
Old-Age, Survivors, and Disability Insurance 
Program: History of the Benefit Formula 

The program of old-age, survivors, aB,d disa- 
6iZity insurance affects virtually every person in 
the United Xtates and many of its citizens work- 
ing abroad. A full discussion. of the program 
wouZd $11 many voZumes, but one of its phases 
can be sebcted and foZZowed, in the pages of the 
BULLETIN, from inception to the present time. 
The phase seZected for the current presentation is 
the benefit form&a, with digressions to certain 
closely related provisions. 

THE SOCIAL SECURITY ACT of 1935 and 
its amendments have included six different for- 
mulas for determining the amount of monthly 
retirement benefits payable under the old-age, 
survivors, and disability insurance program. 
Available initially only when a worker retired 
because of age, benefits have also been payable 
since mid-1957 to a worker retiring because of 
permanent and total disability. 

The application of the six formulas to selected 
earnings is analyzed in t.he following pages. Par- 
ticular attention is given to the benefits payable 
under each formula in the early years of its oper- 
ation and the potential benefits payable in a ma- 
ture system to a beneficiary whose entire working 
life was spent in covered employment. The anal- 
ysis includes a discussion of family benefits, intro- 
duced by the 1939 amendments. 

THE SIX FORMULAS 

A summary of the six formulas contained in 
the act and its amendments is presented in table 
1. Before the formula in the 1935 act became 
operative, it was superseded by the 1939 formula, 
which went into effect in January 1940. The 1950 
formula was operative only for the 5 months 
April-August 1952 and was replaced in Septem- 
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ber by the 1952 formula. The 1954 formula be- 
came effective in September 1954 and the 1958 
formula in January 1959. 

The 1935 formula was based on cumulative 
wage credits under the program and thus was 
directly related to total covered wages. The 1939 
amendments introduced the concept of the aver- 
age monthly wage, defined as total covered earn- 
ings divided by the number of months elapsed 
after attainment of age 21, with the period before 
inauguration of the program on January 1,1937, 
disregarded. Use of the average monthly wage 
rather than cumulative wage credits permits 
higher benefits to be paid in a system’s early years 
of operation and also relates the benefit more di- 
rectly to the worker’s standard of living. 

Length of service remained a factor under the 
1939 formula, in the form of a l-percent increase 
in the computed benefit for each year of coverage. 
It will be observed that the 1939 formula, as well 
as subsequent formulas, was more heavily 
weighted than the 1935 formula in favor of the 
worker wit,h low average earnings. 

The 1950 amendments eliminated the length-of- 
service increment. As a result, benefits payable 

TABLE I.-OASDI benefit formulas under the Social Security 
Act and its amendm.ents 

Formula en- 
acted in- 

Monthly retirement benefit 

Basis Percentages applied 

1935 ..___ .____ Cumulative wage credits .___ l/2% of first$3,000 plus l/12% 
of next $42.000 plus l/2470 
of next $R4,OM). 

1939..--e-...- Average monthly mage * 40% of first $50 plus 10% of 
after 1936. next $200, all increased by 

1% for each year of cover- 

1950.-e_-..-- Average monthly wage ’ 5O;:;f first $100 plus 157, of 
after 1950. next, $200. 

1952..-.---.-e- Average monthly maze ’ 55?> of first $100 plus 15% of 
after 1950. nest %200. 

1954.e----ee.-- Average monthly wage 1 55C of first $110 plus 2.0% of 
after 1950, escludinr 4 or 5 next $240. 
years of lowest earnings. 

19%---- .____ Average monthly wage 1 
after 1950, excluding 5 

58.8570 of first $110 plus 21.47, 
of next $290. 

years of lowest earnings. 

1 Total credited earnings divided by months elapsed after year of attain- 
ment of age 21. 
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to a worker meeting the minimum coverage re- 
quirements may be as large as those payable to a 
worker covered during his entire career. The 1950 
law also permitted exclusion of the period before 
1951 in computing the average monthly wage. 
This exclusion, desirable because of substantial 
extensions in coverage., had the additional merit 
of recognizing the changes in earnings levels in 
the 1940’s. In the long ru11, the period on which 
the average wage is based is the time. from a 
worker’s attainment of a.ge 21 until his retire- 
ment; few workers born after 1929 are nffected 
by exclusion of years before 1951. 

