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1. OVERVIEW

A. INTRODUCTION

The Old-Age, Survivors, and Disability Insurance (OASDI) program
in the United States provides protection against the loss of earnings
due to retirement, death, or disability. The OASDI program consists
of two separate parts which pay monthly benefits to workers and
their families—Old-Age and Survivors Insurance (OASI) and Dis-
ability Insurance (DI). Under OASI monthly benefits are paid to
retired workers and their families and to survivors of deceased work-
ers. Under DI monthly benefits are paid to disabled workers and
their families.

The Board of Trustees is established under the Social Security Act
to oversee the financial operations of the Federal Old-Age and Sur-
vivors Insurance Trust Fund and the Federal Disability Insurance
Trust Fund. The Board is composed of six members, four of whom
serve automatically by virtue of their positions in the Federal Gov-
ernment: the Secretary of the Treasury, who is the Managing Trust-
ee, the Secretary of Labor, the Secretary of Health and Human
Services, andtheCommmofSoaalSecunty The other two
‘members are appointed by the President and confirmed by the Senate
to serve as public representatives. Stanford G. Ross and David M.
'Walkerbeganservmgd-yeartermsonoaober2 1990. They have
conhnuedservmgﬂnwghtheusuaneeofthxsreportunderthe
pmv:smnoftheSoaalSeamtyActthatallowsapubhctepresen
tahvewhosetamhasexmmdtoeonhnuemthepoutmnunhlthe
earlier of the time at which a successor takes office or the Board’s
next annual report is issued. The: Commissioner of Social Security
beeameamomberoftheBoardeﬁectxveMamhsl,lsss under.the
SocxalSecuntyIndependencegndegramImpmvementsActoflm
(Public Law 103-296, signed August 15, 1994).

TheSocmlSecuntyActreqmresthmtheBoard among other duties,
report annually to the Congress on the financial and actuarial status
of the OASI and DI Trust Funds. Th:sannualreport for 1995, is
the 55th such report.

()
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B. ADVISORY COUNCIL

The Secretary of Health and Human Services on June 9, 1994, an-
nounced the appointment of an Advisory Council on Social Security
under the provisions of section 706 of the Social Security Act which
were in effect prior to the enactment of the Social Security Inde-
pendence and Program Improvements Act of 1994 (Public Law 103-
296) on August 15, 1994. The provisions of the Social Security Act
prior to enactment of Public Law 103-296 provided for the appoint-
ment of an Advisory Council every 4 years to examine issues affecting
the OASDI program as well as the Medicare program. Under the
provisions of Public Law 103-296, this is the last Advisory Council
to be appointed.

The Council is composed of a Chair and 12 members representing
employers and employees, self-employed persons, and the public. The
Council is focusing on the OASDI program. Among the areas the
Secretary has specifically asked the Council to examine is Social
Security financing. The Council has been charged with developing
recommendations for improving the long-range financial status of the
OQASDI program.

The Council convened a Technical Panel on Assumptions and Meth-
ods to review the assumptions and methodology used to project the
future financial status of the OASDI program, including, if necessary,
measures of the financial soundness of the program. (A Technical
Panel on Trends and Issues in Retirement Saving was also convened.)

The Council is expected to provide a report to the Secretary in 1995.
The Council’s final report will then be transmitted by the Secretary
to the Congress and to the Board of Trustees. Recommendations of
the Council will be included in a later annual report of the Board of
Trustees.
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C. HIGHLIGHTS

The more important developments since the 1994 Annual Report was
issued are shown below:

During calendar year 1994, OASDI benefits amounting to $316.8
billion were paid to retired and disabled workers and their
families, and to survivors of deceased workers.

The number of persons receiving monthly OASDI benefits at
the end of December 1994 was 42.9 million.

In 1994, an estimated 139 million people worked in jobs covered
by the OASDI program and paid OASDI contributions on their
earnings. .

Income to the combined OASI and DI Trust Funds amounted
to $381.1 billion in calendar year 1994, and expenditures were
$323.0 billion. The assets of the combined funds, therefore,
increased by $58.1 billion, from $378.3 billion at the end of
December 1993 to $436.4 billion at the end of December 1994.

Assets at the beginning of the year, as a percentage of ex-
penditures during the year, increased from 117 percent at the
beginning of 1994 to an estimated 128 percent at the beginning
of 1995, for the combined OASI and DI Trust Funds.

Interest earnings on the invested assets of the combined OASI
and DI Trust Funds were $31.1 billion in calendar year 1994.
This represented an effective annual interest rate of 8.0 percent,
earned by the combined assets during calendar year 1994. Dur-
mgthesamepamod,theaveragemterestrateonnewsecunnes
purchased by the trust funds was 7.1 percent.

Administrative expenses for the OASDI program were $2.7 bil-
lion in calendar year 1994, or about 0.8 percent of benefit pay-
ments in the year.

An automatic benefit increase of 2.8 percent became effective
for December 1994. The OASDI contribution and benefit base
was increased from $60,600 for 1994, to $61,200 for 1995.

A greater portion of the OASDI tax rate was allocated to the
DI Trust Fund effective retroactively with respect to wages paid
after December 31, 1993, and to self-employment income for
taxable years beginning after such date. This reallocation of tax
rates changed the expected date of exhaustion of the DI Trust
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Fund from 1995 to 2016 under the “intermediate” set of as-
sumptions of this report. The intermediate set of assumptions
represents the Trustees’ “best estimates” of likely future eco-
nomic and demographic conditions.

The major findings of this report are summarized below:

In the short range (i.e., the next 10 years) the combined assets
of the OASI and DI Trust Funds are expected to increase from
the current level of $436.4 billion, or 128 percent of annual
expenditures, to $1,273 billion, or 230 percent of annual ex-
penditures, at the beginning of the year 2004, based on the
intermediate assumptions. '

The OASI Trust Fund is expected to increase rapidly during
the next 10 years, from 139 percent of annual expenditures at
the beginning of 1995 to about 246 percent of annual expen-
ditures at the beginning of the year 2004, based on the in-
termediate assumptions.

The DI Trust Fund is expected to increase rapidly for most of
the next 10 years, rising from 54 percent of annual expenditures
at the beginning of 1995 to 142 percent of annual expenditures
at the beginning of 2003, based on the intermediate assump-
tions. While the assets of the fund, in nominal dollars, continue
to grow during the entire short-range period consisting of the
next 10 years, assets relative to annual expenditures begin to
decline in 2003, becoming 140 percent at the beginning of 2004.

In the long range (i.e., the next 75 years) income and expen-
ditures are generally expressed as a percentage of the total
amount of earnings subject to taxation under the OASDI pro-
gram (referred to as “taxable payroll”). Summarized income and
cost rates over the 75-year period are determined through present-
value calculations and by taking into account actual beginning
fund balances and targeted ending fund balances (or reserves)
of 100 percent of annual expenditures.

Overall, for the period 1995-2069, the difference between the
summarized income and cost rates for the OASDI program is a
deficit of 2.17 percent of taxable payroll based on the inter-
mediate agsumptions, slightly larger than the difference of 2.13
percent in last year’s report.

On a combined basis, the OASDI program is not in “close ac-
tuarial balance” over the next 75 years. (To be in close actuarial
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balance, the OASDI program must meet the long-range test
described in the section entitled “Actuarial Estimates” later in
this report.) In addition, the individual OASI and DI Trust

Funds are not in close actuarial balance. These results are the
same as those shown in the 1994 Annual Report.

Income from OASDI payroll taxes represents 12.4 percent of
taxable payroll—made up of the 6.2 percent tax rate paid by
employees and a matching amount paid by their employers.
(Self-employed workers pay OASDI taxes at the combined em-
ployee-employer rate.) Since these tax rates are not scheduled
to change in the future under present law, OASDI payroll tax
income as a percentage of taxable payroll remains constant at
12.4 percent.

The income tax revenues that result from taxing up to one-half
of the benefits are transferred to the OASI and DI Trust Funds
and are currently equivalent to about 0.2 percent of taxable
payroll. (Additional revenue resulting from taxing more than
50 percent, up to 85 percent, of benefits is transferred to the
Hospital Insurance Trust Fund.) Adding the OASDI income from
the taxation of benefits to the income from payroll taxes yields
a total “income rate” of 12.6 percent. This total income rate is
estimated to increase gradually to 13.3 percent of taxable pay-
roll by the end of the 75-year projection period based on the
intermediate assumptions. The growth is attributable, in part,
to increasing proportions in both the number of beneficiaries
and the amount of their benefits subject to taxation in the fu-
ture. These proportions will increase because the income thresh-
olds, above which benefits are taxable, are not indexed to future
increases in average prices or average income.

OASDI expenditures for benefit payments and administrative
expenses currently represent about 11.5 percent of taxable pay-
roll. This “cost rate” is estimated to remain below the corre-
sponding income rate for the next 18 years, based on the in-
termediate assumptions. With the retirement of the “baby-
boom” generation starting in about 2010, OASDI costs will in-
crease rapidly relative to the taxable earnings of workers. By
the end of the 75-year projection period, the OASDI cost rate
is estimated to reach 19.0 percent under the intermediate as-
sumptions, resulting in an annual deficit of about 5.7 percent.

Expressed as a percentage of gross domestic product (GDP), the
cost of the OASDI program is estimated to rise from its current
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level of 4.8 percent of GDP to 6.8 percent of GDP by the end of
the 75-year projection period.

¢ Under the intermediate assumptions, the excess of OASDI tax
revenues over expenditures for the next 18 years, together with
interest earnings on the trust funds, will result in a rapid
accumulation of assets for the combined OASI and DI Trust
Funds during this period. However, total income is estimated
to fall short of expenditures beginning in 2020 and continuing
thereafter, under the intermediate assumptions. In this cir-
cumstance, trust fund assets would be redeemed to cover the
difference. The assets of the combined OASI and DI Trust Funds
are estimated to be depleted under present law in 2030 based
on the intermediate assumptions.

The assets of the trust funds are generally invested in special
securities of the U.S. Treasury. The initial accumulation of as-
sets will result in a substantial cash flow from the trust funds
to the general fund of the Treasury, and the amount of special
securities held by the combined trust funds will increase. The
subsequent redemption of securities will cause this cash flow to
reverse. The magnitude and pattern of these cash flows have
important economic and public policy implications that extend
beyond the operation of the OASDI program itself.

¢ Because the OASDI program is not in close actuarial balance,
the long-range deficits of both the OASI and DI Trust Funds
should be addressed. The Secretary of Health and Human Ser-
vices has directed the current Advisory Council on Social Se-
curity to conduct an extemsive review of Social Security financ-
ing issues and develop recommendations for restoring the long-
range actuarial balance of the OASDI program.
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Trust Fund Financial Operations
D. TRUST FUND FINANCIAL OPERATIONS

The various sources of income to the OASDI program, and categories
of expenditures, can be illustrated by reference to the actual trans-
actions during calendar year 1994. The following table summarizes
these transactions.

Amount in calendar year 1994 (in billions)

Type of income or axpenciture OASI ] OASDI

Total IN0OMS .........evrerenieeieeeaenane $328.3 $528  $381.1
2953 514 3427

50 03 53

29.9 12 311

284.1 389 3230

279.1 377 3168

34 01 35

16 10 .27

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

1. Income

Most OASDI income consists of the taxes paid by employees, em-
ployers, and the self-employed on earnings covered by the OASDI
program. These taxes (also called contributions) represent a portion
of the payroll taxes collected under the Federal Insurance Contri-
butions Act (FICA) and the Self-Employment Contributions Act
(SECA). The balance of the FICA and SECA contributions are used
to finance the Hospital Insurance (HI) program, commonly referred
to as “Part A” of Medicare. The taxes for the OASDI program are
paid on earnings up to a specified maximum annual amount (the
“contribution and benefit base”). Prior to 1994, HI taxes were also
paid on earnings up to a maximum amount each year but are now
paid on total covered earnings, without limitation. The following table
shows the OASDI contribution and benefit base and the allocation
of the FICA and SECA tax rates by program for 1995.

OASD!
For 1998... OASI D! OASDI Hi and Hi
Maximum taxable amount of
.................... $61,200 $61,200 $61,200 _ -
Tmh:ﬁi D"W.*')n o 526 0.94 620 1.45 7.65
Tax rate for seli-empioyed persons ’ ’

percent)................. 10.52 188 12.40 2.9 15.30




Overview

The tax rates for OASDI and for HI are not scheduled to change
from their current values under present law. The maximum amount
of earnings subject to OASDI taxes increases automatically each year,
based on the increase in the average wage for all workers. In calendar
year 1994, OASDI payroll tax income amounted to $344.7 billion,
representing 90 percent of the total income received under the OASDI
program during the year.

Beneficiaries whose “adjusted gross income” exceeds certain thresh-
old amounts must pay income taxes on up to 85 percent of their
annual OASDI benefits. The income tax revenue that results from
taxing up to 50 percent of those benefits, together with taxes withheld
from the benefits paid to non-resident aliens, is credited to the OASI
and DI Trust Funds and totaled $5.3 billion in 1994. (The additional
tax revenue that results from taxing up to 85 percent of benefits is
credited to the HI Trust Fund.)

The final source of income to the trust funds is from interest on the
invested assets of the funds. By law, these investments must be in
interest-bearing securities of the U.S. Government or in securities
guaranteed by the United States. Interest from investments in 1994
-amounted to $31.1 billion..

2. Expenditures

In 1994, benefit payments totaling $316.8 billion were made to re-
tired and disabled workers and their families, and to survivors of
deceased workers. Such payments represent 98 percent of all ex-
penditures by the OASDI program. An additional $3.5 billion was
transferred from the OASI and DI Trust Funds to the Railroad
Retirement program in 1994, under provisions of the law requiring
a financial interchange between the two programs. The cost of ad-
ministering the OASDI program in 1994 was $2.7 billion, or about
0.8 percent of total benefits paid during the year.

3. Trust Fund Assets

In 1994, total income was $381.1 billion and total expenditures were
$323.0 billion. The assets of the OASI and DI Trust Funds therefore
increased by a net total of $58.1 billion during the year, from $378.3
billion to $436.4 billion. The invested assets of the trust funds are
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backed by the full faith and credit of the U.S. Government, in the
same way as other public-debt obligations of the United States.

If income to a trust fund is inadequate to defray expenditures, the
fund’s assets serve as a contingency reserve to cover the shortfali
temporarily. For example, the expenditures of the DI Trust Fund
exceeded income to the fund for most of 1994 (prior to enactment of
the OASDI tax rate reallocation), necessitating a redemption of as-
sets to cover the difference. In the event of recurring shortfalls, the
availability of trust fund assets allows time for the enactment and
implementation of legislation to restore financial stability to the
program.

Conversely, when program income exceeds expenditures, the trust
fund serves as a vehicle to help fund a portion of the program's
accruing financial obligations in advance. In particular, as invested
assets continue to increase over the next 20 to 30 years, interest
earnings will become a larger share of total trust fund income. In
1994, interest income to the combined OASI and DI Trust Funds
represented 8.2 percent of total OASDI income. On a combined basis,
interest income in 2004 would represent an estimated 13.7 percent
of total income. :



10

Overview

E. INTRODUCTION TO ACTUARIAL ESTIMATES

The financial and actuarial status of the OASDI program is tra-
ditionally evaluated for both short range (the next 10 years) and long
range (the next 75 years) periods. The various income and expen-
diture items described in the previous section are estimated sep-
arately, and then combined to form estimates of the future level of
trust fund assets.

A period of 75 years is used to evaluate the long-range actuarial
status of the program in order to obtain the full range of financial
commitments that will be incurred on behalf of all current program
participants. For example, a group of workers now entering the labor
force at age 22 will work and pay OASDI taxes for the next 45 years
before reaching age 67. At age 67, those surviving may retire and
begin to receive full benefits (i.e., not reduced for early retirement).
Some of them may live and receive benefits for more than 30 years.
Thus, a 75-year projection period will include the entire working and
retired life span of the great majority of workers now contributing
to the program, as well as those now receiving benefits.

Because of the inherent uncertainty in estimates for as long as 75
years into the future, projections are shown in this report under three
alternative sets of assumptions. regarding future economic and de-
mographic trends. Designated as alternatives I, II, and III, these sets
range from low cost (alternative I) to high cost (alternative III), with
alternative Il representing the set of intermediate cost assumptions.
The low cost set is more optimistic from the standpoint of OASDI
financing and the high cost set is more pessimistic. In the tables in
this report, the intermediate estimates, which the Board of Trustees
regard as their “best estimates,” will be shown first followed by the
low cost and high cost estimates.

From the estimated income, expenditure, and asset amounts, a num-
ber of different measures are calculated for use in evaluating the
financial status of the program. Because of the difficulty in comparing
dollar values for different periods, these measures are generally based
on relative scales (although financial operations in nominal and in-
flation-adjusted dollar amounts are also available). These relative
measures include (1) the annual amounts of future income and outgo
as a percentage of the amount of earnings subject to the OASDI
payroll tax, (2) the annual differences between these income and
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outgo figures, and (3) summarized values representing these figures
over various periods. The level of trust fund assets relative to annual
expenditures and the year in which the trust fund is projected to be
exhausted are also presented as additional measures for evaluating
the financial status of the program. Careful review of these measures
provides a reascnably complete picture of the financial outlook for
the OASDI program.

The program is also subject to two explicit tests of financial status
(see section IL.F)—a short-range test and a long-range test. The
purpose of these tests is to provide objective criteria for determining
whether or not the projected financial status of the OASDI program
is considered satisfactory in each time period. The tests help high-
light the need for corrective action when they are not met.

As usually required in the analysis of any complex subject, these
summary tests should be considered in conjunction with a full un-
derstanding of the year-by-year patterns, trends, and other financial
characteristics revealed by the underlying actuarial projections.
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F. ECONOMIC AND DEMOGRAPHIC ASSUMPTIONS

Actual future income from OASDI payroll taxes and other sources,
and actual future expenditures for benefits and administrative ex-
penses, will depend upon a large number of factors: the size and
composition of the population that is receiving benefits, the level of
benefit amounts, the size and characteristics of the work force cov-
ered under OASDI, and the level of workers’ earnings. These factors
will depend in turn upon future marriage and divorce rates, birth
rates, death rates, migration rates, labor force participation and
unemployment rates, disability incidence and termination rates, re-
tirement age patterns, productivity gains, wage increases, cost-
of-living increases, and many other economic and demographic cir-
cumstances affecting the OASDI program.

While it is reasonable to assume that actual trust fund experience
will fall within the range defined by the three alternative sets of
assumptions used in this report, no definite assurance can be given
that this will occur because of the uncertainty inherent in projections
of this type and length. In general, a greater degree of confidence
can be placed in the assumptions and estimates for the earlier years
than for the later years. Nonetheless, even for the earlier years, the
estimates are only an indication of the expected trend and general
range of future program experience.

The assumptions vary, in most cases, from year to year during the
first 5 to 25 years before reaching their ultimate values for the
remainder of the 75-year projection period. The following table sum-
marizes the ultimate values assumed for the key economic and de-
mographic factors underlying the actuarial estimates shown in this
report. These ultimate values apply for years after 2019, with the
exception of life expectancy, which is assumed to continue improving
throughout the projection period.

Uttimate assumptions Intermediate Low Cost High Cost

A 'mge : i'\:mm( 5.0 45 55
verage wage in covered employment .......... . X

RMccmmu ndex (CP).......ccevvvnnnnn :g ?g gg

Syment rate e 6.0 5.0 70

Annual interest rate {(percent) ... .................. 6.3 6.0 6.5

Total ferthity rate ( perwoman)............. 1.9 22 1.6

3
g 3
8s
oN
23
g
O
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These key assumptions for this report are similar to the assumptions
used in the 1994 report. The only significant change in any of the
ultimate economic or demographic assumptions is an increase in the
annual net immigration. The net number of other-than-legal im-
migrants assumed to enter the Social Security area population each
year was increased by 50,000. This increase is consistent with es-
timates based on recent data from the Immigration and Natural-
ization Service.

Revisions of other economic and demographic assumptions for the
early years of the projection period, based on data collected since the
1994 report, had little effect in the long range, with the exception of
life expectancy.and fertility. Data obtained since last year’s report
indicate that life expectancy in 1992 and 1993 was somewhat lower
than was estimated a year ago. Projected values for life expectancy
through the year 2070 are thus somewhat lower than estimated a
year ago because the assumed ultimate rate of improvement in mor-
tality was not changed for this report. Data for birth rates available
since last year’s report indicate slightly higher levels than were
assumed a year ago. As a result, projected fertility rates are slightly
higher for this year’s report during the first 25 years, before the
ultimate rates are attained. Taken alone, higher fertility rates for
the first 25 years would result in a larger population throughout the
75-year period.

These assumptions reflect a careful assessment of past data and
future prospects. No major changes in ultimate economic or demo-
graphic assumptions, other than those made for immigration, were
deemed necessary to ensure that the financial projections continue
to be based on the most plausible range of economic and demographic
conditions. Other changes in assumptions and methods reflected in
the estimates in this report are discussed in section ILF.
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G. SHORT-RANGE ACTUARIAL ESTIMATES

The financial status of the OASDI program during the next 10 years
(1995-2004) is measured by the estimated level of trust fund assets.
Because of inflation, economic growth, and growth in the OASDI
program, asset levels expressed in nominal dollar amounts are not
comparable over long periods of time. For this reason, it is more
informative to consider a relative measure of the program’s financial
condition.

For example, OASDI assets at the beginning of calendar year 1995
amounted to $436 billion, while assets at the beginning of 1960 were
$22 billion. The asset level in 1995 would be sufficient to cover rough-
ly 15 months of expenditures in the absence of other income. Assets
in 1960, although much smaller in nominal dollars, could have cov-
ered about 22 months of expenditures and thus tepresented a some-
what stronger contingency reserve.

The ratio of trust fund assets at the beginning of a year to ex-
penditures during the year is termed the “trust fund ratio.” This
ratio serves as the primary measure of the fund’s financial adequacy
in the short range. It is also used when applying an explicit test of
short-range financial adequacy.

1. OASI Trust Fund

The chart shown on the following page presents historical trust fand
ratios for the OASI Trust Fund in 1985-94 and estimated ratios for
1995-2004 based on the alternative sets of assumptions.

As shown in the chart, the OASI trust fund ratio is estimated to
increase from 139 percent at the beginning of 1995 to 246 percent
by 2004, based on the intermediate (alternative II) assumptions. The
ratio is also estimated to increase during the next 10 years under
both the low cost (alternative I) and high cost (alternative III) as-
sumptions. Because OASI assets are estimated to exceed 100 percent
of annual expenditures throughout the next 10 years, the QASI Trust
Fund meets the requirements of the Trustees’ formal test of short-
range financial adequacy. (This test is described in detail in the
section entitled “Actuarial Estimates” later in this report.) Thus, the
financing scheduled under present law for the OASI Trust Fund is

14
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considered fully adequate to meet future expenditures over this pe-
riod and to provide for an adequate contingency reserve.

2. DI Trust Fund

While the DI Trust Fund was not adequately financed in the short
range under the estimates prepared for the 1994 Trustees Report,
legislation enacted in 1994 provided additional financing to the DI
Trust Fund through a reallocation of a portion of the OASI tax rate.
As a result of this additional revenue, the DI Trust Fund now appears
to be adequately financed for the immediate future. As shown in the
chart on the following page, the DI trust fund ratio is estimated to
increase from 54 percent at the beginning of 1995 to 140 percent by
2004, based on the intermediate (alternative II) assumptions. Be-
cause DI assets are estimated to reach the level of 1 year'’s ex-
penditures at the beginning of 1997 and remain above that level in
1998 and later, the DI Trust Fund meets the requirements of the
Trustees’ formal test of short-range financial adequacy under the
intermediate cost assumptions. :
However, as also shown in the chart, under the high cost assump-
tions, not only does DI fail to meet the short-range test of financial

15
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adequacy, the DI Trust Fund is projected to be exhausted near the
end of the short-range projection period.

Di TRUST FUND RATIOS
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3. OASI and DI Trust Funds, Combined

The following chart summarizes the trust fund ratio for the OASI
and DI Trust Funds, combined, in the recent past and estimates for
the next 10 years.

16
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As shown, the trust fund ratio for OASI and DI on a combined basis
is estimated to increase from 128 percent at the beginning of 1995
to 230 percent by 2004, based on the intermediate assumptions. While
the ratio would also increase throughout the 10-year period based
on the low cost assumptions, it would begin to decline after the year
2000 under the high cost assumptions (but would remain above 100
percent throughout the short-range period). Because the trust fund
ratio for the combined funds is estimated to remain above 100 percent
under the intermediate assumptions, the combined funds meet the
short-range test of financial adequacy.

89-657 0 - 95 - 2 17
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H. LONG-RANGE ACTUARIAL ESTIMATES

The long-range financial estimates provided in this section generally
relate to the OASI and DI Trust Funds on a combined basis. However,
as the OASI and DI programs are legally separate, a final assessment
of the financial status of these funds must be provided on a separate
basis, as is done later in this section. More detailed estimates for
these trust funds, both separately and combined, can be found in
section II.F2 of this report.

Each year estimates of the financial and actuarial status of the
OASDI program are prepared for the next 75 years. Although fi-
nancial estimates for periods as long as 75 years are inherently
uncertain, the results can provide valuable information for use by
policymakers. In particular, such estimates can indicate whether the
program—as seen from today’s vantage point—is considered to be in
satisfactory financial condition.

As mentioned previously, a number of different measures are useful
in evaluating the financial status of the trust funds over the next 75
years. In addition to the actuarial balance and the trust fund ratio,
‘emphasis is placed on the relationship between the levels of future
tax income and future expenditures for each year (relative to the
amount of earnings subject to the OASDI payroll tax). The year-
by-year patterns of this relationship are of particular interest.

In addition to the presentation of long-range estimates, a specific
test of the program’s long-range financial status is applied. This test
is referred to as the test for long-range “close actuarial balance.”

1. Annual Income Rates, Cost Rates, and Balances -

The following chart compares past and estimated future OASDI in-
come (from payroll taxes on covered earnings and income taxes on
OASDI] benefits) with OASDI expenditures (for benefits and admin-
istrative expenses). Included are historical data for the past 10 cal-
endar years (1985-1994) and estimates for the 75-year long-range
projection period (1995-2069) under the three alternative sets of
assumptions. The chart includes values through 2070, as do many
of the long-range tables in the Actuarial Analysis section, in which
values are presented for every fifth year of the long-range period and
continue through 2070, thereby encompassing the full 75-year pro-

18
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jection period which ends with 2069. These income and expenditure
amounts are shown relative to the earnings in covered employment
that are taxable under the OASDI program—referred to as “taxable
payroll.” The ratio of tax income (including both payroll taxes and
income from taxation of benefits) to taxable payroll is called the
“income rate” and the ratio of expenditures to taxable payroll is the
“cost rate.”

OASDI INCOME RATES AND COST RATES
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For calendar year 1995, the income rate for the OASDI program is
estimated to be about 12.58 percent of taxable payroll. This rate is
made up of the combined tax rate payable by employées and em-
ployers, 12.40 percent, plus the revenue from the income taxation of
OASDI benefits, equivalent to 0.18 percent of taxable payroll. Since
OASDI payroll tax rates are not scheduled to change in the future
under present law, payroll tax income as a percentage of taxable
payroll remains constant at about 12.40 percent. Income from the
taxation of benefits will gradually increase, primarily because a great-
er proportion of beneficiaries will become subject to taxation. Thus,
the income rate is projected to increase somewhat from its current
level, reaching about 13.33 percent of taxable payroll by the year
2070. The income rate projection shown in the chart is based on the
intermediate set of assumptions (alternative II) only; the projections

19
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under the low cost and high cost sets of assumptions (alternatives I
and III, respectively) are very similar.

As the chart indicates, the pattern followed by the estimated cost
rates is much different. Costs as a percentage of taxable payroll are
estimated to rise slowly for about 15 years (or to decline slowly, in
the case of alternative I) and then to increase rapidly for about the
next 20 years. Thereafter, cost rates are estimated to grow less rap-
idly (or to decline somewhat, in the case of alternative I). By the
year 2070 the cost rate is estimated to have reached 13.09 percent,
19.04 percent, and 28.54 percent under alternatives I, II, and III,
respectively. ’

The primary reason that the estimated OASDI cost rate increases
rapidly after about 2010 is that the number of beneficiaries is pro-
jected to increase more rapidly than the number of covered workers.
Because the cost rate expresses expenditures (primarily payments to
beneficiaries) as a percentage of taxable payroll (the taxable earnings
of covered workers), there is a close relationship between the de-
mographic characteristics of the population and the OASDI cost rate.

The following chart shows the estimated number of covered workers
per OASDI beneficiary. In 1994, there were about 3.3 workers for
every beneficiary. As indicated, this ratio is expected to decline sub-
stantially in the future under all three sets of assumptions. Most of
this decline will occur as the relatively large number of persons born
during the “baby boom” (from the end of World War II through the
mid-1960s) reaches retirement age and begins to receive benefits. At
the same time, the relatively small number of persons born during
the subsequent period of low fertility rates will comprise the labor
force. Between 2030 and 2050, the number of workers per beneficiary
is relatively stable as the “baby-boom” generation diminishes in size.
After the year 2050, this ratio will continue to decline at a slower
pace for the intermediate and high cost projections, reflecting the
increasing numbers of beneficiaries due to assumed increases in life
expectancy. Based on the low cost assumptions, a slow increase in
this ratio is projected to occur after 2050. By the end of the 75-year
projection period, the number of workers per beneficiary is projected
to decline to 2.5, 1.8, and 1.3 under the low cost (alternatives I),
intermediate (alternative II), and high cost (alternative III) assump-
tions, respectively.
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The difference between the income rate and the cost rate in a given
year is referred to as the “annual balance” for that year. The es-
timated pattern of the OASDI annual balance depends significantly
on the economic and demographic conditions assumed to occur in the
future. Income rates are estimated to exceed cost rates for the next
26, 18, and 4 years, under aiternatives I, II, and III, respectively,
resulting in positive annual balances. Thereafter, under the inter-
mediate assumptions, the annual deficit would rise rapidly, reaching
2 percent of taxable payroll by 2020 and 5.71 percent in the year
2070. Under alternative I, a temporary period of deficits in excess of
1 percent of taxable payroll (from 2027 through 2037) would be
followed by a return to relatively small deficits lasting throughout
the remainder of the projection period. Under adverse conditions, as
assumed in alternative III, the deficit would grow very rapidly, to
nearly 15 percent of taxable payroll by the year 2070.

2. Summarized Income Rates, Cost Rates, and Balances

It is useful to consider the income and cost rates on a summarized
basis over the three 25-year subperiods that make up the 75-year
projection period. For this purpose, the annual income rates are
summarized by calculating the present value of future tax income

21
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for the period in question, and expressing it as a percentage of the
present value of future taxable payroll for that period. (“Present
values” are used in financial analysis to calculate the lump-sum
equivalent value, at a particular point in time, of a series of future
amounts or transactions. See the Glossary for additional informa-
tion.) Similarly, a summarized cost rate is calculated, based on the
present value of future expenditures as a percentage of the present
value of future taxable payroll. The following table shows these sum-
marized amounts for the OASDI program for the three 25-year sub-

periods.

income rate Cost rate Balance
intermediate:

1995-2019 . ...t e 12.68 12.38 0.31
2020-2044 . ... ... e, 13.06 16.95 -3.89
2089 ... e 1325 1822 -4.98

Low Cost:
1996-2019 . ... ..o 1264 10.99 1.65
2020-2044 ... .. ... 12.92 13.80 -.88
20452069 ...........iiiii i 13.00 13.22 -22

igh Cost:
1995-2019 ... ... ..., 12.73 13.91 -1.18
2020-2044 ... ... i 13.23 20.63 -7.40
2045-2069 .... ... ...t 13.60 25.49 ~11.89

A surplus is shown under the intermediate alternative II assump-
tions for the first subperiod only; thereafter, the program is projected
to experience substantial deficits, for the reasons outlined previously.
Under the low cost alternative I assumptions, summarized tax in-
come would exceed summarized costs for the first 25-year subperiod
only, with deficits diminishing to relatively low levels in the third
period. (The less favorable outlook for the second subperiod occurs
under the low cost assumptions because the “baby-boom” generation
is retired essentially throughout this period, while the assumed high-
er ultimate fertility rates have not yet had their full effect on the
estimated numbers of workers.) If the high cost conditions of al-
ternative III are experienced, substantial deficits would occur for all
three subperiods.

To assess the overall financial balance for the long range, it is cus-
tomary to calculate summarized income rates and cost rates for the
full 75-year period. For this purpose, summarized income and cost
rates are calculated on a present-value basis, as before. In addition,
the summarized income rate is augmented by the value of trust fund
assets on hand at the beginning of the period. Similarly, the sum-
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marized cost rate is adjusted to include the additional cost of ac-
cumulating trust fund assets at the end of the period equal to 100
percent of the following year’s expenditures. The results of this cal-
culation are shown in the following table.

income rate Cost rate Balance
intermediate:
19952069 . ... .ci ittt 1327 1544 -2.17
Low Cost:
1995-2069 .. ...... ..ot 13.13 12.59 54
igh Cost:
19952089 . .. ... e 13.44 19.11 -5.67

The difference between the summarized income and cost rates is
called the “actuarial balance” and ranges from a surplus of 0.54
percent of taxable payroll under the low cost assumptions to a deficit
of 5.67 percent under the high cost assumptions. Based on the in-
termediate assumptions, an actuarial deficit of 2.17 percent is pro-
jected, representing the difference between the summarized income
rate of 13.27 percent and the corresponding cost rate of 15.44 percent.

The estimated actuarial deficit is slightly larger than the corre-
sponding deficit of 2.13 percent of payroll in last year’s report. If the
only change for this year’s report were to change the long-range
valuation period from 1994-2068 to 1995-2069, the deficit for this
year’s report would have risen to 2.20 percent of payroll. Thus, the
net effect of updated assumptions and methods for this year’s report
was to slightly improve the financial status of the program on a year
by year basis. See section II.F2g for complete details on the change
in actuarial balance from last year’s report.

The size of the actuarial balance for any period represents a measure
of the program’s financial adequacy for that period. The actuarial
balance can be interpreted as the amount of change which, if made
to the payroll tax rates scheduled under present law for each year
in the period, would bring the program into exact actuarial balance.
For example, if the 75-year actuarial deficit of 2.17 percent under
intermediate assumptions were addressed by raising scheduled tax
rates by 1.09 percent for employees and employers, each, and by 2.18
percent for the self-employed, then OASDI assets at the beginning
of 1995, together with income from payroll taxes, interest, and other
sources, would be just sufficient to meet all expenditures for the
period and leave a trust fund level at the end of the period equal to
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about 100 percent of the following year’s expenditures. Of course,
there are numerous other changes to tax rates or benefit provisions
that could also result in the elimination of the long-range actuarial
deficit.

The 75-year actuarial balance is a convenient and widely used mea-
sure of the OASDI program’s overall financial status. It is important
to remember, however, that this summary measure reflects the com-
bined effects of several very different periods, as previously described.
Thus, while the use of summary measures such as the actuarial
balance is often convenient, such measures should not be used as a
substitute for a more complete understanding of the underlying year-
by-year outlook.

3. Trust Fund Ratios

As noted previously, the total income of the OASDI program cur-
rently exceeds total expenditures by a substantial margin. As a re-
sult, the assets of the combined trust funds are increasing rapidly.
Under the intermediate alternative II assumptions, tax income is
expected to exceed expenditures for about 12 years after the turn of
the century, when the cost of the program will have started to in-
crease with the retirement of the “baby-boom” generation. Thereafter,
the tax rates scheduled in present law are expected to be insufficient
to cover program expenditures and it will be necessary to use interest
earned by the combined OASI and DI Trust Funds to make up the
shortfall. Total income, including interest earnings, is expected to
exceed expenditures through about 2019. Thereafter, it will be nec-
essary to redeem assets to make up the shortfall. The resulting
pattern of combined OASI and DI assets, expressed as a percentage
of annual expenditures, is illustrated in the following chart under
each of the three alternative sets of assumptions.
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At the beginning of 1995, the combined assets of the OASI and DI
Trust Funds represented about 128 percent of combined annual ex-
penditures estimated for the year. Under alternatives I and II, this
ratio would increase rapidly for at least the next 15 years. Based on
the intermediate assumptions, assets would accumulate to a peak of
269 percent of expenditures in 2011, and would then decline steadily
until exhaustion in the year 2030. Based on the intermediate es-
timates in last year’s report, the peak fund ratio for the combined
funds was estimated to be 241 percent and the year of exhaustion
was estimated to be 2029. Even though the actuarial deficit is slightly
larger than in last year’s report, the year of exhaustion is later and
the peak trust fund ratio is higher than in last year’s report for the
reasons indicated in the prior section.

For OASI and DI, separately, the peak fund ratios based on the
intermediate assumptions are 311 and 142 percent, respectively, in
this year’s report and 361 percent and 23 percent, respectively, in
last year’s report. The reduction in the maximum fund ratio for OASI,
as well as the increase for DI, results largely from the tax rate
reallocation enacted since last year’s report. The following table sum-
marizes the projections in this year’s report for OASI, DI, and the
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combined trust funds under the three sets of assumptions for the
period 1995 through 2070.

OASI DI Combined
Intermediiate:
Maximum trust fund ratio (percent). ............. 3n 142 269
Yearattained. ........coovviinnnirenninenann, 2012 2003 2011
Year of @xXh@USHON .. ........ccvvvirnnenian... 2031 2016 2030
Low Cost:
Maximum trust fund ratio (percent). ............. 534 1,762 542
Yearattained. ...................c.ieinn.. 2017 2070 2070
Yearof exhaustion................ouueneenn.. - —_ -
High Cost:
Maximum trust fund ratio (percent).............. 170 92 153
Yearattained. .............c.cuiitininann.n.. 2003 1997 2000
Yearof exhaustion...........cooeevnennn... 2020 2004 2016

Under the low cost alternative I assumptions, the trust fund ratio
roughly levels off during the retirement years of the “baby-boom”
generation, but resumes increasing by 2040, even though annual
balances are negative. This occurs because the assumed trust fund
interest rates are high enough to offset the small annual deficits and
still keep the trust funds growing faster than annual outgo. For the
high cost alternative III, the combined trust fund is permanently
exhausted in 2016.

Trust fund assets are generally invested in special Treasury se-
curities so that the excess of cash receipts over expenditures are
borrowed from the trust funds by the general fund of the Treasury
and used to help meet various Federal outlays. These securities are
backed by the full faith and credit of the U.S. Government, the same
as other public-debt obligations of the U.S. Government. The assets
of the trust funds can be redeemed for cash at any time if required
to meet program expenditures. The redemption of a Treasury security
held by a trust fund requires that the Treasury transfer cash—
obtained from another revenue source, such as income taxes or bor-
rowing from the public—to the trust fund. Thus, the investment
operations of the trust funds result in various cash flows between
the trust funds and the general fund of the Treasury.

Under the intermediate assumptions, the excess of OASDI income
over outgo during the next 18 years will result in a substantial net
cash flow from the trust funds of amounts borrowed by the general
fund. Thereafter, this cash flow is expected to reverse; as trust fund
securities are redeemed to meet benefit payments and other ex-
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penditures, revenue from the general fund of the Treasury will be
drawn upon to provide the necessary cash. The accumulation and
subsequent redemption of substantial trust fund assets has impor-
tant economic and public policy implications that go well beyond the
operation of the OASDI program itself. Discussion of these broader
issues is not within the scope of this report.

4. Test of Long-Range Close Actuarial Balance

Because the OASI and DI programs, both separately and combined,
have actuarial deficits that are more than 5 percent of the cor-
responding summarized cost rates over the next 75 years under the
Trustees’ intermediate (alternative II) assumptions, they do not meet
the requirements of the Trustees’ formal test for long-range close
actuarial balance. (This test is described in detail in the section
entitled “Actuarial Estimates” later in this report.)
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1. CONCLUSION

The combined OASI and DI Trust Funds are adequately financed
over the next 10 years, and for many years thereafter. At the be-
ginning of 1995, the combined assets of the trust funds represented
128 percent of combined expenditures for 1995. The combined funds
are projected to continue to grow during the next 10 years, and for
many years thereafter, under both the intermediate and low cost
assumptions. However, while the assets of the combined funds, in
nominal dollars, continue to grow under the high cost assumptions
for the next 10 years, 1995 through 2004, the trust fund ratio of
assets to annual expenditures begins to decline in 2000.

The OASI Trust Fund is expected to grow rapidly during the next
10 years from a current level of 139 percent of annual outgo to about
2.5 times annual outgo by the year 2004, based on the intermediate
assumptions. Thus, the OASI Trust Fund meets the criteria for fi-
nancial adequacy in the short range by a wide margin.

The DI Trust Fund is also adequately financed over the next 10
years. Outgo from the DI Trust Fund exceeded income in both 1992
and 1993. However, these declines were reversed by the reallocation
of part of the OASI contribution rate to DI that was enacted in 1994.
The assets of the DI fund, in nominal dollars, are now expected to
rise throughout the next 10 years, based on both the intermediate
and low cost assumptions. The ratio of assets to expenditures is
expected to increase from 54 percent at the beginning of 1995 to 142
percent by the beginning of 2003 and then to decline to 140 percent
at the beginning of 2004, based on the intermediate assumptions.

Although the combined trust funds are well financed over the first
10 years and are expected to continue growing, in nominal dollars,
for the first 25 years under the intermediate assumptions, the OASDI
program is not in close actuarial balance over the next 75 years,
based on these assumptions. The estimates indicate that the com-
bined trust funds would be sufficient to enable the timely payment
of benefits for the next 35 years. Relative to annual expenditures,
the combined trust funds would continue to grow during the next 16
years, reaching a peak of about 2.7 times annual expenditures. Con-
sidering each fund separately, the OASI Trust Fund would have
sufficient funds for the next 36 years, and the DI Trust Fund would
be sufficient for the next 21 years. On the basis of the high cost



29

Conclusion

assumptions, the combined funds would be sufficient to enable timely
payment of benefits for about the next 21 years. Based on the low
cost assumptions, the combined funds would continue to grow through-
out the next 75 years, and they would be sufficient to enable timely
payment of benefits during all of the long-range period.

For each of the next 18 years, OASDI income from payroll taxes and
income taxes on benefits is expected to exceed total expenditures
based on the intermediate assumptions. Starting about 14 years from
now, however, OASDI costs as a percentage of taxable payroll are
projected to begin increasing rapidly as the “baby-boom” generation
reaches retirement age. In contrast, the program’s income from pay-
roll taxes and income taxes on benefits will represent a relatively
level percentage of taxable payroll.

Therefore, under the intermediate assumptions, the OASDI cost rate
is projected to exceed the income rate from 2013 through the end of
the projection period, with the shortfall reaching 5.66 percent of
taxable payroll by 2069, the end of the 75-year projection period.
Based on the less favorable conditions assumed for the high cost
estimates, the crossover point would be reached in about 1999, and
the shortfall would grow eventually to 14.55 percent of payroll by
2069. With more favorable conditions, such as the low cost assump-
tions, the cost rate would exceed the income rate in 2021 and later,
and the deficit would be 0.06 percent of payroll in the last year of
the 75-year period.

Although, under the intermediate assumptions, the OASDI annual
balances become negative after the first 18 years, the availability of
interest earnings, in addition to tax revenues, results in projected
trust fund growth (in dollars) that would continue for another 7 years.
Because expenditures are estimated to increase at a faster rate than
assets, however, OASDI assets would decline relative to annual dis-
bursements, from about 2.7 times to about 2.0 times annual ex-
penditures, during the same time period.

The actuarial balance of the OASDI program as a whole over the
next 75 years is a deficit of 2.17 percent of taxable payroll, based on
the intermediate assumptions. The deficit represents about 14 per-
cent of the estimated cost rate over the next 75 years, and is therefore
larger than the maximum 5-percent level allowed over that period
by the test for close actuarial balance. Furthermore, beginning with
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the 1995-2028 period, and for all successively longer periods through
the full 75-year period, the actuarial balances are deficits that are
larger than the maximum levels allowed for close actuarial balance.
Thus, the OASDI program is not in close actuarial balance.

Each trust fund, separately, is also out of close actuarial balance.
On the basis of the intermediate assumptions, the OASI Trust Fund
has an actuarial deficit of 1.87 percent of taxable payroll for the full
75-year valuation period, representing 14 percent of the OASI long-
range cost rate. Similarly, the DI Trust Fund’s actuarial deficit of
0.31 percent of taxable payroll represents 14 percent of the DI cost
rate.

In view of the lack of close actuarial balance in the OASDI program
over the next 75 years, the Board believes that the long-range deficits
of both the OASI and DI Trust Funds should be addressed. The
Advisory Council on Social Security is conducting an extensive review
of Social Security financing issues, and the Board looks forward to
receiving the Council’s recommendations for restoring the long-range
actuarial balance of the OASDI program.
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II. ACTUARIAL ANALYSIS

A. SOCIAL SECURITY AMENDMENTS SINCE
THE 1994 REPORT

Since the 1994 Annual Report was transmitted to the Congress on
April 11, 1994, three laws affecting the OASDI program in a sig-
nificant way have been enacted. The more important legislative chang-
es, from an actuarial standpoint, are described below.

The Social Security Independence and Program Improvements Act
of 1994 (Public Law 103-296, signed on August 15, 1994) established
the Social Security Administration as an independent agency, ef-
fective March 31, 1995. Under the new law, the Commissioner of
Social Security is appointed by the President and confirmed by the
Senate to serve a 6-year term. The law also provides for Presidential
appointment and Senate confirmation of a Deputy Commissioner to
serve a 6-year term. The initial term of office for both the Com-
missioner and the Deputy Commissioner will end January 19, 2001.

The law provides that the Commissioner of Social Security, who
previously served as Secretary of the Board of Trustees, is a member
of the Board and that the Deputy Commissioner is Secretary of the
Board.

The law includes several additional provisions that affect the trust
funds from a financial standpoint. Among the most significant of
these changes are:

1. Restrictions, generally effective 180 days after enactment, were
placed on Social Security disability insurance benefit payments
to individuals disabled by drug addiction and alcoholism. Among
the provisions affecting these individuals were: time limiting
benefits and payments to 36 months; suspending benefits for
non-compliance with treatment for substance abuse; strength-
ening representative payee requirements; imposing treatment
requirements on DI beneficiaries; establishing referral and
monitoring agreements in all States; and generally requiring
gradual payment of any retroactive benefits due to substance
abusers.

2. The amount State and local election officials and election work-
ers must be paid for the earnings to be covered under Social

31
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Security was increased from $100 to $1000 a year, effective
January 1, 1995. Beginning in the year 2000, the coverage
threshold is scheduled to increase automatically as wage levels
rise.

3. In calculating increases in the OASDI contribution and benefit
base and the earnings test exempt amounts for all years after
1994, the base year used in calculating the increases is des-
ignated as 1994. Since increases in the base and exempt
amounts will no longer depend on the rounded amounts ap-
plicable in the previous year, distortion in these amounts which
could occur over time is eliminated.

The Social Security Domestic Employment Reform Act of 1994 (Pub-
lic Law 103-387, signed on October 22, 1994) included a number of
provisions affecting the OASDI program. The more important leg-
islative changes, from an actuarial standpoint are:

1. A greater portion of the OASDI tax rate, which is 6.20 percent
for employees and employers, each, was allocated to the DI
Trust Fund effective with respect to wages paid after De-
cember 31, 1993, and to self-employment income for taxable
years beginning after such date. For 1994 through 1996, the
rate allocated to the DI Trust Fund was increased from 0.60
percent to 0.94 percent for employees and employers, each.
(The reallocation resulted in transfers of taxes from the OASI
Trust Fund to the DI Trust Fund in October and November
1994 for the retroactive period.) For 1997 through 1999, the
DI rate was increased from 0.60 percent to 0.85 percent, each.
Beginning with the year 2000, the DI Trust Fund allocation
was increased from 0.71 percent to 0.90 percent.

2. The coverage threshold for domestic employees’ earnings paid
per employer was raised from $50 per calendar quarter to
$1,000 annually in calendar year 1994. In cases where do-
mestic employees were paid less than $1,000 in 1994, their
employers must report the earnings on form W-2 and the
employees will receive credit under Social Security for wages.
However, no Social Security taxes are payable on these wages.

In calendar years after 1995, the $1,000 coverage threshold
will increase in $100 increments as average wages increase.

3. The prisoner nonpayment provision already in the law was
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extended to all individuals confined to a jail, prison, or other
penal institution or correctional facility pursuant to a con-
viction of a crime punishable by imprisonment for more than
1 year (regardless of the actual sentence imposed). Suspension
will also apply to beneficiaries confined by court order in an
institution at public expense in connection with a finding that
the individual is: guilty but insane, with respect to an offense
punishable by imprisonment for more than 1 year; not guilty
of such an offense by reason of insanity or by reason of similar
factors (such as a mental disease, a mental defect, or mental
incompetence); or incompetent to stand trial for such an of-
fense.

The Uruguay Round Agreements Act (Public Law 103-465, signed on
December 8, 1994) included a provision that increased from 50 to 85
percent the amount of Social Security benefits which are subject to
mandatory Federal income tax withholding because they are paid to
nonresident aliens. This provision applies to benefits paid in taxable
years ending after December 31, 1994.

The actuarial estimates shown in this report reflect the anticipated
effects of these changes.
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B. DESCRIPTION OF THE TRUST FUNDS

The Federal Old-Age and Survivors Insurance Trust Fund was es-
tablished 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 Trea-
sury; it was established on August 1, 1956. All the financial op-
erations of the DI program are handled through this fund.

The primary receipts of these two funds are amounts appropriated
to each of them under permanent authority on the basis of con-
tributions payable by workers, their employers, and individuals with
self-employment income, in work covered by the OASDI program. All
employees, and their employers, in covered employment are required
to pay contributions with respect to their wages. Employees, and
their employers, are also required to pay contributions with respect
to cash tips, if the individual’s monthly cash tips amount to at least
$20. All self-employed persons are required to pay contributions with
respect to their covered net earnings from self-employment. In ad-
dition to paying the required employer contributions on the wages
of covered Federal employees, the Federal Government also pays
amounts equivalent to the combined employer and employee con-
tributions 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
wages or net earnings from self-employment, or both wages and net
self-employment earnings combined, up to a specified maximum an-
nual 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 contributions 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 life-
time. For almost all persons who first become eligible to receive
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benefits in 1979 or later, the earnings used in the computation of
benefits are indexed to reflect increases in average wage levels.

The contribution, or tax, rates applicable in each calendar year and
the allocation of these rates between the OASI and DI Trust Funds
are shown in table II.B1.

For 1996 and later, the rates shown in table 11.B1 are those scheduled
in present law. (The total contribution rates for the OASDI and
Hospital Insurance (HI) programs combined, and for each program
separately, are shown in appendix A, table III.A1.) The maximum
amount of earnings on which OASDI contributions are payable in a
year, 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 and benefit base for each year
through 1995 is also shown in table II.B1.

TABLE H.B1.—CONTRIBUTION AND BENEFIT BASE AND
CONTRIBUTION RATES

Contribution rates (percent)
Employees and employers,
each Setf-empioyed

OASDI _ OASI O OASDI  OASI oI
1.000 1.000 -_— — - -_—
1.500 1.500 - — — -
1.500 1.500 - 22500 22500 —
2.000 2.000 - 3.0000 3.0000 —
2.000 2.000 - 3.0000 0000 —
2250 2.000 0250 3.3750 3.0000 0.3750
2.500 2250 250 37500 3. 3750
3.000 2.750 250 4.5000 4.1250 3750
3125 2875 250 4.7000 4.3250 .3750
3.625 3.375 250 54000 5.0250 3750
3.850 3.500 350 S5.8000 5.2750 5250
3.900 3.550 350 59000 5 5250
3.800 3.325 475 58000 5.0875 7125
4.200 3725 475 63000 5.5875 7125
4.200 3.650 550 6.3000 5.4750 8250
4.600 4.050 550 6.9000 6.0750 .8250
4.600 4.050 550 6.9000 6.0750 .8250
4.850 4.300 550 7.0000 6.2050 7950
4.950 4.375 576 7.0000 6.1850 8150
4.950 4.375 575 7.0000 6.1850 8150
4950 4375 575 7.0000 6.1850 .8150
4.950 4.375 576 7.0000 6.1850 8150
5.050 4.275 775 7.1000 6.0100 1.0900
5.080 4330 750 7.0500 6.0100 1.0400
5.080 _4.520 560 _7.0800 6. 7775

B
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TABLE I1.B1.—CONTRIBUTION AND BENEFIT BASE AND
CONTRIBUTION RATES (Cont.)

