144 140 143 33 116
Alternative Il
1986 28 37 28 4 31
1987 27 39 28 72 37
1988 32 30 32 76 41
1969 39 22 37 71 44
1990 47 17 44 64 48
1991 54 20 51 51 51
1992 61 24 58 34 52
1993 68 28 64 15 52
1994 76 33 71 3 51
1995 84 37 79 ) 49

'See text for definition of contingency fund ratio.
TThe fund is estimated to be exhausted.

Note: The assumptions underlying the estimates for the HI Trust Fund are described in Appendix A of the HI Annual
Report. The ratios for OASDI and HI, combined, for years after the HI fund is estimated to be exhausted, are theoretical
and are shown for informational purposes only.
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Table E3 shows estimated cost rates for the OASI, DI, and HI
programs for the long-range 75-year projection period, based on the four
alternative sets of assumptions. Table E3 also shows a comparison of
total income and cost rates for the three programs combined. The cost
rates shown for the HI program exclude the cost associated with
rebuilding and maintaining the HI Trust Fund at a level suitable for a
contingency reserve. Table 9 of the HI Annual Report presents these

additional costs.
TABLE E3.—COMPARISON OF ESTIMATED TOTAL INCOME RATES AND COST RATES FOR THE

OAS!, DI, AND HI PROGRAMS, BY ALTERNATIVE, CALENDAR YEARS 1986-2060
[As a percentage of taxable payroll'}

. Cost rate
Total income
Calendar year rate OASI DI Hi? Total Balance®
Alternative 1:
1986.. 14.50 9.89 110 2.58 13.57 0.94
1987.. 14.51 9.54 1.02 2.66 13.23 1.28
. 15.25 9.61 1.00 272 13.34 1.91
15.27 9.48 .97 278 13.22 2.05
15.56 9.25 .92 2.85 13.02 2.54
15.59 9.32 .92 2.87 13.11 2.48
15.61 9.13 .89 2.93 12.96 2.65
15.64 9.19 90 295 13.04 2.60
15.66 9.03 .88 3.01 12.92 2.74
15.69 9.10 .89 3.03 13.02 267
15.65 8.03 92 3.05 12.00 3.65
15.63 7.38 1.02 3.01 11.42 421
15.66 7.59 1.16 2.98 11.73 3.93
15.71 8.46 1.24 3.01 1271 3.00
15.78 9.61 1.28 3.17 14.06 1.7t
15.83 10.47 1.33 3.42 15.22 61
15.86 10.85 1.28 3.66 15.80 .07
15.87 10.73 1.22 3.84 15.79 .08
15.86 10.28 1.20 3.94 15.42 .45
15.86 9.68 1.22 3.97 15.07 79
15.85 9.66 1.23 3.98 14.87 98
15.84 9.56 1.22 3.99 14.76 1.08
. 15.84 9.46 1.20 4.00 14.66 1.18
25-year averages:

1986-2010......... 15.52 8.44 98 2.95 12.36 3.16
2011-2035 15.79 9.79 1.27 3.35 14.40 1.39
2036-2060... 15.85 9.86 1.21 3.97 15.05 81
15.72 9.36 1.15 3.42 13.94 1.79
14.50 9.93 1.12 2.59 13.64 .86
14.52 9.79 1.07 2.66 13.52 1.00
15.26 9.77 1.056 2.77 13.58 1.67
15.28 9.69 1.03 2.86 13.57 1.70
15.60 9.67 1.01 2.96 13.64 1.96
15.60 9.60 1.00 3.05 13.66 1.94
15.62 9.57 .99 3.156 13.71 1.91
15.65 9.55 .99 3.26 13.80 1.85
15.68 9.54 1.00 3.35 13.90 1.78
15.71 9.53 1.00 3.45 13.98 1.73
15.69 8.66 1.09 3.73 13.48 2.20
15.67 8.13 1.26 3.98 13.37 230
15.70 8.44 1.48 4.26 14.18 1.53