The formulas adopted in 1952 and later years 
followed the general pattern of the 1950 formula. 
The 1954 amendments included a provision per- 
mitting the 4 years of lowest earnings (5 years 
for workers with at least 20 quart,ers of coverage) 
t.o be excluded in the computation of the average 
monthly n;age. Under the 1958 amendments, 5 
years may be omitted in all cases. Thus, even 
though a worker may have no covered earnings 
for as many as 5 years, no reduction is made in 
the amount of the average monthly wage upon 
which his benefit is based. Established periods 
of permanent and tota~l disability may also be 
omitted under the 1954 amendment,s in the com- 
putation of the average monthly wage, so that 
the loss of ea.rnings caused by such disability does 
not reduce the amount of the monthly benefit. 

The 1958 formula was not expressly stated in 
the 1958 amendments. Instead, a benefit compu- 
tat,ion table based on the formula was incorpo- 
rated in the law. At a glance, it might appear 
that a different principle from that prevailing in 
previous amendments had been adopt.ed. What 
the 1958 legislation did was to increase the bene- 
fits, generally by 7 percent. This adjustment, in 
effect, changes the existing formula from 55 per- 
cent of the first $110 of the average monthly wage 
and 20 percent of the remainder to 58.85 pe.rce.nt 
of the first $110 and 21.4 percent of the remain- 
der. At the same time the maximum amount of 
the remainder was increased from $240 t.o $290 
to reflec,t the accompanying rise from $4,200 to 
$4,800 in maximum annual creditable. earnings. 

The table in the 1958 law, derived by applying 
this formula to every possible average mont.hly 
n-age, rounds t,he result to the nearest dollar for 
facility of administration. It then groups the 
ranges of average monthly wages that produce 

each dollar of momhly retirement benefit.l The 
benefits shown by the table for average monthly 
wages of less than $85 are in some cases higher 
than the amount the benefit, formula would pro- 
duce, to reflect the lo-percent. increase in the 
minimum benefit and to achieve smoothly graded 
inc.reases in benefit amounts immediately above 
the minimum. 

To compare the benefits provided under the 
several formulas, a hypothetical earnings record 
has been selected to which ea,ch formula is ap- 
plied. In the following comparisons, benefits for 
“career coverage” assume covered employment 
from age 21 to age 65. Actually, earnings before 
age 21 may be included in bhe computation of 
benefits, and earnings after age 65 may be used 
for sll except the 1935 formula. Basing poten- 
tial career-coverage benefits on a maximum of 43 
years of covered employment produces compara- 
ble benefits under all six formulas, since for an 
entrant at age 22 that is the maximum permis- 
sible period under the 1935 formula. Benefits for 
“immediate retirement” are based on 2 years of 
coverage except under the 1935 formula, for 
which 5 ye.ars of employment are assumed. The 
3-year difference stresses the dramatic increase in 
inunedia~te retirement benefits under the 1939 and 
subsequent formulas. 

As the system matures, the immediate retire- 
ment benefits under the five formulas based on 
the average monthly wage become almost mean- 
ingless, both because in the long run 10 years of 
employment are necessary for eligibility for bene- 
fits and because credited earnings are spread over 
the career period in determining the average 
monthly wage. Thus, immediate-retirement bene- 
fits are of interest only with respect to an indi- 
vidual near retirement age at the time each for- 
mula was enacted. 

COMPARISON BASED ON LEVEL EARNINGS 

For the first comparison, level annual earnings 
(the use of which eliminates the effect of chang- 
ing wage rates) have been chosen in the amounts 

1 The term “monthly retirement benefit” is used here 
to denote the amount payable to a worker retiring at or 
after age 65 who does not have an eligible dependent (or 
to a disabled-worker beneficiary with no eligible depend- 
ent) ; in the terminology of the law, this is the primary 
insurance amount. 
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of (a) $1,500, the approximate avera.ge amiual 
credited earnings in the program’s early years, 
and (b) $3,000, the maximum creditable annual 
earnings during its first 15 years. 

Table 2 shows the monthly retirement benefit 
based on such earnings. The marked decrease in 
the career-coverage benefit payable under the 
1939 formula from that payable under the 1935 
formula is the result of changes in the philosophy 
underlying the program. To produce a more 
nearly equitable distribution of social protection 
at roughly the same aggregate cost, the amount 
of the monthly retirement benefit was reduced by 
the 1939 amendments at the same time that bene- 
fits for dependents and survivors were provided 
and immediate-retirement benefits were increased. 