Contribution rates {parcent)

.~ Employees and employers,
. and benefit each e SH-empioyed

Calendar years base OASDI = OASI DI  OASD! OASI DI
$29,700 5.350 4.700 0.650 8.0000 7 0.9750
32,400 5.400 4.575 825 B8.0500 6.8125 1.2375
35,700 5.400 4.775 625 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
42,000 5.700 5.200 500 11.4000 10.4000 1.0000
43,800 5.700 5.200 500 11.4000 10.4000 1.0000
45,000 6.0680 5.530 530 12.1200 11.0600 1.0600
48,000 6. 5.530 530 12,1200 11.0600 1.0600
51,300 6.200 5.600 600 12.4000 11.2000 1.2000
53,400 6.200 5.600 600 124000 11.2000 1.2000
55,500 6.200 5.600 600 12.4000 11.2000 1.2000
57,600 6.200 5.600 600 124000 112000 1.2000
60,600 6.200 5.260 940 124000 10.5200 1.8800
61,200 6.200 5.260 940 12.4000 10.5200 1.8800
@ 6.200 5.260 940 124000 10.5200 1.8800
® 6.200 5.350 850 124000 10.7000 1.7000
@) 6.200 5.300 900 12.4000 10.6000 1.8000

1in 1984 only, an immediate credit of 0.3 percent of taxable wages was aflowed against the OASDI
contributions paid by employees, which resulted in an effective contribution rate of 5.4 percent. The
appropriations of contributions 10 the trust funds, however, were based on the combined employ-
ee-e! r 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 were aliowed against the combined | and Hospita! insurance
(H1) contributions on net earmings from seif-empioyment in 1984, 1985, and 1986-89, respactively.

persons are alowed a deduction, for purposes of computing their
net eamings, equal to half of combined OASDI and Hi contributions that would be payabie without
regard to eeomrbuﬁonm\dbenditbase.TthAsoloomﬁbuﬁonmtcis'henappﬁedtonelearrmgs
after this deduction, but subject to the OASD! base.

2Subject 1o automatic adjustment based on increases in average wages.

All contributions are collected by the Internal Revenue Service and
deposited in the general fund of the Treasury. The contributions are
immediately and automatically appropriated to.the trust funds on
an estimated basis. The exact amount of contributions received is
not known initially because the OASDI and HI contributions and
individual income taxes are not separately identified in collection
reports received by the Internal Revenue Service. Periodic adjust-
ments are subsequently made to the extent 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 employees (with more than one em-
ployer) who paid contributions on wages in excess of the contribution
and benefit base.

From May 1983 through November 1990, amounts representing the
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estimated total collections of QASDI contributions for each month
were credited to the trust funds on the first day of the month. The
“Omnibus Budget Reconciliation Act of 1990 amended the law in
effect since 1983 to provide that such advance transfers would be
used only if the trust funds drop to such a low level that advance
transfers are needed in order to pay benefits.

Beginning in 1984, up to one-half of an individual’s or couple’s OASDI
benefits was subject to Federal income taxation under certain cir-
cumstances. Effective for taxable years beginning after 1993, the
maximum percentage of benefits subject to taxation was increased
from 50 percent to 85 percent. The proceeds from taxation of up to
50 percent of benefits are credited to the OASI and DI 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. (The additional tax revenues
resulting from the increase to 85 percent are transferred to the HI
Trust Fund.) Subsequent adjustments are made based on the actual
amounts as shown on annual income tax records. The amounts ap-
propriated 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. Under P.L. 103-465, effective for taxable
years beginning after 1994, a flat-rate tax, usually 25.5 percent, is
withheld from the benefits before they are paid and, therefore, re-
mains in the trust funds. From 1984 to 1994 the flat-rate tax that
was withheld was usually 15 percent.)

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 in-
vested, on a daily basis, primarily in interest-bearing obligations of
the U.S. Government (including special public-debt obligations de-
scribed below). Investments may also be made in obligations guar-
anteed as to both principal and interest by the United States, in-
cluding certain Federally sponsored agency obligations that are des-
ignated 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

37
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of outstanding obligations at their market price. Thus, all of the
investments held by the trust funds are backed by the full faith and
credit of the U.S. Government.

The Social Security Act authorizes the issuance of special public-debt
obligations for purchase exclusively by the trust funds. The Act pro-
vides 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. These special issues are redeemable at all times at
par value and thus bear no risk with respect to changes in interest
rates (i.e., principal price fluctuations).

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 uninsured 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 primary 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 Social Security Administration, the
Department of Health and Human Services, and the Department of
the Treasury in administering the OASDI program and the pro-
visions 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
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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 disabil-
ities where such services contributed to their successful rehabil-
itation, and (2) the provisions of the Railroad Retirement Act which
provide for a system of coordination and financial interchange be-
tween the Railroad Retirement program and the Social Security pro-
gram. Under the latter provisions, transfers between the Railroad
Retirement program’s Social Security Equivalent Benefit Account
and the trust funds are made 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 adminis-
trative expenditures, and therefore is not considered in assessing the
actuarial status of the trust funds.
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C. SUMMARY OF THE OPERATIONS OF THE OLD-AGE AND
SURVIVORS INSURANCE AND DISABILITY INSURANCE
TRUST FUNDS, FISCAL YEAR 1994

1. 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 1994, and of the
assets of the fund at the beginning and end of the fiscal year, is
presented in table II.C1.

During fiscal year 1994, total receipts amounted to $342.3 billion,
and total disbursements were $281.6 billion. The assets of the OASI
Trust Fund thus increased by $60.7 billion during the year, to a total
of $416.3 billion on September 30, 1994.

Included in total receipts during fiscal year 1994 were $308.8 billion
in payroll tax contributions appropriated to the fund. Another $0.3
billion was received from the general fund of the Treasury rep-
resenting payment for the taxes that would have been paid on es-
timated deemed wage credits for military service in 1994 if such
credits had been considered to be covered wages. (Included in this
payment are adjustments for revised estimates of deemed wage cred-
its in prior years.) As an offset to gross contributions, $0.7 billion
was transferred from the trust fund to the general fund of the Trea-
sury 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 payroll tax contributions thus amounted to $308.4 billion, an
increase of 7.2 percent over thé amount in the preceding fiscal year.
This level of growth in contribution income resulted primarily from
the effects of increased earnings and the increases in the contribution
and benefit base that became effective on January 1 of each year
1993 and 1994. (Table II.B1 in the preceding section shows the tax
rates and contribution and benefit bases in effect for these years.?)

Income from the taxation of benefits amounted to $5.4 billion, of
which nearly 99 percent represented amounts credited to the trust
fund in advance, on an estimated basis, together with adjustments
Afmie ik e 00, e oty 2, 1 st ek ne A O

retroactive
Fund in October November 1994 for the retroactive period. During fiscal year 1994, however, tax income 1o the
trust funds was unaflected by the reallocation of the tax rates.
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to 1991 transfers to account for actual experience. The remaining
1 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 pay-
ments to persons having fewer than 3 quarters of coverage are re-
imbursable from the general fund of the Treasury. Accordingly, a
reimbursement of $10,078,000 was transferred to the OASI Trust
Fund in fiscal year 1994, as required by section 228 of the Social
Security Act. The reimbursement reflected the costs of payments
made in fiscal year 1992.

The OASI Trust Fund was credited with interest totaling $28.5 bil-
lion which consisted of (1) interest earned on the investments of the
trust fund, plus (2) interest on transfers between the trust fund and
the general fund account for the Supplemental Security Income pro-
gram due to adjustments in the allocation of administrative expenses,
less (3) interest arising from the revised allocation of administrative
expenses among the trust funds.

The remaining $191,113 of receipts consisted of gifts received under
the provisions authorizing the deposit of money gifts or bequests in
the trust funds.

Of the $281.6 billion in total disbursements, $276.3 billion was for
net benefit payments. The amount of net benefit payments in fiscal
year 1994 represents an increase of 4.4 percent over the correspond-
ing amount in fiscal year 1993. This increase was due primarily to
(1) the automatic cost-of-living benefit increases of 3.0 percent and
2.6 percent which became effective for December 1992 and December
1993 respectively, under the automatic-adjustment provisions in sec-
tion 215() 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.
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TABLE 11.C1.—STATEMENT OF OPERATIONS OF THE OAS! TRUST FUND
YEAR 1994

DURING FISCAL
fin thousands)

$355,643,918

ot comrhnions 308,396,697
Income from taxltion of benefit payments:
Withheid from benefit payments to non-resident aliens . 79,429
Al other, not subject 10 wmmm:g .................... 5,272,000
Total income from taxation of benefits ............... 5,351,429
Reimbursement from general fund of the Treasury for costs of
p&@mwmmmmmdmnmre 10078
Investment income and inievest ‘adjustments: T ’
interest on iNVeSIMBNS .. ...... ...conviiieiiia ien.. 28,499,838
Interest on transfers to tho gonorll d::eoum for the
in aliocation of M eXpenses .............. 5,894
Gross and interest adjustments. . .. . 28,505,732
Less imerast on interfund transiers due 10 adjustment
aliocation of ive expenses ................ 1,110
Gitts Net investment income and interest adjustments. 28.504.%
Total receIPtS . . .. .ottt e et 342,263,017
PRYMIBALS . . .viiienaeninaaaeanaanens 276,278,257
Transfer 10 the Railroad Retirement *Social Security Equivalent
i ACCOUNT". ... oieiniriiieinranianrenearnaans 3,419,562
Adrg'm me nd Human Se 1,699,640
a rViceS. . ........... 699,
Department of the Treasury ................cooennenn. 175417
Gross GXPONSLS. . ...t 1,875,057
Less reimbursements from general fund of the Treasury for
costs of ﬁsmishing information on deferred vested pension 725
s i from saics of Sunci o nataiials. T =
Net administrative expenses................... 1,873,840
Total disbursements . ..........cooevieneeennn e 281,571,659
Netincrease iNassets ...........co.ceveiiiiimnerecinnenns W
Jotal assets, September 30, 1994 .......................... 416,335,276

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

As described in the preceding section, certain provisions of the Rail-
road Retirement Act coordinate the Railroad Retirement and OASDI
programs and govern the financial interchanges arising from the
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allocation of costs between the two programs. Under those provisions,
the Railroad Retirement Board and the Secretary of Health and
Human Services determined that a transfer of $3.4 billion to the
Social Security Equivalent Benefit Account from the OASI Trust
Fund was required in June 1994.

The remaining $1.9 billion of disbursements from the OASI Trust
Fund represented net administrative expenses. The expenses of ad-
ministering the OASDI and Medicare programs are allocated and
charged directly to each of the various trust funds, through which
those programs are financed, 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 allocations
of administrative expenses for prior periods are effected by interfund
transfers and transfers between the OASI Trust Fund and the gen-
eral 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 fur-
nishing information on deferred vested benefits to pension plan par-
ticipants, as required by the Employee Retirement Income Security
Act of 1974 (Public Law 93-406). The reimbursement in fiscal year
1994 amounted to $725,203.

The assets of the OASI Trust Fund at the end of fiscal year 1994
totaled $416.3 billion, consisting of $413.4 billion in U.S. Government
obligations and an undisbursed balance amounting to $2.9 billion.
(The unusually large undisbursed balance was due to tax income
received on September 30 but not invested until the following busi-
ness day.) Table II.C2 shows the total assets of the fund and their
distribution at the end of each fiscal year 1993 and 1994.
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TABLAEN IDCY2.E—AS$ETS OF THE OASI TRUST FUND, BY TYPE, INTEREST RATE,

AR OF MATURITY, ATENDOFFISCALYEAR, 19983 AND 1994
September 30, 1993  September 30, 1994
Obligations sold only to the trust funds (special issues):
g nificates of indebtedness:
cees $19,111,890,000.00 -—
929,868,000.00 -
—_ $20,159,867,000.00
-_— 238,148,000.00
3,150,975,000.00 -
34,680,725,000.00  34,660,725,000.00
3,150,974,000.00 3,150,974,000.00
percent, 2008 23,350,034,000.00  23,350,034,000.00
7.250 percent, 1996-96 . - 11,884,671,000.00
7.250 percent, 1999-2006 . - . 31,662,448,000.00
7.250 percent, 2007-08 . -_— 7,923,114,000.00
7.250 percent, -— 27,311,591,000.00
7.375 percent, 1895..... 3,575,473,000.00 -—
7 percent, 1996-2000 17,877,365,000.00  17,877,365,000.00
7.375 percent, 2001-06 . 21,452,844,000.00 21,452,844,000.00
7.375 percent, 2007 20,199,060,000.00 ,199,060,000.00
8.125 1995 3,611,349,000.00 -—
8.125 percent, 1986-2000 18,056,745,000.00  18,056,745,000.00
8.125 percent, 18,056,740,000.00  18.056,740,000.00
8.125 percent, v 16 ,000.00  16,623,586,000.00
8.375 percent, 1995....... 313,295,000.00 -—
8.375 percant, 1996-2000 1,566,475,000.00 1,566,475,000.00
8.375 percent, 2001 ....... 2 ,396,000.00 2,370,396,000.00
8.625 percent, 1985....... 1,301,731,000.00 —
8.625 percent, 1996-2001 7,810,386,000.00  7,810,386,000.00
8.625 percent, 2002 . 3,672,127,000.00 3,672,127,000.00
8.75 percent, 1994 .. 3,270,042,000.00 —_
8.75 percent, 1995 . .. 7,099,802,000.00 6,366,877,000.00
8.75 percent, 1996-2000 35,499,010,000.00  35,499,010,000.00
8.75 percent, 200103 ... 21,299,409,000.00  21,299,409,000.00
8.75 percent, 2004-05 26,024,476,000.00  26,024,476,000.00
...... 2,240,309,000.00 -
13,441,854,000.00 13,441,854,000.00
4,480,816,000.00 4,480,616,000.00
...... 5,912,435,000.00 5,912,435,000.00
565, 186,000.00 -
2,825930,000.00  2,825,930,000.00
2,057,101,000.00 2,057,101,000.00
1,022,231,000.00 -—
2,044,462,000.00  2,044,462,000.00
2,044,460,000.00  2,044,460,000.00
459,684,000.00 Wt
939,368,000.00 939,368,000.00
939,370,000.00 939, 370 000.00
1,481,915,000.00 1,491 91500000
Total investmeMms . . ........cvivieaeiainnenennna. ,698, 00 413,424,580,000.00
Undisbursed balances? ... ..............ccovneeenn, 134,219,942.72 2,910,696,014.25
Total assets. . ... ......ccuumnuneanno... 355,643.917.942.72 416.335.276.014.25

1The relatively large amount for September 30, 1994, is due to smployment taxes received that day
that were not ‘lvgteod unti} the nexa business day.

Note: cial issues are alwa rcmsed at par value. Therefore, book value and par value are the
Spe YS P" pal

same for each special

above. Whaere the maturity years are
grouped, meamoummtunngmuehyeansmmumshowndrvidodbythenumberolysars

All securities held by the trust funds are backed by the full faith and
credit of the United States Government. Those currently held by the
OASI Trust Fund are special issues (i.e., securities sold only to the
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trust funds). These are of two types: short-term certificates of in-
debtedness and long-term bonds. The certificates of indebtedness are
issued through the investment of receipts not required to meet cur-
rent 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 special issues of either type mature on June 30.
The amount of bonds acquired on June 30 is equal to the amount of
special issues maturing, less amounts required to meet expenditures
on that day.

The effective annual rate of interest earned by the assets of the OASI
Trust Fund during calendar year 1994 was 8.0 percent, as compared
to 8.3 percent earned during calendar year 1993. The interest rate
on special issues purchased by the trust fund in June 1994 was 7.25
percent, payable semiannually: Special-issue bonds with a total par
value of $82.8 billion were purchased in June 1994.

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, 1994, were selected in such a way that the maturity dates
of the total portfolio of special issues were spread evenly over the
15-year period 1995-2009.
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2. Disability Insurance Trust Fund

A statement of the income and disbursements of the Federal Dis-
ability Insurance Trust Fund during fiscal year 1994, and of the
assets of the fund at the beginning and end of the fiscal year, is
presented in table II.C3.

During fiscal year 1994, total receipts amounted to $34.0 billion, and
total disbursements were $38.0 billion. The assets of the trust fund
thus decreased by $3.9 billion during the year, to a total of $6.4
billion on September 30, 1994.

Included in total receipts were $33.1 billion representing payroll tax
contributions appropriated to the fund and $32,516,000 in payments
from the general fund of the Treasury representing taxes that would
have been paid on estimated deemed wage credits for military service
in 1994 if such credits had been considered to be covered wages. As
an offset, $79,940,000 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 $33.0 billion, an increase of 7.2 per-
cent 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. Income from the taxation of benefit payments
amounted to $0.3 billion in fiscal year 1994.

Interest totaling $0.7 billion consisted of interest on the investments
of the fund and interest on amounts of interfund transfers.

Of the $38.0 billion in total disbursements, $36.8 billion was for net
benefit payments. This represents an increase of 9.6 percent over the
corresponding amount of benefit payments in fiscal year 1993. This
increase is due in part to the same factors that resulted in the net
increase in benefit payments from the OASI Trust Fund. In the case
of DI, however, the number of persons receiving disabled worker
benefits continued to increase rapidly in 1994. Section II.F1. presents
a more detailed discussion of this rapid growth.
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TABLE 11.C3.—~STATEMENT OF OPERATIONS OF THE D! TRUST FUND
DURING FISCAL YEAR 1994

[in thousands)
Total assets, September 30, 1993. .. .........c.ooviiiiiiiiiannen $10,305,117
Receipts:
" gc}feiél hind G he Treasun renresening i $33,088,320
Paymems reasury representing em-
contributions on deemarg wage credits for
MY S@IVICR. . .o e e ceeeneeeneneeanaaasnenneanann 32,516
Gross COMMDULONS . . . ..o vuuuverenneneeeasianosnannns 33,120,836
LesspaymerltbmegsmliundofmeTmryforeon- 79.940
Net comtribUBONS ... ........ooviiiioiniuinieennnennns 33,040,896
Income from taxation of benefit payments:
Withheld from benefit to non-resident aliens. ...... 3,990
Al other, not subject to withholding . ...................... 301,000
Total income from taxation of benefits . . ................. 304,990
nvestment income and interest adjustiments:
INtErest On INVBSIMBNS . .. ........cvaenuieiirrareceaanes 697,549
Interest on interfund transfers due to adjustment in allocation of 75
Total investment income and interast adiustments. ........ 698,524
TOtAl FBCBIDMS. . . ... ovviieeieieiianetreeiaiaaarenssaceeroanann 34,044,410
Disbursements:
B"Eﬂ‘ payments 36,972,334
ross Denefit payments . ... ........ooiiiniiiiieiaaieaan ,972,
Less coliected overpaymems. ... ............ooeeiuiian.en 142,853
LsssnctmmummﬁomgmllunGMunmgonamd
checks. 11,693
36,817,788
105,955
33,449
989,858
3,785
1,022,006
134
1,021,872
37,979,064
-3,934,654
6,370,463

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

Provisions governing the financial interchanges between the Railroad
Retirement and QASDI programs are described in the preceding
section. Under those provisions, $105,955,000 was transferred to the
Social Security Equivalent Benefit Account from the DI Trust Fund
in June 1994.

The remaining disbursements amounted to $1.0 billion for net ad-
ministrative expenses (including $3,785,237 for demonstration projects

47
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and experiments to test the effect of alternative methods for assisting
disabled beneficiaries’ attempts to work), and $33,448,809 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.

The assets of the DI Trust Fund at the end of fiscal year 1994 totaled
$6.4 billion, consisting of $6.1 billion in U.S. Government obligations
and an undisbursed balance amounting to $0.3 billion. Table II.C4
shows the total assets of the fund and their distribution at the end
of each fiscal year 1993 and 1994.

The effective annual rate of interest earned by the assets of the DI
Trust Fund during calendar year 1994 was 8.2 percent, as compared
to 8.6 percent earned during calendar year 1993. The interest rate
on public-debt obligations issued for purchase by the trust fund in
June 1994 was 7.25 percent, payable semiannually. Special-issue
bonds with a total par value of $2.2 billion were purchased in June
1994. In compliance with the legal requirement to fix maturities with
due regard for the needs of the funds, the usual practice of spreading
the holdings of special issues, as described earlier, was not followed.
Because the amount of bonds purchased was less than one month’s
benefit payments and the fund was expected to decline in the absence
of remedial legislation, the bonds were purchased with a one-year
maturity and were redeemed in July 1994. *

The investment policies and practices described for the OASI Trust
Fund apply as well to the investment of the assets of the DI Trust
Fun
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TABLE II.C4.—ASSETS OF THE Di TRUST FUND, BY TYPE, INTEREST RATE,
AND YEAR OF MATURITY, AT END OF FISCAL YEAR, 1993 AND 1994

September 30, 1993 September 30, 1994

$5,000,000.00 $5,000,000.00
10,000,000.00 10,000,000.00
26,000,000.00 26,000,000.00
3,750,000.00 3,750,000.00
30,250,000.00 30,250,000.00
75,000,000.00 75,000,000.00
~332,669.47 -299,362.63
Total investments in public issues at book
ValB. ... e 74,667,330.53 74,700,637.37
igations sold only to the trust funds (special issues):
% of indebtedness:
S5625percent, 1994 ...................... 1,597,501,000.00 -
7.250 percent, 1 -_— 1,773,911,000.00
7.375 percent, 1999-2003 ,005,000.00 -
7.375 percent, 142,803,000.00 142,803,000.00
7.375 percent, 916,460,000.00 916,460,000.00
8.125 percent, 1999-2000 300,320,000.00 -
8.125 percent, 450,483,000.00 —_
8.125 percent, 2004-05 300,322,000.00 300,322,000.00
8.125 percent, 868,859,000.00 868,859,000.00
8.375 percent, 1 403,534,000.00 -_
8.375 percent, 2001 . ............. 591,226,000.00 —_
8.75 percent, 1999-2000 254,946,000.00 -
8.75 percent, 2001 ............... 127,472,000.00 —
8.75 percent, 2002 ............... 718,698,000.00 -—
8.75 peroent, 2003 . ....... 718,698,000.00 585,085,000.00
8.75 peroant, 2004-05 1,437,396,000.00 1,437,396,000.00
28,204,000.00 -
152,904,000.00 -
389,459,000.00 -
287,955,000.00 -
236,555,000.00 -
{ iB5U8S) . ..... .. ...t 10,161,800,000.00 6,024,836,000.00
Total public-debt obligations
ook valuel). ........coiiiiiiieiniiiiiiaaann. 10,236,467,330.53 6,099,536,637.37
Undisbursed balances2 .....................c..... 68,649,891.20 - 270,926,360.50
Total assets valuel) . ...... . ...l 10,305,117.221.73 6.370.462.997.87

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

2The relatively large amount
that were not invested until the next i

for September 30, 1994, is due 10 employment taxes received that day
business day.

Note:SpeciﬂBsuosamalvnyswmmpur\;am.mme.bookvaluemdparvnbearem
same for each special issue, and the common value is shown above. Where the maturity years are

grouped for special issues,
mber of years.

a2

89-657 0 - 95 - 3

the amount maturing in each year is the amount shown divided by the
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8. Old-Age and Survivors Insurance and Disability Insurance
Trust Funds, Combined

A statement of the operations of the income and disbursements of
the OASI and DI Trust Funds, on a combined basis, is presented in
table II.C5. The entries in this table represent the sums of the
corresponding values from tables II.C1 and II.C3. For a discussion
of the nature of these income and expenditure transactions, reference
should be made to the preceding two subsections covering OASI and
DI separately.

TABLE 1.C5.—STATEMENT OF OPERATIONS OF THE OASI AND Di TRUST FUNDS,
COMBINED, DURING FISCAL YEAR 1994

[in thousands)
Total assets, September 30, 1993 ................cooiinvnans $365,949,035
Receipts:
Contributions:
EMpIOYMENt tAXeS . . .. .o vuvenenrinenraraariennnas $341,925,747
Payments from ral fund of the Treasury Waa?
on -
it for military 88MVICe. .. ... ... civineniiiiiniians 336,726
Grossmrbm ............. ine Traasum 1or con 342,262,473
Less payment genoral fund o reasul con-
tnbwomubha ry ....... 824,880
COMMDUIONS. . . . ...iieieneeiencnnirninnennn 341,437,593
Dncomc fmm taxation of benefit payments:
Withheld from benefit payments to non-resident aliens .. 83,419
All other, not subject to withholding. . .................. 5,573,000
Total income from taxation of benefits ............... 5,656,419

. Reimbursement from m!mdofmTremvyfowostsof
p;&mmtomu‘dpum attained age 72 before

............................................... 10,078
Investment income and interest adjustments:
0rest ON INVESIMONTS .. ........cooiienrirocnrnnasn 29,197,387
Interest on transfers to the general fund accourt for the
Suppiemental Income program due
in allocation of administrative expenses .............. 5,894
Gross investment income and interest adjustments. . . .. 29,203,281
Less interest on interfund transfers due to adjustment in
allocation of administrative expenses ................ 135 "
Gmmmmmmmw ....... 29203:;?
Total receipts............. et iar et 376,307,427
Disbursements:
Gi ; T . 314,066,749
ross YMEMES ... ...ovneniinniieiniennenean ,066,
Loss olecodcoommarts i 1208
or ul
ohedes .......................................... 58,445
.............................. 313,096,045
Transferb the mnr d Retirement “Social s«:urny Equivalent 3525517
Payment b +F vodaticea et iation services ior ie- ,525,
................................... 33,449
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TABLE H.C5.—STATEMENT OF OPERATIONS OF THE OASI AND DI TRUST FUNDS,
COMBINED, DURING FISCAL YEAR 1994 (Cont'd)

[in thousands]
Disbursements:
bursements:(Contd)
and Human Services............. $2,689,499
Department of the Treasury ....................cenne
o projects and experiments ....... 3,785
Gross administrative B@S. . ... ceieerianinnnss 2,897,063

axpanses
Less reimbursements from general fund of the Treasury for
costs of fumishing information on deferred vested pension

......................................... 725

Less receipts from sales of supplies, materials, etc.. .. ... 627
Net administrative Xpenses. .............cc..cuun.. $2,895,712
Total disbursements ... ...........cc.coiuviiniiiiienecannnas 319,550,723
Netincrease iN@s8ets .............ccoviiiiiienecnainenes 56,756,704
Jotal assets, September 30, 1984 .......................... 422,705,739

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

Table II.C6 compares+past estimates of contributions and benefit
payments for fiscal year 1994, as shown in the 1990-94 Annual
Reports, with the corresponding actual amounts in 1994. The es-
timates shown are the ones based on the alternative II-B set of
assumptions from the 1990 report and the alternative II assumptions
for subsequent reports.

A number of factors can contribute to differences between estimates
and subsequent actual amounts, including actual values for key eco-
nomic, demographic, and other variables that differ from assumed
levels. In addition, amendments to the Social Security Act can cause
actual taxes or benefits to vary from earlier estimates. The com-
parisons in table II.C6 indicate that actual OASI and DI tax con-
tributions in fiscal year 1994 were significantly lower, generally, than
estimates in the 1990 and 1991 reports (due primarily to the re-
cession that began late in 1990). Estimates of OASI benefit payments
were generally close to actual payments in 1994. The actual amount
of DI benefit payments in 1994, however, was significantly above
estimates in the 1990-92 reports, due to faster-than-expected growth
in the number of disabled workers.

51
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TABLE i1.C6.—COMPARISON OF ACTUAL AND ESTIMATED OPERATIONS OF THE
OAS! AND DI TRUST FUNDS, FISCAL YEAR

[Amounts in millions]
Net contributions! Benelit payments2
Difierence
from actual from actual
Amount  (percent) Amount  (percent)
OAS| Trust Fund:

$337,015 9.3 $282,788 24
326,815 6.0 284,069 28
312,586 14 278,643 9
312,084 12 278,002 6
306,090 -7 277, 027 3

308,397 - 276,278 -
36,107 93 31,599 -14.3
35,013 6.0 32,826 -10.9
33,489 14 34,8@ -5.5
33,436 12 37,052 5
3R,795 -7 37,020 5

33,041 - 36,851 —
373,122 9.3 314,387 4
361,828 8.0 316,896 12
346,075 14 313,472 1
345,520 12 315,054 -
338,885 -7 314,047 3

341,438 - 313,129 —
comtibubonsbt 1994 refiect adjustments for prior fiscal years (see preceding section for

desmphonof adjustments). “Estimated” contributions aiso inciude such adjustments, but on an
estimated basis. )

amgmmngm mmmmmmmmmmm
At the end of fiscal year 1994, about 42.7 million persons were
receiving monthly benefits under the OASDI program. Of these per-
sons, about 37.2 million and 5.5 million were receiving monthly
benefits from the OASI Trust Fund and the DI Trust Fund, re-
spectively. The number of persons receiving benefits from the OASI
and DI Trust Funds grew by 0.8 percent and 6.6 percent, respectively,
during the fiscal year. The estimated distribution of benefit payments
in fiscal years 1993 and 1994, by type of beneficiary, is shown in
table II.C7 for each trust fund separately.
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TABLE 11.C7.—ESTIMATED DISTRIBUTION OF BENEFIT PAYMENTS FROM THE
OASI AND DI TRUST FUNDS, BY TYPE OF BENEFICIARY OR PAYMENT,

FISCAL YEARS 1993 AND 1984
[Amounts in miliions]
Fiscal year 1993 Fiscal year 1994
Percentage Percentage
Amount of total Amount of totat
Total OASDI benefit payments .......... $298,142 1000 $313,096 100.0
OASI benefit payments............. 264,561 88.7 276,278 88.2
Dl benefit payments ............... 33,581 13 36,818 118
OASI benefit payments, total............ 264,561 100.0 276,278 100.0
Monthly benefits:
Retired workers and auxiliaries . . .. 203,920 771 212,758 77.0
Retired worke 186,146 70.4 194,407 704
16,228 6.1 16,733 6.1
1,545 K] 1,619 k]
60,425 228 ,297 229
48,279 18.2 50,636 18.3
788 3 888 3
36 (1) 34 (L]
Chidren...................... 9,785 37 10,189 37
Widowed mothers and fathers car-
mmmmmmn 1,537 6 1,548
before 1 mm 7 (1) 4 (V)]
Lump-sum death payments ......... 210 .1 218 R
DI benefit payments, total .............. 33,581 100.0 36,818 100.0
Disabled workers ................ 30,022 89.4 32,899 894
Wives and husbands............. 569 1.7 576 1.6
Children........................ 2,989 8.9 3,342 9.1

1Less than 0.05 percent.
Note: Totals do not necessarily equa! the sums of rounded components._

Net administrative expenses charged to the OASI and DI Trust Funds
in fiscal year 1994 totaled $2.9 billion. This amount represented 0.8
percent of contribution income and 0.9 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
I1.C8 for each of the last 5 years.
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TABLE I.C8.—NET ADMINISTRATIVE EXPENSES AS A PERCENTAGE OF
CONTRIBUTION INCOME AND OF BENEH;I’ PAYMENTS, BY TRUST FUND,

OAS! and DI
Trust Funds,
combined

08

R g -4
woivoiw

PP L
womoo
»iviol

Tables I1.C2 and II.C4, presented in the two preceding subsections,
showed the assets of the OASI and DI Trust Funds at the end of
fiscal years 1993 and 1994. The changes in the invested assets of the
funds between those two dates are a result of the acquisition and
disposition of securities during fiscal year 1994. Table I1.C9 presents
these investment transactions for each trust fund separately and
combined. All amounts shown in the table are at par value.

TABLE U.C9.—INVESTMENT TRANSACTIONS OF THE OASI AND DI TRUST FUNDS
IN FISCAL YEAR 1994

[in thousands]
OASl and DI
OASI 2] Trust Funds,
Trust Fund Trust Fund combined
Invested assets, September 30, 1993 .. ... $355,509,698 $10,236,800 $365,746,498
Acquisitions:
ial issues:
Certificates of indebtedness ........ 321,425,736 33,015,931 354,441,667
BONGS ....oovvninininiinnninnnns 82,773,381 2,157,820 84,931,201
Public issues:
Treasury bonds .................. — —_ _
Total acquisitions . . ............... 404,199,117 35,173,751 439,372,868
Dispositions:

Special issues: -
Certificates of indebtedness ........ 322,069,478 32,839,521 354,908,999
Bonds ... 24,214,757 6,471,194 30,685,951

Public issues:

Treasurybonds .................. -— - -

Total dispositions . ................ 346,284,235 39,310,715 385,594,950
Net increase in invested assets .......... 57,914,882 -4,136,964 53,777,918
Invested assets, September 30, 1994 ..... 413,424,580 6,099,836 419,524,416

Note: All investments are shown at par value.
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D. PRINCIPAL ECONOMIC AND DEMOGRAPHIC
ASSUMPTIONS

The future income and outgo of the OASDI program depend on many
economic and demographic factors, including gross domestic product,
labor force, unemployment, average earnings, productivity, inflation,
fertility, mortality, net immigration, marriage, divorce, retirement
patterns, and disability incidence and termination. The income will
depend on how these factors affect the size and composition of the
working population and the level and distribution of earnings. Sim-
ilarly, 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 prediction of these various factors is impossible,
estimates are shown in this report on the basis of three sets of
assumptions, designated as intermediate (alternative II), low cost
(alternative I), and high cost (alternative III). The intermediate set,
alternative II, represents the Board's best estimate of the future
course of the population and the economy. In terms of the net effect
on the status of the OASDI program, the low cost alternative I is
the more optimistic, and the high cost alternative III is the more
pessimistic of the plausible economic and demographic conditions.

The values assumed after the first 5 to 25 years for both the economic
and the demographic factors are intended to represent the average
experience 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.

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, the resulting
estimates 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.
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The principal economic assumptions for the three alternatives are

summarized in table II.D1.
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TABLE N.D1.—SELECTED ECONOMIC ASSUMPTIONS BY ALTERNATIVE,
CALEN! YEARS

DAR 1960-2070 (Cont.)
A annual

Average

Average annual
annual Average  Average percent-

wage in Con-- Real-  annual

covered sumer wage  interest unempioy-  increase

Real  empioy- Price differentiaP® rate* ment rateS  in labor

Calendar year  GDP! index2  (percent) (percent) (percent) force
39 42 27 1.5 7.7 5.3 14

3.2 42 28 14 7.5 5.0 1.2

3.0 4.7 3.0 1.7 74 4.9 1.2

29 4.5 3.0 14 7.3 48 12

27 4.5 3.0 1.5 7.2 4.8 12

26 4.6 30 1.6 7.0 49 11

25 45 3.0 1.5 6.8 4.9 1.1

25 44 3.0 14 6.6 5.0 1.0

24 4.5 3.0 1.5 6.3 5.0 9

24 4.6 3.0 1.6 6.1 5.0 9

23 47 30 1.7 6.0 5.0 7

19 4.6 30 16 6.0 5.0 4

21 4.5 3.0 15 6.0 5.0 6

22 45 3.0 1.5 6.0 5.0 6

21 4.5 3.0 1.5 6.0 5.0 S

22 4.5 3.0 15 6.0 5.0 6

21 4.5 30 15 6.0 5.0 6

20 38 36 2 7.9 5.6 1.2

-7 35 4.0 -5 7.9 6.5 7

26 6.1 54 7 85 64 7

1.1 6.1 65 -4 9.1 64 1.0

1999........ -1.8 38 4.9 -1.1 9.1 76 6
2000........ 29 56 5.0 6 8.6 74 6
2001........ 24 52 50 2 7.8 74 1.0
2002........ 1.7 5.1 50 1 74 7.0 8
2003........ 1.5 54 50 4 7.1 7.0 7
2004........ 15 56 50 6 6.7 7.0 7
2010........ 13 55 50 5 6.5 7.0 5
8 5.6 50 6 6.5 7.0 -1

7 56 5.0 6 6.5 7.0 -1

6 .55 5.0 5 6.5 7.0 -2

3 55 5.0 5 6.5 7.0 -5

3 55 5.0 E 6.5 7.0 -5

3 5.5 5.0 5 6.5 7.0 -5

7Tr§ar7w£gngw¢ummsmmammdmmmmm
in rs.

2The Consumer Price index is the annual average value for the caiendar year of the Consumer Price
Index for Urban Wage Eamers and Clerical Workers (CP1-W).

3The real-wage differential is the difference between the percentage increases, before rounding, in (1
mwmmhmmmmmmmmwmw&
mmnpmwmbnmummmmmpm.m
WW&M obligations issuable to the trust funds in each of

months year.

g %mmmnmm nm.hA?rzpoq.mmm
total nnﬁ'ﬁzmm.m age sex based on the estimated total labor
force for July 1, 1983. by
SLabor force is the total for the United States (including military personnel) and reflects the average
of the monthly numbers of persons in the labor force for each year. )

7Preliminary. W. in covered employment are considered preliminary for several years primarily due
wm&dmmdmmnwﬁwm&yzgﬂm.m
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Alternatives I, II, 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. The intermediate
set of assumptions (alternative II) represents the Trustees’ consensus
expectation of continued moderate to relatively strong economic growth
through 1996 and a return to moderate growth thereafter. The low
cost assumptions (alternative I) represent a more optimistic outlook,
with an indefinite continuation of the more robust economic growth
experienced since the fourth quarter of 1991. The high cost assump-
tions (alternative III) represent a relatively pessimistic forecast in
which the economy experiences generally weak economic growth and
business cycles with two recessions in the short-range period. Eco-
nomic cycles are not included in assumptions beyond the first 5 to
10 years of the projection period because inclusion of such cycles has
little effect on the long-range estimates of financial status.

A period of sustained real economic growth began in 1982 and ended
with the recession that started with the third quarter of 1990. After
a total decline in real GDP of 1.6 percent through the first quarter
of 1991, and a three-quarter period of slow growth following the
recession, the return to steady economic growth which began in 1992
is assumed to continue for alternatives I and II, albeit at a somewhat
slower pace. Real growth is assumed to be stronger for alternative I
than for alternative II.

For alternative III, moderate growth and an increasing rate of price
inflation are assumed through the third quarter of 1995. The first
projected recession begins in the fourth quarter of 1995, lasts 3
quarters, and results in a total decline in real GDP of 1.4 percent.
After 8 quarters of recovery, a second recession, with a total decline
in real GDP of 3.0 percent, is assumed to begin in the third quarter
of 1998, lasting 4 quarters. A two-and-one-half-year period of mod-
erately strong economic recovery and stable rates of inflation is as-
sumed through the year 2000. Thereafter, steady, but relatively slow,
growth is assumed for alternative III. The total declines in real GDP
for the two projected recessions are slightly less than those of recent
recessions; however, the duration of recovery between these reces-
sions is assumed to be much shorter than for recoveries experienced
in the past 2 decades.

After the year 2004, the projected rates of growth in real GDP, for
all three alternatives, are determined by the assumed rates of growth
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in employment, average hours worked, and labor productivity. The
trend toward slower growth in real GDP after 2004 results primarily
from much slower growth in the working age population, as the
“baby-boom” generation approaches retirement and succeeding gen-
erations reflecting lower birth rates reach working age. Also con-
tributing to the slowdown in growth in real GDP is the assumed
leveling of 1abor force participation rates for women, which have risen
substantially over the past 20 years.

Assumed values for the unemployment rates reflect the pattern of
real GDP growth for each alternative. For alternatives I and II, the
unemployment rate is assumed to move gradually toward ultimate
average levels of 5.0 and 6.0 percent, respectively, after 1994. For
alternative III, the unemployment rate is assumed to reach its ul-
timate average level of 7.0 percent after the recovery that is assumed
to follow the second projected recession.

Unemployment rates through 2004 are in the most commonly cited
form, the civilian rate, which describes the differences between ag-
gregate civilian labor force and aggregate civilian employment. For
years after 2004, however, total rates are presented. These include
the military (which reduces the rate by about 0.1 percent relative to
the civilian rate) and are age-sex adjusted to the 1993 labor force.
Such total rates better represent the total population covered by the
OASDI program and adjust for the changing age-sex distribution of
the labor force, which can obscure the comparison of unemployment
rates over different time periods.

Unemployment rates for the years 1994 and later are based on the
new survey methodology used by the Bureau of Labor Statistics.
Though unemployment rates based on this new method were initially
expected to be about 0.5 percentage points higher than if based on
the old method, comparisons for 1994 have shown little or no dif-
ference.

For the intermediate projection, each of the other economic param-
eters is selected reflecting what the Trustees believe to be the most
likely future course of the economy at the time of preparation of this
report, consistent with the assumed pattern of real GDP growth. The
annual rate of change in the average wage in covered employment
is assumed to rise, generally, from the estimated 3.5-percent increase
for 1994, averaging about 4.5 percent for the period 1995 through



60

Actuarial Analysis

2004. Growth in the average wage (which is equal to price inflation
plus the real-wage differential) through 2004 averages somewhat less
than the ultimate assumed rate of 5.0 percent primarily because
price inflation averages less than its ultimate level through this
period. Between 2004 and 2015, growth in the average covered wage
is slightly higher than the assumed ultimate rate of 5.0 percent,
reflecting the gradual movement toward complete inclusion of Fed-
eral civilian employees. After 2015, the average covered wage growth
rate remains at the ultimate assumed rate of 5.0 percent.

The annual rate of increase in the Consumer Price Index for Urban
Wage Earners and Clerical Workers (CPI-W) declined from 4.0 per-
cent in 1991 to 2.5 percent in 1994. Thereafter, it is assumed to
increase, generally, reaching the ultimate assumed rate of 4.0 percent
by the year 2002. 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 change in the average wage in covered employment and in
the CPI) is estimated to be 1.0 percent in 1994. After 1994, under
the intermediate alternative, the real-wage differential is projected
to be between 0.7 and 1.1 percent for years 1995 through the year
2015, thereafter remaining at the ultimate assumed differential of
1.0 percent.

Under the intermediate alternative, the average annual interest rate
for securities newly issued to the trust funds is assumed to increase
from 7.1 percent in 1994 to 7.7 percent for 1995, and decline grad-
ually thereafter, reaching its ultimate value of 6.3 percent by 2005.
The annual rate of growth in total labor force increased from 0.7
percent in 1993 to 2.2 percent in 1994. After 1994 the labor force is
projected to increase at about 1.0 percent per year, on the average,
through 2002, and to increase more slowly thereafter, reflecting the
projected slowing of growth in the working-age population as com-
pared with the experience of the 1980s and early 1990s.

For alternatives I and III, respectively, values for each of the eco-
nomic parameters are selected which, in general, result in a more
optimistic and a more pessimistic future financial status of the pro-
gram.
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2. Demographic Assumptions

The principal demographic assumptions for the three alternatives
are shown in table I1.D2.

For the intermediate projection, the assumed ultimate total fertility
rate of 1.9 children per woman is attained in 2019 after a gradual
decline from the preliminary estimate for 1994 of 2.06 children per
woman. The age-sex-adjusted death rate is assumed to decrease
steadily during the entire projection period, with a total reduction of
35 percent from the 1994 level by 2069. Life expectancies at birth in
2070 are 77.7 years for men and 83.8 years for women, compared to
72.1 and 79.0 years, respectively, in 1994. Life expectancies at age
65 in 2070 are projected to be 18.3 years for men and 22.2 years for
women, compared to 15.2 and 19.0 years, respectively, in 1994. The
projected death rates reflect the effects of assumed cases of Acquired
Immunodeficiency Syndrome (AIDS), using estimates prepared by
the Centers for Disease Control and Prevention (CDC) as a starting
point. Total net immigration is assumed to rise over the next several
years reaching an ultimate level of 900,000 persons per year by the
year 2000. The ultimate assumed level of net annual immigration is
the combination of 650,000 net legal immigrants per year and 250,000
net other-than-legal immigrants per year.

For alternative I, the total fertility rate is assumed to rise to an
ultimate average level of 2.2 children per woman by 2019. The age-
sex-adjusted death rate is assumed to decrease more slowly than for
alternative II, with the total reduction from the 1994 level being 16
percent by 2069. Life expectancies at birth in 2070 are 75.1 years
for men and 80.8 years for women, while at age 65 they are 16.1 and
19.7 years, respectively. Total net immigration is ultimately assumed
to be 1,150,000 persons per year. The assumed level of net annual
immigration is the combination of 750,000 net legal immigrants per
year and 400,000 net other-than-legal immigrants per year.

For alternative III, the total fertility rate is assumed to decrease to
an ultimate level of 1.6 by 2019. The age-sex-adjusted death rate is
assumed to decrease more rapidly than for alternative II, with the
total reduction from the 1994 level being 54 percent by 2069. Life
expectancies at birth in 2070 are 81.2 years for men and 87.7 years
for women, while at age 65 they are 21.4 and 25.3 years, respectively.
Total net immigration is ultimately assumed to be 750,000 persons

61
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per year, the combination of 600,000 net legal immigrants per year
and 150,000 net other-than-legal immigrants per year.

TABLE 11.02.—SELECTED DEMOGRAPHIC ASSUMPTIONS BY
ALTERNATIVE, CALENDAR YEARS 1940-2070

- Total Age-sex-adjusted Lre i
festikty death rate2___ AL DV At age 65
rate! {per 100,000) Male Female Male Female
223 1,532.8 61.4 65.7 1.9 134
242 1,366.4 62.9 68.4 126 144
3.03 1,225.3 65.6 711 128 15.1
3.50 1,1342 66.7 728 13.1 15.6
361 1,128.6 66.7 73.2 129 159
2.88 1,103.6 66.8 738 129 16.3
243 1,041.8 67.1 74.9 131 17.1
177 934.0 68.7 76.6 13.7 18.0
1.74 9232 69.1 76.8 13.7 18.1
1.79 898.0 69.4 772 13.9 183
1.76 8924 63.6 72 13.9 18.3
1.82 8642 70.0 7 14.2 186
1.85 878.1 69.9 S5 140 184
1.83 704 77.8 142 18.6
1.83 8285 70.8 782 145 18.8
1.81 836.1 70.9 78.1 14.3 18.6
1.80 829.6 711 782 144 18.7
1.84 831.8 711 78.2 144 18.6
1.84 824.8 71.1 78.3 145 18.7
187 816.1 73 784 146 18.7
1.93 8245 712 78.3 14.6 18.7
2.01 804.1 715 78.6 14.8 18.9
207 789.0 7.8 788 15.0 19.0
2.07 778.8 71.9 78.9 15.1 19.1
2.06 785.8 720 78.9 15.0 18.9
2.06 785.7 72.0 78.9 15.1 189
2.06 7763 726 790 182 19.0
2.05 769.7 722 79.1 15.3 19.1
202 738.3 72.9 79.7 155 19.3
1.99 707.5 737 80.1 15.8 18.
1.96 684.7 74.3 80.5 16.0 19.6
1.92 665.5 746 80.8 16.2 19.8
1.90 647.4 74.9 81.1 164 20.1
1.90 630.2 75.2 814 16.6 20.3
1.90 613.8 75.5 81.7 168 205
1.90 598.1 758 82.0 17.0 20.7
1.90 583.1 76.1 82.2 172 - 209
1.90 568.9 764 8.5 174 21.2
1.90 5552 76.7 82.8 176 214
1.90 542.2 770 83.1 17.8 216
1.90 529.7 72 83.3 18.0 218
1.90 517.8 77.5 83.6 18.1 20
1.90 506.3 77 838 183 22
2.06 768.0 726 79.0 152 19.0
210 759.9 72.9 79.2 152 18.9
213 754.9 732 79.2 152 18.7
215 748.1 734 79.3 152 18.
2.18 739.1 736 794 153 188
220 730.1 737 79.6 154 18.
220 7214 739 .7 155 18.9
220 7129 741 79.9 1585 19.0
220 704.7 74.2 80.0 156 19.1
220 696.8 74.3 80.1 157 182
220 689.1 745 80.3 158 193
220 681.6 746 80.4 158 193
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TABLE ILD2.—SELECTED DEMOGRAPHIC ASSUMPTIONS BY
ALTERNATIVE, CALENDAR YEARS 1940-2070 (Cont.)

rate? -
rate! (per 100,000) Male Female Male Female

220 674.3 74.7 80.5 159
220 667.2 749 80.6 16.0 18.5
220 660.3 75.0 80.7 16.0 19.6
220 653.7 75.1 80.8 16.1
2.04 766.0 72.0 79.3 154 19.2
1.95 726.7 724 80.0 158 19.8
1.86 676.2 736 80.8 16.3 202
1.76 626.1 75.0 81.6 16.7 20.5
1.67 580.9 75.8 82.2 17.1 20.9
1.60 562.5 764 8.7 175 21.3
1.60 5§37.1 76.8 83.2 17.9 21.8
1.60 513.2 773 83.8 18.3 22
1.60 490.6 778 84.3 18.6 22.6
1.60 469.1 78.3 84.8 19.0 23.0
1.60 448.6 78.7 85.3 194 234
1.60 429.1 79.2 85.8 19.8 238
1.60 410.7 79.7 86.3 20.2 24.2
1.60 393.3 80.2 86.8 20.6 24.
1.60 376.7 80.7 87.3 21.0 25.0
1.60 361.1 81.2 877 214 25.
1The total fertility rate for any year is the ave number of children who would be bom to a woman
in her lifetime if she were to @xperience the birth rates by age 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 2018,

2The age-sex-adjusted death rate is the crude rate

as of April 1, 1880, if that population were to experience
or assumed for, the selected year.

3The life sxpectancy for r is the average number rs of life remaining for a person if that
personwereloswtrrmm mmbyageobwﬁornsumedmmesewmedyear.
4Preliminary or estimated.

g
:
:

r in the enumerated tolal population
th rates by ape and sex observed in,

s 3
g

In addition to the assumptions discussed above, many other factors
are necessary to prepare the estimates presented in this report.
Section IL.H includes a discussion of many of those factors.

The ultimate values presented in tables I1.D1 and II.D2 reflect little
change from the ultimate values used for the 1994 Annual Report.
Different levels, as opposed to rates of change, in several factors
reflect, primarily, different starting levels based on additional data
collected since the last report. The increase in the annual net im-
migration is due to an increase of 50,000 in the annual net number
of other-than-legal immigrants entering the Social Security area pop-
ulation each year. This increase is consistent with estimates based
on recent data from the Immigration and Naturalization Service. The
effect on the financing of the OASDI program of this and other
changes is discussed in section I.F2.
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E. AUTOMATIC ADJUSTMENTS

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

In this section, values are shown for the program amounts that are
subject to automatic adjustment, from the time that such adjust-
ments became effective through 2004. Projected values for future
years are based on the economic assumptions described in the pre-
ceding section of this report. Appendix F, in addition to providing
the most recent determinations of program amounts under the au-
tomatic adjustment provisions, also provides a more complete de-
scription of such amounts.

Under the automatic-adjustment provisions affecting cost-of-living
increases, benefits generally are increased once a year. These pro-
visions were originally enacted in 1972 and first became effective
with the benefit increase effective for June 1975. The 1983 amend-
ments changed the effective month to December for years after 1982.
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 2.8 percent, effective for December 1994,
was announced in October 1994, as described in Appendix F. The
automatic cost-of-living benefit increase for any year is normally
based on the change in the CPIﬁ'omthethlrdquarteroftheprevxous
year to the third quarter of the current year.!

Under section 215(bX3) of the Social Security Act, the national av-
erage wage index® 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 ap-
proximately their equivalent values near the time of the worker's
retirement or other eligibility, and these indexed values are used to
calculate the worker’s benefit. The average wage index is also used

nmmmdnmmbﬂmmun of 8 yoar tepresent loss 20 percent of
mmmmmm automatic benefit Dmhlinﬁodbmeburdm
ummwmmmmmm since its

1053. Buodon mmdummmhﬂmmnmmdm‘ 3
the stabilzer provision & unlikely 10 afiect any future OASO! benelit incseases under present law.

2 A provision of Public Law 103-296 proviced the tenm “national SVerege wags index” 1o refer 10 the of the
l‘o&nl.z" . The average wage index is defined in the Code of Federal Reguistions (Title 20, Chapter Hi, section
©).
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to adjust most of the program amounts that are subject to the au-
tomatic-adjustment provisions. Table II.E1 shows the average wage
index as determined for each year 1951 through 1993.

