Financial Status of Social Security Program
After the Social Security Amendments of 1977

The Social Becurity Amendments of 1977 resulied
wn gubgtantial tmprovement in the current and pro-
jected financial condition of the QOASDI program
This article reviews the causes of the recent oper-
ating deficits, describes the effects of the amend-
ments that most influcnce the program’s financral
gtatus, and gives projections of income and expend:r-
tures under the new law The revized benefit for-
mule ehminetes the “over indexming” expected to
occur under the old provigions and results in stable
earnings-replacement ratiog under practically ell
future economic conditions About one-half of the
long range actuarial deficit was resolved by this
gtep alone Increascs wn the contribution and benefit
base, along 1with tax rate reallocetions and in-
creascs, prevent the wumminent depletion of the
0AS! and DI {rust funds Increased income due
to the higher wage bases {¢ partally offset wn later
years, however, by greater benefit payments based
on the increascs in the coverage of tolal earnings
Overall, under the new law the OASDI program
ig projected to be flnanced adequately for about
50 years but sgnificant operating deficits are ex-
pected after that The financial condition of the
hospital wmsurance program was substantially wn-
changed by the amendments, however, and the HI
trust fund 13 expected to be erxhausted tn 1988

THE SOCIAL SECURITY AMENDMENTS
of 1977 (PL 95-216), passed by Congress on
December 15, 1977, and signed by the President
on December 20, 1977, made important revisions
m the social security program These amendments
are generally considered to be the most sigmfi-
cant social security legislation since 1972—pos-
sibly since 1950

This article reviews the financial condition of
the program before the adoption of the new legis-
lation and comments briefly on the revisions with
the greatest impact on the financial condition of
the program Projected expenditures and income
under the revised law are presented—for the old-

* Chief Actuary, Social Security Administration This
article has been adapted from a paper prepared for the
April 1978 issue of the CLU Journal (American Boclety
of Chartered Life Underwriters)
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age, survivors, and disability msurance programs
and for the Medicare programs

FINANCIAL CONDITION BEFORE AMENDMENTS

As background against which to consider the
new legislation, 1t may be helpful to review
briefly the nature and seriousness of the pro-
gram’s financial problems before the adoption of
the new legislation

There are four social securtty trust funds—
one each for the old-age and survivors mnsurance
{OASI) program, the disability insurance (DI)
program, the hospital msurance (HI) program,
and the supplementary medical msurance (SMI)
program These trust funds are managed by a
Board of Trustees consisting of the Secretary of
the Treasury, the Secretary of Labor, and the
Secretary of Health, Education, and Welfare
Once each year the Trustees 1ssue a report on the
financial condition of the varlous portions of the
social security program

Consider first the annual report of the old-age
and survivors mnsurance and the disability -
surance programs combined (OASDI) Begin-
ning with the report 1ssued 1n 1975 1t was fore-
cast that OASDI expenditures would exceed
income each and every year in the future with
the amount of the deficits growing steadily in the
future This has i fact been the case Outgo
exceeded mcome by $1 5 billion m calendar year
1975 and $3 2 billion 1n 1976 The 1977 OASDI
Trustees Report estimated that outge would ex-
ceed meome by $5 6 billion 1n 1977, $6 9 billion
m 1978, $79 llion 1n 1979, and so on This
report estimated that, on the average, total outgo
over the next 75 years would be about 75 percent
greater than scheduled tax income These were
very signtficant financial problems

What are the reasons that the OASDI portion
of the program has been paying more 1n benefits
than 1t has been collecting 1 mcome since 1975¢
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Thus situation 1s primarily a result of the follow-
g factors

Higher than anticipated Inflation in recent years,
triggering corresponding automatic benefit increases
(and the concurrent lack of growth in real wage
levels)

Unemployment rates that have been greater than
expected, resulting in decreased tax income

