Report of the Advisory Council on Social Security:
The Status of the Social Security Program and
Recommendations for Its Improvement
On January I, 196’5, the Commissioner
of Social
Security
in his capacity
as Chairman
of the Ad,uisory Council
on Social Security
submitted
the
Council’s report to the Board of Trustees of the
Federal Old-Age, A’uruivors,
and Ilkability
Znsurance Trust Funds. Because of the far-reaching
implication.y of the report, it is cnrried ,verbntim
in this issue of the Bulletin.*

Foreword
As required by law, this Advisory Council was
appointed by the Secretary of Health, Education,
and Welfare in 1963. It, is the second Advisory
Council
appointed
under the Social Security
Amendments of 1956. The first was appointed in
1957 and made its report on January 1, 1959.
Under the law other advisory councils are to be
appointed in 1966 and every fifth year thereafter.
Like the preceding Council and the comncils to
be appointed in the future, the present Council is
required to review the status of the Federal OldAge and Survivors Insurance Trust Fund and of
the Federal Disability
Insurance Trust, Fund in
relation to the long-term commitments of the social
security program and to make a report of its
findings and recommendations,
including
recommendations for changes in the social security tax
rates. In addition, however, the law gives the
present Council s special mandate ; it, provides
that the Council “shall, in addition to the other
findings alla recommendations
it is required to
make, include in its report its findings and recommendations with respect to extensions of the coverage of the old-age, survivors, and disability
in-

* Advisory Council on Social Security, The Statw of
tire Social Security Program and Rccommcndations for
Its Improvement, -U.S. Government Printing Office, Washington, DC., 1965. For the actuarial cost estimates for
the Council’s recommendations, see Sppendix B of the
Report (not carried here).
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surance program, the adequacy of benefits under
the program,
and all other aspect,s of the
program.”
This Council, although only the second in the
series established by the 1956 amendments, is t,he
sixth major advisory group to consider social
security in a long tradition of seeking advice and
guidance from expert opinion and from those
affected by the program. The first of these advisory groups played an important, role in shaping the recommendations of the Executive Branch
that led to the creation of the social security program in 1935. Additional
groups appointed in
1938 and 1948 made broad studies of social security, alla their recommendations played an important part in shaping the present program.
A
group appointed in 1953 dealt with extensions of
coverage, and the one appointed in 1957 dealt
only with financing.
The Council has studied the social security
program for the last year and a half. It held its
first meeting on June 10 and 11, 1963, and met,
frequently throughout
the rest of 1963 and during 1964. Between meetings the Council cont.inued its analysis of the program through a
study of extensive materials. In addition, a subcommit,tee of three members, with the aid of two
insurance company actuaries and one from organized labor as well as the actuarial staff of the
Social Security Administration,
has conducted a
technical review of the practices followed in preparing the actuarial estimates for the program
and reported its findings to the Council.
The Commissioner of Social Security, acting
ez officio as Chairman of the Council in accordance with the provisions of law establishing the
Council, has been presiding officer at the Council’s
meetings, and in other ways has helped to forward
the work of the Council. as a government official,
however, he has not taken a position on the recommendations of this essentially nongovernmental
group.
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The Council wishes to express its appreciation
of the assistance of the staff of the Social Security
Administration.
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Introduction
A generation ago the United States established
a system of contributory
social insurance providing protection against the loss of earnings due to
retirement in old age. Under this system employees, together with their employers, and selfemployed persons make contributions
during their
working years and receive a continuing
income
for themselves and their families when they no
longer have income from work.
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As enacted in 1935 this social security program
was limited to the risk of retirement in old age,
and it was limited in coverage to industrial
and
commercial employees. Today, the program covers
practically
all kinds of employment. and selfemployment, and provides benefits for the wives
and children of ret,ired workers as well as for the
retired worker himself. It provides benefits, also,
for survivors of deceased workers and for totally
disabled workers and their dependents when the
disability is expected to be of long-continued
and
indefinite duration.
Over the years the program
has been improved and broadened in other ways
as vvell. From time to time benefits have been increased, and other adjustments have been made,
to take account of social and economic change and
to improve the protection provided.
For the vast, majority of Americans this Federal program of social security gives assurance
that old age, total disability
or death will not
mean the end of a regular family income. Some
20 million men, women and children-l
out of 10
Americans-are
receiving social security benefits
every month. During 1964 about 77 million earners paid social security contributions.
Nine out of
ten children and their mothers can look to the
program for a regular income if the head of t,he
family should die. Over 85 percent of the people
past 65 are either getting benefits or will be entitled to benefits when they or their husbands
retire. ,Qbout 53 million workers have now worked
long enough in covered employment so that they
and their families have disability
insurance protection.
The Council strongly endorses the social insurance approach as the best way to provide, in a
way that applies to all, that family income will
continue when earnings stop or are greatly reduced because of retirement, total disability
or
destitution
death. It is a method of preventing
and poverty rather than relieving those conditions
after they occur. And it is a method that operates
through the individual
efforts of the worker and
his employer, and thus is in total harmony with
general economic incentives to work and save. It
can be made practically
universal in application,
and it is designed so as to work in ongoing partnership with voluntary
insurance,
individual
savings, and private pension plans.
Under the social security program the right to
benefits grows out of work ; the individual
earns
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protection as he earns his living, and, up to the
maximum amount of earnings covered under the
program, the more he earns the greater is his protection. Since, unlike relief or assistance, social
security benefits are paid without regard to t.he
beneficiary% savings and resources, people can
and do build upon their basic social security protection and they are rewarded for their planning
and thrift by a higher standard of living than the
benefits alone can provide.
The fact that the program is contributorythat employees and self-employed workers make
contributions
in the form of earmarked social
security taxes to help finance the benefits-protects the rights and dignity of the recipient and
at the same t,ime helps to guard the program
against, unwarranted
liberalization.
The covered
worker can expect, because he has made social
security contributions
out of his earnings during
his working lifetime, that social security benefits
will be paid in the spirit of an earned right, without undue restrictions
and in a manner which
safeguards his freedom of action and his privacy.
Moreover, the tie between benefits and contribut ions fosters responsibility
in financial planning ;
the worker knows that improved benefits mean
In social insurance the dchigher contributions.
cision on how to finance improvements is always
an integral part of the decision on whether t,hey
are to be made.
Because of these characteristics of social insurance the Council believes that where it can be
properly applied it is much to be preferred to the
method of public assistance, with its test of individual need, and the Council therefore strongly
favors the improvement of social insurance as a
way of reducing the need for assistance. The
Council recognizes the need for an adequate public assistance program, but it believes that assistance should play the role of a secondary and
supplemental
program designed to meet special
needs and circumstances which cannot be dealt
with satisfactorily
by other means.
No matter how well designed and administered,
assistance has serious inherent disadvantages in
terms of human dignity and incentives to work
and save. People view receipt of assistance as
meaning a loss of self-support.
In contrast, t,hey
view social insurance as an extension of selfsupport. People who have led productive
lives
and have supported themselves through their own
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efforts do not want to see their self-reliance end
with their ability to work.
Moreover, applying for assistance is at best a
negative experience. Eligibility
for assistance depends upon the individual’s
asking the community
for help and proving that he is without the resources and income to support himself and his
family. On the other hand, under social insurance
the individual proves, not that he lacks something,
but that he has worked and contributed, and has
thus earned a right to a benefit,.
In all its considerations a primary concern of
the Council has been the financial soundness of
t,he program. Clearly, no change in the program
should be made, and no present trend should be
permitted to continue, if the result were to jeopardize financial soundness in any way. In the light
of this primary concern, the Council has undertaken to assure that the financing will be sufficient
to meet all benefit and administrative
costs as
they fall due.
The Council has also considered the economic
impact of the program. In important respects the
program supports consumer demand and helps to
.prevent deflation.
Because of social security, 20
million retired people, disabled people, widows
and orphans now have an assured regular income
which, of course, continues undiminished
even
when other segments of consumer income decline.
Moreover, t.he program operates automatically
to
compensate in part for the loss of income arising
from the higher rate of retirement that occurs
when the general level of employment declines.
The Council is concerned, however, about the
deflationary
effect of the present contribution
schedule in the years just ahead. Under that
schedule t,here would be a shift from an approximate balance of income and outgo in 1965 to an
annual rate of trust fund accumulation of about
$4 billion beginning in 1968. The Council recommends a large reduction in the size of these
accumulations.
The Council is concerned also that in both the
short run and the long run, the economic impact
should be reasonable and should be capable of
being absorbed by the economy and by the employee, employer and the self-employed without
undue burden or strain. For this reason the Council is recommending that needed increases in both
the contribution
rate and the contribution
and
benefit base be put into effect gradually
so t,hat
5

Summary
I.

FINANCING

of Major

Findings

THE PRESENT PROGRAM

The Council has examined the financing of the present
program apart from any changes which it is recommending and has found as follows :
1. The Statue of the Program and Allocation of
Contribution Income.-The
social security program as
a whole is soundly financed, its funds are properly
invested, and on the basis of actuarial estimates that
the Council has reviewed and found sound and appropriate, provision has been made to meet all of the
costs of the program both in the short run and over
the long-range future. The contribution income should
be reallocated between the two trust funds, however,
so that the disability insurance part of the program,
like the old-age and survivors insurance part of the
program and the program as a whole, will be in close
actuarial balance.
2. Adjustment in the Contribution Rate Schedule in
the Short Range.-The
contribution rates now scheduled in the law should be adjusted to avoid the rapid
increase in trust fund assets that will otherwise begin
with the rate increases scheduled for 1966 and 1968.
3. The Contribution
Rates in the Long Range.There should continue to be included in the law a
schedule of contribution
rates which, according to
the intermediate-cost
estimates, will be sufficient to
support the program over the long-range future. However, decisions about putting future rate increases into
effect, once the rates actually being charged are high
enough to cover the long-range cost of the program as
shown by a reasonable minimum estimate, should be
guided largely by estimates of program costs over a
15- or 20-year period.
4. The Contribution
and Benefit Base.-The
maximum amount of annual earnings that is taxable and
creditable toward benefits needs to be substantially
increased in order to maintain the wage-related character of the benefits, to restore a broader financial
base for the program and to apportion the cost of the
system among low-paid and higher-paid workers in
the most desirable way.
5. The Contribution Rate for the Self-Emploied.Increases in the social security contribution rate for
the self-employed beyond the present rate should be
put into effect gradually, and only to the extent that
the ultimate rate will be no more than 1 percent of
earnings greater than the rate paid by employees.
6. Maintaining
the Integrity
of the Trust FlLnds.To maintain the integrity of the trust funds, the reimbursement of the trust funds for the cost of paying
social security benefits based on military service for
which no contributions were paid should begin without further delay and the Board of Trustees should
be given specific responsibility
for reviewing those
administrative
charges against the trust funds which
are based on estimates rather than on actual costs.
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and

Recommendations

II. HOSPITAL
THE DISABLED

INSURANCE

FOR OLDER PEOPLE AND

The Council proposes hospital insurance protection for
those 65 or over and for disabled social security
beneficiaries as follows :
1. Inpatient
Hospital Benefits.-The
proposed hospital insurance for people age 65 or over and the
disabled should cover a number of days sufficient to
meet the cost of inpatient hospital services for the
full stay of almost all beneficiaries.
2. Outpatient
Hospital
Diagnostic
Services.-Payment under the program should be made for the costs
of outpatient hospital diagnostic services furnished
beneficiaries.
3. Deductibles.-Hospitalized
beneficiaries
should
pay a deductible equal to the cost of one-half day of
care-$20 at the program’s beginning. In the case of
beneficiaries who are provided outpatient diagnostic
services, this deductible amount should be applied for
each 30-day period during which diagnostic services
are provided.
4. Services in Extended-Care Facilities.-The
cost
of post-hospitalization
extended-care services in facilities which provide high-quality rehabilitative
and convalescent services should be covered so as to pay for
a minimum number of days after hospitalization in all
cases. with additional days of extended-care services
being paid for if the patient has not used all of his
inpatient hospital coverage.
5. Orga,nized Home Nuraing Services.-Insurance
coverage should be provided for organized home nursing services.
6. Payments on the Basis of Reasonable Co&-The
extent of hospital insurance and related protection
should be specified in terms of the services covered
rather than in terms of fixed dollars, and covered
services should be paid for on the basis of the full
reasonable cost of the services.
7. Hospital Staff Review of Utilization.-Hospitals
should be required, as a condition of participation, to
establish professional staff committees to review the
services utilized.
8. Administration.-The
proposed hospital insurance
provisions should be administered by the same Federal
agencies which administer the social security program
but in carrying out this responsibility
the Federal
Government should use private and State agencies to
the extent that these agencies can contribute to efflcient and effective operation.
9. The Basis of Eligibility
for Ben@&-Hospital
insurance benefits should be provided for aged and
disabled beneficiaries of the social security program,
and special provision should be made for the next
few years for those who have not met the requirements of eligibility under the program.
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10. E’i~~anciq?-The proposed hospital insurance program should be financed by a special earmarked contribution
of 0.4 percent of covered earnings from
employees and from employers, and 0.5 percent from
the self-employed, with an 0.15 percent contribution
from Federal general revenues to cover the cost of
benefits for those already retired or disabled.
III.

IMPROVEMENTS

IN THE CASH-BENEFIT

PROVISIONS

The Council has examined all aspects of the present
program of cash benefits and is recommending changes
as follows :
Social

Security

Benefit

Amounts

1. The Period for Computing Benefits for Xen.--The
period for computing benefits (and insured status)
for men should be based, as is now the case for
women, on the period up to the year of attainment of
age 62, instead of age 65 as under present law, with
the result that 3 additional years of low earnings
would be dropped from the computation of retirement
benefits for men.
2. A General Increase in Benefits.---A general increase in benefit amounts, accomplished by a change
in the way the benefit formula is constructed, should
be provided to take into account increases in wages
and prices since the last general benefit increase in
1958, and the maximum on monthly family benefits
should be related to earnings throughout the benefit
range.
3. The Maximwn Lump-Sum Death Payment.-The
maximum lump-sum death payment should not be set
in terms of an absolute dollar limit but rather should
be the same as the highest family maximum monthly
benefit.
Dependents’

and Survivors’

Benefits

4. Children Occr Age 18 Attending SckooL-Benefits
should be payable to a child until he reaches age 22,
provided the child is attending school between ages
18 and 22.
5. D&bled
Widou;s.-The
disabled widow of an insured worker, if she became disabled before her
husband’s death or before her youngest child became
18, or within a limited period after either of these
events, should be entitled to widow’s benefits regardless of her age.
6. Definition of Child-A
child should be paid benefits based on his father’s earnings without regard to
whether he has the status of a child under State
inheritance laws if the father was supporting the
child or had a legal obligation to do so.
Disability

returned to gainful work through such help, with the
rehabilitation
services being provided through State
vocational rehabilitation
agencies.
Eligibility

for Benefits

Q. Zwured St&u&-The
Council recommends retention of a requirement of covered work as a test of eligibility for benefits, and has no major changes to recommend in the present provisions.
10. Retirement Test.-The
provision in the law that
prevents the payment of benefits to a person with
substantial earnings from current work-the
retirement test-is essential in a program designed to replace lost work income and should be retained.
Extending

the Coverage

af the Program

11. Doctors of Medicine.-Self-employed
doctors of
medicine should be covered on the same basis as other
self-employed people now covered, and interns should
be covered on the same basis as other employees
working for the same employer.
12. Tips.-Social
security contributions
should be
paid on tips an employee receives from a customer of
his employer, and tips should be counted toward
benefits.
13. Federal EnLployeea.-Social
security credit should
be provided for the Federal employment of workers
whose Federal service was covered under the civil
service retirement system but who are not protected
under that system at the time they retire, become
disabled, or die.
14. State and Local Government Employees-The
coverage of additional State and local government
employees should be facilitated by making available
to all States the option of covering only those present
members of State and local government retirement
system groups who wish to be covered, with coverage
of all new members of the group being compulsory.
Also, policemen and firemen in all States should be
provided the same opportunity for coverage as other
State and local government employees.
The tax rates needed to finance the changes recommended
by the Council
[The contribution rates under present law are applicable to annual earnings up to $4,800; t.he proposed contribution rates would apply to annual
earnings of $4,800 in 1965, 36,000 in 1966 and 1967 and $7,200 in 1968 and
thereafter.]
Employee and
employer, each
Period

Benefits

OASDI
Present
Pro18W
posed
~------___-

Self-employed

OASDI
HO%
pita1
imur- Present
Pro*Ilee ’
1SW
posed

HOSpita1
illsnr*nce ’

7. Young Disabled Workers.-Young
workers who
become disabled should have their eligibility for benefits determined on the basis of a test of substantial
and recent employment that is appropriate for such
workers.

1965____________..- _
l-67
_________..- _
1968-70 _________..-_
1971-75 ______-. _..._
1976 and after.-....

8. Rehabilitation
of Disability
Beneficiaries.-The
social security program should pay the costs of rehabilitation
for disability
beneficiaries likely to be

1 The financing of the proposed hospital insurance program would also
include a level contribution of 0.15 percent of covered payroll from Federal
general revenues for the next 50 years (not shown in the table).
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3.625
4.125
4.625
4.625
4.625

3.625 .- ._____
0.4
4.3
4.3
4.7
::
5.3
.4

5.4
Z:!
i::

5.4 __.- ____
5.8
0.5
5.8
6.0
:5”
.5
6.3
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there will not be large changes in the level of contributions at any one time.
The Council’s major recommendat,ion in t,he
pages that follow is for the extension of t.he program so that workers (and their employers) and
the self-employed will make contributions
during
their working years in order to have protection
against the cost of hospital care and related services in old age or in the event of permanent and
total disability.
The Council believes that the
time has come to apply the method of social insurance to this pressing problem in order to assure
the continuing effectiveness of retirement protection. While social security cash payments, if adequate, can assure that the older person and his
family, or t,he disabled person and his family, will
be able to meet regularly
recurring,
budgetable
costs of food, clothing and shelter, they cannot in
practice be made sufficient to replace the need for
insurance protection
against the large and uncertain costs of hospital care. If our social insurance system is to be truly effective in preventing
both dependency and the fear of dependency, the
system must be broadened to include hospital insurance for the aged and the totally disabled.
Otherwise more and more of these people will
have to turn for help to public assistance-wit,h
all the disadvantages that this has for them and
for society as a whole.
The Council is also concerned that the social
security cash payments be made more adequate
and, particularly,
that t,he system take into account increases in prices and earnings levels that
have occurred since the last time major revisions
were made in the benefit provisions.
One of the
strengths of social insurance is its ability to adjust to changing economic conditions so that retired and disabled persons and survivors
can
share on a reasonable basis in the increasing productivity
of our economy.
Other major recommendations
of the Council
relate to the may in which the social security program is financed, the maximum amount of annual
earnings taxable and creditable toward benefits
under the program (the contribution
and benefit
base) and the level of benefits and extensions of
coverage.
The Council’s recommendations,
together with
the considerations which prompted them, are presented in three parts. Part I presents the Council’s findings mith respect to the financing of the
8

social security program, assuming no changes in
the benefit and coverage provisions. Part II presents recommendations
for an extension of the
program to help meet the cost of hospital care and
related services for the aged and the totally disabled. Part III of the report presents the Council’s recommendations
for improving
the cashbenefit provisions, extending the coverage of t,he
program and financing the recommended changes.