TABLE ILE1.—AVERAGE WAGE INDEX, CALENDAR YEARS 1951-93

Year Amount Year - Amount Year Amount
1951 ..... $2,799.16 1966 ..... 1981 ..... $13,773.10
1882 ..... 32 1967 ..... 5213.44 1982..... 14,531.

1953 ..... 3,139.44 1968 ..... 5,571.76 1983 ..... 15,239.24
1954 ..... 315564 1969 ..... 5,893.76 1964 ..... 16,135.07
1955 330144 1970 ..... 6,186.24 1965..... 16,822.51
1956 ..... , 1971 ..., 6.497.08 1966 ..... 17,321.82
1957 ..... 3.641.72 1972 ..... 133.80 1987..... 18,426.51
1958 ..... 673. 1973 ...... 7,580.16 1988.....

1989 ..... 1974 ..... 8,030.76 1989 ..... ,099.
1960 ..... 4,007.12 1975 ...... 8,630.82 1990 ..... 21,027.98
1961 ..... 4,086.76 1976 ..... 922648 1991 ..... 21,811.60
1962 ..... 4,291.40 1977 ..... 9,779.44 1992 ..... ,935.42
1963 ..... 4,396.64 1978 ..... 10,556.03 1993..... 23,132.67
1964 ..... 4,576.32 wn..... 11,479.

1965 ..... 4,658.72 1960 ..... 1251348

The law provides for an automatic increase in the OASDI program’s
contribution and benefit base, based on the increase in the average
wage index, for the year following a year in which an automatic
benefit increase became effective. As described in Appendix F, the
contribution and benefit base for 1995 was determined to be $61,200.

Under the retirement earnings test, earnings below certain amounts
are exempted from the withholding of benefits payable to benefi-
ciaries under age 70. Different exempt amounts apply for benefi-
ciaries under age 65 and for those aged 65 to 69. The automatic
adjustment provisions require that such exempt amounts be increased
in the year following a year in which an automatic cost-of-living
benefit increase becomes effective. Increases in the exempt amounts
are based on increases in the average wage index. i

The method used to increase the contribution and benefit base (and
the "old-law" base as described later in this section) and the re-
tirement test exempt amounts was modified by a provision of Public
Law 103-296. Under this modified procedure, these amounts are
indexed from a specified base year (1994) rather than the year-to-year
indexing method used previously. This change makes the indexing
procedures used for the contribution and benefit base and the re-
tirement test exempt amounts consistent with the methods used for
all other wage-indexed program amounts and eliminates possible
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cumulative rounding distortion. For further details concerning this
modified procedure, refer to Appendix F.

Table I1.E2 shows historical automatic cost-of-living benefit increases
for the years 1975-94 and assumed increases through 2004. The table
also shows historical year-to-year percentage increases in the average
wage index for 1975-93 and assumed increases through 2004. As
noted above, the OASDI contribution and benefit base and the re-
tirement test exempt amounts are adjusted on the basis of such wage
increases. The historical and projected amounts for this base and the
exempt amounts are also shown in table II.LE2. The projections are
shown under the three alternative sets of economic assumptions
described in the previous section.
TABLE 1I.E2.—COST-OF-LIVING BENEFIT INCREASES, AVERAGE WAGE INDEX

INCREASES, OASDI CONTRIBUTION AND BENEFIT BASES, AND
RETIREMENT EARNINGS TEST EXEMPT AMOUNTS, 1975-2004

Retirament eamings
Increase OASDI ___est exempt amount

benefit in average contribution Ages

reases ! wage index2 and benefit Under 65 and

(percent) base 3 age 65 overé

7.5 $14,100 $2,520 $2,520

6.9 1 2,760 2,760

6.0 16,500 3.000 3,000

7.9 17, 3,240 54,000

8.7 $22,900 3,480 54,500

9.0 §25,900 3,720 55,000

10.1 529,700 4,080 55,500

5.5 32,400 4,440 56,000

4.9 35,700 4,920 6,600

59 37,800 5,180 6,960

4.3 39,600 5,400 7,320

3.0 42,000 5,760 7.800

6.4 43,800 6,000 8,160

4.9 45,000 6,120 8,400

4.0 48,000 6,480 _ 8,880

4.6 51,300 6,840 9,360

37 53,400 7,080 9,720

52 55,500 7,440 10,200

9 57,600 7,680 10,560

833 60,600 8,040 11,160

3.8 761,200 78,160 711,280

4.0 63,000 8,400 11,640

. 42 65,700 8,780 12,120

34 4.0 68,100 9,000 12,600
36 4.1 71,100 9,480 13

3.7 4.4 73,800 9,840 13,560

3.9 4.6 76,800 10,200 14,160

4.0 4.7 80,400 10,680 14,760

4.0 4.8 84,000 11,160 15,480

4.0 4.9 87,900 11,640 16,200
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TABLE ILE2.—COST-OF-LIVING BENERT lNcﬂEASES, AVERAGE WAGE INDEX
INCREASES, OASDI CONTRIBUTION AND BENEFIT B , AN
RETIREMENT EARNINGS TEST EXEMPT AMOUNTS, 1975-2004 (Cont.)

Retirement
OASDI increase OASDI 185t exempt amount

benefit  in average Ages
increases ' wage index2 and benefit Under 65 and
(percent) (percent) based age 65 overé
25 4.1 7$61,200 7$8,160 7$11,280
29 4.1 63,300 8. 11,640
3.0 45 65,700 8, 12,120

3.0 4.3 ,400 9,120 12,
341 44 71,400 9, 13,200
3.0 4.5 74,700 8,960 13,800
3.0 4.4 78,000 10,320 14,400
30 43 81,300 10,900 15,000
3.0 44 900 11,280 15,600

3.0 45 88,800 11,760 16,
38 37 761,200 78,160 711,280
3.8 34 62,700 8,280 11,520
58 5.9 65,100 8.640 12,000
65 5.9 67,500 9,000 12,360
47 3.8 71,400 9,480 13,080
5.0 54 75,600 10,080 13,920
5.0 5.1 78,300 0,440 14,400
50 5.0 82,800 10,920 15,240
5.0 5.3 87,000 11,520 15,960
5.0 55 91,200 12,120 16,800

;QEBfizectivewithbmeﬁtspayabteformin-achyut1975-82.lndbrbmmuchmrmr

2Increase in the a wage index from prior year 1o the shown. See footnote 6 below and
tabie NIL.B1 for p: doltar amounts of """.v&"sg.w.g.""
3The bases for years after 1989 were shightly WNMMpMn.
mnmdbmeLmlO‘l-zsﬂ Prior t0 1991, mmﬂ” insurance (H1) contribution base

OASD! contribution and benefit base. Ml bases S125.N0. 3130.200 lnd
$135000wm1991-ﬂa,m Public Law 103-66 repesied the Hi contribution base.

4in 1955-82, the retirement mmmmmu nmwerbmmlmn
does not apply at ages 70 and over. Sges

5 Amount specified by the Social Security Amendments of 1977.

6 Based on an estimated average wage index of $23,809.66 for 1994.

7 Actual amount, as determined and announced in October 1994.

Other wage-indexed amounts are shown in table ILLE3. The table
provides historical values from 1978, when the amount of earnings
required for a quarter of coverage was first indexed, through 1995,
and also shows projected amounts under the intermediate assump-
tions through the year 2004. These other wage-indexed program
amounts are described in the following paragraphs.

As noted earlier, a worker who becomes eligible for benefits in 1979
or later generally receives a benefit based on his or her indexed
earnings. These indexed earnings are used to calculate the worker’s
Average Indexed Monthly Earnings (AIME). The basic formula used
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to compute the Primary Insurance Amount (PIA) for workers who
reach age 62, become disabled, or die in 1995 is:

90 percent of the first $426 of AIME, plus
32 percent of AIME in excess of $426

but not in excess of $2,567, plus
15 percent of AIME in excess of $2,567.

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)X1XB) of the Social Security Act.

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 1995:

150 percent of the first $544 of PIA, plus

272 percent of the PIA in excess of $544
but not in excess of $785, plus

134 percent of the PIA in excess of $785
but not in excess of $1,024, plus

175 percent of the PIA in excess of $1,024.

These PIA-interval bend points are adjusted automatically in ac-
cordance with section 203(a)(2) of the Act.

An individual’s insured status depends on the number of quarters of
coverage he or she has earned while in covered employment. 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 years thereafter.

The law provides for the determination of the OASDI 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 old-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 pur-
poses under the Railroad Retirement program and the Employee
Retirement Income Security Act of 1974.

' For special mini Rt low ings” means ings of at least 15 percent of the old-taw base. Prior to
1991, the definition required samings of at least 25 percent of the cid-law base.
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TABLE L.E3.—SELECTED OASDI PROGRAM AMOUNTS DETERMINED UNDER THE
AUTOMATIC-ADJUSTMENT PROVISIONS, CALENDAR YEARS 1978-95,

AND PROJECTED FUTURE CALENDAR YEARS 1996-2004,
ON THE BASIS OF THE TE SET OF ASSUMPTIONS
o i maimum- m ot
for a tion and
formula w bm’li- quarter of benefit
Second ~Fust Second Third coverage? base2
[©)] 3) (€] ) 48250 3
431,085 48230 48§332 48433 260 $18,900
1,171 248 358 467 290 20,400
1274 270 390 508 310 22,200
1388 294 425 554 340 24,300
1,528 324 468 610 370 26,700
1,612 342 493 643 390 28,200
1.691 358 517 675 410 29,700
1,790 379 548 714 440 31,500
1866 396 71 745 480 32,700
1,922 407 588 767 470 33,600
339 2044 433 826 816 500 35,700
356 2,145 455 656 856 520 38,100
370 2230 682 540 ,600
387 2333 495 714 931 570 41,400
401 2420 513 740 590 42,900
422 2545 539 779 1,016 620 45,000
426 2,567 785 1,024 630 45,300
1996 .................. 440 26852 562 811 1,058 650 46,800
1997 ..ooiviiiin. 457 2754 584 1,099 670 48,
1998 ................l. 475 2864 607 876 1,143 700 50,
1999 (...l 495 2984 633 1,191 730 52,800
658 S
685

increased
Law 101-239,
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F. ACTUARIAL ESTIMATES

Section 201(cX2) 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. Section 201(c) of the Act also
requires that the annual report include “a statement of the actuarial
status of the Trust Funds.”

The required information for the fiscal year that ended September
30, 1994, is presented in section II.C of this report. Estimates of the
operations and status of the trust funds during fiscal years 1995-2004
are presented in this section. In addition, similar estimates for cal-
endar years 1995-2004 are presented. A description of the actuarial
status of the trust funds over the next 75 years, including long-range
estimates of program income and program costs over that period, is
also included in this section. The methods used to estimate the
short-range operations of the trust funds and the long-range actuarial
status are described in section II.H.

A number of different measures are useful in evaluating the financial
status of the trust funds over the next 75 years. In addition to
actuarial balance, and summarized income and cost rates, which are
described in detail below, these measures include (1) the levels of
future annual income and outgo, both in terms of dollars and relative
to annual taxable earnings or payroll, including the pattern and
ultimate values of such levels; (2) the annual differences between
income and outgo, i.e., the annual balances, in dollars and relative
to taxable payroll; (3) the size of future fund accumulations, in dollars
and relative to future annual expenditures; and (4) the year in which
trust fund exhaustion is estimated to occur. Estimates of all these
indicators are presented in this section or in the appendices of this
report. However, more attention is focused on certain elements of
these measures, as described below.

In the short range, the adequacy of the trust fund level is generally
measured by the “trust fund ratio,” which is defined to be the assets
at the beginning of the year expressed as a percentage of the outgo
during the year. (For the years 1984-90, the assets at the beginning
of the year also included advance tax transfers for the month of
January. Assets at the beginning of subsequent years include ad-
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vance tax transfers only if such transfers are needed to enable the
timely payment of benefits.) The trust fund ratio represents the
proportion of a year’s outgo which can be paid with the funds avail-
able at the beginning of the year. During periods when trust fund
disbursements exceed 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, enactment, and im-
plementation of legislation to restore financial stability to the pro-
gram. .

The test of financial adequacy over the short-range projection period
(the next 10 years), is applicable to each of the OASI and DI Trust
Funds, separately, as well as to the combined funds. The require-
ments of this test are as follows: If the estimated trust fund ratio
for a fund is at least 100 percent at the beginning of the projection
period, then it must be projected to remain at or above 100 percent
throughout the 10-year projection period. Alternatively, if the ratio
is initially less than 100 percent, then it must be projected to reach
a level of at least 100 percent by the beginning of the sixth year and
to remain at or above 100 percent throughout the remainder of the
10-year period. In addition, the fund’s estimated assets at the be-
ginning of each month of the 10-year period must be sufficient to
cover that month’s disbursements. This test is applied on the basis
of the intermediate (alternative II) estimates. Failure to meet this
test by either trust fund is an indication that solvency of the program
over the next 10 years is in question and that Congressional action
is needed to improve the short-range financial adequacy of the pro-
gram.

Basic to the discussion of the long-range actuarial status are the
concepts of “income rate” and “cost rate,” each of which is expressed
as a percentage of taxable payroll. The annual income rate is the
ratio of income from revenues (payroll tax contributions and income
from the taxation of benefits) to the OASDI taxable payroll for the
year. The OASDI taxable payroll consists of the total earnings which
are subject to OASDI taxes, with some relatively small adjustments.!
Because the taxable payroll reflects these adjustments, the annual
income rate can be defined to be the sum of the OASDI combined
employee-employer contribution rate (or the payroll-tax rate) sched-
uled in the law and the rate of income from taxation of benefits

me»mmrummmm mlhrym mdmnloetnubw
dl.amuxmn( compared 1o he combined empioyse-emplover rate) which apply to
wages,” and which cid apply, before 1964, nmmmmmm1mwmmm

i

n
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(which is, in turn, expressed as a percentage of taxable payroll). As
such, it excludes reimbursements from the general fund of the Trea-
sury for the costs associated with special monthly payments to cer-
tain 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 annual cost rate is the ratio of the cost (or outgo, expenditures,
or disbursements) of the program to the taxable payroll for the year.
In this context, the 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 Re-
tirement program under the financial-interchange provisions, and
payments for vocational rehabilitation services for disabled bene-
ficiaries; 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. (In this context, the
term “balance” does not represent the assets of the trust funds, which
are sometimes referred to as the “balance” in the trust funds.)

The long-range actuarial status of the trust funds has generally been
summarized by the calculation of the “actuarial balance.” The ac-
tuarial balance for a specified valuation period is defined as the
difference between the summarized income rate and the summarized
cost rate over that period. The summarized income rate over a period
of years is equal to the ratio of (a) the sum of the trust fund balance
at the beginning of the period plus the present value of the total
income (excluding interest earnings) during the period, to (b) the
present value of the taxable payroll for the years in the period. The
summarized cost rate is equal to the ratio of (a) the sum of the
present value of the outgo during the period plus the present value
of a targeted trust fund level at the end of the period equal to the
following year’s outgo to (b) the present value of the taxable payroll
for the years in the period. A targeted ending trust fund level of 1
year’s expenditures is considered to be an adequate reserve for un-
foreseen contingencies; thus, in addition to the total outgo during
the projection period, the summarized cost rate includes the cost of
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reaching and maintaining a target trust fund ratio of 100 percent
through the end of the projection period.

The present-value calculations take account of the effect of interest
on future income and outgo. In calculating the present value of future
income, for example, the income in each year of the projection period
is discounted to the beginning of the period using the interest rate
assumed for calculating the interest earnings of the trust funds dur-
ing the period. Thus, the calculations of the summarized income and
cost rates are consistent with the estimates of trust fund operations
over the projection period.

If the program is in exact actuarial balance for a particular period
(that is, if the actuarial balance is zero), then the present value of
estimated future income for all years in the period, plus the beginning
trust fund balance, is exactly équal to the present value of estimated
future expenditures for all years in the period, plus the present value
of targeted trust fund assets at the end of the period in the amount
of the next year’s estimated outgo. A negative actuarial balance
indicates that future estimated income and the beginning trust fund
balance together are not sufficient to accumulate to the level of the
targeted assets while also covering all estimated expenditures in the
period. A positive actuarial balance indicates that in addition to
covering all estimated expenditures in the period, the estimated end-
ing trust fund assets are more than the targeted level.

The size of the actuarial balance represents a measure of the pro-
gram’s financial adequacy for the period in question. The actuarial
balance can be interpreted as that amount which, if added to the
combined employee-employer contribution rate scheduled under
present law for each of the next 75 years, would bring the program
into exact actuarial balance. Of course, there are any number of
different ways to increase taxes or to reduce expenditures, as well
as different combinations of such changes, that would have an equiv-
alent effect on the actuarial balance. Any one of these different sets
of changes would, therefore, bring the program into exact actuarial
balance.

The long-range test of close actuarial balance applies to a set of
valuation periods beginning with the first 10 years and continuing
through the first 11 years, the first 12 years, etc., up to and including
the full 75-year projection period. Under the long-range test, sum-
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marized income rates and cost rates are calculated for each of the
66 valuation periods in the full 75-year long-range projection period,
with the first of these periods consisting of the next 10 years. Each
succeeding period becomes longer by 1 year, culminating with the
period consisting of the next 75 years. The long-range test is met if,
for each of the 66 time periods, the actuarial balance is not less than
zero or is negative by, at most, a specified percentage of the sum-
marized cost rate for the same time period. The percentage allowed
for a negative actuarial balance is 5 percent for the full 75-year
period. For shorter periods, the allowable percentage begins with
zero for the first 10 years and increases uniformly for longer periods,
until it reaches the maximum percentage of 5 percent allowed for
the 75-year period. The criterion for meeting the test is less stringent
for the longer periods in recognition of the greater uncertainty as-
sociated with estimates for more distant years.

When a negative actuarial balance in excess of the allowable per-
centage of the summarized cost rate is projected for one or more of
the 66 separate valuation periods, the program fails the long-range
test of close actuarial balance. Being out of close actuarial balance
indicates that the program is expected to experience financial prob-
lems in the future and that ways of improving the financial status
of the program should be considered. The sooner the actuarial bal-
ance is less than the minimum allowable balance, expressed as a
percentage of the summarized cost rate, the more urgent is the need
for corrective action. However, it is recognized that necessary changes
in program financing or benefit provisions should not be put off until
the last possible moment if future beneficiaries and workers are to
be able to effectively plan for their retirement.

It was noted earlier in this section that in addition to the measures
used in the tests of the overall financial condition of the program,
other financial measures are also presented in this report. All of
these measures are important factors in arriving at a full under-
standing of the financial position of the OASDI program.
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1. Operations and Status of the Trust Funds During
the Period October 1, 1994, to December 31, 2004

This subsection presents estimates of the operations and financial
status of the OASI and DI Trust Funds for the period October 1,
1994, to December 31, 2004, based on the assumptions described in
the preceding two sections. 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 Trust Fund
would continue to increase throughout the next 10 years, rapidly
under the intermediate and low cost assumptions and moderately
under the high cost assumptions. The estimates indicate that the
assets of the DI Trust Fund would also continue to increase through-
out the next 10 years under the intermediate and low cost assump-
tions, at a slightly lower rate than for the OASI Trust Fund. Under
the high cost assumptions, DI assets would increase for a few years
before declining and becoming insufficient to permit the timely pay-
ment of benefits by the middie of 2004.

As will be shown later in this subsection, the OASI and DI Trust
Funds, both individually and combined, meet the requirements of
the Trustees’ test of short-range financial adequacy.

3:

mmnuwmummmwhmmdum
in 13 benefit pay can be made in cenain . With the next year having only 11
mm 108Ul from the statulory requirement that checks be dolivered n%muml
-ns.wruy . Of 1808l public holiciay. For exampie, the benefit checks for December 1992
o h:;?\-nm” 3, 1963; however, because that wss’a‘m , and the two
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a. OASI Trust Fund Operations

Estimates of the operations and status of the OASI Trust Fund dur-
ing calendar years 1995-2004 are shown in table IL.F1 based on each
of the three alternative sets of assumptions. Actual operations for
calendar year 1994 are also shown in the table.

The increases in estimated income shown in table II.LF1 under each
set of assumptions reflect increases in estimated taxable earnings
and growth in interest earnings on the invested assets of the trust
fund. For each alternative, employment and earnings are assumed
to increase in every year through the year 2004 (with the exception
that employment is estimated to decline temporarily during the eco-
nomic recessions assumed under alternative III). The number of
persons with taxable earnings would increase on the basis of al-
ternatives I, II, and III from 139 million during calendar year 1994
to about 157 million, 152 million, and 148 million, respectively, in
2004. The total annual amount of taxable earnings is projected to
increase from $2,818 billion in 1994 to $4,896 billion, $4,664 billion,
and $4,711 billion, in 2004, on the basis of alternatives I, II, and III,
respectively. (In 1994 dollars—taking account of assumed increases
in the CPI from 1994 to 2004 under each alternative—the estimated
amounts of taxable earnings in 2004 are $3,661 billion, $3,272 billion,
and $2,910 billion, respectively.) These increases in taxable earnings
are due primarily to (1) projected increases in employment levels and
average earnings in covered employment, (2) increases in the con-
tribution and benefit base in 1995-2004 under the automatic ad-
justment provisions, and (3) various provisions enacted in 1983 and
later, including extensions of coverage to additional categories of
workers.

Growth in interest earnings represents a significant component of
the overall increase in trust fund income during this period. Although
interest rates payable on trust fund investments are not assumed to
change substantially from current levels, the continuing rapid in-
crease in OASI assets will result in a corresponding increase in
interest income. By the year 2004, interest income to the OASI Trust
Fund is projected to range from 12 to 16 percent of total trust fund
income (depending on alternative), as compared to 9 percent in 1994.
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TABLE IL.LF1.—ESTIMATED OPERATIONS OF THE OASI TRUST FUND
YEARS 1994-2004

BY ALTERNATIVE, CALENDAR
{Amounts in bitions]
Trust fund
Expen- Net increase Fund at end
Calendar year  Income - ditures in fund of year Amount? Ratio2
$328.3 $284.1 $44.1 $4135 $3698.3 130
3474 297.3 50.1 463.5 4135 139
370.4 311.2 59.2 522.8 .5 149
396.8 325.9 70.9 593.7 522.8 160
419.4 341.6 77.8 671.5 5§93.7 174
4424 358.6 83.9 755.3 6715 187
464.4 377.2 872 842.6 755.3 200
491.9 397.2 94.7 937.3 842.6 212
521.6 419.0 102.6 1,039.9 9373 224
553.6 4423 113 1,151.2 1,039.9 235
587.6 467.1 120.5 1,271.7 1,1512 246
349.7 296.9 52.8 466.2 4135 139
376.7 308.9 67.8 5§34.1 466.2 151
407.3 322.1 852 619.3 534.1 166
435.1 336.2 99.0 718 619.3 184
463.9 351.0 1129 831.2 7183 205
2000 ..... 491.4 367.0 124.4 955.6 831.2 226
2001 ..... 523.2 3834 138.8 1,095.4 955.6 248
2002 ..... 556.0 400.7 1554 1,250.7 1,0954 273
2003 ..... 591.4 418.8 172.6 1,423.3 1,250.7 299
2004 ..... 629.0 438.0 191.0 1,614.4 14233 325
High Cost:
1895 ..... 346.5 297.8 “48.6 462.1 4135 139
1996 ..... 363.2 3144 48.8 510.9 462.1 147
1997 ..... 390.0 3317 58.3 569.2 510.9 154
1998 ..... 419.6 355.7 63.8 633.0 568.2 160
1999 ..... 4384 384.7 537 686.6 833.0 165
2000 ..... 459.4 409.2 50.2 736.8 686.6 168
2001 ..... 489.3 436.3 53.1 789.9 736.8 169
2002 ..... 519.1 464.9 54.2 844.1 789.9 170
2003 ..... 549.4 485.1 54.3 898.4 844.1 170
2004 ..... 580.8 527.3 534 951.8 8s8.4 170
Represents assets at beginning of year.

2Represents mstmnmpuoodngeohmasapemmgeofemendiwmsdun the r.
See text conceming irtemrstation of these rai " yea

3F'gweslor1994repfmumale:penu\ee
Note: Totais do not necessarily equal the sums of rounded components. -

Rising expenditures during 1995-2004 reflect automatic benefit in-
creases as well as the upward trend in the numbers of beneficiaries
and in the average monthly earnings underlying benefits payable by
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 various amendments enacted after 1950 which mod-
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ified eligibility provisions and extended coverage to additional cat-
egories of employment.

Growth has also occurred, and will continue to occur, in the pro-
portion of eligible persons who, in fact, receive benefits. This growth
is due to several factors, among which are (1) the amendments en-
acted 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 II.F1 indicate that income to the OASI
Trust Fund would substantially exceed expenditures in every year
of the short-range projection period, under each of the three sets of
assumptions used in this report. The assets of the OASI Trust Fund
at the beginning of 1994 were equal to 130 percent of the fund’s
expenditures in 1994. As described in the introduction to this section,
this ratio is known as the “trust fund ratio;” it provides a useful
measure of the relative level of trust fund assets. During 1994, in-
come exceeded disbursements by $44.1 billion. As a result, the trust
fund ratio increased to about 139 percent at the beginning of 1995.

Assets are estimated to increase substantially in each year of the
short-range projection period, based on each of the three alternative
sets of assumptions. The increase in the trust fund ratio from 139
percent at the beginning of 1995 to the range of 170-325 percent at
the beginning of the year 2004 is due, in part, to the increases in
the OASI tax rate that became effective in 1988 and 1990 (even
though much of the increase was reallocated to the DI Trust Fund
in 1994). Asset growth is also assisted by growth in taxable earnings
that is projected to exceed the growth in benefit payments throughout
the short-range projection period (except for certain years under
alternative III).

As noted in section II.B, the portion of the OASI Trust Fund that is
not needed to meet day-to-day expenditures is used to purchase
investments, generally in special public-debt obligations of the U.S.
Government. The cash used to make these purchases becomes part
of the general fund of the Treasury and is used to meet various
Federal outlays. Interest is paid to the trust fund on these securities
and, when the securities mature or are redeemed prior to maturity,
general fund revenues are used to repay the principal to the trust
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fund. Thus, the investment operations of the trust fund result in
various cash flows between the trust fund and the general fund of
the Treasury.

Currently, the excess of tax income to the OASI Trust Fund over the
fund’s expenditures results in a substantial net cash flow from the
trust fund to the general fund. Sometime after the turn of the cen-
tury, as shown in the following subsection, this cash flow will reverse;
as trust fund securities are redeemed to meet benefit payments and
other expenditures, revenue from the general fund of the Treasury
will be drawn upon to provide the necessary cash. The accumulation
and subsequent redemption of substantial frust fund assets has im-
portant public policy and economic implications that extend well
beyond the operation of the OASDI program itself. Discussion of these
broader issues is not mtgm the scope of this report.

Based on the intermediate (alternative II) assumptions, the assets
of the OASI Trust Fund would continue to exceed 100 percent of
annual expenditures by a steadily increasing amount through the
end of the year 2004. Consequently, the OASI Trust Fund satisfies
the test of short-range financial adequacy by a wide margin. The
estimates in table II.F1 also indicate that the short-range test would
be satisfied even under the high cost assumptions.

In interpreting the trust fund ratios in table II.F1, it should be noted
that at the beginning of any month there must be sufficient assets
on hand to meet the benefit payments that are payable at the be-
ginning of that month. The specific minimum amount of assets re-
quired for this purpose depends on a number of factors and varies
somewhat from month to month. Assets of roughly 8 to 9 percent of
annual expenditures are normally sufficient for this purpose. If the
assets of either the OASI or DI Trust Fund at the end of a month
fall below the minimum amount needed to meet the benefits payable
at the beginning of the next month, section 201(a) of the Social
Security Act provides for an advance transfer to the trust fund of all
the taxes that are expected to be received by the fund in the next
month. Thus, the difference between (1) the sum of the estimated
trust fund ratios shown in table ILF1 and the advance tax transfers
for January expressed as a percentage of total expenditures in the
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year and (2) the minimum required level of about 8-9 percent, rep-
resents the reserve available to handle adverse contingencies.

b. DI Trust Fund Operations

The estimated operations and financial status of the DI Trust Fund
during calendar years 1995-2004 under the three sets of assumptions
are shown in table II.LF2, together with figures on actual experience
in 1994. Income is generally projected to increase steadily under each
alternative, reflecting most of the same factors described previously
in connection with the OASI Trust Fund. Because of the low level of
DI assets, interest income is not currently a significant component
of overall income to the DI Trust Fund; however, it is projected to
increase to 9 percent of total trust fund income in 2004 on the basis
of the intermediate assumptions.

Expenditures are estimated to increase because of automatic benefit
increases and projected increases in the amounts of average monthly
earnings on which benefits are based. In addition, on the basis of all
three sets of assumptions, the number of DI beneficiaries is projected
to continue increasing throughout the short-range projection period.
The projected growth in the number of DI beneficiaries is attributable
to several factors, including (1) gradual increases in the number of
persons estimated to be insured for disability benefits and (2) an
assumption that the number of insured workers who apply for and
are awarded disability benefits will continue to substantially exceed
the number of disabled worker beneficiaries whose benefits terminate
each year as a result of death, recovery, or attainment of normal
retirement age.

The proportion of insured workers who apply for and are awarded
disability benefits in a given year is referred to as the “disability
incidence rate.” This rate has fluctuated substantially in past years
and the causes for the variation have not been precisely determined.
Incidence rates increased during 1970-75, declined during 1976-82,
increased again during 1983-85, and remained steady in 1986-89.
During 1990-92 the incidence rate resumed increasing, with un-
usually rapid increases (on a relative basis) of 8, 12, and 17 percent
in those 3 years. In 1993-94, the observed incidence rate declined
slightly. There remains, however, a backlog of pending disability
applications awaiting final adjudication that is relatively large com-
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pared to historical levels. This suggests that the recent declines in
the incidence rate merely represent a delay in awards from 1993-94
to later years, rather than a true decrease.

The rapid increases in disability benefit applications and awards
during 1990-93 appear to be attributable, in part, to the rise in
unemployment associated with the 1990-91 economic recession (al-
though the evidence is not conclusive). Other explanatory factors may
include changes to the conditions governing receipt of disability ben-
efits, as introduced through recent legislation, regulations, and court
decisions, and increased awareness of the DI program by the public.

These and other factors were discussed at some length in a report
entitled “The Social Security Disability Insurance Program: An Anal-
ysis” prepared by the Department of Health and Human Services at
the request of the Board of Trustees. Reference should be made to
this report (issued December 1992) for further details on the possible
factors contributing to the rapid increase in disability incidence rates
in recent years.

Due to the substantial variation exhibited by incidence rates in the
past and the difficulty in determining reliable explanatory factors
for this variation, any projection of future incidence rates necessarily
will be uncertain. The 1994 disability incidence rate (calculated on
an age-sex-adjusted basis) was 5.2 awards per 1,000 insured workers.
This figure was about 16 percent higher than the average incidence
rate of 4.5 per thousand that was experienced during 1975 through
1994. Under the intermediate assumptions, incidence rates are as-
sumed to increase by another 6 percent in 1995 and then to decline
gradually for the remainder of the short-range projection period,
returning to the level experienced in 1994. Under the low cost al-
ternative, incidence rates decline by about 15 percent during 1995-
2004, dipping slightly under the 1975-94 average at the end of the
period. The high cost alternative assumes that incidence rates in-
crease by another 26 percent over the next 7 years (nearing briefly
the highest levels experienced during the 1970s) and then decline
slightly over the remaining 3 years of the short-range period.

The proportion of DI beneficiaries whose benefits terminate in a given
year has also fluctuated significantly in the past. Over the last 20
years, the rates of benefit termination due to death or conversion to
retirement benefits (at attainment of normal retirement age) have

89-657 0 - 95 - 4 81
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declined very gradually. This trend is attributable, in part, to the
lower average age of new beneficiaries. The termination rate due to
recovery has been much more volatile. Currently, the proportion of
disabled beneficiaries whose benefits cease because of their recovery
from disability is very low in comparison to past levels.

In this report, termination rates due to attainment of normal re-
tirement age are estimated to continue their downward trend through
about 2000. This rate would drop in 2003 and remain at a depressed
level for 5 more years as a result of the increase in the normal
retirement age which begins in that year. Age-specific death rates
for disabled beneficiaries are assumed to remain at about their cur-
rent level; the aggregate termination rate due to death, however,
would continue to decline as a result of estimated continuing declines
in the average age of beneficiaries. Terminations due to recovery are
assumed to increase somewhat from their current unusually low
level. In addition, relatively small increases in terminations are pro-
jected over the next 3-4 years reflecting the recent restrictions placed
on benefits payable to individuals disabled by drug addiction and
alcoholism. The overall termination rate (reflecting all causes) is
projected under all three alternatives to continue declining gradually
during 1995-98 and level off during 1999-2002. The overall rate then
declines in 2008 due largely to the increase in the normal retirement
age cited above.

TABLE II.F2 ~ESTIMATED OPERATIONS OF THE DI TRUST FUND
Y ALTERNATIVE, CALENDAR YEARS 1994-2004

{Amounts in billions]
Trust fund
Expen- Net increase Fund at end
Calendar year Income ditures in fund of year Amount? Ratio2
19943 . ...... $52.8 $38.9 $140 $22.9 $9.0 23
Intermediate:
1995..... 57.9 42.7 152 38.1 229 54
1996..... 62.2 46.4 15.8 54.0 38.1 8
1997 ..... 60.5 50.1 104 644 54.0 108
1998 ..... 63.5 54.0 95 739 64.4 119
1999..... 66.9 585 84 823 739 126
2000 ..... 742 63.2 110 93.3 823 130
2001 ..... 788 68.3 10.5 103.8 933 1
2002..... 834 73.8 96 1134 103.8 141
2003 ..... 88.2 79.9 82 1216 1134 142
2004 ..... 93.1 86.7 64 128.0 121.6 140
Low Cost:
1995..... 584 42.0 164 39.3 2.9 55
1996 ..... 634 44.7 18.7 58.0 39.3 88
1997 ..... 624 474 14.9 729 58.0 122
1998 ..... 66.4 50.3 16.1 89.1 729 145
1999 ..... 71.0 53.6 174 106.5 89.1 166
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TABLE ILF2.—ESTIMATED OPERATIONS OF THE Di TRUST FUND
BY ALTERNATIVE, CALENDAR YEARS 1994-2004 (Cont.)

[Amounts in billions]

Trust fund
Expen- Net increase Fund at end
Calendar year Income ditures in fund of year Amount! Ratio2
Cost:(Cont.) -
2000 ..... $79.8 $57.0 $22.8 $129.3 $106.5 187
2001 ..... 85.5 60.5 25.1 154.4 1293 214
2002..... 91.2 64.2 27.0 1814 1544 241
2003 ..... 97.2 684 28.7 2102 181.4 265
2004 .. ... 103.4 732 30.2 2404 2102 287
High Cost
1985..... 5§7.6 43.6 141 370 29 53
1996 ..... 60.8 48.5 124 494 37.0 76
1997 ..... 59.1 §3.6 55 54.8 49.4 92
1998 ..... 629 60.1 28 57.6 54.8 91
1999 ..... 65.0 €8.0 -3.0 546 57.6 85
2000 ..... 714 753 -3.9 50.7 54.6 73
2001 ..... 75.5 833 -7.8 42.9 50.7 61
2002..... 79.1 91.8 -12.7 30.1 42.9 47
2003..... 82.3 100.8 -18.5 117 30.1 30
20044 | 854 110.8 -25.1 -134 11.7 11

1Represents assets at boglnnung of year.

2Represents amounts shown in preceding oolumn as a percentage of expenditures during the year.
Ses text conceming interpretation of these ratios. "o yea
3Figures for 1994 reprasent actual experience.

4Under the cost attemative, the D! Trust Fund wouki be depleted in 2004, when assets would
become icient 10 paybenoﬁtsonme Thus, -figures shown under the high cost altemative for
2004 are theoretical. See text for details.

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

The continuing spread of Acquired Immunodeficiency Syndrome
(AIDS) has contributed to the recent increases in DI awards.! Due to
the extremely high mortality rates of affected individuals, the total
number of disabled workers currently receiving benefits has not in-
creased greatly as a result of AIDS. Although many aspects of the
AIDS epidemic are well understood, there remains considerable un-
certainty regarding future medical advances and future incidence of
HIV infection. To reflect this uncertainty, the projected numbers of
benefit awards to AIDS patients (and their projected longevity) are
varied by alternative. Under the intermediate assumptions, benefit
awards to persons with AIDS are -projected to continue to increase
through 2000 before beginning to decline. Under the low cost as-
sumptions, the number of new awards begins to decline in the near
future, while the number projected under the high cost assumptions
increases at a rapid rate through 2000 before beginning to decline.

At the beginning of calendar year 1994, the assets of the DI Trust
Fund represented 23 percent of annual expenditures. During 1994,
mmmmudmmMmumuamndm&mm been fully reflected in

the projections shown in past annual mmnmnmu.nmeuwu does not account fo
the unexpectedly large iNCresses in awards expernenced since 1990. s '
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DI income exceeded DI expenditures by $14.0 billion, with the result
that the trust fund ratio for the beginning of 1995 increased to about
54 percent. Under the intermediate and low cost sets of assumptions,
income is estimated to exceed expenditures in each year of the short-
range projection period. The increase in the trust fund ratio from 23
percent at the beginning of 1994 to 54 percent at the beginning of
1995, and the further increase to 142 percent at the beginning of
2003 on the basis of the intermediate assumptions, are largely due
to the tax rate reallocation enacted in 1994. The slight decline in the
trust fund ratio to 140 percent at the beginning of 2004 is an early
warning of trouble for the DI Trust Fund soon after the short-range
period.

Under the low cost assumptions, the trust fund ratio would increase
rapidly to 287 percent at the beginning of 2004. Under the high cost
assumptions, the assets of the DI Trust Fund would increase through
1998, decline steadily thereafter, and would be exhausted in 2004.

Because DI assets reach the level of 1 year’s expenditures at the
beginning of 1997 under the intermediate assumptions and would
remain above that level in 1998 and later, the DI Trust Fund satisfies
the Trustees’ short-range test of financial adequacy. However, as
indicated above, under the high cost assumptions not only does DI
fail to meet the short-range test of financial adequacy, but the DI
Trust Fund is exhausted near the end of the short-range projection
period.

¢. Combined OASI and DI Trust Fund Operations

The estimated operations and status of the OASI and DI Trust Funds,
combined, during calendar years 1995-2004 on the basis of the three
alternatives, are shown in table II.F3, together with figures on actual
experience in 1994. These amounts are the sums of the corresponding
figures shown in tables IL.F1 and IL.F2.
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TABLE II.F3.—ESTIMATED OPERATIONS OF THE OASI AND DI TRUST FUNDS,
COMBINED, BY ALTERNATIVE, CALENDAR YEARS 1994-2004

[Amounts in bitlions)
Trust fund
Expen- Net increase Funds at end .
Calendar year Income ditures in funds of year Amount? Ratio2
19843 ..., $381.1 $3230 $58.1 $436.4 $378.3 117
Intermediate:
1985..... 405.3 340.1 65.3 §01.7 436.4 128
1996 ..... 432.6 357.5 75.1 576.7 501.7 140
1997 ..... 457.3 376.0 81.3 658.1 576.7 153
1998 ..... 483.0 395.6 87.3 745.4 658.1 166
1999 ..... 509.4 4171 92.3 837.7 745.4 179
.7 440.5 98.2 935.9 837.7 190
570.7 465.5 105.2 1,041.1 935.9. 201
605.0 492.8 112.2 1,183.3 1,041.1 21
641.8 522.3 119.5 1,272.8 1,1583.3 221
680.7 553.8 126.9 1,399.7 1,272.8 230
408.1 338.9 69.1 505.5 436.4 129
440.1 353.5 86.6 592.1 505.5 143
469.7 369.5 100.1 692.2 592.1 160
501.6 386.5 115.1 807.3 692.2 179
534.9 404.5 130.4 937.7 .807.3 200
5711 423.9 147.2 1,084.9 937.7 221
608.7 443.9 164.9 1,249.8 1,084.9 244
647.2 464.9 182.4 1,432.2 1,249.8 269
688.6 487.2 201.4 1,633.5 14322 294
7324 §11.2 221.3 1,854.8 1,6335 320
404.1 3414 62.7 499.1 4364 128
424.0 362.9 61.1 560.2 499.1 138
449.1 3854 63.8 624.0 5602 145
4824 415.9 66.6 690.6 624.0 150
503.4 4527 50.7 7413 690.6 183
2000 ..... 530.8 484.6 46.2 787.5 741.3 153
2001 ..... 564.8 519.6 45.3 832.8 787.5 152
2002 ..... 598.2 556.7 41.5 874.3 832.8 150
2003 ..... 631.8 595.9 35.9 910.1 874.3 147
20044 | 666.1 637.8 28.3 938.4 910.1 143
Represents assets at beginning of year.

2Represents amounts shown in preceding column as a percentage of expenditures during the r.
See text conceming interpretation of these ratios. S yea
3Figures for 1994 represent actual experience.

4Under the high cost altemative, the DI Trust Fund would be depleted in 2004, when assets would
become i i mtopa%wnﬁtsonﬁme. Thus, figures shown for the combined trust funds under
the high cost altemative for 2004 are theoretical. See text for details.

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

At the beginning of 1994, the trust fund ratio for the OASI and DI
Trust Funds combined was 117 percent, as shown in table ILF3.
During 1994, total income to the two trust funds was $58.1 billion
higher than total expenditures. As a result of this increase, combined
OASDI assets at the beginning of 1995 represented about 128 percent
of estimated combined expenditures for the year. Based on the in-
termediate assumptions, the trust fund ratio for the combined funds
is projected to increase substantially, to 230 percent by 2004. The
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ratio would grow at an even faster rate under the low cost as-
sumptions, reaching 320 percent at the beginning of the year 2004.
Under the high cost assumptions, assets would grow more slowly,
reach a maximum of 153 percent in 1999-2000, and decline to 143

percent at the beginning of 2004.

Under the intermediate assumptions, the total assets of the OASI
and DI Trust Funds would remain above 100 percent of annual
OASDI expenditures throughout the short-range projection period.
Therefore, the combined trust funds meet the requirements of the
short-range test of financial adequacy. Under the high cost assump-
tions, the fund ratio for OASI and DI combined would still remain
above 100 percent through 2004 (although, as indicated in the section
on long-range projections, the ratio would fall below this level shortly
thereafter). Thus, even under adverse conditions the combined funds
would satisfy the short-range test of financial adequacy, although by
a narrower margin.

Section 215(i) of the Social Security Act includes a provision to sta-
bilize automatic benefit increases in the event of high inflation at a
time when the combined assets of the OASI and DI Trust Funds are
at very low levels (see section ILE of this report). Under all three
alternatives, the level of OASDI assets during 1995-2004 would sub-
stantially exceed the applicable threshold. Thus, the stabilizer pro-
vision would not be triggered during the short-range projection period
under any of the sets of assumptions used in this report.
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Figure II.F1 presents the estimated total assets of the OASI and DI
Trust Funds at the end of each year 1995-2004, based on the three
sets of assumptions (together with actual assets at the end of each
year 1985-94). Figure I1.F2 illustrates the pattern of actual past and
estimated future OASDI trust fund ratios under the three alter-
natives. Trust fund ratios for selected years prior to- 1995, and es-
timates for 1995-2004 under the three alternatives, are shown in
table II.F4 for OASI, DI, and both funds combined. In evaluating the
ratios shown in figure ILF2 and table II.F4, it should be recalled
that a minimum of roughly 8 to 9 percent is generally needed to
meet monthly cash-flow requirements. The shaded area in figure
I1.F2 depicts this requirement.

FIGURE ILF1—ESTIMATED ASSETS AT END OF YEAR, FOR OASI AND DI
TRUST FUNDS COMBINED, CALENDAR YEARS 1985-2004
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FIGURE I1.F2.—~ESTIMATED TRUST FUND RATIOS, FOR OAS! AND DI
TRUST FUNDS COMBINED, CALENDAR YEARS 1985-2004
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TABLE ILF4—~TRUST FUND RATIOS! BY TRUST FUND, SELECTED
OALEIDARYEABS‘lM AND ESTIMATED FUTURE RATIOS
TERNATIVE, CALENDAR YEARS 1995-2004

Dn e — w——————
OAS{ and DI Trust
OASI Trust Fund - DiTrust Fund - Funds, combined
1,156 — 1,156
405 _— 405
180 304 186
109 121 110
101 126 108
63 92 66
<] 35 25
24 27 24
28 38 N 29
30 44 31
41 38 41
59 38 57
78 40 7
87 39 82
103 40 -3
117 35 107
130 23 117
139 54 128
149 82 140
1680 108 183
174 119 166
187 126 179
200 130 190
212 137 201
224 141 21
235 142 221
246 140 2%
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TABLE U.F4.-—-TRUST FUND RATIOS‘ BY TRUST FUND, SELECTED

D ESTIMATED FUTURE RATIOS
BY ALTERNATNE. CALEN DAR YEARS 1995-2004 {Cont.)
n" e

' OASt and Di Trust
OAS! Trust Fund DI Trust Fund Funds, combined
139 55 129
151 88 143
166 122 160
184 145 179
205 166 200
226 187 221
249 214 244

273 29
299 265 294
25 287 320
139 53 128
147 76 138
154 2 145
160 91 150
165 85 153
168 73 153
169 61 152
170 47 150
170 30 147
170 -1 143

TRepresents assets at beginning r as a percentage of expenditures during the For 1984-90,
ag:opisatmtgdyurbrhc‘“ mmeoumdmncswng m%ow

2Fi mmmmmlmDIMammmmwbmusedewmofm
DI Trust Fund.

The estimated trust fund ratios for OASI, as shown in this report
under all three alternatives, are slightly lower than the correspond-
ing estimates in the 1994 Annual Report due to the reallocation of
tax rates from OASI to DI enacted in 1994.

The factors underlying the changes in the intermediate estimates for
the OASI Trust Fund, from last year’s annual report to this year’s,
are analyzed in table ILF5. In the 1994 Annual Report, the trust
fund ratio for OASI was estimated to reach 259 percent at the be-
ginning of the year 2003—the tenth projection year from that report.
The corresponding ratio shown in this report for the tenth projection
year (2004) is 246 percent. As indicated in table ILF5, the largest
single reason for this change is the legislative changes enacted since
the last report, in particular the reallocation of a portion of the OASI
tax rate to DI. If there had been no changes to the projections other
than those necessitated by legislation, then the estimated ratio at
the beginning of 2004 would have been 9 percentage points higher
than at the beginning of 2003. There were changes, however, to re-
flect the latest actual data, as well as adjustments to the assumptions
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for future years. The cumulative future effects of better than expected
economic performance in 1994 resulted in an improvement to the
trust fund ratio of 15 percentage points by the beginning of 2004.
Finally, the net projected effects of recent declines in the rate at
which beneficiaries decide to claim retirement benefits and changes
in the rate of increase in average benefit levels contributed a 10
percentage point increase in the trust fund relative asset level.

Corresponding estimates of the factors underlying the changes in the
financial projections for the DI Trust Fund, and for the OASI and
DI Trust Funds combined, are also shown in table IL.F5. As was the
case for OASI, the key factors affecting the new estimates for the DI
Trust Fund were reallocation of the OASI tax rate to the benefit of
DI, and the cumulative effects of changes in assumptions related to
economic performance and the rate at which benefits were claimed.

TABLE ILFS ~~CHANGE IN OASI AND Di TRUST FUND RATIOS AT THE BEG!NN!NG
OF THE TENTH YEAR OF PROJECTION, BASED ON THE INTERMEDI
ASSUMPTIONS, BY REASON FOR CHANGE

fin percent]
OASI and DI
- OASI Trust DI Trust Trust Funds,
ftem Fund Fund combined
Trust fung ratio shown in last year's report for '
calendar year 200371 ...... .. .ieiiieiiiient, 259 2-.143 2197
Cha in trust fund ratio due 1o changes in:

Laws 103-296 and 103-387............. ~47 257 ®)
Valtation Perod . ........ccereureeereeenrnss 9 -3 7
Demographic assumptions.. .................. ) &) ®
ECONOMIC BBSUMPHONS. .. ... ovvvnvarueraenns [ 10 15
Programmatic assumpions . .................. 10 19 11
Total change in trust 1und @i, .....ooiiienns ~13 283 33

............................ 246 140 230

;_Hg‘umorm,wmowmmMmmmmmmmmdmm
u

2 Does not reflect acdvance tax transfers to the DI Trust Fund.

3 Between -0.5 and 0.5 percent.

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

For the DI Trust Fund during 1995-2004, the estimated operations
in this report under all three alternatives show a major improvement,
primarily due to the tax rate reallocation enacted in 1994. As for
benefit payments from the DI Trust Fund, the number of new dis-
ability awards to insured workers in 1994 was less than anticipated
in last year’s report, but (as noted earlier) the backlog of pending
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disability claims continued to remain at a high level. The assumed
disability incidence rates for the 1995 Annual Report are similar to
the corresponding rates from the 1994 report, with a slight post-
ponement in the reflection of awards that were delayed from 1993-94.

The overall disability termination rate experienced in 1994 was slight-
Iy lower than assumed under the intermediate assumptions of the
1994 Annual Report (9.5 percent versus 9.6 percent). Overall, the
termination rate assumptions for this report were not changed sig-
nificantly as compared to the 1994 Annual Report.

Table IL.F6 shows that total expenditures in calendar year 1994 from
the OASI and DI Trust Funds decreased to 11.48 percent of taxable
payroll for the year—1.11 percentage points less than the income
rate of 12.59 percent. This decrease in the total cost rate for OASDI
is primarily attributable to the strong growth in the OASDI taxable
payroll, as described previously. Under the intermediate assump-
tions, the OASDI cost rate would increase gradually during the short-
range projection period, to 11.90 percent in 2004. Based on the low
cost assumptions, the cost rate is estimated to decline steadily, reach-
ing 10.46 percent in 2004. The high cost alternative indicates a
significant increase, to 13.57 percent in 2004.

These cost rate projections are shown in table IL.F6 for both trust
funds, separately and combined. Table II.Fé6 also shows 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 payroll tax rate and the income derived from the
Federal income taxation of QASDI benefits, expressed as a percent-
age of taxable payroll. The difference between the income rate and
the cost rate for a year is referred to as the “balance” for that year.