15.77 9.50 1.62 4.71 15.83 =
15.85 10.96 1.68 5.33 17.99 -2.14
15.93 12.20 1.79 6.04 20.03 -4.10
15.98 12.99 1.78 6.67 21.42 -5.43
16.01 13.22 1.70 7.06 21.98 -5.97
16.02 13.056 1.69 7.25 21.98 -5.96
16.04 12.87 1.75 7.3 21.92 -5.88
16.04 12.88 1.78 7.33 21.98 -5.94
16.04 12.98 1.76 7.34 22.08 -6.04
16.04 13.01 1.74 7.36 2211 -6.07
15.55 8.98 1.14 3.53 13.65 1.80
15.89 11.40 1.70 574 18.84 -2.96
16.03 12.97 1.74 22.01 -5.97

_.
[4,]
@
N
o
=
p
N

-

(4]

w
o~
o [A)
N O
o

@

2

~

i

N

W

'S




118

TABLE E3.—COMPARISON OF ESTIMATED TOTAL INCOME RATES AND COST RATES FOR THE
OASI, DI, AND HI PROGRAMS, BY ALTERNATIVE, CALENDAR YEARS 1986-2060 (Cont.)
[As a percentage of taxable payroll’]

. Cost rate
Total income
Calendar year rate OASI DI HI? Total Balance®
Alternative il-B:
1986. 14.51 9.98 1.13 2.60 13.71 0.79
1987. 14.52 9.93 1.09 2.69 13.71 82
X 15.26 9.99 1.07 2.82 13.88 1.38
15.28 9.89 1.05 2.92 13.85 1.43
15.64 9.96 1.04 3.03 14.03 1.60
15.61 9.94 1.03 3.13 14.10 1.51
15.63 9.90 1.02 3.23 14.15 1.48
15.66 9.88 1.01 3.33 14,23 1.44
15.69 9.88 1.02 3.44 14.34 1.35
15.73 9.90 1.03 3.54 14.46 1.27
15.71 9.13 1.12 3.90 14.15 1.56
15.69 8.64 1.31 4.21 14.16 1.53
15.73 8.96 1.55 4.56 15.07 66
15.80 10.08 1.69 5.05 16.82 -1.02
15.88 11.62 1.77 5.71 19.11 -3.22
15.97 12.96 1.88 6.48 21.32 -5.35
16.03 13.85 1.84 7.15 22.85 -6.82
16.06 14.15 1.78 7.57 23.50 -7.44
16.07 14.00 1.77 7.77 23.54 -7.47
16.09 13.82 1.83 7.83 23.48 -7.40
16.09 13.83 1.86 7.85 23.54 -7.45
. 16.09 13.92 1.85 7.86 23.63 -7.54
2060.. 16.09 13.95 1.82 7.89 23.67 -7.57
25-year averages:
1986-2010......... 15.57 9.37 1.17 3.68 14.22 1.34
2011-2035 15.92 1213 1.78 6.15 20.06 -4.14
2036-2060......... 16.08 13.92 1.82 7.82 23.56 -7.48
75-year average:
1986-2060......... 15.86 11.81 1.59 588 19.28 -3.43
Alternative Ili:
1986.. 14.51 9.99 1.15 2.63 13.77 74
14.53 10.08 1.13 2.77 13.98 .54
15.28 10.54 117 2.99 1470 58
15.29 10.38 1.14 3.1 14.64 66
15.68 10.79 1.18 3.34 15.31 38
15.64 10.80 1.17 3.49 15.46 18
15.67 10.77 117 3.67 15.60 06
15.70 10.76 1.17 3.85 15.77 -.07
15.73 10.76 1.17 4.04 15.97 -.24
15.77 10.78 1.19 4.23 16.19 -.42
15.76 10.21 1.35 511 16.67 -.91
15.75 9.79 1.63 6.06 17.48 -1.73
15.80 10.25 1.99 7.20 19.43 -3.63
15.89 11.67 223 8.73 22.63 -6.74
16.00 13.77 2.38 10.60 26.75 -10.75
16.13 15.86 2.58 12.63 31.08 -14.95
16.24 17.69 2.60 14.37 34.66 -18.42
16.32 18.96 2.57 15.34 36.87 -20.55
16.39 19.73 262 15.74 38.09 -21.70
16.47 20.46 278 15.88 39.11 -22.64
16.52 21.45 2.87 15.92 40.23 -23.71
16.57 22.50 2.86 15.94 41.30 -24.72
16.61 23.26 2.82 16.00 42.08 -25.47
15.61 10.30 1.39 4.79 16.49 -.88
16.07 14.89 2.43 11.69 29.02 -12.95
. 16.49 21.14 277 15.85 39.76 -23.27
1986-2060......... 16.06 15.44 220 10.78 28.42 -12.36