The career-coverage benefit under the 1935 for- 
mula is reduced one-third by use of the 1939 for- 
mula; at both earnings levels it is first exceeded 
by benefits computed under the 1954 formula. 
The 1958 formula provides an increase of only 
about 15 percent from the 1935 career-coverage 
benefit. For immediate benefits the 1939 formula, 
with its significant change in basis from total 
credited earnings to the average monthly wage, 
results in an increase of 50 percent or more from 
the original formula. The 1950 formula nearly 
triples the immediate benefit under the 1935 for- 
mula, and the 1958 formula further increases the 
amounts by about 30 percent. 

The monthly retirement benefit plus wife’s full 

TABLE 2.-Monthly benefits under the six formulas, based on 

level annual earnings of $1,600 and $3,000 

Level annual earnings of $1,500 Level annual earnings of $3,000 

Formula 
CWW Immrdiatc CWWK Immediate 

cowrage ’ retirenwnt 2 coverage 1 retirement 2 

Monthly retirement benefit 

1935...--. 
W353;; 

$18.75 $85.00 $25.00 
1939.-..-- 

--.....-...:.-.. 
2s.05 57.20 40.80 

lS.W...... 53.80 .--...--_____... 72.50 
195z. ____ ..___. . . . . . .._.. 5g.80 __--...- ..______ 77.50 
1954 ___. -- .--_-.-------.-. 63.50 .-.....--.____._ 88.50 
19.58 _._. -. ._---.-----.---_, 68.00 I.-.-.-.--- ______ 1 95.00 

I Monthly retirement benefit plus wife’s full benefit 

1 Based on 43 years of covered employment.. Ikginning with the 1950 for- 
muls, the benefit amounts are the same as t,hose shown under immediate 
retirement. 

* Under the 1935 formula, based on 5 years of covered employment; nnder 
the other formulas, based on 2 years. 

TABLE 3.-Maximum creditable annual earnings and maximum 
and minimum monthly benefits 

Maximum Month~e~;~ment 

Formula creditable 
annual 

earnings Minimum Maximum 
~___ 

1935--...-.. 
1939-- __ ____ 

“;#g 

1950 _______ 3:6OO 
%:~ pm 
20.00 80.W 

195x-.....- 3,fioo 25.00 85.W 
1954--. _ __ __ 4,200 30.00 lOS.50 
195% _ _ _ _ _ _ _ 4,800 33.00 127.00 

- 

_. 
Minimum 1 Maximum 

k?o.oo (1) 
15.w d:Ei 
18.80 168.75 
30.00 200.00 
33.00 254.00 

1 No provision. 
1 No amount specified. The maximum basic benefit ($40) is increased 1 per- 

cent for each year of service and thus has a “practical” maximum of about 
SO (for B person with the maximum creditable wsge of $250 B month and 50 
years of coverage). 

benefit under the 1939 formula is more than dou- 
ble the monthly retirement benefit under the 1935 
formula for the immediate benefit, and for career 
coverage the amounts are about the same. For 
the retired worker and his wife t.he 1950 formula 
nearly doubles the immediate benefit under the 
1939 law and increases the career benefit about 
one-third. 

MINIMUM AND MAXIMUM 
BENEFIT PROVISIONS 

The preceding comparison is, to some extent, 
unrealistic since earnings levels have risen, and 
the benefit formulas have reflected that change. 
Among other things, the maximum amount of 
annual earnings that may be credited has in- 
creased from $3,000 during 1937-50 to $4,800 be- 
ginuing in 1959 ; the base effective under each 
formula is shown in table 3. The benefit formulas 
ba:ed on the average monthly wage have been ad- 
justed upward, from the maximum attainable 
average monthly wage of $250 under the 1939 
amendments to $400 under the 1958 amendments. 
It should be noted that the $3,000 limitation con- 
tained in the 1935 act applied to earnings from 
each employer; thus in the years 1937, 1938, and 
1939 a worker who had several employers could 
be credited with wages of $3,000 from each. Such 
earnings could also be used under the 1939 for- 
mula to raise the average monthly wage up to 
but, not over $250. This question does not arise 
in the later formulas, which disregard earnings 
before 1951. 