Higher than expected disability Insurance expendi-
tures

For the future, the long-range deficits pro-
jected 1n recent OASDI Trustees Reports were
due 1m part to the factors above but resulted
primarily from the following two additional
causes

First, a technical flaw in the 1972 automatic adjust-
ment provisions of the Social Security Act would
have caused future benefit levels to grow more
rapidly than wages, if average wages and the
Consumer Price Index behave in the future as now
forecast Thia flaw, if unremedied, would have
meant eventually that a majority of beneficiaries
would be receiving more in retirement benefits than
they earned while they were working, with conse-
quently higher program costs

Second, after the turn of the century the people
who were born during the post World War II
“baby boom” will be retiring while the people born
during the current “baby bust” will be of working
age As a result, there will be only about 2 workers
for each beneficlary, compared with the current ratio
of about 3 to 1 8ince OASDI !s financed on a “cur-
rent cost” basis—that 13, contributiong of current
workers are used to pay the benefits of current
beneficiaries—expenditures as a percentage of taxable
payroll will be much higher after the turn of the
century than at present

With respect to the HI program, recent Trust-
ees Reports estimated that outgo would begin
to exceed mncome 1n the mid-1980°s with the situa-
tion steadily worsenmg thereafter Reasons for
the projected financial problems of the HI pro-
gram were the same as for the OASDI program
(except that the technical flaw m the 1972 auto-
matic adjustment provisions had no effect) In
addition, mflation mm hospital costs has” been
greater than mflation in other costs of living 1n
the recent past, a phenomenon not expected to be
mmproved signficantly m the near future unless
controlling legislation 18 enacted

Long-range cost projections are not published
by the Trustees for the SMI program (Projec-
tions are made for only 3 years) If long-range
projections were made, however, they would indi-

cate a steadily increasing cost in the future for
many of the same reasons the HI costs are pro-
jected to ncrease

AMENDMENTS MOST SIGNIFICANTLY AFFECTING
FINANCIAL CONDITION

The changes brought about by the Social Secu-
rity Amendments of 1977 that will have the most
significant 1mpact on the financial condition of
the program are (1) a revised (or “decoupled”)
benefit formula, (2) an inerease 1n the contribution
and benefit base, and (2) an increase in tax rates

Revised Benefit Formula

The OASDI benefit formula was revised (or
“decoupled”) so that future generations of work-
ers would not receive progressively higher levels
of retirement benefits, in relation to theiwr pre-
retirement earmings, than today’s generation re-
cetves This revision 1s generally viewed as a
correction of the 1972 automatic adjustment pro-
vistons so that they will work as intended when
they were adopted m 1972 To achieve this goal,
however, a different method of computing average
wages and a different benefit formula have been
adopted The changes may therefore be more far-
reaching than 1s generally recognized A descrip-
tion of the revised method of computing benefits
1s given 1n the preceding article

This change i the methed of determining bene-
fits has no effect on persons already receiving
benefits It will not affect anyone becoming elh-
gible for benefits before January 1979 A transi-
tional provision included in the amendments 1s
mtended to ensure that benefit levels for retiring
workers will not change abruptly from the old
law to the new, but a minor techniecal amendment
may be necessary to provide a smoother transition

Table 1 indicates the approximate effect the
revised method of determining benefits will have
on future generations of retiring workers It
shows the dollar amount of benefits, as well as
the replacement ratios (the ratio of the first
year’s benefit to the worker’s earmings 1n his last
year before retirement) for different generations
retiring at age 65

The figures for 1978 and later are based upon
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TarLe 1 —Old-age, survivors, and disability insurance ! Projected benefits and replacement ratios after the 1977 amendments

for persons retiring at age 65 in future years

Annual beneflt amount for workers Replacement ratlo (percent) for workers
Calendar yonr of Earnings in previous yeart with earnings with earnings ¢
retiretnent p
Low Averaga Maximum Low -~ Average Maximum Low Averags Mazimum