'The taxable payroll for HI is slightly larger than the taxable payroll for OASDI, because HI covers all Federal civilian
employees, including those hired before 1984, and railroad employees. This difference is relatively small and does not
significantly affect the comparisons.

*Cost rates for HI exclude amounts required for trust fund building and maintenance.

*The balance is the total income rate minus the combined OASDI and Hi cost rate. Positive balances are surpluses, and
negative balances are deficits.

The trend in long-range OASDI cost rates was described earlier in
this report. The HI cost rates are estimated to increase substantially
based on the four alternatives, from the current level of 2.6 percent of
taxable payroll to 4.00, 7.36, 7.89, and 16.00 percent, respectively, in
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2060. The most significant increases occur during 2010-35. The estimated
combined OASDI and HI cost rates follow a similar pattern, rising from
the current level of 13.6 percent to 14.66, 22.11, 23.67, and 42.08 percent
of taxable payroll in 2060. The combined cost rates are estimated to be
less than the combined income rates throughout the long-range period
based on alternative I, but are estimated to exceed the combined income
rates for all years after 2015, based on alternatives II-A and II-B, and for
all years after 1993, based on alternative III. The combined average
actuarial balances for the 75-year projection period would be a surplus of
1.79 percent of taxable payroll on the basis of alternative I, and deficits
of 2.34, 3.43, and 12.36 percent on the basis of alternatives II-A, II-B,
and III, respectively. For the long-range period, the estimated average
income rate is 113, 73, 68, and 39 percent of the estimated average cost
rate.

As noted previously in this report and in the HI Annual Report, long-
range estimates such as these are subject to much uncertainty and as
such should not be considered precise forecasts, but instead should be
considered as indicative of the general trend and range of costs that
could reasonably be expected to occur.
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APPENDIX F.—PROJECTED COST AS A PERCENTAGE OF GNP FOR THE OASI,
DI, AND HI PROGRAMS

In this appendix, the estimated cost of the OASI, DI, and HI programs
is presented as a percentage of the Gross National Product (GNP).
While expressing estimated cost as a percentage of taxable payroll is the
most useful approach for assessing the financial status of the programs,
(see table 28 and Appendix E), analysis of cost as a percentage of GNP
provides an additional perspective on the cost of the programs in
relation to the total value of goods produced and services performed in
the U.S. economy.