9
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TABLE IL.F6.—~COMPARISON OF INCOME RATES AND COST RATES,
BY TRUST FUND, SELECTED CALENDAR YEARS 1950-94, AND
ESTIMATEDRATESBYAL'I’EHNATNE. CALENDAR YEARS 1995-2004

[As a percentage of taxable payrol)
OASI Trust Fund Dt Trust Fund OAS! and Di, combined
Calendar Income Cost income Cost income  Cost
year rate rate Balance rate rate Balance rate rate Balance
Historical data:
1950... 3.00 117 1.83 -_ — - 3.0 117 1.83
1955. .. 400 3.34 66 —_ — — 400 334 66
1960. .. 550 559 -09 050 0.30 020 6.00 5.89 11
19685... 875 723 -.48 70 -20 725 7983 ~-.68
1970... 730 732 -.02 1.10 81 29 840 8.12 28
1975. .. 875 929 -54 116 1 -21 10.65 -75
1960. .. 9.04 9.36 -32 112 138 -26 10.16 10.74 -.58
1965. .. 110.71  9.94 .78 107 1.13 -06 1179 11.07 72
19902, . 11132 966 1.66 1.17 109 09 11249 1075 1.74
19912, 1144 10.15 1.29 121 118 .03 1265 11.33 1.32
19822, . 1143 1027 1.16 121 1 -.06 1264 11853 R}
19932, 1140 1037 1.03 121 1.35 -14 1261 1173
19942, , 10.70 10.10 80 189 1.38 51 1259 1148 1.1
Intenmediate:
1995... 110.69 10.05 64 1.8 144 45 11258 1149 1.09
1996 10.73 10.03 .70 189 149 40 1262 11.52 1.10
1997 1091 10.01 .91 171 154 17 1262 11.54 1.08
1998 10.92 10.01 90 171 158 13 1263 11.59 1.03
1989 10.92 10.03 89 171 164 08 12,63 1166 97
2000. . . 10.83 10.05 78 181 168 .13 1264 11.73 9
2001. .. 1083 10.05 .78 182 173 .09 1265 11.78 87
2002. .. 10.83 10.05 79 1.82 177 05 1265 11 83
2003... 1084 1005 79 1.82 1.8 ®) 12.66 11.86 79
2004. .. 1084 10.04 .81 182 186 -05 1266 11.90 76
Low Cost:
1995. .. 11067 9.94 73 11.80 141 48 11256 11.35 1.21
1996 1072 9.77 95 189 141 48 1261 11.18 143
1997 10.90 9.62 128 171 142 29 261 11.04 1.58
1998 1090 9.49 1.41 1.7 142 29 1262 1091 1.70
1999 1091 9.38 1.53 171 143 28 1262 10.81 1.81
2000 1081 928 1.53 181 144 37 1262 10.72 1.90
2001 1081 920 1.61 1.81 145 36 1262 1065 1.98
2002 1081 9.12 1.69 1.81 146 35 1263 1059 204
2003 1082 9.05 177 1.81 148 34 1263 10.52 21
2004 10.82 8.97 185 1.8t 150 32 1263 1046 217
High Cost
1995 110.71  10.12 &0 189 148 41 11261 1160 1.01
1996 10.74 10.38 36 188 160 29 1263 11.97 65
1997 1092 10.36 56 171 168 04 1263 1204 .59
1998 1092 1043 50 171 176 -05 1264 1219 45
1999 1094 1091 03 172 183 -21 1266 1284 -.18
1085 11.01 -17 1.82 203 -21 1267 13.04 -38
2001 10.85 11.04 -.19 182 211 ~29 1267 13.15 -48
2002. 10.86 11.09 -23 182 219 -37 1268 13.28 -.60
2003 1087 1115 -29 182 227 -45 1269 1342 -74
2004 10.87 1122 -35 182 235 -53 1269 13.57 -87
tincome rates for 1985, 1990, ancd 1995 are modified to 1o the pay
received in 1963 from the Wwamrmmmem Yot
for military service in 1 .
2Figures shown are preliminary.
3Between -0.005 and 0.005 percent of taxable payroll.
Notes:

1. The income rate excludes interest income and certain transfers from the genaral fund of the Treasury.
2. Totals do not necessarily equal the sums of rounded components.
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Estimates of the operations of the trust funds during calendar years
1995-2004 have been presented in the preceding tables on the basis
of three different sets of economic assumptions, because of the un-
certainty of future economic and demographic developments. Under
the provisions of the Social Security Act, 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 es-
timates of the expected operations and status of the trust funds
during fiscal years 1995-99 are shown in the remaining tables of this
section for the intermediate assumptions (alternative II) only. Sim-
ilar detailed estimates are also shown for 5 additional fiscal years
(2000-04) and on a calendar-year basis for 1995-2004.

Data on the actual operations of the OASI Trust Fund for selected
years during 1940-94,and estimates of the expected operations of
the trust fund during 1995-2004 on the basis of the intermediate
assumptions, are shown in tables IL.F7 and II.F8 on a fiscal- and
calendar-year basis, respectively. Corresponding figures on the op-
erations of the DI Trust Fund are shown in tables II.F9 and I1.F10.
Operations of both trust funds combined are shown in tables II.F11
and I1.F12. (Data relating to the operations of the two trust funds
for years not shown in tables ILF7-IL.F12 are contained in past an-
nual reports.) The figures shown in tables ILF8, I1.F10, and I1.F12
for 1987, 1988, 1992, and 1993 are adjusted to reflect 12 months of
benefit payments in each year. The amounts estimated for 1998 and
1999 are similarly adjusted.
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TABLE II.FI—OPERATIONS OF THE OASI TRUST FUND
DURING SELECTED FISCAL YEARS 1940-94 AND
ESTIMATED FUTURE OPERATIONSDWNGHSOALYEARS 1995-2004,
THE INTERMEDIATE SET OF ASSUMPTIONS

{in millions]
Income
B Payments
trom e, general una
taxa-
Net contri- tion of of Net
Total butions 2 benefits  Treasury3 interest 4
$592 - -_ $42
1,434 1,310 — - 124
2,367 2,106 - $4 257
5,525 5, - - 438
10,360 9,843 — - 517
16,443 15,857 - -— 586
31,746 29,955 - 442 1,350
757 -56,017 —_ 447 2,292
100,051 97,608 - 557 1,886
179,881 175,305 $3,151 105 1,321
195,331 187,007 3,329 2,293 2,701
199,554 3323 3,

235, 409 3,335 55 5,922

260,457 247,116 3,638 43
278,607 261,506 2,924 34 14,143
270,841 5,780 -2,089 18,746

307,102 278,506 6,019 19 22,

- 319,298 287,569 5,893 14 25,822
308,397 5,351 10 28,505
327,933 291,252 5116 31,558
364,094 323,411 6,360 -1,124 35,448
389,351 6,772 3 39,684
413,283 361,256 7.245 3 44,780
435,844 377,986 7.758 2 50,008
457,947 ,840 8,331 1 55,675
484,171 413,800 8,950 1 61,420
513,251 436,075 9,621 1 67,555
544,747 460,392 10,350 (O] 74,004
578,390 486,474 11,134 (5) 80,781

1Under the Congressional Budget Act of 1974 (Public Law 93-344), fiscal rs1977andmerconsiﬂ
of the 12 months ending on swm@dmmrﬁmlmsmmbw 77 consisted of
12 months ending on June 30 of each year. :

mmgmmmum u'gomlfundoﬂ' r ing contributions that
hav_aboonpaidondwnodme for military service in 1957 and later, if such credits
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TABLE U.F7.—OPERATIONS OF THE OASI TRUST FUND
DURING SELECTED FISCAL YEARS 1940-84 AND
ESTIMATED FUTURE OPERATIONS DURING FISCAL YEARS 1895-2004,
ON THE BASIS OF THE INTERMEDIATE SET OF m(con’t)

{in miltions}
Expenditures Assets
Transters Net
§ Adminis- 1o Railcoad  increase Amount
Fiscal Benefit trative ¢ during  at end of
year Total payments§ expenses  program year period
Historical data:

1940 $28 $16 $12 — $564 $1,745
267 240 27 -_— 1,167 6,613

784 57 —-— 1,583 X
4,427 4,333 103 -$10 1,088 21,141
11,073 10,270 202 600 -713 20,829
15,962 15,226 300 436 482 20,180
27,321 26,268 474 579 4,425 32,616
56,676 54,847 848 982 2,081 39,948
103,228 100,626 1,160 1442 -3,177 24,566

169,210 165,310 1,589 2,310 7 6,308 33,
178,534 174,340 1,609 2,585 7 3,642 37,519
186,101 182,003 1,541 2,857 20,745 58,265
197,021 192,502 1,729 2,790 38,700 96,964
209,102 204,600 1,657 2,845 51,355 148,319
223,481 218,948 1,564 2,969 55,126 203,445
241,316 236,195 1,746 3,375 51972 255417

256,239 251,268 1,823 3, 50,862

264,561 2,021 49,364 355,644
27 1,874 3, 60,691 416,338
288,494 1,653 3,669 34,118 450,453
301,825 ,203 3,721 56,345 506,798
316,235 2,242 3,724 67,151 573,949
331,735 2,147 3,780 75.821 649,570
2,167 3,836 81,554 731,124
366,396 2,218 3,917 85416 816,541
385,905 2,279 3,990 91,997 908,538
407,071 2,346 4,106 99,729 1,008,266
429,882 T 2417 4210 108238 1,116,504
454,017 2,492 4,313 117,568 1,234,073

SBegmmng in 1967, includes payments for vocational rehabilitation sarvices fumished to

to disabled
bmsofmwmmammm1m amounts are reduced by

amourt of reimbursement for unnegotiated benefit

mpayrmmhomtheOASlestFmddamumsbormodmmoldel

7Reflects offset for
TmstFuMsm 1982. The amount repaid in 1985 was $4,364 million; in 1986, the amount was $13,155

Note: Totals do not necessarity equal the sums of rounded components.
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TABLE R.F8.—OPERATIONS OF THE OAS! TRUST FUND

DURING SELECTED CALENDAR 1940-84 AND
ESTIMATED FUTURE OPERATIONS DURING CALENDAR YEARS 1995-2004,
ON THE BASIS OF THE INTERMEDIATE SET OF ASSUMPTIONS

{in milions}]
Income
Net contri- tion of of the Net
Total butions 1 benefits  Treasury2 interest 3
-_ —_ $43
1,420 1,285 -_ —_ 134
- $4 2s7
6,167 5713 -_— —_— 454
1 — — 516
16,610 16,017 - — 593
32,220 30, —_ 449 1,515
59,805 56,619 —_ 622 2,364
105,841 1 — 641 1,845
184,239 176,958 $3,208 2203 1,871
197,363 190,741 3424 160 3,069
s Em om0 3 B
264,653 250,195 2,439 34 11,985
286,653 267,530 4,848 -2,089 16,363
272,574 5,864 19 20,829
311,162 280,992 5,852 14 24,303
290,905 5,335 10 Q27
328,271 293323 4,995 7 29,946
347.394 308,886 6,082 -1,124 33,540
370403 6,453 3 37,
347.797 6,880 3 42,147
419,415 364,633 7,367 2 47412
381,697 7,890 1
464,431 397,441 8,479 1 58,510
491,900 418,364 9,108 1 428
521,634 441,117 8,794 “ 70,723
553,619 465,743 10,537 “ 77,339
587,556 492,012 11,337 “) 84,206
1Baginning in 1983, includes transfers from fund of Treasury representing contributions that
m&mnwdonmma for military service in 1957 and fater, if such credits
were considered to be covered wages. .

2includes payments (1) in 1947-51 and in 1966 and (ater, for costs of noncontributory credits
for millitary service periormed before 1957; (2) h1971-82.brmddmudmmgmry
sewbap«lornndaﬁorw’sg;w(s‘)&i and later, for costs of benefits to certain uninsured
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TABLE WL.F8.—OPERATIONS OF THE OASI TRUST FUND
CALENDAR YEARS 1940-94 AND
ESTIMATED FUTURE OPERATIONS DURING CALENDAR YEARS 1995-2004,
ON THE BASIS OF THE INTERMEDIATE SET OF ASSUMPTIONS (Con’t)

fin misions]
" Expenditures Assets
Transters Net

~ Adminis- 1o Railroad increase Amount
Benefit trative during  at end of
Total paymentsS expenses  program year period
$62 $35 $26 - $306 $2,031
304 274 30 — 1,116 7,121
1,022 961 61 - 1,905 13,721

5079 4 119 ~$7 1,087 21,
11,198 10,677 203 318 184 20,324
17,501 16,737 436 -890 18,235
29,848 28,798 471 579 2371 R454
60,305 58,517 896 962 ~789 36,967

107,678 105,082 1,154 1,442 -1,837 22
171,150 167,248 1,582 2310 6 8,725 35,842
181,000 176,813 1,601 2,585 6 3239 39,081
187,668 183,587 1.524 2,557 23,068 62,149

020 195,454 2,790 40,750 102
212,489 20787 1 673 2,845 52,164 155,063
227,519 222,987 1,563 2,969 59,134 214,197
245,634 240,467 1,792 3,375 652 267,849
259,861 254,883 1,830 3,148 51,301 319,150
273,104 267,755 1,996 3,353 50, 369,322
284,133 - 1,645 3,420 44,138 413,460

297,344 291,705 1,971 3,669 50,050 483,510
311,157 305,223 2,213 3,721 59,246 522,756
325,897 319,955 2,218 3,724 70,929 593,685
341,623 335,890 2,182 3,780 77,792 671,477
358,566 352,850 2,180 3,836 83,872 755.349

377,222 371,072 2,233 3,917 87,209 842,558
397,174 390,888 2,296 3,990 94,727 937,285
419,008 412,538 2,364 4,106 102,627 1,039,911
442,339 435,693 2,436 4,210 111281 1,151,192

073 460,248 2512 - 4313 120483 1,271,675

SBeginning in 1966, mmummbrmmmlmumesmwmm
persons receiving benefits because of their m Beginning in 1883, amounts are reduced by
amount of reimbursement for unnegotiated benefit checks.

SReflects offset for from the OASI Trust Fund of amounts borrowed from the DI and HI
Trust Funds in 1982. amount repaid in 1985 was $4,384 million; in 1986, the amount was $13,155

Note: Totals do not necessarlly equal the sums of rounded components.
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TABLE IL.F9.—OPERATIONS OF THE DI TRUST FUND
RING SELECTED FISCAL YEARS 1960-94 AND

DUR .
ESTIMATED FUTURE OPERATIONS DURING FISCAL YEARS 1995-2004,
ON THE BASIS OF THE INTERMEDIATE SET OF ASSUMPTIONS

[in millions]
Income
Payments
Income from the
fromtaxa- general fund
Fiscal Net contri- tion of of the Net
year? Total butions 2 benefits  Treasury3 interest 4
Historical data:
1960 $1,034 $987 — —_— $47
1,237 1,175 -_— -— 62
4,380 4,141 _— $16 223
7.920 7.356 - 52 512
17,376 16,805 — 118 453
17,984 16,876 $217 -— 891
20,130 18,139 229 1,017 746
20,047 19,324 5 16 _ 738
,369 21,736 —_ 577
24,479 23,694 135 - 650
28,215 27, 158 - 766
29,322 28, 131 =775 1,014
31,168 29,871 218 _ 1,080
,056 30, 268 - 966
34,044 33,041 305 - 699
70,585 68, 335 -— 1,887
61,034 57,796 362 -41 2917
60,678 56, 398 —_ 4,018
62,643 §7,376 438 - 4,828
66,022 60,047 484 -_— 5491
72,355 65,730 534 - 6,090
77,673 70273 589 _ 6,810
82,196 74,053 650 - 7,493
86,980 78,176 718 — 8,086
91,963 ,606 _— 8,563
1UndermeCongrsssmnaIBudgotActof1974(PubicLaw93-au).ﬁsal 1977 and later consist
of the 12 months ending on Semember of each yeal pra"no 1977 consisted of the
12monmsemﬁngon.luneaoof year.
that

2Beginning in 1983, inciudes transters from fund of Treasury representing contributions
wouldha\nat:;oenpaudc>ndoemo\'!mgec:ragm.l MZIWmhmr if such credits
were considered to be covered wages.

Sinciudes payments (1) in 1966 and later, for costs of noncontributory wage credits for mjlitary service
performed before 1957; and (2) in 1971-82, for costs of deemed wage credits for military service
performed after 1956.

4Net interest includes net profits or losses on markstable investments. Beginning in 1967, administrative
expenses are cha cunemymmmhndonmmmis.wnhammm
interest, made in following fiscal 96’;ur The amounts of thess interest adjustments are included in

net interest. For years prior to 1 for inistrati

expensesscomamedmme1mnnnlm in July 1974, the figures shown inciude
relatively small amounts of mmmmmfws reflects payments from a borrowing
trust fund to a lending trust wdformmammmdummmm provisions.
During 1983-90, interest paid from the trust fund to the general fund on advance tax transfers is
refiected. The amount shown for 1985 mmmwmsusnaimmu-mw
checks issued before April 1985.

SReflects $195 million in transfers from the Di Trust Fund to sggneml fund of the Treasury to correct
estimated amounts transferred for calendar years 1984 and 1
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TABLE IL.FS.—OPERATIONS OF THE DI TRUST FUND
NG SELECTED

DURI 1960-84 AND
ESTIMATED FUTURE OPERATIONS DURING FISCAL YEARS 1995-2004,
ONTFEBASBOFTIEMTESETOFWONS(COn’t)

[in millions]
Assets
Translers Net
Adminis- 1o Railroad Amount
Benefit trative Retirement during  at end of
expenses program year
-§27 $501 $2,167
24 -257 2,007
10 1,426 5,104
29 ~62 8,191
~12 2,056 7,
43 7 1,230
68 724715 8,348
57 -1,175 7173
61 100 7,
88 1,090 8,363
80 3,091 11,455
82 1,543 12,997
58 -116 12,881
83 -2.576 10,305
106 -3,835 6,370
47 28,872 35,242
24 5, 50,811
32 11,514 62,
60 9,613 71,938
76 8, 80
87 10,303
88 10,649 101,528
10t 8,771 111,299
116 8,628 119,927

131 6,966 126,893

Reftects repayment from the OAS! Trust Fund of amounts borrowed trom the DI Trust Fund in 1982.
he amount repaid in 1985 was $2,540 mitlion; in 1986, the amount was $2,541 miltion.

lote: Totals do not necessarily equal the sums of rounded components.
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TABLE ILF10.—OPERATIONS OF THE DI TRUST FUND
DURING SELECTED CALENDAR YEARS 1960-94 AND
ESTIMATED FUTURE OPERATIONS DURING CALENDAR YEARS 1995-2004,
ON THE BASIS OF THE INTERMEDIATE SET OF ASSUMPTIONS

[In miliions)
Income
income from
fromtaxa- general fund
Net contri- tion of of Net
Total butions 1 benefits  Treasury? interest 3
$1,063 $1,010 - - $53
1,247 , - - 59
4,774 4,481 - $16 277
8,035 7. -_ 90 502
13.871 13,255 — 130 485
19,301 17,191 $222 1,017 870
18,439 18,399 238 - 803
,303 19,691 4 .36 - 648
22,699 22,039 61 - 600
24, 23,993 95 — 707
28,791 28,539 144 ~775 883
30, 29,137 190 - 1,083
31,430 30,136 232 _— 1,062
31,185 281 - 835
52,841 §1,373 311 - 1,157
57,930 55273 338 —41 2,360
62,205 58,347 370 - 3,487
60,468 $5,606 408 - 4,454
63,536 57,918 448 —_ 5,169
66,920 60,640 496 - 5,784
74,234 67,247 547 -— 6,440
78,810 71,048 604 — 7,159
,371 74,908 666 -— 7,787
88,159 79,086 736 - 8,338
93,095 83, 814 _— 8,733

Beginning in 1983, inciudes transfers from gensral fund of Treasury representing contributions that
would have been paid on deemed wage credits for military service in 1957 and later, if such credits
were considered to be covered wages.

2ncludes payments (1) in 1966 and later, for costs of noncontributory wage credits for military service
pegonned ::org 9;257; and (2) in 1971-82, for costs of deemed wagegacmdm for mimar;(v service
performed atter X

3Net interest includes net profits or losses on marketable i ts. Beginning in 1967, administrative

985
“Reflects $195 million in transfers from the DI Trust Fund to msgeneral fund of the Treasury to correct
estimated. amounts transferred for calendar years 1984 and 1985.

100
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TABLE ll.FiO.—-OPERA‘ﬂONs OF THE DI TRUST FUND
ING SELECTED CALENDAR YEARS 1960-84 AND
ESTIMATED FUTURE OPERATIONS DURING CALENDAR YEARS 1995-2004,
ON THE BASIS OF THE INTERMEDIATE SET OF ASSUMPTIONS (Con't)
{in mitions}]
Expenditures Assets
Transfers Net
- Adminis- to Railroad increase Amount
Benefit trative  Retirement during  at end of
Total paymentsS expenses program year period
$600 $568 $36 -$5 $464 $2,289
1,687 1,573 90 24 1,606
3,259 3,085 164 10 1,514 5614
8,790 8, 256 29 ~754 7,354
15,872 15,515 368 -12 -2,001 3.629
19,478 1 608 43 6 2,363 6,321
20,522 19,853 600 68 6 1,459 7,780
21,425 20,519 849 57 1,122 6,658
,494 21,685 737 61 206 6,864
23,753 2,911 754 88 1.041 7!
25,616 4,829 707 80 3,174 11,079
28,571 £ 794 82 1819 12,898
,004 31,112 834 58 =574 12,324
35,662 34,613 966 83 -3,361 X
38,879 37,744 1,029 106 13,962 ,
1995 ........... 42,713 41,557 1,109 47 15217 38,142
1996 ........... 46,361 45,114 1,223 24 15,844 53,
1997 ........... 50,087 ,806 1,249 R 10,381 64,367
1998 ........... 54,021 52693 - 1,288 60 9,515 73,882
1999 ........... ,493 57,088 1,329 76 X 82,309
2000 63,236 61,745 1,403 87 X §3,308
68,300 66, 1,486 88 10,511 103,819
73,801 72,123 1,577 101 X 113,
79,927 78,137 1,674 116 8,232 121,621
, 701 84, 1,779 131 6,394 128,015

SBeginning in 1966, includes payments for vocational rehabilitation services fumished to disabled
mmmmnmbmuudwmmm1mmammw
amount of reimbursement for unnegotiated benefit checks.
mmmmmmmtwmammmumrmemm.
The amount repaid in 1985 was $2,540 million; in 1966, the amount was $2,541 miliion,

Nmmtmmmmmmtmmdmm
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TABLE ILF11.—OPERATIONS OF THE OAS!I AND Di TRUST FUNDS,
DURING YEARS

SELECTED 1960-84 AND
emmnﬁummmnmmm1m—zm.
ON THE BASIS OF THE INTERMEDIATE SET OF ASSUMPTIONS
[in mitlions)
Income
i Income tr’:lm the
fromtaxa- general fund
Net contri- tion of of the Net
Total butions 2 benefits  Treasury 3 interest ¢
$11,394 $10,830 —_ - $564
17,681 17,032 — —_— 648
36,127 34,006 - $458 1,572
X 63,374 - 499 2,804
117,427 114,413 — 675 2,
197,865 192,181 $3,368 108 2211
215,461 205,146 3,588 3,310 3,447
6,893 218,878 3,307 4,
,090 248,145 3,390 55 6,
284,936 270,811 3,772 43 10,310
,822 288, 3,081 4 14
322,611 299,794 5,921 -2,864 19,759
338,270 308, 6,237 18 ,837
351,354 318,391 6,161 14 26,788
376,307 341,438 5,656 10
398,518 359,615 5451 33,445
, 127 381 6,721 -1,165 5
,029 399,154 7,170 43,702
475,926 418,632 7,683 3 48,609
501,866 438, 8,242 2 55,589
530,301 459,670 8,865 1 61,765
561,844 484,073 9,539 1 68,231
595,447 510,128 10,271 1 75,048
631,727 538,568 11,068 (5) 82,090
670,352 569,080 11,928 () 89,344

Under the Congressional Budget Act of 1974 (Public Law 93-344), fiscal 1977 and later consist
n of Fiscal ) pxr“

of the 12 months ending on September 30 of each g years to 1977 consisted of the
12 months ending on June 30 of each year. yeat
mmmmtm,mnmm fund of Treasury representing contributions that

have been paid on deemed wage for military service in 1957 and later, if such credits
were considerad 10 be covered wages.

3dinciudes payments (1) in 1947-52 and in 1967 and later, for costs of noncontributory: e’ credits
for military service performed before 1957; (2) in 1972-83, for costs of deemed wage credits for military
setvice parformed after 1956; and (3) in 1869 and later, for costs of banefits 0 certain uninsured
persons who attained age 72 before 1968.

are charged cumently to the trust funds on an estimated basis, with a final adjustment,
i interest, made in fiscal year. The amounts of these interest adjustments
inclh in net interest. For years 10 1867, a description of the method of accounting for
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TABLE I.F11.—OPERATIONS OF THE OASI AND DI TRUST FUNDS,
DURING SELECTED FISCAL YEARS 1960-84 AND
ESTIMATED mﬁmmmmmmmmmm.
ON THE BASIS OF THE INTERMEDIATE SET OF ASSUMPTIONS (Con't)

{in mitlions]
Expenditures Assets
Transters Net

- Adminis- to Railroad increase Amount
Fiscal Benefit trative  Retirement during  at end of
year Total payments€ expenses program year period
$10,798 234 $574 ~$212 $22,996
16,618 379 459 24 22,187

X 623 589 5,851 ;
547 1,101 1,010 2,018 48,138
115,624 1494 1,430 -1,121 32,246
183,959 2,182 2,353 | 39,750
193,869 2,209 2,653 7 6,117 45,867
2,279 2,614 19,570 65,437
213,907 2,532 2,851 38,800 104,237
,150 2407 2, 52,445 156,682
243275 2,280 3,049 58,217 214,900
263,104 2535 3,457 53,515 268,415
281,650 2,668 3,206 , 7 319,161

304,566 298,176 2,955 3,435 46,788 A
319,551 313,129 2,896 3,526 56,757 422,706
335,529 329,090 2,723 3,716 62,989 485,695
353,214 346,050 3419 3,745 71,913 557,609
371,364 364,120 _ 3,489 3,755 78, 636,274
390,692 | 383449 3,403 3,840 85, 721,508
411,673 404,281 3,480 3,912 90,193 811,701
434,581 426,975 3,603 4,004 95,720 907,420
459,198 451,374 3,746 4,078 102,646 1,010,066
485,948 477,839 3,901 4,207 109,500 1,119,565
514,861 506,467 4,068 4,326 116,866 1.236.431
545,818 537,127 4,247 4,444 124,534 1,360,966

6Beginning in 1967, inciudes payments for vocational rehabilitation services fumished 1o disabled
persons receiving benefits because of their disabikties. Beginning in 1983, amounts are reduced by
for unnegotiated benefit checks.

7Reflects offset for repayment from the OAS! Trust Fund of amounts borrowed from the Hi Trust Fund
in 1982. The amount repaid in 1985 was $1,824 miflon; in 1986, the amount was $10,613 million.

Note: Totals 0o not necessarily equal the sums of rounded components.
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TABLE ILF12.—OPERATIONS OF THE OAS!I AND DI TRUST FUNDS,
% CALENDAR YEARS 1960-84 AND
ESTIMATED OPERATIONS DURING CALENDAR YEARS 1995-2004,
ON THE BASIS OF THE INTERMEDIATE SET OF ASSUMPTIONS
[in mitiions}
income
B Income from the
fromtaxa- general fund
Net contri- tion of Net
Total butions 1 benefits  Treasury2 interest 3
$12,445 $11,876 - - $569
7,857 17,208 — —_ 651
983 34,737 - $465 1,791
67,640 64,259 —_ 515 :
119,712 116,711 —_ 670 5
203,540 194,149 $3.430 3,220 2,741
216,833 209,140 3,662 160 3,871
231,039 222,425 3221 55 ,338
469 251,814 3,445 43 8,168
289,448 274,189 2,534 34 12,692
315,443 296,070 4,992 -2,864 17,245
329,676 301,711 6,054 19 21,892
342,591 311,128 6,084 14 25,365
355,578 322,090 5,616 10 27,862
381,111 344,695 5,306 7 31,103
405,325 364,159 6,430 -1,165 35,901
432,608 6,823 3 40,942
457,204 403,403 7,288 3 46,601
482,950 422,551 7816 2 52,581
509,358 442,337 8,386 1 58,634
484 1 64,950
570,711 489,412 9,711 1 71,586
605,006 516,025 10,460 ) 78,520
641,779 544,829 11,273 (O] 85,677
680,650 575,560 12,151 (D] 92,939
1 inning in 1983, inciudes transfers from fund of Treasury representing contributions that
umdhavebunpﬁdondumW i iotniihrysonﬁeo%ww:ndlam,ﬂsuchcm
were considersd to be covered wages.

2includes payments (1) in 1947-51 and in 1966 and later, for costs of noncontributory e credits
formilihrysuvie.pﬂi\)vmmnﬂﬁ: (2)h1m1&.mmdmmm&mq
service performed after 1956; and (3) in 1968 and later, for costs of benefits to certain uninsured
persons who attsined age 72 before 1968.

Treasury on advance tax transfers is reflected. The amount shown for 1985 inciudes an interest
adjustment of $102.8 million on unnegotiated checks issued before April 1985.
4Less than $500,000.
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TABLE ILF12.—OPERATIONS OF THE OAS| AND DI TRUST FUNDS,
COMBINED, DURING YEARS )
Esnumwmmmusm YEARS 1
ONWMOFHEWMTESETOFWONS(ON
fin miliions)

trative
Total paymentsS expenses program yoal
$11,798 $11,245 $240 $314 $647 $22,613
19,187 18,311 418 -1,331 19,841
3 31,884 635 3,886 38,088
SR Zm = pm gm gae
190,628 86,075 22200 2, 611088 42,163
201,522 196667 2202 2653 6 4698 46,861
204,106 2,373 2,614 21,946 ,807
222,514 217,149 2513 2,851 40,955 108,762
2,427 2,534 53,206 1
253,135 247816 2270 3,049 62,309 225277
R OBE OB OB 3n BE
766 2,963 3435 46812 ;
323,011 316,812 2674 526 58,100 436,385
333,262 3,080 3,716 65,267 501,652
357,518 350,337 3,436 3,745 75,090 576,742
368,762 3467 3,785 81,310 658,052
388,383 3421 3,840 307 745,359
417,080 409,638 3,509 3912 837,659
440,457 432,817 3,636 4,004 98,208 935,866
e R R B
522,266 513,830 4,110 4,326 119,513 1,272,813
553,774 545,039 4291 4,444 126,877 1,399.8&
SBeginning in 1966, includes payments for vocational rehabilitation services fumished to disabled
persons mmmawmmmms.mmmmumby
amount of reimbursement for unnegotiated benefit chacks.

€Reflects offset for repayment from the OAS! Trust Fund of amounts borrowed from the Hi Trust Fund
in 1982. The amount repaid in 1965 was $1,824 millon; in 1986, the amount was $10,613 mittion.

Note: Totals do not necessarily equal the sums of rounded components.
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Actuarial Analysis
2. Long-Range Actuarial Status of the Trust Funds

Historically, the actuarial balance (described earlier in this section)
has been used as the principal measure of the actuarial status of the
OASDI program. Actuarial balances have traditionally been com-
puted for the 25-year valuation period encompassing 1995-2019, the
50-year valuation period covering 1995-2044, and the entire long-
range (75-year) valuation period, 1995-2069.

Beginning with the 1991 Annual Report, actuarial balances have also
been computed based on the intermediate (alternative II) assump-
tions for valuation periods that are 10 years, 11 years, and continuing
through 75 years in length. This series of actuarial balances provides
the basis for the test of long-range close actuarial balance, described
earlier in this section.

In addition to these actuarial balances, other indicators of the fi-
nancial condition of the program are shown in this report. One is
the series of projected annual balances (that is, the differences be-
tween the projected annual income rates and annual cost rates), with
particular attention being paid to the level of the annual balances
at the end of the long-range period and the time at which the annual
balances may change from positive to negative values. Another is
the series of projected trust fund ratios, with particular attention
being paid to the amount and year of maximum fund ratio accu-
mulation and to the year of exhaustion of the funds. These additional
indicators are 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 covered workers and
beneficiaries projected for the early years were born prior to the start
of the projection period. However, lower fertility rates have large
impacts on the actuarial balance in the later years. Variations in
economic factors, such as interest rates and increases in wages and
prices, have significant effects on the estimates for the short term,
as well as for 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 ear-
lier years, the estimates are only an indication of the expected trend
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and general range of future program experience. Section II.G con-
tains a more detailed discussion of the effects on the estimates of
varying certain economic and demographic assumptions.

a. Annual Income Rates, Cost Rates, and Balances

Table I1.F13 presents a comparison of the estimated annual income
rates and cost rates by trust fund and alternative. As previously
mentioned, the annual income rate excludes net interest income, as
well as certain other transfers from the general fund of the Treasury.
Detailed long-range projections of trust fund operations, in nominal
dollar amounts, are shown in appendix IIL.B.

The projections for OASDI under the intermediate alternative II
assumptions show income rates that increase slowly and steadily due
to the combination of the flat payroll tax rate and the gradually
increasing effect of the taxation of benefits. The pattern followed by
the cost rates is much different. Costs as a percent of taxable payroll
are projected to rise slowly for the next 15 years and then to increase
rather rapidly for about the next 20 years (through 2030) as the
“baby-boom” generation reaches retirement age. Cost rates continue
rising slowly through 2036 and then decline slightly for the next 7
years as the “baby-boom” generation ages and the relatively small
birth cohorts of the late 1970s reach retirement age. Thereafter, cost
rates rise steadily, but slowly, reflecting projected increases in life
expectancy. The cost rates during the third 25-year subperiod rise
to a level of nearly 19 percent of taxable payroll under the inter-
mediate alternative I assumptions. The income rate during the third
25-year subperiod is just over 13 percent of taxable payroll under
alternative II. -

Projected income rates under the low cost and high cost sets of
assumptions (alternatives I and III, respectively) are very similar to
those projected for alternative II as they are largely a reflection of
the tax rates specified in the law. OASDI combined cost rates for
alternatives I and III differ significantly in size from those projected
for alternative II, but follow generally similar patterns. For the low
cost alternative I, cost rates decline somewhat for about the first 15
years, and then rise, reaching the current level around 2015 and a
peak of 14.24 percent of payroll in 2032. Thereafter, cost rates decline
gradually, reaching a level of 13.09 percent of payroll in 2070. For
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the high cost alternative III, cost rates rise throughout the 75-year
period, but at a relatively faster pace during the next 5 years due to
the assumed economic recessions, and between 2010 and 2030 be-
cause of the aging of the “baby-boom” generation. During the third
25-year subperiod, the projected cost rate reaches 25 percent of pay-
roll and continues rising. -

The projected pattern of the OASDI annual balances (that is, the
difference between the income rates and the cost rates) is important
in the analysis of the financial condition of the program. Under the
alternative II assumptions the annual balances are positive for 18
years (through 2012) and are negative thereafter. This annual deficit
rises rapidly reaching 2 percent of taxable payroll by 2020 and con-
tinues rising thereafter, to a level of 5.71 percent of taxable payroll
for 2070.

Under alternative I, projected OASDI annual balances are positive
for over 25 years (through 2020), and thereafter are negative. Deficits
under alternative I rise to a peak of 1.28 percent of taxable payroll
in 2032, but diminish thereafter, as the effect of the “baby-boom”
generation diminishes and the assumed higher fertility rates increase
the work force. Deficits under alternative I diminish to 0.05 percent
of payroll by 2070. Under the more pessimistic alternative III, how-
ever, the OASDI] actuarial balance is projected to be positive for only
4 years (through 1998) and to be negative thereafter, reaching deficits
of 4 percent of payroll by 2020, 10 percent by 2050, and nearly 15
percent of payroll by 2070.
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TABLE li.F13.—~COMPARISON OF ESTIMATED INCOME RATES AND COST RATES
BY TRU! CALENDAR YEARS 1995-2070

ST FUND AND ALTERNATIVE,
fAs 2 percentage of taxable payroli}
OAS! DI Combined
Calendar  income Cost Income Cost [ Cost
year rate rate Balance rate rate Balance rate rate Balance
10,69 10.05 0.64 189 14 0.45 1258 1149 1.09
1073 10.03 70 189 149 1262 11.52 1.10
1091 1001 91 171 1.54 17 1262 1154 1.08
10.82 10.01 .90 179 158 13 1263 1159 1.03
1092 10.03 89 171 164 1263 1166 97
10.83 10.05 181 168 13 1264 11.73 91
1083 1005 78 182 173 1265 11.78 87
10.83 10.05 1.82 177 05 1265 11.82 .83
10.84 10.05 79 182 18 ) 1266 11.86 .79
10.84 10,04 81 182 186 -.05 1266 11.9 ]
1085 10.02 .83 182 19 ~-09 1267 11.92 75
10.89 1021 68 182 208 -26 1271 1229 42
10.94 1124 -30 182 216 - 12.77 1340 -63
11.05 1276 -1.71 183 221 -.38 12.88 1497 -2.09
11.16 1411 -2.95 183 227 -44 1299 16.39 -3.40
1124 1501 -3.77 183 2 -42 1308 1726 -4.19
11.30 1537 -4.07 184 20 -37 13.13 17.57 —~4.44
11.32 1527 184 221 -.38 13.16 1748 —4.32
11.34 1516 -3.82 184 231 -47 13.18 1747 -4.29
11.37 1528 -3.92 184 238 -53 1321 17.66 ~4,.45
1140 1566 -4.25 184 241 -57 1 18.07 —4.82
1144 1609 -4.85 184 239 -55 1328 18.49 -5.20
1146 16.41 ~4.94 185 238 -.54 1331 18.79 =548
1148 1664 -5.15 18 240 -56 13.33 19.04 -5.71
1067 994 73 189 141 48 1256 1135 121
1072 877 95 189 141 48 1261 11.18 143
1090 962 128 179 142 1261 11.04 1.58
1090 949 1.41 1711 142 29 1262 1091 1.70
1091 938 1.53 171 143 28 1262 1081 1.81
1081 9.28 183 181 144 37 1282 10.72 1.80
1081 920 1.61 181 145 .36 1262 10.65 1.98
1081 912 1.69 181 146 35 12.63 10.59 2.04
1082 9.05 177 181 148 34 1263 1052 2.11
1082 897 185 181 150 32 1263 1046 217
1082 892 190 181 152 30 1264 1044 220
1084 8.97 1.87 182 159 23 1 10.56 2.10
10.89 1.04 182 162 20 1271 1147 124
1088 11.09 -11 182 1.6 20 1280 1271 09
11.06 12.09 -1.03 182 165 .18 1288 1373 ~.85
1112 1259 -1.47 182 161 21 1294 1420 -1.26
11.15 1258 -1.43 182 1.56 26 1288 14.14 -1.16
1116 1216 -1.00 183 155 28 1299 13N ~72
1.6 1177 -61 183 159 24 1299 1336 ~37
11.17 1158 -41 183 160 22 13.00 13.19 ~19
11.18 1158 -~.40 183 161 22 13.01 13.19 -18
11.19 1160 - 40 183 1.58 24 1302 13.19 -.16
1120 1155 -34 183 159 24 1303 13.13 -10
1120 1149 -.28 183 1.60 23 13.04 13.09 -05
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TABLE I.F13.—COMPARISON OF ESTIMATED INCOME RATES AND COST RATES
TRUST FUND AND ALTERNATIVE, CALENDAR YEARS 1995-2070 (Cont.)

[As a percentage of taxable payroll]
OASI ] Combined

Calendar income Cost Income Cost Income Cost

year rate rate Balance rate rate Balance rate rate Balance
High Cost

1995, 10.71  10.12 0.60 189 148 0.41 1261 11.60 1.01
1996, 10.74 10.38 .36 189 1.60 29 1263 11.97 65
1997 1092 10.36 .56 171 168 04 1263 1204 59
1 10.92 1043 .50 1.71 1.76 -.05 1264 12.19 45
1999 1094 1091 .03 172 193 -21 12.66 12.84 -.18
2000. 1085 11.01 -17 182 203 -21 12.67 13.04 -.38
2001 10.85 11.04 ~19 182 211 -29 1267 13.15 -48
2002 1086 11.09 ~23 182 219 -37 1268 13.28 -60
2003 10.87 11.15 ~29 182 227 -45 1269 1342 -74
2004 10.87 1122 -.35 182 235 -53 1269 1357 -87
1088 1122 -34 182 241 -59 1271 13.63 -92
2010 1084 11.54 -.60 183 266 -83 1277 1420 -~1.43
2015 11.02 1270 -1.68 183 275 -91 12.85 15.44 ~2.60
11.15 14.51 -3.36 184 285 -1.01 1299 17.36 —4.37
2025 11.28 1627 -4.99 184 298 -1.14 1312 1925 ~6.13
2030 1139 17.71 -£.32 185 299 -1.15 1324 20.70 -7.46
2035 1148 18.67 ~7.19 185 297 -1.12 13.33 21.64 -8.31
11.54 19.18 -7.64 185 3.04 -1.18 1338 22.21 -8.82
2045 11.59 19.67 -8.08 186 323 -1.38 1345 22.90 -9.46
2050 1165 2047 -8.82 186 3.38 -1.51 13.51 23.84 -10.33
2055 11.73 21.62 -8.90 187 348 -1.62 13.59 25.10 =11.51
2060 11.81 2292 -11.11 187 347 -1,60 13.67 26.39 ~12.72
2065. ... 11.88 2408 -12.20 187 345 -1.58 13.75 2753 -13.79
2070.... 1194 2507 -13.12 1.87 347 -1.60 1381 2854 -14.73

Negligible, i.e., between —0.005 and 0.005 percent of taxable payroll.

Notes:
1. The income rate excludes interest income and centain transfers from the general fund of the Treasury.
2. Totals do not necessarily equal the sums of rounded components.

Also of interest are the long-range financial conditions of the separate
OASI and DI programs. Annual net cash flow under alternative II,
as represented by the balances in table I1.F13, remains positive for
19 years for the OASI program, but for only 9 years for the DI
program.

Figure IL.F3 shows in graphical form the patterns of the OASDI
annual income rates and cost rates. The income rates are shown only
for alternative II in order to simplify the graphical presentation and
because, as shown in table II.LF13, the variation in the income rates
by alternative is very small. The OASDI long-range summarized
income rates for alternatives I and III, for the 75-year valuation
period, differ by only about 0.3 percent of taxable payroll. By 2070,
the annual income rates under alternatives I and III differ by only
about 0.8 percent of taxable payroll. Only small fluctuations are
projected in the income rate, as the rate of income from taxation of
benefits varies only slightly, for each alternative, reflecting changes
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in the cost rate and the fact that benefit-taxation threshold amounts
are not indexed.

The patterns of the annual balances are indicated in figure II.F3.
For each alternative, the magnitude of each of the positive balances
in the early years, as a percent of taxable payroll, is represented by
the distance between the appropriate cost-rate curve and the in-
come-rate curve above it. The magnitude of each of the deficits in
subsequent years is represented by the distance between the ap-
propriate cost-rate curve and the income-rate curve below it.

In the future, the cost of the OASDI program, as a percent of taxable
payroll, 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 con-
ditions, the resulting estimates delineate a reasonable range for fu-
ture program costs.

FIGURE 11.F3.—~ESTIMATED OASDI INCOME RATES AND COST RATES BY
ALTERNATIVE, CALENDAR YEARS 19852070 _
[As a percentage of taxable peyroll)
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b. Summarized Income Rates, Cost Rates, and Balances

Summarized values for the full 75-year period are useful in analyzing
the long-range financial condition of the program under present law
and the long-range financial effects of proposed modifications to the
law. In order to focus on the full 75-year period as well as on broad
patterns through the period, tables II.LF14 and II.F15 summarize, on
a present-value basis, the projected annual figures presented in the
previous table for various periods within the overall 75-year pro-
jection period.

Table II.LF14 shows rates on a present-value basis summarized for
each of the 25-year subperiods, excluding both the funds on hand at
the beginning of the period and the cost of accumulating a target
trust fund balance by the end of the period. These rates are useful
for comparing the cash flows of tax income and expenditures, as an
indicator of the degree to which tax income during the period is
sufficient to meet the outgo estimated for the period.

TABLE I1.F14.—COMPARISON OF SUMMARIZED INCOME RATES AND COST RATES
FOR 25-YEAR SUBPERIODS!, BY TRUST FUND AND ALTERNATIVE,
CALENDAR YEARS 1995-2069

- [As a percentage of taxable payroll]
i OASI [+]] Combined
income  Cost income Cost income Cost
Subperiod rate  rate Balance rate rate Balance rate  rate Balance
Intermediate:
1995-2019 ... 10.87 10.48 0.40 181 190 -0.09 1268 12.38 0.31
2020-2044 . . . 11.22 1470 ~348 183 224 -41 13.06 16.95 -3.89
2045-2069... 1140 1583 443 184 239 -85 1325 1822 498
Low Cost:
1995-2019... 1084 946 138 181 153 28 1264 1099 165
2020-2044 ... 1110 1220 -1.10 182 1.60 22 1292 1380 -88
2045-2069... 1118 1162 -45 1.83 1.60 23 1300 1322 -22
High Cost:
1985-2019... 1091 1157 ~.65 1.82 234 -52 1273 1391 -1.18
2020-2044 .. . 1138 17.63 -6.24 185 3.00 -1.16 1323 20.63 ~7.40
2045-2069 .. . 11.74 2206 -10.32 186 ' 343 -1.56 1360 2549 -11.89

lincome rates do not include inning trust fund balances and cost rates do not include the cost of
accumulating target trust fund 3

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

Table II.F15 shows summarized rates including the funds on hand
at the start of the period and the cost of accumulating a target trust
fund balance equal to 100 percent of annual expenditures by the end
of the period, for valuation periods of the first 25 years, the first 50
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years, and the entire 75-year period. Therefore, the actuarial balance
for each of these three valuation periods is equal to the difference
between the summarized income rate and cost rate for the corre-
sponding period. A balance of zero for any period on this basis would
indicate that estimated outgo for the period could be met, on the
average, with a remaining trust fund balance at the end of the period
equal to 100 percent of the following year’s outgo.

TABLE I1.F15.—COMPARISON OF SUMMARIZED INCOME RATES AND COST RATES
FOR VALUATION PcEHIODS“ BY TRUST FUND AND ALTERNATNE,

DAR YEARS 1995-
[As a percentage of taxable payroli]
OASI [2]] Combined
Valuation Income Cost Income Cost income Cost
period rate rate Balance rate rate Balance rate rate Balance
Intermediate:
25-years:
501.995-2019. 1159 10.93 0.66 1.85 1.98 -0.13 1344 1291 0.54
ears:
751y995-2044. 1143 1282 -1.09 184 208 -24 13.28 14.61 -1.33
#9?5—2089. 1143 1329 -1.87 184 215 -31 1327 1544 -2.17
Low Cost:
25-years:
503995-2019. 1152 986 1.67 185 159 26 1337 1144 193
rs:
1%?&2044. 11.34 10.83 .50 184 158 25 13.17 1242 75
75-years:
1995-; 1130 11.00 29 1.83 1.58 25 13.13 12.59 54
HighCost
50‘!995-2.019. 11.66 12.08 -43 186 244 -58 13.51 14.53 -1.01
. 51.995-2044 1154 1449 -2.95 185 268 -82 1339 17216 -3.77
1952069, 1150 1627 468 186 285 -9 1344 1911 567

lincome rates include beginning trust fund balances and cost rates inciude the cost of accumulating
a target trust fund balance equal to 100 percent of annual expenditures by the end of the period.

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

The values in table II.F15 show that the combined OASDI program
is expected to operate with a positive balance over shorter valuation
periods under alternatives I and II. For the first 25-year valuation
period the summarized values indicate balances of 1.93 percent of
taxable payroll under alternative I, 0.54 percent under alternative
II, and -1.01 percent under alternative III. Thus, the program is
more than adequately financed for the next 25-year valuation period
under all but the high cost alternative III projections. Over the 50-
year valuation period, 1995-2044, the OASDI program would have a
positive balance of 0.75 percent under alternative I, but would have
deficits of 1.33 percent under alternative Il and 3.77 percent under
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alternative III. Thus, the program is more than adequately financed
for the next 50-year valuation period under only the low cost set of
assumptions, alternative I.

For the entire 75-year valuation period, the combined OASDI pro-
gram would again have actuarial deficits except for the low cost set
of assumptions, alternative I. The actuarial balance for this long-
range valuation period is projected to be 0.54 percent of taxable
payroll under alternative I, —2.17 percent under alternative II,
and -5.67 percent under alternative III.

As may be concluded from tables II.LF14 and IL.F15, the financial
condition of the DI program is somewhat poorer than that of the
OASI program for the first 25 years. Summarized over the full 75-
year period, however, lomg-range deficits for the OASI and DI pro-
grams under intermediate assumptions are about the same relative
to program costs.

c. Test of Long-Range Close Actuarial Balance

Two tests of thé financial status of the OASI, DI, and combined
OASDI programs are presented in this report. The test of long-range
close actuarial balance incorporates a graduated tolerance scale which
allows larger actuarial deficits for longer valuation periods, reflecting
the greater uncertainty inherent in the estimates for later years. The
other test, the short-range test of the financial adequacy of the pro-
gram, was discussed earlier in this section.

Table I1.F16 presents a comparison of the estimated actuarial bal-
ances with the minimum allowable balance (or maximum sllowable
deficit) under the long-range test, each expressed as a percentage of
the summarized cost rate, based on the intermediate alternative II
estimates. Values are shown for only 14 of the valuation periods:
those of length 10 years, 15 years, and continuing in 5-year in-
crements through 75 years. However, each of the 66 periods—those
of length 10 years, 11 years, and continuing in l-year increments
through 75 years—is considered for the test. These minimum al-
lowable balances are calculated to show the limit for each valuation
period resulting from the graduated tolerance scale. The patterns in
the estimated balances as a percentage of the summarized cost rates,
as well as that for the minimum allowable balance, are presented
graphically in figure I1.F4, for the OASI, DI and combined OASDI
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programs. Values shown for the 25-year, 50-year, and 75-year val-
uation periods correspond to those presented in table IL.F15.

As discussed earlier, a program is found not to be in long-range close
actuarial balance if, for any of the valuation periods ending with the
10th through 75th years of the projection period, the estimated ac-
tuarial balance is less than the minimum allowable balance. The
minimum allowable balance as a percentage of the summarized cost
rate is 5.0 percent for the full 75-year long-range period and is
reduced uniformly for shorter valuation periods, reaching zero for
the 10-year valuation period.

For the OASI program, the estimated actuarial balance as a per-
centage of the summarized cost rate exceeds the minimum allowable
for valuation periods of length 10 years through 35 years, under the
intermediate alternative II estimates. For valuation periods of length
greater than 35 years, the estimated actuarial balance is less than
the minimum allowable. For the full 75-year long-range period the
estimated actuarial balance reaches —14.04 percent of the summa-
rized cost rate, for a shortfall of over 9 percent, from the minimum
allowable balance of —5.0 percent of the summarized cost rate. Thus,
although the OASI program satisfies the short-range test of financial
adequacy (as discussed earlier in this section), it is not in long-range
close actuarial balance.

For the DI program, the estimated actuarial balance as a percentage
of the summarized cost rate exceeds the minimum allowable balance
for valuation periods of length 10 through 14 years under the in-
termediate alternative II estimates. For valuation periods of length
greater than 14 years, the estimated actuarial balance is less than
the minimum allowable. The shortfall from the minimum allowable
balance rises to a level of 14.33 percent of the summarized cost rate
for the full long-range period, for a shortfall of over 9 percent, from
the minimum allowable balance of -5.0 percent of the summarized
cost rate. Thus, although the DI program satisfies the short-range
test of financial adequacy (as discussed earlier in this section), it is
also not in long-range close actuarial balance.

As indicated above, financing for the DI program is less adequate
than for the OASI program during the first 25 years even though
long-range actuarial deficits are comparable over the entire 75-year
period. This occurs because the cost of the OASI program rises much
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faster during the long-range period. As a result, tax rates that are
relatively more adequate for the OASI program during the first 25
years, become relatively less adequate thereafter.