1079 $5,721 $10 572 $17 700 §§3 142 84,032 Le6 165 K56 6 48 7 1348
1980 5,68 11,398 22,800 3 375 5 315 54,609 F59 4 S48 6 $29 3
1981 6,085 12 205 25,900 53635 55 740 +7 251 $59 7 5470 23 0
1982 4 475 12 986 29 700 43 485 *5 438 4,809 1538 41 9 229
1983 6 883 13 766 31 800 3 607 5,643 7 27 26 41 0 22 8
1084 7 258 14 857 33 900 3 B4l 6 010 7,798 629 41 3 230
1985 T 675 15 304 36 000 4 099 6 409 8 390 53 4 41 6 233
1890 10 170 20 359 47 700 & 451 8 519 11 50% 537 418 24 1
1965 13 424 26,925 63 000 7198 11 243 15 605 83 6 418 24 8
2000 17 753 34 609 B3 400 9 519 14 870 21 127 53 6 41 8 125 7

1 Replacement ratios for disabled or deceased workers with sim{lar earn.
fngs histories would be slightly higher in most cases

t Low earnings are defined as $4 600 in 1976, with preceding and succeed
ing values following the trend of the average first quarter earnings in covered
employment *“Average earnings are four iimes the average first quarter
earnings for all workers in covered employment (89 268 in 1974} " Maximum
earnings are tha amount of the contrinution and benefit base in each year
In each case it I5 assumed that the worker has had an unbroken pattern of
earnings at the relative level indicated

¢ Based on the assumption that the worker retires at age 65 in Tanuary of
the specified year Annual amounts shown include the effect of the beneflt
increase for the foilowing June

¢ Replacement ratios calculated as the ratlo of (a) the annual benefit
amount in the first year of retirement to (b) the worker s earningsin his last

the economic assumptions used for the 1977
Trustees Reports Benefits and replacement ratios
are shown for three types of workers Those with
low, average, and “maximum” wage histories
It has been assumed in each case that the worker
had an unbroken pattern of earmings throughout
his working lifetime at the relative level indicated

It 15 recognized that there are few “typical”
employees with steady wage histories in the speci-
fied categories and that benefits are not based
on a worker’s earnings 1n his last year before
retirement but rather on his average earnmings
during most of his participation n the program
Replacement ratios are defined here in relation
to earnings 1n the last year before retirement
only for convemence of presentation

The new benefit formula was designed by Con-
gress m such a way that, eventually, replacement
ratios for retiring workers at age 62 will be about
5 percent lower (relatively) than they would have
been 1 1979 under the old benefit formula Con-
gress also chose to index the earmngs histories
of workers (by the trend of average earnings mn
covered employment) up to the time the worker
18 1mtially eligible for benefits rather than to the
time of actnal retirement Although this proce-
dure 18 simpler admimistratively, 1t leads to re-
placement ratios for retirees at age 65 that are
about 5 percent lower than replacement ratios at
age 62 (before the actuarial reduction for early
retirement) Thus, as table 1 1llustrates, for suc-
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year hefore retirement

¥ Based on benefit formula ln effect before the 1977 amendments The new
benefit computation provisions becoms effective for persons reaching age
62 In 1979 or luter (or becoming eligible for disabillty or survivor benefits fn
197¢ or later) Beuefits for retirees aged 65 will be computed under the old
formula until 1982

' Determined under the S-year trans{tjonal provisions Retirees in 1979-83
wlll recalve the greater of the amount determined under the amendments
or what they would have recelved under the old benefit formula in effect
for January 1979 In this case the ‘“frozen law guarantee'' amount is pro
Jected to be greater

T Replacement ratios for workers with maximum earnings will eventually
reach g stable ultimate value of 28 percent An explanation of the causes of
this pattern, appesrs below

cessive penerations of workers retiring at age 65
with earnings below the maximum wage base,
replacement ratios will stabilize within about 10
years at levels approximately 10 percent lower
(relatively) than the levels i 1979

