Old-Age, Survivors, and Disability Insurance:
Financing Basis and Policy Under the 1958

Amendments

HENEVER the congressional
‘; ‘/ committees concerned with

old-age, survivors, and dis-
ability insurance have considered
amendments to the program, they
have thoroughly studied the cost as-
pects of both the proposed benefit
provisions and the current provisions
from the point of view of maintain-
ing its actuarial soundness. At the
time the 1950 amendments were
adopted, Congress expressed its belief
that the program should be com-
pletely self-supporting from the con-
tributions of covered individuals and
employers, and it repealed the pro-
vision permitting appropriations to
the program from the general rev-
enues of the Treasury. In the amend-
ments of 1952, 1954, and 1956, Con-
gress again indicated its conviction
that the tax schedule in the law
should make the program as nearly
self-supporting as can be foreseen or,
in other words, actuarially sound.

In the Social Security Amendments
of 1958,! Congress strongly reaffirmed
this principle and acted to strengthen
the financial basis of the program 2
by providing, in balance, for contri-
bution income higher in the long run
than the increased outgo due to the
benefit changes.

The concept of actuarial soundness
as it applies to old-age, survivors, and
disability insurance differs consider-
ably from its application to private
insurance, although there are cer-
tain points of similarity—especially
in comparison with private pension
plans. The principal difference stems
from the fact that a social insurance
system can be assumed to be perpet-
ual in nature, with a continuous flow

* Chief Actuary, Social Security Admin-
istration.

1For a summary of the amendments,
see pages 3—14.

2 One of the stated purposes of the leg-
islation, given in the title of the law, is
“to improve the actuarial status of the
Trust Funds.”
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of new entrants as a result of its
compulsory character. It may there-
fore be said that the old-age, survi-
vors, and disability insurance pro-
gram is actuarially sound if the esti-
mates show that future income from
contributions and from interest earn-
ings on the accumulated trust funds
will, in the long run, support the dis-
bursements for benefits and adminis-
trative expenses. Future experience
may be expected to vary from the
actuarial cost estimates made now,
but the intent that the program be
self-supporting, or actuarially sound,
is expressed in the law by using a
contribution schedule that, according
to an intermediate-cost estimate, re-
sults in the actuarial balance or ap-
proximate balance of the system.

It was estimated at the time of the
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1952 amendments that the actuarial
balance under that legislation would
be virtually the same as in the esti-
mates made for the 1950 amendments
(table 1). The rise in earnings levels
in the 3 preceding years was believed
to about offset the increased cost re-
sulting from the benefit liberaliza-
tions being made. Cost estimates pre-
pared 2 years later—in 1954—indi-
cated that the level-premium cost
(the average long-range cost, based
on discounting at interest, in relation
to payroll) of the benefit disburse-
ments and administrative expenses
was somewhat more than 0.5 percent
of payroll higher than the level-pre-
mium equivalent of the scheduled
taxes (including allowance for inter-
est on the existing trust fund). The
1954 amendments contained an ad-

Table 1.—Actuarial balance of the old-age, survivors, and disability insurance
program 1 under various acts, based on intermediate-cost estimates

[Percent]

Legislation

1956 act. ..
1958 act_._.____

1956 act_ ..

1956 act.. ...

1958 GCY - o .

Level-premium equivalent 2
Date of
estimate Benefit Contribu- | Actuarial
costs 3 tions balance 4
Old-age, survivors, and disability insurance

— 1950 6.05 5.95 —0.10
1952 5.85 5.75 —.10

1954 6.62 6.05 —.57

1954 7.50 7.12 —.38

1956 7.45 7.29 -.16

1956 7.85 7.72 —-.13

1958 8.25 7.83 —.42

1958 8.76 8.52 —~.24

Old-age and survivors insurance
- 1956 7.43 7.23 —0.20
- 1958 7.90 7.33 —.57
- 1958 8.27 8.02 —.25
Disability insurance

1956 0.42 . 0.49 +0.07

1958 .35 .50 +.15

1958 .49 .50 +.01

1 The disability insurance program was estab-
lshed by the 1956 act; data for earlier years are for
the old-age and survivors insurance program only.

2 Percent of taxable payroll.

3 Includes adjustments to reflect (a) the lower
contribution rate for the self-employed, compared

with the combined employer-employee rate, (b)
interest earnings on the existing trust funds, and
(c) administrative expenses.

4 A negative figure indicates the extent of lack of
actuarial balance; a positive figure indicates more
than sufficient financing (according to the estimate).



justed contribution schedule that not
only met the cost of the benefit
changes but also reduced susbtantial-
ly the actuarial insufficiency that the
then current estimates had indicated
in the financing of the 1952 provi-
sions.

The estimates for the 1954 act were
revised in 1956 to take into account
the rise in the earnings level that
had occurred since 1951-52, the per-
iod used as the basis for the 1954
estimates. As the result, the lack of
actuarial balance under the 1954 act
was reduced to the point where, for
all practical purposes, it was non-
existent, and the system was in ap-
proximate actuarial balance. The
benefit changes made by the 1956
amendments were fully financed by
the increased contribution income
provided; the actuarial balance of
the system was thus unaffected, and
the program remained actuarially
sound.

The new cost estimates made in
1958 take into account recent ex-
perience and modified assumptions
concerning future trends. In the 2
preceding years, there were many re-
tirements among the groups newly
covered by the 1954 and 1956 amend-
ments, and as a result benefit expendi-
tures ran appreciably higher than
the amounts previously estimated.
Moreover, analysis of operating ex-
perience for recent years indicates
that retirement rates have risen or,
in other words, that the average re-
tirement age has dropped significant-
ly. This change may be the result
in large part of the liberalizations
made in the retirement test, under
which aged persons are better able
than before to effect a smooth tran-
sition from full employment to full
retirement. These new cost estimates
indicate that the program, as it op-
erated under the provisions of the
1956 act, was out of actuarial bal-
ance by more than 0.4 percent of
payroll.