For the combined OASDI program, the estimated actuarial balance
as a percentage of the summarized cost rate exceeds the minimum
allowable balance for valuation periods of length 10 years through
33 years. For valuation periods of length greater than 33 years, the
estimated actuarial balance is below the minimum allowable balance.
The size of the shortfall from the minimum allowable balance rises
gradually reaching 9.08 percent of the summarized cost rate for the
full 75-year long-range valuation period. Thus, although the OASDI
program satisfies the short-range test of financial adequacy (as dis-
cussed earlier in this section), it is out of long-range close actuarial
balance. : ’

The OASI and DI programs, both separate and combined, were also
found to be out of close actuarial balance in the 1994 Annual Report.
The estimated deficits for the combined OASDI program in this re-
port are similar to those shown in the 1994 report. Howeve:, for the
OASI and DI programs, considered separately, the size of the es-
timated deficits, and therefore the degree to which each program is
found to be out of close actuarial balance, is changed significantly
by enactment of tax rate reallocation since the 1994 report. Due to
this reallocation, which was needed to assure solvency of the DI
program through the short-range period, the estimated long-range
deficits were reduced for DI and increased for OASI.
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TABLE IL.F16 —-COHPARISON OF ESTIMATED LONG-RANGE ACTUARIAL
BALANCES WITH THE MINIMUM ALLOWABLE FOR THE TEST FOR CLOSE
ACTUARIAL BALANCE BY TRUST FUND, BASED ON INTERMEDIATE ESTIMATES

Rates Balance as a
(percentage of taxable payrol) percentage of cost rate
Minimum
Valuation Summarized Summarized allowabie
perniod income rate cost mate Balance Balance balance
OASI:
10 years: 12.46 10.99 1.46 13.32 0.00
15 years: 11.97 10.69 1.28 11.99 -.38
20 years: 11.72 10.69 1.04 9.69 -
25 years: 11.59 10.93 .66 6.08 -1.15
30 years: 11.82 1129 23 201 -1.54
35 years: 1 11.48 11.68 -20 -1.74 -1.92
40 years: 1146 1203 -.58 -4.80 -2.31
45 years: 1144 12.31 -87 ~7.06 -2.69
50 years: 11.43 12.52 ~1.09 -8.70 -3.08
55 years: 11.43 12.69 -127 -9.97 -3.46
60 years: 11.42 12.85 -1.43 -11.10 -3.85
€5 years: 11.42 13.01 -1.58 -12.17 -4.23
70 years: 11.42 13.15 -1 -13.15 -4.62
75 years: 1143 1329 -1.87 -14.04 -5.00
DI
10 years: 1.89 1.83 06 348 .00
15 years: 1.87 1.88 -.01 -.69 -.38
20 years: 1.86 1.94 -.08 —4.08 =77
25 years: 1.85 1.98 -13 -6.41 -1.15
30 years: 1.85 2.01 -17 -1.54
35 years: 1.85 2.04 -20 —9.63 -1.92
40 years: 1.84 2.06 =21 -10.37 ~2.31
45 years: 1.84 2.07 -23 -10.90 -2.69
SO years: 1.84 2.08 -24 ~11.82 -3.08
55 years: 1.84 2.10 ~26 ~12.23 -346
60 years: 1.84 2.12 -27 -12.92
65 years: 1.84 213 -29 -13.50 423
70 years: 1.84 2.14 ~.30 ~1394 -4.62
75 years: 1.84 215 -31 -14.33 -5.00
OASDI:
10 years: 1995-2004 14.35 12.82 153 1191 .00
15 years: 1995-2009 13.84 12.57 127 10.09 ~-.38
20 years: 1995-2014 .. 13.58 12.62 96 7.58 =77
25 years: 1995-2019.. 13.44 1291 54 416 -1.15
30 years: 1995-2024 .. 13.37 13.31 06 .46 ~1.54
35 years: 1995-2029 .. 13.33 13.73 -40 -2.91 -1.92
40 years: 1995-2034 .. 13.% 14,09 -79 -5.62 =231
45 years: 1995-2039. . 13.29 14.38 ~1.10 -7.61 ~2.69
50 years: 1995-2044 .. 1328 14.61 -1.33 -9.10 -3.08
55 years: 1995-2049 . . 1327 14.79 -~1.52 -10.30 -346
60 years: 1985-2054 . . 1327 14.97 ~1.70 -11.36
65 years: 1995-2059 .. 13.27 15.14 -1.87 -12.35 -4.23
70 years: 1995-2064 ... 183.27 15.30 -2.03 -13.26 -4.62
75 years: 1995-2069. .. 13.27 1544 -2.17 -14.08 ~5.00

Note: Totals do not necessarily equal the sums of rounded components.
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FIGURE ILF4.—COMPARISON OF ESTIMATED LONG-RANGE ACTUARIAL
BALANCES WITH THE MINIMUM ALLOWABLE FOR CLOSE ACTUARIAL
BALANCE, ALTERNATIVE II BY TRUST FUND
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d. Income and Cost Rates by Component

Annual income rates and their components are shown in table II.F17,
for each alternative set of assumptions. The annual income rates
reflect the scheduled payroll tax rates and the projected rates of
income from the taxation of benefits, which reflect changes in the
cost rates and the fact that benefit-taxation threshold amounts are
not indexed. :

Summarized values for the annual income and cost rates, along with
their components, are presented in table II.F18 for 25-year, 50-year,
and 75-year valuation periods. Summarized income rates include the
starting trust fund balance in addition to the components included
in the annual income rates. The summarized cost rates include the
cost of reaching and maintaining an ending trust fund target of 100
percent of annual expenditures by the end of the period in addition
to the expenditures included in the annual cost rates. Thus, the total
summarized rates shown in table ILF18 are the same as the sum-
marized income and cost rates shown in table II.F15 for the 25-year,
50-year, and 75-year valuation periods.

It may be noted that the payroll tax income expressed as a percentage
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of taxable payroll is slightly smaller than the actual tax rates in
effect for each period. This results from the fact that all OASDI
income and outgo amounts presented in this report are computed on
a cash basis, i.e., amounts are attributed to the year in which they
are actually received by, or expended from, the fund, while taxable
payroll is allocated to the year in which earnings are paid. Because
earnings are paid to workers before the corresponding payroll taxes
are credited to the funds, payroll tax income for a particular year
reflects a combination of the taxable payrolls from that year and
from prior years, when payroll was smaller. Dividing payroll tax
income by taxable payroll for a particular year, or period of years,
wﬂlthusgenerallyresultinaninoomeratethatisslightlylessthax?
the applicable tax rate for the period.

TABLE ILF17.—COMPONENTS OF ANNUAL INCOME RATES BY TRUST FUND
AND ALTERNATIVE, CALENDAR YEARS 1995-2070

[As a percentage of taxable payrolf]
OASI DI Combined
™ of Payroll Taan of Payrol ¥ .of

tax benefits Total tax Dbencfits Total tax benefits Total
10.52 0.17 10.69 1.88 001 189 1240 0.18 12.58
10 21 1073 1 .01 189 1240 22 1262
10.70 21 10.91 1.70 D1 171 1240 22 1282
10,70 22 1082 170 01 171 1240 23 1263
10.70 22 1082 170 01 171 1240 23 1263
10.60 23 1083 1.80 01 181 1240 24 1264
10.60 23 10.83 1.80 02 1.82 1240 25 1265
10.60 23 10.83 1.80 02 182 1240 25 1265
10.60 24 1084 180 02 182 1240 26 12.66
10.60 24 1084 1.80 02 182 1240 26 1266
10.60 25 1085 180 02 182 1240 27 1267
10.80 29 10.89 1.80 02 182 1240 31 1271
10.60 34 1094 180 02 182 1240 37 1277
10.80 45 11.05 1.80 03 183 1240 48 1288
10.60 56 1116 1.80 .03 1.8 1240 59 1299
10.60 64 1124 1.80 .03 183 1240 68 1308
10.60 70 11.30 1.80 .04 184 1240 73 1313
10.60 72 1132 180 04 184 1240 .76 13.16
10.60 74 1134 1.80 04 184 1240 .78 13.18
10.60 77 1137 180 .04 184 1240 81 1321
10.80 80 1140 180 04 184 1240 .85 1325
10.60 84 1144 180 04 184 1240 88 1328
10.60 86 1146 1.80 05 185 1240 91 1331
10.60 88 1148 180 05 1.85 1240 93 1333
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TABLE ILF17.—~COMPONENTS OF ANNUAL INCOME RATES BY TRUST FUND
AND ALTERNA 995-2070 (Cont.)

TIVE, CALENDAR YEARS 1
J[As a percentage of taxable payro]
OASI Dl Combined
] Tlnﬂo:‘ Taxaﬁor}
of Payrol Payroli of
Total tax benefits Total tax Dbenefits Total
0.15 1067 1.88 001 189 1240 0.16 12.
20 10.72 1.88 01 180 1240 21 1261
20 10.80 1.70 01 171 1240 21 1261
20 10.90 1.70 01 171 1240 22 1262
21 1091 1.70 01 171 1240 22 12862
21 10.81 1.80 01 181 1240 22 1282
21 1081 1.80 01 181 1240 22 1282
21 10.81 1.80 01 181 1240 23 1263
2 10.82 1.80 01 181 1240 23 1263
2 10.82 180 01 181 1240 23 1263
22 10.82 1.80 01 181 1240 24 1264
24 1084 1.80 02 18 1240 26 1266
29 10.89 1.80 02 182 12240 31 1271
.38 10.98 1.80 02 1.8 1240 40 12.80
46 11.08 1.80 02 182 1240 48 12.88
82 1112 1.80 02 182 124 54 1294
S5 1115 1.80 02 18 1240 58 1298
56 11.16 1.80 03 183 1240 59 1299
56 11.16 1.80 03 183 1240 59 1299
57 117 1.80 .03 18 1240 60 13.00
58 11.18 1.80 03 183 1240 61 1301
59 11.19 1.80 03 1.8 1240 62 13.02
60 1120 1.80 03 183 1240 .63 13.03
60 1120 1.80 03 183 1240 64 1304
19 1071 1.88 01 189 1240 21 1261
22 10.74 1.88 01 189 1240 23 1263
22 10.92 1.70 01 171 1240 23 1263
22 1082 1.70 01 171 1240 24 1264
24 10.84 1.70 02 172 1240 268 1266
25 10.85 1.80 02 18 1240 27 1267
25 10.85 1.80 02 1.8 1240 27 1267
26 10.86 180 02 182 1240 28 1268
27 10.87 1.80 02 182 1240 29 1269
27 1087 1.80 02 182 1240 29 1269
28 10.88 1.80 02 182 1240 31 1271
34 1094 1 03 1.8 1240 37 1277
42 1102 1.80 03 183 1240 45 1285
85 11.15 1.80 04 184 1240 59 1299
68 1128 1.80 04 184 1240 72 1312
79 1139 180 05 185 1240 ~B4 1324
88 1148 1.80 05 18 1240 93 1333
84 1154 1.80 05 185 1240 89 1339
99 1159 1.80 06 186 1240 105 1345
105 1165 1.80 06 186 1240 111 1351
143 11.73 1 07 187 1240 1.19 1359
121 1.8 1.80 07 187 1240 127 1367
128 1188 1.80 07 187 1240 135 1375
1.34 11.94 1.80 07 187 1240 141 1381

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



121

Actuarial Estimates

TABLE I1.F18.—~COMPONENTS OF SUMMARIZED INCOME RATES AND COST RATES
BY TRUST FUND AND ALTERNATIVE, CALENDAR YEARS 1995-2069

{As a percentage of taxable payrol)

income rate Cost rate

Taxation i Ending

Payroll of Wm Disburse- fund
Valuation period tax benefits Dbalance Total ments target Total
10.60 0.27 072 11.59 1048 045 10.93
10.60 43 41 1143 12.29 23 1252
10.59 52 31 1143 13.15 14 1329
10.60 24 68 11.52 9.46 39 986
10.59 .36 39 1134 10.65 .18 10.83
10.59 41 29 11.30 10.90 11 11.00
10.60 31 74 1166 1157 52 1208
10.59 52 42 1154 14.19 30 1448
10.5¢ 67 32 11.59 16.06 20 1627

.

1.79 02 04 185 1.90 08 198
1.80 .03 02 184 205 04 208
1.80 03 02 184 2.13 02 215
1.79 .01 04 185 1.53 06 159
1.80 02 02 184 1.56 03 158
1.80 .02 02 183 1.57 01 1.58
1.79 .02 04 1.86 234 10 244
1.80 03 02 185 283 05 268
1.80 04 02 186 282 03 285
12.39 T 29 76 13.44 12.38 53 1291
12.39 45 1328 14.34 27 1461
12.39 55 33 1327 1528 .16 1544
12.39 25 72 1337 10.99 A5 1144
12.39 37 41 1317 12.21 21 1242
12.39 44 30 13.13 1247 12 12.59
1239 34 .78 1351 13.91 62 14.53
12.39 56 45 1339 16.81 35 17.16
12.39 n 34 1344 18.88 23 191

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

e. Comparisor. of Workers to Beneficiaries

The primary reason that the estimated OASDI cost rate increases
rapidly after 2010 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 ben-
efits, while the relatively small number of persons born during the
subsequent period of low fertility rates will comprise the labor force.
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A comparison of the numbers of covered workers and beneficiaries
is shown in table II.F19.

TABLE IL.F19.~COMPARISON OF OASDI COVERED WORKERS AND
BENEFICIARIES BY ALTERNATIVE, CALENDAR YEARS 1945-2070

B worke| : 1.00
rs per
Beneficiaries? (in _thousands) covered
OASI DI OASD!  beneficiary workers
1,106 -_— 1,106 41.9 2
2,930 - 2930 16.5 €
7,563 — 7,563 8.6 12
13,740 5§22 14,262 5.1 20
18,509 1,648 20,158 4.0 25
22,618 2,568 25,186 3.7 27
26,998 4,125 31,123 32 31
30,385 4,734 35,119 32 31
32,776 3,874 36,650 33 31
-33,249 3,972 37,321 33 31
3,918 4,035 37,953 33 0
34,343 4,077 38,420 34 0
34,754 4,105 38,859 34 30
4,204 39,470 34 0
35,785 4,388 40,172 33 30
36,314 4,716 41,029 32 31
36,758 5,083 41,840 32 31
37,082 5,435 42,517 33 31
37,449 5,769 43,219 33 31
39,135 7,296 46,430 32 31
41,040 8,787 ,827 31 32
44,307 10,058 54,366 29 34
50,010 10,643 60,853 27 38
57,253 10,685 68,137 24 42
64,153 11,251 75,405 22 46
69,566 11,286 80,852 20 49
72,882 11,211 84,093 20 50
,809 11,353 85.252 20 50
74,521 11,864 86,384 20 51
,743 12,198 87,940 1.9 51
,904 12,439 90,343 1.9 53
80,299 1 92,734 1.9 54
82,238 12,466 94,704 1.8 55
83,806 12,614 96,420 1.8 85
37,440 5,731 43,171 33 30
38,937 3 45,673 33 30
40,577 £ 48,454 33 31
43,581 8,558 52,139 3.1 32
49,009 8,794 57,803 2.9 34
55,914 8,855 64,769 26 38
442 9,095 71,538 24 4
67,330 9,135 76,465 23 43
70,089 9,123 79,192 23 43
70,580 9, 79,880 24 42
70,883 9, 80,675 24 41
71,906 10,167 82,073 24 41
73,948 10,525 84,474 24 4
213037 76265 10,757 87,022 24 4
2065........ 219,743 78,364 11,074 89,439 25. 41
2070........ 226,523 80,485 11,493 91,958 25 41
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TABLE 11.F19.—COMPARISON OF OASDI COVERED WORKERS AN
BENEFICIARIES BY ALTERNATIVE, CALENDAR YEARS 1845-2070 (Oont.)

Covered Beneficianes

Beneficiaries? (in thousands) DAl covered
OASI 2] OASDI  beneficiary workers
37.459 5815 43275 33 3
,338 8,060 47,399 3.0 33
41,569 9,679 51,247 29 35
45,095 11,537 ) 27 37
51,051 12,483 63, 24 41
12,916 71,559 22 46

7 13,417 79,414 1.9 51
72,140 13,459 85, 18 56
1 1 89,719 1.7 59

78,371 13,441 91,812 1.6 61
79,804 13,970 93,774 16 63
81,744 14,218 95,962 1.5 66
84,503 14,284 98,788 14 69
87,419 13,851 101,369 14 73
89,606 13,577 103,183 13 76
91,016 13,347 104,363 13 78

g

Workers who are paid at some time during the year for employment on which OASDI taxes are
2Beneficiaries with monthly benefits in current-payment status as of June 30.
3Ptdim'nlry.

are waume.mmrdmmwmm1,se4
as of June 30, 1 and is estimated to be fewer than 500 by the tum of the century. Totals do not
the sums of rounded components.

Table I1.LF19 shows that the number of covered workers per ben-
eficiary, which was about 3.3 in 1994, 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 a level
of 2.3 by 2030, and increases slowly thereafter. Based on alternative
111, for which low fertility rates and substantial reductions in death
rates are assumed, the decline is much greater, reaching 1.3 workers
per beneficiary by 2065. Based on alternative II, the ratio declines
to 1.8 workers per beneficiary by 2065

The impact of the demographic shifts under the three alternatives
on the OASDI cost rates is better understood by considering the
projected number of beneficiaries per 100 workers. As compared to
the 1994 level of 31 beneficiaries per 100 covered workers, this ratio
is estimated to rise by the year 2070 to significantly higher levels,
which are 41 under alternative I, 55 under alternative II, and 78
under alternative III. The significance of these numbers can be seen
by comparing figure I1.F3 to figure II.F5.
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FIGURE I|.F5.—RATIOS OF ESTIMATED OASDI BENEFICIARIES PER 100
COVERED WORKERS B8Y ALTERNATIVE,
YEARS 1985-2070
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For each alternative, the shape of the curve in figure IL.F5, which
shows beneficiaries per 100 covered workers, is strikingly similar to
that of the corresponding cost-rate curve in figure II.F3, thereby
emphasizing the extent to which the cost of the OASDI program is
determined by the age patterns of the population. Because the cost
rate is basically the product of the number of beneficiaries and their
average benefit, divided by the product of the number of covered
workers and their average taxable earnings (and because average
benefits rise at about the same rate as average earnings), it is to be
expected that the pattern of the annual cost rates is similar to that
of the annual ratios of beneficiaries to workers. A graphical pre-
sentation of covered workers per beneficiary is shown in section IL.H
of the Overview.

f. Trust Fund Ratios

Table II.F20 shows, by alternative, the estimated trust fund ratios
(without regard to advance tax transfers that would be effected after
the end of the 10-year, short-range period) for the separate and
combined OASI and DI Trust Funds. Also shown in this table is the
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first year in which a fund is estimated to be exhausted, reflecting
the effect of the provision for advance tax transfers. The patterns of
the combined fund ratios, over the 75-year period, are shown graph-
ically in figure II.F6, for all three sets of assumptions.

Based on alternative II, the OASI] trust fund ratio rises steadily from
139 percent at the beginning of 1995, reaching a peak of 311 percent
at the beginning of 2012. This increase in the OASI trust fund ratio
results from the fact that the annual income rate (excluding interest)
exceeds annual outgo for several years (see table I.F13). Thereafter,
the OASI ratio declines steadily, with the OASI Trust Fund becoming
exhausted in 2031. The DI trust fund ratio follows a similar pattern,
except that it unfolds more rapidly. The DI trust fund ratio is es-
timated to rise from 54 percent at the beginning of 1995 to a peak
of 142 percent in 2003, and to decline thereafter until becoming
exhausted in 2016.

The trust fund ratio for the hypothetical combined OASI and DI
Trust Funds rises from 128 percent for 1995 to a peak of 269 percent
at the beginning of 2011. Thereafter, the ratio declines, with the
combined funds becoming exhausted in 2030. Based on the inter-
mediate estimates in last year’s report, the peak fund ratio for the
combined funds was estimated to be 241 percent and the year of
exhaustion was estimated to be 2029.

The trust fund ratio for the combined OASDI program begins to
decline in 2012, the year before annual expenditures begin to exceed
noninterest income. (For 2012, the very small excess of noninterest
income over outgo is not enough to allow the combined trust funds
to increase as rapidly as outgo; as a result the trust fund ratio begins
to fall.) Although the dollar amount of assets will continue to rise
through the beginning of 2019, because interest income more than
offsets the shortfall in noninterest income, revenue from the general
fund of the Treasury will be needed in increasingly large amounts,
beginning in 2013, to redeem the trust funds’ public-debt obligations
due to the cash-flow shortfall. This will differ from the experience of
recent years when the trust funds have been net lenders to the
general fund. The change in the cash flow between the trust funds
and the general fund is expected to have important public policy and
economic implications that go well beyond the operation of the OASDI
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program itself. Discussion of these issues is outside the scope of this
report.

Based on the low cost alternative I assumptions, the trust fund ratio
for the DI program increases throughout the long-range projection
period, reaching extremely high levels by 2070, of 1,762 percent. For
the OASI program, the trust fund ratio rises to a peak of 534 percent
in 2017, dropping thereafter to a stable level around 370 percent by
2045. For the combined OASDI program, trust fund ratios follow a
pattern similar to that for OASI, peaking at 530 percent in 2018,
and then falling, but with a gradual increase, starting around 2040,
to a level of 542 percent for 2070.

In contrast, under alternative III, the OASI trust fund ratio is es-
timated to peak at 170 percent in 2003, thereafter declining to fund
exhaustion by the end of 2020. The DI Trust Fund is estimated to
begin declining in 1998, becoming depleted in 2004. The combined
trust fund ratio is estimated to rise to a peak of 153 percent in 2000,
declining thereafter to fund exhaustion by the end of 2016.

The fact that the financing for the DI program is relatively more
adequate compared to the financing for the OASI program under low
cost assumptions, but relatively less adequate under high cost as-
sumptions is due to the tax rate reallocation enacted since the last
report. This reallocation roughly equalized the size of the long-range
actuarial deficits of the OASI and DI programs in relation to the
summarized cost rates under intermediate assumptions. A smaller
reallocation would have been needed to equalize the deficits in this
manner under low cost alternative I assumptions, while a larger
reallocation would have been needed under high cost alternative III
assumptions.

Thus, because of the high ultimate cost rates that are projected under
all but the most optimistic assumptions, income will eventually need
to be increased and/or program costs will need to be reduced in order
to prevent the trust funds from becoming exhausted.

Even under the high cost assumptions, however, the combined OASI
and DI funds on hand plus their estimated future income would be
able to cover their combined expenditures for over 20 years into the
future (until 2017). Under the alternative II assumptions the com-
bined starting funds plus estimated future income would be able to
cover expenditures for about 35 years into the future (until 2030).
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The program would be able to cover expenditures for the indefinite
future under the more optimistic assumptions in alternative I. In the
1994 report, the combined trust funds were projected to be exhausted
in 2014 under alternative III and in 2029 under alternative II.

TABLE HL.F20.—ESTIMATED TRUST FUND RATIOS BY TRUST FUND
CALENDAR YEARS 1995-2070

AND ALTERNATIVE,
{in percent)
Intermediate Low Cost High Cost

Com- Com- Com-

OASI DI bined OASI DI bined OAS!I DI bined
139 54 128 138 55 129 139 53 128
149 8 140 151 88 143 147 7% 138
160 108 153 166 12 160 154 92 145
174 119 166 184 145 179 160 91 150
187 126 179 205 166 200 165 85 153
200 130 190 226 187 221 168 73 153
212 137 201 249 214 244 169 61 182
224 141 211 273 241 269 170 47 150
235 142 221 299 265 294 170 30 147
246 140 230 325 287 320 170 1 143
258 136 238 351 308 345 170 1) 138
304 N 268 473 391 461 156 () 100
303 20 257 531 466 522 107 () 35
247 M 201 523 551 527 17 1) M
156 {") 13 486 631 503 Y] () )]
43 (%) 3 439 732 472 M V) ()

1) M () 39 865 450 1 9} M

M M M 377 998 447 1 1) M

) W) W) 371 1,099 457 1 ) M

M M M 371 1,210 473 M 1) M
() M M 370 1,329 487 4 1 M
M (1) N 368 1478 502 M ) )]
M (M M 368 1,626 520 M ) 4]
m M M sz 1762 542 M vl M
2031 2016 2030 @ @) @ 2020 2004 2016

1The trust fund is estimated to have been exhausted by the beginning of this The last line of
the table shows the specific year of trust fund exhaustion. year.

2The fund is not estimated 10 be exhausted within the projection period.

mmmwwmmmmww ‘I'heOAsolmossfownformrsmragnen
fund is estimated 10 are theoretical and are shown for informational purposes only.
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A graphic illustration of the trust fund ratios for the combined trust
funds is shown in figure ILF6 for each of the alternative sets of
assumptions.

FIGURE II.F6.—ESTIMATED TRUST FUND RATIOS, FOR OAS!I AND D!
TRUST FUNDS COMBINED, CALENDAR YEARS 1985-2070
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& Reasons for Change in Actuarial Balance from Last Report

Reasons for changes from last year’s report to this report in the
long-range actuarial balance under the intermediate assumptions are
itemized in table II.F21. Also shown are the estimated effects as-
sociated with each reason for change.

LE N.F21.—CHANGE IN ACTUARIAL BALANCE
OVER THE NEXT 75 YEARS BASED ON INTERMEDIATE ASSUMPTIONS
Y TRUST FUND AND REASON FOR CHANGE
[As a percentage of taxable payro¥}
tem OASI 2] Combined
Shown in last year's report:

INCOME MAB. ... ..ovviraiiininnsnasnsssnnncess 11.81 143 1324
Cost 1328 209 15.37
-1.46 -.66 =213
-.40 +.40 +.00
-.06 -.01 -07
+.11 +.01 +.12
+.02 +.00 +.02
-.00 -05 -05
-06 -01 -07
-.40 +35 -05
-1.87 -31 -217
1143 1.84 1327
1329 215 1544

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

Legislation enacted since last year’s report (see section II.A) is es-
timated to have a negligible effect on the combined OASDI actuarial
balance. The reallocation of payroll tax rates between OASI and DI
included in the Social Security Domestic Employment Reform Act of
1994 (Public Law 103-387) does, however, cause a significant change
in the actuarial balances for the separate OASI and DI programs.
This reallocation, intended to avert DI Trust Fund exhaustion that
was estimated to occur in 1995 in last year’s report, increased the
DI actuarial balance by 0.40 percent of taxable payroll, decreasing
‘the OASI actuarial balance by a corresponding amount.

In changing from the valuation period of last year’s report, which
was 1994-2068, to the valuation period of this report, 1995-2069, the
relatively large negative annual balance for the year 2069 is included.
This results in a decrease in the long-range actuarial balance. (Note
that the positive balance for 1994 is, in effect, retained because the
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funds accumulated during the year are included in the income rate
and the actuarial balance for this year’s report.)

Several demographic assumptions were modified: (1) the starting
population was updated to reflect revised intercensal estimates (1980
through 1990) and new postcensal estimates (1990 through 1993) by
the Bureau of the Census, which showed fewer people at high ages
than did earlier estimates; (2) projected mortality rates were in-
creased, reflecting the latest data, which were higher than expected
for 1992 and 1993; and (3) net other-than-legal immigration was
increased by 50,000 per year based on recent analysis by the Im-
migration and Naturalization Service. These modifications result in
increases in the long-range actuarial balance of approximately equal
size.

Ultimate economic assumptions were not changed for this report.
However, revised short-range economic assumptions, including sub-
stantially better growth in the labor force, real GDP, and average
real earnings, plus slower growth in prices, since last year’s report,
resulted in a small improvement in the long-range actuarial balance.

Projections of the number of disabled beneficiaries were increased
for years following the short-range period, for two reasons. First,
lower ultimate recovery rates were used. This change was made in
recognition of the continuing pattern of historically low recovery rates
for disabled worker beneficiaries. Second, disabled worker death ter-
mination rates were assumed to be lower than in last year’s report,
decreasing at about the same rate as for the general population death
rates. These modifications result in a reduction in the longrange
actuarial balance for the DI program.

Several significant mpmvements and updates were made in the
methods used to project the cost and income of the OASDI program.
Updated sample data for benefits awarded in 1993 were used as the
starting point for projecting the level of average benefits for future
beneficiaries. The increase in average benefit levels from the previous
sample, for 1992 awards, to the new sample was slightly higher than
had been previously projected.

Modifications were made in the method for projecting future changes
in the level of average benefits from those represented in the sample.
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These changes, along with the effect of using the new sample for
1993, resulted in a reduction in the actuarial balance.

The maximum allowable levels (caps) for projected female labor force
participation rates at some ages were raised due to a reduction in
the effect of the latest actual observations on these caps. Also, re-
ductions in the rate at which insured individuals claim retirement
benefits have resulted in a lower starting level of OASI beneficiaries
than was assumed for the last report. These two changes tended to
increase the actuarial balance, partially offsetting the reduction due
to changes in methods for projecting average benefits.

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 eco-
nomic concepts, such as the gross domestic product (GDP). OASDI
outlays generally rise from a little less than 5 percent of GDP cur-
rently to about 6.9 percent of GDP by the end of the 75-year projection
period under alternative II. Discussion of both the cost and the tax-
able payroll of the OASDI program in relation to GDP is presented
in section III.C.
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G. LONG-RANGE SENSITIVITY ANALYSIS

This section presents estimates which illustrate the sensitivity of the
long-range actuarial balance of the QASDI program to changes in
selected individual assumptions. The estimates based on the three
alternative sets of assumptions (see sections I1.D and I1.F2) illustrate
the effects of varying all of the principal assumptions simultaneously
in order to portray a generally more optimistic or pessimistic future,
in terms of the financial status of the OASDI program. In the sen-
sitivity analysis presented in this section, the intermediate alter-
native I is used as the reference point, and one assumption at a
time is varied within that alternative. Similar variations in the se-
lected assumptions within the other alternatives would result in
similar relative variations in the long-range estimates.

Each table that follows shows the effects of changing a particular
assumption on the OASDI summarized income rates, summarized
cost rates, and actuarial balances (as defined earlier in this report)
for 25-year, 50-year, and 75-year valuation periods. Because the in-
come rate varies only slightly with changes in assumptions, it is not
considered in the discussion of the tables. The change in each of the
actuarial balances is approximately equal to the change in the cor-
responding cost rate, but in the opposite direction.

1. Total Fertility Rate

Table I1.G1 shows the estimated OASDI income rates, cost rates,
and actuarial balances, on the basis of alternative II with various
assumptions about the ultimate total fertility rate. These assump-
tions are that the ultimate total fertility rate will be 1.6 children per
woman (as assumed for alternative III), 1.9 (as assumed for al-
ternative II), and 2.2 (as assumed for alternative I). The rate is
assumed to change gradually from its current level and to reach the
various ultimate values in 2019.
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TABLE I.G1.—ESTIMATED OASDI INCOME RATES, COST RATES, AND
ACTUARIAL ESTIMATES

BSASED ON INTERMEDIATE
WITH VARIOUS FERTILITY ASSUMPTIONS

19 22

13.44 13.45
1328 1327
1327 1324
1291 1294
14.61 14.51
1544 14.99

+.54 +.51
-133 ~-1.24
2137 -175

'mwmmmwmbummammmmmuaw

For the 25-year period, the cost rate for the three fertility assump-
tions varies by only about 0.07 percent of taxable payroll. In contrast,
the 75-year cost rate varies over a wide range, decreasing from 15.92
to 14.99 percent, as the assumed ultimate total fertility rate increases
from 1.6 to 2.2. Similarly, while the 25-year actuarial balance varies
by only 0.06 percent of taxable payroll, the 75-year actuarial balance
varies overamuchwidermgge, from -2.62 to -1.75 percent.
During the 25-year period, the very slight effect of changes in fertility
on the working population is more than offset by increases in the
number of child beneficiaries. Hence, the program cost slightly in-
creases with higher fertility. For the 75-year long-range period, how-
ever, changes in fertility have a relatively greater impact on the labor
force than on the beneficiary population. As a result, an increase in
fertility significantly reduces the cost rate. Each increase of 0.1 in
the ultimate total fertility rate increases the long-range actuarial
balance by about 0.15 percent of taxable payroll.

2. Death Rates

Table II.G2 shows the estimated OASDI income rates, cost rates,
and actuarial balances, on the basis of alternative II with various
assumptions about future reductions in death rates. The analysis
was developed by varying the percentage decrease assumed to occur
during 1994-2069 in the death rates by age, sex, and cause of death.
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The decreases assumed for this period, summarized as changes in
the age-sex-adjusted death rate, are about 16 percent (as assumed
for alternative I), 35 percent (as assumed for alternative II), and 54
percent (as assumed for alternative III). It should be noted that these
reductions do not apply uniformly to all ages, as some variation by
age was assumed (see section II.H1) consistent with the objective of
selecting assumptions for alternatives I and III that are relatively
more optimistic and more pessimistic, respectively, in terms of the
financing of the OASDI program.

TABLE 11.G2.—ESTIMATED OASDI INCOME RATES, COST RATES, AND
RMEDIATE ESTIMATES

ACTUARIAL BALANCES, BASED ON INTE!
WITH VARIOUS DEATH-RATE
{As a percentage of taxable payrol]

Reduction in death rates!

Valuation period 16 percent 35 percent 54 percent
Summarized income rate:

25-year: 1995-2019...........cvvvenen. 1344 1344 1345
S0-year. 1995-2044.................... 13.26 1328 13.30
75year: 1995-2089.................... 1324 13.27 1331

Summarized cost rale: .
25year: 19952019, . ...........oiunnn 12.68 12.91 13.12
50-year: 1995-2044. ................... 14.12 : 14.61 15.11
75-year. 1995-2069. ...........ccoennnn. 14.71 15.44 1627
25-year: 19952019.............c000ue +.75 +.54 +.33
50-year: 1995-2044.................... -.86 -133 -1.81
75-year: 19952069.................... ~1.48 -2.17 -2.96

;Tmmwndmmmmumnmmhmwwmmwm

The variation in cost for the 25-year period is less pronounced than
the variation for the 75-year period because the decreases in death
rates are assumed to occur gradually and because of the specific
changes in the age composition of the population that are projected
to occur. The 25-year cost rate increases from 12.68 percent (for
16-percent lower ultimate death rates) to 13.12 percent (for 54-
percent lower ultimate rates). The 75-year cost rate increases from
14.71 to 16.27 percent. The actuarial balance decreases from +0.75
to +0.33 percent for the 25-year period, and from -1.48 to -2.96
percent for the 75-year period.

Lower death rates cause both the income (as well as taxable payroll)
and the outgo of the OASDI program to be higher than they would
otherwise be. The relative increase in outgo, however, exceeds the
relative increase in taxable payroll. For any given year, reductions
in the death rates for people who have attained the retirement el-
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igibility age of 62 (people whose death rates are the highest) increase
the number of retired-worker beneficiaries (and, therefore, the amount
of retirement benefits paid) without adding significantly to the num-
ber of covered workers (and, therefore, to the taxable payroll). Al-
though reductions for people aged 50 to retirement eligibility age do
result in significant increases to the taxable payroll, those increases
are not large enough to offset the sum of the additional retirement
benefits mentioned above and the disability benefits paid to ad-
ditional beneficiaries in this pre-retirement age group. 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 for all ages are lowered
by about 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-percentage-point reduction in the age-
sex-adjusted death rate assumed to occur in 1994-2069, relative to
the 35-percent reduction assumed for alternative II, decreases the
long-range actuarial balance by about 0.39 percent of taxable payroll.

3. Net Immigration

Table I1.G3 shows the estimated OASDI income rates, cost rates,
and actuarial balances, under alternative II with various assump-
tions about the magnitude of net immigration. These assumptions
are that the annual net immigration will be 750,000 persons (as
assumed for alternative III), 900,000 persons (as assumed for al-
ternative II), and 1,150,000 persons (as assumed for alternative I).
TABLE IL.G3.—ESTIMATED OASDI INCOME RATES, COST RATES, AND

ACTUARIAL BALANCES, BASED ON INTERMEDIATE ESTIMATES
WITH VARIOUS NETMMIGRATION ASSUMPTIONS

{As a percentage of taxable payrolf]
Net immigration per year
Valuation period 750,000 900,000 1,150,000
‘Summarized income rate:
25-year; 1995-2018...........ceannnen 1345 1344 1343
S0-year: 1995-2044.................... 13.29 13.28 1326
75-year. 1995-2069............... ..., 1328 1327 1325
Summarized cost rate:
25-year: 1995-2019.................... 12.95 12.91 12.83
50-year: 1995-2044.................... 14.70 14.61 14.46
75-year. 1995-20689.................... 15.55 1544 1527
25-year: 1995-2019............... ...t +.50 +.54 +.61
50-year: 1995-2044.................... -141 -1.33 -1.20
75-year: 1995-2069...........c00000nnnn -2.28 =217 -2.02
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For all three periods, the cost rate decreases with increasing rates
of net immigration. For the 25-year period, the cost rate decreases
from 12.95 percent of taxable payroll (for annual net immigration of
750,000 persons) to 12.83 percent (for annual net immigration of
1,150,000 persons). For the 50-year period, it decreases from 14.70
percent to 14.46 percent, and for the 75-year period, it decreases from
15.55 percent to 15.27 percent. The actuarial balance increases from
+0.50 to +0.61 percent for the 25-year period, from -1.41 to -1.20 for
the 50-year period, and from —-2.28 to —2.02 percent for the 75-year
period.

The cost rate decreases with increasing rates of net immigration
because immigration occurs -at relatively young ages, thereby in-
creasing the numbers of covered workers earlier than the numbers
of beneficiaries. Each additional group of 100,000 immigrants relative
to the 900,000 net immigration assumed for alternative II, increases
the long-range actuarial balance by about 0.06 percent of taxable
payroll.

4. Real-Wage Differential

Table I1.G4 shows the estimated OASDI income rates, cost rates,
and actuarial balances, on the basis of alternative II with various
assumptions about the real-wage differential. These assumptions are
that the ultimate real-wage differential will be 0.5 percentage point
(as assumed for alternative III), 1.0 percentage points (as assumed
for alternative II), and 1.5 percentage points (as assumed for al-
ternative I). In each case, the ultimate annual increase in the CPI
is assumed to be 4.0 percent (as assumed for alternative II), yielding
ultimate percentage increases in average annual wages in covered
employment of 4.5, 5.0, and 5.5 percent under alternatives III, II,
and I, respectively.

For the 25-year period, the cost rate decreases from 13.30 percent
(for a real-wage differential of 0.5 percentage point) to 12.52 percent
(for a differential of 1.5 percentage points). For the 50-year period,
it decreases from 15.16 to 14.05 percent, and for the 75-year period
it decreases from 16.04 to 14.84 percent. The actuarial balance in-
creases from +0.19 to +0.88 percent for the 25-year period, from —1.83
to —0.83 for the 50-year period, and from -2.71 to —1.63 percent for
the 75-year period.
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TABLE U.G4.—ESTIMATED OASDI INCOME RATES, COST RATES, AND
ACTUARIAL BAI.ANCES, ON INTERMEDIATE ESTIMATES
WITH VARIOUS REAL-WAGE ASSUMPTIONS
[As a percentage of taxable payroll]
Ulimate percentage increase in wages-CPI1
Valuation period 4.54.0 5.04.0 5.5-4.0
income rate:
25-year: 1995-2019.......cccoveveennnns 1349 1344 1340
r1995-2044.............00000t 13.34 1328 1322
75-year. 1995-2069............c00nuune 13.33 1327 13.21
COSt rate:
25-year: 19952019 ................... 13.30 12.91 12.52
19952044, . ... ..oiuieninnnnn 15.16 14.61 14.05
75-year: 1995-2069. . ... 16.04 1544 14.84
r 1995-2019. .. ... ciiiiiienene, +.19 +.54 +.88
25'm:- 1995-2044. ... .ooirennnnnnns -1.83 -1.33 -.83
75-year. 1995-2069..........cccuvunnnn -27 -2.17 -1.63

1The first vaiue in each pair is the assumed ultimate annual percentage increase in average wages
Commomer Poee TdexThe cfarerace Detwoan T Bwo vakes 1 e reak-nage dftarormar |
The cost rate decreases with increasing real-wage differentials, be-
cause 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 dif-
ferential increases the long-range actuarial balance by about 0.54
percent of taxable payroll.

5. Consumer Price Index

Table II.G5 shows the estimated OASDI income rates, cost rates,
and actuarial balances, on the basis of alternative II 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 3.0 percent (as assumed for alternative I), 4.0 percent
(as assumed for alternative II), and 5.0 percent (as assumed for
alternative III). In each case, the ultimate real-wage differential is
assumed to be 1.0 percentage points (as assumed for alternative II),
yielding ultimate percentage increases in average annual wages in
covered employment of 4.0, 5.0, and 6.0 percent under alternatives
1, II, and III, respectively.
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TABLE R.G5.—ESTIMATED OASDI INCOME RATES, COST RATES, AND
ACTUARIAL BALANCES, BASED TE ESTIMATES

ON INTERMEDIATE
WITH VARIOUS
[As a percentage of taxable payroll]
Uimate percentage increase in wages-CP1’
Valuation period 4.0-30 5.0-4.0 6.0-5.0
Summarized income rate:
25-year: 1995-2019.................. . 13.46 13.44 13.42
S0-year: 1995-2044.................... 13.30 13.28 13.26
75-year: 1995-2069.................... 1329 1327 1325
Ccost rate:
25-year: 1995-2019.............c000ne 13.05 12.91 12.77
S50-year: 1995-2044.................... 14.81 14.61 14.40
75-year: 1995-2069............cc0uunn. 15.68 15.44 15.21
25-year: 1995-2019..........ccuuiunnn +.42 +.54 +.66
S0-year: 1995-2044. . .................. -1.52 -1.33 ~1.14
75-year. 19952089 ..........c0c0utnnn -2.39 -2.17 ~1.96
1The first vaiue in each is the assumed ultimate annual percentage incCrease in average wages
mmmplmt mmsummmmmnm
Consumer Price

For all three periods, the cost rate decreases with greater assumed
rates of increase in the CPI. For the 25-year period, the cost rate
decreases from 13.05 (for CPI increases of 3.0 percent) to 12.77 per-
cent (for CPI increases of 5.0 percent). For the 50-year period, it
decreases from 14.81 to 14.40 percent, and for the 75-year period, it
decreases from 15.68 to 15.21 percent. The actuarial balance in-
creases from +0.42 to +0.66 percent for the 25-year period, from -1.52

to -1.14 for the 50-year period, andﬁ'om—239to-196pereentfor
the 75-year 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 in-
crease 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
0.21 percent of taxable payroll.
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6. Real Interest Rate

Table I1.G6 shows the estimated OASDI income rates, cost rates,
and actuarial balances, on the basis of alternative II with various
assumptions about the annual nominal real interest rate for special
public-debt obligations issuable to the trust funds, which are com-
pounded semiannually. These assumptions are that the ultimate
annual real interest rate will be 1.5 percent (as assumed for al-
ternative III), 2.3 percent (as assumed for alternative II), and 3.0
percent (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 II), resulting in ultimate annual yields of 5.6, 6.4, and
7.1 percent under alternatives III, II, and I, respectively.

TABLE I.G6.—ESTIMATED OASDI INCOME RATES, COST RATES, AND
ACTUARIAL BALANCES, BASED ON INTERMEDIATE ESTIMATES
WITH VARIOUS REAL INTEREST ASSUMPTIONS
{As a percentage of tmxable payroll]

Uimate annual real interest rate

1.5 percent 2.3 percent 3.0 percent

13.40 13.44 1348
1324 13.28 13.32
1324 13.27 13.30
13.00 12.91 12.83
14.92 14.61 14,35
15.92 15.44 15.05

+40 +.54 +.65
~1.68 -1.33 -1.03
-2.68 -2.17 -1.75

For the 25-year period, the cost rate decreases slightly with in-
creasing real interest rates from 13.00 percent (for an ultimate real
interest rate of 1.5 percent) to 12.83 percent (for an ultimate real
interest rate of 3.0 percent). For the 50-year period, it decreases from
14.92 to 14.35 percent, and for the 75-year period, it decreases from
15.92 to 15.05 percent. The actuarial balance increases from +0.40
to +0.65 percent for the 25-year period, from ~1.68 to -1.03 percent
for the 50-year period, and from —2.68 to -1.75 percent for the 75-year
period. Each 0.5-percentage-point increase in the assumed real in-
terest rate increases the long-range actuarial balance by about 0.31
percent of taxable payroll.
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7. Disability Incidence Rates

Table II.G7 shows the estimated OASDI income rates, cost rates,
and actuarial balances, on the basis of alternative II with various
assumptions concerning future disability incidence rates. For all three
alternatives, incidence rates by age and sex are assumed to increase
during the early years of the projection period before declining to
ultimate levels, which are attained in 2009. At that time they reach
levels that, in comparison to the corresponding annual rates ex-
perienced during the base period 1984-86, are higher by about 8
percent for alternative I, 35 percent for alternative II, and 62 percent
for alternative III.

TABLE ILG7.—ESTIMATED OASDI INCOME RATES, COST RATES, AND
ACTUARIAL BALANCES, BASED ON INTERMEDIATE ESTIMATES
WITH VARIOUS DISABRUITY

[As a percentage of tmbie payrol]
Disability incidence rates based on altemative—

Valuation period 1 ] (1]
Summarized income rate:

25-year: 1995-2019.................... 13.44 13.44 1344

50-year: 1995-2044.................... 1327 1328 1328

75-year: 1995-2089. ............c00ne 1327 1327 1327

Summarized cost rate:

25-year: 1995-2019.............ccvuus 12.70 12.91 13.11

119952044, ... .. ..ooiiainn.. 1434 14.61 14.87

75-year: 1995-2069.................... 15.16 15.44 15.73

25-year: 19952019.................... +.74 +54 +33

50-year: 19952044, ................... -1.06 -1.33 -1.59

75-year: 1995-2089..........00000vnnnn -1.89 -2.17 -2.45

For the 25-year period, the cost rate increases with increasing dis-
ability incidence rates from 12.70 percent (for the relatively low rates
assumed for alternative I) to 13.11 percent (for the relatively high
rates assumed for alternative III). For the 50-year period, it increases
from 14.34 to 14.87 percent, and for the 75-year period, it increases
from 15.16 to 15.73 percent. The actuarial balance decreases from
+0.74 to +0.33 percent for the 25-year period, from -1.06 to —-1.59
percent for the 50-year period, and from -1.89 to —2.45 percent for
the 75-year period. Each 10-percentage point increase from the base
period in the ultimate assumed groes incidence rate decreases the
long-range OASDI actuarial balance by about 0.10 percent of taxable
payroll.
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8. Disability Termination Rates

Table I1.G8 shows the estimated OASDI income rates, cost rates,
and actuarial balances, on the basis of alternative II with various
assumptions about future disability termination rates.

For alternative II, death-termination rates by age and sex are as-
sumed to decline until they reach levels by the end of the 75-year
period that, in comparison to the corresponding annual rates ex-
perienced during the base period 1977-80, are lower by about 33
percent for men and 26 percent for women. For the other alternatives,
the rates are assumed to spread gradually from the rates for al-
ternative II. By the end of the projection period, for men the rates
are 16 percent lower for alternative I and 48 percent lower for al-
ternative III, and for women they are 6 percent lower for alternative
I and 46 percent lower for alternative III.

For alternative II, ultimate recovery-termination rates by age and
sex are assumed to be attained in 2009; such rates are assumed to
be about 50 percent lower than those experienced in the base period,
1977-80. For the other alternatives, the rates are assumed to spread
gradually from the rates for alternative II; from that year until the
end of the projection period the rates under alternative I and III are
20 percent higher and lower, respectively, than the rates for al-
ternative II. :

TABLE I.G8.—ESTIMATED OASDI INCOME RATES, COST RATES, AND
ACTUARIAL BALANCES, BASED ON INTERMEDIATE ESTIMATES
WITH VARIOUS DISABILITY TERMINATION ASSUMPTIONS
[As a percantage of taxable payroil]
Mymmsbmdonmnm—_
! it R m

1344 13.44 1344
1328 13.28 1328
1327 1327 1327
12.87 12.91 1293
14.56 14.61 14.66
15.38 1544 15.50
+.57 +.54 +.51
-1.28 -1.33 -1.38
2.1 -217 -223

¢

For the 25-year period, the cost rate increases with decreasing dis-
ability termination rates from 12.87 percent (for the relatively high

141



142

Actuarial Analysis

rates assumed for alternative I) to 12.93 percent (for the relatively
low rates assumed for alternative III). For the 50-year period, it
increases from 14.56 to 14.66 percent, and for the 75-year period, it
increases from 15.38 to 15.50 percent. The actuarial balance de-
creases from +0.57 to +0.51 percent for the 25-year period, from -1.28
to -1.38 percent for the 50-year period, and from -2.11 to -2.23
percent for the 75-year period.
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H. ASSUMPTIONS AND METHODS UNDERLYING THE
ACTUARIAL ESTIMATES

This section describes the assumptions and methods which underlie
the actuarial estimates in this report. Unless specifically stated oth-
erwise, the assumptions and methods were used for each of the three
alternatives and for both the short-range and long-range periods.
Some of the principal economic and demographic assumptions which
vary by alternative are summarized in section II.D. Further details
about the assumptions, methods, and actuarial estimates are con-
tained in Actuarial Studies published by the Office of the Actuary,
Social Security Administration, which are available upon request.!

1. Total Population

Projections were made of the population in the Social Security Area
by age, sex, and marital status as of January 1 of each year 1994
through 2080. The starting Social Security Area population for Jan-
uary 1, 1993 was developed from the estimated United States pop-
ulation, including armed forces overseas, based on data from the
Bureau of the Census, adjusted for net census undercount and in-
creased for other U.S. citizens living abroad and for populations in
the geographic areas covered by the OASDI program but not included
in the U.S. population. This starting population was then projected
using assumed rates of birth, death, marriage, and divorce and as-
sumed levels of migration. Since the last Trustees’ Report, the Bu-
reau of the Census has revised the intercensal 1980-1990 population
figures. These revised figures are included in this year’s report. Be-
cause of these changes, historical numbers after 1980 will have
changed from prior Trustees’ Reports.

Historically, fertility rates in the United States have fluctuated wide-
ly. 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 child-bearing
period. The total fertility rate decreased from 3.3 children per woman
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. After 1976, the total fertility rate
began to rise again, reaching a level of 2.07 for 1991. Since then, it

1 To obtain copies of this report or studiss published by the Office of e Actuary write to: Office of the , Social
«: M»ﬁmuﬂmmwuﬁmwmqw
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has declined slightly to a level currently estimated at 2.06 for 1993
and 1994.

These variations in fertility rates have resulted from changes in many
factors, including social attitudes, economic conditions, and the use
of birth-control methods. Future fertility rates may be expected to
remain close to recent levels. The recent historical and projected
trends in certain population characteristics 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 2.2, 1.9,
and 1.6 children per woman were selected for alternatives I, II, and
ITI, respectively. For each alternative, the total fertility rate is as-
sumed to reach its ultimate level in 2019. A rate of 2.1 would ul-
timately result in a nearly constant population if net immigration
were zero and if death rates were constant.

Historically, death rates in the United States have declined fairly
steadily. Historical rates used in preparing this report were cal-
culated using data from the National Center for Health Statistics
(NCHS) that are final for 1900-91 (by cause of death starting in 1968)
and provisional for 1992 and 1993. For ages 65 and over, Medicare
final data for years 1968 through 1992, and provisional data for 1993
were used. The age-sex-adjusted death rate—which is calculated here
as the crude rate that would occur in the enumerated total population
as of April 1, 1980, if that population were to experience the death
rates by age and sex for the selected year—declined at an average
rate of 1.2 percent per year between 1900 and 1993. Between 1968
and 1991, the period for which death rates are available by cause,
the age-sex adjusted death rate (for all causes combined) declined at
an average rate of 1.4 percent per year. However, since 1982, age-sex
adjusted death rates have declined more slowly, at average rates of
0.7 percent between 1982 and 1991, and 0.5 percent between 1982
and 1993.

Reductions in death rates have resulted from many factors, including
increased medical knowledge and availability of health-care services,
and improvements in personal health-care practices such as diet and
exercise. Based on consideration of the expected rate of future progress
in these and other areas, three alternative sets of ultimate annual
percentage reductions in central death rates by age, sex, and cause
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of death were selected for 2019 and later. The intermediate set, which
is used for alternative II, is considered to be the most likely to occur.
Except for those causes of death which primarily affect children and
people of working age, the average annual percentage reductions
used for alternative I are smaller than those for alternative II, while
those used for alternative III are greater.

Between 1993 and 2019, the reductions in central death rates for
alternative II are assumed to change gradually from the average
annual reductions by age, sex, and cause of death observed between
1968 and 1991, to the ultimate annual percentage reductions by age,
sex, and cause of death assumed for 2019 and later. Alternative I
reductions are assumed to change gradually from 50 percent of the
average annual reductions observed between 1968 and 1991, while
alternative III reductions are assumed to change gradually from 150
percent of the average annual reductions observed between 1968 and
1991.

After adjustment for changes in the age-sex distribution of the pop-
ulation, the resulting death rates were projected to decline at an
average annual rate of about 0.3 percent, 0.6 percent, and 1.0 percent
between 1993 and 2069 for alternatives I, II, and III, respectively.

For calendar years 1993 and 1994, the net legal immigration is
assumed to be 660,000 and 645,000 persons per year, respectively.
In addition, for these years the net other-than-legal immigration
assumption is 250,000 persons per year. The Immigration and Nat-
uralization Service (INS) is currently in the process of revising its
estimates of net illegal immigration based on (1) information pro-
vided by persons legalized under the Immigration Reform and Con-
trol Act of 1986, (2) counts of unauthorized immigrants in census
surveys, (3) the number of overstays of legally admitted persons, and
(4) other INS statistics. Based on information provided by the INS,
assumed annual rates of net other-than-legal immigration have been
increased by 50,000 per year in this report. The Bureau of the Census
also is increasing its estimates.