The rising wage level has been recognized as 
well in the minimum and maximum monthly re- 
tirement benefits specified in the formulas. The 

BULLETIN, SEPTEMBER 1960 5 



TABLE L-Monthly retirement benefits and maximum family 
benejits under the 1968 formula 

Average 
monthly 

wage 
Maximum family benefit 

$67 or less-.--- $33-40 _________________ M~onhly retirement benefit plus 

63-127 _________ $41-68 _________________ 1 $je2imes monthly retirement 

123-314 ________ $&l-103 ________________ 30% of aierage monthly wage. 
315-400 ________ $109-127 _______________ $254. 

1935 minimum was retained in the 1939 formula, 
doubled under the 1950 formula, and more than 
tripled under the 1958 formula. The maximum 
benefit has shown a lesser increase. The 1939 
amendments, in effect, reduced the $85 limitation 
provided under the 1935 formula, although they 
did not contain a specified dollar limitation. The 
1950 maximum was slightly less than that in the 
original act, but the 1952 amendments restored 
the original amount and the 1958 amendments in- 
creased it 49 percent. 

MAXIMUM FAMILY BENEFITS 

The 1939 amendments made benefits available 
(effective with the first monthly payments under 
the program in 1940) for dependents of the re- 
tired worker and survivors of the deceased 
worker. The benefit for each dependent is based 
on but is less than the monthly retirement benefit. 
Though this analysis is concerned primarily with 
the monthly retirement benefit under each for- 
mula, the effect of dependents’ and survivors’ 
benefits cannot be ignored. Because a detailed 
discussion of such benefits would be too lengthy 
for inclusion here, consideration is given only to 
the maximum family benefit provisions. 

The maximum monthly amount that a family 
may receive is related to the monthly retirement 
benefit and to the average monthly wage, subject 
to a specified dollar limitation. This maximum 
does not aflect the amount payable to a retired 
worker and his wife, but it may apply when there 
are three or four beneficiaries in the family, and 
it always reduces the potential payment n-hen 
there are more than four beneficiaries. 

The family maximums in the 1958 amendments 
were contained in the benefit computation table. 
These amounts were based on the relationships 
indicated in table 4. As noted previously, the 
average monthly wages producing each dollar of 

monthly retirement benefit are grouped in tha.t 
table ; the greatest range in each grouping is $5. 
For average monthly wages of $128-$314, the 
maximum family benefit is 80 percent of the aver- 
age monthly wage ; since, however, 80 percent is 
applied to the highest value in the range, the 
maximum family benefit exceeds 80 percent of 
the average monthly wage for the lower values 
in each range. It may appear that here, as in 
the monthly retirement benefit, a new principle 
has been introduced, since preceding amendments 
contained provisions limiting the maximum fam- 
ily payment to 80 percent of the average monthly 
wage but making it not less than one and one-half 
times the retirement benefit or more than a speci- 
fied dollar amount (as shown in table 3). 

The following example illustra,tes the deriva- 
tion of the benefit computation table from the 
1958 formula (table 1) and the maximum family 
benefit relationship (table 4). The nm0unt.s 
shown in one line of the benefit computat,ion table 
are as follows : 

PT%MWg Maximum 
Average monthly wage insurance family 

At least- But not more than- amount benej’it 

$198 $202 $84 $161.60 

Details of the computation are shown below. 
The figures in the second column, when rounded 
to the nearest dollar, form the basis of the group- 
ing of the average monthly wage, and the last 
entry in the third column becomes the maximum 
family benefit for the group. 

I  

Average monthly wage 
Monthly retirement ~$$~~ gzz 
benefit (according 

to formula) of average 
monthly wage) 

$198 .__._._________________________ 199 ._._.. ________________________ 
-- 

$;83:~y $158.40 
200-...---------------------------- 
201__._--_ ________________________ 

83.995 159.20 
160.00 

- 202 ___-_-__ -_- _____________________ 34.209 160.80 
84.423 161.60 

It has been noted that the monthly ret,irement 
benefit is weighted in favor of the worker with 
low average earnings. As shown in table 5, the 
benefit is 61 percent of an average monthly wage 
of $54. The percentage decreases sharply for av- 
erage wages between $110 and $200, reflecting the 
effect of the breaking point of the formula, and 
less sharply therea,fter to 32 percent. 