Table F1 presents estimated OASI, DI, and HI costs as percentages of
GNP on the basis of the four alternative sets of assumptions. For the
next 20 years, the combined OASI and DI cost—hereafter referred to as
the OASDI cost—as a percentage of GNP is projected to decline on the
basis of alternatives I, II-A, and II-B, and to remain about level on the
basis of alternative III. The projected HI cost as a percentage of GNP,
however, increases through 2005 under all four alternatives. The com-
bined OASDI and HI cost as a percentage of GNP is projected, for the
next 20 years, to decrease based on alternative I, to remain about level
based on the intermediate sets of assumptions (alternatives II-A and
II-B), and to increase based on alternative III. Between 2005 and about
2030, both the OASDI and the HI costs as percentages of GNP are
projected to rise substantially based on all four alternatives because of
the baby-boom generation reaching retirement age. After 2030, the HI
cost as a percentage of GNP is projected to stabilize, and the OASDI
cost as a percentage of GNP is projected to decline slightly, except
under alternative III, for which OASDI cost as a percentage of GNP is
projected to continue rising. The combined OASDI and HI cost as a
percentage of GNP is projected, after 2030, to follow the pattern of its
largest component, OASDI cost, decreasing on the basis of alternatives
I, II-A, and II-B, while increasing on the basis of alternative III.

The combined costs of the OASDI and HI programs as percentages of
GNP, based on the four alternatives, differ by a relatively large amount
at the end of the long-range period (about 8.2 percentage points between
alternatives I and III), while differing by a much smaller amount at the
end of the medium-range period (2.8 percentage points in 2010). In
addition, the combined average long-range cost as a percentage of GNP
varies by a relatively large amount (from 6.12 percent based on
alternative I, to 10.88 percent based on alternative III), while ‘the
average medium-range cost varies by a much smaller amount (from 5.50
to 7.02 percent).
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TABLE F1.—ESTIMATED COST OF THE OASI, DI, AND HI PROGRAMS AS A PERCENTAGE OF
GNP BY ALTERNATIVE AND TRUST FUND, CALENDAR YEARS 1986-2060

Total OASDI
Calendar year OASI DI OASDI HI and HI
Alternative |
1986 4.35 0.48 484 1.18 6.02
1987 417 45 4.62 1.21 5.82
1988 422 44 4.66 1.24 5.90
1989 417 .42 4.59 1.26 5.85
1990 4.02 .40 442 1.28 5.70
1991 4.10 .40 4.51 1.30 5.81
1992 4.00 .39 4.40 1.32 571
1993 4.06 .40 4.46 1.34 5.80
1994 3.97 .39 4.35 1.35 571
1995 4.02 .39 4.42 137 5.79
2000 3.57 41 3.99 1.38 5.36
2005 3.30 .46 3.76 1.36 511
2010 3.39 52 3.91 1.34 5.24
2015 3.77 .55 4.32 135 5.67
2020 4.26 .57 4.83 1.41 6.24
2025 462 .59 521 1.52 6.72
2030 4.76 .56 5.33 1.62 6.94
2035 4.69 .53 5.22 1.69 6.91
2040 447 52 4.99 172 6.71
2045 4.27 53 4.80 1.73 6.53
2050 416 .53 4.69 1.72 6.41
2055 4.10 52 4.62 1.72 6.34
2060 4.03 51 455 172 6.26
25-year averages:
1986-2010... 3.74 43 417 1.33 5.50
2011-2035 432 56 4.88 1.49 6.37
2036-2060... - 4.26 52 4.78 1.72 6.50
75-year aveé(a)gg:
1986-2000........covemivrreraninianns 4.10 .51 4.61 1.51 612
Ahtemative II-A:
1986 4.36 49 4.86 1.18 6.04
1987 4.30 47 4.77 1.21 5.98
1988 4.28 46 4.74 1.25 5.99
1989 4.24 45 4.69 1.29 5.99
1990 4.22 44 4.66 1.33 5.99
1991 4.20 44 4.64 1.37 6.01
1992 4.19 .43 4.63 1.42 6.04
1993 418 .43 4.62 1.46 6.08
1994 4.18 44 461 1.50 6.11
1995 417 44 461 1.54 6.15
2000 3.79 .48 4.27 1.65 5.92
2005 3.55 .55 4.10 1.75 5.85
2010 3.67 .64 4.31 1.86 6.17
2015 4.10 .70 4.80 2.04 6.84
2020 4.69 72 5.41 229 7.70
2025 5.16 .76 592 257 8.49
2030 5.45 74 6.18 2.81 8.99
2035 5.49 7 6.20 294 9.14
2040 537 .69 6.06 299 9.05
2045 5.24 7 5.96 2.99 8.95
2050 5.20 72 5.92 297 8.89
2055 5.19 K 5.90 295 8.84
2060 515 69 5.84 293 8.77
25-year averages:
1986-2010 3.93 .50 4.42 1.57 5.99
2011-2035.. 4.84 72 5.56 244 8.00
2036-2060.. 5.26 71 5.96 297 8.93
75-year average:
1986-2080 .................................. 4.67 64 5.32 233 7.64
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TABLE F1.—ESTIMATED COST OF THE OASI, DI, AND HI PROGRAMS AS A PERCENTAGE OF
GNP BY ALTERNATIVE AND TRUST FUND, CALENDAR YEARS 1986-2060 (Cont.)