The future pattern of replacement ratios for
the “maxmmum” wage earner 1s somewhat differ-
ent from that of persons earning less than the
maximum amount of wages subject to taxes (the
“contribution and benefit base”) Specifically, as
the ad hoc increases m the contribution and benefit
base occur 1 1979-81 (as deseribed below), the
replacement ratio will decrease rapidly After
1981, 1t w1ll rise slowly as benefit levels for the
“maximum” worker begin to reflect the higher
covered earnings that result from the base in-
creases After the turn of the century, benefit
levels will be based on a lhifetime of earnings at
the higher level and the replacement ratio will
stabilize at 1ts ultimate value

A second effect of the new benefit computation
procedure will be the sigmificant reduction 1n the
variation of replacement ratios depending on the
age of the worker Before the amendment, young
disabled workers or the survivors of young de-
ceased workers received & much greater benefit
than their older counterparts with sipular recent
earnings histories despite the fact that the older
worker had participated 1n the program for a
longer period The new law elimmates most of
this umintentional nequity Benefits for “early



retirement” between ages 62 and 65 will continue
to be actuarially reduced The revised method of
computing benefits eliminated about one-half of
the deficit that had been projected over the next
75 years

Increase In Contribution and Benefit Base

Under the old law, the maximum amount of
earmings used for computing benefits and assess-
g taxes ($16,500 m 1977) would have nereased
automatically m the future in accordance with
the mcrease 1 average wages 1n covered employ-
ment The new law provides for supplemental
mcreases 1 the wage base from 1979 to 1981
Specifically, the wage base under the old law was
estimated to have become $21,900 in 1981, but
1t will be $29,700 under the new law

One effect of this change will be that the tax-
able payroll will be higher Under the old law,
approximately 85 percent of the total payroll in
covered employment was subject to tax TUnder
the new law, after 1980 about 91 percent of the
total payroll will be subject to tax The increased
taxable payroll will bring additional income 1nto
the system Furthermore, since benefits are based
on the average amount of wages on which taxes
are paid, in the future some persons will receive
larger benefits because larger amounts of wages
have been credited to them Raising the contribu-
tion and benefit base thus increases income to the
trust funds each year i the future and increases
benefit payments by relatively small amounts dur-
g the next few years and mcreasingly larger
amounts 1n the later years

Approximately 15 percent of the workers cov-
ered by the program will pay more i taxes and
recetve larger benefits as a result of the change
in the contribution and benefit base During the
next 75 years, on the average, approximately one-
half of the increased tax meome resulting from
the higher wage base will be required to pay the
additional costs due to higher benefits The net
effect will be to reduce the future deficits by
approximately 05 percent of taxable payroll
Table 2 compares the contribution and benefit
base amounts specified 1 the new law for 1978-
81 with the estimated amounts that would have
occurred automatically under the old law
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¢ TanLe 2 —Old-age, survivors, disability,
ance Contribution and benefit base before

and hospital insur-
and after the 1977

amendments
Bafore After

Calendar year amendments ! | amendments *
1927 . - - - $16 %00 $16 500
19:_8 . 17 700 17 760
1979 .. .. - 18 900 22 900
1980 . . . - . 20 400 25 900
1981 R 21 000 29 700
1082 N P 23 400 . . .

1For 1979 and later {determined by the automatic provisions of the old
law), estimates based on the intermediate set of assumptions shown in the
IP?TT&Annunl Reports of the Board of Trustees of the Social Securfty Trust
unds