PART I. Financing
Present Program

the

In this part of the report the Council presents
the results of its study of the financial status of
the existing social security program and of the
principles
underlying
the legislative
provisions
for social security financing. The financial implications of the Council’s recommendations for program improvements as set fort,11 in parts II and
III of the report are presented in conjunction
with those recommendations.
The financing provisions of present lam are
as follows : Employees pay contributions
on their
annual earnings up to a maximum of $4,800. Each
employer pays at the same rate as the employee on
the first $4,800 paid to each of his employees in
the year. The self-employed
pay at a rate approximately
equal to 11/s times the rate paid by
employees. Contribution
rates are scheduled to
increase from an employer and employee rate of
35/ percent each in 1965 to 41/8 percent each in
1966 and to an ultimate rate of 45/ percent each
in 1968. The contribution
rates now scheduled are
intended to provide enough income to meet all of
the costs of the system, including administration,
into the indefinite future.
Funds not needed for immediate benefit payments are invested in obligations of the United
States Government and the interest earnings on
these obligations
are available to help pay the
cost of the system. The scheduled contribution
rates include an allocation to the separate disability insurance trust fund of one-half of one
percent from the combined employer and employee contribution
(three-eighths of one percent

for the self-employed).
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1. The Status of the Program
Contributed
Income

and

Allocation

of

The social security program as a whole is soundly
financed, its funds are properly invested, and on
the basis of actuarial estimates that the Council
has reviewed and found sound an,d appropriate,
provision has been made to meet all of the costs
of the progfxanz both in the short run and over the
long-range
future.
The contribution
income
should be reallocated between the two trust funds,
however, so that the disability
insurance part of
the program, like the old-age and survivors insurance part of the program and the program as a
Ichole. will be in close actuarial balance.
As indicated in the latest Trustees’ Report, the social
security program as a whole is in actuarial balance both
over the short run and for the long-range future. The
review of the actuarial
estimates conducted by the
Council supported this conclusion of the Trustees. In the
Council’s opinion, based on actuaria1 estimates that the
Council has reviewed and found sound and appropriate,
the contribution rates in present law will supply income
which, together with interest earnings on the funds, will
be sufficient to meet all benefit costs and administrative
espenses as they fall due.
While the old-age and survivors insurance part of the
program and the program as a whole are in close actuarial balance, the disability insurance part of the program (which involves only a small proportion of the
total cost of the system), when looked at separately, is
underfinanced. It was recognized at the time of the Iast
major disability amendments in 1960 that the income to
the disability fund was likely to be about 0.06 percent of
vorered payroll short of what was needed for the long
run. Experience since that time has indicated that disability benefit termination rates due to death and recovery of the beneficiary are lower than had been assumed in the earlier estimates, so that the expected
deficit is now about 0.14 percent of covered payroll. To
correct this situation, the Council endorses the recommendation of the Board of Trustees that there be a small
reallocation of contribution income-the
Council would
favor 0.15 percent of covered payroll for present lagfrom the old-age and survivors insurance trust fund to
the disability insurance trust fund.1 This could be done
without any increase in the over-all contribution rates
now scheduled for the program and would put the disability insurance part of the program in close actuarial
balance, while also leaving the old-age and survivors
insurance part and the program as a whole in close
balance.
In arriving at the conclusion that the system as a
whole is in actuarial balance, the Council examined not
only the results of the estimates but also the techniques
used and the assumptions on which the estimates are
based. It found that the techniques used in preparing the
estimates of the cost of the program are in accordance
1 Under the Council’s recommendations discussed in
Part III, the reallocation
should be 0.25 percent of
covered payroll rather than 0.15 percent.
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with sound actuarial practice and that the assumptions
on which these estimates are based are appropriate. The
estimates take full and proper account of the various
economic and demographic factors affecting the future
cost of the program.* The Council favors the continuance
of present practice under which estimating techniques
and the assumptions underlying the estimates and the
contribution schedule are re-examined and adjusted in
the light of developing experience.
The Council believes that it is proper for a national
system of compulsory social insurance to use what is
known as an “open-group” technique in preparing actnaria1 cost estimates-that
is, to take into account not only
present assets, future benefits for present beneficiaries,
and future contributions
and benefits with respect to
workers now covered, but also the contributions
and
beneflts to be paid with respect to workers to be covered
in the future as well. The Council is in agreement with
the previous groups that have studied the financing of
the program that it is unnecessary and would be unwise
to keep on hand a huge accumulation of funds sufficient,
without regard to income from new entrants, to pay all
future benefits to past and present contributors.
A compulsory social insurance program is correctly considered
soundly financed if, on the basis of actuarial estimates,
current assets plus future income are expected to be
sufficient to cover all the obligations of the program ; the
present system meets this test. The claim sometimes
made that the system is financially unsound, with an
unfunded liability of some $300 billion, grows out of a
false analogy with private insurance, which because of
its voluntary character cannot count on income from
new entrants to meet a part of the future obligations for
the present covered group.
It is important to note that the long-range cost estimates prepared for the program are based on the assumption that earnings will remain at a given level (at the
lN3 level under the estimates shown in this report).
If average earnings continue to rise in the future, as
there is reason to expect they will, then, assuming no
change in other cost factors, the income of the program
relative to outgo will be considerably higher than the
estimates show.3 The Council believes that making the
estimates on a level-wage assumption allows for a
desirable margin of safety and recommends that the
practice be continued in making the long-range estimates.
If the assumptions which underlie the intermediate or
2 Since over the long-range future the cost of the program will be affected by many faetors that do not lend
themselves to precise measurement, assumptions regarding them may differ widely and yet be reasonable. For
this reason, high-cost and low-cost assumptions are made
for the various factors affecting the long-range cost of
the program. Intermediate-cost
estimates are then derived by averaging the high-cost estimates and the lowcost estimates. The Council believes that these intermediate-cost estimates provide a reasonable basis for
gauging the long-range cost implications of present benefit provisions and proposals for changes.
3 The reason for this effect of rising earnings is that
benefits based on low earnings are a higher percentage
of the worker’s average monthly wage than are benefits
based on higher earnings, and therefore, as earnings go
up, benefits as a percentage of earnings go down. COntributions, on the other hand, are the same percentage of
covered earKings at all levels. As earnings go UP, then,
the benefit outgo as a percentage of covered earnings
decreases while the contribution income as a percentage
of covered earnings stays the same.
9

low-cost estimates are borne out by experience, then the
use of level wages allows for benefit increases if wages
rise without any increase in the contribution rates. If
experience comes close to the high-cost assumptions, then
the use of the level-wage assumption will result, if wages
rise, in an offset to the cost consequences of the unfavorable experience and still allow for some upward adjustment in benefits without any increase in the contribution
rates.
The Council suggests only one significant change in the
assumptions underlying the long-range estimates. In the
past an attempt has been made to present cost estimates
into perpetuity.
Specifically, it has been assumed for
purposes of the estimates that trends for the factors
affecting the cost of the program will level off at some
point in the distant future (about 8: to 90 years) and
continue at that level indefinitely.
The Council believes
that it serves no useful purpose to present estimates as
if they had validity in perpetuity.
A period of 75 years
would span the lifetime of virtually all covered persons
liring on the valuation date and is as long a period as can
be expected to hare a realistic basis for estimating
purposes. When costs are reassessed at frequent intervals, as has always been the practice, ‘E-year projections
allow sufficient time to adjust to new and changing experience as it emerges. The long-range cost estimates
shown in this report, therefore, are developed for a
period of 75 years and it is our recommendation that
long-range estimates in the future also be made on this
assumption. The effect of this changed procedure is to
make the estimated level-cost of the present program
about 3 percent lower (about 0.25 percent of payfoll)
than when using the earlier procedure. At the same
time the Council believes that the financing should be
such that the actuarial status of the program will be
reasonably close to an exact balance according to the
intermediate-cost estimates.4
The Council has also examined the practices followed
with respect to investment c$ the funds of the program.
From the inception of the program in 1937, the investment of trust fund assets has been restricted by law to
interest-bearing obligations of the United States or obligations guaranteed as to principal and interest by the
United States. The investments can be either in special
obligations issued exclusively for purchase by the trust
funds or in publicly available obligations of the Federal
Government. Under the present provisions of the Social
Security Act relating to the investments of the trust
funds, the special obligations issued exclusively to the
trust funds bear interest rates equal to the average
market yield at the end of the preceding month on all
interest-bearing
marketable obligations of the United
States not due or callable for 4 or more years after that
date. This market-yield formula, based on the recommendations of the Advisory Council on Social Security
Financing appointed in 1937, has served as a model for
determining interest rates on special obligations issued to
certain other Federal trust funds. This Council believes
that the present procedures for investing the trust funds
4 Traditionally
the social security program has been
considered in actuarial balance when, on the basis of the
long-range intermediate-cost
estimates projected into
perpetuity, the actuarial insufficiency was not greater
than 0.30 percent of payroll for the program as a whole.
The Council believes that a closer balance would be desirable when the long-range cost estimates are projected
over a 75-year period.
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and for setting the interest
tions are satisfactory.

rates on the special obliga-

2. Adjustment
in the Contribution
in the Short Range

Rate Schedule

The con.tribution rates now scheduled in the law
should be adjusted to avoid the rapid increase in
trmt fund a.ssets tha,t will otilerwke begin with
the mte incremen scheduled for 1966 and 1968.
The 1956 legislation establishing the social security
advisory councils scheduled them so that each would
make its report 1 year before the date when an increase
in the social security contribution rates was due to go
into effect, and one of the primary duties of the councils,
as specified in the law, is to make recommendations with
respect to the social security contribution schedule. Thus
the Council recognizes a special obligation, without regard to other changes it is recommending, to report its
findings and make recommendations regarding the social
security contribution rates designed to support the existing program.
The benefit outgo of the program will increase for
many years, mainly because of the increasing number of
people eligible for benefits at age 62 or over. This increasing cost is to be met under the present law by
raising the rates to 41/s percent each for employees and
employers and to 6.2 percent for the self-employed in
3966, and finally to 47s percent each for employees and
employers and 6.9 percent for the self-employed in 1968.
The questions to which the Council is here addressing
itself is whether changes should be made in these scheduled rate increases.
On the basis of the actuarial cost estimates the Council has examined, it is clear that some increase in income
to the program over what the 35/ percent tas rate now
in effect would produce will be needed in 1966. The
Council finds, however. that the increase to 41/ percent
each for employers and employees now scheduled for
1966 and 1967 is higher than it believes is desirable for
several years.
The Council is recommending an increase in the contribution and benefit base in order to maintain the
wage-related character of the benefits, to restore a
broader financial base for the program, and to apportion
the cost of the program appropriately between high-paid
and low-paid workers. If the increase in the base is
adopted in accordance with the Council’s recommendation, the increase needed in 1966 in the income of the
program will be provided thereby. If the base is not
increased, and if all other provisions remain unchanged,
the Council would propose the contribution rate be increased in 1966 to 3.9 percent. This rate would produce
a slight excess of income over outgo for about 2 years.
In the Council’s opinion it is highly desirable that t,he
income to the funds exceed outgo year by year. As has
been evidenced in several recent years, if this is not the
situation, there is danger of public misunderstanding of
the financial condition of the program. On the other
hand, as nearly as can now be determined, it would seem
to be desirable from the standpoint of the general
economy to avoid the deflationary effect of large trust
fund accumulations.
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In the absence of any other changes in the law the
Council would also propose revisions in the rates scheduled for 1968 and later years. The imposition of the 46/
percent rate as scheduled in 1968 would build very large
trust fund accumulations-as
much as $4 billion a yearand would also involve the possibility of imposing rates
higher than will ever be needed to pay for the benefits
provided under present law. The rate of 4% percent in
1968 is designed to meet long-range costs falling about
halfway between the high- and low-cost estimates. If the
actual experience is close to the low-cost estimates, for
example, a contribution
rate of 4j/s percent in 1968,
rather than 4% percent, would cover the cost of the
present program for 75 years.
This Council agrees with the last Advisory Council
in the view that once the social security contribution
rates actually in effect are high enough to cover the
long-range cost of the program as shown by a reasonable
minimum estimate, then decisions on whether scheduled
rate increases are allowed to go into effect should be
guided largely by conditions expected in the 15- or 20year period immediately
ahead. The Council recommends that if the present program continues unchanged
in other respects the proposed 3.9 percent rate for 1966
be continued through 1968 and the rate scheduled for
1969-1971 be 4.1 percent of payroll. This figure is close
to the 75-year level cost of the program under the lowcost estimates. The recommendations for rates to be included in the law for years after 1971-but to be allowed
to go into effect only if developing conditions indicate
that they will be necessary-are
given [in the adjoining
rolumn].
The Council believes that reducing the scheduled rates
as suggested for the 6 years after 1965 would not
threaten the financial soundness of the program. Since
continuing income from social security contributions is
assured, the only fund balances required are those needed
to met temporary excesses of outgo over income due to
relatively high benefit costs or low social security tax
revenue in a particular period. In the opinion of the
Council, fund balances high enough to maintain the solvency of the program in the face of recession conditions
as severe as, say, those referred to in the annual report
of the Board of Trustees-that
is, conditions that would
prevail if there were a drop of 5 million in the number
of people with covered earnings in a year-would
be
adequate to provide protection against any contingency
that might reasonably be expected, and the trust fund
balances resulting from the Councils recommended rate
schedule would be sufficient to do this.5
Holding the trust funds to reasonable contingency
levels, instead of allowing them to increase as they would
under the present tax schedule, will of course mean a
loss of interest income to the program. However, despite
the very substantial funds that would be built up under
the present schedule, the interest earned on these funds
is expected to supply only about 10 to 15 percent of the
income of the program over the long-range future. Thus
the role of the trust funds as interest-earning reserves is
not very great even under the present schedule ; the funds
are even now to be thought of largely as a reserve to meet
J The Trustees follow a practice of including in their
annual report an illustration
of the effect that a sharp
reduction in the level of economic activity and an increase in the rate of unemployment would have on the
operations of the program. In the opinion of the Council
this is a desirable practice and should be continued.
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unexpected contingencies rather than as funds for the
purpose of earning interest. Moreover, if the system is
improved as earnings levels rise in the future, as seems
likely to be the ease, interest earnings on a fund of any
given size will meet a decreasing proportion of benefit
costs. It may therefore prove to be unwise to count on
interest earnings meeting even as large a part of benefit
costs in the distant future as is now contemplated.
The Council does not consider the use of interest in
the financing of the program to be a major issue. A
reasonable contingency fund will result in interest earnings which will supply 4 to 5 percent of benefit costs.
Even under the present contribution
schedule interest
earnings may not exceed 10 percent of costs. The Council believes that, on balance, any advantage of imposing
rates that will build up large interest-earning trust funds
is outweighed by the disadvantages.

3.

The Contribution

Rates in the long

Range

There should continue to be included in the law
a schedule of contribution
rates which, according
to the intermediate-cost
estimates, will be sufficient
to support the program over the long-range future. However, decisions about putting
future
rate increases into effect, once the rates actually
being charged are high enough to cover the longrange cost of the program as shown by a reasonable minimum estimate, should be guided large7y
by estimates of program costs over a 15 or
go-year period.
Like the last Advisory Council, the present Council
endorses the practice of including in the law a contribution schedule that, according to the intermediate-cost
estimates, places the system in actuarial balance over the
long-range future. As that Council pointed out, this procedure is needed to make people conscious of the longrange costs of the program and the costs of proposals to
change the program. 4ccordingly, this Council is recommending that for the present program, if the contribution
rates it recommends for 1966 and 1969 are put into effect
(bringing the rates about to the level needed for the next
75 years under the low-cost estimates), further contribution rate increases nevertheless should be scheduled
in the law for 1972 and 1975. The 1972 rate should reflect
the estimated cost for the next 3 years on the basis of
the long-range intermediate-cost estimate, while the 1975
rate should represent the level-cost for the succeeding 65
years. The employee (and employer) rate for 1972-74
should be 4.3 percent. A rate of 4.7 percent effective in
1975 would be sufficient to finance the present program
under the intermediate-cost estimate throughout the period covered by the estimate.
While the Council believes that the rates for 1972 and
1975 should be scheduled in the law in order to assure
public appreciation of the approximate long-range cost
of the program, decisions on whether these rates should
be put into effect as scheduled, since they are higher than
would be needed if the low-cost estimates are borne out
by experience, should be made in the light of circum11

stances prevailing
just before the proposed effective
dates. These decisions should be made largely in the
light of conditions that are expected to exist over the
15 or 20 years following the proposed effective dates.
If there are no other changes in the program, and if
the contribution and benefit base is not increased, the
Council would recommend that the 4.123 percent rate
scheduled for employees and employers in 1966 be reduced to 3.9 percent, that the rate be held at this level
through 1!)68, and that the rate for 1969 be set at 4.1
percent. Rates of 4.3 percent in 1972 and 4.7 percent in
1975 should be scheduled in the law, subject to future
review. If the Council’s recommendations for improvements in the program are adopted, the rates would of
course need to be higher than those shown here ; the cost
of the changes and the recommended rates for the cashbenefit program as it would be improved are shown on
pages 37 and 38. The financing of hospital insurance is
discussed on pages 22-24.

4.

The Contribution

and Benefit

Base

The maximum amount of annual earnings that is
taxable und creditable toward benefits needs to be
substantially
increased in order to maintain the
wage-related character of the benefits, to restore
a broader financial base for the program and to
(l,pportion the cost of the syste?n among low-paid
and higher-paid
workers in the most desirable
way.
The Council recommends that the maximum amount
of annual earnings that is taxable and creditable toward
benefits-the
contribution and benefit base-be increased
to at least $6,000 effective in 1966 and $7,200 effective in
1968. These increases are needed in order to maintain
the wage-related character of the benefits, to restore a
broader financial base for the program, thus keeping the
contribution rates lower than they would otherwise have
to be, and to apportion the cost of the system appro1Jriately.
As is discussed in Part III, failure to keep the contribution and benefit base up to date has serious effects on
the benefit protection provided as more and more workers
have earnings above the base and their benefits are related to a smaller and smaller part of their earnings.
In addition, unless the contribution and benefit base is
increased as earnings rise, the foundation of the financing of the program-the
proportion of the Nation’s payrolls which is subject to social security contributionsis weakened.
Moreover, if benefits were raised without increasing
the contribution and benefit base, the increases in the
contribution rates would have to be higher than they
would have to be if the base were raised, and lower-paid
workers as well as those earning at or above the maximum would have to pay these higher rates. It is much
more desirable to meet the cost of increased protection
for workers at average or higher earnings levels by increasing the amount of earnings on which those workers
12

contribute than by increasing the contribution rates that
all workers pay.6
The contribution and benefit base is now substantially
out of date hecause of large advances in the general wage
level. \Vhen the program was enacted in 1933, the $3,000
base provided would hare covered 9.5 percent of total
earnings in covered work in that year, and would have
c.overed the full earnings of 98 percent of all workers
ant1 of 97 percent of regularly eml)loyetl men.’ When the
base was raised to $3,600 in 1950, the $3,600 base would
hare covered 86 percent of earnings in covered work and
all of the earnings of 81 percent of all workers and of
6” 1Jrrcent of regularly employed men. In 1965, with the
$4,SOObase, only about 72 percent of earnings in covered
rml)logment will be taxed to support the program and
only 6ti llercent of all workers and 36 percent of regularly en~l~loyetl men will have all their earnings covered.
The concept embodied in the original $3,000 base was
that practically
all of the Sation’s covered payrolls
should be subject to contributions for the support of the
program and that all but the most highly paid workers
should have all their earnings counted toward benefits.
The Council does not think it would be practicable to
attempt at this time to restore all of the ground that has
been lost over the years. A base of $14,500 would be
needed now to cover 95 percent of total earnings in
covered work, as was contemplated in 1935. Sor does
the Council believe it necessary that the original situation with respect to the proportion of total earnings
covered under the program be fully restored in order to
caarry out the general principles of the original Bet.
The Council believes th:t a return to the relationship
that existed in 1X0, the first year the Congress increased
the contribution and benefit base, is a practical goal. The
Council recognizes, however, that it may not be practical
to more to this level in one step, and is recommending,
therefore, that the base be increased at least to $6,000
for 1966 and 1967 and to $7,200 in 1968. A contribution
and benefit base of $7.200, if effective in 1968, would,
it is estimated, tas about 80 percent of total earnings in
covered work and would result in 82 percent of all
workers, and 63 percent of regularly employed men,
having all their earnings counted toward benefits.fi The
result \vould be comparable to the 1950 situation in respect to the last two measures and somewhat short in
respert to the first measure.

6 If the base were restored to a figure comparable to
the $S,GOOfigure provided in the 1935 legislation, the ultimate contribution rate for employee and employer under
the uresent nroeram could be reduced for each by about
O.!ribercent. *If ?t were raised to a figure compaiable to
$3.600 at the time that figure was written into the law in
1950, the ultimate rate for the present program could be
reduced by about 0.3 percent each.
7 Measures of the effectiveness of the contribution and
benefit base that have been used from time to time include the proportion of earnings taxed for the support of
the program, the proportion of all workers who have all
of their earnings credited toward benefits, and the proportion of regularly employed men (generally the primary earners) who have all of their earnings credited
toward benefits. The first is probably most important for
financine and the third for an evaluation of the adequacy of the benefit structure.
8 If earnings levels continue to increase at about the
same rate as they increased over the last 5 years, average
earnings in covered work will increase about 4 percent
per year during the period January 1964-January
1968.
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The members of the Council are agreed on the changes
here recommended as the minimum desirable.
Some
members, however, think that the proposed amounts for
the contribution and benefit base are not high enough and
would recommend that they be substantially greater, rising in the second step to nine or ten thousand dollars.
This group believes that it is important to go beyond
restoring the 1950 situation and move toward the situation contemplated under the original Social Security Act.

5.