The Immigration Act of 1990 increased substantially the number of
legal immigrants permitted starting in 1992. For calendar year 1995,
net immigration is assumed to be 1,180,000, 910,000, and 750,000
persons per year for alternatives I, II, and III, respectively. Of these
net numbers of immigrants, 780,000, 660,000, and 600,000, respec-
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tively, are assumed to be legal, and the remainders are assumed to
be other-than-legal. Based on changes in immigration categories and
limits specified in the 1990 legislation, the estimated level of net
legal immigration varies for years through 2000, reaching an as-
sumed ultimate level for 2001 and later. Net immigration for 1996
through 2001 is assumed to be 1,200,000, 925,000, and 750,000 per-
sons per year for alternatives I, I, and III, respectively. Of these net
numbers of immigrants, 800,000, 675,000, and 600,000, respectively,
are assumed to be legal, and the remainders are assumed to be
other-than-legal. Net immigration for 2002 and later is assumed to
be 1,150,000, 900,000, and 750,000 persons per year for alternatives
I, II, and I, respectively. Of these net numbers of immigrants,
750,000, 650,000, and 600,000, respectively, are agsumed to be legal,
and the remainders are assumed to be other-than-legal.

Table II.LH1 shows the projected population as of July 1 by broad age
group, for the three alternatives. Also shown are tabulated aged
dependency ratios (see table footnotes for definitions). Because el-
igibility for many types of OASDI benefits depends on marital status,
the population was projected by marital status, as well as by age
and sex. Mamgeanddxvoreerateswerebasedonreeentdataﬁ-om
the National Center for Health Statistics.
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TABLE 0.H1.—~SOCIAL SECURITY AREA POPULATION AS OF JULY 1 AND
DEPENDENCY RATIOS, BY ALTERNATIVE AND BROAD AGE GROUP,
CALENDAR YEARS 1950-2070

Population (in thousands) Dependency ratio

Calendar year Under 20 20-84 65 and over Total Aged! TotaR
53,895 92,739 12,752 159,386 0.138 0.719
72,989 99,842 17.250 190,081 A73 904
80,124 104,826 19,082 204,041 182 946
80,672 113,184 20,920 214,776 .185 898
78,428 23,265 ,545 .189 828
74,553 134,408 26,145 235,104 195 749
73,141 144,695 29,026 246,061 201 706
74,975 152,614 31,928 259,517 209 700
78,949 159,928 34,205 082 214 708
81,461 168,352 35,338 285,151 210 694
81, 177,640 36,674 668
81,734 185,732 39,642 307,107 213 653
81,221 190,825 45,510 317,656 2 664
81,758 1 52,805 g 274 698
82, 1 61,118 318 747
83,014 192,107 68,012 343,134 786
83,015 194,313 71,514 348,841 368 795
83, 708 3853, 367 787
83, 1 364 778
83, 201,894 74,502 360,006 369 784
84,073 202,259 78,750 082 379 795
84,332 202,143 79, 366,143 394 a1
84,521 203,005 81,755 369,281 403 818
84,738 204,200 83 372,312 408 823
78,095 160,236 34,193 273,525 213 707
82,474 169,757 ,123 287,354 207 693
84,44 180,107 ,072 ,673 200 669
86,422 89,203 314,204 204 661
88,806 195,450 43,967 225 679
92,630 196,888 50,741 342,259 255 721
633 200,521 58,431 355,585 291 773
100,105 203,164 64,596 367,065 318 811
103,071 208,837 67,390 379,298 323 816
106,048 216,345 67,906 314 B804
109,451 223,504 68,031 401,287 304 793
113,184 230,169 ,233 412,587 301 793
71,316 ¢ 302 797

120,399 242,582 74,043 437,024 305 802
1 250,183 76,176 304 799
127,414 258,170 193 463,777 303 796
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TABLEIIJH—SOGIAL CUMYABEAPOPULM‘IONASOFJULY! AND
DEPENDENCY RATIOS, BY ALTERNATIVE AND BROAD AGE GROUP,

YEARS 1950-2070 (Cont.)
Population (in thousands) Dependency ratio
Under 20 2064 65 and over Total Aged! TotaR
78,852 150,744 222 272,818 0.214 0.708
80,662 167,451 35,570 283,682 212 694
79,858 175,055 37274 292,967 212 666
77,6852 183,256 40,678 301,587 222 646
74,525 187,905 47,037 309,467 250 647
72,160 188,901 54,920 315,981 291 673
70,281 186,830 63,960 321,071 342 78
184,447 . 1,780 324,558 389 .760
66,161 183,783 76,341 415 775
64,245 183,655 78,421 326,321 427 an
62,483 182,649 79,829 324,941 437 779
60,771 179,686 82,075 322,532 457 795
59,172 175,362 84,985 319,829 485 822
57,632 170,006 88,551 316,269 521 859
56,143 165,779 90,952 312,873 548 887
54,728 162,026 92,473 309,228 571 909

1Population aged 65 and over, divided by population aged 20-64.
2Sum of population aged 65 and over, and population under age 20, mio.dbypcpuhnmagsdzosc
Note: Totals do not necessarily equal the sums of rounded components.

2. 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 number of covered workers were made
by applying projected coverage rates to the projected Social Security
Area population. 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 par-
ticipation rates and unemployment rates, and their historical re-
lationships to coverage rates. In addition, the coverage rates were
adjusted to reflect the increase in coverage of (1) State and local
government employment that will result from the Omnibus Budget
Reconciliation Act of 1990 and (2) Federal civilian employment that
will result from the 1983 Social Security 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 num-
ber of children in the population, the level of retirement benefits,
and the state of the economy. All of these factors vary by alternative.
For men, the projected age-adjusted labor force participation rates
for the year 2070 for alternatives I, II, and III are 1.1, 1.5, and 2.5
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percentage points lower, respectively, than the 1994 level of 75.2
percent. For women, the projected age-adjusted labor force partic-
ipation rates increase for alternatives I and II and decrease for
alternative ITI. The projected age-adjusted rates for 2070 are 2.4, 1.0,
and -1.2 percentage points, respectively, different from the 1994 level
of 58.7 percent. -

The total age-sex-adjusted unemployment rate averaged 5.7 percent
for the last 30 years 1965-94 and 6.1 percent for the 10 years 1985-94.
The ultimate total age-sex-adjusted unemployment rate is assumed
to be 5.0, 6.0, and 7.0 percent for alternatives I, II, and III, re-
spectively. Because the unemployment rate depends on the state of
the economy, cyclical trends are reflected in the short-range period.
Unemployment levels off to the assumed ultimate age-sex-adjusted
rate by the year 2005, for each of the three alternatives.

The projected age-adjusted coverage rate for men changes from its
1994 level of 73.8 percent to 72.8, 71.9, and 70.8 percent in 2070 on
the basis of alternatives I, II, and III, respectively. For women, it
changes from its 1994 level of 61.1 percent to 62.2, 60.4, and 57.8
percent for alternatives I, II, and III, respectively.

3. Average Earnings, Inflation, and Real Interest Rate

Future increases in average earnings and in the Consumer Price
Index for Urban Wage Earners and Clerical Workers (CPI-W, here-
inafter denoted as “CPI”) will directly affect the OASDI program.
Increases in the CPI directly affect the automatic cost-of-living ben-
efit increases, while inflation, in general, affects the nominal levels
of average earnings, GDP, and taxable payroll. 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. 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 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 for OASDI covered employment in table
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IL.D1 of this report), and average net earnings of self-employed per-
sons. Each of these was subdivided into increases in real average
earnings and increases in the CPI. For simplicity, real increases in
the average covered wage are sometimes expressed in the form of
real-wage differentials—i.e., the percentage increase in the average
nominal wage minus the percentage increase in the CPIL.

The assumed ultimate increases in average real earnings are based
on analysis of trends in productivity gains and the factors linking
productivity gains with increases in average real earnings. For the
40 years 1954-93, annual increases in productivity for the total U.S.
economy averaged 1.6 percent, the result of average annual increases
of 2.4, 2.3, 0.8, and 1.0 percent for the 10-year periods 1954-63,
1964-73, 1974-83 and 1984-93, respectively. Meanwhile, the average
annual rate of change in average real earnings for the total U.S.
economy was an increase of 0.9 percent for the 40 years 1954-93, the
result of average annual increases of 2.0, 2.1, 1.5, and 1.2 percent,
respectively, for the aforementioned 10-year periods. The change in
the linkages between annual increases in productivity and real earn-
ings averaged —0.7 percent for the 40 years 1954-93, and —0.5, -0.2,
—-2.3, and 0.2 percent, respectively, for the aforementioned 10-year
periods. The change in the linkages reflects changes in such factors
as the average number of hours worked per year, labor's share of
total output, the proportion of employee compensation paid as wages,
and price adjustment reflecting the ratio of the GDP implicit price
deflator to the CPI.

The average annual rate of change in the average real wage in OASDI
covered employment was 1.1 percent over the 40 years 1954-93.
However, the average annual rates of change over the 10-year periods
varied considerably. The average annual rates of change for the
10-year periods 1954-63, 1964-73, 1974-83, and 1984-93 were 2.1
percent, 1.7 percent, —0.4 percent and 1.0 percent, respectively.

The ultimate annual increases in productivity for all sectors—
wage-and-salary workers, self-employed persons, and the total econ-
omy—are assumed to be about 1.7, 1.4, and 1.1 percent for alter-
natives I, II, and III, respectively. The corresponding ultimate annual
rates of change in the linkages for wage-and-salary workers are
assumed to be declines of 0.2, 0.4, and 0.6 percent for alternatives
1, II, and III, respectively. These linkages are made up of assumed
annual decreases of 0.1, 0.2, and 0.3 percent in average hours worked
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per year, and 0.1, 0.2, and 0.3 percent annual declines in wages as
a share of compensation, for alternatives I, II, and III, respectively.
No ultimate change is assumed for the historically relatively stable
ratio of employee compensation to GDP. The resulting ultimate re-
al-wage differentials are 1.5, 1.0, and 0.5 percent for alternatives I,
II, and III, respectively. Ultimate annual declines in the linkages for
self-employed persons are smaller because the proportion of reported
compensation that is considered earnings remains constant. As a
result, ultimate average real-earnings growth rates for the self-
employed are assumed to be higher than for wage-and-salary work-
ers. The corresponding ultimate average real-earnings for wage-
and-salary workers and self-employed persons, combined, are slightly
higher than those assumed for wage-and-salary workers only.

Historically, the CPI has increased, on average, by 4.3 percent for
the 40 years 1955-94, 5.3 percent for the 30 years 1965-94, 5.5 percent
for the 20 years 1975-94, and 3.5 percent for the 10 years 1985-94.
The 5.5 percent increase during 1975-94 reflects sharp increases in
oil prices and their subsequent effect on the overall economy. The
ultimate average annual CPI increases of 3.0, 4.0, and 5.0 percent
for alternatives I, II, and III, respectively, were chosen to include a
reasonable range of possible future experience. The GDP implicit
price deflator has increased by 4.4 percent annually for the 40 years
1955-94, 5.2 percent annually for the 30 years 1965-94, 5.3 percent
annually for the 20 years 1975-94, and 3.3 percent annually for the
10 years 1985-94. For this Trustees’ Report, increases in the GDP
implicit price deflator are assumed to be slower by about 0.2 percent,
0.3 percent, and 0.5 percent annually than increases in the CPI-W
for alternatives I, II, and III, respectively, for the first 10 projection
years 1995-2004. The assumed differential between the increase in
the GDP implicit price deflator and the increase in the CPI-W reflects
the anticipation of three trends for the first 10 projection years
1995-2004. These are: (1) relatively slower increases in computer
prices, which are weighted more heavily in the implicit price deflator,
(2) relatively faster increases in energy prices which are weighted
more heavily in the CPI, and (8) relatively faster increases in health
service prices, which are a larger component of the CP1. However,
ultimate annual rates of increase in the GDP implicit price deflator
are assumed to be the same, for each alternative, as for the CPI-W.

The ultimate increases in average annual wages in covered em-

151



152

Actuarial Analysis

ployment are assumed to be 4.5, 5.0, and 5.5 percent, for alternatives
L II, and I1I, respecﬁvely..'l‘hese were obtained, for each alternative,
by adding the assumed annual percentage increase in the CPI to the
assumed 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.

The interest rate considered in this report is the nominal interest
rate, which is compounded semiannually, for special U.S. government
obligations issuable to the trust funds in each of 12 months of the
year. The real interest rate is defined to be the annual (compounded)
yield rate for investments in these securities less growth in the
CPI-W.

In developing a reasonable range of assumed future real interest
rates for the three alternatives, historical experience was examined
for the 40 years, 1954-93, and for each of the 10-year subperiods,
1954-63, 1964-73, 1974-83, and 1984-93. For the 40-year period, the
real interest rate averaged 2.3 percent per year. For the four 10-year
subperiods, the real interest rates averaged 1.4, 1.6, 0.8, and 5.6
percent per year, respectively. The assumed ultimate real interest
rates are 3.0 percent, 2.3 percent, and 1.5 percent for alternatives I,
II, and III, respectively. The projected interest rates are assumed to
trend toward these ultimate interest rates, attaining the ultimate
values after the tenth projection year. :

4. Taxable Payroll and Taxes

The taxable payroll for any period is that amount which, when mul-
tiplied by the combined employee-employer tax rate, yields-the total
amount of taxes paid by employees, employers, and the self-employed
for work during the period. 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 multiple-employer “excess
wages,” and which did apply, before 1984, to net earnings from
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self-employment and, before 1988, to tips. For 1983 and later, taxable
payroll also includes deemed wage credits for military service. Es-
timates 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.

Decreases in the ratio of taxable earnings to earnings in OASDI
covered employment since 1984, due to the higher proportion of total
covered wages earned by very high wage earners, are projected to
continue through the first 10 years of the projection. The ratio of
taxable wages to wages in covered employment is projected to decline
from a level of 0.886 for 1994 to ultimate levels of 0.879, 0.862, and
0.855, by the end of the tenth projection year for alternatives I, II,
and III, respectively. These ultimate ratios of taxable earnings to
OASDI covered earnings are about the same as were assumed for
the 1994 Trustees’ Report.

Estimates of taxes collected were developed from the estimates of
taxable earnings by applying the employee, employer, or self-
employed tax rate, and by taking into account the lag between the
time the tax liability is incurred and the time the taxes are collected.

5. Insured Population

There are three basic types of insured status under the OASDI
program: fully insured, currently insured, and disability insured.
Fully insured status is required of an aged worker for eligibility to
a primary retirement benefit and for the eligibility of that 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 sur-
vivors 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
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prixﬁary disability benefit and for the eligibility of the worker’s spouse
and children to auxiliary benefits.

Projections of the percentage of the population that is fully insured
were made by age and sex, from estimated distributions of workers
by accumulated quarters of coverage based on past and projected
coverage rates and amounts of earnings required for quarters of
coverage. 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 fully insured persons who are also
disability insured were made by age and sex based on past and
projected coverage rates, the requirement for disability insured sta-
tus, and their historical relationships. Finally, the fully insured and
disability insured populations were developed from the projected total
population by applying the appropriate percentages.

Under this procedure, the percentage of the Social Security Area
population aged 62 and over that is fully. insured is projected to
increase from 77.7 on January 1, 1994, to 90.9, 90.7, and 90.0 on
January 1, 2070, based on alternatives I, II, and III, respectively.
The percentage for females is projected to increase significantly, while
that for males is projected to decrease slightly. Based on alternative
II, for example, the percentage for males is projected to decrease,
during this period from 92.6 to 92.2, while that for females is pro-
jected to increase from 66.9 to 89.4.

The fully insured population by age and sex was further subdivided
by marital status, 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 to estimate
the variation in the fully insured rates by marital status.

6. Old-Age and Survivors Insurance Beneficiaries

The number of OASI beneficiaries was 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 number of beneficiaries was also projected by
marital status.

For the short-range period, the number of retired-worker benefi-
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ciaries was developed by applying award rates to the aged fully
insured population less those persons entitled to retired-worker, dis-
abled-worker, or widow(er)’s benefits, and by applying termination
rates to the number of persons already receiving retired-worker ben-
efits.

For the long range, the number of retired-worker beneficiaries who
were not previously converted from disabled-worker beneficiary sta-
tus was projected as a percentage of the “exposed population,” i.e.,
the aged fully insured population less those persons entitled to or
converted from disability benefits and those insured persons entitled
to widow(erys benefits. The percentage for ages 70 and over was
assumed to be nearly 100, because the retirement earnings test and
delayed retirement credit do not apply after age 70. The percentage
for each age 62 through 69 was projected in accordance with observed
historical and projected short-range trends, with an adjustment to
reflect changes in the ratio of the monthly benefit amount payable
at each age of entitlement to the amount payable at age-70 en-
titlement. As the increases in the delayed retirement credit become
effective and, beginning in 2000, the normal retirement age increas-
es, the number of retired workers as a percentage of the exposed
population is gradually adjusted downward at each age 62 through
69, reaching an ultimate value, in 2030.

An additional adjustment to the projected number of retired worker
beneficiaries was made during the long-range period to reflect pro-
jected changes in the number of other-than-legal aliens as a per-
centage of the population. This resulted in a downward adjustment
in the percentage of the population that is receiving retired worker
benefits starting in year 2004 and continuing until the end of the
projection period. For the long-range period, the number of retired-
worker beneficiaries who are converted from disabled-worker ben-
eficiaries was calculated separately in a manner consistent with the
calculation of disabled-worker beneficiaries.

The number of aged-spouse beneficiaries was estimated from the
population projected by age and sex. The benefits of aged-spouse
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 uninsured
female or male population. In the long-range period, aged-spouse
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beneficiaries were estimated from the population projected by age,
sex, and marital status. To the number 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 wage earn-
er is 62 or over, (2) the wage earner is insured, (3) the wage earner
is receiving benefits, (4) the spouse is not receiving a benefit for the
care of an entitled child, (5) the spouse is not insured, (6) the spouse
is not eligible to receive a significant government pension based on
earnings in noncovered employment, and (7) a residual factor.

In addition, the same factors were applied to the number of divorced
persons aged 62 and over in the population, with three differences.
First, an additional factor is required to reflect the probability that
the person’s former wagé-earner spouse is still alive (otherwise, the
person may be entitled to a divorced widow(er)’s benefit). Second, a
factor is required to reflect the probability that the marriage to the
wage-earner spouse was at least 10 years in duration. Third, factor
(3) was not’applied because, effective for January 1985, a divorced
person generally need not wait to receive benefits until the former
wage-earner spouse is receiving benefits. '

The projected numbers of children under age 18, and students aged
18, who are eligible for benefits as children of retired-worker ben-
eficiaries, were based on the projected number of children in the
population. In the short-range period, the number of entitled children.
was developed by applying award rates to the number of children in
the population where both parents are alive, and by applying ter-
mination rates to the number of children already receiving benefits.
In the long-range period, entitled children were projected separately
by sex of the wage-earner parent:. To the number of children in the
population, factors were applied representing the probabilities that
the parent is alive, aged 62 or over, insured, and receiving a re-
tired-worker benefit. Another factor was applied representing the
probability that the child is not entitled to a benefit based on the
other parent’s earnings. For children aged 18, a factor was applied
representing the probability .that the child is attending a secondary
school. ’ :

The number of disabled children aged 18 and over of retired-worker
beneficiaries was projected from the adult population. In the short-
range period, award rates were applied to the uninsured population,
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and termination rates were applied to the number of disabled chil-
dren already receiving benefits. In the long-range period, disabled
children were projected in a manner similar to that for children under
18, with the inclusion of a factor representing the probability of being
disabled since childhood.

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

The number of aged-widow(er) beneficiaries was projected from the
population by age and sex. In the short-range period, insured aged-
widow(er) beneficiaries were projected concurrently with the retired-
worker beneficiaries. A regression equation projected the number of
uninsured aged-widow(er) beneficiaries, as a proportion of the un-
insured aged female or male population not receiving any type of
benefit. In the long-range period, aged-widow(er) beneficiaries were
projected from the population by age, sex, and marital status. Four
factors were applied to the number of widow(er)s in the population
aged 60 and over. These factors represent the probabilities that (1)
the deceased wage earner was fully insured at death, (2) the widow(er)
is not receiving a benefit for the care of an entitled child, (3) the
widow(er) is not fully insured, and (4) the widow(er)’s benefits are
not withheld because of receipt of a significant government 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 number of divorced persons aged 60 and
over in the population, with additional factors representing the prob-
ability that the person’s former wage-earner spouse is deceased and
that the marriage was at least 10 years in duration.

In the short-range period, the number of disabled-widow(er) ben-
eficiaries was estimated as a proportion of the uninsured female or
male population aged 50-64. In the long-range period, the number
was projected for each age 50 through 64 as a percentage of the
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widowed and divorced populations, adjusted for the insured status
of the deceased spouse and the prevalence of disability.

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 number of children in the population
whose mothers or fathers are deceased. In the short-range period,
the number of entitled children was developed by applying award
rates to the number of orphaned children, and by applying termi-
nation rates to the number of children already receiving benefits. In
the long-range period, the number of child-survivor beneficiaries was
projected in a manner analogous to that for child beneficiaries of
retired workers, with the factor representing the probability that the
parent is aged 62 or over being replaced by a factor that represented
the probability that the parent is deceased. .

In the short-range period, the numbers of mother-survivor and fa-
ther-survivor beneficiaries were projected from the number of child-
survivor beneficiaries who are either under age 16 or disabled. In
the long-range period, mother-survivor and father-survivor benefi-
ciaries were estimated from the number of child-survivor benefi-
ciaries, taking into account projected changes in average family size.
The number of parent-survivor beneficiaries was projected based-on
the historical pattern of the number of such beneficiaries.

Table II.H2 shows the projected number of beneficiaries under the
OASI program by type of benefit. Included among the beneficiaries
who receive retired-worker benefits are some persons who also re-
ceive a residual benefit consisting of the excess of an auxiliary benefit
over their retired-worker benefit. Estimates of the number of such
residual payments were made separately for spouses and widow(er)s.
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TABLE ILH2.—OASI BENEFICIARIES WITH MONTHLY BENEFITS IN
CURRENT-PAYMENT STATUS AS OF DECEMBER 31 BY ALTERNATIVE,
CALENDAR YEARS 1845-2070

{in thousands)]
Retired workers and auxiliaries Survivors

Wile-
Worker husband Chid  widower tather Child Parent Total

L]
-
o
g
-
w
-
N
-

377
1.7 508 45 653 15 3477
4,474 1,192 122 701 292 1,154 25 7,961
8,061 268 1,544 401 1,577 36 14,157
11,101 2,614 481 2371 472 2,074 19,128
3,349 2,668 546 3227 523 2,688 29 g
,588 2,867 643 3,888 582 2919 21 27
19,562 3,016 4,411 562 2610 15 30,814
22,432 3,069 457 ,863 372 1917 10 33,120
22,987 3,088 450 4,931 35 1,875 9 33.690
23,440 3,090 440 4,984 329 1,8% 8 34,126
3,086 432 5,029 318 1,810 7 34,539
24,327 3,093 423 5,071 312 1,780 6 35012
24,838 3,101 422 5,111 04 1,776 6
3,104 426 5,158 301 1,791 5 36,074
25,768 3,112 432 294 1,808 5 36,614
,104 3,094 436 5,224 289 1,837 5 36,990
408 3,066 440 283 1,865 4 37298
3,085 450 1 286 1,900 4 ,648
2,977 486 5,513 299 2,043 3 39313
2,852 555 5,645 2,118 3 41,280
2,689 613 5,729 276 2,060 3 44771
2,479 685 5,828 264 1,987 3 50,681
2,419 755 5,929 261 1,960 3 5799
2,429 800 6,026 264 1962 3 64,796
2,404 825 6,068 264 197 3 70011
2,354 843 6,076 262 1973 3 73042
2,276 846 6,076 257 1,964 3 73945
2,257 852 6,106 1,948 3 74,602
2,285 859 6,135 249 1935 3 75909
2,381 880 6,165 247 1921 3 78139
2477 898 6,178 243 1907 3 80523
2,546 908 6215 240 1,890 3 82407
2,593 913 6,281 236 1875 3 83955
195..... 26,646 3,054 450 5,289 286 1,898 4 37628
2,960 488 5,485 297 2,034 3 39,083
2,782 5§57 5,622 200 21711 3 40,789
2,574 618 §703 . 276 2,19% 3 44,019
2,326 €98 5811 264 2216 - 3 49652
2,232 782 5,835 256 2272 3 56618
2,209 846 6,047 259 2,354 3 63043
2,153 889 6,086 264 2440 3 67,713
2,081 6,061 268 2,510 3 70,176
1,998 951 5,999 271 2,559 3 70585
1.973 981 5,958 275 2,608 3 70950
1,991 1,016 5,925 280 2,666 3 72,056
2061 1,086 5,921 288 2,730 3 74174
2,127 1,109 5,940 295 2793 3 76490
2,179 1,144 6,011 300 3 78,568
1,176 6,130 6 2912 3 80688
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TABLE ILH2.—OASI BENEFICIARIES WITH MONTHLY BENEFITS IN
CURRENT-PAYMENT STATUS AS OF DECEMBER 31 BY ALTERNATIVE,
CALENDAR YEARS 1945-2070 (Cont.)

_ — {in thousands]
Retired workers and auxiliaries Survivors
Wile- Widow-  Mother-
Calendar year Worker husband Child  widower father Child Parent Total
High ’

1995 ..... 26,678 3,057 450 5294 286 1,900 4 37,670
..... 28,170 2,996 485 5,546 300 2,050 3 39,549

..... 30,246 2,923 554 5677 314 2,122 3 41839

2010 ..... 34,106 2,812 609 5,769 290 . 1,993 3 45581
2015 ..... 40,490 2653 672 5,858 265 1,810 3 51,750
..... 48,185 2,641 730 5,928 252 1,688 3 428
2025..... 55,371 2,696 758 5,997 247 1,621 3 665,694
2030..... 61,337 2,729 765 6,024 240 1,579 3 72676
2085..... 65,314 ,740 6,050 230 1,541 3 76642
2040..... 67,225 2,710 749 219 1,502 3 78,506
2045 ..... 68,639 2,738 6,187 206 1454 3 79,961
2050..... 70,577 2,816 719 195 1,405 3 81,977
2055..... 73,251 97 718 6,310 185 1,354 3 84,795
2060..... 76,057 3,136 7 6,293 175 1,304 3 87685
2065..... 78,127 3 710 166 1,255 3 ,780
2070 ..... 79,486 3,312 157 1,208 3 91,128

7. Disability Insurance Beneficiaries

The number of DI beneficiaries was 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 number of disabled-
worker beneficiaries was projected from the estimated number of
such beneficiaries entitled on December 31, 1994, by adding new
entitlements and subtracting terminations. The starting number of
entitled disabled-worker beneficiaries was estimated by age, sex, and
duration of entitlement, from the tabulated number of disabled-
worker beneficiaries in current-payment status on December 31, 1994.
The number of new entitlements during each year was projected by
applying assumed disability incidence rates. Incidence rates by age
and sex were applied to the projected disability insured population
(excluding those already entifled to disabled-worker benefits) to ob-
tain new entitlements.

The number of terminations was projected by applying assumed
termination rates to the disabled-worker population. In the short-
range period, the number of terminations was prajected by applying
assumed termination rates by reason—death, recovery, and all oth-
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er—and by age and sex, to the entitled disabled-worker population.
In the long-range period, the number of terminations was projected
by applying assumed death rates and recovery rates, by age, sex,
and duration of entitlement, to the entitled disabled-worker pop-
ulation. This number of terminations was then increased, in both the
short-range and long-range periods, by the number of disabled-
worker beneficiaries who would be automatically converted to re-
tired-worker beneficiaries upon attainment of the normal retirement
age (currently, age 65).

Disability incidence rates declined rapidly from historicaily high lev-
els for 1974-75 to a level about half as large by the year 1982. From
1982 through 1986, incidence rates increased steadily, regaining
about one-fifth of the decline from the prior period. Between 1986
and 1989, incidence rates remained fairly steady. From 1989 to 1992,
incidence rates again increased at a rapid pace, reaching a level
about 90 percent of the way back to the rates of 1974-75, from the
rates for 1982. From 1992 to 1994 incidence rates again decreased,
and the 1994 incidence rate was only 59 percent of the way back up
from the 1982 levels to the 1974-75 levels.

Assumed future levels for disability incidence rates are determined
in two stages: (1) rates are first projected from recent levels based
on past trends and future expectations, as if the increases scheduled
in present law for the normal retirement age (NRA) would not occur,
and (2) for the year 2000 and later an adjustment is made to reflect
the scheduled increase in the NRA; rates for persons aged 60 through
64 are assumed to increase, and rates for ages 65 and 66 are ex-
trapolated.

For the alterhative II assumptions, gross incidence rates are pro-
jected to continue increasing over the next 10 years due to the grow-
ing proportion of insured workers at the higher ages. Gross rates
projected under the first stage increase from 1994 levels by about 15
percent over the next 10 years, reaching a level of about 6.1 per
thousand persons exposed (defined as the number of persons who
are disability insured and not currently entitled to disabled worker
benefits).

Further increases in incidence rates over age 60, along with rates
assumed for persons aged 66 and 67 due to the scheduled increase
in the NRA, are reflected in the second stage for years 2000 and
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later. These adjustments contribute to the overall rise in the gross
disability incidence rate from a level of 5.2 per thousand exposed for
1994 to an ultimate rate of 7.3 per thousand exposed by the year
2027, at which time the scheduled increase in the NRA will be
complete.

For alternative I, the gross disability incidence rate is assumed to
decline by about 19 percent over the next 10 years. The 2027 gross
incidence rate is assumed to be 5.8 per thousand exposed. For al-
ternative III, the gross disability incidence rate is assumed to in-
crease by about 18 percent over the next 10 years, to a level com-
parable to the peak experience for 1974-75. The gross incidence rate
under alternative III is assumed to reach about 8.7 per thousand
exposed by 2027.

In the short-range period, the termination rates were projected by
reason—death, recovery, and all other—and by age and sex. For
alternative II, the death rates were projected to remain constant,
while the rates for recovery were projected to increase from the
relatively low levels of 1994 by about 35 percent in 1995 and 1996,
and to gradually increase thereafter to roughly 65 percent above the
1994 levels by the end of the short-range period. Termination rates
due to all other reasons (except conversion to old-age benefits) are
projected to exhibit moderate, then more rapid, increases as the DI
program begins to experience the effects of the drug addiction and
alcoholism provisions of the Social Security Independence and Pro-
gram Improvements Act of 1994. These rates are expected to exhibit
significant volatility among age groups; they settle at roughly 90
percent above the 1994 levels, aggregated over all ages. For alter-
native III, the death rates decline by about 10 percent, while the
rates for recovery and all other terminations increase more slowly
and to lower levels. For alternative I, the death rates increase by
about 10 percent, while the rates for recovery and all other ter-
minations increase more quickly and to higher levels.

In the long-range period, the death rates and recovery rates were
projected by age, sex, and duration of entitlement. For alternative
11, death rates reach levels in 2069 approximately 33 percent lower
for males and approximately 26 percent lower for females than those
experienced by disabled-worker beneficiaries during 1977-80, the
most recent period for which detailed data are available. The recovery
rates are assumed to increase from 1994 levels until 2009, when they
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attain ultimate levels about 50 percent lower than those experienced
during the period 1977-80. Projected increases in recovery rates re-
flect the estimated effect of the periodic reviews required by pro-
visions of law first enacted in 1980, and amended in 1983, 1984, and
1990.

For alternative I, the death rates in 2069 are assumed to be roughly
16 percent lower for males and approximately 6 percent lower for
females than those experienced by disabled-worker beneficiaries dur-
ing 1977-80. Recovery rates are assumed to increase from current
levels to levels that are about six times the 1994 level and about
four and one-half times the 1995 level for both males and females.
These ultimate recovery rates are 40 percent lower than those of the
1977-80 base period. For alternative III, the death rates in 2069 are
assumed to be about 48 Percent lower for males and 46 percent lower
for females than those experienced during 1977-80, and recovery
rates are assumed to be 60 percent lower than 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 ben-
eficiaries, were projected by applying quarterly award and termi-
nation rates. Awards to the three categories of child beneficiaries
were based on the number 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 number of children
in the population by age. To the number of children were applied
factors representing the probability that either of their parents is
insured and disabled. The number of disabled children aged 18 and
over was projected as a function of the number of disabled-worker
beneficiaries and the size of the adult population.

In the short-range period, the number of young-spouse beneficiaries
was projected by applying quarterly award and termination rates,
where awards were based on the number of awards to child ben-
eficiaries who are either under age 16 or disabled. The number of
aged-spouse beneficiaries was also projected by applying quarterly
award and termination rates, where awards were based on the num-
ber of awards to disabled-worker beneficiaries.

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

Table II.H3 shows the projected number of beneficiaries under the

DI program by type of benefit.

TABLE 1.H3.—D] BENEFICIARIES WITH MONTHLY BENEFITS IN
CURRENT-PAYMENT STATUS AS OF DECEMBER 31 BY ALTERNATIVE,
CALENDAR YEARS 1960-2070

[in thousands}
Awdiiaries
Disabled Wile-

Calendar year worker husband Child Total
455 77 155 687
988 193 558 1,739

1,483 283 889 2,665
2,489 453 1411 4352
2,859 462 1,358 4,678
2,656 306 945 3,907
2,727 301 965 3,993
2,786 291 968 4,045
2,830 281 963 4,074
2,895 27 962 4,129
3,011 266 9689 4,266
3,195 266 1,082 4,513
3,468 271 1,151 4,890
3,726 273 1,285 5254
3,963 n 1,350 5,584
4,228 274 1,424

5,446 287 1,684 7417
6,729 313 1,901 ,

7, 328 1,914 10,136
8,511 321 1,847 0,

8, 324 1,801 10,893
9,128 350 1,806 11,284
9, 352 1,833 11,259
9, 348 1,860 11,225
9,1 345 1,882 11,393
9, 358 1,899 11,911
9, 66 1915

10,144 378 1,935 12,457
10,098 378 1 12,429
10,129 378 1,969 12,477
10, 382 1,983 12,633
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TABLE H.H3.—DI BENEFICIARIES WITH MONTHLY BENEFITS IN
CURRENT-PAYMENT STATUS AS OF DECEMBER 31 BY ALTERNATIVE,
CALENDAR YEARS 1 Cont.)

960-2070 (
[in thousands)
Auxiliaries
Disabled Wife-

worker husband Chid Total
4,176 270 1,406 5,852
4,996 263 1,554 6,802
5,985 268 1,711 7.965
6,674 259 1,657 8,590
6,984 236 1,585 8,805
7.073 223 1,557 8,853
7.298 232 1,590 9,120
7.239 229 1.650 9,117
7,205 225 1,710 9,140

7,352 24 1,762 9,
7,776 P 1,818 9,829
,076 242 1,682 10,200
8,352 283 1.954 10,559
8,496 258 2,025 10,779
8,753 265 2,094 11,112
9,103 273 2,162 11,538
4,289 278 1,447 6,014
6,072 324 1871 8,266
7,448 366 2,086 9,900
8,088 415 2,159 11,661
10034 . 430 2,081 12,546
10,485 453 1,998 12,996
11,010 494 1,956 13,460
10,993 499 1,931 13424
10,937 493 1,913 13,343
11,098 485 1,900 13,483
11,646 497 1,872 14,015
11,892 501 1,835 14,228
11,970 509 1,800 14,279
11,643 499 1,764 13,906
11,335 485 1,728 13,548
11,159 476 1,694 13,329

Nm:Tmmnmmlymmsmdmmm

8. Average Benefits

Average benefits were projected by type of benefit based on recent
historical averages, projected average Primary Insurance Amounts
(P1As), and projected ratios of average benefits to average PlAs.
Average PIAs were calculated from projected distributions of ben-
eficiaries by duration from year of award, average awarded PlAs,
and increases thereto since the year of award, reflecting automatic
benefit increases, recomputations to reflect additional covered earn-
ings, 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 1993.
The 1993 sample replaced a 1992 sample, which was used for the
1994 report. This change had a significant effect on the projected



166

Actuarial Analysis
level of average benefits as discussed earlier in section IL.F2.

For several types of benefits—retired-worker, aged-spouse, and aged-
widow{er) benefits—the percentage of the PIA that is payable de-
pends 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.

9. Benefit Payments

For each type of benefit, benefit payments were calculated as the
product of a number of beneficiaries and a corresponding average
monthly benefit. In the short-range period, benefit payments were
calculated on a quarterly basis. In the long-range period, all benefit
payments were calculated on an annual basis, using the number of
beneficiaries on December 31. These amounts were adjusted to in-
clude 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 (1) the
number of such payments, which was projected on the basis of the
assumed death rates, the projected fully insured population, and the
estimated percentage of the fully insured population that would qual-

ify for benefits, and (2) the amount of the lump-sum death payment

which is $255 (not indexed in future years).

0. Administrative Expenses

The projection of administrative expenses through 2004 was based
on assumed increases in average wages, increases in the CPI, and
increases in the number of beneficiaries. For years after 2004, ad-
ministrative expenses are assumed to increase because of increases
in the number of beneficiaries and increases in the average wage
which will more than offset assumed improvements in administrative
productivity.

11. Railroad Retirement Financial Interchange

Railroad workers are covered under a separate multi-tiered plan, the
first tier being very similar to OASDI coverage. An annual financial
interchange between the Railroad Retirement fund and the OASI
and DI funds is made reflecting the difference between (1) the amount
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of OASDI benefits that would be paid to railroad workers and their
families if railroad employment had been covered under the OASDI
program and (2) the amount of OASDI payroll tax that would be
received from railroad workers if they were covered directly under
the OASD! program.

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
annual short-range costs of about $3-5 billion and a long-range sum-
marized cost of 0.05 percent of taxable payroll to the OASDI program.

12. Benefits to Uninsured Persons

The law provides for special monthly cash payments to certain un-
insured persons who attained age 72 before 1968 or who have 3
quartersofcoverageforeachyearaﬁerlQGGandbeforetheyearof
attainment of age 72. The number of such uninsured persons was
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 2000. Neither the
reimbursable payments nor the associated reimbursements are re-
flected in the cost rates or the income rates. These amounts are
reflected, however, in tables which show trust fund operations.

3. 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
resulting from noncontributory wage credits for military service per-
formed prior to 1957. Adjustments to the payments were made in
11985 and 1990, and additional adjustments will be made in 1995 and
every fifth year thereafter. The adjustments for 1995 were estimated
based on the change in interest rates since the determination of the
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adjustments in 1990. No adjustments after 1995 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.

14. Income From Taxation of Benefits

Under present law, the OASI and DI Trust Funds are credited with
the additional income taxes attributable to the taxation of the first
50 percent of OASDI benefit payments. (The remainder of the income
taxes attributable to the taxation of up to 85 percent of OASDI benefit
payments is credited to the HI Trust Fund.) For the short-range
period, 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 (limited to 50 per-
cent) that is taxable, and (2) the average tax rate applicable to those
benefits. For the long-range period, income to the trust funds from
such taxation was estimated by applying projected ratios of such
income to total OASI and DI benefit payments. Because the income
thresholds used for benefit taxation are, by law, constant in the
future, their values in relation to future income and benefit levels
will decline. Thus, ratios of income from taxation of benefits to the
amount of benefits are projected to increase. These ratios were pro-
jected reflecting the results of a model developed by the Office of Tax
Analysis, Department of the Treasury, relating OASDI benefit pay-
ments to total personal income for a sample of recent tax returns.
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IIl. APPENDICES

A ACTUARIAL ESTIMATES FOR THE OASDI AND HI
PROGRAMS, COMBINED

In this appendix, long-range actuarial estimates for the OASDI and
Hospital Insurance (HI) programs are combined to facilitate analysis
of the adequacy of the combined income and assets of the trust funds
relative to their combined expenditures. Combining cost and income
rates as percentages of taxable payroll requires a note of caution.
The taxable payrolls for the HI program are larger than those es-
timated for the OASDI program because (1) a larger maximum tax-
able amount was established for the HI program in 1991, with the
maximum being eliminated altogether for the HI program in 1994,
(2) a larger proportion of Federal, State, and local government em-
ployees have their wages covered under the HI program, and (3) the
earnings of railroad workers are included in the HI taxable payroll
but not in the OASDI taxable payroll (railroad contributions for the
equivalent of OASDI benefits are accounted for on a net interchange
that occurs annually between the OASDI and Railroad Retirement
programs). As a result, the HI taxable payroll is about 20 percent
larger than the OASDI taxable payroll throughout the long-range
period. Nonetheless, combined OASDI and HI rates shown in this
appendix are computed by adding the separately derived rates for
the programs. The resulting combined rates may be interpreted as
those applicable to the taxable payroll in the amount of the OASDI
payroll, with the separate HI rates being additionally applicable to
the excess of the HI payroll over the OASDI payroll.

Long-range estimates are subject to much uncertainty and should
not be considered precise forecasts. Instead they should be considered
as indicative of the general trend and range of costs that could
reasonably be expected to occur. The emphasis in this appendix on
combined operations, while significant, should not obscure the anal-
ysis of the financial status of the individual trust funds, which are
legally separate and cannot be commingled. In addition, the factors
which determine the costs of the OASI, DI, and HI programs differ
substantially.

As with the OASI and DI Trust Funds, income to the HI Trust Fund
comes primarily from contributions paid by employees, employers,
and self-employed persons. The combined OASDI and HI contribution
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rate for employees and their employers is often referred to as the
FICA tax, because it is authorized by the Federal Insurance Con-
tributions Act. Contribution rates for the OASDI and HI programs
are shown in table IILA1l.

TABLE BI.A1.~CONTRIBUTION RATES FOR THE OASDI AND HI PROGRAMS

_ [in percent]
Empiloyees and employers,
each Self employed
Com- Com-
Calendar years OASDI H bined OASDI Hi bined
385 0.35 420 5.80 0.35 6.15
3.90 50 440 5.90 50 6.40
3.80 60 440 5.80 .80 6.40
420 60 4.80 6.30 60 6.90
460 60 520 6.90 .60 7.50
4.85 1.00 5.85 7.00 1.00 8.00
4.95 90 585 7.00 90 7.90
5.05 1.00 6.05 7.10 1.00 8.10
5.08 1.05 6.13 7.05 1.05 8.10
535 1.30 6.65 8.00 1.30 9.30
540 1.30 6.70 8.05 130 9.35
570 1.30 7.00 11.40 2.60 14.00
5.70 1.35 7.05 11.40 270 1410
5.70 145 7.18 11.40 2.90 14,30
6.06 1.45 7.51 12,12 290 1502
620 145 765 1240 290 1530

1See footnote 1 under table 11.B1 in the section entitied “Description of the Trust Funds™ for a dascription
pf%ummmimmmmmmm taxes on net samings from
m .

Table III.A2 shows estimated annual income rates and cost rates for
the OASDI program, the HI program, and the combined OASDI and
HI programs, based on the low cost, intermediate, and high cost sets
of assumptions (alternatives I, II, and III) described earlier in this
report. These annual rates are intended to indicate the cash-flow
operation of the programs. Therefore, income rates exclude interest
earned on trust fund assets and cost rates exclude the cost of ac-
cumulating or maintaining target trust fund balances. Table ITI.A2
also shows the difference between income rates and cost rates, called
balances. Estimates shown for the combined trust funds are the-
oretical because no authority currently exists for transferring assets
from one trust fund to another.

Under all three sets of assumptions, combined OASD] and HI cost
rates are projected to rise above current levels, with the sharpest
increase occurring during the period 2010-2030. Under the high cost
set of assumptions, alternative IIl, annual deficits are projected to
occur within the next 3 years, and to continue for the remainder of
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the 75-year projection period. Cost rates are projected to rise to over
three times their current level by the end of the projection period.
Under the intermediate assumptions, alternative II, annual deficits
begin in the year 2002, with cost rates almost doubling by the end
of the projection period. Under the low cost assumptions, alternative
I, cost rates are projected to increase by about 25 percent, with an-
nual deficits beginning by the year 2020.

TABLE Iil.A2.~COMPARISON OF ESTIMATED INCOME RATES AND COST RATES!
CALENDAR YEARS

FOR OASDI AND H! BY ALTERNATIVE, 1995-2070
[As a percentage of taxable payrolt}
OASDI Ht Combined

Calendar  income Income Cost Income  Cost

ysar @te mrte Balance rate rate Balance @te rate Balance
Intermediate

1995 1258 11.49 1.09 301 326 -0.25 15.59 14.75 0.84
1996 1262 11.82 1.10 301 338 -37 1563 14.90 73
1897 12.62 11.54 1.08 301 347 -46 1563 15.01 62
1998 12.63 11.58 1.03 301 357 - 18564 1517 47
1999 1263 11.66 97 301 368 -66 1565 15.34 31
2000 1264 11.73 9 302 a7 - 15.66 15.51 15
2001 1265 11.78 87 302 387 ~85 1566 15.64 .02
2002 265 11.82 302 395 - 15.67 15.77 -.10
2003.... 2.4 11.86 .79 302 4.03 -1.01 15.68 15.89 -21
2004. ... 1266 11.90 76 302 4.10 -108 1569 16.00 -32
2005 12.67 11.92 75 304 4.7 -1.13 1571 16.09 -39
2010 12.71 1229 A2 310 4.57 -146 1581 16.85 -1.04
2015 12.77 1340 -63 319 5.5 -197 1595 1855 -2.60
2020 12.88 14.97 -2.09 323 587 ~2.64 16.11 20.84 -4.73
2025 1299 16.39 -3.40 3.28 6.70 -3.43 1627 23.09 -6.82
2030 1308 1726 ~4.19 331 752 -24.21 16.39 24.789 -8.40
2035 13.13 17.57 -4.44 813 -4.80 16.46 25.70 ~9.24
2040 13.16 1748 -4.32 334 882 ~5.18 16.50 26.00 -8.51
2045 13.18 1747 —~4.298 334 878 =544 1653 2626 -8.73
2050 1321 17.66 ~4.45 335 897 ~562 1656 2663 -10.07
2055 1325 18.07 -4.82 337 9.8 -5.81 1662 2725 -10.63
2060 13.28 1849 =520 339 947 ~6.08 1667 2795 --11.28
2065 13.31 1878 548 340 9.80 -5.40 16.71 2859 ~11.88
2070 13.33 19.04 -5.71 341 1018 -8.77 16.74 2922 ~12.48
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TABLE 1iI.A2.—COMPARISON OF ESTIMATED INCOME RATES AND COST RATES!
FOR OASDI AND HI BY ALTERNATIVE, CALENDAR YEARS 1995-2070 (Cont.)

{As a percentage of taxable payroli']
OASDI H Combined

Calendar Income Cost income Cost incoms  Cost

year rate rate Balance rate cate Balance mte e Balance
Low Cost: ’

1985.... 1256 11.35 121 301 323 -0.22 15.57 14.58 099
1996.... 1261 1118 143 3.01 329 -28 1562 1447 115
1997.... 1261 1104 1.58 a0y 33 -31 1562 1436 126
1998. ... 1262 1094 1.720 01 3.3 - 1562 1427 138
1999, 1262 1081 1.81 301 340 - 1563 1421 141
2000, 1262 10.72 1.90 3.01 344 -43 1563 14.16 147
2001 1262 10.65 1.98 301 347 -46 15683 1412 152
2002. . 1263 1059 301 349 -48 1564 1408 156
2003 1263 1052 249 301 351 -50 1564 1403 1.61
2004 1263 1046 217 301 382 =51 1564 13.99 166
1264 1044 302 353 -51 1 1397 169
2010.. 1266 10 210 308 357 -.49 1574 1413 1.61
2015. ... 1271 1147 124 315 373 -58 1586 1520 66
2020. . 280 1271 09 319 3.9 ~72 1589 1662 -63
2025. . 1288 1373 -85 322 4 -87 1611 1782 -1.72
20%0.... 1294 1420 -1.26 ‘324 429 -1.04 16.19 1849 -2.30

2036. . 1298 1414 -1.16 325 443 -1.18 1623 1857
2040. . 1299 1371 - 325 452 -127 1823 1823 -200
2045. . 1299 1336 -37 324 464 -1.40 1623 1800 -1.77
2050. .. 13.00 13.19 -19 324 474 -1.50 16.24 1793 -1.69
2055. . 1301 13.19 -18 325 485 -1.61 1626 1804 -1.78
2060. . . 1302 13.19 -.16 325 5.00 -1.75 1628 18.19 -1.91
2065. ... 1303 13.13 =10 325 5.8 -1.93 1628 1831 -203
2070. . 13.04 13.09 -05 326 538 -2.13 16.29 18.47 218

High Cost:

1995... 1261 1160 1.01 301 328 -28 15.61 14.88 73
1996. .. 1263 11.97 301 349 -47 15.64 1546 18
1997 1263 12.04 59 301 363 -61 1566 15.66 -02
1998 1264 1219 45 302 375 -73 15.66 15.94 ~-28
1999, 12.66 12.84 -.18 302 397 -94 1588 16.80 -1.12
vae 1267 13.04 -38 303 4.14 -1.11 1569 17.18 -1.48
2001. ... 1267 1315 -48 303 -126 1570 1744 -1.74
2002 12.68 1328 -.60 303 444 -1.41 181 1772 -2.01
20093, 12689 1342 -74 304 461 -1.57 15.72 18.03 -2.31
2004. . . 1269 1357 ~-87 304 476 -1.72 1573 18.33 -260
2005 12.71 13.63 -92 305 4.9 -1.87 15.76 1855 -279
2010 1277 1420 -1.43 313 5.85 271 1580 20.04 -4.14
2015. .. 1285 1544 ~2.60 3238 717 -3.95 16.07 2262 -6.54
2020. .. 1299 17.36 —-4.37 328 883 -5.65 1627 2629 -10.02
2028. .. 13.12 1925 -6.13 334 1115 ~7.81 1646 30.40 -13.94
2030 1324 2070 =748 339 1 0999 1663 34, -17.46
2035, 13.33 21.64 -8.31 343 1513 ~11.70 1676 3678 -20.01
2040 13.39 1 -8.82 345 1623 -1278 1884 344 2160

2045 1345 ~9.46 348 1686 -1338 1692 39.76
2050, 13.51 -10. 351 1723 -1372 1702 4107 ~24.05

2055 1359 2510 -11.51 355 1763 1408 17.14 4273
2060 13.67 -12.72 359 18.17 -1457 1727 4458 -2728
2065. . .. 13.75 2753 -13.79 363 1883 -1520 1738 46.36 -28.99
2070.... 1381 2854 -1473 366 189.55 1580 1747 4809 -3062

MAXiMuMm amount was 1994, and bacausa Hi covars all

those hired belors 1984, -\dbcalmgwm hired after
April 1, 1966, and employses. Combined OASDI and Hi as a percent of taxable payrolt
are computed as the sum of the rates for the separate programs.

1The taxable pa for Hi is signi than the taxable for QASD! because the Hi
IEmeman T T

Notes:
1. The income rate exciudes interest income and certain transfers from the general fund of the Treasury.
2. Totals do not necessarily equal the sums of rounded components.
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Tables III.A3 and II1.A4 show the estimates of summarized OASDI
and HI income rates, cost rates and balances for various time periods,
based on all three sets of assumptions. In table II[.A3 values are
summarized over the three 25-year subperiods (excluding the be-
ginning fund balances and the cost of accumulating ending fund
targets). In table III.A4 values are summarized over the 25-year,
50-year, and 75-year valuation periods (for which beginning fund
balances are included in the summarized income rates, and the costs
of accumulating an ending fund balance equal to 100 percent of
annual expenditures by the end of the period are included in the
summarized cost rates). Estimates shown for the combined trust
funds are theoretical because no authority currently exists for trans-
ferring assets from one trust fund to another.