Total OASDI
Calendar year OASI DI OASDI HI and HI
Alternative II-B:
1986 4.39 0.50 4.88 1.19 6.07
1987 435 48 4.83 1.22 6.05
1988 435 A7 482 1.27 6.09
1989 4.30 .45 4.75 1.3 6.06
1990 4.30 .45 4.75 1.35 6.10
1991 4.30 44 4.76 1.39 6.14
1992 4.29 .44 4.73 1.44 6.17
1993 4.28 44 4.72 1.48 6.21
1994 4.28 44 4.72 1.52 6.25
1995 4.28 .44 473 1.56 6.29
2000 3.94 A9 4.42 1.70 6.13
2005 3.70 56 -4.27 1.82 6.09
2010 3.81 .66 4.46 1.94 6.41
2015 4.23 Nal 4.94 213 7.06
2020 481 73 5.54 237 79N
2025 5.29 77 6.05 2.65 8.70
2030 557 .74 6.31 289 9.19
2035 5.61 71 6.31 3.01 9.32
2040 5.47 69 6.16 3.05 921
2045 5.32 .70 6.03 3.03 9.06
2050 525 N4l 5.96 2.99 8.95
2055 521 .69 5.90 2.96 8.86
2060 5.15 .67 5.82 293 8.75
25-year averages:
1986-2010 4.05 .51 4.55 1.61 6.16
2011-2035 4.96 .73 5.69 252 8.21
2036-2060 532 .70 6.01 3.00 9.01
75-year average:
1986-2060.............ccoceeeerrnicens 477 64 5.42 238 7.80
Alternative 1l
1986 4.38 .50 4.89 1.20 6.08
1987 441 .50 4.90 1.26 6.16
1988 4.55 .51 5.06 1.34 6.40
1989 4.49 49 4.98 1.39 6.37
1990 4.63 51 5.14 1.48 6.62
1991 4.63 .50 514 1.54 6.68
1992 4.62 .50 512 1.61 6.73
1993 4.62 50 512 1.69 6.81
1994 4.61 .50 512 1.77 6.89
1995 462 .51 513 1.85 6.98
2000 432 57 4.89 219 7.08
2005 410 .68 4.78 2.55 7.33
2010 423 .82 5.05 2.98 8.02
2015 473 .90 5.64 3.55 9.19
2020 5.48 .95 6.43 4.23 10.66
2025 6.19 1.01 7.20 4.95 12.15
2030 6.78 1.00 7.77 5.52 13.29
2035 7.13 .97 8.10 5.78 13.88
2040 7.28 .97 8.25 5.83 14.07
2045 7.41 1.01 8.41 577 14.18
2050 7.62 1.02 8.64 567 14.31
2055 7.84 1.00 8.84 5.58 14.42
2060 7.96 .96 8.92 5.49 14.42
25-year averages:
1986-2010.... 4.38 .59 4.97 2.05 7.02
2011-2035 583 .96 6.79 4.59 11.37
2036-2060.... 7.56 .99 8.55 5.69 14.24
75-year average:
1986-2060............ccccecvnnnn. 5.92 .85 6.77 411 10.88

The difference between cost rates expressed as percentages of taxable
payroll and those expressed as percentages of GNP can be seen by
analyzing the estimated ratios of taxable payroll to GNP, which are
presented in table F2. The cost as a percentage of GNP is approximately
equal to the cost as a percentage of taxable payroll multiplied by the
ratio of taxable payroll to GNP.