* Base for 1979-8] specified In the new law Beginning i, 1982, the smounts
will be determined antomatically under the new law on the basis of the an-
nual increase in average earnings in covered employment

o

Increase in Tax Rates

The third major change made by the new law
15 the mcrease 1 the social security tax rates
in the future For both employees and employers
the total tax rate under old-age, survivors, dis-
ability, and hospital insurance was 5 85 percent
mn 1977 Under the old law 1t was already sched-
uled to mcrease to 605 percent 1in 1978 and to
rise 1 steps thereafter to 645 percent in 1986
and to 745 percent 1n the year 2011 The new
law does not raise tax rates above those already
scheduled until 1979, at which time the total tax
rate 1s increased to 6 13 percent of taxable pay-
roll, thereafier 1t is to be further 1increased,
reaching 715 percent 1n 1986 and 765 percent
i 1990 Tax rates for the self-employed increase
gradually, from 790 percent mn 1977 to 1075
percent n 1990 '

Table 3 lists the tax rates scheduled under
the new law as well as those applicable under
the old law Although the amendments did not
raize the total tax rate scheduled for 1978, the
allocation of the taxes among QOASI, DI, and HI
was changed m order to prevent the depletion
of the DI trust fund 1n late 1978 or early 1979

These tax-rate and wage-base increases have
frequently been described as causing a tripling
of social security taxes during the next 10 years
The following statements help put these tax
mereases 1n proper perspective

Under the old law, tax ineome during the 10 year
period 1978-87 was projected to be $1,646 billion
Under the new law, tax Income during this period
{s projected to be $1,873 billion—an {ncrease of $227
billion, or about 14 percent ;
A person who has earnings equal to or greater than
the taxable wage base in each year will have his
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TasrLe 3 —Old-age, survivors, and disabwhity nsurance and hospital msurance Tax rates (percent of taxable payroll) before

and after the 1977 amendments

Employees and employers, each Self-employed
Calendar year Before amendments After amendments Befors amendments After amendments
Total | OASDI oI Total | OASDI HI Total | OASDI HI Total | OASDI HI
1977 5 B5 4 95 0% 585 495 090 7 60 700 090 700 760 ¢ %0
1978 6 05 4 95 110 5 065 5 05 100 8 10 100 110 810 710 100
1979-80 8 0o 495 110 613 5 08 105 B 10 700 110 810 705 105
1981 - - 4 30 4 85 135 65 5 35 ¢ 130 B 3 700 135 9 30 8 00 130
1982-84 4 30 4 95 135 570 5 40 130 8 35 700 1385 9 35 8 05 130
1985 6 30 4 B> 135 705 5 70 135 835+ 700 135 9 %0 8 55 13
1986~89 - 6 45 4 95 1 50 715 570 145 8 50 700 1 50 10 00 8 55 145
1990 2010 6 45 4 85 150 7685 8 20 145 8 50 7 00 150 10 73 $.30 145
2011 and after ___ - 7 45 5 85 1 50 7 65 6 20 145 8 50 700 150 10 75 8 30 145

taxes Increased from $96525 to $3,04590 between
1977 and 1987, but his taxes would have risen in any
case to $2,012 40 under the old law The number of
persons saffected by such a large Increase is less
than 10 percent of those covered by the soclal
gecurity program

Taxes have been increased—and they have been
mcereased substantially—but not by as much as
has sometimes been 1mplied

A

PROJECTED INCOME AND OUTGO UNDER
NEW LAW

Projections of income and outgo for the social
security trust funds have been prepared, and the
results of these projections are presented briefly
below The assumptions and methodology used
in making the projections are the same as those
set forth in the 1977 OASDI, HI, and SMT annual
Trustees Reports, and reference should be made
to these reports for a more thorough description”
of the subject of financing The technical note
at the end of this article summarizes some of
the more important assumptions on which the
estimates and projections shown here are based

OASDI Income and Qutge, 1977-87

Table 4 shows the projected mcome and outgo
under the new law for the combimed OAST and
DI trust funds for the period 1977-87 The
data reflect both tax mcome and nterest earnings
on the trust funds It may be noted that outgo
19 projected to continue to exceed mcome until
1980, when the effect of the increases m the tax
rates and the contribution and benefit base will
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cause the combined funds to begin to grow Not
unt1l 1981, however, w1l the funds begin to grow
1n relation to the level of outgo