TABLE NLA3.—COMPARISON OF W E RATES AND COST RATES!
FOR 25-YEAR SUBPERIODS?, FOR OASDI AND Hi BY ALTERNATIVE,
_ YEARS 1995-2069
[As a percentage of taxable psyroll']
OASDI ] Combined
Income  Cost income  Cost income Cost
Subperiod rate rate Balance ate rate Balance rate rate Balance
Intermediate:
1995-2019.... 1268 1238 0.31 308 433 -125 1576 16.70 -0.94
2020-2044.... 13.06 16.95 -3.89 330 782 -422 1636 24.47 -8.11
"2045-20689.... 1325 1822 -4.98 337 932 -584 1862 27.54 -10.92
Low Cost: .
1995-2019.... 1264 1099 1.85 306 354 -48 1571 14.53. 1.18
2020-2044.... 1292 13.80 -.B8 323 429 -1.06 1616 1809 -1.93
| 20452069.... 13.00 13.22 -22 325 483 -168 1625 18.15 -1.80
Hn?'n‘ Cost:
905-2019.... 1273 1391 -1.18 310 537 226 1583 1927 344
2020-2044 . 1323 2063 ~7.40 339 1343 -~1004 1662 34.06 -1744

1360 2549 -11.89 356 1788 -1432 17.16 43.37 -26.21

TThe taxable payroll for Hi is o than the tmxable | for OASDI because the Hi
taxable maximum m Ly

A 1994-:1dl echo::srsallFedaalw:an
WMMWW jocal government smployees hired after
Aprit 1ses.ammmomumsuwwgesm as the sum of
mwy rates for each program.

2For r subperiods, income ﬂsdommmbwmxstlmdwamesandcostmesdo

not include the cost of reaching ending fund targets.
Note: Totals do not necessarily equal the- sums of rounded components.

Under the high cost alternative III, the combined OASDI and HI
system is projected to experience large deficits during the 25-year,
50-year, and 75-year valuation periods (including beginning trust
fund balances and the cost of ending fund targets). Deficits are
projected to occur during each 25-year subperiod of the 75-year pro-
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jection period (excluding beginning trust fund balances and the cost
of ending fund targets). Under intermediate alternative II assump-
tions, deficits of smaller magnitude than those for the high cost
alternative III are projected to occur for each of the three 25-year
subperiods and for each of the three valuation periods. Under the
low cost alternative I, the combined OASDI and HI system is pro-
jected to show positive balances for the first 25-year subperiod and
the 25-year valuation period, and a small positive balance for the
50-year valuation period. Relatively small deficits are projected for
the 75-year valuation period and for the second and third 25-year
subperiods.

TABLE MLLA4.—COMPARISON OF SUMMARIZED INCOME RATES AND COST RATES!
FOR VALUATION PERIODS2, FOR OASDI AND Hi BY ALTERNATIVE,
CALENDAR YEARS 1995-2069

[As a percentage of taxable payroll?)
OASD! ] Combined
Valuation Income Cost income Cost Income Cost
paniod rate rate Balance rate mate Balance rate rate Balance
imermediate:
9965019, 1344 1291 054 327 454 -126 1672 1744 073
9953044, 1328 1461 -133 320 684 -255 1656 2045 388
S55080.. 1327 1544 -217 331 667 -337 1658 212 -554
253&‘2’019.. 1337 1344 193 325 388 -43 1661 1512 149
1317 1242 75 324 394 -70 1642 1636 08
% 13.13 12.59 54 324 419 -95 1637 1678 -4

Hig—y«n:
1995-2019.. 1351 1453 =-1.01 330 569 -239 1681 2022 =32.40
19%-'20“ . 1339 17.16 -3.77 334 913 -580 1673 26.30 -9.57

7

5;%9.. 1344 1911 ~5.67 339 1120 -7.80 1683 3031 -13.47
TThe taxable payroll for Hi is farger than the twable payroll for OASDI because the HI
taxable MEMuUM aMount was m - 1mmsﬂb;mnumﬂFm
April 1, 1986, wmmmmmﬂmm a5 the sum of
mesmwymmsbtmhm
2Foc valuation periods, income raies inciude beginning trust fund balances and cost rates inchude an

mmuwmnmmumwwu«uamm
Note: Tmmmmmmmdmmm
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B. LONG-RANGE ESTIMATES OF SOCIAL SECURITY
TRUST FUND OPERATIONS IN DOLLARS

This appendix presents long-range projections in dollars of the op-
erations of the combined OASI and DI Trust Funds and in some
cases the HI Trust Fund. It provides the means to track the progress
of the funds during the projection period. Meaningful comparison of
current dollar values over long periods of time can be difficult because
of the tendency toward inflation. Some means of removing inflation
is thus generally desirable. Several economic series, or “indices,” are
provided to allow current dollars to be adjusted for changes in prices,
wages, and certain other aspects of economic growth during the
projection period.

The selection of a particular index for adjustment of current dollars
depends upon the analyst’s decision as to which index provides the
most useful standard for adjusting dollar amounts, over time, to
create values that are appropriately comparable. Table III.B1 pre-
sents five such indices for adjustment.

One of the most common forms of standardization is based on some
measure of change in the prices of consumer goods. One such price
index is the Consumer Price Index for Urban Wage Earners and
Clerical Workers (CPI-W, hereafter referred to as “CPI"), which is.
published by the Bureau of Labor Statistics, Department of Labor.
This is the index used to determine annual increases in OASDI
monthly benefits payable after the year of initial eligibility. The CPI
is assumed to increase ultimately at annual rates of 3.0, 4.0, and 5.0
percent for the low cost, intermediate, and high cost sets of as-
sumptions (alternatives I, IT, and I, respectively). Constant-dollar
values (those adjusted by the CPI) are provided in table II1.B2.

Another type of standardization combines the effects of price inflation
with real-wage growth. The wage index presented here is the “SSA
average wage index,” as defined in section 215(iX1XG) of the Social
Security Act. This index is used to make annual adjustments to many
earnings-related quantities embodied in the Sacial Security Act, such
as the contribution and benefit base. The average annual wage is
assumed to increase ultimately by 4.5, 5.0, and 5.5 percent under
the low cost, intermediate, and high cost alternatives (I, I1, and III),
respectively.

The taxable payroll index adjusts for the effects of changes in the
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number of workers and changes in the proportion of earnings that
are taxable, as well as for the effects of price inflation and real-wage
growth. The OASDI taxable payroll consists of all earnings subject
to OASDI taxation, adjusted for the lower effective tax rate on mul-
tiple-employer “excess wages,” and including deemed wage credits
for military service.

The gross domestic product (GDP) index adjusts for the growth in
the aggregate amount of goods and services produced in the United
States. Values adjusted by GDP (see appendix IT1.C) indicate their
relative share of the total output of the economy. No explicit as-
sumptions are made about growth in taxable payroll or GDF. These
series are computed reflecting the other more basic economic and
demographic assumptions, as discussed in section IL.H.

Discounting with interest is another way of adjusting current dollars.
The series of interest-rate factors included here is based on the
average of the assumed annual interest rates for special public-debt
obligations issuable to the trust funds. This series is slightly different
from the interest rates used to create summarized values elsewhere
in this report, where the actual yield on currently held trust fund
assets is used for each year. Ultimate nominal interest rates com-
pounded semiannually, are assumed to be approximately 6.0, 6.3,
and 6.5 percent for the low cost, intermediate, and high cost al-
ternatives (I, II, and III), respectively.
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TABLE I.B1.—SELECTED ECONOMIC VARIABLES BY ALTERNATIVE,
CALENDAR YEARS 1964-2070

[GDP and taxabie payroll in bilions)

Adusted SSA average Taxabie domestic interast-rate
CPI'  wage index? payroil 3 product tactor*

97.04 $23,899.66 $2814 $6,737 0.9330
100.00 2482527 2,960 7,116 1.0000
103.20 25,815.16 3,103 7492 1.0787
106.58 26,895.37 3,257 7.876¢ 1.1620
11022 27,972.95 3412 8,269 12516
114.02 29,117.32 3,576 8,686 1.3461
118.21 30,384.43 3,755 9,143 1.4449
122.81 31,773.20 3952 9,656 1.5489
127.73 33,268.75 4,170 10,217 1.6591
132.84 0 4, 10,817 1.7749
138.15 36,804.04 11,458 1.8958
1 38,434.24 4 12,145 2.0204
174.80 48,052.91 6,517 16,174 2.7541
212.67 82, 21,270 3.7542
258.74 78,902.07 10,963 27,683 5.1176
314.80 101,977.53 14 35,919 6.9761
383.00 130,152.03 18,168 46,765 9.5095

166,110.63 23511 61,100 12.9628

566.94 91 30,368 79,680 17.6704
689.77 85 39,050 103,444 24.0875

00 50, 33,825

1,021.02  440,740.84 64,134 173,175 44,7591
1 1 4,044 61.0136
1,511.36 717,820.38 105,380 290,042 83.1708
1,838.81 916,268.56 135,030 375219 113.3747

7.8 23,900.90 2816 6,743 530
100.00 24,877.54 2,987 7,169 1.0000
102.82 25.863.51 3162 7,563 1.0782
105.90 27,085.68 3,348 8,041 1.1603
109.11 28,246.31 8,504 1.2481
112.36 29.485.17 3,743 8,900 1.3411
11573 20,816.93 9,475
11920 32,175.98 4,169 9,988 1.5413
122.78 4 10,528 1.6471
126.46 38, 4.6% 11,099 1
13025 98,808.61 4,885 11,705 1.9688
134.16 5,150 1 1.9863
15553 47.873.95 6,717 16,130 26694
180.30 59410.42 8,616 ,75€ 3.5874
209.02 74,038.21 10,951 ,500 48212
28231 1 13,913 64793
280.90 114,976.00 17,781 43,447 8.7076

143,281.02 2851 56,103 11.7023
377.51 .20 29,395 72,518 15.7270
2251108 37,731 93,531 21.1387
507.34 .25 120,476
588.15 62,029 155,242 381738
81.82 430,621.84 79,644 200,284 51.3020
79042  536,633.19 1 258,572
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TABLE i11.81.—SELECTED ECONOMIC VARIABLES BY ALTERNATIVE,
CALENDAR YEARS 1994-2070 (Cont.)

[GDP and taxable payroll in bifions]

Gross Compound
domestic imerest-rate

Sl index2  payroll 3 product
96.50 $23,786.58 $2,812 $6,731 0.9330
100.00 24,662.31 2,943 7, 1.0000
103.96 3,031 1.0803
27,002.88 3,201 7,784 1.1675
116.66 28,597.25 3412 8,319 1.2682
38 29.685.73 8,521 1.3876
128.46 31,283.06 3,716 9,154 1.5168
134.88 32.885.74 3 \ 1.6501
141.63 523.78 4,193 10,419 1.7604
148.71 36,358.49 4, 11,07 1.9148
156.14 38,342.62 4,701 11,772 2.0524
163.95 40,451.47 4,996 12,541 2.1919
209.24 62,868.47 6,715 17,050 3.0137
267.05 69,096.99 8937 22,964 4.1436
340.84 90,306.99 11,725 582 5.6971
118,027.64 15,272 40411 7.8330
555.19 154,257.39 19,903 53,426 10.7658
708.57 201,608.23 25,965 70,705 14,8076
.88 33,604 93,080
1,154.19 344 375.91 43,422 121,687 27.9822
1 55,679 158,291
1 06 71,344 205,178 52.9164
768.811.25 882 265,91 7
308242 1 .44 118,113 344608  100.0331
3,908.51 1,313240.50 446,393 137.5373
mcvumnmmmsmmmmmmmmw
CMWMnM.aM'gymmdMMWd mm&
shown are dividing calendar-yesr sl analogous value
1995, and mb&. rasult by 100, Mﬁmnaawg‘a 1985.
2The "SSA average index” is defined in section 215(I(1)}(G) of he Social Security Act; it is used
in the calculations of benefils and the automeic adjusiment of the contribution and benefit base
and other wage-indexed program amounts.
STaxable consists of 10t eami contribution rates, to inckxle
payroli "?hd sg:na - adius\ed(
1o the Mmyw rate) which apply to *

mmmwswnmmmdmmmwmu
ml‘wmmmwmmmhmumdmm.mrm

Table III.B2 shows estimated operations of the combined OASI and
DI Trust Funds in constant 1995 dollars (i.e., adjusted by the CPI
indexing series as discussed above). Items included in the table are:
income excluding interest, interest income, total income, total outgo,
and assets at the end of the year. Income excluding interest consists
of payroll-tax contributions, income from taxation of benefits, and
miscellaneous reimbursements from the general fund of the Trea-
sury. Outgo consists of benefit payments, administrative expenses,
net transfers from the OASI and DI Trust Funds to the Railroad
Retirement program under the financial-interchange provisions, and
payments for vocational rehabilitation services for disabled bene-
ficiaries. These estimates are based on the low cost, intermediate,
and high cost sets of assumptions (alternatives I, I, and III).
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TABLE I1I.B2.—ESTIMATED OPERATIONS OF THE COMBINED OASI AND DI TRUST
FUNDS IN CONSTANT 1995 DOLLARS! BY ALTERNATIVE,
CALENDAR YEARS 1995-2070

[in bilions]

exciuding Interest Total Assets at
interest income income Ouge  end of year
$369.4 $35.9 $405.3 $340.1 $501.7
379.5 39.7 4192 3464 558.8
385.3 43.7 4290 3528 617.4
390.5 47.7 4382 359.0 6763
395.3 514 446.7 365.8 734.7
400.7 54.9 455.7 3726 .7
406.4 583 464.7 379.0 847.7

4122 61.5 473.7 3858 2902
41856 645 483.1 3931 958.1
4254 €73 4927 4009 10132
4333 69.4 502.7 408.8 1,088.2
4726 784 5510 4582 1,320.4
509.2 86.5 §95.7 5358 14370
544.6 77.9 625 634.3 1,2858
580.1 47.1 6272 7334 7235
372.1 36.0 408.1 3389 505.5
ag’s 40.3 428.1 343.9 575.9
3982 453 4435 343.0 653.7
4088 50.9 459.7 3542 739.9
4191 52.0 478.1 360.0 834.5
4302 633 4935 3663 9375
440.9 69.8 5107 3723 1,048.5
450.7 764 £27.4 3786 1,166.4
4614 83.0 544.5 3853 12917
4726 888 562.3 3925 1,424.0
483.8 96.3 580.2 400.7 1,562.0
545.5 1304 9 455.9 23218
605.8 1754 781.2 548.1 3,082.0
669.1 2131 8822 666.0 3,7258
1 2391 877.2 788.6 4,185.1
817.5 255.0 1,0725 899.3 4,418.9

2682 '1,178.8 992.2 4,

9 2876 1,296.5 1,087.4 5,001.4
1,117.5 3185 1,438.0 1,152.0 §,
1,236.5 360.4 1,508.9 12575
1,360.3 4108 1,780.1 1,391.2 7,1702
1518.0 1,906.5 1,540.5 8,178.6
1,683.2 22195 1,700.0 ,
1,864.9 6168 2481.8 1,876.6 10,7732

3682 359 404.1 M4 499.1
3688 39.1 4079 348.1 538.9
368.1 4.7 409.8 316 569.4
389.1 445 4135 356.4 591.9
;W43 47.0 4113 389.9 605.7
365.1 48.1 4132 2 613.0
3704 483 4188 3852 6174
3745 47.9 4224 3830 617.3
3779 46.9 4248 400.7 6120
w12 454 426.6 4085 601.0
386.2 42.6 428.7 4154 5§85.7
408.6 2.7 4364 455.7

4289 8.1 437.0 5168 93.0

1mmmwmnmm&byu0ﬂmmmmmmm.

wmmmmmmmmmmmummsm”w
0 become exhausted in 2030 under semative H and in 2016 under allemative IX.

Note: Totals do not necessarily equal the sums of rounded components.
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Figure III.B1 provides a comparison of outgo with total annual in-
come (including interest) and annual income excluding interest, for
the OASDI program under intermediate assumptions. All values are
expressed in constant dollars, as shown in table IIL.B2. The difference
between the income values for each year is equal to the trust fund
interest earnings. Thus the figure illustrates the fact that, under
intermediate assumptions, combined OASDI expenditures will be
payable from (1) current tax income alone through 2012, (2) current
tax income plus a portion of annual interest income for years 2013
through 2019, and (3) current tax income, annual interest income,
plus a portion of the principal balance in the trust funds for years
2019 through 2029, i.e., through the year preceding the year of trust
fund exhaustion. ’

FIGURE liLB1.~-ESTIMATED OASDI INCOME AND OUTGO
IN CONSTANT DOLLARS, BASED ON ALTERNATIVE Il
CALEND: 995-2030

AR YEARS 1
[wn biione}
$900
$s00 o~
] oo
s700 L
$600 . Tota income
ss00
5300 ]
s200 5
]
5100 = :
o - :

URRALJLEN B BLELED BRI N L S N B Tv T LA BRI BL L AL ELN BLEL RS BRI

1990 1995 2000 2005 2010 2015 2020 2025 2030 2035
Calender year
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TABLE HL.B3.—ESTIMATED OPERATIONS OF THE COMBINED OASI AND DI
TRUST DOLLARS

FUNDS IN BY ALTERNATIVE,
YEARS 1995-2070
{in bilions}
Income Totai
inlerest income income Outgo ond of year
$369. $35.9 $405.3 $340.1 $501.7
391.7 40.9 432.6 357.5 5786.
410.7 46.6 4573 376.0 658.1
4304 526 4830 305.6 7454
450.7 58.6 5094 417.1 8377
473.7 64.9 538.7 4405 935.9
485.1 7.6 §70.7 485.5 1,041.1
5285 78.5 605.0 492.8 1,153.3
556.1 85.7 6418 5223 12728
5877 92.9 680.7 §53.8 1,389.7
622.5 99.7 122 687.3 1,534.6
826.0 137.1 963.2 800.9 2,308.0
1,082.9 184.0 1,268.9 1,139.4 3,056.1
1,409.1 201.7 1,610.8 1,641.2 32752
1,826.3 1482 1,9745 2,308.8 22777
372.1 36.0 408.1 338.9 505.5
388.7 41.4 440.1 353.5 582.1
421.7 48.0 469.7 369.5 €922
4460 §5.5 501.8 386.5 807.3
4709 64.0 534.9 404.5 937.7
497.9 73.2 571.1 4239 1,084.9
5255 83.2 608.7 4439 1,249.8
5834 [-<¥] 647.2 464.9 1,
583.5 105.0 688.6 487.2 1.633.5
81585 116.9 7324 5112 1,854.8
649.1 129.2 7783 5375 2,0056
8484 202.8 1,051.1 709.1 36107
1,023 3162 14085 9682 55749
1,388.5 4455 1,844.0 1,392.1 7.787.6
1,788.5 5794 2,3678 1,8109 10,068.3
22865 716.4 3,0129 2 12,4158
2,958.8 873.4 38323 3.231.1 15,142.9
38088 1,085.8 4,804.5 4,029.7 18,880.7
4,990.5 1,304.0 62845 5,041.5 24,013
62734 18284 8,101.9 63798 1,914.2
8,053.6 2416.0 10,469.6 8,182.5 421714
10,349.9 3,194.6 13,544.5 0,503.6 ,763.8
13,304.5 4239.0 17,5435 134374 74,020.4
17,088.7 1 22,740.8 17,195.2. 98,7164
368.2 359 404.1 3414 499.1
3834 40.6 4240 3629 5602
4034 45.7 449.1 3854 624.0
430.6 518 4824 4159 690.
445.9 57.5 503.4 452.7 7413
468.0 61.8 530.8 4846 787.5
499.7 65.2 564.8 5196 832.8
530.3 67.8 598.2 556.7 8743
562.0 69.8 631.8 9 910.1
5952 709 868.1 637.8 938.4
633.1 689.8 702.9 681.0 960.3
855.1 58.1 913.1 8534 910.9
1,145.3 1.7 1,167.1 1,330.2 264.3

1Estmates later years are not shown
become exhausted in 2030

OkSlleTmFuusarsesﬂnmed
ahemative I

because the combined
2030 under aemative Il and in 2016 under

N«e.Towsdondnmwmumdmmm
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Table III.B3 shows estimated operations of the combined OASI and
DI Trust Funds in current dollars—that is in dollars unadjusted for
inflation. Items included in the table are: income excluding interest,
interest income, total income, total outgo, and assets at the end of
the year. These estimates, based on the low cost, intermediate, and
high cost sets of economic and demographic assumptions (I, II, and
III), are presented to facilitate independent analysis.

Table III.B4 shows estimated income (excluding interest) and es-
timated total outgo (excluding the cost of accumulating target trust
fund balances) of the combined OAS] and DI Trust Funds, of the HI
Trust Fund, and of the combined OASI, DI, and HI Trust Funds,
based on the low cost, intermediate, and high cost sets of assumptions
(alternatives I, II, and ITI) described earlier in this report. For OASDI,
income excluding interest consists of payroll-tax contributions, pro-
ceeds from taxation of OASDI benefits, and miscellaneous transfers
from the general fund of the Treasury. Outgo consists of benefit
payments, administrative expenses, net transfers from the trust funds
to the Railroad Retirement program, and payments for vocational
rehabilitation services for disabled beneficiaries. For HI, income ex-
cluding interest comsists of contributions (including contributions
from railroad employment), proceeds from the taxation of OASDI
benefits, and payments from the general fund of the Treasury for
contributions on deemed wage credits for military service. Total outgo
consists of outlays (benefits and administrative expenses) for insured
beneficiaries. Income and outgo estimates are shown on a cash basis
for the OASDI program and on an incurred basis for the HI program.

Table III.B4 also shows the difference between income excluding
interest and outgo, which is called the balance. The balance indicates
the size of the net cash flow from tax income and expenditures to
the funds.
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TABLE NL.B4.—ESTIMATED OASDI AND Hi INCOME EXCLUDING INTEREST,
OUTGO, AND BALANCE IN CURRENT DOLLARS BY ALTERNATIVE,
CALEND 995-2070

AR YEARS 1
[in bisions}
OASDI Hl Combined
income income income
exclud- exclud- exciud-
Calen- ing ing

1995 $369 $340 $29 $106  $115 $476 8455
1996 392 34 112 125 =14 503 483 21
1957 411 376 a5 118 136 -18 528 512 17
1998 430 35 124 147 -23 654 542 12
1999 451 417 34 130 158 -29 581 575 3
474 440 33 137 71 -34 610 611 -1
2001 499 465 34 144 185 -41 643 650 -7
2002 526 483 k] 152 199 47 679 692 -13
2003 556 522 M4 161 215 54 717 737 -20
2004 588 554 34 171 232 ~51 758 785 -27
2005 622 587 35 181 249 -£8 804 837 -a3
2010 826 801 25 245 361 -116 1,071 1,162 =80
2015 1,083 1,138 57 329 532 ~203 1412 1,672 -260
2020 1,409 1,641 -232 431 783 ~352 1,840 2,425
2025 1,826 —482 563 1,182 ~589 2,389 3461 -1,072
2030 2371 3,136 -766 734 1,668 =934 3,104 ,804 -1,
2035 3081 4,131 -1,05% 956 2333 -1377 4037 6464 2427
2040 3988 5309 1,321 1237 3,180 -1923 5225 469 -3
2045 5,137 6823 -1,686 1,504 4,188 =2,595 6,731 11,012 -4.281
2050 6,601 8,843 2 2,051 5480 -3,439 8652 14, -~5,681
2055 8478 11,580 -3,112 2841 7,196 555 11,118 18,786 =7,667
2060 10,893 15,192 3, 8512 5110 14, 24,704 -10,409
2065 13996 19,801 5808 4381 12634 253 18,376 32435 -~14,058
2070 17,962 25707 -7,745 5832 16,824 ~-11,192 23584 42,531 -18,838
Low Cost
1995 372 338 33 107 ~ 115 -8 479 454 25
966 399 354 45 113 124 -1 512 477 35
1997 422 370 52 120 133 -13 542 502 40
1998 446 386 60 127 142 =15 573 529 45
1999 471 405 66 134 152 -18 605 556 49
2000 496 424 74 142 162 ~20 640 586 54
2001 526 444 82 180 173 -23 675 616 59
2002 553 465 89 158 183 25 711 648 63
2003 584 487 96 166 184 -28 750 681 69
2004 616 511 104 175 205 -0 701 718 75
2005 649 538 112 185 217 ~31 835 754 81
2010 848 709 139 247 286 -39 1,085 995 100
2015 1,092 988 104 383 -59 1416 371 45
2020 1,398 1,382 ] 417 511 94 1,818 1,903 -88
2025 1,788 1911 -122 537 681 -144 2325 2,592 -267
200 2,297 2,526 -229 691 913 -222 2987 3439 -452
2035 2959 3231 ~272 890 1,212 -322 3849 4 =584
2040 3,809 4,030 -221 1,144 1,582 -449 4953 5622 =570
2045 4,891 5,042 =151 1. 2,088 -631 857 7,140 -783
2050 a3 6,380 -106 1 2,750 -869 8,154 9,130 -§78
2055 8, 8,182 -129 2,415 -1,183 10469 11,791 -1,322
2060 10,350 10,504 -~154 3,106 4,778 -1 13456 15279 -1823
2065 13, 13437 -133 3993 6360 -2367 17208 19,798 -2500
2070 17,089 17,185 =107 5129 8482 -3353 22218 25677 -3459
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TABLE lIL.B4.—~ESTIMATED OASDI AND HiI INCOME EXCLUDING INTEREST,
OUTGO, AND BALANCE IN DOLLARS BY ALTERNATIVE,
YEARS 1995-2070 (Cont.)
_ in billons}
OASDI [ Combined
income incoma Income
exciud- exciud- exgiud-
Calen- ing ing ing
dar year intereSt Ougo Balance interest Ouigo Balance interest Ougo Balance
High Cost:
1995 $368 $341 27 $106 $115 -$10 $474 8457 $17
1996 383 363 21 109 126 -17 493 489 3
1897 400 3BS 18 116 140 -23 518 525 -5
1998 431 416 18 124 156 -30 585 S71 =16
1999 448 453 -7 129 189 ~40 575 622 47
2000 469 485 -16 136 106 =50 805 670 -65
2001 500 520 -20 145 206 -80 645 725 -80
2002 530 §57 -26 155 226 =72 685 783 ~-58
2008 562 596 ~34 164 249 -85 726 8AS -119
2004 595 638 ~-43 178 Fag ) -98 770 912 -142
2005 633 681 48 196 00 -114 820 981 -162
2010 -] 953 98 257 480 223 1,112 1,434 ~321
2015 1145 1,380 -235 383 785 -432 1498 2165 -867
2020 1,519 2,035 ~516 472 1,285 -813 1,991 3320 -1,329
2025 1893 2940 -641 627 2004 1468 2627 5034 -2407
2030 2629 4121 1492 83t 3278 -2448 3459 7399
2035 3452 5,618 ,166 3096 483 3740 4549 10454 5906
2040 4501 7, 2984 1433 €737 -5304 5935 14222
2045 5826 9946 4120 1867 8 -7,181 7087 18968 -11,281
2050 7507 13275 -5768 2409 1183 -9423 9916 25107 -15,191
2055 9649 17859 -8 3115 15478 -12383 12,765 ~20,
2060 12, 23987 -11,584 4,030 -~16,357 18433 44,374 -27.040
2065 15830 31,872 =-16,042 5206 27012 21,806 21,13 589683 -37,847
2070 20,435 42314 21,880 6,711 35843 -29,132 145 78,157 -51.01

Notes:
1. Annual figures are avaiable from the Offica of the Actuary, Social Security Administration.
2. Totals 0o not necessarily equal the sums of rounded componants.

Table ITI.B5 shows estimated future benefit amounts payable to per-
sons attaining age 65 in various years based on retirement at the
normal retirement age and at age 65, for various steady levels of
pre-retirement earnings, based on intermediate assumptions. The
benefit amount is shown in current dollars, constant dollars (adjusted
by the CPI indexing series shown in table ITI B1), and as a percentage
of earnings in the 12-month period preceding retirement. The normal
retirement age is currently 65, and is scheduled to increase to age
66 during the period 2000-2005 (at a rate of 2 months per year as
workers attain age 62), and to age 67 during the period 2017-2022
(also by 2 months per year as workers attain age 62). The pre-
retirement earnings levels shown are: low (earnings at 45 percent of
the projected SSA average wage index), average (earnings at the
amount of the projected SSA average wage index), and maximum
(earnings at the amount of the projected OASDI contribution and
benefit base).



185

Operations in Dollars

TABLE I1.B5.—ESTIMATED AVERAGE BENEFIT AMOUNT PAYABLE! TO RETIRED
WORKERS ARIOUS STEADY PRE-RETIREMENT LEVELS
TE ASSUMPTIONS, CALENDAR YEARS 1995-2070

Year a"u'-'
atain  Age at Current dollars Constant 1995 dolars? samings
age retire- Maxi- Mad- Aver-  Max-
653 ment Lowt Average  mum$ Lowt Average mumS Lowt age mumS

Retirement at nomal retirement age: -

1995 650 $6255 $10,322 $14424 $6,255 $10,322 $14424 582 432 238
2000 €50 7535 12446 18082 6374 10529 15305 575 427 254
2005 656 9577 15820 23867 653 10,797 16290 567 422 265
2010 660 12413 20529 32014 11283 17610 S62 419 272
2015 66:0 15845 26211 41586 7,164 11,851 49 277

662 20361 33672 607 7517 12432 19782 562 418 278
2025 670 4716 71072 7828 13,133 $60 418 277
2030 670 34446 57,070 685 8315 13777 21891 S60 418 277
2035 6790 72042 115692 6724 14453 48 277
2040 670 56,118 92961 147322 9,152 15160 24025 560 418 276
2045 670 71626 118654 187,836 X 1 25117 418 276
2050 670 91419 151,439 239681 10072 16684 26406 S60 418 276
2055 67:0 116679 193,290 205900 10, 17.503 B S60 418 276
2080 670 148911 246,688 380,421 11083 18 29058 560 418 276
2065 67:0 190,083 314,858 496,29 627 19,261 0483 418 2716
270 610 401,047 635953 12,196 31976 560 418 276

1995 650 $6255 $10,322 $14424 $6255 $10322 $14.424
2000 12446 18,002 10,529

- 65:0 9078 14990 22623 6319 10434 15746 S$51 410
% 2% HioNe g ow
650 17856 29498 47028 6901 11400 18176 521 388
35306 56444 17,930

444434

27, 72,036 16,808 .
2035 650 34904 57648 091889 7490 12371 19719 490 364 242
2040 650 44548 73576 117017 7858 12978 20640 490 364 242
93912 149,188 8244 13815 21,629 490 ;¢4 242
2050 650 72577 119858 190,376 8648 14282 22685 490 364 242
152,968 242968 9073 14962 23,797 490 ;W4 242
195,240 310102 9517 15717 24963 490 W4 242
2065 €50 150,897 249,191 395791 9,984 16488 26188 490 364 242
318036 505126 10474 17296 27470 480 364 242

1m|wmumwmmmtzmmmmvumrm¢

mmmmwmmmmmnmmmmmmmmm

3Assumed 10 attain age 65 in January of the year.
4Eamings equal to 45 percent of average.
SEamings equal to the OASDI contribution and benefit base.
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C. LONG-RANGE ESTIMATES OF SOCIAL SECURITY
TRUST FUND OPERATIONS AS A PERCENTAGE
OF THE GROSS DOMESTIC PRODUCT

This appendix presents long-range projections of the operations of
the combined Old-Age and Survivors Insurance and Disability In-
surance (OASI and DI) Trust Funds and of the Hospital Insurance
(HI) Trust Fund expressed as a percentage of the gross domestic
product (GDP). While expressing these fund operations as a per-
centage of taxable payroll is the most useful approach for assessing
the financial status of the programs, (see table II.F13 and section
III.A), analyzing them as a percentage of GDP provides an additional
perspective on these fund operations in relation to the total value of
goods and services produced in the United States.

Table III.C1 shows estimated income excluding interest, total outgo,
and the resulting balance of the combined OASI and DI Trust Funds,
of the HI Trust Fund, and of the combined OASI, DI, and HI Trust
Funds, expressed as percentages of GDP on the basis of each of the
three alternative sets of assumptions. The estimated GDP on which
these percentages are based is also shown in table II1.C1. For OASDI,
income excluding interest consists of payroll-tax contributions, pro-
ceeds from. taxation of benefits, and various reimbursements from
the general fund of the Treasury. Total outgo consists of benefit
payments, administrative expenses, net transfers from the trust funds
to the Railroad Retirement program, and payments for vocational
rehabilitation services for disabled beneficiaries. For HI, income ex-
cluding interest consists of contributions (including contributions
from railroad employment) and payments from the general fund of
the Treasury for contributions on deemed wage credits for military
service. Total outgo consists of outlays (benefits and administrative
expenses) for insured beneficiaries. Both the HI income and outgo
are on an incurred basis.

The OASDI balance (income excluding interest, less outgo) as a per-
centage of GDP is projected to be positive on the basis of the low
cost alternative 1 through 2020, but with decreasing deficits after
2030. The OASDI balance is projected to be positive through 2010
on the basis of the intermediate alternative II and through 1998 on
the basis of the high cost alternative III, before becoming perma-
nently negative, with increasing deficits. The projected HI balance
as a percentage of GDP, however, is negative, with increasing def-
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icits, throughout the long-range period under all three alternatives.
The combined OASDI and HI balance as a percentage of GDP is
projected to be positive through 2015 under the low cost alternative
I, through 1999 under the intermediate alternative II, and through
only 1996 under the high cost alternative IIl. Between 2010 and
about 2030, under all three alternatives, both the OASDI and HI
balances as percentages of GDP are projected to decline substantially
because the “baby-boom” generation reaches retirement age during
these years. After balances cease to be positive under the inter-
mediate and high cost alternatives, the size of annual deficits in-
creases fairly steadily for the OASDI and HI programs, both sep-
arately and combined.

By the year 2070, the combined OASDI and HI balances as per-
centages of GDP, based on the three alternatives, are projected to
differ by a relatively large amount: from a deficit of 1.04 percent for
the low cost alternative I to a deficit of 11.43 percent for the high
cost alternative III. Projected balances differ by a much smaller
amount by the year 2005: from a positive balance of 0.65 percent for
the low cost alternative I to a deficit of 1.29 percent for the high cost
alternative III.

The summarized long-range (75-year) balance as a percentage of GDP
for the combined OASDI and HI programs varies by a relatively large
amount (from a deficit of 0.24 percent, based on the low cost al-
ternative I, to a deficit of 5.73 percent, based on the high cost al-
ternative IIT). The 25-year summarized balance varies by a smaller
amount (from a positive of 0.59 percent to a deficit of 1.56 percent).
Summarized rates are calculated on the present-value basis including
the trust fund balances on January 1, 1995 and the cost of reaching
and maintaining a target trust fund level equal to 100 percent of
annual expenditures by the end of the period. (See section ILF for
further explanation.)
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TABLE 1.C1.—ESTIMATED OASDI AND HI INCOME EXCLUDING INTEREST,

OUTGO, AND BALANCE AS A PERCENTAGE OF GDP BY ALTERNATIVE,
CALENDAR YEARS 1995-2070
Percentage of GDP
H Combined GOP in
Bal- n- Out- Bak n-  Owm- Bal- dollars
ance come! Qo ance come! go ance (bilions)
0.41 149 162 -013 668 640 029 $7,116
A8 149 167 -18 6.72 645 27 7,492
44 149 172 -23 671 650 21 7.876
42 149 177 -28 6.70 656 A4 8,269
B39 149 182 -33 668 662 06 8,686
36 149 187 -38 6638 669 -01 9,143
35 149 191  -42 666 673 =07 9,656
3 149 195 <46 664 677 =13 10217
)| 149 199 ~50 663 681 ~-.18 10,817
30 149 202 -53 662 68 ~-23 11,458
29 149 205 -56 682 689 -27 12,145
16 15 223 -71 662 718 -56 16,174
.. -27 155 250 -96 664 786 122 21270
2020 .. -84 15 283 -1.27 665 876 -2.11 27683
. 5.08 -1.34 157 321 -164 665 963 -298 3IN9
2090 ..... 607 671 -1.64 157 357 -200 664 1027 -363 46,765
2035 ..... 504 676 -1.72 1586 382 -226 661 1058 -3.97 61,100
2040 ..... 501 666 -1.66 155 397 -241 656 1083 -407 79680
2045 ..... 497 660 -163 154 405 -251 651 1065 -4.14 103,444
2050 ..... 493 660 -1.67 153 410 -257 646 1070 -424 133925
2055 ..... 490 669 -1.90 152 416 -283 642 1085 443 173,175
2060 ..... 486 678 -1.92 182 425 -273 638 1103 -465 224,
2065 ..... 483 683 -200 151 436 -285 634 1118 -4.85 290,042
270..... 479 685 -206 150 448 -298 629 1134 -505 375219
Summarized rates:2
25-year:
1995-2019 . 546 524 22 161 223 -62 706 747 -40 ———
1995-2044 . 528 581 -53 15 282 -123 687 863 -1.76 ———
1 518 603 -85 157 3.17 -1.60 675 8920 -245 -
Low Cost:
1995 ..... 519 473 A6 149 160 -~11 668 6.33 a5 7,169
1906 ..... 525 4.66 59 148 163 -14 674 620 45 7,593
1997 ..... 524 460 65 149 185 -6 6.74 625 A9 8,041
1998 ..... 525 454 70 149 167 =18 674 622 52 8,504
1989 ..... 524 450 74 150 160 =20 674 620 54 8,960
2000 ..... 526 447 78 150 179 -21 675 619 57 9,475
2001 ..... 526 444 82 150 173 -23 676 6.17 59 9,988
2002 ..... 526 442 84 150 174 =24 675 B6.15 .60 10,528
2003 ..... 526 4.39 87 15 175 -25 675 6.14 52 11,099
2004 ..... 526 437 89 180 175 -25 676 612 64 11,705
2005 ..... 5268 436 90 180 175 -25 676 6.11 85 12,342
2010 ..... 526 440 8 158 177 -24 679 6.17 62 16,130
2015 ..... 526 476 50 186 188 =29 .82 6.61 22 ,756
2020 ..... 528 525 02 15 193 ~-35 685 718 -33 26500
2025 ..... 529 565 -3 159 201 -43 687 766 -79 33831
20%..... 629 581 -53° 18 210 -51 688 792 -1.04 4447
2035 ..... 527 576 -49 159 216 -.57 686 792 -106 56,103
2040 ..... 526 556 -0 158 220 -6 683 775 -92 72518
2045 ..... 5§23 538 -16 157 224 -68 680 763 -84 90531
2050 ..... 521 530 -0 156 228 -7 677 758 -81 120476




189

Percentage of GDP

TABLE N1.C1.—ESTIMATED OASDI AND Hi INCOME EXCLUDING INTEREST,
OUTGO, AND BALANCE AS A PERCENTAGE OF GDP BY ALTERNATIVE,
CALENDAR YEARS 1995-2070 (Cont.)

Percentage of GOP
OASDI H Combined

GDP in
In- Out-  Bal In- Out- Bat In- Out- Bal-  doltars
Calendaryear come' go ance come! go ance come’ go ance (bifiions)

Low Cost (Cont.): -
2055 ..... 519 527 -0.08 156 232 -077 674 760 -0.85 $155242
2060 ..... 517 524 -08 185 238 -8 672 763 -91 200284
2065 ..... 515 520 -05 154 246 -92 669 766 97 288572
270 ..... 5§12 8§15 -~ 154 254 -100 668 770 -1.04 333,588

557 477 .80 161 183 -22 748 659 58  ---
544 513 .31 160 194 -34 704 708 ~-03 ---
538 516 .22 159 205 -46 696 721 -24  ---
522 484 .38 149 163 -14 671 647 24 7,059
529 501 28 151 174 -24 680 676 05 7282
518 495 23 149 179 -30 667 674 -07 7784
548 500 18 150 186 -36 667 68 -19 8319
523 531 -08 151 198 -47 674 730 -55 8521
542 529 -17 149 203 -54 661 732 =71 9154
510 530 -20 148 210 -62 658 740 -82 9,
500 534 -25 148 217 -68 657 752 -84 10419
508 538 -31 148 225 -77 656 7.63 -1.07 11071
506 542 -36 148 233 -84 654 774 120 11,772
505 543 -38 149 240 -91 654 7.83 -129 12,541
502 559 -58 151 282 -131 652 841 -1.88 17,050
498 600 -102 154 342 -1.88 652 942 -290 22,
497 665 -1690 154 420 -266 651 1086 -4.35 30,
495 728 -233 155 518 -363 650 1246 -596 40411
492 771 279 155 614 -458 648 1385 -737 53426
488 795 -306 155 529 643 1479 -835 70,705
484 804 -321 154 724 -570 638 1528 -8.90
479 817 -339 153 741 632 1559 -927 121,687
474 839 -384 152 747 595 626 1586 -9.60 158291
470 870 —400 152 754 803 622 1625 -10.03 205,178
466 902 -436 152 767 -615 618 1669 -10.51 915
462 928 -465 151 784 -833 £13 1712 -1088 y
458 948 —490 150 BO3 -653 608 1751 -11.43 446,393

Summarized rates:2

I

S40 580 ~—40 180 276 -116 700 856 156  ---

, 518 664 -146 158 432 274 676 1095 =420 —-—-

19065060 . 505 7.9 -213 156 516 -359 662 1234 -573  ——-

1income excludes interest on the trust funds.
2Symmarized rates are calculated on the present-value basis including the value of the trust funds on
Jamw1,1ssswmb§oudmmwmmgammmwmm1wmm

Note: Totals do not necessarily equal the sums of rounded components.
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The difference between trust fund operations expressed as percent-
ages of taxable payroll and those expressed as percentages of GDP
can be seen by analyzing the estimated ratios of OASDI taxable
payroll to GDP, which are presented in table III.C2. HI taxable
payroll is about 20 percent larger than the OASDI taxable payroll
throughout the long-range period (see section III.A for a detailed
description of the difference). The cost as a percentage of GDP is
approximately equal to the cost as a percentage of taxable payroll
multiplied by the ratio of taxable payroll to GDP.

TABLE H.C2.—RATIO OF OASDI TAXABLE PAYROLL TO GDP BY ALTERNATIVE,
CALENDAR YEARS 1995-2070

Calendar year Intermaciate Low Cost High Cost
0.416 0.417 0417
414 416 418
414 416 41
413 417 410
412 417 414
411 417 406
409 417 403
408 A17 402
407 A17 401
406 417 399
406 417 398
403 416 394
400 418 389
396 413 383
392 411 are
- 389 409 373
385 407 367
381 405 382
a7 403 357
374 401 352
an 400 347
367 398 342
363 396 337
360 394 332

Projections of GDP for the first several years were based on assumed
quarterly changes in real GDP and the GDP implicit price deflator.
Thereafter, projections of GDP were based on the projected increases
in U.S. employment, labor productivity, and the GDP implicit price
deflator. Productivity projections are consistent with assumed chang-
es in the level of average earnings, the ratio of earnings to worker
compensation, the ratio of worker compensation to GDP, and average
hours worked per year (see section ILH).

Projections of taxable payroll, which are described in detail in section
I1.H, were based on the projected increases in covered employment
and average taxable earnings. Therefore, the projected increases in
taxable payroll differ from projected increases in GDP primarily to



191

Percentage of GDP

the extent that average taxable earnings are assumed to increase
more slowly than is productivity and to the extent that OASDI pro-
gram coverage of employment changes over time.

The long-range trend in the ratio of taxable payroll to GDP reflects
the assumed trend in the ratio of wages to total employee com-
pensation—i.e., wages plus fringe benefits. The ratio of wages to total
employee compensation declined at average annual rates of 0.36
percent for the 40 years 1954-93 and 0.37, 0.44, 0.49, and 0.12 percent
for the 10-year periods 1954-63, 1964-73, 1974-83, and 1984-93, re-
spectively. Ultimate future annual rates of decline in the ratio. of
wages to employee compensation are assumed to be 0.1, 0.2, and 0.3
percent for alternatives I, II, and III, respectively. An additional
factor that has made the overall ratio of taxable payroll to GDP
decline in recent yea»s is the decline in the ratio of taxable earnings
to covered earnings, as a result the relatively greater increases in
earnings for persons with earnings above the benefit and contribution
base. This decline in the taxable ratio is assumed to continue at a
slower pace through the end of this century.

Between 1983 and 2015, however, the tendency toward decreases in
the ratio of taxable payroll to GDP, discussed above, is at least
partially offset by the gradually expanding OASDI coverage of Fed-
eral civilian employment resulting from the 1983 amendments.

For the low cost alternative 1, the ratio of taxable payroll to GDP is
projected to be nearly constant through the year 2005, and then to
decrease for the remainder of the long-range period. For the in-
termediate and high cost alternatives, the ratio of taxable payroll to
GDP is projected to decrease essentially throughout the long-range
period,
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D. TEN YEAR HISTORY OF ACTUARIAL BALANCE
ESTIMATES

This appendix chronicles the recent history of the primary measure
of long-range actuarial status, namely the actuarial balance, as shown
in the annual reports for 1985 and later. Actuarial balance is defined
in detail in section IL.F, Actuarial Estimates. Conceptually, the two
basic components of actuarial balance are the summarized income
rate and the summarized cost rate. Both rates are expressed as
percentages of taxable payroll. For any given period, the actuarial
balance is the difference between the present value of tax income for
the period, and the present value of the outgo for the period, each
divided by the present value of taxable payroll for all years in the
period. Also included in the calculation of the actuarial balance are:

1. The amount of the trust fund balances on hand at the be-
ginning of the valuation period, as shown in the reports for
1988 and later, and :

2. The present value of a target trust fund balance equal to 100
percent of the amount of annual outgo to be reached and
maintained by the end of the valuation period, as shown in
the reports for 1991 and later.

It should be noted that the current method of calculating the ac-
tuarial balance based on present values, though used prior to the
19738 Annual Report, was not used for the annual reports of 1973-87.
Instead, a simpler method that approximates the results of the present-
value approach, called the “average-cost” method, was used during
that period. Under the average-cost method, the sum of the annual
cost rates (which are expressed as percentages of taxable payroll)
over the 75-year projection period was divided by the total number
of years, 75, to obtain the average cost rate per year. The average
income rate was similarly calculated, and the difference between the
average income rate and the average cost rate was called the ac-
tuarial balance.

In 1973, when the average-cost method was first used, the long-range
financing of the program was more nearly on a pay-as-you-go basis.
Also, based on the long-range economic and demographic assump-
tions then being used, the annual rate of growth in taxable payroll
was about the same as the annual rate at which the trust funds
earned interest. In either situation (i.e., pay-as-you-go financing,
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where the annual income rate is the same as the annual cost rate,
or an annual rate of growth in taxable payroll equal to the annual
interest rate), the average-cost method produces the same result as
the present-value method. However, by 1988, neither of these sit-
uations still existed.

As a result of legislation enacted in 1977 and in 1983, substantial
increases in the trust funds were estimated to occur well into the
next century, so that the program was partially “advance funded,”
rather than being funded on a pay-as-you-go basis. Also, because of
declines in long-range fertility rates and average real-wage growth
that were assumed in the annual reports over the period 1973-87,
the annual rate of growth in taxable earnings assumed for the long
range became significantly lower than the assumed interest rate.
Therefore, during the period 1973-87, the results of the average-cost
method and the present-value method began to diverge, and by 1988
-they were quite different. While the average-cost method still ac-
counted for most of the effects of the assumed interest rate, it no
longer accounted for all of the interest effects. The present-value
method, of course, does account for the full effect of the assumed
interest rates. So, in 1988, the present-value method of calculating
the actuarial balance was resumed. -

A positive actuarial balance indicates that estimated income is more
than sufficient to meet estimated trust fund obligations for the period
as a whole. A negative actuarial balance indicates that estimated
income is insufficient to meet estimated trust fund obligations for
the entire period. An actuarial balance of zero indicates that the
estimated income exactly matches estimated trust fund obligations
for the period. -

Table I11.D1 shows the estimated OASDI actuarial balances, as well
as the summarized income and cost rates, for the last 10 annual
reports (1985-1994), along with the estimates for the current report.
The values shown are based on the intermediate alternative II as-
sumptions, or alternative II-B for years prior to 1991.



194

Appendices

TABLE I1.D1.—LONG-RANGE ACTUARIAL BALANCES FOR THE OASDI PROGRAM
AS SHOWN FOR THE INTERMEDIATE ASSUMPTIONS! IN THE TRUSTEES
REPORTS ISSUED IN YEARS 1985-1935

[As a percentage of taxable peyroll]

Summarized Summarized Actuarial  Change from

Year of report income rate cost rate previous year

1985 . .. ittt 12.94 1335 ~0.41 -0.35
1986, ... ccvirreenrnieanieiraeias 12.96 13.40 -.44 -.03
1987 ... it 12.89 13.51 -.82 -.18
198B. .. .0 iiirrieiiirireaieaas 12.94 13.52 -.58 +.04
1989 .. ... 13.02 13.72 =70 -13
1990, . iiiiiiienriicaninenenanias 13.04 13.95 -91 -21
1991 ... it 13.11 14.19 -1.08 -17
1992, .. ittt 13.16 14.63 -1.46 -.38
B - - < 7 13.21 14.67 ~1.46 =00
1994 . . .o e 1324 15.37 -2.13 -66
1995, . iii it 13.27 15.44 ~2.17 -.04

tValyes shown are based on the intermediate altemative |1 assumptions for 1991-85, and on the
intermediate ahemative 1I-B assumptions for 1985-90,

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

For several of the years included in the table, significant legislative
changes or definitional changes have affected the estimated actuarial
balance. In 1985, for example, the estimated actuarial balance changed
largely because of an adjustment made to the method for estimating
the age distribution of immigrants.

Rebenchmarking of the National Income and Product Accounts, and
changes in demographic assumptions contributed to the change in
actuarial balance for 1987. Various changes in assumptions and meth-
ods for the 1988 report had roughly offsetting effects on the actuarial
balance. In 1989 and 1990, changes in economic assumptions ac-
counted for most of the changes in the estimated actuarial balance.
In 1991, the effect of legislation, changes in economic assumptions,
and the introduction of the cost of reaching and maintaining an
ending trust fund target combined to produce the change in actuarial
balance. In 1992, changes in disability assumptions and the method
for projecting average benefit levels accounted for most of the change
in the actuarial balance. In 1993, numerous small changes in as-
sumptions and methods had offsetting effects on the actuarial bal-
ance. In 1994, changes in the real-wage assumption, disability rates,
and the earnings sample used for projecting average benefit levels
accounted for most of the change in the actuarial balance. Changes
affecting the actuarial balance shown for the 1895 report are de-
scribed in section IL.F2 of this report.
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E. 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. Effective Jan-
uary 1991, the requirements for the disability of the widow or wid-
ower were made less restrictive.

On December 31, 1994, about 758,000 persons were receiving month-
ly benefits from the OASI Trust Fund because of their disabilities
or the disabilities of children. This total includes 47,000 mothers and
fathers (wives or husbands under age 65 of retired-worker bene-
ficiaries 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 dis-
abled children aged 16 or 17) in their care. Benefits paid from this
trust fund to the persons described above totaled $3,973 million in
calendar year 1994. Table III.E1 shows these and similar figures for
selected calendar years during 1960-94, and estimated experience for
1995-2004 based on the intermediate set of assumptions.
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TABLE 1Il.E1.—BENEFIT DISBURSEMENTS FROM THE OASI TRUST FUND WITH
RESPECT TO DISABLED BENEFICIARIES, SELECTED CALENDAR
YEARS 1960-1994, AND ESTIMATE| D FUTURE DISBURSEM
DURING 1995-2004 BASED ON IN‘I'ERHSDIA TE ASSUMPTIONS
[Beneficiaries in thousands; benefit payments in millions)
Disabled beneficiaries, end of year  Amount of benefit payments?