The Contribution

Rate for the Self-Employed

Increases in the social security contribution
rate
for the self-employed
beyond the present rate
should be put into effect gradunlly,
and only to
the extent that the ultimate rate will be no more
th,an I percent of earnings greater than the rate
prrid by employees.
Since 1951, when self-employed people were first
brought into the social security program, they have paid
social security contributions at a rate ll/! times the rate
paid by employees. The policy of imposing the contribution at this 11/l-times rate balances two opposing considerations. On the one hand, to the extent that the selfemployed person does not contribute at rates as high as
the combined employee-employer rate, there is a financial
disadvantage to the program in covering him, as compared to covering an employee. On the other hand, looked
at from the standpoint of an individual
contributing
toward his own protection, some self-employed people
will be “overcharged” when paying over a lifetime at the
ultimate rate now scheduled.
Although the policy of setting the self-employed rate
at 11/z times the employee rate seemed a reasonable compromise at the time it was adopted, the Council believes
that, as the rates have gone up? the substantial difference
between the employee rate and the self-employed rate has
become difficult to justify.
The contributions
paid by
self-employed people above the rates paid by employees
are, like employers’ contributions to the program, used
in large part to help provide protection for low-paid
workers, workers with large families and workers who
were already on in years when their jobs were first
covered.” The Council believes that it is reasonable to
use the contributions of an employer for general purposes, rather than for the benefit of the particular employees on whose earnings the contributions are based,
as long as the employee can in general be said to get his
own money’s worth. On the other hand, the Council does
not believe that self-employed workers should as a rule
be charged rates for their own coverage beyond the rates
needed to pay for the protection they are provided by the
program in order to help meet the cost of the protection
provided to others.
The Council recommends, therefore, that, except for
9 Bctually,
a part of the employers’ contributions
(about 15 to 30 percent)-and
of that part of the selfemployed person’s contribution
that exceeds the employee contribution-is
used to meet the cost of benefits
for the long-term better-paid worker, since the contributions of this group do not quite cover the cost of their
own benefits.
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the financing of new types of benefits such as hospital
insurance, increases in the social security tax rate for
the self-employed beyond the rate now being charged be
put into effect only to the extent that the self-employed
will pay no more than 1 percent of covered earnings
above the rate paid by employees at the time the ultimate
rate goes into effectI
With self-employed contributors
paying, ultimately, 1 percent of earnings more than employees, their contribution
rate would reflect the fact
that to a degree they are in the same position as an
employer, that is, that they are their own employers. At
the same time, they would not be overcharged when
paying for a full working lifetime at the ultimate contribution rate.11

6.

Maintaining

the Integrity

of the Trust Funds

To maintain the integrity of the trust funds, the
reimbursement of the trust funds for the cost of
paying social security benefits based on military
service for which no contributions
were paid
should begin without further delay and the Board
of Trustees should be given specific responsibility
for reviewing those administrative
charges against
the trust funds which are based on estimates
rather than on actual! costs.
The last Advisory Council called the management of
the social security trust funds “the greatest financial
trusteeship in history.” This Council agrees, and it has
reviewed the management of the funds to be sure that
their integrity is maintained. As a result of its study,
the Council has concluded that, in general, the trust
funds are managed with due regard for their nature as
funds held in trust for the contributors and beneficiaries
of the program. The Council does, however, want to call
attention to two respects in which improvement should
be made.
Military service after 1956 is covered in the same way
as is all other work in covered employment, and social
security employee and employer contributions with respect to military service are paid into the trust fund by
the Federal Government just as are the contributions of
private employers and employees. For service prior to
1957 (and after September 16, 1940)) however, noncontributory wage credits were provided, and, in addition,
benefits were provided for the survivors of certain World
War II veterans who died within 3 years after discharge.
lo In Part II the Council also recommends that the
contribution rate for the self-employed under the hospital insurance proposal be only a little above that for
employees-O.5 percent of earnings for the self-employed
and 0.4 percent for employees.
I1 The contribution rate paid by the self-employed person in excess of that paid by the employee would roughly
cover the difference between the value of the contributions paid over a lifetime at the ultimate rate by employees
earning at the maximum covered amount and the value
of the old-age, survivors, and disability insurance protection received by a person covered by the system over a
whole working lifetime and earning at the maximum
covered amount.
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Social security contributions were not paid with respect
to those special wage credits and benefits.
The social security system has been reimbursed from
the general fund of the Treasury for the cost resulting
from the special benefits paid through August 1950. The
authorization
for such reimbursement was repealed by
the 1950 amendments. In 1956 the law authorized reimbursement of the system for the cost resulting from
the payment of the special benefits from September 1950
on and for the cost resulting from the noncontributory
wage credits for military
service. Although the 1956
legislation authorized such reimbursement beginning in
fiscal year 1960, no reimbursement has yet been made.
The Council views the reimbursement owed the trust
funds by the United States Government for benefits arising from noncontributory
military service credits in the
same light as social security contributions payable by
employers generally, and therefore urges that the Government as the employer of the servicemen discharge its
obligations to the trust funds just as it requires employers generally to meet their obligations. The Council
also believes that this reimbursement should begin without delay.
The Council notes also that, although the Board of
Trustees is directed to review the general policies followed in managing the trust funds, there is no specific
requirement in the law that it review the way in which
administrative
costs incurred outside of the Social Security Administration-for
example, by the Internal
Revenue Service in the collection of social security taxes
and by the Treasury Disbursing Office in issuing benefit
checks-are arrived at and charged to the funds, nor has
any other agency of Government been assigned this responsibility.
Many of these costs, unlike those of the
Social Security Administration,
are charged to the trust
funds on the basis of estimates rather than of actual
cost. The Council believes that there should be a review
of such charges and that the Board of Trustees should
do it.
The Council does not believe that the Board of Trustees
should be required by law to meet every 6 months, as it
now is. The Council has been informed that important
financial policy issues suitable for consideration by the
Trustees do not come up every 6 months. The Council
recommends that the law be changed so that the Trustees
would not be required to meet more than once every year.

PART

II.
Hospital Insurance for Older
People and the Disabled

In its examination
of the adequacy of social
security protection
for the aged and the totally
disabled the Council came to the conclusion that
cash benefits alone are not enough. Monthly cash
benefits, if adequate, can meet regularly recurring
expenses such as those for food, clothing
and
shelter, but monthly cash benefits are not a practical way to meet the problem that the aged and
disabled face in the high and unpredictable
costs
of health care, costs that may run into the thou14

sands of dollars for some and amount to very
little for others. Security in old age and during
disability requires the combination of a cash benefit and insurance against a substantial part of the
costs of expensive illness.

THE COUNCIL’S

POSITION

IN BRIEF

Essentially
the problem is this: Incomes decrease sharply upon old-age or disability
retirement, but the incidence of costly illness increases.
During their working years, when ill health is less
frequent , employed workers can generally meet
costs of current care for themselves and their
families-directly
or through insurance-out
of
their current employment income, often through
an employee-benefit
plan and with the help of
their employers. The situation of the aged and
disabled is quite different. Not only do they have
the higher health costs associated with old age
and disability
but their incomes are greatly reduced because they are no longer working.
The solution, the Council believes,” is to apply
the method of contributory
social insurance,
which underlies the present social security program, so that people can contribute from earnings
during their working years and have protection
against the costs of hospital and related services
after age 65 and during disability without having
to pay contributions
at the time when income is
generally curtailed.
Contributory
social insurance, the Council believes, offers the only practical
way of making sure that almost everyone mill
have hospital protection in old age and during
periods of long-term total disability.
It is not proposed, however, that social insurance cover all the costs of illness during old age
and long-term total disability.
The American approach to income security has traditionally
involved a partnership of private effort and governmental measures. For example, old-age, survivors,
and disability
insurance is supplemented by employer and trade union plans, private insurance,
and individual
savings and investments. All contribute to the common goal of personal and economic independence. Backstopping this combination of measures for individual
self-support
are
the Federal-State public assistance programs.
I2 One member of the Council does not share in this
belief ; his reasons are given in Appendix A, pages 40-41.
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We believe this same pluralistic
approach can
be usecl effectively in meeting the costs of illness
during old age and disability. With social security
meeting just about all of the costs of hospitalizat ion, which, on the average, represent at least
Ilalf the costs associated with the more expensive
illnesses, t,he person who is old or totally disabled
will be in a much better position than he is today
to meet, on his own and through private insurance, the costs of physician services, drugs and
the other elements of complete medical care. Also,
with social securit,y providing basic hospital prot,ection, it should be practicable to improve the
Federal-State public assistance programs to make
them serve more effectively in meeting the health
costs for older and disabled people whose needs
are not met in other ways.

THE NEED FOR PROTECTION
OF HOSPITALIZATION

AGAINST

THE COST

Older people and disabled people have a special
need for protection against the cost of hospitalization and related services-they
need more care
and they have less money to pay for it.
As one would expect, health care expenditures
on the average are much greater for people past
65 than for younger people. Total health care
expenditures for the aged, in fact, are twice as
high, and, in the case of expenditures
for hospitalization,
the ratio is about 2% to 1. Older
persons go to the hospital more often and have to
stay much longer than those under 65.
The cost of hospitalization
affects practically
all older people. Of every ten persons who reach
age 65, nine will be hospitalized
at least once
during their remaining years and most will be
hospitalized
t,wo or more times. In the case of
aged couples, the chances are about even that the
husband and wife will each be hospitalized two
or more Gmes.
Not only is hospitalization
a virtually
universal
occurrence among older people but, there is a high
correlation
between hospitalization
and large
total medical expenses. Older people who are
hospitalized in a given year are the ones who have
the big expenses. While medical care costs for all
aged couples averaged about $442 in 1962, t,he
medical expenses of aged couples with one or both
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members hospitalized
averaged $1,220 ; for nonmarried elderly people, average medical expenses
for the year were $270, whereas for those who
were hospitalized, the average was $1,038.13 Both
the averages and the differentials
would be even
higher now.
0
Hospital expenses are a serious problem for
the totally disabled too. Like the aged, they too
are hospitalized
frequently
and in many cases
their hospital stays are long. According to a surrey of workers found disabled under the social
security disability provisions”
(conducted by the
Social Security Administ)ration
in 1960)) about
one out of five disability beneficiaries under social
security received care in short-stay hospitals in
the survey year; and, excluding hospitalizations
in long-term institutions,
half of those hospitalized were in the hospital for 3 weeks or0more.‘5
The problem now faced by older people”and the
disabled is going to become even more serious
because health costs will undoubtedly continue to
rise, probably at a rate considerably in excess of
any increase in other prices. From 1953 to 1963
the percentage rise in the consumer price index
for medical care items Iv-as nearly three times the
increase in t.he over-all index ; and the price index
for medical care items increased more than that
for any other major price-index
component.
Among the items that compose the medical care
segment of the index, hospitalization
costs have
risen at a much faster rate than other components-hospital
daily service charges rose twice as
much as medical care costs generally.
Health care has become so expensive that virtually no one, including the relatively well-off person at the height of his earning power, can afford
to pay the cost of major, prolonged illness unless
he has effective insurance. And t,he great majority of the aged and disabled are neither wellI3 Medical data obtained in the 1963 Survey of the
Aged. a study conducted bv the Social Securitv Administration, with the Bureau of the Census carryigg out the
field collection and the tabulation of the data.
I4 At the time the survey was conducted, the worker
had to be aged 50 or over to be eligible for disability
insurance benefits. Since the time of the survey, the age
requirement for disability beneficiaries has been eliminated, but beneficiaries aged 50 and over still represent
about three-fourths of all disability beneficiaries. Thus,
the data for this age group are representative of the
major part of the disability beneficiary population.
I5 Almost 90 percent of the disability beneficiaries in
the survey had been totally disabled at least 6 months
before the beginning of the survey year and half had been
disabled 3 years or more.
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off nor have adequate health insurance.
Older
people have, on the average, only one-half as
much income as younger people living in family
groups of the same size. lG About half of the aged
social security
beneficiaries
have practically
nothing (less than $12.50 a month per person) in
continuing
retirement
income other than their
social security benefits; and for all but about onefifth of the aged beneficiaries, benefits were the
major source of continuing
retirement, inc0me.l’
(Only 15 percent of the aged, for example, have
any income from private pension plans and even
for this 15 percent the amount from social security is generally larger than the private pension.)
Totally disabled people also have comparatively
low incomes, although they more often depend in
part upon the earnings of a spouse.lS Many older
people and people with long-term total disabilities
must therefore turn to their children and other
relatives and to public agencies for aid in meeting
the costs of illnesses that, require hospitalization.
In the 1%0’s we have seen a large and growing
proportion of those applying for public aid forced
to do so only because they cannot meet their
health costs, Today over one-third of public assistance expenditures for the aged are for health
costs, and such costs have become the most important single reason older people apply for
public assistance.

I6 Bureau of the Census Current Population Survey
income data for 1960 (the most recent available by age
and size of family) show median annual income as $2,530
for aged two-person families and as $5,314 for younger
two-person families ; for individuals living alone the data
for 1963 show median incomes of $1,277 for the aged and
of $2,881 for the younger persons. The Social Security
Administration’s
1963 Survey of the Aged shows median
income for all aged couples as $2,875 in 1962 ; no data are
available for younger couples as of that date, but Census
data for 1962 and 1963 for aged and younger families of
a11sizes indicate that the ratios between incomes of aged
and young families of comparable size hare not changed
significantly.
17Retirement income as used here means all income
other than earnings, assistance payments (public and
private) and money income from a relative living in the
same household. Data shown are derived from the Social
Security Administration’s
1963 Survey of the Aged.
18According to the Social Security Administration’s
1960 survey of disabled workers, one-half of the married
disability
beneficiary units (family units composed of
disabled workers and spouses and their children, if any)
had income, not counting social security benefits, of less
than $170 per month. The bulk of the income for most of
these family units came from earnings of a working
spouse. One-half of the nonmarried
disability
benefiriaries had income, not counting social security benefits,
of less than $7 per month (there being no spouse present
to work).

THE ROLE OF PRIVATE PLANS

The hospital insurance provisions we recommend would work in partnership
with private
plans and individual
voluntary
effort as social
security now does in the field of cash benefits.
With social security providing
basic protection
against the costs of hospital care and relnted services, and with improved cash benefits such as we
recommend in Part III
of this report, many
people aged 65 and over or disabled who now
cannot, afford comprehensive private health insurance would be able to afford the less expensive
supplementary protection against doctor bills and
other health costs which, in combination
with
social security,
would furnish
comprehensive
c.overnge. E mp I oyers also \I-ould find it more
feasible to continue health protection
for employees into retirement, if, instead of having the
whole job to do, they could build on the hospital
insurance protection furnished under social security. These private measures would be built upon
the hospital insurance base, just as the private life
insurance and ret,irement pensions and amluities
that, many people have today are built upon the
base of social security cash benefits.
On the other hand, it is mlrealistic to expect
private voluntary insurance alone to provide comprehensive protection for the great majority of
elderly people and totally disabled people. To a
large extent the problem of financing the cost of
expensive illness among people at, the younger
ages, who arc largely dependent on current earnings,
is being met by private insurance organizations, but private insurance cannot, meet this
problem for most of the aged at a price they can
afford to pay. Despite years of creative effort and
hard I\-ork by the voluntary
insurance organizations, less than half of the totally disabled and
only a little over half of the elderly have any
kind of health insurance coverage and most of
what they do hare is quite limited. The absolute
number of older people without any kind of protection at all is nearly as large as it was 5 years
ng0.

The basic difficulty
in relying exclusively
on
private insurance, of course, has been that the
costs of insurance are necessarily high because
the aged and the disabled need so much in the
\~--nyof health care that they cannot pay the costs
of adequate insurance from low retirement inSOCIAL
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comes. Then too, unlike working
people, who
generally get group health insurance coverage
through their place of employment, the disabled
and the elderly cm ordinarily
obtain health insurance only on an individual
or nongroup basis.
The marketing and administrative
costs associated
with the individual
handling that is characteristic
of nongroup commercial health insurance make
individual
coverage about l$$ times as expensive,
on the average, as group coverage offering the
same benefits. Because of this consideration, together with the fact, that hospital costs for the
aged run about 23i4 times as much as those for
younger people, the protection
provided to an
aged person by an individually
purchased commercial hospital insurance policy costs about four
times as much as comparable protection furnished
younger people on a group basis. And relatively
few disabled and retired workers have the benefit
of contributions
made toward health insurance
by employers.
As a result of these facts, most voluntary health
insurance within reach of the pocketbooks of the
aged and the disabled is inadequate in the amounts
and t,ypes of service covered and in the duration
of benefits. III 1962 (the most recent, year for
which data are available) only 10 to 15 percent
of the total medical costs of the aged, for example,
was paid for by insurance. Moreover, as hospital
costs rise, those who have health insurance policies
paying fixed dollar amounts toward hospital care
will find that the amounts cover an increasingly
small proportion of their hospital bills; those who
have policies whic,h provide service benefits rather
than fixed dollar amounts will be faced with increased premiums.
In the case of Blue Cross, which ordinarily
provides service benefits without, dollar limits,
pressures are heavy to apply experience rating
more and more t.o the highrisk
older population
in order to be able to offer the young group rates
that are more competitive with those for commercial insurance policies. These pressures will continue to apply in the future and the result will be
additional increases in Blue Cross premiums for
the aged as they are recmired to pay rates closer
to the true value of their protection.
It is also true that most of the aged who now
have some form of health insurance are those who
are still working, those in good health, and those
in the higher income groups. To a very large
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extent those who can be sold voluntary protection
have already been sold.
For all these reasons, in the absence of social
insurance taking on a part of the job, the Council
believes that in all probability
the great majority
of older people and disabled people will, for t>he
foreseeable future, continue to be without adequate protection against health care costs.
The Council believes that the extension of social
insurance to the costs of hospitalization
for the
elderly and the disabled will make it possible for
the private plans to perform a valuable complementary role. Since hospital insurance protection
will be provided without further contributions
during old age and disability, more of the retirement dollar will become available for buying current protection covering other parts of the medical bill, and, as indicated above, employers will
find it more feasible to carry over health protection for their retired personne1.l”

THE ROLE OF PUBLIC ASSISTANCE

There will be some disabled and elderly people
who are without the means to add other protection
to their basic hospital insurance or who have
special needs such as the need for long-continuing
custodial care. Public assistance programs will,
therefore, have an important
continuing
role in
meeting the total problem.
Consequently,
the
Council favors the improvement of the program
for medical assistance for the aged (MAA)
and
the medical care provisions of old-age assistance
and aid to the permanently and totally disabled
to provide more effectively for remaining needs
after the proposed social insurance program goes
into effect. The enactment of hospital insurance
19In connection with the continuing role of private
insurance in providing health insurance protection for
the elderly, the Council would like to call attention to the
recommendations of the National Committee on Health
Care of the Aged. This was an ad hoc committee, with
espert membership, which Senator Jacob K. Javits initiated and which served under the chairmanship of Arthur
S. Flemming, former Secretary of Health, Education, and
Welfare. In addition to proposing hospital insurance
under social security, the National Committee recommended provisions designed to encourage the setting UP
of Federally authorized pools of insurers to offer supplementation to the social insurance plan. The Council has
not taken any position on the subject of those recommended provisions because it is not within the scope of
the Council’s assignment. The Council believes, however,
that the suggestion is worth the careful consideration of
the Congress.
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provisions for the aged and disabled will save the
States some two-fifths
of their present medical
expenditures for older people and place them in a
financial position to improve their medical assistance programs. When the number of those who
need help is reduced and when the remainder do
not need help with most of the costs of hospital
care, because of hospital insurance under social
security and because of the spread of effect,ive
supplementary
protection, the way will be open
in many States for much needed improvements in
medical assistance for the smaller numbers of
people who still need help.
There is abundant evidence, however, that the
Federal-State programs of public assistance, mithout a social insurance program to meet a large
part of the cost, cannot do the job of filling the
gaps left by private voluntary
insurance. Many
States either cannot-or,
in the light of other
financial
priorities,
will not-put
up enough
money to meet the need. Despite the fact that the
Federal Government will pay, out of general revenues, from 50 percent to 80 percent of the cost of
a State program to meet the health needs of the
aged, only a fern States have developed adequate
programs for the very poor, and none has combined both comprehensive care and liberal enough
tests of income and assets to meet the health needs
of more than a small portion of the retired aged
in the State. Some have no medical-assistancefor-the-aged program at all.
Under a grant-in-aid
system the wealthier
States are the ones most likely to establish the
better programs and most likely to get the major
share of Federal funds. Furthermore, States vary
in their willingness
to apply their resources to
a given purpose. As a result, an approach that
depends on State init,iative cannot reasonably be
expected to lead to an adequate natiionzuide program. In October 1964, 68 percent of Federal
MAA funds went to five of the wealthier States
with only 31 percent of the country’s aged.
For reasons explained in the introduction
to
this report, the Council does not, in any event,,
favor placing a main reliance on assistance in
dealing with a problem which is faced by practically all the aged and the disabled. Even an
adequate assistance program would have grave
drawbacks for the recipient and for our society
as a whole when compared with the method of
social insurance. The Council believes that to the
18

extent practicable the objective should be to prevent dependency rather than alleviate it after it
has occurred.
Yet in some circumstances assistance will continue to be necessary. This is why the Council
recommends that the Federal Government give
continuing support to improvements in the medical provisions of assistance programs so that all
the aged and all the disabled may have their full
medical needs met through a combination of social
security, private protection and savings, and, as a
last. resort, for the unusual need and circumstance,
through
an improved
and generally
available
assistance plan.