OASDI Income and Outgo, 1977-2051

™ ¥

To facihtate the presentation of long-range
cost estimates, expenditures are expressed here
m terms of a percentage of the total 1ncome sub-
ject to the social security tax—that 1s, as a per-
centage of taxable payroll This procedure avoids
the difficulties created by the changing value of
the dollar and allows a direct comparison to be
made between projected expenditures and the
tax rates scheduled in the law

Chart 1 shows the projected expenditures and
tax income under the new law, separately for the
OASDI and the HI programs, for 1977-2051
Table 5 gives a numerical comparison of the

+

TasLE 4 —O0ld-age, survivors, and disability mnsurance Pro-
Jected 1ncome, expenditures, and level of combined OASI
and DI trust funds after the 1977 amendments

[Amonnts In billions]

Funds at beginning
! of year
Expend
Calendar | proome jtures | Differ As
year , ence ercent
Total opt outgo
amount during
. year
1977 $82 1 $87 6 ~85 B 841 1 47
978 | 92 4 97 2 i -4 8 3 8 37
1979 - L] 106 ¢ -4 an 8 29
1980 119 1 171 20 30 4 26
16581 . 137 1 127 4 97 32 4 25
1982 150 2 138 3 1o 42 0 30
1083 161 3 149 2 121 50 30
1084 - 172 9 161 2 17 G6 0 41
1985 . - 194 2 174 0 202 7T 44
W86 . 209 0 187 8 21 4 7 9 52
1987 223 7 202 0 217 113 3 A9
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Crarr 1 —Projected expendltures and legislated tax income under new law, calendar years 1077-2051

Percent of
Taxable Payroll

15

Expenditures

QASDI

10 80

QASDI
Tax Income

10
850

HI Expenditures

‘ pd

HI Tax Income

180

0

1977 1980 1950 2000 2010
average expenditures and tax mmcome and the
resulting differences for various periods For con-
venlence of presentation, the trust fund balances
are 1gnored, since they normally represent only a
small fractton of total expenditures over the
years The T3-vear period shown 1s the approxi-
mate “maxmmum remamming Lifetime” of eurrent
social security participants

For the OASDI program the tax income rises

m steps 1 accordance with the scheduled in-

26

2020 2020 2040 2051
creases shown i table 3 The expenditures rise
mn dollar amounts but decline as a pereentage of
taxable payroll during the period 1979-81, ve-
flecting the gradual expansion of the taxable pay-
roll from 55 percent of total pryroll m covered
employment to 91 percent Expenditures then
begin gomg up slowly (primarily because of a
projected rise 1n DI expenditures) unti! early 1n
the 21st century when they show rapid growth

as the clildren of the post-World War II “baby
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TasLe 5 —0ld-age, survivors, and disabibty insurance and
hospital msurance Projected average tax mmcome and ex-
penditures ps percent of taxable pavrolll

0OASDI Hir
Period

Tax |Expend | Differ. Tax | Expend | Differ

income | itures ence income | itures anca
1977-2001 - 11 57 10 60 0 97 270 300 —0 9
2002-2020 - 12 40 1346 ] —108 290 6 48 ~7 58
2027-2001 - 12 40 1669 —429 2 90 7 53 -4 683
1977-2051_ - 12 12 1358 -1 48 283 5 87 —3 04

1 Ses table &, footnote 1
t Based on assumpilon that after the year 2000, unit-cost increases formed
fcal care would be equai to average wage increages in covered employment

boom” (which ended m the 1960°s) begin reach-
ing retirement age When all the children of that
period have reached retirement age, expenditures
declme shghtly and then level off