The Senate Committee on Finance,
in its report on the 1958 amendments,
stated its belief that “not only should
any liberalizations in benefit provi-
sions be fully financed by appropriate
changes in the tax schedule or
through other methods, but also that
the actuarial status of the system
should be improved in similar man-
ner so that the actuarial insufficiency
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Table 2.—Changes in estimated level-premium cost of benefit payments as
percent of taxable payroll, by type of change, based on intermeédiate-cost
estimate at 3-percent interest, 1956 act and 1958 act

[Percent]

Item

Lack of balance (—) or surplus (+) under 1956 act.____

Increase of 14 percent in tax schedule
Acceleration of tax schedule (3-year rises)__
Increased income from higher earnings base
Additional benefit cost from higher earnings base____
Increase of benefit level by 7 percent (or $3, if more)____
Dependents’ benefits for disability beneficiaries.._...__
Elimination of disability benefit offset provision. ..__
Modification of insured-status requirements_____
Liberalizing retirement test_...___..._____________._._
Paying parent’s benefits inall eases_.....______._____

Lack of balance (—) or surplus (+) under 1958 act_..__

Oldageand | pygppy
survivors insurance
insurance

................ PR —0.57 +0.15
.60 | .

- 419 |l

+.52 +.03

—.30 -.02

- —.57 —.03

______________ —.06

______________ —.03

______________ —.03

Et 1) B

—.01 |l

_______________________ -.25 +4.01

is reduced to the point where it is
virtually eliminated, namely below
one-fourth of 1 percent of payroll, as
has been the case generally in the
previous legislation.’3

Basic Assumptions for Cost
Estimates

Estimates of the future cost of the
old-age, survivors, and disability insur-
ance program are affected by many
factors that are difficult to determine.
Accordingly, the assumptions used in
the actuarial cost estimates may dif-
fer widely and yet be reasonable.
Benefit payments may be expected to
increase continuously for at least
the next 50-70 years because of such
factors as the aging of the population
and the slow but steady growth of
the benefit rolls—a growth inherent
in any retirement program, public
or private, that has been in opera-
tion for a relatively short period.

The cost estimates are given within
a range to indicate likely variations
in future costs, depending on the ac-
tual trend developing for the various
cost factors. Both the low- and high-
cost estimates are based on high eco-
nomic assumptions, intended to rep-
resent almost full employment, with
average annual earnings at about the
level prevailing in 1956. Intermediate
estimates, developed by averaging the
low- and high-cost estimates, are also
shown, to indicate the basis for the
financing provisions.

The costs are shown, in general,
as a percentage of covered payroll,:
whiech is the best measure of the

3S. Rpt. No. 2388 (85th Cong., 2d sess.).

program’s financial cost. Dollar fig-
ures taken alone are misleading. A
higher earnings level, for example,
will increase not only the outgo of
the program but also, and to a greater
extent, its income. The result is that
the cost in relation to payroll will
decline.

The assumptions used in connec-
tion with the disability benefits are
essentially the same as those used in
the original cost estimates when these
benefits were first incorporated in
the law in 1956, although certain
minor modifications of methodology
have been made that result in a
somewhat lower cost than that origi-
nally estimated. The actual cost to
date, under the strict definition of
“disability” in the law, has been
significantly less than the intermed-
iate-cost assumptions would indicate.
Nevertheless, it is believed that, untit
somewhat more experience is avail-
able and can be analyzed, these cost
bases for the monthly disability ben-
efits should be maintained. Disability
incidence and termination rates can
vary widely—much more than mor-
tality rates, which are a basic factor
in the cost calculations for retire-
ment and survivor benefits.

The cost estimates are extended
beyond the year 2000 since the aged
population itself cannot mature by
then. The reason is that, since the
number of births in the 1930’s was
very low compared with subsequent
experience, there will be a dip in
the relative number of aged persons
from 1995 to about 2010 and benefit
costs for' that period would tend to
be low. The year 2000 is by no

Social Security



means, therefore, a typical ultimate
year.

An important measure of long-
range costs is the level-premium con-
tribution rate required to support the
system into perpetuity, based on dis-
counting at interest. It is assumed
that benefit payments and taxable
payrolls remain level after the year
2050. If a level rate based on these
assumptions were adopted, relatively
large accumulations in the trust fund
and eventually sizable income from
interest would resuit. Even though
such a method of financing is not
used, the concept has value as a
convenient measure of long-range
costs—especially in comparing various
possible alternative plans and pro-
visions—since it takes into account
the heavy deferred benefit costs.

The estimates are based on level-
earnings assumptions. Covered pay-
rolls are not assumed, however, to
be the same each year but rather to
rise continuously with the estimated
increase in the population of work-
ing age. Thus, the total taxable pay-
roll under the 1958 amendments is
estimated at about $210 billion in
1960, about $240 bhillion in 1970, $275
billion in 1980, $365 billion in the
year 2000, and eventually at almost
$500 billion. If in the future the

Table 3.—Estimated Ilevel-premium
cost of benefit payments, ad-
ministrative espenses, and interest
earnings on existing trust funds
under 1938 act as percent of tax-
able payroll,! by type of benefit,
based on intermediate-cost esti-
mate at 3-percent interest

{Percent)

Disa-

bility

insur-
ance

Itemn

Old-age (primary) benefits__......
Wile's benefits..__.._____.__ .57 .03

Widow’s benefits 1.23 (%)
Parent’s benefits .02 )
Child’s benefits___ 43 .03
Mother’s benefits_________ 11 (2)
Lump-sum death paymen 12 ®
Total benefits_._.__._..___. 8.40 49

Administrative expenses_____ R .09 01
Interest on existing trust funds 3.

Net totalulevel»premium cost_ -

! Includes adjustment to reflect the lower con-
tribution rate for the self-employed, compared with
the comhined exployer-employee rate.