Widows- Widows-
Calendar year Total Children2 widowers3 Tolal Chikiren? widowers*
Historical data:
1960 17 117 —_— $58 $59 -
214 214 _— 134 134 -—
316 281 36 30 260 $41
376 58 664 560 104
519 460 59 1,223 1,097 126
547 47 2,072 1,885 187
614 565 49 2219 2,022 197
629 580 49 2,331 2,128 203
633 584 49 2518 2,307 211
651 602 49 2,680 2,469 221
662 613 49 2,882 2,649 233
627 61 3,179 2,875 304
715 643 72 3459 3,07 380
740 659 a1 3,752 456
758 671 8 3,973 3,481 482
785 690 g5 4264 3,693 562
802 708 84 4,512 3930 582
820 94 4,789 4,188 603
837 743 o4 5,087 4,459 628
853 761 o3 5,400 4,753 647
869 wm g1 5,734 5,066 667
883 794 90 6,079 5,394 684
896 809 87 6,447 5,749 698
909 824 8s 6,833 6,123 710
920 838 a2 7,235 6512 722
1Beginning in 1966, includes payments for vocational rehabifitation services.
2AIs0 includes certain mothers and fathers (see text).
3in 1984 and later years, only disabiad widows and widowers aged S0-50 are included becauss disabled
widows and widowers wmmmhmmmmﬁamumawm
or widower; therefore, nnmtreeeivhg solsly because of a dgsability.
4in 1983 and prior years, refiacts the offsetiing effect of lowsr benefits payable to disabied widows

ammsmmnmmmmqwm for disabled widowers, prior
0:31973“5. 193':6“,;& mmm Meu ?ﬁmgwe aged

n IS, s
50-59:remdudod(saobotm?.)

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

Total benefit payments from the OASI Trust Fund with respect to
disabled beneficiaries are estimated to increase from $4,254 million
in calendar year 1995 to $7,235 million in calendar year 2004, based
on the intermediate assumptions.

In calendar year 1994, 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
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payments from the latter fund to all children and spouses of dis-
abled-worker beneficiaries) totaled $41,730 million. Of this amount,
$3,973 million or 9.5 percent represented payments from the OASI
Trust Fund. These and similar figures for selected calendar years
during 1960-94 and estimates for calendar years 1995-2004 are pre-
sented in table IIL.E2.

TABLE M.E2 —BENEFIT DISBURSEMENTS UNDER THE OASD! PROGRAM WITH
RESPECT TO DISABLED BENEFICIARIES, BY TRUST FUND, SELECTED
CALENDAR YEARS 1960-1994, AND ESTIMATED FUTURE DISBURSEHENTS

DURING 1995-2004 BASED ON INTERMEDIATE ASSUMPTION

[Amounts in millions]
QASI Trust Fund
Dl Trust Parcentage
Calendar year Total! Fundi 2 Amount3 of total
Historical cata:
1960 $627 $568 $59 94
1,707 1,573 134 7.9
3 3,085 301 8.9
9,169 8,505 664 7.2
16,738 15,515 1,223 73
: 18,838 2,072 9.9
22075 19,856 2218 10.1
22,858 527 2,331 102
24,226 21,708 2.518 104
25,591 2,911 2,680 10.5
FrAard 24,835 2.882 104
30,877 27,688 3,179 10.3
34,583 - 31,124 3459 10.0
38,378 g 3.752 9.8
41,730 37,757 3973 98
45,814 41,560 4,254 9.3
49,628 45,116 4,512 9.1
53,597 48.&9 4,789 89
57,783 52,895 5,087 88
62,450 57,091 5,400 8.6
67,481 61,748 5734 85
72,806 66,727 6079 . 83
78,673 72,126 6,447 82
84,972 78,139 6,833 80
92,028 84,793 7.235 79

1Beginning in 1966, inciudes payments for vocational rehabilitation services.
ZBenefit payments to disabled workers and their children and spouses.

to disabled children 18 t certain mothers and fathers (see text),
andtodmm andwndam(:g:dm4 uble HLE1). ¢

Note: Totals do not necessanily aqual the sums of rounded components.
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F. FEDERAL REGISTER NOTICE

DEPARTMENT OF HEALTH AND
HUMAN SERVICES

Office of the Secretary

1995 Cost-of-Living Increase and Other
Determinations

ACTION: Notice.

SUMMARY:The Sccretary bas determined—
(1) A 2.8 percent cost-of-living increase in

Social Security benefits under title II,

effective for December 1994

(2)Anmuemtbe?ed.nl

(3) The national average wage index
1993 to be $23,132.67;

(8)Tbe"old-hw'eontnbuhmndbm.ﬁt
base to be $45,300 for 1995; and
(9) The OASDI fund ratio to be 116.6

Jeffrey L. Kunkel.OﬁeeoftheAm:y
Social Security Administration, 640
Secuntwalcnrd.BﬂhmMD21235
(410) 965-3013. Ammryofﬂu
information in this uD

The Secretary is required by the Social
Security Act (the Act) to publish within 45

days after the close of the third calendar
quarter of 1994 the benefit increase
pueutapndthem:udubleof “special
minimum” benefits (section 215(1)(2)(D))

average
wage index for 1993 (section 215(aX1XD)),
the OASDI fand ratio for 1984 (section
215(iX2XCXii)), the OASDI contribution and
benefit base for 1995 (section 230(a)), the
amount of earnings required to be credited
with a quarter of coverage in 1995 (section
213(dX2)), the monthly exempt amounts

under the Secial Security retirement
earnings test for 1995 (section 20fX8XA)),
the formula for computing a

primary
insurance amount for workers who first
become sligible for benefits or die in 1995
(section 215(aX1XD)), and the formula for
computing the maximum amount of benefits
payable to the family of & worker who first
becomes eligible for cld-age benefits or dies
in 1995 (section 208(aX2XC)).
Cost-ol-Living increases

General. The cost-of-living increane is 2.8
percent for benefits under titles II and XV1
of the Act.

Under title IT, OASDI benefits will
increase by 2.3 percent beginning with the
December 1994 benefits, which are payable
on January 3, 1995. This increase is based
on the autherity contsined in section 215()
of the Act (42 US.C. 415(1).

Under titie XVI, Federal SSI payment
levels will also increase by 2.8 percent
effective for payments made for the manth
of January 1995 but paid on December 30,
1994. This is based on the authority
contained in section 1617 of the Act (42
US.C. 13821). The percentage increase
effective January 1995 is the same as the
title II percentage increase and the annual

peyment amount is rounded, when not a
Wdlmummmw
of $12.

Automstic Benefit Increase Computation.
Under section 215(i) of the Act, the third
Mmﬁlﬂnamm‘

Iurll]t.hepurpuuof

227 or 228 of the Act, to increase primary
insurance amounts of all other individuals
entitled under title II of the Act, and to
increase maximum benefits paysble to a
family. For Docember 1994, the benefit
increase is the percentage increase in the
Consumer Prics Index for Urban Wage
Earners and Clerical Workers from the third



q\sl;:uroflsssthmnghthethirdqulﬂerof
b3
SeetwnZlS(l)(l)oftheActpmxduthat

mean of this index for the 3 months in that
quarter. The Department of Labor's
Consumer Price Index for Urban Wage
Earners and Clerical Workers for each
month in the quarter ending September 30,
1993, was: for July 1993, 142.1; ﬁarAngust
1998, 142.4; and for September 1993, 142.6.
quarter is 142.4 (after rounding to the
nearest 0.1). The corresponding Consumer
Price Index for each month in the quarter
ending September 30, 1994, was: for July
1994, 145.8;forAnm1994,146.5 and for
September 1994, 146.9. The arithmetic mean
for this calendar quarter is 146.4. Thus,
because the Consumer Price Index for the
calendar quarter ending September 30, 1994,
exceeds that for the calendar quarter ending
September 30, 1998 by 2.8 perceat, a
cost-of-living benefit increase of 2.3 percent
is effective for benefits under title II of the
Act beginning December 1954.

Title IT Benefit Amounts. In accordance
with section 215(i) of the Act, in the case of
insured workers and family members for
whom eligibility for benefits (i.e., the
worker’s attainment of age 62, or disability
or death before age 62) occurred before 1985,
benefits will increase by 2.8 percent
beginning with benefits for December 1994
which are payable on January 3, 1005, In
the case of first eligibility after 1994, the 2.8
pereantmmwﬂ]mapply

Amendments
of 1977 (Pub. L. 85-216), as described later
in this notice.

For eligibility before 1979, benefits are
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determined by means of a benefit table. In
accordance with section 215(iX4) of the Act,

proportion
before 1991, and 15 percent for years after
1990) of the “old-law” contribution and
benefit base. In sccordance with section
215(aX1XCXi), the table below shows the



INSURANCE AMOUNTS AND |
MAXIMUM FAMILY BENEFTS
= = e
inserance  No. of years  insurance a
payable for minimem for
Dec. 1993 eamings level hmw 1994
$25.10 11 $38.800
50.10 12 51.50 77.80
75.50 13 77.70 116.90
100.80 14 103.60 155.720
126.00 15 129.50 184.30
151.30 16 155.50 233.80
176.60 17 181.50 272,80
18 207.60 311.60
227.20 19 233.50 350.60
252.30 20 259.30 369.50
27790 21 285.60 428.70
303.00 2 311.40 467.60
328.50 23 337.60 507.20
353.70 24 363.60 545.90
378.90 25 389.50 584.60
404.40 26 415.70 624.20
429.70 27 441.70 663.00
454.80 28 467.50 701.80
480.00 29 493.40 740.90
505.30 0 51940 778.70

Section 227 of the Act provides flat-rate
benefits to a worker who became age 72
before 1969 and was not insured under the
usnalnqmu.mdwhnorhnw

monthly benafit ameunt of $183.40 for an
individual under sections 227 and 228 of the
Act is increased by 2.8 percent to obtain the
new amount of $188.50. The present
moathly benefit amount of $91.80 for a
spouse under section 227 is increased by 2.8
percent to $94.30. .
Title XVI Benefit A fs. In accord
thhmlsﬂoftbeM.PdﬂalSSI

FederalSSIbmeﬁzmnbnfﬁm&w
an eligible individuat, $8,028 for an eligible
individual with an eligible spouse, and
$2,676 for an essential person, which
became effective January 1994, are
increased, effective January 1995, to $5,496,
$8,244, and $2,748, respectively, after

the average of the total
designation will be used throughout this
netice.

Section 321(g) of the new legislation also
revised the formula used to determine the

given year of the next year's amount was
the product of the current year’s amount
and the ratio of (1) the prier year's national
vnpuduu(ﬁ)hmndpmr
yurlwwuc (Faennyle,thc
determination of the 1995 contribution and



revised formula, the resulting amounts are
the same as those that would have been
determined under the old formula. For
subsequent determinations, this may not be
the case.

Computation. The determination of the
national average wage index for calendar
year 1993 is based on the 1992 national
average wage index of $22,935.42 announced
in the FEDERAL REGISTER on October 28,
1993 (58 FR 58004), along with the
percentage increase in average wages from
1992 to 1993 measured by annual wage data
tabulated by the Social Security
tabulated by SSA include contributions to
deferred compensation plans, 8s required by
section 209(k) of the Act. The average
amounts of wages calculated directly from
this data were $22,001.92 and $22,191.14 for
1992 and 1993, respectively. To determine
the national average wage index for 1993 at
a level that is consistent with the national
average wage indexing series for 1951

1977 (published December 29, 1978,

at 43 FR 61016), we multiplied the 1992
national average wage index of $22,935.42
by the percentage increase in average wages
from 1992 to 1993 (based on SSA-tabulated
wage data) as follows (with the result
rounded to the nearest cent):

Amount. The national wage index
for 1993 is $22,935.42 times $22,191.14
dividedbyszz.omm,&hhhquh

General. The OASD] contribution and
benefit base is $61,200 for remuneration
paid in 1995 and self-employment income
earned in taxahle years beginning in 1995.

The OASDI contribution and benefit base
serves two purposes:

(a) It is the maximum annual amount of
earnings on which OASD] taxes are paid.
The OASDI tax rate for remuneration paid
in 1995 is set by statute at 6.2 percent for
employees and employers, esch. The OASDI
tax rate for self-employment incorne earned
in taxable years beginning in 1995 is 12.4
percent. (The Hospital Insurance tax is due
on remuneration, without limitation, paid in
1995, at the rate of 1.45 percent for
employees and employers, each, and on
self-employment income earned in taxable
years beginning in 1995, at the rate of 2.9
percent.)

(b) It is the maximum annual amount
used in determining a person’s OASDI
benefits.

Computation.
Security Indepsndence and
Improvements Act of 1994 amended section

ion. Section 321(g) of the “Social
Program
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base amount of $60,600 by the ratio of
1.0086002 the amount of
$61,121.17 which must then be rounded to
$61,200. Accordingly, the OASDI
contribution and benefit base is determined
to be $61,200 for 1995,

withheld when a beneficiary under age 70
has earnings in excess of the retirement
earnings test exempt amount. A formula for
determining the monthly exempt amounts is
provided in section 203(fX8XB) of the Act.
The 1994 monthly exempt amounts were
determinad by the formula to be $980 for
beneficisries aged 65-69 and $670 for

exempt
$11,160 and $8,040, respectively. For
beneficiaries aged 65-69, $1 in benefits is
withheld for every $3 of earnings in excess
of the annual exempt amount. For
beneficiaries under age 65, $1 in benefits is
withheld for every $2 of earnings in excess
of the annual exempt amount.
Computation. Section 321(g) of the “Social
ity Independence and
Improvements Act of 1994” also amended
the indexing formula provided in section
203((8XB) of the Act. Under the revised

provides that if the amount so
determined is not a multiple of $10, it shall
be rounded to the nearest multiple of $10.
Exempt Amount for Benaficiaries Aged 65
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then be rounded to $940. The retirement
earnings test monthl;
beneficiaries aged
determined to be $940 for 1995. The
corresponding retirement earnings test
annual exempt amount for these
beneficiaries is $11,280.

Exempt Amount for Beneficiaries Under
Age 65, Multiplying the 1994 retirement
earnings test monthly exempt amount of
$670 by the ratio 1.0086002 produces the
amount of $675.76. This must then be
rounded to $680. The retirement earnings
test monthly exempt amount for
beneficiaries under age 65 is thus
determined to be $680 for 1995. The
corresponding retirement earnings test
annual exempt amount for these
beneficiaries is $8,160.

Computing Benefits After 1978

General. The Social Security Amendments
of 1977 provided a method for computing
beneﬁtswh:chmﬂyspplmwbenn
worker first becomes eligible for benefits
after 1978. This method uses the worker’s
“average indexed monthly earnings” to
compute the primary insurance amount. The
computation formula is adjusted
aummllyewhyuxtouﬂeamin
general wage levels, as measured by
nntwna!mnzevmmdu.

are adjusted, or
“mlened. wnnmthechanxemmd

mduatwnmumthﬁzmhr’oﬁ:ﬂm
benefits reflect the general rise in the
smndndofhmn(thltmndumghuor

numberofmm.hsmt.hnumn The
resulting average amount is then rounded
downtothcnmlomddhrmmt The
result is the average indexed monthly
earnings.

For example, to compute the average
indexed monthly earnings for 2 worker
attaining age 62, becoming disabled before
age 62, or dying before attaining age 62, in
1995, the national average wage index for
1993, $23,132.67, is divided by the national
average wage index for each year prior to
1993mwhwhtbewrkuhadnmma The
actual wages and self-employment income,
udefmedmmﬁll(h)oﬂheMand
credited for each year, is multiplied by the
corresponding ratio to obtain the worker’s
indexed earnings for each year before 1998.
Any eamnings in 1993 or later are considered
at face value, without indexing. The average
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indexed monthly earnings is then computed
and used to determine the worker’s primary
insurance amount for 1995.
Compmthch-:mrylmmnee

The primary insurance amount is
tbemndthmup‘mpemuguof
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

earnings are frequently
“bend points” of the formula. Thus, the bend

average

$23J.32.67 and for 1977, $9,779.44. ‘rheu
results are then rounded to the nearest
dollar. For 1995, the ratio is 2.3654391.
Multiplying the 1979 amounts of $180 and

the portions of the average indexed monthly

eamnings to be used in 1995 are determined
to be the first $426, the amount between

mlndm,mdtheammtwer

(n)SOpumtoftheﬁmmsoftheu
sverage indexed monthly earnings, plus

(b) 32 percent of the average indexed
monthly earnings over $426 and through
$2,567, plus

(c) 15 percent of the average indexed
monthly earnings over $2,567. -

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

Maximum Benefits Payable to a Family

GeneruL‘l'h:lS‘l‘lamdmmtsconunued

amounts but did change the method of
computing the maximum amount of benefits
which may be paid to 2 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
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
Computing the Old-Age and Survivor
Family Maximum. The formula used to
compute the family maximum is sisnilar 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 dollar amounts in the
formula which govern the portions of the
primary insurance amount are frequently
referred to as the “bend points” of the
family-maximum formuis. Thus, the bend
points for 1979 were $230, $332, and $433.
The bend points for 1995 are obtained by
multiplying the corresponding 1979
bend-point amounts by the ratio between the
national average wage index for 1993,
$23,132.67, and the average for 1977, .
$9,779.44. This amount is then rounded to
the nearest dollar. For 1995, the ratio is
2.3654391. Multiplying the amounts of $230,
$332, and $433 by 2.3654391 produoces the
amounts of $544.05, $785.33, and $1,024.24.
These amounts are then rounded to $544,
$785, and $1,024. Accordingly, the portions
of the primary insurance amounts to be used
in 1995 are determined to be the first $544,
the amount between $544 and $785, the
amount between $785 and $1,024, and the
amount over $1,024.
Consequently, for the family of a worker
who becomes age 62 or dies in 1995 before
age 62, the total amount of benefits payable
to them will be computed so that it does not
exceed:

() 150 percent of the first $544 of the
worker’s primary insurance amount, pius
(b) 272 percent of the worker’s primary
insurance amount over $544 through $785,
plus

(c) 134 percent of the worker’s primary

Federal Register Notice

insurance amount over $785 through $1,024,
plus

(d) 175 percent of the worker’s primary
insurance amount over $1,

'I‘humtuthnmudedtothcm
Iﬂwernulhpleefs.mxhtumdnadya
multiple of $.10. This formula and
thudua-ihdm
contained in section 203(a) of the Act (42
U.S.C. 40(a)).
Quarter of Coverage Amount

Gma-nl.‘l‘hgl”Smuntofnrmm

index
for 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
m&m:mmwumm

. of $10, it shall be rounded to the nearest

multiple of $10.
Quarter of Coverage Amount. The ratio of
the national average wage index for 1993,
$23,132.67, mﬂwﬂnﬁﬁnrlﬂs
$9,226.48, is 2.5072043. Multiplying the
1978 quarter of coverage amount of $250 by
the ratio of 2.5072043 produces the amount
of $626.80, which must then be rounded to

$630. Accordingly, the quarter of coverage
amount is determined to be $630 for 1995.
“Old-Law” Contribution and Benafit Base
General. The 1995 “old-law” contribution
and benefit base is $45,300. This is the base
that would have been effective under the Act
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without the enactment of the 1977
amendments. The base is computed under
section 230(b) of the Act as it read prior to
the 1977 amendments.

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

(a) the Railroad Retirement program to
determine certain tax Liabilities and tier II
benefits payable under that program to
supplement the tier I payments which
correspond to basic Social Security benefits,

(b) the Pension Benefit Guaranty
Corporation to determine the maximum
amount of pension guaranteed under the
Employee Retirement Income Security Act
(as stated in section 230(d) of the Act),

(c)SoaalSecnntymdwmmenyurof
coverage in computing the special minimum
benefit, as described earlier, and

(d) Social Security to determine a year of
coverage (acquired whenever earnings equal
or exceed 25 percent of the “old-law” base
for this purpose only) in computing benefits
for persons who are also eligible to receive
pensions based on employment not covered
under section 210 of the Act.

Computation. The base is computed using

. the automatic adjustment formuls in section
230(b) of the Act as it read prior to the
enactment of the 1977 amendments, but
with the revised i ing formula
introduced by section 321(g) of the “Social
Security Independence and
Improvements Act of 1994.” Under the
formula, the “old-law” contribution and
benefit base shall be the larger of the
current “old-law” base ($45,000) or the 1994
“old-law” base ($45,000) multiplied by the
ratio of the national average wage index for
1993 to that for 1992. If the amount so
determined is not a multiple of $300, it shall
be rounded to the nearest multiple of $300.

Amount. The ratio of the national average
wage index for 1993, $23,132.67 as
determined above, compared to that for
1992, $22,935.42, is 1.0086002. Multiplying
the 1994 “old-law” contribution and benefit
base amount of $45,000 by the ratio of
1.0086002 produces the amount of
$45,387.01 which must then be rounded to
$45,300. Accordingly, the “old-law”
contribution and benefit base is determined
to be $45,300 for 1995.

OASD! Fund Ratio

General. Section 215(i) of the Act provides

for automatic cost-of-living increases in

OASDI benefit amounts. This section also
includes a stab:haer"pmnthatm
limit the automatic OASDI benefit increase
under certain circumstances. If the combined
assets of the OAS] and DI Trust Funds, as a
percentage of annual expenditures, are
below a specified threshold, the automatic
benefit increase is equal to the lesser of (1)
the increase in the national average wage
index or (2) the increase in prices. The
threshold specified for the OASDI fund ratio

Compm Section 215(i) specifies the
computation and application of the OASDI
fund ratio. The OASDI fund ratio for 1994 is
theuuonf(l)thombm.damoftbe

[ FR Doc. 94-26819 Filed 10-28-94; 8:45am}
BILLING CODE 4190-20-P

This material was published in the Federal
ncronoaoouai 1994, atseFRmstReg
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G. GLOSSARY

Actuarial balance. The difference between the summarized income
rate and the summarized cost rate over a given valuation period.
Actuarial deficit. A negative actuarial balance.
Adjusted gross income—AGI. Amount of income potentially sub-
ject to Federal income taxation, before consideration of exemptions
and deductions. ,
Administrative expenses. Expenses incurred by the Department
of Health and Human Services and the Department of the Treasury
in administering the OASDI am and the isions of the In-
ternal Revenue Code relating to the collection of contributions. Such
administrative expenses are paid from the OASI and DI Trust Funds.
Advance tax transfers. Amounts representing the estimated total
OASDI tax contributions for a given month. From May 1983 throu%h
November 1990, such amounts were credited to the OASI and DI
Trust Funds at the beginning of each month. Reimbursements were
made from the trust funds to the general fund of the Treasury for
the associated loss of interest. Advance tax transfers are no longer
made unless needed in order to pay benefits.
Advisory Council on Social Security. Prior to the enactment of
the Social Security Ind ence and Program Improvements Act of
1994 (Public Law 103-296) on August 15, 1994, Social Security
Act provided for the appointment of an Advisory Council every 4
years to study and review the financial status of the OASDI and
Medicare programs. The most recent Advisory Council was appointed
on June 9, 1994, and is currently reviewing the financial status of
the OASDI program. Under the provisions of Public Law 103-296,
this is the last Advisory Council to be appointed.
Alternatives I, II, or IIL. See “Assumptions.”
Annual balance. The difference between the income rate and the
cost rate in a given year.
Assets. Treasury notes and bonds, other securities guaranteed by
the Federal Government, certain Federally sponsored agency ob-
ligations, and cash, held by the trust funds for investment purposes.
Assumptions. Values relating to future trends in certain key factors
which affect the balance in trust funds. Demographic assump-
tions include fertility, mortality, net immigration, marriage, divorce,
retirement patterns, disability incidence and termination rates, and
changes in the labor force. Economic assumptions include unem-
ployment, average earnings, inflation, interest rates, and produc-
tivity. Three sets of economic assumptions are presented in the Trust-
ees Report—

(1) Alternative I is characterized as a “low cost” set—it assumes

relatively rapid economic growth, low inflation, and favorable
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gf:'gm the standpoint of program financing) demographic con-
ons.

(2) Alternative II is the “intermediate” set of assumptions, and
represents the Trustees’ “best estimates” of likely future eco-
nomic and demographic conditions.

(3) Alternative III, characterized as a “high cost” set, assumes
slow economic growth, more rapid inflation, and ﬁnanclally
disadvantageous demographic-conditions.

See tables II.D1 and II.D2.

Automatic cost-of-living increase. The annual increase in ben-
efits, effective for December, reflecting the increase in the cost of
hvmg Thebeneﬁtmcreaseequalsth percentage increase in the
measired o the sverage over Juls, Augast, and September of the
meas e avi over A an of the
precedméyeari:ot:hefimge for the same 3 months in the current
year. If mmaselslessgleanone-tenthoflpereent when round-
ed, therelsnoautomahcmusefortheclm'entyearthemcrease
forthenextyearwouldreﬂectthemcreasemtheoost hvmgover
a 2-year period. See table I1.LE2, If the “stabilizer provision” applies,
the increase may be less than the cost of living.

Auxiliary beneficiary. Monthly benefits payable to a spouse or
ch:ldkofarehredormsabledworker or to a survivor of a deceased
worker

Average indexed monthly earnings—AIME. The amount of earn-
ings used in determining the primary insurance amount (PIA) for
most workers who attain age 62, become dxsabled, or die after 1978

A worker’s actual past earnings are adjusted by changes in
“average wage index.” in order to bring them up to their approx-

}mageg equivalent value at the time of retirement or other eligibility
or efits.

Av wage index. The average amount of total wages for each
el‘ﬁer 1950, including wages in noncovered em gloyment and
covered employment in excess of the OASDI contribution
an beneﬁtbase These amounts are used to index the earnings of
most workers first becoming eligible for benefits in 1979 or.later, and
for automatic adjustments in the contribution and benefit base, bend
points, earnings test exempt amounts, and other wage-mdexed
amounts. See tables ILE1, I1.E2, and MI.B1.
Award. An administrative determmahon that an individual is en-
titled to receive a specified type of OASDI benefit. Awards can rep-
resent not only new entrants to the benefit rolls but also persons
already on the rolls who become entitled to a different type of benefit.
Awards usually result in the immediate payment of benefits, al-
though payments may be deferred or wi d depending on the
individual’s particular circumstances.
Baby boom. The period from the end of World War II through the
mid-1960s marked by unusually high birth rates.

Bend points. The dollar amounts defining the AIME or PIA brackets
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in the benefit formulas. For the bend points for years 1979 and later,
see table IL.LE3.
Beneficiary. A person who has been awarded benefits on the basis
of his or her own or another’s earnings record. The benefits may be
either in current-payment status or withheld.
Benefit award. See “Award.”
Benefit payments. The amounts disbursed for OASI and DI benefits
by the Department of the Treasury in specified periods.
Benefit termination. See “Termination.”
Best estimate assumptions. See “Assumptions.”
Board of Trustees. A Board established by the Social Security Act
to oversee. the financial tions of the Federa.l Old-Age and Sur-
vivors Insurance Trust and the Federal Disability Insurance
Trust Fund. TheBoardlseomposedofsnmembers four of whom
serve automatically by vu'l:ue of their positions in the Federal Gov-
ernment: the Secretary of the Treasury, who is the Managing Trust-
ee, the Secretary of Labor, the Secretary of Health and Human
Services, and the Commissioner of Social Security. The other two
members are a ted by the President and confirmed by the Senate
to serve as public representatives. Stanford G. Ross and David M.
Walker began serving 4-year terms on October 2, 1990. They have
continued semngoaa] through the issuance of this report under the
provision of Security Act that allows a public represen-
tative whose term has expired to continue in the position until the
earlier of the time at which a successor takes office or the Board’s
next annual report is issued. The Commissioner of Social Security
became a member of the Board effective March 31, 1995 under Public
Law 103-296, signed on August 15, 1994.
Book value. A bond’s value between its price at purchase and its
value at maturity. Book value is calculated as par value plus un-
amortized premium, if purchased at a price above its par value, or
less unamortized dlsoount, if p below par
COLA. See “Automatic cost-of-living increase.”
Constant dollars. One or more financial amounts adjusted by the
CPI to a constant year as a reference point.
Consumer Price Index—CPL. Relative measure of inflation. In this
report, all references to the CPI relate to the Consumer Price Index
tI’tIJrDUrban Wage Earners and Clerical Workers (CPI-W). See table

Contribution and benefit base. Annual dollar amount above which
earnings in employment covered under the OASDI program are nei-
ther taxable nor creditable for benefit eomgutatmn purposes. (Also
referred to as “maximum contribution and benefit base,” “annual
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creditable maximum,” “taxable maximum,” and “maximum taxable.”)
See tables II1.B1 and II.E2. See also, “HI contribution base.”
Contributions. The amount based on a percent of earnings, up to
an annual maximum, that must be paid by—
(1) employers and employees on w: from employment under
the Federal Insurance Conmbua%?s
(2) the self-employed on net earnings from self-employment under
the Self-Employment Contributions Act, and
(8) States on the wages of State and local government employees
covered under the Social Security Act through voluntary agree-
ments under section 218 of the Act.
Generally, employers withhold contributions from wages, add an
equal amount of contnbutlons, and pay both on a current basis. Also
referred to as “taxes.”
Cost-of-living increase. See “Automatic cost-of-living increase.”
Cost rate. The cost rate for a year is the ratio of the cost (also called
outgo, expenditures, or disbursements) of the program to the taxable
Eegrol]f or the year. In this context, the outgo is defined to include
efit pagments special monthly paymems to certain uninsured
have 3 or more quarters of coverage (and whose
m admm:strant:vte nl:t transg; er&l fg-‘;lgt%unds
expenses e
to the Railroad Retirem: under the financial-interchange
provisions, and paymts or vocational rehabilitation services for
chsabled beneﬁclanes, it excludes special monthly payments to cer-
tpersons whose payments are reimbursable from the
general fund of the Treasury as described above), and transfers
under the interfund bo rrowmg provisions.
Covered earnings. Earnings in employment covered by the OASDI
program.
Covered employment. All employment and self-employment cred-
itable for Social Security purposes. Almost every kind of employment
and self-employment is covered under the In a few em-
ployment situations, for example, religious under a vow of
poverty, foreign affiliates of American empltxzts or State and local
governments, coverage must be elected by employer. However,
eﬁ'ectxve July 1991, coverage is mandatory for State and local em-
ployees who are not participating in a public employee retirement
system. In a few situations, for example, ministers or self-employed
members of certain religious groups, workers can opt out of coverage.
Covered worker. A person who has earnings creditable for Social
Security purposes on the basis of services for wages in covered em-
ploy::aent and/or on the basis of income from covered self-employ-
men!
Current-cost financing. See “Pay-as-ym—go financing.”
Current dollars. Amounts expressed in nominal dollars with no
gd;]nustment for inflationary changes in the value of the dollar over
e
Current-payment status. Status of a beneficiary for whom a benefit
is being paid for a given month (with or without deductions, provided
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the deductions add to less than a full month’s benefit). A benefit in
current-payment status for a month is usually payable on the third
day of following month.

Deemed wage credit. See “Military service wage credits.”
Demographic assumptions. See “Assumptions.”

Disability. For Social Security purposes, the inability to engage in
substantial gainful activity by reason of any medically determinable
physical or mental impairment that can be to result in death
or to last for a continuous period of not less 12 months. Special
;tlxilnes apply for workers age 55 or older whose disability is based on

The law generally requires that a person be disabled continuously
Ztg 5 mongt;z beforerﬁ% or she can qualify for a disabled-worker ben-
t.

Disability incidence rate. The proportion of workers in a given
year, insured for but not iving disability benefits, who apply for
and are awarded disability ts.

Disability Insurance (DI Trust Fund. See “Trust fund.”
Disability termination rate. The ion of disabled worker
beneficiaries in a given year whose ility benefits terminate as
a result of the individual’s recovery, death, or attainment of normal
retirement age.

Disabled-worker benefit. A monthly benefit parable to a disabled
worker under normal retirement and i for disability. Be-
fore November 1960, disability ben were limited to disabled work-
ers aged 50-64. .

Earnings. Unless otherwise qualified, all w from employment
and err:it earnings from self-employment, whether or not taxable or
covered.

Earnings test. The provision requiring the withholding of benefits
if beneficiaries under 70 have earnings in excess of certain ex-
empt amounts. See table II.E2.

Economic assumptions. See “Assumptions.”

Effective interest rate. See “Interest rate.”

Excess wages. Wages in excess of the contribution and benefit base
on which a worker initially pays taxes (usually as a result of working
for more than one empioyer during a year). Employee taxes on excess
wages are refunded to affected employees, while the employer taxes
are not refunded.

Federal Insurance Contributions Act—FICA. Provision autho-
rizing taxes on the wages of empl persons to ide for Re-

tirement, Survivors, and Disabili ce, and for Hospital In-
surance. The tax is paid in amounts by workers and their
employers.

Financial interchange. Provisions of the Railroad Retirement Act
providing for transfers between the trust funds and the Social Se-
curity Equivalent Benefit Account of the Railroad Retirement pro-
gram in order to place each trust fund in the same position it would
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have been in if railroad employment had always been covered under
Social Security.

Fiscal year. The accounting year of the United States Government.
Since 1976 each fiscal year has begun on October 1 of the prior
calendar year and ended the following September 30. For example,
ifgg%l year 1995 began October 1, 1994 and will end September 30,
Full advance funding. A financing scheme where taxes or con-
tributions are established to match the full cost of future benefits as
these costs are incurred through current service. Such financing
methods also_provide for amortization overaﬁxed?enod of any
financial liability that is incurred at the beginning o

(or subsequent modification) as a result of granting credit for past
service.

General fund of the Treasury. Fundsheldbythe'l‘reasuryofthe
United States, other than receipts collected for a specific purpose
(such as Social Security) and maintained in a separate account for
that purpose.

General fund reimbursements. Transfers from the general fund
of the Treasury to the trust funds for specific purposes deﬁnedm
the law, including:

(1) The costs associated with providing special payments made to
uninsured persons who attained age 72 befgre 1968, and who
had fewer than 3 quarters of coverage.

(2) Payments corresponding to the employee-employer taxes on
deemed wage credits for military personnel.

(3) Interest on checks which are not negotlated 6 months aﬁer
the month of issue. (For checks issued before October, 198
thepnnapa]wasretumedtothetrustﬁmdsasagmeralﬁmd
reimbursement; since that time, the cipal amount is au-
tomatically returned to the issuing fund when the check is
uncashed after a year.)

(4) Administrative incurred as a result of furnishing
information on deferred vested benefits to pension plan par-
ticipants, as (Pg Employee Retirement Income
Security Act of 1974 lic Law 93-406).

Gross Domestic Product. The total dollar value of all goods and
services produced by labor and property located in the United States,
regardless of who supplies the -or property.

Gross National Product. The total dollar value of all goods and
services produced by labor and property wl;:gph by United States
residents, regardless of the location in the production occurs.
HI contribution base. Annual dollar amount above which earnings
in employment covered under the HI are not taxable. (Also
referred to as “maximum contribution ,” “taxable maximum,”
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and “maximum taxable.”) Beginning in 1994, the HI contribution
base was eliminated.

High cost assumptions. See “Assumptions.”

Hospital Insurance (HI) Trust Fund. See “Trust fund.”
Income rate. Ratio of income from tax revenues on a liability basis
(payroll tax contributions and income from the taxation of benefits)
to the OASDI taxable payroll for the year.

Inflation. An increase in the volume of money and credit relative
to available goods, resulting in an increase in the general price level.
Insured status. The state or condition of vmgrsuﬁaent quarters

of coverage to meet the eligibility requirements orker or
disabled-worker benefits, or to reqt the worker’s spouse and chil-
dren or survivors to establish tyforbeneﬁtsmtheeventof
his or her disability, retirement, or death. See"Quartersofwverage
Interfund borrowing. The borrowing of by a trust fund
(OASI, DI, orm)ﬁ-omanotherofthen'ustﬁmdswhentheﬁrstﬁmd
xsmdangerofexhaustmn Interﬁmd permitted by
the Social Secun?eAct only during 1987 all amounts
borrowed were to repaadprmrtotheendofl

of this authority occurred in 1982, whentheOASI'Prust
rowedassetsfmmtheDIandHI'l‘mstFunds Theﬁnalrepayment
of borrowed amounts occurred in 1986.

Interest. A payment in exchange for the use of money during a
specified period.

Interest rate. Interest rates on new public-debt obligations issuable
to Federal trust funds (see “Special public-debt obligation”) are de-
termined monthly. Such rates are set equal to the average market
vield on all outstanding marketable U.S. securities not due to mature
for at least 4 years from the date of the determination. See table
I1.D1 for historical and assumed future interest rates on new s
cial-issue securities. The “effective” mterest rate for a trust fun
the ratio of the interest earned fundoveraglvenpenodof
time to the average level of assets by the fund during the period.
Theeﬁ'ectxverateofmterestthurepresmtsammum of the overall
average interest earnings on the fund’s portfolio of assets. _
Intermediate assumptions. See “Assumptions.”

e. The next 75 years. Long-range actuarial estimates are
mdemmpm beeauseltnsappronmatelythemanmumre-

maining lifetime of current Social Security participants.
Low cost assumptions. See “Assumptions.”
sum death benefit. A lump sum, generally $255, payable on
abelaﬂgoogh: surv:vmgor spouseﬂyofthew::ku unghelu:l;ap S
e er most circum-
gghces or to the worker’s children.
Maximum family benefit. The maximum monthly amount that can
be paid on a worker's earnings record. Whenever the total of the
mdmdual monthly benefits payable to all the beneficiaries entitled
on one earnings record exceeds the maximum, each dependent’s or
survivor’s benefit is proportionately reduced to bring the total within
the maximum. Benefits payable to divorced spouses or surviving
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divorced spouses are not reduced under the family maximum pro-
vision.

Medicare. A nationwide, Federally administered health insurance
program authorized in 1965 to cover the cost of hospitalization, med-
ical care, and some related services for most people over age 65,
people receiving Social Security Disability Insurance payments for 2
years, and people with End-Stage Renal Disease. Medicare consists
of two separate but coordinated programs— Part A (Hospijtal In-
surance, HI) and Part B (Supplementary Medical Insurance, SMI).
All persons entitled to HI are eligible to enroll in the SMI program
on a voluntary basis by paying a monthly premium. Health insurance
protection is available to Medicare beneficiaries without regard to
ncome.

Military service wage credits. Credits recognizing that military
personnel receive wages in kind (such as food and shelter) in addition
to their basic pay and other cash payments. Noncontributory wage
credits of $160 were previded for each month of active military service
from September 16, 1940, through December 31, 1956. For years
after 1956, the basic pay of military personnel is covered under the
Social Security program on a contributory basis. In addition to the
contributory credits for basic pay, noncontributory wage credits of
$300 were granted for each calendar quarter, from January 1957
through December 1977, in which a person received pay for military
service. In years after 1977, noncontributory wage credits of $100
are granted for each $300 of military wages, up to a maximum credit
of $1,200 per calendar year.

National Average Wage Index. See “Average Wage Index.”
Normal retirement age. The age at which a person may first be-
come entitled to unreduced retirement benefits. Currently age 65,
but scheduled under present law to increase gradually to 67 for
persons reaching that age in 2027 or later, inning with an in-
crease to 65 years and 2 months for persons reaching age 65 in 2003.
gll;déége and Survivors Insurance (OAS]) Trust Fund. See “Trust
Old-law base. Amount the contribution and benefit base would have
been if the discretionary increases in the base under the 1977 amend-
ments had not been enacted. The Social Security Amendments of
1972 provided for automatic annual indexing of the contribution and
benefit base. The Social Security Amendments of 1977 provided ad
hoc increases to the bases for 1979-81, with subsequent bases up-
tI'IIatEeg in accordance with the normal indexing procedure. See table

Par value. The value printed on the face of a bond. For both public
and special issues held by the trust funds, par value is also the
redemption value at maturity. _

Partial advance funding. A financing scheme where taxes are
scheduled to provide a substantial accumulation of trust fund assets,
thereby generating additional interest income to the trust funds and
reduch;ftheneedforpayrolltaxincreuuinpmiodswhen costs are
relatively hi .(}ﬁghergeneraltaxesoraddxﬁonalbomwix%y
be required, however, to support the payment of such interest.) While
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substantial, the trust fund build-up under partial advance funding
is much smaller than it would be with full advance funding.
Pay-as-you-go financing. A financing scheme where taxes are
scheduled to produce just as much income as required to pay current
benefits, with trust fund assets built up only to the extent needed
to prevent exhaustion of the fund by random economic fluctuations.
Payroll taxes. A tax levied on the gross wages of workers. See tables
II.lgl and IIL.Al. -

Population in the Social Security Area. The population com-
prised of (i) residents of the 50 States and the District of Columbia
(adjusted for net census undercount); (ii) civilian residents of Puerto
Rico, the Virgin Islands, Guam, and American Samoa; (iii) Federal
civilian employees and persons in the Armed Forces abroad and their
dependents; (iv) crew members of merchant vessels; and (v) all other
U.S. citizens abroad.

Present value. The equivalent value, at the present time, of a future
stream of payments (either income or expenditures). The present
value of a future stream of payments may be thought of as the
lump-sum amount that, if invested today, ther with interest
earnings would be just enough to meet each of the payments as they
fell due. At the time of the last payment, the invested fund would
be exactly zero. For example, a home m of $100,000 represents
the present value at 8 percent interest of future monthly payments
of $714.40 for the next 30 years. Present values are widely used in
calculations involving financial transactions over long dpericds of time
to account for the time value of money (interest) and the changing
value of the doilar (inflation). .

Primary insurance amount—PIA. The monthly amount payable
to a retired worker who begins to receive benefits at normal re-
tirement age or (generally) to a disabled worker. This amount, which
is related to the worker’s average monthly wage or average indexed
monthly earnings, is also the amount used as a base for computing
all tges of benefits payable on the basis of one individual’s earnings
record.

Primary insurance amount formula. The mathematical formula
relating the PIA to the AIME for workers who attain age 62, become
disabled, or die after 1978. The PIA is equal to the sum of 90 percent
of AIME up to the first bend point, plus 32 percent of AIME above
the first bend point up to the bend point, plus 15 percent of
AIME iz excoes ofthe second bend puiat. Automaiic beneflc ercases
are applied beginning wi . e ILE3 for
historical and assumed future ﬁ:xfi points aniciy table II.E2 for his-
torical and assumed future benefit increases.

Quarters of coverage. Basic unit of measurement for determining
insured status. In 1995, a worker receives one quarter of coverage
(up to a total of four) for each $630 of annual covered earnings. The
amount of earnings required for a quarter of coverage is subject to
annual automatic increases in proportion to increases in av
earnings. For amounts applicable for years after 1978, see table I1.E3.
Railroad retirement. A Federal insurance , somewhat sim-
ilar to Social Security, designed for workers in the railroad industry.
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The provisions of the Railroad Retirement Act provide for a system
of coordination and financial interchange between the Railroad Re-
tirement program and the Social Security program.

Reallocation of tax rates. An increase in the tax rate payable to
either the OASI or DI Trust Fund, with a currugondmg reduction
inottheratefortheotherﬁmd, so that the total OASDI tax rate is
n .

Real-wage differential. The difference between the percentage in-
creases in (1) the aw annual wage in covered employment and
(2) the average annual er Price Index. See table I1.D1.
Recession. A period of adverse economic conditions; in icular,
two or more successive calendar quarters of negative in either
Gross Domestic Product (GDP), or Gross National Product (GNP).
Retired worker benefit. A monthly benefit payable to a fully in-
sured retired worker aged 62 or older or to a person entitled under
the transitionally insured status provision in the law. Retired-worker
benefit data do not include special age-72 benefits.

Retirement age. The age at which an individual establishes en-
titlement to retirement benefits. See also, “Normal retirement age.”
Retirement earnings test. See “Earnings test.”

Retirement test. See “Earnings test.”

Self-employment. Operation of a trade or business by an individual
orbyapartnershipinwhichanindividualisammbger.
Self-Employment Contributions Act—SECA. Provision authoriz-
mgSou£ Security taxes on the net earnings of most self-employed
persons.

Short range. The next 10 years. Short-range actuarial estimates
are prepared for this period because of the short-range test of fi-
nancial adequacy. The Social Security Act requires estimates for 5
years; estimates are prepared for an additional 5 years to help clarify
tregggwhichareonlystartingtodevelopinthemandatedﬁrsts-year
period.
ial Security Act. Provisions of the law governing most oper-
ations of the Social Security . Original Social Security Act
is Public Law 74-271, enacted August 14, 1935. With subsequent
amendments, the Social Security Act consists of 20 titles, of which
four have been repealed. The Old-Age, Survivors, and Disability In-
surance program is authorized by Title II of the Social Security Act.
Special public-debt obligation. Securities of the United States
Government issued exclusively to the OASI, DI, HI, and SMI Trust

une 30, so that the amounts maturing in each of the next 15 years
are approximately equal. Special public-debt obligations are redeem-
able at value at any time and carry interest rates determined
by law (see “Interest rate”). See also tables I1.C2 and I1.C4 for a



215

Glossary

listing of the obligations held by the OASI and DI Trust Funds,
respectively.

Stabilizer provision. Section 215G 1XC) of the Act, which provides
that if the combined assets of the OASI and DI Trust Funds, as a
percentage of estimated annual expenditures, fall below a specified
level, automatic benefit increases will be limited to the lower of the
increases in wages or prices. The specified level is 20 percent for
benefit increases in 1989 and later. -

Summarized balance. The difference between the summarized cost
rate and the summarized income rate, expressed as a percentage of
taxable payroll. :

Summarized cost rate. The ratio of the present value of expen-
ditures to the t value of the taxable payroll for the years in a
given period. This ratio can be used as a measure of the relative
lIevel of expenditures during the period in question. For purposes of
evaluating the financial adeg:acy of the program, the summarized
cost rate is adjusted to include the cost of reaching and maintaining
a “target” trust fund level. Because a trust fund level of about 1
year's expenditures is considered to be an adequate reserve for un-
foreseen contingencies, the targeted trust fund ratio used in de-
termining summarized cost rates is 100 percent of annual expen-
ditures. Accordingly, the adjusted summarized cost rate is equal to
the ratio of (a) the sum of t value of the outgo during the
period tglu,s the present value of the targeted ending trust fund level,
to (bo)d e present value of the taxable payroll during the projection
period.

Summarized income rate. The ratio of the present value of tax
income to the present value of taxable payroll for the years in a given
period. This ratio can be used as a measure of the relative level of
income during the period in question. For purposes of evaluating the
financial adequacy of the program, the summarized income rate is
adjusted to include assets on hand at the beginning of the period.
Accordingly, the adjusted summarized income rate equals the ratio
of (a) the sum of the trust fund balance at the beginning of the period
plus the present value of the total income from taxes during the
period, to (b) the present value of the taxable payroll for the years
in the period. -
Supplemental Security Income—-SSI. A Federally administered
program (often with State supplementation) of cash assistance for
needy ag:;l, blind, or disabl J)ersms SSI is funded through the
general fund of the Treasury and administered by the Social Security
Administration.

fSut;%g’lementary Medical Insurance (SMI) Trust Fund. See “Trust

Survivor benefit. Benefit payable to a survivor of a deceased work-
er.

Taxable earnings. Wages and/or self-employment income, in em-
ployment covered by the OASDI and/or Hl programs, that is under
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the applicable annual maximum taxable limit. For 1994 and later,
no maximum taxable limit applies to the HI program.

Taxable payroll. A weighted average of taxable wages and taxable
self-employment ineom:l.%hen multiplied by the combined employ-
ee-employer tax rate, it yields the total amount of taxes incurred
;x:g:(l’gyees, employers, and the self-employed for work during the

Taxable self-employment income. Net earnings from self-
employment, generally above $400 and below the annual taxable and
creditable maximum amount for a calendar or other taxable year,
less any taxable wages in the same taxable year.

Taxable wages. See “Taxable earnings.”

Taxation of benefits. Du.nnf 1984-93, up to one-half of an in-
dividual’'s or a couple’s OASDI benefits was pobentiall%hsubject to
Federal income taxation under certain circunmstances. The revenue
derived from this provision was allocated to the OASI and DI Trust
Funds on the basis of the income taxes paid on the benefits from
each fund. %meg ing in 1994, the maximum portion of OASDI ben-
efits potentially subject to taxation was increased to 85 percent. The
additional revenue derived from taxation of benefits in excess of
one-half, up to 85 percent, is allocated to the HI Trust Fund.
Taxes. See “Contributions.”

Termination. Cessation of payment of a specific type of benefit
because the beneficiary is no longer entitled to receive it. For ex-
ample, benefits might terminate as a result of the death of the
beneficiary, the recovery of a disabled beneficiary, or the attainment
of age 18 by a child beneficiary. In some cases, the individual may
become immediately entitled to another type of benefit (such as the
conversion of a disabled worker beneficiary at normal retirement age
to a retired worker beneficiary).

Test of Long-Range Close Actuarial Balance. Summarized in-
come rates and cost rates are calculated for each of 66 valuation
periods within the full 75- long-range projection period. The first

of these periods consists 'of the next 10 years. succeeding period
becomes longer by 1 year, culminating with the period consisting of
the next 75 years. The long- test is met if, for each of the 66

valuation periods, the actuarial ce is not less than zero or is
negative by, at most, a specified percentage of the summarized cost
rate for the same time period. The percentage allowed for a negative
actuarial balance is 0 percent for the 10-year period, grading uni-
formly to 5 percent for the full 75-year period. The criterion for
meeting the test is less stringent for the longer periods in recognition
of the greater uncertainty associated with estimates for more di t
years. The test is applied to OASI and DI separately, as well as
g:mbined, based on the intermediate (alternative II) set of assump-
ons. .
Test of Short-Range Financial Adequacy. The conditions required
to meet this test are as follows:
¢ If the trust fund ratio for a fund exceeds 100 percent at the
beginning of the projection period, then it must be projected
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to remain at or above 100 percent throughout the 10-year
> projection period;

e  Alternatively, if the fund ratio is initially less than 100 per-
cent, it must be ectedtoreachalevelofatleasthOperoent
mthm5years?andnotbedeplebedatanyt1medunngthls
period) and then remain at or above 100 percent throughout
the remainder of the 10-year period.

These conditions apply to each trust fund separately, as well as to
the combined funds, and are evaluated based on the intermediate
(alternative II) set of assumptions.

Total fertility rate. The average number of children who would be
born to a woman in her lifetime if she were to experience the birth
rates byageobservedm,orassnmedfor,aspecxﬁedyear, and if she
were to survive the entire chxld-bearmg period.

Trust fund. Separate accounts in the United States Treasury in
which are deposited the taxes received under the Federal Insurance
Contributions Act, the Self-Employment Contributions Act, contri-
butions resulting from coverage of State and local government em-

plo any sums received under the financial mtcrchaﬁe with the
am retirement account; vol hospital and medical insur-
ance premiums; and transfers of general revenues. Funds

not withdrawn for current monthly or service benefits, the financial

,andadmmstratweupemesaremvestedmmterest—
beanng Federal securities, as by law; the interest earned
is also deposited in the trust

s Old- and Survivors Insmnee (OASD). The trust fund
used for paying monthly benefits to retired-worker (old-age)
beneficiaries and their and children and to survivors
of deceased insured worl .

* Disability Insurance (DI). The trust fund used for paying
monthly efits to disabled worker beneficiaries and their
spouses and children and for providing rehabilitation services
to the disabled.

* Hospital Insurance (HI). The trust fund used for paying

. part of the costs of inpatient ital services and related care
for aged and disabled individ who meet the eligibility re-
qmrements

. ]:lplementary Medical Insurance (SMI). The trust fund

for yﬁ part of the costs of physician’s services, out-
patient hospital services, and other relatcd medical and health
services for voluntarily enrolled aged and disabled individuals.
Trust fund ratio. A measure of the adequacy of the trust fund level.
Defined as the assets at the beginning of the year, including advance
tax transfers (if any), as apereentage of the ou
the year. The trust fun ratio represen ion o ayear’s
outgowhxcheouldbepmdwtththefundsa ble at the beginning
of the year.
Unnegotiated check. A check which has not been cashed 6 months
after the end of the month in which the check was issued. When a
check has been outstanding for a year (i) the check is adminis-
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tratively cancelled by the Department of the Treasury and (ii) the
issuing trust fund is reimbursed separately for the amount of the
check and interest for the period the check was outstanding. The
appropriate trust fund also receives an interest adjustment for the
time the check was outstanding if it is cashed 6-12 months after the
month of issue. If a check is ted for ent after it is ad-
ministratively cancelled, a ent check is issued.

Valuation period. A period of years which is considered as a unit
for purposes of calculating the financial status of a trust fund.
Vocational rehabilitation. Services provided to disabled persons
to help enable them to return to gainful employment. Reimbursement
from the trust funds for the costs of such services is made only in
those cases where the services contributed to the successful reha-
bilitation of the beneficiaries.

Year of exhaustion. The year in which a trust fund would become
unable to pay benefits when due because the assets of the fund were
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Opinion Letter
H. 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 as-
sumptions 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.

MC»W

HARRY C. BALLANTYNE,
Associate of the Society of Actuaries,
Member of the American Academy of Actuaries,
Chief Actuary, Social Security Administration
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