The maximum family benefit as a percentage of 
the average monthly wage declines from a high of 
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98 percent to a level of 80 percent, maintained for 
average monthly wages of $128-$314. It decreases 
thereafter because of the $254 maximum. 

TABLE B.-Amount of maximum family bene$tfits-under the.‘1968 

formula and relation to average monthly wage and monthly 
retirement benefit 

Maximum family bonefit- 

RELATION TO RETIREMENT BENEFITS 

The maximum family benefit drops from 161 
percent of the monthly retirement benefit to 150 
percent for average wages of $68-$127. It then 
increases from 150 percent of the retirement bene- 
fit to a peak of 233 percent (for an average 
monthly wage of $315) and declines thereafter to 
200 percent because of the $254 maximum. The 
rise from 150 percent to 233 percent occurs be- 
cause the monthly retirement benefit represents 
a steadily decreasing percentage of the average 
monthly wage while the maximum family benefit 
remains at 80 percent. 

Chart 1 shows the increasing spread between 
the monthly retirement benefit and the maximum 
family benefit as the average monthly wage in- 
creases from $110 to $315. It will be noted that 

As percent of 

Average Monthly 
monthly retirement 

wage benefit 
____- 

Amount 

%:! 
67.50 
88.50 

120.00 
1Gl.M) 
202.40 
240.00 
254.00 
254.00 

98 161 

:; 
is 

156 150 
150 

X0 1G4 
81 192 
ii 213 

73 E 
G4 200 

- 

va~lues are plotted only for each $5 change in the 
average monthly wage. If values were shown for 
each $1 change, the upper ‘<line” would have a 
saw-tooth appearance, with each “tooth” repre- 
senting a fluctuation of about 2 percent, occa- 
sioned by grouping wage values producing each 
dollar of monthly retirement benefit. 

Chart L-Benefits as percentage of average monthly 
wage under the 1958 formula 

BENEFITS IN RELATION TO EARNINGS 
AT TIME OF LEGISLATION 

Consideration of earnings levels at the time 
each formula was enacted provide another per- 
spective on benefit amounts. Median annual earn- 
ings of all male workers covered for 4 quarters 
of the year (not available for 1935) are shown in 
table 6, together with the benefits based upon such 
earnings. Under the 1939 formula, three types 

I I I I I I I I 
. 

I . 
. 

_ l . . 
.““.. 

. 
. Maximum Family Benefit 

l ““~~~“.......*““~.“.“..““*p 
0. 

l . 
l . 

5 
l . 

0. 
0. 

l .* 
TABLE B.-Benefits under jive jormulns, based on median 

earnings in year of enactment 

Monthly retirement 
benefit plus 

wife’s full benefit 
Formula 

Monthly retirement 
benefit 

Median 
annual ___ 

earnings 1 F 
I Amount 
‘ercent oi 
nonthly 
:arnings I’ _- 

‘ercent of 
nontbly 
:arnings 

Amount 

$39.31 
55.13 
43.95 

112.40 
127.50 
156.80 
181.50 

-- - 
1939: 2 

Immediate retire- 
ment . ..___._._ --__ 

Career coveragc~~~~~ 
Effective .___________ 

1950 ._____ ____________ 
1Q52-------~~~~~~~~.--- 
1954......----_--_---.- 
1958......~.~~~~~~~~~~~ 

$1,293 $26.21 
1,293 36.75 
1,293 29.30 
3,200 74.90 
3,700 85.00 
3,965 104.50 
4,500 121.00 

I I I I I I I II $50 $100 $150 C0l SZYI SMO s350 WI 
Average Monthly Wage 

- 
1 For all covered male bquarter workers (preliminary data for 1958). 
2 To take into account the length-of-service increment, immediate retire 

merit benefits are based on 2 years of coverage, career-coverage benefit S on 43 
years. and effective benefits on 14 years (1937-N). 
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TABLE 7.-Illustrative earnings record, 1957-69 

Year 

1937..------_---.-_------- 1949 _______________________ 
lg38-..-------..---------- 1950 _______________________ 
1939----------.----------- 1951________________--_____ 
lQ49- -- - -_ _ - - - - - - _ - - __ - -- - 1952 _______________________ 
1941. - - -______ _--___ ____- - 1953 _________--_____--__--- 
1942 __-___________________ 1954_.-_-_----..-_--------- 
1943--.-------.-.--------- 1955 _______________________ 
1444-..--_--.----_.------- 1956-.-_-_--.-._--.-------- 3,350 
1945.-.----...------------ 1957 _______________________ 
1946.-.-_--...------------ 1953 _______________________ “3% 
1947--.-__--.-----_---.--- 1959 _______________________ 3:710 
lI)48.-.---.-.-.-.--------- 

* For all covered male 4qpuarter workers. Data estimated for 1937 and 
1969, preliminary for 1955-58. 

are shown: the immediate retirement benefit, the 
career-coverage benefit, and the 1950 “effective” 
benefit-the amount actually available under t,he 
1939 formula when legislation containing the 
1950 formula was under consideration. 