2 Not payable under this program.

# Offsets costs of benefits and administrative
expenses.
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Table 4.—Progress of old-age and survivors insurance trust fund under the
1958 act, high-employment assumptions, based on intermediate-cost esti-

mate at 3-percent interest

[In millions]

Admini Railroad .
Contribu- | Benefit minis- | retrement | py o0 on | Balance in
Year ; ) trative financial
tions payments expenses inter- fund 2 fund 3
change !
Actual data:

i N $3,367 $1,885 $8l § - $417 $15,540
1962, ¢ . 3,819 2,194 88 |- - 365 17,442
DL 3,945 3,006 88 |. - 414 18,707
1964 . 5,163 3,670 92 . - 468 20,576
1955, o 5,713 4,968 119 | - 461 21,663
1956, .. 6,172 5,715 132 |, - 531 22,519
1957 e 6,826 7,347 4162 | 557 22,393

Estimated data:

1968 . $7,297 $8,318 $156 —$124 $565 $21,656
1969, L. 8,632 9,504 161 —~219 56 20,971
1960. ... 10,621 10,027 166 —196 580 21,794
1961 ... 11,106 10,618 169 —195 634 22,662
1962 ... _l. 11,256 11,207 172 -199 672 22,902
1963 ... 13,124 11,678 175 —158 704 24,722
1964 ol 13,652 12,016 178 —156 761 26,784
19656 .. ... 13,830 12,333 181 -160 820 28,762
1870 19,404 15,030 201 —70 1,406 50,330

20,880 17,766 222 —59 2,185 76,432

22,301 20,874 246 12 2,856 98,678

29,695 29,672 332 192 4,762 163,448

36,124 40,716 426 192 8,379 285,282

1 A positive figure indieates payment to the trust
fund from the railroad retirement account, and a
negative figure indicates the reverse.

# Assumed interest rate was 2.6 percent in 1958,
2.7 percent in 1959, 2.8 percent in 1960, and 2.9 per-
cent in 1961.

3 Excludes amounts in the railroad retirement

earnings level should be considerably
above that now prevailing, and if
the benefits for persons on the roils
are adjusted upward so that the esti-
mated relation of annual costs to
payroll under the 1958 legislation re-
mains unchanged, then the increased
dollar outgo resulting will offset the
increased dollar income. This is an
important reason for considering
costs in relation to payroll rather
than in dollars.

The cost estimates have not taken
into account the possibility of a rise
in earnings levels, although such 3
rise has characterized the past history
of this country. If such an assump-
tion were used in the cost estimates,
along with the unlikely assumption
that the benefits would nevertheless
not be changed, the cost in relation
to payroll would, of course, be lower.
If benefits were to be adjusted to
keep pace with rising earnings trends,
the year-by-year costs as a percent-
age of payroll would be unaffected.
The level-premium cost would then,
however, be higher, since under such
circumstances the relative importance
of the interest earned by the trust
funds would gradually diminish. If
earnings do consistently rise, further

account creditable to the old-age and survivors
insurance trust fund—$377,000,000 for 1953, $284,-
000,000 for 1954, $163,000,000 for 1955, and $60,000,-
000 for 1956.

¢ Figure is artificially high because reimburse-
ments of about $14 million from the disability
insurance trust fund had not been made in 1957.

consideration will need to be given
to the financing basis of the program
because the interest receipts of the
trust funds will then meet a smaller
proportion of the benefit costs than
would otherwise be anticipated.

An important element in old-age,
survivors, and disability insurance
costs has resulted from amendments
made to the Railroad Retirement Act
in 1951. These amendments provide
for a combination of railroad retire-
ment compensation and earnings cov-
ered by the Social Security Act in
determining benefits for workers with
less than 10 years of railroad service
(and also for all survivor benefits).

Under the financial interchange
provisions then established, the old-
age and survivors insurance trust
fund and the disability insurance
trust fund are to be maintained in
the same financial position in which
they would have been if there never
had been a separate railroad retire-
ment program. It is estimated that,
in the long run, the net effect of
these provisions will be a relatively
small gain to the old-age, survivors,
and disability insurance program,
since the reimbursements from the
railroad retirement system will be
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somewhat larger than the net addi-
tional benefits paid on the basis of
railroad earnings.

Results of Intermediate-Cost
- Estimates

The intermediate-cost estimates
are developed by averaging the low-
cost and high-cost estimates (using
the dollar estimates and deriving
from them the corresponding esti-
mates related to payroll). The inter-
mediate-cost estimate cannot be con-
sidered the “most probable”’ estimate
—a figure impossible to develop.
Rather, it is presented as a conven-
ient and readily available single set
of figures to use for comparative pur-
poses.

Congress, in enacting the 1950
amendments and subsequent legisla-
tion, has indicated its belief that the
old-age, survivors, and disability in-
surance program should be on a com-
pletely self-supporting basis or, in
other words, actuarially sound. A
single estimate is required in the de-
velopment of a tax schedule intended
to make the system seli-supporting.
Any specific schedule will necessarily
be somewhat different from what will
actually be required to obtain an
exact balance between contributions
and benefits. This procedure, how-
ever, does make the intention specific,
even though in actual practice future
changes in the tax schedule may be

necessary. = Likewise, exact self-sup-
port cannot be obtained from any
one set of integral or rounded frac-
tional tax rates, increasing in orderly
intervals, but the principle of self-
support is aimed at as closely as pos-
sible.

The contribution schedules in the
1956 and 1958 amendments are shown
below. Under each law, 14 of 1 per-
cent of the employer contribution
and 14 of 1 percent of the employee
contribution are used for monthly
disability benefits, and 38 of 1 per-
cent of the self-employed person’s
contribution goes for this purpose.