As indicated by chart 1, tax meome for QASDI
18 projected to exceed expenditures from 1980
unt:l 2010 At this time, the combined OASI and
DI trust funds are projected to be equal to about
3 years' outgo Thereafter, outgo exceeds tax 1n-
come, requiring that the interest earnings on the
trust fund, and later the prmecipal of the trust
fund 1tself, be used in order to make benefit pay-
ments By the year 2025, the trust funds are
projected to have fallen to the level of 1 year’s
outgo, thus requiring an Increase 1n taxes at that
time to preserve the trust funds’ ability to act as
contingency reserves

The mention of specific years and specific trust
fund amounts many years in the future may mive
a false impression of the precision with which
long-range projections can be made The follow-
ing general statements more fairly portray the
long-range financing picture for the OASDI pro-
gram after the Soctal Security Amendments of
1977

—Total Income and total outgo are projected to be
in approximate balance during the next 50 years
(1977-2026)

—During the sueceeding 25 years (2027-51), average
expenditures are projected to be 1669 percent of
taxable payroll, or 35 percent greater than the sched-
aled tax income of 12 40 percent of taxable payroll
—The projected annual expenditures are frequently
averaged over the T75-year projection period and
compared with the average scheduled tax Income,
with the difference of these two amounty referred
to as the average “actuarial balance” or “actuarial
deficit " The actuarial deficit after the 1977 amend-
ments is 146 percent of taxable payroll It was
8.20 percent before the amendments Although thig
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reduction reflects a substantial improvement in the
finaneial eonditwon of the OASDI program, it should
be noted that a substantial projected defleit of 429
percent of taxable payroll in the last third of the
T9-year period remains unresolved Casual references
to the 1486-percent actuarial deficit may tend to
obscure the timing and magnitude of the remaining
problem

Hl Income and Outge, 1977-2051

Chart 1 and table 5 display projected expendi-
tures and tax income under the new law for the
III program for the next 75 years The annual
Trustees Reports for this program normally show
such projections for only a 25-year period Smce
the demographic changes that cause the OASDI
program costs to accelerate rapidly after the turn
of the century will also cause the HI program
costs to Increase rapidly, estimates are presented
here for the full T5-year projection period used
for OASDI To make these extended projections,
1t was assumed that after the year 2000, medical
care unit-cost increases would be equal to average
wage 1ncreases 1n covered employment

For the HI program the tax income rises mn
steps 1n accordance with the scheduled increases
shown 1n table 3 Projected expendrtures as a
percentage of taxable payroll go up steadily
throughout the remainder of the century During
1979-81 the ncreases are less pronounced than
they would have been before the 1977 amend-
ments because of the ad hoe wage base mereases
that produce a greater taxable payroll without
affecting HI benefits FExpenditures continue ris-
g 1n the 21st century, as the children of the
post-World War IT baby boom begm reaching re-
trrement age and become eligible for HI benefits

The amendment that raised the contrbution
and benefit base has the effect of increasing tax
mecome to the HI trust fund The law also lowered
that portion of the total tax rate allocated to the
HI trust fund, so that on balance the fund 1s
projected to be m approximately the same finan-
c1al condition under the new law as under the
old law

As mdieated by the 1977 HI Trustees Report,
as well as fthe data m chart 1, this financial
condition 15 not good Qutgo 15 projected to exceed
total income (including interest on the fund)
beginning 1n the mid-1980°s, and 1t 15 estimated
that the trust fund will be depleted by about 1988
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The Admmistration has proposed to Congress
that certain hospital-cost containment provisions
be adopted n order to help hold down future
mncreases 1n the cost of hospital care If these
provisions are adopted and 1f they operate as ex-
pected, the financial health of the I program
would be improved somewhat If the provisions
are not adopted, however, 1t seems hkely that tax
mcreases 1n addition to those ealled for by the
Socral Security Amendments of 1977 will be re-
quired 1 the mid-1980" to maintain the HI trust
fund

The possibility of enactment of legislation for
hospital-cost containment and the possibility that
the HI program will be absorbed by some form
of national health insurance program within the
next decade have tended to limit the emphasis
on and the interest in the program’s imminent
financing problems Of course, the HI financing
problems would still require correction under a
natronal health system