BASIC ELEMENTS OF THE RECOMMENDED

PLAN

The Council recommends that the core of protection be coverage of the costs of hospital care,
subject to a small deductible.
Coverage of three
additional types of services, which can frequently
take the place of inpatient hospital care, is also
recommended:
(1) extended care, following
a
hospital stay, in a hospital-operated
or hospitalaffiliated facility capable of providing high quality convalescent and rehabilitative
services; (2)
organized home nursing services which are medically supervised and are provided by organizations staffed and equipped to offer coordinated
services sufficient so that an individual
who is
confined at home, but not in need of round-theclock services, could receive substantially
the full
array of nursing services and therapeutic services
(not including
those of a physician)
needed to
care for him at home ; and (3) subject to a small
deductible, hospital outpatient diagnostic services
covering the full use of the hospital’s facilities
and personnel but not covering the diagnostic
services of the patient’s personal physicians.
A major principle that guided the Council in
developing
its recommendations
is that health
services should be tailored to the health needs of
the patient. Provision for the four types of benefits-hospital
care, extended care following
the
care given in the hospital, organized home nursing care, and hospital outpatient diagnostic services-would
enable the older or disabled person,
together with those who participate
in planning
for his care, to have available the kinds of services, and a level of care, most appropriate to his
SOCIAL
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individual
need. Particularly
for the aged, the
next. step in the care of a person who has been
hospitalized for a serious illness may be a period
of medically supervised treatment in an extendedcare facility rather than continued occupancy of
a high-cost bed normally used by acutely ill hospital paGents. The benefit struct,ure should cover
a contjinuum of institutional
and home nursing
services and should provide an appropriate level
of care for individuals
who require convalescent
care of somewhat lesser degree of intensity than
t.h& provided for hospital inpatients.
The coverage of important. alternatives t,o hospitalization
would help subordinate financial to
vedical considerations in decisions shared in by
the doctor, patient and inst,itution on whether inpatient hospital care or another form of care
would be best for the patient. The recommended
benefits would give financial support to the provision of institutional
and noninstitutional
services
at the most appropriate
level of intensity
for
patients who require care of extended duration.
Covering each of the stages of required care is
conducive to careful planning of the long-range
treatment of those suffering serious illnesses.
In the course of formulating
the proposed hospital insurance provisions for the aged and disabled, the Council was mindful of the increasing
interest that the community as a whole has demonstrated in seeing to it t.hat high quality healt’h
services are provided and that full value is received for the health dollar. Reflecting this community interest, many State and local hospital
planning groups, private health cost prepayment
organizations, and others have called attention to
the effects of inadequate planning
of facilities,
operation,
and unexcess capacity, inefficient
needed services, any of which, whenever they
occur, can result in an increase in health costs far
beyond that attributable
to medical and scientific
achievements. The work of these groups shows
that there is real promise for an improvement in
the quality of care and at the same time improvement in the efficiency with which the services are
provided.
The Council believes this matter to be of such
widespread concern that it recommends the creation of a commission, its members to be appointed
by the President,, composed of experts in the fields
of health care and hospital planning, of representatives of groups and agencies purchasing health
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care on a large scale, and of the general public,
for the purpose of enhancing the effectiveness of
our hospitals throughout the count,ry in the provision of high-qualit,y
health care. The recommendations of such a commission would be of
benefit primarily
to the population
as a whole
but would, of course, also be of long-run importance to the hospital
insurance program
for
elderly and disabled people.

1.

Inpatient

Hospital

Benefits

The proposed hospital insurance for people age
6’5 or over and the disabled should cover a number
of days sufficient to meet the cost of inpatient
hospital services for the full stay of almost all
beneficiaries.
The Council believes that the number of days for which
inpatient hospital benefits are paid should be enough to
cover the full hospital stays required in nearly all cases.
Sixty days of coverage for each spell of illness would
accomplish this purpose. Sixty days would cover the
full stay of all but about 3 to 5 percent of the stays of
older persons. Moreover, it is quite possible that with
coverage in extended-care facilities, such as we recommend, many of those who would otherwise stay in acute
general hospitals for over 60 days could be transferred to
extended-care facilities.
The Council holds the view, which is shared by many
experts on hospital insurance, that the availability
of
hospital coverage for a substantially longer period may,
especially among the aged, result in excessively long
hospital stays and therefore unnecessary cost to the
program. We therefore believe that it is desirable to
place a limit on the number of covered days in the acute
general hospital and, at the same time, provide for extended care in less expensive facilities.
The Council believes that the proposed hospital insurance should not include any provision under which beneficiaries would choose among various combinations of
benefits of the same actuarial value but with a varying
number of days and higher and lower deductibles. The
Council sees little gain in such a choice and, on the
contrary, believes that for most beneficiaries the need
to make a choice would be confusing and upsetting and
that widespread dissatisfaction could be expected among
the large number who would later discover that they
would have been better off with a different choice. Any
attempt to meet this dissatisfaction by allowing people
to change options would significantly increase the cost of
the program for the whole group of contributors by giving an unfair advantage to those who could anticipate
the need for a specific type of protection.

2.

Outpatient

Hospital

Diagnostic

Services

Payment under the program should be made for
the costs of outpatient hospital diagnostic services
furnished beneficiaries.
19

Recent progress in science and medicine has resulted
in the development of complex services and equipment
for the more accurate and more timely diagnosis of
disease. Because of the cost of the equipment and the
need for specialized personnel to operate it, the hospital
has increasingly become a diagnostic center which is
used when expensive and complex tests are required.
Providing for the payment of the cost of expensive outpatient hospital diagnostic services should help to encourage early diagnosis of disease by removing financial
barriers to the use of such services. Payment for outpatient hospital diagnostic services would also help to
support the efficient provision of care by eliminating a
financial incentive for hospital admissions to obtain
diagnostic services.

3.

Deductibles

Hospitalized
beneficiaries should pay a deductible
equal to the cost of one-half day of care-4220 at
the program’s beginning.
In the case of beneficiaries who are provided outpatient
diagnostic
services? this deductible amount should be app7ied
for each 30-day period during which diagnostic
services are provided.
The Council believes that beneficiaries who are hospitalized should be required to pay a small amount
toward the cost of their hospital stay. Such a deductible
amount might help to reduce unnecessary hospital admissions. On the other hand, we would not favor a
deductible amount of substantial size since such a deductible might well deter many beneficiaries from seeking
needed care. In the Council’s judgment a deductible
amount which is equal to about a half, or even threefourths, of the national average cost per patient day of
hospital care would not be so large as to represent a
significant impediment to needed care. Such a deductible
amount--$20 to start-would,
moreover, make it possible
to provide, within the funds available to the proposed
program, more extensive protection against catastrophic
health costs than would otherwise be possible.
Provision for a similar deductible amount in the outpatient diagnostic benefit would limit coverage to diagnostic procedures with a significant financial impact. It
should also have the effect of excluding from the coverage of the program the type of routine laboratory and
other diagnostic procedures that are customarily furnished in or through the physician’s office.

4.

Services

in Extended-Care

Facilities

Tile cost of post-hospitalization
extended-care
sepuices in facilities
T:hich provide high-quality
rehabilita,tive
and convalescent services should be
covered so as to pay for a minimum number of
days after hospitalization
in all cases, with addi20

tional days of extended-care semcices being paid
for if the patient has not used all of h& inpatient
hospital coverage.
The services that would be covered would be those
furnished to patients in extended-care facilities which
are under control of a hospital or affiliated with a
hospital and which are designed primarily
to render
convalescent and rehabilitative
services. Care in such a
facility
will frequently
represent, particularly
among
the aged, the next appropriate step after the intensive
care furnished in a hospital and will make unnecessary
the continued occupancy of a high-cost bed normally used
by acutely ill patients.
Services of this kind are essential in the over-all treatment of many illnesses following their acute stage and
prior to the time a person can return to his home or
transfer, in some instances, to an essentially custodial
institution.
And, of course, extended-care coverage, even
for a limited duration, will also be of benefit to many
older patients with chronic or terminal illness who can
be transferred
from intensive care in acute general
hospitals.
Since the proposed program is designed primarily to
support efforts to cure and rehabilitate, and since “nursing home” care, in many cases, is oriented not to curing
or rehabilitating
the patient but to giving him custodial
care, the Council does not propose the coverage of care
in nursing homes generally.
In order to provide an incentive for transferring
a
patient from a hospital to an extended-care facility at
an early point, when such transfer is medically desirable,
the Council believes that coverage should be provided for
2 additional days of extended care, if needed, for each
day the patient’s hospital stay is less than 60 days. A
minimum of 30 days or so might be covered in all cases.
The Council recognizes that hospital-affiliated
facilities
which provide post-acute convalescent and rehabilitative
care do not exist in many communities and that the
services therefore may not be available immediately to
many of the beneficiaries who might need them. The
Council believes, however, that the coverage under the
proposed program will encourage the development of such
facilities and that, with the help of other programs designed to assist directly with construction, such extendedcare services can be made generally available within a
reasonable time.

5.

Organized

Home

Nursing

Services

Insurance coverage should be provided
ganized home nursing services.

for

or-

As a fourth element in the protection it proposes, the
Council recommends the coverage of organized home
nursing services-that
is, services provided on a visiting
basis in the patient’s own home. Coverage of medically
supervised home nursing services provided through qualified nonprofit or public agencies would encourage the
establishment of organized home care programs. Experience has shown that such visiting programs can bring
high-quality care to the patient in his own home, thus
avoiding the need for hospitalization
altogether in some
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cases or facilitating
the discharge of patients not only
from hospitals but from extended-care facilities.
The
Council believes that a substantial number of professional
visits a year-in
the range of two to three hundredshould be covered in order to make organized home nursing services a real alternative to institutionalization.
Organized home care services sometimes include the
services of hospital interns and residents-in-training.
We
believe that payment should be made for their services
when furnished but only if the services provided are part
of a professionally approved training program for such
individuals.

6.

Payments

on the Basis of Reasonable

Cost

The extent of hospital insurance and related protection should be specified in terms of the services
covered rather than in terms of fixed doZ7ars. ati
covered services should be paid for on the basis
of the fu7r! reasonable cost of the services.
The Council recommends that protection should be in
the form of service benefits, with payments for covered
services made directly to the institution or organization
furnishing the services rather than payments of fixed
dollar amounts to the beneficiary receiving the services.
Service benefits would provide more secure and reliable
protection for the patient and enable the program to
promptly adjust payment to hospitals in accordance with
changes in hospital costs resulting from the acquisition
of new equipment, the adoption of new health practices,
and the general improvement of services. The inpatient
hospital benefits should cover all hospital services and
supplies ordinarily furnished by the hospital for necessary care and treatment of its patients, except that
accommodations more expensive than semi-private accommodations would be paid for only if medically
necessary. Luxury items would not be included.
The hospital or other provider of service should be
reimbursed for the reasonable cost of services provided.
Payment on a reasonable cost basis would be in line
with the recommendations of many expert groups, including the American Hospital Association. The established practices of most Blue Cross plans are generally
in line with this recommendation.
It is likely that no single formula for estimating the
cost of services will prove best under all circumstances,
and provision should be made to permit variations in
hospital practices and services to be taken into aCCOUUt.

7.

Hospital

Staff Review

of Utilization

Ilos$tala
should be required? as a condition of
participation,
to establish professiona
staff committees to review the services utilized.
Procedures for medical staff review of hospital admissions, length of stays, the medical necessity for services
provided, and the efficient use of services and facilities
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nre coming into use in many hospitals, and the experience
with some of these procedures has been promising. Procedures for the recertification of the continued need for
service by the attending physician have also been adopted
in some hospitals.
The Council believes that all participating
hospitals
should be required to have staff communities to review
the utilization of services and that consideration should
be given to certification procedures. The structure and
responsibilities of the staff committee should be left to
the discretion of the hospital and its medical staff.
However, such committees should be required at least
to conduct sample reviews of hospital admissions among
the beneficiaries of the program and to review long-stay
cases. The professional judgments obtained through the
use of such a staff committee would provide a safeguard
against the improper use of services.

8.

Administration

The proposed hospital insurance provisions should
be administered
by the same Federal agencies
which administer the social secwrity program but
in carrying
out thiz responsibility
the Federal
Government shou7d use private and Sta,te agencie.s
to the extent that these agencies can contribute to
efficient and effecti,ve operation.
The Council recommends that the Federal Government
have over-all responsibility for the operation of the proposed hospital insurance program but that it use both
qualified private organizations and State agencies for the
performance of certain functions where such use would
contribute to the efficiency of administration.
Many of the functions necessary to the administration
of the proposed hospital insurance provisions would require little, if any, additional effort since they are now
being successfully performed under the social security
program and would simultaneously serve the purposes of
the hospital insurance provisions and the existing cash
benefit provisions. These functions include the collection
of contributions;
the maintenance of earnings records;
the establishment of age, disability, and the status of
<ependents ; the determination of whether insured status
requirements for eligibility are met ; and the maintenance
of current records of eligibles under the program.
The Council recommends, however, that the authority
given to the Federal administrator
should be flexible
enough to permit him to determine whether or not to
use the help of private and State agencies, and to what
extent. Included among the functions which might be
carried out by private agencies are those related to
arranging for hospitals and other providers of health
services to participate in the program and handling the
payment of hospital bills covering costs insured by the
program. State agencies which license health facilities
could be used, for example, to assure that health facilities desiring to participate in the program meet the requirements for participation.
The Government might
find that functions such as these could be carried out
better, or at less cost, if instead of performing them
directly it arranged to have them performed by private
and public agencies with experience in similar functions.
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9.

The Basis of Eligibility

for Benefits

Flospitol
imumnce
benefits should be provided
for aged crnd disabled beneficiaries
of the social
security program: nnd xpecial provision
shou7d be
,made for the next fe,w years for those who have
not met the requirements
of eligibility
under the
program.
In the long run all people age 65 or over and all people
with long-term total disabilities who have worked long
enough to become entitled to monthly social security cash
benefits will have paid hospital insurance contribmions
as well as contributions for cash benefits and will be
entitled to both types of protection on the basis of the
insured status provisions of present law.
The Council believes that the hospital insurance beneflts should also be available to people who are age 65 or
over, or who will become 65 in the next few years,
whether or not they have made significant contributions
toward hospital insurance and whether or not they are
entitled to social security cash benefits. Such persons
have not had the opportunity to gain protection by contributing to the hospital insurance program but their
need for such protection is equally great.
People who attain age 6<5after a specified date should
be required to have a gradually increasing number of
earnings credits under social security, and the number
required for eligibility for hospital insurance should ultimately be the same as that required for social security
rash benefits.20 The cost of the protection provided under
this provision should be met from general revenues, as
explained below in the recommendation on financing.
After consideration of all possible alternatives,
the
introduction of hospital insurance by making it part of
the ongoing social insurance system seems to be highly
desirable in social, economic and administrative
terms.

10.

Financing

The proposed Jzonpital insurance program should
be financed by a special earmarked contribution
of0.4 percent of covered earnings from employees
and from employers? and 0.5 percent from the
self-employed, with an 0.15 percent contribution
from Federal general revenues to cover the cost
of benefits for those already retired or disabled.
The contributions for hospital insurance should be an
earmarked percentage of covered earnings, established as
2oFor example, the provision might be as follows:
Uninsured people who reach age 65 in 1966 or before
would need no quarters of coverage; those who reach
age 65 in 1967 would be deemed to be insured for hosnital
insurance if they had at least 6 quarters of coverage
(earned at any time). For people who reach age 65 in
each of the succeeding years, the number of quarters of
coverage needed to be insured for hospital insurance
protection would increase by 3 years. The provision
would not apply to people who reach age 65 in 1971 (or
later), since, under the Council’s recommendation, in
that year the number of quarters that would be required
under the special provision would be the same as the
number required for regular insured status.
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a new tax, separate from the taxes in the Federal Insurance Contributions Act that support the present social
security cash benefits. The proceeds of this new tax would
be kept separate from the taxes which finance the present
social security program. These proceeds would be deposited in a newly created hospital insurance trust fund
separate from the old-age and survivors insurance trust
fund and the disability insurance trust fund. However,
the employment and earnings coverage and the maximum
on covered earnings to which the new tax would apply
should be the same as those to which the present social
security taxes apply so that the recordkeeping tasks of
employers and the Government would be largely unaffected by the establishment of a separate contribution
for hospital insurance.
Hospital insurance financing separate from that of
old-age, survivors, and disability insurance should allay
any concern that the hospital insurance program might
in any way impinge upon the financial soundness of the
OASDI trust funds. Furthermore, identifying
the contribution as a hospital insurance contribution will tend
to increase the contributor’s sense of financial responsibility for the benefits provided.
Several members of the Council, however, while believing in the value of a separate trust fund, are of the
opinion that it is not necessary to have a new and separate tax either to allay possible concern about the financial soundness of the social security program, to maintain the identity of the hospital insurance financing, or,
in general, to accomplish the objectives of the proposal.
The contribution rates should be 0.4 percent of covered
earnings each for employees and employers and 0.5 percent for the self-employed.21 It is assumed that these
contributions for hospital insurance would go into effect
at least 6 months earlier than the first hospital insurance
benefits were paid. For example, if the plan were enacted
in 1965, the contributions might go into effect in January
1966 and benefits might first be paid in July 1966.
In addition to the earmarked contributions there would
be a contribution from Federal general revenues to meet
the cost of hospital insurance benefits for those already
retired or disabled, The Government contribution would
be justified in terms of the health and welfare of the
Sation’s aged and disabled and the reduction in general
revenue costs that will follow as social insurance reduces
the need for public assistance. It is proposed that the
cost to the Government be met by annual and automatic
appropriations over a 50-year period. The Government’s
cost on this basis is estimated to be 0.15 percent of
covered payrolls.
The recommended contribution rates are designed to be
sufficient to cover the estimated costs of the proposed
benefits both in the short run and over the long run.
Because sound financing depends on the validity of the
cost estimates used and this in turn depends on the
validity of the assumptions which underlie the estimates,
the Council believes it to be in order for this report to
contain a statement of the assumptions it has directed
be used in making the cost estimates.
21For the same reasons that the Council has recommended that the contribution
rate paid by the selfemployed toward old-age, survivors, and disability
insurance be set in the long run at no more than 1 wrcent
of earnings higher than-the employee rate, the Council
recommends that the rate paid by the self-employed for
hospital insurance be a comparable 0.1 percent above the
rate paid by employees (see page 13).
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AS in the case of estimates of the cost of cash benefits
under the social seczurity program, assumptions underl.viIlg hospital insurance cost estimates can vary widely
and still be reasonable. For hospital insurance th range
over which cost assumptions may vary and still be reasonable is somewhat greater than for the cash benefits.
For this reason, we have taken great care to assure that
the assumptions used in estimating the cost err, if at all,
on the conservative side.
Clearly, the cost of the proposed program, expressed in
dollars, will be an increasing cost. One important factor
which will tend to increase the cost of the program over
time will be the rising cost per day of hospitalization.
Another factor tending to increase costs will be the growing number of people who are eligible for hospital insurance. A third factor is the increasing average age of
those who will be protected.
Since the income to the system will come from a percentage of covered earnings, and since over the years it
can be expected that more and more people will be employed and that earnings levels will rise, the income of
the system will also increase. To take into account both
rising costs and rising income, the analysis of financing is
done in terms of costs as a percent of covered (taxable)
earnings. Thus, the Council’s assumptions concerning future hospital costs are stated in terms of the expected
future relationship
between rising hospital costs and
rising earnings-of
how increases in hospital costs mill
compare with increases in covered earnings (and therefore with increases in contribution income).
Earnings reflect the increasing productivity
of labor.
Therefore, on the average and over time, the general
level of earnings will increase much faster than the
general price level. But in recent years the reverse has
been true in the case of hospital prices; they have been
increasing substantially faster than the general level of
earnings. Obviously, however, hospital costs cannot continue indefinitely to rise faster than earnings; if they
did, ultimately no one could afford hospital care. Nevertheless, the financing of the hospital insurance program
must make allowance for the strong likelihood that hospital costs will, for a time, continue to increase faster
than earnings. A reasonable assumption would be that
the differential between the rate of increase in hospital
costs and the rate of increase in earnings will get smaller
and that eventually hospital prices will increase at a
somewhat lower rate than earnings even though at a
much higher rate than other prices.
Specifically, our assumption for the relatively short run
is that hospital costs will rise faster than earnings for
10 years after the program begins operation, but not
quite as fast thereafter. The Council has assumed that
until 1970 the differential
between hospital costs and
earnings will continue to be the same as the average
over the last 10 years (2.7 percent)*2 and that in the
22Although figures for the 10 years average 2.7 percent,
the 2 most recent years for which data are available
(1962-1963) show a differential
between hospital cost
increases and earnings increases of only a little over 2
percent for each of these years. Nevertheless we have
used the lo-year average in order to make sure that the
cost projections will be conservative.
Also relevant is
the fact that a substantial proportion of the increases in
hospital costs that have occurred over the last 10 years
is attributable
to a catching up in wages and reduction
in the hours of work of hospital employees, who as a
group have been considerably underpaid. The catchingup process will, naturally, complete its course in time.
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following 5 years the differential will average half as
much.23
The Council does not presume to have any firm basis
for knowing just how much hospital prices or other
prices will rise in the distant future. However, because
of the comparatively
large component of labor costs
which will always be present in health services and bepause of the rest of increasing quality of care, the
(‘ounc41 has assumed that hospital costs will probably
rise indefinitely considerably faster than other prices.
Therefore, the Council’s assumption on the relation of
hospital costs to earnings is that after the first 10 years
of the program’s operation (during which hospital costs
are assumed to rise faster than earnings), hospital costs
will rise slightly less than earnings but substantially
more than other prices. (See tke original
report,
pages
102-104, Appendix B, for further discussion of the
specific assumptions.)
The conservative nature of this assumption is made
plain when one considers the future price levels it implies. The over-all effect of the assumed price rises, if
the past relationship between earnings and the general
price level continues, is that in the next 75 years hospital prices will have risen ‘710 percent while other prices
mill have risen by about 110 percent.
Another factor that affects the financing of the system
is the limitation
placed on the maximum amount of
annual earnings subject to contributions
(the contribution base) and its relationship to increases in earnings
levels. As has been noted, income to the system tends
to rise as earnings rise. However, if over the long run
the maximum on earnings which are taxed were fixedthat is, if the maximum did not rise as earnings risethere would be an increasingly inhibiting effect on contribution income. More and more people would be paying
contributions on the maximum earnings covered, and increases in their earnings would not be subject to the
contribution rate.
The Council’s assumption is that the contribution base
will not remain fixed. In the short run the Council recommends an increase in the base in 1966 and 1968, primarily
to take account of the past rise in earnings levels. For
the longer run, one of the assumptions made in preparing
cost estimates for hospital insurance is that periodically
there will be increases in the contribution base if earnings rise. These increases are assumed because the base,
which under the cash-benefit provisions is also the maximum amount of earnings creditable for benefits, must be
kept generally in line with changes in earnings levels
if cash social security benefits are to continue to have a
reasonable relationship to the earnings they are intended
to replace and if social security contributions are to
vary with earnings.
The great bulk of the income from contribution base
increases would of course be used to raise cash benefits
to keep them in line with higher earnings levels. For
23By way of comparison, it may be noted that the
major organization representing the commercial health
insurance industry assumed smaller rises in hospital
costs for this period in its estimates on the costs of the
King-Anderson bill. Specifically, it estimated that hospital costs will rise 2 percent per year more rapidly than
earnings from 1963 through 1968 and 1 percent more
rapidly than earnings from 1969 through 1978. (Pages
587 and 888 of the record of hearings on H.R. 11865
before the Committee on Finance, United States Senate,
August 1961-appendix
to testimony on behalf of the
Health Insurance Association of America.)
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example,
if hospital
insurance
contributions
are about
one-tenth
of contributions
under the old-age, survivors,
and disability
insurance
program
(as the Council recommends) a little over 90 percent of the income from any
future increase in the contribution
base would go toward
old-age, survivors,
and disability
insurance
and a little
less than 10 percent toward hospital
insurance.
The Council’s
assumption
is, then, that legislative
action will be taken from time to time to adjust
the
contribution
base in line with rising earnings.
However,
the Council recognizes
that over the short run the increases which it expects in the contribution
base, beyond
those adopted concurrently
with hospital insurance,
may
not occur as anticipated.
The Council recommends, therefore, that the contribution
rates for hospital
insurance
be designed to provide sufficient
income to cover benefit
expenditures
even if, for a number of years, no further
increase in the base is enacted.
The contribution
rates
1,roposed by the Council are so designed.
In summary,
the principles
which
the Council
has
followed
in making its recommendation
for the contribution rates necessary
to support
the proposed
hospital
insurance
program
are as follows:
The Council recommends that the income to the hospital insurance program
be large enough each year to cover benefit outgo with a
prudent allowance
for increases in hospital costs as well
as for the possibility
that the contribution
base increases
may lag behind rising earnings.
A contribution
rate of 0.4 percent each for employee
and employer
(0.5 percent for the self-employed)
together with the 0.15 percent from the Government
would
be sufficient
not only to meet benefit costs but also to
build up substantial
amounts in the hospital
insurance
trust fund.
The new trust fund would have a sizeable
balance from the start, since contributions
toward
the
program would be collected G months or so before benefits would be paid.
The recommended
masimum
amount of annual earnings tusable would be $6,000 in 1966 rising to $7,200 in
1068, a recommendation
discussed in Part I. While, as
indic.ated above, it is contemplated
that this maximum
\vould rise in the future,
the recommended
contribution
schedule would yield income in escess of outgo for at
least the next 10 years even if the base is not increased
after 1968.
The following
table summarizes
the cost effect of the
four types of benefits proposed to be covered:

ACTI’ARIAL

BALASCR
USDER
PROPOSED
OF HOSPITAL
ISSI’RANCE

PLAN

(Costs expresed as percentage of taxable payroll
according to intermediate-cost estimates)
Item

Level-cost

I,erel-cost
effect of changes :
IIospital
benefits, 60-day maximum,
$day
deductible
---_____-_----------___
Extended care service, 30-day maximum1
---Outpatient
diagnostic
services, deductible
of
W-day hospital cost _____ -------___-_--Home nursing services, I-lo-visit
maximum
--I,erel-cost
of 1)roposed program
_---------~~_~_
I.evel-equivalent
of contribution
schedule2 -____
A\ctuarial
balance _--_---------_------________

+ 0.84
+ 0.02
+ 0.01
+ 0.03
.90
.90
.oo

1 with additional days if all of hospital benefits are not used.
:! The 0.15 percent of payroll Iron1general revenues for 50 yeJ.rsis equivalent
to a level rate of 0.10 percent of payroll.
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Co~~cZ?tsio~~: The Council finds that health costs represent the greatest remaining
threat to the economic security of our aged and severely disabled citizens.
The social
insurance
approach,
the Council
believes, is singularly
fitted to serve in dealing with this threat. What is needed
is an arrangement
under which working
people, together
with their emgloyers,
can contribute
from earnings during their working
years and hare insurance
protection
against health costs in later years, without
further
contribution.
when their health costs will be high and their
incomes low. Only social insurance,
as typified
by the
social security program, can assure that such an arrangement will aplAy to practically
everyone who works for a
living.
The Council has developed and presented in this report
a plan under which the major part of the costs incident
to hospitalization
and related care in old age or during
lberiods of total disability
will be paid for through
the
contributory
social security
program.
The plan will pay
for these costs in a way which is in keeping with the
high standards
of American
health care. The plan will
be responsive
to changing
methods and improvements
that are likely to occur in health care in this country.
The plan will accommodate
the individual’s
freedom of
choice of health care facilities
and will in no way interfere with the private
practice
of medicine or with the
independence
of our voluntary
hospital
system.
The
Council has included recommendations
which, if adopted,
would assure that the proposed plan of hospital
insurance for older people and totally
disabled people will be
soundly financed through
its own contribution
schedule
and trust fund.
While neither private insurance
nor public assistance,
alone or together, can meet the pressing need for hospital
1)rotection on the part of the aged and disabled, the recommended plan contemplates
an important
role for both.
The hosldtal
protection
proposed to be provided
under
the social security program will serve as a foundation
on
which
individuals
can build private
health
insurance,
just as old-age, survivors.
and disability
insurance
under
social security is serving as a base on which people build
additional
protection
through private means. With social
security
providing
basic protection
against hospital
and
related costs, public assistance will assume the role best
suited for it--that
of a program
intended
to help the
members of the relatively
small group whose special
needs and circumstances
are such that they are unable
to meet their health costs through
social security
or
through private insurance
or other resources.
The Council is confident
that the principles
of social
insurance
underlying
its recommended
plan for hospital
insurance
for the aged and the totally
disabled can be
applied successfully
as they have been applied to social
security
cash benefits.
Today’s social security
program
assures that the vast majority
of older people and totally
disabled people will receive a regular monthly income to
help them meet the costs of day-to-day
living.
The proposed provisions
for hospital
insurance
will round out
this security by removing the greatest remaining
obstacle
to the financial
independence
of these groups. With such
provisions
in effect, millions
of our older citizens will be
able to look forward
to their years of retirement
without
the dread of overwhelming
costs arising
from serious
illness.
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PART

III.
Improvements
Cash-Benefit
Provisions

in the

In general the Council believes that the present
program is functioning
well and t,hat its basic
structure
is satisfactory.
The most important
improvements in the cash-benefit, provisions, and
particularly
in the benefit amounts, that the Council is recommending are designed to take into account recent wage and price changes. The effectiveness of the social security benefits has been
diminishing
because the benefits for the last. 6
years have not even kept pace with rising prices
and because the maximum amount of annual earnings that is taxable and creditable toward benefits
has not been raised as the general level of wages
has gone up.
The Council has also found that although the
program is very broad in its coverage-about
nine-tenths of the people who at any one time are
in gainful employment in the United States are
covered-there
are some areas where its coverage
should be further extended, and that while benefit
payments are now provided in most cases in which
support is lost when the worker retires in old age,
becomes disabled, or dies, there are a few rema,ining gaps that should be filled.
The improvements recommended by the Council
require additional
financing;
the cost of those
improvements and the recommendat,ions for providing the needed additional
financing are discussed at the conclusion of this section.
Before the recommendations of the Council are
set forth in detail, it may be helpful to summarize
briefly
the major provisions
of the present
program.
Monthly benefits are payable under the program
to retired insured workers at age 65, and reducedrate benefits may be paid to them as early as age
62. Benefits may also be paid to the following
dependents: A wife or dependent husband age 65
or over (or age 62 with a reduction in the benefits) ; children under age 18 or disabled before
age 18; and a wife of any age caring for a child
entitled to benefits. Monthly benefits are payable
to insured workers who have very severe and longcontinued disabilities
and to the dependents of
Upon the death of an insured
such workers.
lvorker, monthly benefits are payable to a surviving widow or dependent widower age 62 or over;
children under age 18 or disabled before age 18;
BULLETIN,

MARCH

1965

:I mother who has such a child in her care ; and
dependent parents age 62 or over. A lump-sum
death payment is also made.
Benefit amounts under the program are related
to the average earnings of the insured worker in
covered employment ; currently,
however, only
the first $4,800 of the worker’s earnings in a year
is included in calculating the average. The minimum benefit payable to a worker who goes on the
benefit rolls at age 65 or later is $40 a month and
t,he maximum is $127 a month. A man and wife
both going on the rolls at 65 or later receive half
again as much. Maximum benefits to a family
based on a worker’s earnings range up to $254 a
month.
Almost everyone who works is covered by social
securit,y. The only major groups excluded from
coverage are self-employed
physicians, Federal
employees under the civil service retirement system, self-employed persons with annual net earnings of less than $400, and farm and household
workers with irregular employment.
Employees
of State and local governments and of nonprofit
organizations may obtain coverage on a voluntary
group basis and almost 80 percent have done so.
Railroad employees, through a coordination of the
railroad retirement and social security programs,
are in effect covered by social security.
The program, then, furnishes basic retirement,
disability,
and survivor protection to practically
all of the American people. The Council believes
enactment of the recommendations
discussed in
the pages that follow will enable the program to
do so more effectively.

SOCIAL SECURITY BENEFIT AMOUNTS

The social security program today is the major
reliance of most of our people for income securit.y
in old age. As indicated in Part II, about onehalf of the older social security beneficiaries have
less than $12.50 a month in continuing retirement
income other than their social security benefits,
and for all but about one-fifth of the beneficiaries,
benefits are the major source of continuing retirement income.2’ With social security benefits the
source of almost all of the regular retirement income received by so many of the older people in
the country and the main reliance of so many
24Seefootnotes 1G and 17, page 16.
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more, it is essential that the benefit structure be
examined from time to time to make sure that
benefits are reasonably adequate.
Benefits for a retired worker (men and women)
alone average only $74 a month ; for an aged
couple, $130. Two-thirds
of the couples on the
benefit rolls are getting less t,han $158 a month.
Even for people now coming on the benefit rolls
at or after age 65, the old-age benefits for men
alone average $103 a month ; for couples, $159.
The Council believes that these amounts are too

counted for benefit purposes. The Council believes
that improvement of the benefits payable at earnings levels above $4,800 for people retiring in the
future through increasing the base is necessary
in order to preserve the wage-related character
of the program and to make it more effective for
the average and above-average earner.
The other recommendations of the Council for
improving
the benefit st,ructure are discussed in
detail in the following pages.

IOW.

In considering how best, within the limitations
imposed by the necessities of financing, to improve benefits for both present beneficiaries and
for t.hose who become beneficiaries in the future
the Council examined the several factors that determine benefit size-the contribution
and benefit
base, the provisions for translating
the record of
credited
annual
earnings
into the “average
monthly earnings” on which the benefit is based,
t.he special provisions
for reduced benefits for
those who retire early, and the structure of the
formula for deriving the monthly benefit from
the average monthly earnings. As a result of its
the Council
is recommending
examination,
changes in three of the four factors and an intensive study of possible changes in the fourth.
The recommendation
of the Council for increasing the contribution
and benefit base is outlined in Part, I of this report (on page 12) because
of its implication
for the financing of the program. Raising the base in line with rising earnings has equally important
implications
for the
benefit structure of the program. Social security
is important to average and above-average earners
as well as to low-paid people. Over the years, the
erosion of the base has meant that the protection
for the higher earner has significant)ly
deteriorated. For example, a man who was earning $3,000
in 1940 had all of his earnings counted and, looking forward to retirement in 1965, could expect
to get a benefit that would equal 21 percent of
these earnings ; in 1965 a man who was earning
$3,000 in 1940, if his earnings rose in proportion
to the rise in earnings generally, will be earning
about $13,000, and under the $4,800 base now in
effect would get a benefit that would equal only
11 percent of his earnings today. Today about
two-thirds
of the regularly
employed men have
earnings above the maximum
which can be
26

1.

The Period for Computing

Benefits for Men

The period for computing benefits (and insured
stakus) for men should be based, as is now the
case for women, on the period up to the year of
attainment of age I%, instead of age 65 as under
present. law, with the result
that 3 additional
years of low earnings would be dropped from the
computation of retirement benefits for men.
The Council
recommends
that the period
used for
computing benefits for men in retirement
cases should be
shortened by 3 years, making it the same as for women.
While retirement
benefits are payable to men and women
at age 62, and while the reduction
rates applicable
where
benefits are taken before age 65 are the same for men
as for women, the average monthly
earnings
for men
are computed
over a period equivalent
to the number
of years
(less 5 years)
up to attainment
of age 65,
whereas for women they are determined
over a period
equivalent
to the years (less 5 years)
up to age 62.
If a man does not work after age 62 his average monthly
earnings and the resulting
benefits generally
will be reduced, but a woman’s failure
to work past age 62 generally has little or no adverse effect on her benefits.25
25 The following
examlJle illustrates
the effect on benefit
amounts of shortening
by 3 years the period over which
a man’s average monthly
earnings
are figured:
A man
who earned $3,000 in each year, 1951 through 1958, became unable to continue at his regular work in 1959 and
his earnings decreased to $1,500 a year in 1959 through
1964. He reached age 62 in 1965. had no earnines in that
year, and took his reduced old-age benefit. Under present
law, only 5 years, including
the 3 years from age 62 to
65 in which he had no earnings,
could be omitted
in
figuring
his average monthly
earnings,
with the result
that he would get a benefit of $68.80 at age 62 (his
average monthly
earnings of $208 would yield an unreduced benefit of $86).
Under the recommendation
an
additional
3 years would be dropped from the computation and his benefit would be $73.60 (based on average
monthly
earnings
of $236 and an unreduced
benefit
amount of $92).
With the general benefit increase recommended
by the
Council the man would get a benefit of $87.20 (based on
an unreduced benefit of 3109) with the shorter ‘computation period, while under the benefit increase alone and
with the present age 65 closing point he would get a
reduced benefit of $82.40.
SOCIAL
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The Council is concerned
about the low benefits payable to men who have been coming on the benefit rolls
before age 66, especially
those whose retirement
has been
involuntary.
Almost one-half
of the men awarded
oldage benefits in the fiscal year 1964 get reduced benefits
because they came on the rolls before age 65, and their
benefits are, on the average, much lower than the benefit
amounts payable to men who come on the rolls at age
65 or after-for
fiscal year 1964 awards,
$75 for men
who came on before 65 as compared to $103 for men who
came on at or after 65.
The reduced benefits which are now paid to men and
their wires who start to get old-age benefits before age
65 are below what they can be expected to live on. As a
result it may be anticipated
that many will sooner or
later have to apply for assistance;
and the role of public
assistance
in providing
income for people who can no
longer work-a
role which has diminished
over the years
as the social security
program
has grown-can
be expected to expand.
The proposal to end the computation
period for men at 62 instead of 65 will alleviate
this
situation.
The Council is not certain, however,
that this change
will improve benefits enough for people who are forced
into early retirement.
It may be necessary later to consider providing
for a smaller-than-actuarial
reduction
in
benefits for people who come on the rolls before age 65.
Provision
for a smaller
reduction,
though,
would
be
relatively
expensive
and could have adverse effects on
private
pension plans.
It might also have effects on
retirement
policies and on the general patterns
of work
and retirement
in the later years of life.
Because
of the importance
of such a change, the
Council does not want to make any recommendation
on
the basis of the present
limited
experience
with
the
age-62 actuarial-reduction
provision
for men. The provision permitting
men to get benefits at 62 was enacted in
1961, and available
data, much of which relates only to
the year 1962, may not be representative
of the ongoing
situation.
The Council recommends
that the Social Security
Administration
continue
to collect
information
about the people who come on the benefit rolls before
age 65. The information
should include data relative
to
both their past work experience
and their current financial situation,
and should provide answers to such questions as the following:
how many have been regular
full-time
workers
over the greater
part of their lives,
and how many have been only intermittently
or casu+lly
employed;
how many have been the primary
earners in
their
families,
and how many have been secondary
earners;
how many are unskilled
workers,
how many
have skills that have become obsolete because of technological
or economic change, and how many have skills
that are still useful md in demand;
and how many are
retiring
voluntarily,
how many are being forced to retire,
and how many have already
been out of employment
for some time.
Shortening
by 3 years the period for computing benefits
for men will, of course, benefit men who retire at or after
age 66 as well as those who retire before age 65; it will
also result in the payment
of higher benefits in some
cases to the dependents
of retired
men and to the survivors of men who die after reaching
age 62. The proposal will also make payable more quickly, as far as men
are concerned, the higher benefits that will become possible with the increased contribution
and benefit base that
is being recommended
by the Council.
The reason why
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this happens is that with a computation
period shorter
by 3 years than it would be under present law, fewer
years prior to the effective
date of the new base would
have to be included in the computation
and the average
monthly earnings would consequently
be higher.26

2.