[Percent]
Employee Rate for the
rate ! self-employed
Year
1956 1958 1956 1958
act act act act
244 2} 334 3%
2l 214 3% 334
2% 3 4lq 4
284 315 424 A
324 314 475 5%
34 4 4% 6
3l 414 475 634
3% 414 554 634
1975and after_._.| 44 44 63% 6%

1 Employee and employer pay the same rate.

Benefits are computed from a table
set forth in the law. At first glance,
it appears that an entirely new prin-
ciple had been adopted, since the
previous laws specified a definite

Table 5.~Progress of disability insurance trust fund under the 1958 act, high-
employment assumptions, based on intermediate-cost estimate at 3-per-

cent interest

[In millions]

Railroad

i Adminis- | retirement :

Contribu- Benefit Interest on | Balance in
Year ion trative financial A
tions payments expenses inter- fund fund
change !
Actual data:

$702 $57 383 |oeeaceacaes $7 $649
$014 $263 $19 (.. $25 $1,306
980 431 21 $10 42 ,887
991 492 23 —20 59 2,402
1,004 555 23 —23 76 2,881
1,018 613 24 —26 92 3,327
1,032 675 24 —28 104 3,737
1,046 736 25 —-31 116 4,107
1,059 796 25 —34 126 4,437
1,141 1,052 27 —34 165 5,686
1,227 1,249 30 —31 187 6,392
1,311 1,380 30 —22 201 6,844
1,745 1,649 40 -2 383 13,194
2,125 2,330 51 1 521 17,764

1 A positive figure indicates payment to the trust
fund from the railroad retirement account, and a
negative figure indicates the reverse,

2 Assumed interest rate at 2.6 percent in 1958,
2.7 percent in 1959, 2.8 percent in 1960, and 2.9 per-

18

cent in 1961.

3 Figure is artificially low because reimbursernents
of about $14 million to the old-age and survivors
insurance trust fund had not been made in 1957.

benefit formula and minimum and
maximum benefit provisions. Actual.
ly, however, this table is based on g
definite formula and minimum ang
maximum benefit provisions, which
are built into the table, and there is
no change in the basic principle that
has prevailed over the years. Certain
approximations, however, have been
made because of the necessary group-
ing involved in constructing a bene.
fit table that, for facility of adminis-
tration, is in terms of primary (old-
age) benefits rounded to the nearest
dollar.

The benefit formula for the pri.
mary insurance amount under the
1954 act was 55 percent of the first
$110 of the average monthly wage,
plus 20 percent of the next $240. The
1958 legislation, by increasing bene-
fits 7 percent and raising the maxi-
mum earnings base to $4,800, in
effect changed the formula to 58.85
percent of the first $110 of the aver.
age monthly wage, plus 21.40 percent
of the next $290. When the average
wage is less than $55, the primary
insurance amount is raised to $33—
the new minimum and also the mini-
mum benefit for a survivor family
consisting of only one beneficiary.

The maximum family benefit estab-
lished by the 1954 act was also in-
creased in 1958. The maximum was
formerly the lesser of $200 or 80
percent of the average monthly wage,
although the percentage maximum
could not reduce the total family
benefit to less than the larger of $50
or 1% times the primary insurance
amount. Under the 1958 amendments,
the maximum family benefit is the
lesser of $254 (twice the highest pos-
sible primary insurance amount, ap-
plicable when the average monthly
wage is $400) or 80 percent of the
average wage, except that the per-
centage maximum cannot reduce the
total family benefit to less than the
larger of 1% times the primary in-
surance amount or the primary in-
surance amount plus $20 (in effect,
not less than $53). In actual applica-
tion, the 80-percent maximum will
generally yield somewhat more than
the mathematical result of taking 80
percent of the individual’s average
wage, since the benefit table provides
for maximum family benefits on the
basis of 80 percent of the upper end
of the range of average wages that

Social Security



produce the rounded primary insur-
auvt amount. The maximum family
benefits payable on the basis of var-
ious average monthly wages and pri-
mary insurance amounts are shown
below.

Pri- ]

Average mary
monthly | iasur- Maximum family benefit
wage ance
amount
$67 orless__| $33-40 | Primary insurance amount
plus $20.
$68-127_.__. 41-68 | 114 times the primary insur-
anee amount,
$128-319___.) 69-109 | 80 percent of average wage
(approximately).
$320-400.._ | 110-127 | $254.

The new law reduces the lack of
actuarial balance for old-age and sur-
vivors insurance from 0.57 percent of
payroll to 0.25 percent, or about the
level under the 1956 amendments at
the time they were enacted. For dis-
ability insurance there will be an ac-
tuarial surplus of 0.01 percent of pay-
roll, compared with 0.15 percent un-
der the provisions of the 1956 act.
The effect of the new law on the com-
bined old-age, survivors, and disability
insurance program is to reduce the
actuarial deficit from 0.42 percent
of payroll to 0.24 percent, which is
well within the margin of variation
possible in actuarial cost estimates
and about the same size as in the
past when the program has been in
substantial actuarial balance. If the
cost estimates had been based on cur-
rent earnings levels (instead of those
for 1956), the lack of actuarial bal-
ance would have been somewhat less
than 0.24 percent of payroll. Table
2 traces the change in the actuarial
balance of the program from its sit-
uation under the 1956 act to that
under the 1958 law.

It should be emphasized that in
1950 and in subsequent amendments
Congress did not recommend that the
system be financed by a high-level
tax rate in the future but rather by
an increasing schedule that, of neces-
sity, ultimately rises higher than the
level-premium rate. Nevertheless, this
graded tax schedule will produce a
considerable excess of income over
outgo for many years so that sizable
trust funds will develop, although not
so large as those that would arise
under a level-premium tax rate.
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~+uc 2oviSEQ contribution schedule
has a twofold eflvet, pn the financing
of the program. Firsi, the uniform
increase of %2 of 1 percent in the
combined employer-empluyee rate, be-
ginning in 1959, naturally has the
effect of producing additional income
equivalent to 0.50 percent of payroll
on a level-premium basis (table 2).
Second, the subsequent increases in
the contribution rate, which are now
scheduled to go into effect at inter-
vals of 3 years (formerly 5 years),
have the level-premium effect of in-
creasing income by 0.19 percent of
payroll.