Projections of GNP for the first several years were based on assumed
quarterly changes in real GNP and the GNP price deflator. Thereafter,
projections of GNP were based on the projected increases in U.S.



123

employment and labor productivity. Productivity projections were based
on assumed changes in the level of average earnings, the ratio of
earnings to worker compensation, the ratio of worker compensation to
GNP, and average hours worked per year.

Projections of taxable payroll, which are described in detail in
Appendix A, were based on the projected increases in covered employ-
ment and average taxable earnings. Therefore, the projected increases in
taxable payroll differ from projected increases in GNP primarily to the
extent that average taxable earnings are assumed to increase more slowly
than is productivity and to the extent that coverage of U.S. employment
changes. For simplicity of presentation, table F2 is based on the
projected OASDI taxable payroll even though the projected HI taxable
payroll is slightly larger in the first part of the projection period, because
of the complete coverage of Federal employees.

TABLE F2.—RATIO OF TAXABLE PAYROLL TO GNP BY ALTERNATIVE,
CALENDAR YEARS 1986-2060

Calendar year | 1-A -8 m
0.440 0.440 0.439 0.438
.437 439 .438 437
.439 .438 .435 432
.439 438 434 432
435 .437 432 430
440 .438 .433 429
.438 .438 .433 429
.442 .438 434 429
.439 438 433 .429
.442 438 433 .429
.445 .438 432 423
.447 437 429 419
.447 435 .425 413
.445 .432 .420 .406
443 427 414 .398
441 .423 .408 .390
.439 419 .402 .383
437 .415 .396 376
435 411 391 .369
433 .408 .385 362
431 404 .380 .355
.429 400 374 .349
427 .396 .369 342

The long-range trend in the ratio of taxable payroll to GNP is
projected to be downward, because of an assumed continuation of
decreases in the ratio of wages to total employee compensation—i.e.,
wages plus fringe benefits. The ratio of wages to total employee
compensation is assumed to decline ultimately by 0.1, 0.2, 0.3, and 0.4
percent per year for alternatives I, II-A, 11-B, and III, respectively. This
ratio declined at average annual rates of 0.43 percent for the 30 years
1955-84, and 0.49 percent for the 10 years 1975-84.

Through 2015, however, the tendency toward decreases in the ratio of
taxable payroll to GNP, discussed above, is at least partially offset by the
gradually expanding OASDI coverage of Federal civilian employment
resulting from the 1983 amendments. For alternative I, the ratio of
taxable payroll to GNP is projected to rise slightly through 2005 before
starting to decrease. For alternative II-A, the ratio is projected to stay
about the same from 1986 through 2000 before beginning to decrease.
For alternatives II-B and III, decreases in the ratio of taxable payroll to
GNP are projected to occur throughout the long-range period.
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APPENDIX G.—STATEMENT OF ACTUARIAL OPINION

It is my opinion that (1) the techniques and methodology used herein
to evaluate the financial and actuarial status of the Federal Old-Age and
Survivors Insurance and Disability Insurance Trust Funds are generally
accepted within the actuarial profession; and (2) the assumptions used
and the resulting actuarial estimates are, in the aggregate, reasonable for
the purpose of evaluating the financial and actuarial status of the trust
funds, taking into consideration the experience and expectations of the

program.
HARRs C. BALLANTYNE, 5

Associate of the Society of Actuaries,
Member of the American Academy of Actuaries,
Chief Actuary, Social Security Administration
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