A General

Increase

in Benefits

A general increase in benefit amounts, accomplished by a change in the way the benefit formula
is constructed, should be provided to take into
account increases in wages and prices since the
Just general benefit increase in 1958, and the maximum on monthly family benefits should be related to earnings throughout the benefit range.
The Council
recommends
a general
benefit increase
which will average about 15 percent but which will be
accomplished,
not by increasing
each benefit by 15 percent, but rather by a change in the way the benefit formula is constructed.
About half of the 15 percent will go
to restoring
the purchasing
power of the benefits, taking
account of increases in prices since 1958, the time of the
last general benefit increase.
The remainder
will be used
to adjust in part to the increase in earnings
that has
taken place and so improve the real value of the benefits.
The Council believes that while the increase to make
up for the increase in the cost of living,
amounting
to
about 7 percent, should be applicable
at all benefit levels,
the improvement
in the real value of the benefits should
not be uniformly
applicable
at all levels.
Instead of the large increase in the percentage
factor
applicable
to the lower part of the average
monthly
earnings that would arise from such a uniform
application, the Council
proposes to increase
the amount
of
average monthly
earnings
to which the heavier weighting applies.z7 The purpose of having a weighted formula
is to give recognition
to the fact that the lower-paid
worker
and his family
have less margin for reduction
of their income and are less likely
to have other re26 For example, take the caee of a man who has always earned at or above the maximum
taxable level and
who attains
age 65 and retires
on January
1, 1971.
Assuming
that the Council’s
recommendations
with respect to the contribution
and benefit base and the benefit
formula
were enacted, but the years up to 65 had to be
used in computing
the average monthly
earnings,
this
man’s averaee would be figured over his highest 15 years
of earnings-after
1950 and thus would be based -on 3
years of earnings at $4,200, 7 years at $4,800, 2 years at
$6,000, and 3 years at $7,200. His average monthly earnings would be $443 and his benefit would be $153. If, on
the other hand, the recommendation
for dropping
out 3
more years in such cases is adopted, the 3 years in which
his earnings were $4,200 would be dropped from the commutation. his average monthly
earnings
would be $446
&d his monthly benefit would-be $X8.27 In order to provide a larger benefit relative
to earnings for lower-paid
people than for higher-paid
people,
social security
benefit amounts have always been based
on a formula
that is weighted
to pay a relatively
larger
percentage
of average earnings
up to a certain amount
and a smaller percentage of earnings above that amount.
The formula
underlying
the benefit table now in the law
is 58.85 percent of the first $110 of average
monthly
earnings and 21.4 percent of the remainder.
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sources than high-paid
workers;
and the level of earnings that marks what can be considered
a lower-paid
worker goes up as earnings go up generally.
In recognition of this fact, the amount of average monthly
earnings to which the higher percentage applies was increased
from the original
level of $50, set in 1939, to $100 in 1950
and to $110 in 19.54. In view of the increase in wages
that has occurred since 1954, when the amount was last
changed, the Council believes that in effect the definition
of what constitutes
a low-paid worker should be changetl
again by an increase in the level of earnings
to which
the higher percentage
is applied, and the Council recommends an increase from $110 to $188.28
The reason for not applying
more than a 7-percent
cost-of-living
increase
at the lower
levels of average
monthly earnings is that the increase at average monthly
earnings below, say, $100 would go mostly to people who
have not worked regularly
under the program, and whose
benefits are already almost 5s large for 5 couple as the
earnings on which the benefits are based.
Although
no substantial
increase
should be made in
the percentage
factor applying
to the lower part of the
average monthly
earnings,
since this would tend to increase benefits for people who work under the program
only part time, such as people who spend most of their
lives as Federal workers, as housewives,
or in noncovered
State and local government
employment,
the Council does
favor improving
the situation
for the low-paid
worker
who is regularly
covered.
The Council believes that if
the social security
program is to do an adequate job as
the basic system proviclin g retirement
income, one goal
must be that such a low-paid
worker
will get benefits
high enough so that he will not have to turn to public
assistance
to meet regular
living
expenses.
Low-paid
workers
are not likely
to have significant
savings
or
private pensions;
and in the absence of adequate social
security
benefits,
most of them will have to turn to
assistance
to supplement
their benefit income.
In the
opinion
of the Council
supplementation
of benefits by
assistance
on a large scale to meet regular
recurring
expenses is undesirable.
The goal should be to have
social security
benefits
meet regular,
ordinary
living
expenses and to have assistance
serve as a backstop to
meet special and unusual
needs. The Council
believes
therefore
that the level of benefits should be such that a
regular
full-time
worker
at low earnings
levels will
ordinarily
not have to apply for assistance.
Under present law, if a worker
has average monthly
earnings
of $200 5 month (the equivalent
of full-time
earnings at the Federal minimum wage) he and his wife
will get a retirement
benefit of $126 starting
at age 65.
Forty-one
of the fifty
States have old-age assistance
standards for a couple that are higher than $126 a month
(not counting
any allowance
made for medical
care),
and the median standard
for a couple is $147 a month.
With the benefit increase that the Council is recommend28 The result of the Council’s
recommendation
for a
change in the level of earnings to which the higher percentage is applied
is that benefit amounts
payable
at
average monthly
earnings
above $l%
(and up to the
present maximum
average
monthly
earnings
of $400)
will be increased by a flat amount of about $17 (see table
Above the present
maximum
average
on page 28).
monthly earnings of $400, of course, the increase in the
contribution
and benefit
base will
gradually
produce
benefits, for those who pay on the higher base and retire
in the future,
that will be considerably
more than $17
above the present maximum
benefit of $127.
28

ing, a worker earning $200 a month and his wife would
get total monthly
social security
benefits of $151.~0, an
miount
that woulcl be more than or within a few dollars
of the assistance
standards
of 30 of the 50 States.
\\‘orkers
who earn more than minimum wages would of
course get higher benefits.
The following
tables illustrate
benefit amounts
that
would be payable under the Council’s
recommendations
for changing the method of computing
the benefits.
The
effect of the Council’s recommendation
for increasing
the
contribution
and benefit base is also shown in the tables.
Benefit amounts payable to a retired worker who comes on
the benefit rolls at age 65 or overunder present law and under
the Council’s recommendations
AVW3CP

Primary insurance amounts

Percent replacement of
average monthly earnings
--

Present law

Present law

monthly
earnings

I

I
$67 ‘. .... .._.._ ..
100..............
llO’.............
124 3-....-.......
155’.-. .._.._ ....
200 . ..-..........
300 ..............
400 5_............
500 ..............
600” .............

Proposal

_$g

$40
2
68

59.7
59.0
59.1
54.8
47.7
42.0
35.0
31.8
25.4
21.2

:3”

91
101
122
144
165
6 186

i:
105
5 127
5 127
J 127

i

Proposal
64.2
63.0
296
53.7
50.5
40.7
36.0
33.0
31.0

1 The highest amount of average monthly earnings on which the minimum
benefit of $40 is payable under present law.
XThe highest amount of nvera~e nlonthly earnings to which the higher
percentage in the benefit fornlula in present law is applied.
s The slnallest amount of average monthly earnings to which the recommended forlnula applies; at all lower average monthly earnings levels the
‘I-percent increase is larger.
’ The highest amount of average monthly earnings to which the higher
pcrcentago in the formula would be applied under the Council’s recommendation.
5 The mex-imum under present law.
6 The maximum under the $7,200 contribution and beneflt base which the
Council recommends go into effect in 1968.

Benefits payable to a married couple coming on the benefit
rolls at age 65 or over under present law and under the
Council’s recommendaticns
i\veraee
monttiiy
earnings

$67’..- . . .._ -._.
loo...-.....-..-.
110~.~...........
124 f _.__ . . . ..__.
155’...-.....-...
zoo..............
300.........-....
4005........-...
500.........-....
6006........-....

Percent replacement of
average monthly earnings

Benefit *mount
--

--~
Present law

Ti::
97.50

102.00
111.00
126.00
157.50
5 190.50
5 190.50
5 190.50

Proposal

Present law

%44.z

105:oo
109.50
136.50
151.50
183.00
216.00
247.50
5 279.00

89.6
88.5
88.6
82.3
71.6
63.0
52.5
47.6
38.1
31.8

Proposal
96.3
94.5
95.5
88.3
8&l
75.8
61.0
54.0
49.5
46.5

* The highest amount of average monthly earnings on which the minimum
benefit of $40 is payable under present law.
z The highest amount of averwe monthly earnings to which the higher percentage in-the benefit formula in present-law is applied.
S The smallest amount of averwe monthlv esrnines to which the recommended formula applies; at all lo&r average monthly earnings levels the 7percent increase is larger.
4 The highest amount of average monthly earnings to which the higher
percentage in the formula would be applied under the Council’s recommendation.
5 The maximum under present law.
6 The maximum under the $7,200 contribution and beneEt base which the
Council recommends go into effect in 1968.

The Council recommends also that the method of determining family maximum benefits be changed. At present,
over a wide range of average monthly
earnings
at the
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higher levels, the maximum family benefit is a flat dollar
amount unrelated
to the average monthly
earnings
on
which the individual
benefits
are based.29 Under the
Council’s re~olliinenrlation
the family maximunl
would no
longer have a flat dollar limit but would be determined
by a weighted formula
under which the family maximum
at the higher earnings
levels, as well as at the lower
levels, would be related
to previous
average
monthly
earnings.“0 Such an approach would get away from a fixetl
dollar limit yet would continue to avoid the payment of
excessively
large family
benefits at the higher earnings
levels.
This new approach
was embodied
in the omnibus
social security
bill that passed both the Senate and the
House of Representatives
in 1964, but did not become la\\
because the Conference
Committee
was unable to agree
on other provisions
in the bill.
The following
table illustrates
family maximum benefit
amounts
that would
be payable
under the Council’s
recommendations
:
Maximum
family benefits payable under
under the Council’s recommendations

present

law and

Family maximum
Average monthly

earnings

_---_
Present law
__---

___---_-----__
$67 I_____................-----..-..--........
100.._. ._._........__
...... .._.__....___._..1102................--.......--........-~-..-.
____.___._._...._.._...
1245...- ..............
155’..................-------....--......-...
200.... ..___...._...___.......-..... .__....--.
300.__. _.__ ....... .._._ ..... ._ ........
__....-.
400”........~........--......................
500. .._ ..... __._......._ _..............
._....- 600’....................--...-.---.....--....

%:: ii
97.50
102.00
124.00
161.60
240.00
5 254.00
s 254.00
5 254.00

PrOpOSal
____-

136.50
161.60
240.00
320.00
360.00
6 400.00

1 The highest amount of average monthly earnings on which the minimum
benefit of $40 is payable under present law.
2 The highest amount of average monthly earnings to which the higher
percentage in the beneRt Iormuls in present law is applied.
a The smallest amount of average monthly earnings to which the recommended formula applies; st all lower sverage monthly earnings levels the 7percent increase is larger.
4 The highest amount of average monthly earnings to which the highor
percentage in the formula would he applied under the Council’s recommendation.
5 The maximum under present law.
4 The maximum under the $7,200 contribution and benefit base which the
Council recommends go into effect in 1968.

3.

The Maximum
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Death

Payment

The ~II~~I;X~~IIWIII
~UIII~-ML~ detcth pcryment shou7d
not be set in term of an absolute dollrrr limit but
mther should be the smne II.V the highext family
wmimum month7y benefit.
I’nder
present law the lump-sum
death payment
is
equal to 3 times the primary
insurance
amount of the
deceased worker
but it may not exceed $255. The $255
limit
on the masimum
lump-sum
death payment
was
established
by the Congress in 1952 and it has not been
changed since that time. This limit, which applies at all
levels of primary
insurance
amounts above $83 (average
monthly
earnings
levels above $207), is becoming
increasingly
outdated
because it is unrelated
to earnings
levels or benefit amounts and has not been increased
as
earnings
levels have risen or as monthly
benefit levels
have been increased.
Since 19.5% the Consumer
Price Index has risen by
more than 16 percent.
>\iore significantly,
over the same
period the average cost of an adult’s funeral has gone up
at least 30 percent;
and medical costs, much of which
in the case of the last illness is likely to hare to be met
from the estate, or by the survivors,
hare increased
almost 50 percent.
The Council believes that the lump sum should not be
subject to a dollar limit that is allowed
to remain stationary
when other provisions
of the law are changed,
but rather that the dollar limit should be adjusted with
other provisions
of the la\v as earnings levels rise. The
Council recommends
specifically
that the provision
governing the amount of the maximum lump sum be changed
from the present one prescribing
an absolute dollar limit
of $255 to a provision
that the maximum lump sum shall
be equal to the highest family maximum monthly benefit.
Lump-sum
death payments
up to the new maximum
would continue to be equal to 3 times the primary
insurance amount.
And the maximum
lump smll would increase whenever the maximum family benefit is increased
so that it would not remain stationary
in the future as it
has over the past 12 years.

DEPENDENTS’
29 Specifically,
the maximum family benefit under present law is $254 (twice the maximum
benefit payable to a
retired
worker)
or 60 percent of the average monthly
earnings
(but it is not permitted
to reduce the family
benefits to less than lyz times the worker’s
primary
insurance
amount).
The $254 limit applies at all levels
of average monthly earnings above $314.
30 Specifically,
the family
maximum
would be 80 percent of the average monthly
earnings up to the point at
which
the average
monthly
earnings
amount
is twothirds of the maximum possible average monthly earnings
under the contribution
and benefit base specified in the
law. The family maximum
at earnings levels above this
breaking
point would be increased
by 40 percent of the
amount
of the average monthly earnings over the breaking point.
For example, if the contribution
and benefit
base were $6,000 the family
maximum
would be 80 percent of the average monthly
earnings at earnings levels
up to $333; at earnings levels between $333 and $500 it
would be 80 percent of the first $333 plus 40 percent of
any additional
average monthly
earnings,
so that at the
$500 level the maximum
would be $333, or two-thirds
of
the average monthly earnings to which it applies.

Lump-Sum

AND SURVIVORS’

BENEFITS

Since the decision in 1039 to provide family
protection--that
is, to protect tllose wl10 norrnnlly
depend on the worker for support as well as the
worker himself-Congress
has provided benefits
in most, situittions where it is necessary and appropriate to replace the support lost by a dependent, or survivor as a. result of the retirement, disability, or dent11 of the worker. The Council has
concluded, however, that there are n few additional dependency situations for which protection
should be provided.

4.

Children

Benefits

Over Age 18 Attending

should

be payable

School

to a child

until

he
29

reaches age %5’, prokded
the child
school between ages 18 and .9.2.

is attending

Benefits under the social security
program
should be
paid to a child as long as it is reasonable
to assume that
he is dependent on his family.
Under the present law,
child’s insurance
benefits
(except for a disabled child)
are payable only until age 18, presumably
on the theory
(not an unreasonable
one at the time that benefits were
first provided for children by the 1939 amendments)
that
by age 18 a child can be expected to support himself.sl
With the growing importance
of education
in modern life
it is becoming increasingly
clear that this is not a reasonable expectation.
Today at least some education
beyond high school is rapidly
becoming part of our general
level of living and will increasingly
be necessary because
of rapid technological
advancement
and the growth
in
the number of professional,
technical,
and other jobs
requiring
higher levels of education. As a consequence the
period of dependency
of children
has been lengthening.
There is precedent in other Federal programs for paying benefits to children
after they reach the age of 18
while they are in school.
The civil service retirement
program
generally
pays benefits up to the end of the
academic
year in which
the student
reaches age 21.
Under three veterans’
programs-the
dependency
and
indemnity
compensation
program,
the non-service-connected death pension
program,
and the war orphans
education
assistance
program-a
child may get benefits
after he reaches age 18 while he is attending
school.
Under an amendment
enacted in 1964 to the program of
aid to families
with
dependent
children
the Federal
matching share in assistance payments may be continued
up to age 21 where a child is attending
a high school or
a vocational
school.
The Council does not recommend that mother’s benefits
be made payable to a mother where the only child getting
benefits is age 18 or over and is getting benefits on the
basis of being a student.
Benefits are paid to a wife or
widow under age 62 who has a child in her care if she
does not have earnings from work above specified limits,
in recognition
of her need to stay at home to care for
the child. Where the only child is age 18 or over there
is not the same reason to pay mother’s
benefits, since
there is no need for the mother to stay home to care for
the child.
An amendment
similar
to that recommended
by the
Council, to continue social security benefits after a child
reaches age 18 when the child is still in school, was
passed by both houses of Congress in 1964 but failed to
become law because the Conference
Committee
was
unable to agree on other provisions
in the omnibus bill.

limited period after either of these events, should
be entitled to widow’s benefits regardless of her
age.
The Council believes that the disabled widow, like the
widow who is aged 62 or over or the widow who has a
child of the deceased worker
in her care, needs benefits
when her husband dies. The Council
therefore
recommends that benefits be paid to the widow so disabled that
she cannot work-provided,
however,
that she was disabled at the time of her husband’s death or before her
youngest child reached age 18, or within a limited period
after either of these events.
The widows
who would be protected
are those who,
when their husbands die, suffer a loss of support and
who, because they are disabled themselves,
have no opportunity
to work and thus to substitute
their own earnings for that loss of support.
On the other hand, the
Council does not believe it would be in keeping with the
purpose of the program
to pay widow’s
benefits on account of disability
to a woman whose disability
occurred
after she could have reasonably
been expected to have
worked long enough to earn disability
insurance
benefits
in her own right.
For example,
it would not seem of
high priority
to pay widow’s
benefits to a widow
who
was, say, 30 years old and childless when her husband
died and who did not become disabled until many years
later. Such a widow would most likely have gone to work
and earned disability
protection
in her own right, and,
if she had not worked after she was widowed,
it would
seem unreasonable
to pay her a benefit on the grounds
that a physical
or mental impairment
that developed
later in life was preventing
her from working.
A theoretical
case can also be made, perhaps, for providing benefits for other disabled dependents
(almost all
of them would be disabled wives who are under age 62)
of retired
or disabled workers.
However,
it cannot be
assumed that younger
wives of older retired
men and
wives of disabled men look to employment
for support to
anywhere
near the extent that widows do. Thus extending the group of disabled dependents
to include wives
would result in the payment
of benefits in many cases
where the couple had not experienced
any loss of earned
income as a result of the disability
of the wife.
Considering
this fact, the Council
believes that additional
information
is needed to determine
whether it would be
desirable
to pay benefits to disabled
wives as well as
widows.

6.
5.

Disabled

Widows

The disabled widow of an insured worker, if she
became disabled before her husband’s death or
before her youngest child became 18, or within a
31 Under the 1939 provision,
benefits could not be paid
to a child over 16 for any month in which he was not
regularly
attending
school unless school attendance
was
not feasible;
the school attendance
requirement
was
repealed in 1946.
30

Definition

of Child

be paid benefits based on his
without regard to whether he
a child under State inheritance
was supporting the child or had
a legal obligation to do so.

A child should
father’s earnings
has the status of
laws if the father

Under present law, whether a child meets the definition
of a child for the purpose of getting child’s insurance
benefits based on his father’s
earnings
depends on the
laws applied in determining
the devolution
of intestate
personal
property
in the State in which the worker
is
SOCIAL
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domiciled.
The States differ considerably
in the requirements that must be met in order for a child born out
of wedlock to hare inheritance
rights.
In some States a
child whose parents never married
can inherit
property
just as if they had married;
in others such a child can
inherit property
as the child of the II~II only if he was
acknowledged
or decreed to be the man’s child in accordance with requirements
specified in the State lam; and
in several States a child whose parents never married
cannot inherit
his father’s
intestate
property
under any
circumstances.
As a result, in some cases social security
benefits must be denied even where a child is living with
his mother and father
in a normal family
relationship
and where neither the child nor his friends and neighbors
have any reason to think that the parents were never
married.
The social security program is national
in scope, corering the worker without
regard to the State in which he
resides, and the program is intended to pay benefits as a
partial
replacement
of lost support to those relatives
of
the worker who normally
look to him for support.
The
Council believes that in such a program whether a child
gets benefits on the earnings record of a person who has
been determined
to be his father and who has an obligation to support him should not depend on whether he can
inherit
that person’s intestate
personal
property
under
the laws of the State in which the person happens to live.
There is precedent
in the veterans’
laws for paying
benefits to children
who do not meet the definition
of
“child”
under State law. Under the veterans’
program
the child of a veteran
may get benefits regardless
of
State law if the veteran had acknowledged
the child in
writing,
or had been ordered by a court to contribute
to
the child’s support,
or before his death had been judicially decreed to be the child’s father,
or is shown by
other satisfactory
evidence to be the child’s father.
The
Council
believes
that
a similar
provision
should
be
included in the social security
program.

DISABILITY

BENEFITS

Disability
insurance is the newest part of the
social security program, having been established
by amendments enacted in 1954 and 1956. Since
then, this part of the program has been improved
by providing
benefits for the dependents of disabled workers and by extending disabilit,y protection-as the original provisions did not-to
workers at, all ages. As a result it has played a growing role in meeting the needs of the disabled. The
Council believes that this development
should
continue as experience with the program grows,
and recommends that, two improvements be made
at this time.
The Council recognizes that there is ground for
considering st,ill other changes in the program,
$nce there are many totally disabled people who
face the prospect of having their resources deBULLETIN,
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pleted during periods when they are not, eligible
to receive benefits under either private plans or
the social securit.y syst,em. The Council is aware
that such consideration will be enhanced by several studies now in progress or being planned by
the Social Security Administration
which will
produce additional information
on, for example,
the characteristics
of applicants who are denied
social security disability benefits, the income and
other financial
resources of severely disabled
people, and the extent to which social security
disability beneficiaries are dependent upon public
assistance. The Council believes that these studies
may point up the need for further consideration
of proposals to eliminate gaps in the protection
now afforded totally disabled people.

7.

Young

Disabled

Workers

Young workers who become
their eligibility
for benefits
basis of a test of substantial
ment that is appropriate for

disabled should have
determined on the
and recent employsuch workers.