Another change also has the effect
of increasing income. The advance
from $4,200 a year to $4,800 in the
maximum taxable and creditable
earnings base in effect increases in-
come by a gross amount equivalent to
0.556 percent of payroll on a level-
premium basis, but this rise is par-
tially offset by the additional benefits
that will be paid on the higher earn-
ings credited (that is, 0.32 percent
of payroll on a level-premium basis).
Accordingly, the net effect is equival-
ent additional income of 0.23 percent
of payroll on a level-premium basis.

The level-premium cost of the old-
age and survivors insurance benefits
(without considering administrative
expenses and the effect of interest
earnings on the existing trust fund)
under the 1956 act was about 8.0
percent of payroll; the corresponding
figure under the 1958 law is 8.4 per-
cent. The figures for the disability
benefits are 0.35 percent under the
1956 act and 0.49 percent under the
1958 amendments.

To summarize the changes in the
program’s actuarial balance, the in-
creased revenue that results from the
changes in the tax schedule and from
the net effect of the increase in the
maximum earnings base amounts to
0.91 percent of payroll on a level.
premium basis as far as the old-age
and survivors insurance aspect of the
program is concerned. The total cost
of the old-age and survivors insurance
benefit changes amounts to 0.59 per-
cent of payroll. Thus, there is an
estimated excess of long-range in-
come over outgo representing 0.32
percent of payroll on a level-premium
basis. Since it is estimated that un-
der the 1956 act the actuarial deficit
was 0.57 percent of payroll, the net

result of the revisions is to place the
program in a position where it has
an estimated actuarial deficit of 0.25
percent of payroll. This substantial
improvement in the financial basis
of the program brings the anticipated
deficit well within the range that wiwu
permit the program to be considered
actuarially sound.

Table 3 shows the costs for each
of the various types of benefits under
the 1958 amendments. The level-
premium contribution rates equiva-
lent to the graded schedule in the
1956 act and in the 1958 amendments
may be computed in the same man-
ner as levelpremium benefit costs,
as shown in table 1.

The amendments will increase dis-
bursements for old-age and survivors
insurance benefits during the calen-
dar year 1958 by less than $1 million
and result in no additional income to
the trust fund. In 1959, disburse-
ments for these benefits will total
about $9.5 billion, or about $650
million more than they would have
under the 1956 act, and conftribution
income will amount to about $8.6 bil-
lion, or $1.1 billion more than under
the 1956 law. Thus, the excess of
benefit outgo over contribution in-
come is reduced from $1.4 billion to
$900 million. The decreases in the
old-age and survivors insurance trust
fund will not be so large as those
shown above because the interest re-
ceipts will exceed outgo for adminis-
trative expenses and transfers to the
railroad retirement account.

In 1960, old-age and survivors in-
surance benefit disbursements will,
according to the intermediate-cost
estimate, be $10.0 billion, or an in-
crease of $700 million from the
amount under the 1956 law; contri-
bution income will be $10.6 billion,
or $1.5 billion more. Accordingly, in
1960 there should be an excess of
contribution income over benefit out-
go of about $600 million; a deficit of
about $300 million would have devel-
oped under the 1956 law. The excess
of contribution income will be about
$500 million in 1961, about $50 million
in 1962, and about $1.5 billion a year
in 1963 and 1964. In contrast, under
the 1956 law, during each of the 4
years 1961-64 there would have been
deficits of contribution income rang-
ing as high as $1 billion.

Disbursements for disability bene-
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fits for the calendar year 1958 are
increased by the amendments by
about $18 million, and there will be
nae additional income to the trust
fund during the year. In 1959, dis-
bursements for disabillty benefits will
be about $200 million higher thal
they would have been under the 1956
law and will ¢otal about $430 million.
Contribution income for disability in-
surance for 1959 will amount to about
$980 million—a slight increase, re-
sulting solely from the rise in the
taxable earnings base, since no
change was made in the amount of
contributions assignable to this part
of the program. Neverthless, in 1959
contribution income will exceed bene-
fit outgo by about $550 million. Sim-
ilarly, in 1960 and the years immedi-
ately following, contribution income
will be well in excess of benefit outgo
—by as much as $250 million in 1965
and by somewhat larger amounts in
the earlier years.

Table 4 shows the estimated oper-
ation of the old-age and survivors in-
surance trust fund in the long-range
future, based on the intermediate-
cost estimate. It wil be recognized
that the figures for the next 2 or 3
decades are the most reliable (under
the assumption of Ilevel-earnings
trends in the future) since the popu-
lations concerned — both covered
workers and beneficiaries —are al-
ready born. For later years, there is
much more uncertainty—if for no
reason other than the relative diffi-
culty in predicting future birth trends
—but it is desirable and necessary to
consider these long-range possibilities
under a social insurance program
that is intended to operate in per-
petuity.

For 1960 and for most of the next
30 years, contribution income is esti-
mated to be greater than old-age and
survivors insurance benefit disburse-
ments. Even after benefit outgo ex-
ceeds contribution income in 1985,
the trust fund will continue to in-
crease because of the effect of inter-
est earnings, which more than meet
the administrative expense disburse-
ments and any financial interchanges
with the railroad retirement program.
If is estimated that, as a result, this
trust fund will grow continuously,
reaching $50 billion in 1970, $99 bil-
lion in 1980, and $163 billion at the
eénd of the century. Estimates show

»

that, in the distant fulUle—uac o,
in about the year 2030—the trust
fund will reachh a maximum of about
$295 billion and then decrease slowly.
Nevertheless, even 90 years from now,
the estimate shows a trust fund of
about $200 billion. The fact that ac-
cording to these estimates the trust
fund will not become exhausted until
somewhat more than a century hence
indicates that, although the tax

schedule is not fully self-supporting,
it is for -all practical purposes” suth-"
ciently close to self-support that the
program may be said to be actuarially
sound. This was also the general sit-
uation under the 1850 act and sub-
sequent amendments, according to
the estimates made when they were
being considered.