As a percentage of the average monthly wage 
in the year of enactment, the retirement benefit 
under the 1950 and 1952 formulas was little dif- 
ferent from the effective benefit under the 1939 
formula, remaining at about 28 percent. Though 
the benefit was increased by the 1954 and 1958 
amendments, it has not regained the level of 34 
percent of average monthly earnings that the 
career-coverage benefit represented under the 1939 
formula; nor has the monthly retirement benefit 
plus the wife’s benefit regained the 1939 career- 
coverage level of 52 percent. The small percent- 
age increase under the two latest formulas re- 
flects the underlying principle of the 1950 amend- 
ments-to provide relatively the same level of 
benefits in all future years, rather than benefits 
that are lower in the early yea.rs and higher in 
the later years. The dollar amounts under the 
1958 formula, however, are more than four times 
the effective amounts under the 1939 formula and 
more than triple the career-coverage benefit. 

BENEFITS BASED ON RISING 
EARNINGS LEVELS 

To examine the effect of changes both in earn- 
ings levels and in the benefit formulas, two tables 
have been prepared. Table 7 gives an illustrative 
earnings record for a hypothet,ical worker cov- 
ered under the program since 1937 ; the average 
annual credited earnings of all covered male 4- 
quarter workers are used for the purpose. The 
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benefits based on this record are shown in table 
8 for retirement at the beginning of 1960 and on 
two bases for retirement on January 1,198O: (1) 
earnings after 1959 at the 1959 level and (2) 
earnings rising stea.dily to $4,800 in 1970 and at 
a slower rate thereafter to $5,000 in 1979. These 
figures indicate the benefits that would be payable 
upon retirement now and in 1980 if the various 
formulas had remained in effect. 

The monthly retirement benefit based on such 
an earnings record and on retirement in 1960 is 
33 percent of the a~verage monthly wage under 
the 1958 formula, compared with 18 percent un- 
der the 1935 formula and only 14 percent under 
the 1939 formula. For retirement in 1980, with 
no increases in earnings after 1959, use of the 
1952 formula restores the relationship between 
the monthly retirement benefit and average earn- 
ings to the level provided by the original act. 
Part of the increase under the two subsequent 
formulas results from the rise in maximum cred- 
itable earnings and the provision for dropping 
the 5 years of lowest earnings. When it is as- 
sumed that earnings continue to rise, application 
of the 1950 formula brings the benefit payable on 
retirement in 1980 up to the level provided by the 
1935 act. The higher ea%rnings base is reflected in 
the greater relative increases under the 1954 and 
1958 formulas. 

The monthly retirement benefit plus the wife’s 

TABLE S.-Monthly benefits under the six formulas for an 
illustrative earningsfecord 1 and percentage of monthly earnings 
at retirement in January 1960 and retirement in Ja.nunry 1980 

Monthly retirement benefit Monthly retirement benefit 
plus wife’s full beneflt 

Formula 
January 

1960 

1935-.-..--- $54.25 
1939-.------ 43.05 
1950-----w-. 75.20 
1952--.---v 80.20 
1954---.---- 96.30 
1958----.-v. 103.00 

1935-.--w-. 18 
1939.-.-..-. 
1950. _ _____ _ k-l 
1952...----. 
1954.-._T-.- ?“E 
1958.-.-v.- 33 

- 

- 
I 

I - 

January 1980 
JaIlllary 

January 1980 

1963 
Static 2 Rising 3 Static * Rising 8 

~~___~___ 

Percent of monthly earnings at retirement 

1 Applied to illustrative earnings record given in table 7. 
* Assumes no increase io earnings after 1959. 
J Assumes a steady increase in earnings, to $4,800 in 1970 and $5.000 in 1979. 
4 No provision. 