Under present law, in order to be eligible for disability
benefits, a worker
must meet a requirement
of 5 years
of work in the lo-year
period before he became totally
disabled.
This requirement
assures that the benefits will
be paid only to people who hare both substantial
and
relatively
recent employment.
However,
the effect of
the 5-years-of-work
requirement
on a worker
disabled
while young is to make it difficult, or even impossible, for
him to get disability
benefits.
For example, the worker
who becomes totally
disabled at age 25 and who started
to work at age 21 has a total of only 4 years of covered
work and therefore
cannot meet the requirement.
The restriction
of disability
insurance
protection
to
workers
who have had substantial
and recent employment can be achieved for younger workers
by an alternative provision
under which a worker
disabled before
age 31 would be eligible for benefits if he had been in
covered work for as least one-half of the period between
age 21 (the age from which fully insured status is figured
under present law) and the point in time at which he
became disabled, or, in the case of those becoming disabled before age 24, for at least one-half of the 3 years
preceding
disablement.32
32 Under this proposal, a worker who becomes disabled
before attaining
aee 24 would have to have been in
covered work 6h sears in the 3-year period before he
became disabled;
a worker
who became disabled
after
age 24 and before age 31 would have to have been in
covered work half the time after age 21 and before
becoming disabled ; and a worker
who becomes disabled
after age 31 would, just as under present law, have to
have been in covered work for 5 out of the 10 years
before he became disabled.
31

This provision
would be somewhat
similar
to a provision now in the law under which
the survivors
of a
worker
who died while young can qualify
for benefits
even though he had only a short period of covered work.

8.

Rehabilitation

of Disability

Beneficiaries

The social security progrtrm shou7d yoy the costs
of rehnbilitation
for disability
beneficiaries likely
to be returned to gainful 1cor7cthrough such help,
with the rehabilitation
ser~~ices being provided
through Stnte vocationnl whabilitcrtion
clqencies.
Disability
insurance
beneficiaries
show less potential
for rehabilitation
than people who, though disabled,
do
not meet the strict definition
of disability
in the social
security
law. Iiecause the beneficiaries
have less potential, rehabilitation
services
for them may be given a
relatively
low priority
by the State vocational
rehabilitaon funds and
tion agencies, and because of limitations
therefore
on the extent of services that can be offered by
the agencies, some beneflcaiaries
who could profit from
rehabilitation
services do not get them.
The Council believes that those disability
beneficiaries
who can reasonably
be expected to be returned
to gainful
employment
through
rehabilitation
services
should get
such services. Increasing
the number of disabled workers
who are rehabilitated
would benefit not only the people
involved but also society in general. For the rehabilitated
person the gain would not on1.v be increased income but
to a
flowin g from his restoration
also the satisfaction
useful economic role in society.
The Council
recommends,
therefore,
that money be
made available
from the social security
trust funds to
finance the rehabilitation
of selected disability
beneficiaries.
The expenditure
of social security
funds
is
clearly justified
so long as the savings from the amount
of benefits that would otherwise
hare to be paid esceed,
or at least equal, the money paid from the trust funds
for rehabilitation
costs. It is wasteful
and shortsighted
for the soGal security
system to be paying benefits to
disabled persons if a lesser expenditure
of funds would
assure their return to work.

ELIGIBILITY

FOR BENEFITS

9.

Status

Insured

The Council recommends retention of a repuirement of covered work as a test of eligibility
for
benefits, und box no major changes to recommend
in the present proviGons.33
~3 As previously
indicated,
the Council is recommending a cilange in the disability
insured status requirement
as it applies to young workers and a change from age 65
to age 62 in the ending point for determining
fully
insured status for men.
32

The present requirement
of a “fully
insured”
statuscovered work for a period of time equal to about onefourth
of the time after 1950 (or age 21, if later)
and
up to death or retirement
age-is,
in the opinion of the
(‘onneil,
a reasonable
one.34 Some prescribed
requirement of attachment
to covered work is essential under a
program which pays a substantial
minimum benefit. The
present
requirement
makes the program
effective
for
older workers
in the early years and, at the same time,
gives equitable
treatment
to those nom young, since the
short-run
requirement
for fully insured status (1 quarter
of coverage for each 4 quarters after 1930) is comparable
to the long-run requirement
(10 years out of a working
life of 40 years or so). The alternative
requirement
for
survivor
benefits,
the “currently
insured”35
status requirement
in present law, serves well as a test of deThe Council
pendence upon covered earnings for support.
believes that both requirements
for old-age and survivors
insurance should be retained as they are, except that the
end point for determining
fully insured status for men
should be changed from &5 to 62, as recommended
in the
section of this report on benefit amounts (page 26).
In connection
with its consideration
of the work requirements
of the program, the Council has given attention to proposals for paying minimum
benefits, financed
either from social security
funds or from general revenues, to older people who have not met these requirements. Whatever
theoretical
merit these proposals might
have had at an earlier
stage in the development
of the
program, there do not seem to be persuasive
reasons for
adopting any of them now. Only about 15 percent of the
aged today are unprotected
by social security
and this
figure is becoming smaller all the time. Over 90 percent
of the people now reaching age 65 are eligible for benefits
and, over the long run, virtually
everyone who was defor benefits.
About 50
pendent on earnings will qualify
percent of the 2.7 million
aged persons not under social
security or railroad
retirement
are getting old-age assistance, and the payment
of minimum
benefits
to them
would in effect be substituting
either
general
revenue
funds or social security funds, depending on the particular proposal, for a portion of the Federal-State
payments
which they are getting now, without
removing very many
from the assistance
rolls.
Another
20 to 26 percent of
those not eligible for szcial security
benefits are beneficiaries of other governmental
retirement
systems or of
veterans’
programs
and additional
numbers are in gorernmental
institutions.
34 More specifically,
to be fully insured a person must
have at least as many quarters
of coverage
(earned at
any time after 1936) as the number of years elapsing
after 1950 (or after the year in which he attains age 21,
if later)
and up to the year in which he reaches age 65
(G2 for women),
becomes disabled,
or dies, whichever
occurs first.
(For most kinds of employment
a person
acquires 1 quarter of coverage for each calendar quarter
in which he is paid $50 or more in wages;
generally
speaking, a person acquires 4 quarters
of coverage for
each year in which he is covered as a self-employed
person.)
The minimum
requirement
for fully
insured
status is 6 quarters
of coverage;
the maximum
is 40
quarters of coverage.
x A person is currently
insured
if he has approximately I’/2 years of covered work out of the 3-year period
immediately
preceding his death or entitlement
to benefits. In death cases, child’s benefits, mother’s
benefits,
and a lump-sum death payment can be paid if the worker
was currently
insured
even though he was not fully
insured.
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Since the remaining
problem
is now so small, the
Council
believes
it is undesirable
to risk the lmblic
misunderstanding
that might result from such it “blanketing-in.”

10.

Retirement

Test

The provision
in tAe law that prevents the pc~yment of benefits to a person with suhatantial ecwnings from current
work-the
Tqetirement test-is
e.usentiui! in a progwm
designed
to r~plcrc~2 lost
work Gncome and should be retained.
The purpose of social security
benefits is to furnish
;I
partial replacement
of earnings which are lost to a family
because of death, disability,
or retirement
in old age.
In line with this purpose the law luovides that, generally
SlJeaking, the benefits for which a worker, his dependents,
and his survivors
are otherwise
eligible are to be withheld if they earn substantial
amounts.
If benefits were paid without
a test of retirement,
the
cost of the program would be substantially
increased and
the combined additional
contributions
which would have
to be paid by employers
and employees
to support the
provision
would amount to nearly 1 percent of covered
earnings.
In 1964 about $2 billion in additional
benefits
would have been llaid, and most of this money would
have gone to those who are working
full-time
and generally earning as much as they ever did. The great majority
of the older people who are eligible
for benefits-those
who are unable to work, those who can do some work
but cannot earn more than $1,200 a year, and those who
are aged 72 and over and therefore
no longer subject to
the test-would
not be helped by elimination
of the test.
Indeed they might be hurt;
the increased
cost might
well stand in the way of improvements
which would be
of help to them. Thus if the concept of partially
replacing work income lost through
retirement
were dropped
and a straight
annuity
concept adopted, the costs would
be incurred mostly to pay benefits to those fortunate
older
people with regular
jobs at the expense of all the rest.
The test of retirement
is essential
to implement
the
purpose of the program-insurance
against
the loss of
earned income.
It is not to be confused with a test of
individual
need or income. The Council believes it is of
the greatest importance
that benefits continue to be paid
without
regard to the nonwork
income or assets of the
beneficiary.
Only by paying benefits without
regard to
nonwork
income can the program continue to sustain the
motivation
of the individual
to save on his own and to
buy private insurance.
Only in this way can the partnership of social security
with
private
pension plans be
continued.
Moreover,
it is the absence of any test of
need or income that, together with the concept of earned
right, gives the program
its distinctive
character
as a
program of self-support
and self-reliance.
The Council has not only considered the desirability
of
retaining
the test of retirement,
but has evaluated
various alternative
ways of liberalizing
the test. The Council
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recognizes
that the present test does discourage
some
lbeople who are retired from their regular jobs from earning as much as they could, or would like to, in part-time
or irregular
employment.
Because only $1 in benefits is
withheld
for each $2 of earnings
between $1,200 and
$1,700, additional
earnings
always
means more total
income from benefits and earnings up to that point, but
above $1,700, a person loses $1 in tax-exempt
benefits for
each $1 of taxable
earnings.
Because his earnings
are
reduced by the amount of income tax he must pay, while
the benefits he foregoes would not have been taxable, he
may be worse off financially
as he earns more. Even
those who, because of extra exemptions
or extraordinary
medical expenses, for example, do not have any income
tax liability
may be worse off financially
because they
must pay the social security
tax on their earnings
and
because of expenses connected
with working.
If the limit
on the Sloan of earnings
to which the
Q-for-$2
adjustment
applies were raised, people would
not be faced with a financial
deterrent
to earning somewhat more than $1,700 a year, and there would be relntirely little increase in the cost of the program.
On the other hand, if the limit
were extended
very
far and at the same time the benefit formula were liberalized and the benefit and contribution
base raised as the
Council recommends,
people would be able to earn guite
high amounts and still get some benefits.
Por example,
if the present $1,700 figure were extended
as far as
$3,000 (and if the benefit increases recommended
by the
Council were adopted)
a person getting benefits for himself and his wife based on average earnings of $6,000 a
year would be able to earn $5,000 and still get some benetits. And such a substantial
liberalization
of the test
would increase substantially
the number of people who
at their regular
jobs and get
could keep on working
benefits.
On balance, while the Council does not recommend any
change in the retirement
test, it believes that if nerertheless a change were to be made it would be best to go a
limited
way in the direction
of extending
the $l-for-$:!
band.

EXTENDING THE COVERAGE
OF THE PROGRAM

Practically
all working people are now covered
by social security. At any given time the employment of nearly 9 out of 10 people in the paid
labor force is covered. Of the employment which
is not covered, about one-half is that of governmental employees-Federal,
State and localalmost, all of whom are covered under governmental staff retirement systems. Almost two-fifths
of the employment not covered is that of people
who work irregularly-part-time
household and
farm work performed by people (in many cases
housewives, school children, or retired persons)
who do not meet the relat,ively low earnings tests
required for coverage in these employment areas,
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or self-employment
by people who earn less than
$400 in a pa,rticular year. The other major exclusion is self-employment
in the practice of medicine. Approximately
l?‘O,OOOdoctors have their
self-employment
earnings in the practice of medicine excluded from coverage. In addition, a very
substantial part. of the work income of one group
of covered workers, those who customarily receive
tips in the course of their employment,
is not
subject to tax nor creditable toward benefits, and
as a consequence, the social security protection of
these workers is inadequate.
The changes in the coverage provisions of the
program which the (louncil recommends would
extend coverage to the self-employment
earnings
of physicians, provide social security protection
for Federal employees when they are not eligible
for civil service retirement benefits, facilitate the
coverage of additional
State and local government employees, and provide social security credit
for tips.
To the extent feasible, everyone who works
should be covered by the social security program.
Every occupational
group contains substantial
numbers of people who at, one time or another will
need the protect,ion of t,he program and it, is impossible to foresee, over the course of a lifetime,
who will and who will not have this need. Moreover, all Americans have an obligation to participate, since an effective social security program
helps to reduce public assistance costs, and reduced public assistance costs mean lower general
taxes. There is an element of unfairness in a
situation where practically all contribute to social
security while a few profit from the tax savings
but, are excused from contributing
to the program.
It is essential that the coverage of the program
remain on a compulsory basis. If coverage were
voluntary, the program could not effectively carry
out its purpose of providing basic protection for
all. The improvident
would not be inclined to
elect coverage. Many workers who have great
need for protection and limited opportunity
to
acquire it through private
means-low-income
workers, workers with large families and workers
in poor health-would
choose not to pay social
security contributions
because of pressing day-today needs. Moreover, permitting
individual
voluntary coverage would increase program costs
and give those allowed such coverage an unfair
34

advantage over workers who are covered on a
compulsory basis.
Social security w-as designed to operate under a
benefit structure which would protect all Americans and their families regardless of the worker%
age, the size of his family, or any ot,her factor
which might, make the value of the protection
high in relation to the worker’s own contributions.
Because social security is financed in part by employer contributions,
it can provide in virtually
all cases protection worth more than the employee
contributions
and still take care of the higher-cost
risks, such as older workers and workers with
large families
(where the protectZion provided
may be much more valuable than the contributions). This type of benefit struct,ure, which is
highly desirable from the standpoint of enabling
the program to accomplish its goals, is practica1
only under compulsory coverage. Only through
compulsory coverage can there be assurance that
those covered will include not only the high-cost
risks but also the lower-cost risks. And only in
a system that provides for compulsory coverage
of employees is it reasonable to require employer
contributions
to help finance the benefits. If employees could choose to be covered or not to be
covered by social security, employers would have
good grounds for resisting any requirement that
they pay contribut,ions on the earnings of those
employees who elected not to participate.
It,
would not be practical, on the other hand, to require an employer to contribute with respect, to
only those of his employees who elected coverage.
Aside from the constitutional
question of whether
a tax can be imposed on one party as a result of
a voluntary
choice of another, such a provision
would create an undesirable economic incentive
to employ workers who chose not to be covered.
The only provision now in the program for
individual
election of coverage is that applying
to ministers, and the general objections to voluntary coverage have been borne out in the experience with this provision.
Coverage has been
elected by a large proportion
of those ministers
who are approaching
retirement age-ministers
who can confidently
expect a large return for
their social security contributions.
On the other
hand, the proportion
of younger ministers who
have elected coverage is not nearly as large. Thus
the net effect on the trust funds is unfavorable in
comparison with the cost of the general comSOCIAL
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pulsory coverage of the program.3” The Council
strongly
recommends against adoption of any
changes that would make social security coverage
voluntary for additional groups.
The Council is not recommending any changes
in the minimum earnings required for coverage
of work in household and farm employment and
self-employment.
There are difficult administ,rative problems in such changes and, although in
general the results would be desirable, there are
also some drawbacks. A large proportion
of the
people who would be brought into coverage by a
lowering of the minimum earnings requirements
would be short-term or casual workers, such as
housewives and school children xorking
as local
seasonal labor in agriculture,
who ordinarily
are
not in t.he labor force and are already protected as
dependents of covered workers. The Council recognizes that as earnings levels rise there is an
automatic increase of t,he coverage of people engaged in the kinds of work which are subject to
the minimum-earnings
requirements, and considers the additional coverage which will gradually
arise in the future from this process desirable.

11.

Doctors of Medicine

#elf-employed doctors of medicine should be covered on the same basis as other self-employed
people nozu covered, and interns should be covered
3GThere have been repeated
extensions
of the time
limit specified in the law for ministers
to elect coverage,
thus increasing the original advantage ministers were
given and the unfavorable
effect on the trust funds, since
a minister
who first did not choose to be covered may
later-if
he marries
and has a family,
for exampledecide that coverage would be to his advantage,
while
one who has no dependents may continue to stay outside
of the program.
The Council is not now recommending
any change in
the coverage provisions
for ministers.
While the Council
believes there are better methods of covering ministers,
the improvements
it has considered
tend to be offset by
the problems created by a drastic change from a method
which has been known and used over a number of years.
The Council
recommends
that the Social Security
Administration
explore further
whether it would be feasible
to change to a plan under which ministers
employed by
churches or other nonprofit
organizations
would be covered as emnlovees. and to develon methods of minimizine
the transitional
pioblems.
The douncil believes that ani
coverage of ministers on this basis should be at the option
of the nonprofit
employer,
and that the church or other
employer should be able to provide social security coverage for lay employees and not for ministers
if it chose to
do so. If a church decides to cover its ministers,
its
current minister
(or ministers)
could choose to continue
to be excluded from coverage, but any minister
employed
in the future would be covered.
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on the same basis as other employees zoor7cin.q for
the same em.ployer.
Self-employed
physicians,
numbering
about 170,000, are
the only professional
group whose self-employment
income is not covered under social security.
The Council
sees no reason why this discriminatory
treatment
should
be continued.
There are no technical
or administrative
barriers
to the coverage of doctors.
Nor is there any
question that many doctors have a need for coverage as
great as that of other professional
self-employed
people.
A provision
for covering
self-employed
doctors was approved by the House of Representatives
in 1964.
Apparently
physicians
have been excluded
up to now
because spokesmen
for the profession
have indicated
opposition
to coverage.
The Council
believes that the
wishes of a particular
group are not a sufficient
basis
for the continued exclusion
of the group. Social security
is not only a mechanism
in which a person participates
because of the benefits he as an individual
expects to
receive. It is an institution
through which all Americans
together
promote economic security
by financing,
from
the contributions
of all, a continuing
income to families
whose earnings are cut off by the old age, death, or disablement of the worker.
Physicians,
like all other Americans, benefit in general tax savings and in other ways
from the prevention
of dependency through social security.
Like other Americans,
they should share in its
support.
In fact, failure
to cover the self-employment
income of physicians
has the effect that many of them
have an unfair advantage
under the program, since it is
possible
for them to acquire
insured
status
through
working
for a time in covered employment,
and then,
because those who do so have low average monthly earnings under the program,
they get the advantage
of the
weighted benefit formula
that is intended for low-income
people. Thus many of those who do qualify
get a very
large return
in relation
to the contributions
they pay,
in comparison
with self-employed
people who spend all
of their working
lifetimes
in covered work.
The present exclusion
from social security
coverage
of interns employed by hospitals is closely related to the
exclusion
of self-employed
physicians.
The Council believes that when self-employed
physicians
are covered,
coverage should be extended to interns on the same basis
as that on which coverage is now made available
to other
employees of hospitals.

12.

Tips

Social security contributions
should be paid on
tips an employee receives from a customer of his
employer, and tips should be counted toward
benefits.
More than a million employees now covered under the
social security
program have an important
part of their
income from work excluded from coverage because it is
received
in the form
of tips.37 The Social
Security
“7 Tips an employee
receives
directly
from someone
other than his employer
are covered for social security
purposes only if the employer
requires an accounting
of
the tips. Very few tips are covered on this basis. Tips
received
by self-employed
persons are covered in the
same way as other types of self-employment
income.

as

Administration
has estimated
that the amount of tips
received by employees who regularly
receive tips is more
than $1 billion a year. Tip income is estimated
to represent, on the average, more than one-third
of the work
income of regularly
tipped employees;
in many cases,
of course, tips represent a much larger part, or even all,
of the employee’s
income.
For example,
a waiter
in a
large city may get only $33 a week in wages and may
average another $55 a week in tips.
Under present law, with only his wages counted toward
benefits, the waiter
who gets $35 a week in wages and
$55 a week in tips would receive a monthly
retirement
benefit, beginning at age 65, of $74. If his tips were also
covered, his benefit amount would be $123. Because their
tips are not counted toward
benefits, tipped employees
are not adequately
protected
under the social security
program.
Moreover,
since tipped workers
pay income
tax on earnings
they get in the form of tips, it seems
particularly
unfair
to them that these earnings
are not
counted for social security purposes. This situation
should
be corrected.
Since tips received by an employee from a customer
of his employer
are given for services performed
in an
employment
relationship,
they should,
to the extent
possible, be credited
to the employee’s
social security
account in the same way that his wages are credited.
This would mean that both the employee and the employer would pay their share of the social security
taxes
on tips, and the employer
would report the tips along
with the wages he pays the employee.
The Council
recognizes
that there are difficulties
in
requiring
the employer
to report and pay taxes on his
employees’ tips, since the amount of tips that would have
to be reported
may not be readily
determinable
by the
employer.
The Council believes, hovvever, that most of
the difficulties
for employers
can be overcome
if they
are not held responsible
for reporting
and paying taxes
on tips that the employee was required to report but did
not. A plan for covering tips on this basis was approved
by the House of Representatives
in 1964.
The Council is aware that some employers have argued
that they should not be required
to pay social security
taxes on their employees’ tips because they cannot count
tips in determining
whether
they meet the requirements
of minimum wage laws. The Council has been informed,
however, that of the States in which tipping occupations
are covered by operative
minimum
wage laws, only 14
make no allowance
for tips. It does not seem reasonable
to argue that the fact that tips are not counted toward
the minimum wage in 14 States should preclude Federal
action to count tips under the basic social security
system. As a practical
matter, Federal legislation
requiring
employees
to report
their tips to their employers
for
social security
credit
would
help to remove a major
obstacle to counting tips toward the minimum wage.