The estimates indicate that the dis-
ability insurance trust fund will show

Table 6.—Estimated progress of old-age and survivors insurance trust fund
under the 1958 act, high-employment assumptions, based on low-cost and
high-cost estimates at 3-percent interest

[In millions}

Railroad
; Adminis- | retirement i
- Contriba- Bemnefit y Interest on | Balance in
Year tions payments e;?etlin:gs ﬁ?g{éﬁfal fund ? fund 8
change !
!
Low-cost estimate
1966 .. $13,868 $12,055 $167 —$145 $883 $31,076
19,458 14,663 186 —49 1,542 55,228
21,072 17,217 206 —32 2,441 85,607
22,773 19,965 228 39 3,328 115,870
32,137 26,835 310 218 8,071 279,701
High-cost estimate
1965, ... $13,704 $12,609 $195 —$176 $758 $26,447
19,351 15,398 218 —91 1,270 45,434
20,688 18,315 239 —85 1,929 67,256
21,829 21,782 263 —14 2,385 81,786
27,253 33,511 354 167 1,454 47,184

L A positive figure indicates payment to the trust
fund from the railroad retirement account, and a
negative figure indicates the reverse.

2 Assumed interest rate st 2.6 percent in 1958,

2.7 percent in 1959, 2.8 percent in 1960, and 2.9 per-
cent in 1961.
3 Fund exhausted in 2010,

Table 7.—~Estimated progress of the disability insurance trust fund under
the 1958 act, high-employment assumptions, based on low-cost and high-

cost estimates at 3-percent interest

{In millions]

. Railroad
Year Contrihu- | Benefit Aﬁgggés- r%’;‘lg%nég{t Interest on | Balance in
- tions PAYmeDntS | oinenses inter- fund 2 fund
change !
Low-cost estimate
1865 . il $1,063 $535 $22 —$32 $164 $5,876
1,144 699 23 —32 259 9,099
1,239 834 25 —29 360 12,527
1,339 930 27 —20 474 16,449
1,889 1,110 86 |- 1,310 45,372
High-cost estimate
$1,056 $1,059 | $28 —$35 $88 $2,998
1,138 1,407 30 —35 71 2,272
1,216 1,666 33 —33 15 258
1,283 1,828 35 24| ® ®
1,602 2,189 44 —4 ® @)

4 A positive figure indicates payment to the trust
fund from the railroad retirement account, and a
unegative figure indicates the reverse. .

2 Assnrmed interest rate at 2.6 percent in 1958,

2.7 pereent in 1959, 2.8 percent in 1960, and 2.9 per-

cent in 1961.
3 Fand exhausted in 1976.

Social Security



a_continuous, growth and, amount to
$5.7-billion in 1970, $6.8 billion- in
1980, and $13.2 billion in the year
2000 (table 5). There is an excess
of contribution income over benefit
disbursements for every year up to
gbout 1975, and even thereafter the
trust fund continues to grow because
of interest earnings. This trust fund
shows no decline in any future year
because the level-premium cost of
the disability benefits—according to
the intermediate-cost estimate-—is
slightly lower than the level-premium
income of % of 1 percent of payroll.

Cost Estimates on Range
Basis

As indicated earlier, the excess of
(1) the level-premium contribution
rate equivalent to the graded sched-
ule in the law over (2) the level-pre-
mium cost of benefit payments and
administrative expenses (after appro-
priate adjustment for the effect of
interest earnings on the existing trust
fund) is used to indicate the pro-
gram’s actuarial balance. The follow-
ing tabulation shows these figures ac-
cording to the low-cost, high-cost, and
intermediate-cost estimates for old-
age and survivors insurance and dis-
ability insurance (computed as of the
beginning of 1958).

[Percent]
Inter-
Low- | High- | medi-
cost cost ate-
Item esti- esti- cost
mates | mates | esti-
mates
Old-age and survivors
insurance:
Contributions__.____.._ 8.05 7.98 8.02
Benefit cost !___._______ 7.29 9.42 8.27
Net difference 2____ .76 | —1.44 —.25
Disability insurance:
Contributions.___._.___ 0.50 0.50 0.50
Benefit cost '_.._.____._ .33 .67 .49
Net difference 2. __ Y -.17 .01

1 Includes adjustments to reflect (a) the lower
contribution rate for the self-employed, compared
with the combined employer-emnployee rate, (h)
interest earnings on the existing trust fund, and ()
administrative expenses.

2 A negative figure indicates the extent of lack of
actuarial balance; a positive figure indicates more
than sufficient financing (according to the esti-
mates).

Table 6 shows the estimated opera-
tions of the old-age and survivors in-
surance trust fund for the low-cost
and high-cost estimates, and ‘table
7 gives corresponding figures:for the

Bulletin, Ociober 1958

disability insurance trust fund. Un-

-der the low-cost estimate; the old-age -

and survivors insurance trust fund
builds up rapidly and in the year
2000, when it will amount to about
$280 billion, is growing at a rate of
about $14 billion a year. Likewise,
the disability insurance trust fund
grows steadily under the low-cost esti-
mate, reaching about $45 billion in
the year 2000, when its annual rate
of growth is about $2 billion. For both
trust funds, after 1959, benefit dis-
bursements do not exceed contribu-
tion income in any year in the fore-
seeable future.