benefit increases as a percentage of the average 
monthly wage at retirement under each formula, 
and it is at no time less than the monthly retire- 
ment benefit provided in the original act. For 
retirement in 1980, the monthly retirement benefit 
plus the wife’s benefit under the 1958 formula, as 
a percentage of the monthly earnings at retire- 
ment, is almost double the retirement benefit un- 
der the 1935 formula if static ea,rnings are as- 
sumed, and more than double that benefit when 
based on rising earnings. The 1939 formula pro- 
vides about the same benefit for the couple as the 
retired worker received under the 1935 formula. 
The 1950 amendments, with a change in formula, 
an increase in earnings base, and the exclusion of 
years before 1951, result in a marked increase. 
Use of the 1954 and 1958 formulas, permitting 5 
additional years to be dropped, results in a sub- 
stantial increase that reflects the dropout and 
(for rising earnings after 1959) the higher earn- 
ings base. 

LUMP-SUM DEATH PAYMENTS 

Under the 1935 act, the lump-sum death pay- 
ment was not based on the retirement benefit for- 
mula. Instead, it was computed as 31/z percent of 
cumulative wage credits, minus the amount of 
any monthly benefits received. In effect it as- 
sured that the worker or his estate would receive 
at least the amount of his contributions. The 
survivors of a deceased worker who had credita- 
ble earnings of $3,000 annually from age 22 to 
age 65 could thus be paid as much as $4,515 in 
one installment. 

A large, single payment is obviously not as 
desirable a form of family protection as regular 
monthly income. Accordingly, in the 1939 amend- 
ments Congress eliminated the provision and set 
up instead a program paying monthly family 
benefits to survivors or making a small lump-sum 
payment when no one was eligible to receive 
monthly benefits for the month of the insured 
person’s death. The 1939 and subsequent amend- 
ments based the amount of the lump-sum death 
payment on the computed monthly retirement 
benefit. Under the 1939 formula, the lump sum 
was six times the computed monthly retirement 
benefit. It is now, under the 1950 and subsequent 
formulas, three times the monthly benefit, subject 

to a specified dollar limitation that has not in- 
creased since 1952, and is paid whether or not 
there are survivors eligible for monthly benefits. 

Table 9 shows the minimum and maximum 
lump-sum deat,h payments under the six formu- 
las. The amount for a specific earnings record 

TABLE 9.-Minimum a.nd maximum lump-sum death payments 

1939-- _ _ _ _ _ _ _ _ _ _ _ _ __ _ _ - - _ - _ _ _ _ _ __ _ _ _ _ _ _ _ _ _ _ _ _ _ 
1935 ‘-- _--________----_-___------------------- ------.--.---- --___- i; --_--_ 

$60 
1950-_._--._--.-._..-----------------------..-- 
1952-__-._._.--.-.-------------------------.--- E %f 
1954 _____________________________________ -_--__ 255 
1958 ____________________________________ -__-___ ii 255 

I I 

1 No amount specified; for person covered at $3,000 B J&U from 8gc 22 to 
age 65, amount is $4.515. 

2 No amount spectied; “prectical” maximum is $360 (see table 3, footnote 2). 

may be determined by multiplying the monthly 
retirement benefit by three (by six under the 
1939 formula), limited to $240 under the 1950 
formula and to $255 under the later formulas. 
The shift from a lump sum as the only survivor 
benefit, although potentially a substantial one, to 
the present situation where the lump sum may 
equal only 1 month’s benefit to the family, por- 
trays clearly the change in the philosophy of the 
system-to a program of family protection on a 
continuing basis. 

SUMMARY 

Six different benefit formulas have been pre- 
scribed for the old-age, survivors, and disability 
insurance system, although the first was never 
operative. The first revisions, made in ‘1939, re- 
flected a change in philosophy: Family needs 
were recognized by the provision of supplemen- 
tary benefits for dependents and for survivors, 
and benefits payable in the early years of the 
program were increased. Offsetting these changes, 
benefits for long-term contributors and for those 
without dependents were reduced. The second 
revision, in 1950, made the benefits that were im- 
mediately payable the same as those available to 
the worker covered throughout his career. The 
1950 and subsequent changes reflected adjust- 
ments to higher earnings levels and an increase 
in the relative adequacy of the benefits. The 1958 
amendments simplified administration through 
substituting tables for formulas. 
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