13.

Federal

1. Credit would be transferred
to social security
for the
Federal service of individuals
who die, become disabled,
or separate from work covered under the civil service
retirement
system after less than 5 years of Federal
service.
(At present, the only provision
made where a
person with less than 5 years of service dies or terminates
his employment
is for a refund
of employee
contributions.)
2. Credit would be transferred
to social security
for the
Federal service of people who separate after 5 or more
years of Federal work and obtain refunds of their contributions
to the civil service retirement
system.
(The
civil service
retirement
system does not provide
any
protection
for people who separate from the civil service
and take refunds.)
3. Former
civil service employees
who have not taken
refunds of their civil service contributions
and who die
or who become disabled before age 62 could have credit
for their Federal service transferred
to social security.
(Former employees do not have disability
or survivorship
protection
under the civil service retirement
system after
separation.)

Employees

Xocial security credit should be provided for the
Federa,l employment
of workers whose Federal
service was covered under the civil service retirement system but who are not protected under that
system at the the
they retire, become disabled,
or die.
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Unlike
almost ail private
pension plans and a high
proportion
of State and local retirement
systems, the
Federal
civil service retirement
system is not supplementary
to the social security
program.
Thus when a
person leaves Federal employment,
his years of previous
Federal service do not count toward social security benefits. Moreover,
protection
under the civil service retirement system does not start until after 5 years of Federal
employment.
As a result, although
the civil service retirement
system provides good protection
for people who
stay in Federal employment,
Federal workers who leave,
or those who die or become disabled before having worked
for the Government
for 5 years, may have inadequate
protection
or none at all under
either
civil
service
retirement
or social security.
A practicable
and relatively
inexpensive
way of filling
!he most serious gaps that result from this situation
is
to provide
for social security
credit
for the Federal
employment
of those workers
who are not protected
under the civil service system at the time they retire,
become disabled, or die. As part of the financing arrangement, the civil service retirement
system would withhold,
from the returns
of contributions
that are made from
the civil service
retirement
system to separating
employees, amounts equal to the social security
employee
contributions
which would have been payable
if their
Federal
work had been covered under social security.
These withholdings
would be transferred
to the social
security fund and additional
financial
adjustments
made
between the two systems to take account of the transfers
of credit.
The plan includes the following
principal
elements, all
of which the Council considers essential
to its effective
operation :

This transfer-of-credit
approach
would forego certain
advantages
which would be achieved by a straight
extension of social security coverage.
For example, an extension of social security
coverage would provide superior
protection
for workers
who become disabled or die relatively early in their careers.
However,
the transfer-ofcredit approach the Council is suggesting would be considerably
less costly for the Federal Government
than a
SOCIAL
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straight
extension
of social security
coverage.
Equally
important,
whereas an extension
of social security
coverage would require substantial
modification
of the civil
service retirement
system to take account of social security benefits and contributions,
no modifications
would be
required
to carry
out the Council’s
recommendation
except for the financing
of the transfer
of credits.

14.

State and local

Government

Employees

The cove’rage of additional Xtate and local
ernment employees should be facilitated
by making available to all Xtates the option of covering
only those present members of Btate and local
government retirement system groups who wish to
be covered, uith coverage of all new members of
the group being compulsory. Also, policemen and
firemen. in aA?States should be provided the same
opportunity
for coverage as other State and local
government employees.

,

The provisions
of present
law which
make social
security
coverage available
to employees
of States and
their political
subdivisions
under voluntary
agreements
between the States and the Federal
Government
have
proved
generally
effective
in an area of employment
where, by reason of constitutional
barriers
against Federal taxation
of the States, compulsory
coverage has not
seemed feasible.
About 7 out of 10 full-time
State and
local government
employees
are now covered
under
social security,
and about three-fourths
of those covered
have supplemental
protection
under a staff retirement
system.
Although
the present approach
to coverage
of State
and local gorernrnent
employment
has been effective,
the Council believes that improvements
can and should
be made within
the existing
framework.
Over the years
a number of special provisions,
each applying
only to a
State or States named specifically
in the law, have been
enacted.
Special provisions
not only complicate
administration but result in inequalities
of treatment
as between
different
groups in similar
employment
situations-inequalities
which are inappropriate
in a national
social
insurance
system.
In the main, these inequalities
arise
under provisions
which permit a number of States named
in the Federal
law much greater
latitude
in bringing
retirement-system
members under social security
than is
permitted
other States.
In all but 18 States, which are named in the law,
coverage
is available
only by means of a referendum
among members
of any retirement-system
group for
which
social security
coverage
is contemplated;
if a
majority
of the members vote for social security
coverage, all members of the group are covered. The 18 States
named in the law are permitted
to use either the referendum procedure
or an alternative
known as the “divicledretirement-system”
provision.
Under this alternative,
the
18 States may extend social security
coverage to only
those current members of a retirement-system
group who
desire such coverage, with coverage being required
for
all employees who later become members of the retireThe requirement
that all future
ment-system
group.
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members of the group must be covered
under social
security
lnotects
the social security
trust funds against
continuing
adverse selection.
Making the divided-retirement-system
procedure generally available
would make it possible for a State to
provide in an orderly
way for the protection
of future
members of retirement-system
groups on a coordinated
basis.
Under another provision
all but 19 States (named in
the law) are prohibited
from providing
social security
coverage for retirement-system
groups made up of policemen and firemen. The Council sees little justification
for
the prohibition.
There are strong reasons why policemen
and firemen
should be covered under staff retirement
systems in addition
to social security
because the benefits of staff retirement
systems can be tailored
to meet
their special needs. However,
their arduous and dangerous duties make the survivor
and disability
protection
of social security particularly
valuable to policemen and
firemen.
Their own systems are often seriously
deficient
in providing
survivor
protection,
and their over-all
disability and retirement
protection,
like that of other State
and local government
employees, could be improved
considerably
if they mere covered
under both the basic
social
security
program
and a supplementary
staffretirement
system.
Some organizations
of policemen and fireden that have
opposed social security coverage for their members have
expressed
fear that their
State or local government
systems would be curtailed,
or perhaps
abandoned,
if
social security
coverage were obtained.
The Council is
impressed,
though,
by the fact that the extension
of
social security
protection
to millions
of State and local
government
workers who are under staff-retirement
plans
has given rise to no instances,
to the knowledge
of the
Council,
where there has been a reduction
in over-all
protection.
The Council
supports
the policy declaration
of the
Congress contained
in the present social security
law,
which states that there should be no impairment
of the
protection
of members of a State or local government
retirement
system by reason of the extension
of social
security
coverage to employment
covered by the system.

MEETING THE COST OF THE CHANGES
RECOMMENDED

The increase in the contribution
and benefit
base and the extensions of coverage recommended
by the Council will decrease the cost of the program relative to taxable payroll.
On the other
hand, the benefit liberalizations
recommended by
the Council will increase the cost of the program
relative to taxable payro1LZ8 On balance, the
changes recommended by the Council would require a somewhat higher ultimate contribution
rate than does present law. The following
table
summarizes the cost effects of the Council’s rec28 The supplementary
views of one member
subject appear in Appendix A, page 41.

on this
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ommendations
and the actuarial
status of the
program under those changes, exclusive of hospital insurance.
Actuarial balance under the Council’s proposals to modify
the cash-benefit provisions
(Costs expressed as a percentage of taxable payroll according to intermediatccost estimate)
;;;A
Level-cost of the benefits of the present program....-.....-.-...-.-....................
Level-cost effect of changes:
$6,000-7,200 contribution and benefit b&se..
Revised basis for the selfemployed contribution&e . . . . .._... . . . . . .._ .._.._.. -._
Extensions of coverage. _- _................
Age-62 computation point for men- . . . . .._..
Renefits for disabled widows.. . . .._.
Child’s benefits to age 22 if in school.-..-...
Liberalized definition of “child” for child’s
heneflts................-~.....-....--~.
Special disability insured status at ages 30
and under __..
_._.....__.
.._..
Rehabilitation
of disability beneflciaries~~.
Increase in the maximum lump-sum death
payment.....-........--...---......--.
Revised benefit formula ._______.._..___._._
Level-cost of proposed program
___-_
Level-equivalent
of contribution schedule..-.
Actuarial balance.. .- . ..____...__._._.
__._._

..

OASI

0.63

12

-.55

-.04

13
33
26
30
29

+:;;

+.01

+.10
+.05
+.09

::::
.-..
+.01

30

+.01

9.09

f.02

29 +.02
27 +1.15
.~
9.41
_.
9.42
._ +.01

_...
f.09
.72
.75
+.03

‘I:;:
+.1b
+.os
+.10
+.02
____
f.02
+1.24
10.13
10.17
+.04

The recommended
schedule outlined
below
would finance the Council’s recommendations discussed in Part III and would carry out the financing principles
discussed in Part I. Under the
proposed schedule, the rates, beginning in 1966,
would increase at &year intervals until the full
rates scheduled are reached in 1976. The 1971
rate of 4.7 percent would be about sufficient under
the low-cost estimates to cover the cost of the
improved cash-benefit program for the next 75
years. Whether the final scheduled rate of 5.3
percent, should actually be put into effect in 1976
as scheduled should depend on conditions existing at that time and on expected conditions over
the ensuing 15 to 20 years. Contribution
rates
for hospital insurance are discussed separately, on
p. 22 in Part II.

Employee and
employer, each

Period

rates
Self-employed
Present
law ’

1965....-.-.....-.....1966-67...- ..............
1968-70.-.......~......~.
1971-75.-...- ............
1976 and after _...........

..

5.4
6.2
6.9
6.9
6.9

RWOIIlmended 2
5.4
5.8
5.6
6.0
6.3

1 Applicable to annual earnings up to $4,800.
z Would apply to annual earnings of $4,800 in 1965, $8,000 in 1966 and 1967
and $7,200 in 1968 and thereafter.
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-.59

+.01

31
32

Contribution

In accordance with its mandate to study and
report its findings with respect to all aspects of
the program the Council has considered a’ number
of matters which are worthy of comment but
which do not, at least at this time, call for recommendat,ions for changes in law or policy.

Total

DI

8.46

Other Findings

The Council believes t,hat it is important that
complexities in the social security law be avoided
to the extent that this is possible. Therefore, the
Council recommends that a complete re-examination of the Act be conducted by the technical experts of the Social Security Administration
and
the Congress, and that considerable weight be
given to simplification
of the law even where this
involves deliberalization
for rare and special cases.
The Council has been informed that much work
looking toward an eventual simplification
and
recodificat,ion of the law has already been carried
on in the Social Security Administration,
and the
Council urges that this work be pressed to a
successful conclusion.

PUBLIC INFORMATION

ACTIVITIES

The Council strongly endorses the Social Security Administration’s
program of wide public dissemination of information
about social security.
In its formal st,atement of operat,ing objectives
and in its day-to-day administration
of the social
security program, the Social Security Administration recognizes the importance of an effective
public information
system. People need to be informed so they can act to secure their rights under
the law and discharge their obligations under the
law. They need to know ahead of time what rights
they have. Security is not only a matter of getting
benefits when they are due but of being conscious
ahead of time that the protection is there. The
responsibility
of safeguarding the rights of every
individual
covered by the program and of providing the full measure of service to which he
is entitled can be discharged more economically,
as well as more effectively, with the help of a
good public information
program.
SOCIAL
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CONFIDENTIALITY

OF RECORDS

The Council has been made aware of the interest of some groups in changing the social security law, or in getting a broader application of the
authority of t,he Commissioner to disclose information under present law, so that information
from the records of the Social Security Administration would be available for a wide variety of
purposes not related to the social security program. The Council believes that maintenance of
the existing restrictions on the use of the personal
and private information
that has been furnished
to the Social Security Administration
with the
understanding
that it will be used only for administering
the social security program is essential to protect the right to privacy of employers
and all t,hose covered under the program. Moreover, if all persons could not count on the information being kept confidential, some would have
an incentive to obtain social security numbers
under assumed names or would submit other incorrect data. The Social Security Administration
must depend on public cooperation for the effective administration
of the program. Inaccurate or
incomplete information
would threaten the integrity of the records and result in serious problems of administration,
including the payment of
incorrect benefits and the incurring
of increased
costs.
The Council endorses t,he restrictions
on disclosure of confidential information
prescribed by
the social security law and the limited exceptions
permitted under Regulation No. 1 of the Social
Security Administration,
including
the special
restrictions on disclosure of medical information
obtained in connection with claims based on disability.
While the Council recognizes that many
of the purposes for which information
is requested are worthwhile,
it is convinced that the
Social Security Administration
should nevertheless maintain
the strict confidentiality
of the
social security records.

SOCIAL SECURITY BENEFITS AND
WORKMEN’S COMPENSATION

In some cases, disability
benefits or survivors’
benefits may be paid by both the social security
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program and a State workmen’s compensation
program, each program’s payment being made
without regard to t’he payment being made under
the other program. The Council recognizes that
in these dual entitlement cases t,he combined benefits of the two programs may occasionally be excessive when measured against previous earnings.
At present the volume of these situations is not
large but the number of cases where combined
payments may be excessive in relation to previous
earnings can be expected to increase somewhat in
the future.
Moreover, the issue is not entirely
a matter of volume; it would be desirable to prevent any excessive payments resulting from dual
entitlement
to whatever extent they may occur.
For these reasons the Council has examined
various possible ways of meeting the overlap
problem through Federal action. None has seemed
satisfactory to the great majority of the Council
members. Effective administration
of a reduction
of social security benefits where workmen’s compensation is payable would be very difficult to
achieve, and the withholding
of a contributory
benefit because of payment by another system
would be hard to defend. The majority of the
Council believe that if any adjustment is made
it should be made by the workmen’s compensation
system in those cases where the State considers
the combined benefit amount to be too high.
The Council understands that a cooperative
study of dual entitlement cases is now being considered by the Social Security Administration
and State workmen’s compensation agencies. Such
a study, the Council believes, would provide
worthwhile
additional
information
about the
overlap and its effects and might suggest new and
better ways of dealing with the problem.

ADMINISTRATION
OF THE SOCIAL
SECURITY PROGRAM

The effectiveness of any law depends, in large
part, on how good a job is done by those responsible for carrying it out; a law is only as good as
its administration.
From our own observations and from the evaluations of others, we believe that the huge task of
administering
the social security program, a task
which involves the rights of many millions of
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people and the payment of billions of dollars a
year, is being handled effectively and efficiently.
Administrative
costs have been kept down to
only 2.2 percent of benefit payments, partly as a
consequence of the use of the latest in methods
and machinery.
This low administrative
cost,
however, has not been achieved by sacrificing
high-quality
service to the public. Employees at
all levels have combined efficient performance of
duties with responsiveness to t,he public and a
friendly
and sympathetic concern for the aged,
the disabled, and the widows and orphans who are
the program’s beneficiaries.
We should like to register our belief that accomplishment of t,he purposes of the social security
program requires that this high quality of administration-nonpartisan
and professional-be
continued.

Conclusion
The Council believes that the adoption of the
recommendat,ions made in this report will increase
markedly the effectiveness of social insurance as a
method for providing
security to the American
family when income is cut off in old age or by
total disability
or death. Moreover, adoption of
these recommendations
will make sure that the
existing social security program will continue on
a financially
sound basis and that the proposed
extension of the social insurance principle
to
cover hospital insurance for the aged and the
permanently and totally disabled will be soundly
financed.
The Council has no thought that the changes
herein recommended will be the final step in the
development of the American social security program. In the opinion of the Council, the proposed
changes would do no more than make improvements that are clearly indicated by experience
with the social security program up to the present
time. Consequently, the Council urges that every 5
years or so Advisory Councils be formed to review
the substantive provisions of the program as well
as its financing.
The Council believes that social insurance is an
institution
that is basic and vital to the economic
security of almost every American family, and
that because of its great importance it must be
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constantly re-examined and brought up to date.
The fulfillment
of the promise of social security
for the American worker and his family which
was implicit in the original Social Security Act
will depend on continuing
wisdom and alertness
t'o make sure that our use of the social insurance
mechanism to combat insecurity among our people
is adapted to changing
needs and conditions
inherent in our dynamic society.

Appendix
Statement
“Hospital
Disabled”

A

of Reinhard A. Hohaus on Part II,
Insurance for Older People and the

The issues posed by this section of the Report
are quite complex and far reaching in their impact. Extensive experience and studies in both
private and social insurance lead me to take exception to the basic recommendation made in Part
II. In short,, I believe the analysis and t,he proposals contained in this part of the Report should
be regarded as primarily a useful means of fostering discussion as to what might be the most appropriate ultimate moves. My reasons for t,hese
reservations are summarized briefly below.
This proposal to provide social insurance to pay
for hospital care and certain related medical
services for older people and the disabled differs
profoundly
from our system of paying cash benefits to beneficiaries under social security. I believe the proposal and its implications
should be
examined and evaluated more thoroughly
before
any final conclusions are reached.
The report recognizes quite correctly that more
is involved here than inpatient care in hospitals.
It also acknowledges t,hat some flexibilty is needed
in providing
medical care benefits; this need is
reflected by its proposals for benefits that would
help pay the cost of certain outpatient
services
and of home nursing care. There are many uncertainties, however, as to what collateral effects
the covered services would have on other medical
services.
We are not dealing with matters that are fixed
or stable, but rather with conditions that have
been changing
rapidly
and will continue to
change. We know that the availability
of volun5OCIAL
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tnry insurance and prepayment plans has already
had marked effect. on the utilization
of hospital
facilities. With this have come very serious financial questions. While the matter of cost is exceedingly important, we also need to know much more
clearly where any initial move is likely to lead,
so we can better judge whether the direction indicated is a desirable path to take.
I have long been a st.rong supporter of the
principles
that have been incorporated
in OUI
social security program.
I am also strongly inclined t)oward principles
which advocate harmonizing voluntary
efforts wit’11 Government,al
measures, such as the Report, endorses. Unquest,ionably, further evidence must be developed as
to whether or not this kind of partnership can be
accomplished effectively by the procedure proposed in the Report.
In the formulation
of the proposals contained
in the Report, not enough recognition has been
given to t.he rapid growth and present
scope of
voluntary insurance for older people. Instead of
supplementing existing plans which have won wide
public acceptance, the proposal might, lead to adverse consequences. Refore moving int,o this area
the potential economic and social consequences
should be weighed at greater length than has been
done. In like manner, the consequences of alt’ernative measures must also be considered before
final conclusions are reached.
Much progress has been made in better identifying the issues for objective consideration
and
appraisal.
The Report contributes substant,ially
toward that end, especially in its recognition that
hospital care is but one, though an important,
area of medical care. It also recognizes that in
many cases care may be required far beyond the
limited period of hospital care suggested in the
proposal.
Where the range of need among the aged is so
great, it is especially important t,o make certain
that> any aid provided through Government, is
utilized most, effectively and in a manner that
truly advances the health and welfare of all our
citizens.
Further comments on the cost of the proposal
on hospital insurance are given [in the following
paragraphs].

BULLETIN,

MARCH

1965

Statement
Changes

of Reinhard
Recommended

A. Hohaus on the Cost of
in Parts II and Ill

The Report, expresses concern about the impact
of the recommended financing provisions on our
economy and the taxpayers, in bot,h the short run
and in the long run. It, asks, in effect, that the
necessary taxes be such that they can be borne
“by the employee, employer and the self-employed
without undue burden or strain.”
One of the major findings in t,he Report is:
The maximum
and creditable

amomlt
toward

of annual earnings that is taxable
benefits needs to be substantially
increased in order to maintain the wage-related character
of the benefits, to restore a broader
financial
base for
the cost of the system
the program and to apportion
among low-paid
and higher-paid
workers
in the most
desirable way.

I agree with that recommendation.
The table on page 39 estimates the “level-cost of
t,he benefits of the present, program” at 9.09 percent of taxable payroll under a $4,800 earnings
base. The table also estimates that if this taxable
base is increased from $4,800 to the $6,000~$7,200
base recommended in the Report and if the present benefit formula is extended to the new base,
the level-cost would be 59 percent of taxable payroll lower. Stated another way, a liberalization
costing that p-rcentage of the new taxable payroll
would not change the present level-cost of 9.09
percent of taxable payroll.
However, if all the Council’s proposals [Parts
II and III]
are enacted, the level-cost will increase to 10.13 percent of taxable payroll with
respect to the recommendations of Part III, and
with the level-cost of 90 percent of t’axable payroll with respect to the recommendations of Part
II (see page 25)) there would be a total level-cost
of 11.03 percent of taxable payroll.
This would
be an increase of about 21 percent above the levelcost of 9.09 percent of taxable payroll applicable
to t,he present program.
An increase of this magnitude, in addition to
an increase in the maximum earnings used for
determining
taxable payrolls,
vvarrants serious
scrutiny and public discussion. The cost of adopting all of the recommendations raises important
questions
as to priorit,y
in the dist,ribution of our
economic resources.
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