Under the high-cost estimate, the
old-age and survivors insurance trust
fund builds up to a maximum of
about $85 billion in about 25 years
but decreases thereafter until it is
exhausted in the year 2010. Benefit
disbursements are estimated to be
smaller than contribution income dur-
ing all the years before 1980 except
1959 and 1962 (in the latter year a
relatively small deficit is shown). In
the disability insurance trust fund
during the early years of operation,
contribution income materially ex-
ceeds outgo until 1965. Accordingly
the fund, as shown by this estimate,
would be about $3 billion in 1965 and

‘would then slowly decline until its
- exhaustion in 1976.

These results are consistent and
reasonable, since the program on the
basis of intermediate-cost estimates
is intended to be approximately self-
supporting. Accordingly, a low-cost
estimate should show that the system
is more than self-supporting, and a
high-cost estimate should show that
a deficiency would arise later on. In

‘actual practice, under the philosophy

set forth in the congressional com-
mittee reports on the 1950 and sub-
sequent acts, the tax schedule would
be adjusted in future years so that
neither of the developments described
above would ever eventuate. Thus,
if experience followed the low-cost
estimate, and if the benefit provisions
were not changed, the contribution
rates would probably be adjusted
downward or perhaps not be in-
creased in future years according to
schedule. If, however, the experience
followed the high-cost estimate, the
contribution rates would have to be
raised above those scheduled. At any
rate, the high-cost estimate does in-

dicate that; under the tax schedule
adopted, there would be ample funds
to meet benefit disbursements for
several decades, even under relatively
high-cost experience.

Table 8.—Estimated cost of benefits
of old-age, survivors, and disability
insurance program as percent of
payroll,! under 1958 act

[Percent]
Inter-
Low- | High- | medi-
- cost, cost ate-
Year esti- | esti- | cost
mate mate esti-
mate ?

Qld-age and survivors
insurance benefits

19700 o iciiaaan 6.47 6.84 6.66
1080 oo 7.46 8.49 7.96
1990. - 7.83 9.91 8.82
2000 . 7.06 | 10.06 8.44
2025__ 7.96 1 13.23 10.15
2050__ . .1 10.08 | 15.08 12.02
Level-premium cost 3_____ 7.29 9.42 8.27

Disability
insurance benefits

0.32 0.63 0.48
.36 .72 .53
30 .64 46
30 .68 47
37 .81 55
43 .87 60
33 .67 49

1 Takes into account the lower contribution rate
for the self-employed, compared with the combined
employer-employee rate.

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

3 Level-premium contribution rate, at 3-percent
interest, for benefits after 1957, taking into
account (a) interest on the trust funds as of Dec.
31, 1957, (b) future administrative expenses, and (¢)
the lower contribution rate payable by the self-
employed.

Table 8 shows the estimated costs
of the old-age and survivors insur-
ance benefits and of monthly dis-
ability benefits as a percentage of
payroll through the year 2050 and
also the level-premium cost of the
two programs for the low-cost, high-
cost, and intermediate-cost estimates.

Summary

The old-age, survivors, and disabil-
ity insurance program, as amended
in 1958, has & benefit cost that is
closely in balance with contribution
income; it is, in- fact, significantly
closer to actuarial balance, according
to the intermediate-cost estimate,
than it was under the 1956 law. The
program as amended in 1958 and also
as modified by the earlier amend-

(Continued on page 39)
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Table 13.—Aid to dependent children: Recipients and payments to recipients, by State, July 1958!

{Includes vendor payments for medical care and cases receiving only such payments]

Number of recipients Payments to recipients Percentage change from—
Number Average per— June 1958 in— July 1957 in—
State of
families 3 . Total
Total Children |, 50unt Number Number
Family Recipient of Amount [9 Amount
recipients recipients

Total 729,385 | 2,737,601 2,095,090 1 $74,323,231 $101.90 $27.15 -+0.2 —0.3 +14.5 -+19.2
Alabama._ 23,027 91,430 70,988 505,710 21.96 5.83 +.3 —34.3 +10.¢ ~42.5
Alaska__ 1,161 ,0 3,015 99,298 85.53 24.41 —2.3 —16.8 —7.9 —9.1
Arizona._ 5,926 23,233 17,676 623,327 105.19 26.83 +1.0 +.8. +411.4 -11.1
Ark‘ansa.& 7,632 29,218 22,852 456,761 59.85 16.63 —10.7 —9.8 4-.4 +3.7
California . 65,076 229,576 177,752 10,308,002 158.40 44,90 +.8 +.1 +22.9 —+42.5
Colorado... ,688 25,840 20,08 824,718 123.31 31.92 +.3 4.2 +411.5 +19.9
Connecticut 6,485 21,315 15,795 998,939 154.04 46,87 +2.0 +6.2 +19.9 ~+28.9
Dglﬂvyare 1,582 5,895 4,516 138,815 87.75 23.56 —.1 —.4 +13.2 +17.7
District of Columbia... 3,177 13,858 10,873 393,639 123.90 28.40 +2.7 +3.2 +4-29.0 +-30.0
Florida. ... 25,038 91,093 70,364 1,486,059 59.35 16.3t +1i.1 +1.3 +12.5 +12.2
GeOTgIB . ome 15,453 57,510 44,162 1,277,560 82.67 22.21 —~.2 —.1 +7.6 +6.9
Hawall_ ... ____..____ 2,661 10,356 8,256 314,083 118.03 30.33 -~3.1 ® —-2.6 —-1.5
Idaho. ... 1,878 6,873 5,056 267,889 142.65 38.98 —.3 —+1.0 +4.7 8.7
Tlinois_ . ..o 31,496 127,497 97,653 4,746,558 150.70 37.23 2.7 +2.5 +18.7 +22.5
Indiana.____ .. _____._ 10,527 38,207 28,580 1,080,785 102.67 28.29 -+.7 —+1.0 +13.2 +15.1
TOWS . oo 8,081 29,618 22,110 1,034,318 127.99 34.92 +.9 +1.0 +11.4 +22.8
Kansas. oooeooooool. 5,363 19,775 15,384 653,074 121.77 33,03 —.9 =21 +10.3 +11.3
henpqcky 20,419 74,230 55,980 1,456,207 71.32 19.62 +.5 +.4 +4.8 +4.3
Louisiana._ 24,600 98,856 76,223 2,058,970 83.70 20.83 —.2 —.6 -+13.8 +12.5
Maine. . el 5,195 18,156 13,349 482,781 92.93 26.59 -1.2 -1.3 +13.1 +-11.8
Maryland. . aan 7,397 30,5622 23,840 815,243 110.21 26.71 +.2 +.5 “+12.1 +21.9
Massachusetts.. 13,721 46,238 34,219 2,017,846 147.06 43.64 (3) +.2 -+0.6 +15.6
Michigan__. 24,438 87,341 64,215 3,276,150 134.06 37.51 +1.2 —+1.2 +17.4 ~+17.7
Minnesota.. ,828 30,127 23,277 1,309,482 148.33 43.47 -.2 +6.0 +7.1 ~+-16.7
M!ssmsippi_ 16,973 64,200 50,666 671,490 39. 56 10.46 4.3 —16.3 +22.3 +69.9
Missouri. . 24,502 91,837 69,424 2,027,811 82.76 22.08 —~.2 —-.2 +17.4 ~+10.6
Montana_ 2,024 7,333 5,685 7,204 117.20 32.35 —-1.7 —2.6 -9.3 ~10.4
Nebraska. 2,919 10,822 8,182 295,305 101.17 27.29 —2.0 —2.5 -+5.4 +7.4
Nevada o ooooooiioo.. 878 , 9 2,277 80,930 92.18 27.30 -1.7 —1.9 +38.4 +39.3
New Hampshire 1,014 3,783 2,833 141,183 139.23 37.32 —3.1 —4.4 +13.7 +17.4
NeW JerSey oo cmaacccciaccceaeean 9,068 29,925 22,596 1,300,703 143. 44 43.47 +.3 +.1 +22.8 +27.6
New Mexico_. 7,002 26,380 20,150 634,834 90.66 24.06 +.6 +.6 +3.0 —3.4
New York .___. 65,918 251,644 187,782 10,001,134 151.72 39.74 +.7 —.2 +15.5 +21.3
North Carolina. 24,106 95,04 73,218 1,750,381 72.61 18.42 —-3.0 -2.7 +19.9 +23.7
North Dakota.. 1,645 6,230 4,829 226,573 137.73 36.37 ~1.2 —1.2 +.7 +1.7
21,570 84,127 64,451 42,042,086 94.67 24.27 -+1.3 +1.3 +17.5 +15.6
16,813 57,853 43,970 1,707,426 101. 55 29.51 +.5 +1.2 -4-4.8 +6.7
4,646 15,916 11,704 644,240 138.67 40.48 —15.6 —13.3 +28.4 -+31.7
39,566 155,309 118,186 4,583,009 115.83 29.51 “+1.1 —.1 +29.2 +29.1
47,795 176,265 141,666 656,862 13.74 3.73 +.9 +1.3 +11.1 +3.5
Rhode Island... .. . . ....._... 4,436 15,934 11,894 557,333 125.64 34.98 -~.6 +.3 +19.2 +22.2
South Carolina. 9,495 37,714 29,621 530,221 55.84 14.06 +.1 ) +13.9 +13.3
South Dakota 3,079 10,521 7,974 207,365 96. 58 28.26 +.1 +.2 +7.5 ~+15.4
Tennessee 20,216 74,586 56,202 1,395,016 69.01 18.70 +.4 —-.1 +8.4 ~13.6
26,222 108,216 82,327 1,799,317 68,62 16.63 -—.6 —.8 +12.1 +7.6
3,195 11,310 8,425 402,448 125.96 35.58 -.5 +4-2.2 +14.3 +11.8
______ 1,153 4,032 3,027 106,306 92,20 26.37 —1.2 —1.3 +8.0 +10.3
...... 220 761 648 7,079 32.18 9.30 -3.1 -2.9 —30.3 —24.4
______ 9,158 36,857 28,880 680,340 75.27 18.70 +.4 +.8 +6.0 -+8.4
__________ 11,589 40,007 29,790 1,777,661 163.39 44.33 ~.8 +.4 +22.9 424.8
.......... 19,368 74,645 58,115 1,756,591 90.70 23.53 4.5 4.7 +90.4 ~+11.0
.......... 8,268 29,994 22,487 1,285,994 155.73 42.88 ~.2 -.7 +9.0 ~+11.9
Wyoming 708 2,474 1,863 91,156 128.75 36.85 ~.9 +.4 +10.3 +18.3

1 For definition of terms see the Bulletin, October 1957, p. 18. All data subject

to revision.

2 Includes as recipients the children and 1 parent or other adult relative in
familles in which the requirements of at least 1 such adult were considered in

determining the amount of assistance.

3 Decrease of less than 0.05 percent.

4 In addition, supplemental payments
assistance funds to 6,172 families.

s Increase of less than 0.05 percent.

of $252,423 were made from general

OASDI FINANCING
(Continued from page 21)

ments has been shown to be not fully
self-supporting under the intermed-
iate-cost estimate. It is, however,
very close to an exact balance, es-
pecially since a range of error is
necessarily present in the long-range
actuarial cost estimates and rounded
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tax rates are used in actual practice.
Accordingly, the old-age, survivors,
and disability insurance program, as
amended in 1958, is actuarially sound.
The actuarial status of the program
is actually much improved because
the cost of the liberalized benefits is
more than met by the increased con-
tributions that are scheduled.

The disability insurance portion of

the program—established under the
1956 act—shows a small favorable ac-
tuarial balance because the contribu-
tion rate allocated is slightly in ex-
cess of the cost for the disability ben-
efits, based on the intermediate-cost
estimate. When the variability of
cost estimates for disability benefits
is taken into consideration, this small
actuarial excess is not significant.
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