It 13 the announced intention of the Adminis-
tration to propose a national health insurance
program to Congress m the near future Con-
sistent with this intention was the reorganization
on March 14, 1977, of the Department of Health,
Education, and Welfare that created the Health
Care Finanemg Adminustration and abolished the
Social and Rehabilitation Service As a part of
this recrganization, the admmstration of the
Medicare program (formerly under the Social
Security Admimistration) and of the Medicard
program (formerly part of the Social and Reha-
bilitation Service) was placed under the authority
of the Health Care Financing Administration

SMI Income and Outgo, 1977-2051

The SMTI portion of Medicare 1s an optional
program available to most persons aged 65 and
over and to certain disabled persons About 95
percent of those ehgible for this program have
elected to participate

The cost of SMI benefits was met origimnally
by premiums paid by the participants and ap-
proxmmately matching payments from general
revenues At the present time, however, about 70
percent of the total cost 1s being paid from general
revenues because, by law, premuums have not
been permitted to rise as rapidly as total costs
have risen The percentage of the total cost paid

by general revenues can be expected to 1ncrease
m the future

The SMI Trustees Report normally shows pro-
jected expenditures for only a 3-year period The
same demographic changes 1n the population that *
cause the projected OASDI and II program
costs to accelerate rapidly after the turn of the
century will also cause the SMI program costs
to mnecrease rapidly For purposes of 1illustration
here, expenditures have therefore been projected
for the next 75 years The SMI program 1s not
financed by payroll taxes, but 1its cost for com-
parative purposes has been computed as a per-
centage of the payroll that 1s taxable for I
purpeoses On this basis, the expenditures under
SMI are projected to Increase from the equivalent
of 085 percent of taxable payroll 1n 1977 to 2 52
percent 1 2050 The progression of expenditures
during this period 1s shown in table 6

Income and Outge under OASDI and HI
Combined, 1977-2051

Table 6 displays expenditures and tax income
and the dafference between the two for the OASI,
DI, and HT programs (separately and combined)
for selected years The data indicate that total
expenditures for these three programs will rise
from 12 88 percent of taxable payroll in 1977 to
16 24 percent in the year 2000 and 23 84 percent
mn 2025, remaining at approximately that level
thereafter The total tax rate, on the other hand,
15 scheduled to increase from 1170 percent of
taxable payroll mn 1977 to only 15 30 percent by
1990, remamning level thereafter Projected ex-
pendrtures are higher than scheduled tax income
beginning 1 the mid-1990%s, with the deficit
growing larger with time During 1977-2001,
average QOASDHI expenditures are projected to
be 14 20 percent of taxable payroll, almost exactly
equal to the scheduled average tax income of
14 27 percent From 2002 to 2051, average expend-
1tures are projected to be 22 09 percent of taxable
payroll, or about 44 percent greater than the
scheduled average tax income of 1530 percent

SUMMARY AND CONCLUSIONS

The Social Security Amendments of 1977 made
important revisions in the social security pro-
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TasLE 6 —Old-age, survivors, and disability imsurance and hospital and supplementary medical insurance Projected tax n-

come and expenditures as percent of taxable payrolll

OASDHI, total 0ASI DI oI

8MI

Year expend

Tax Expend | Differ Tax Expend | Differ Tax Expend | Differ- Tax Expend | Differ itares?

fncomo {tures encer income ilures encet fucome itures ence? Income {tures ance?

1977 1170 12 B8 —118 875 919 -0 64 115 1 &0 -035 1 80 199 -019 0 8BS
1980 12 26 12 33 - 07 8 6 B A3 01 1 50 148 02 210 2 22 -2 9%
1985 14 10 13 43 67 9 50 B 79 71 190 1 66 24 270 298 - 28 1128
1990 15 30 14 34 i 10 20 BTl 149 220 187 33 2 %) 376 — B 1 64
1990 . 15 10 1% 27 03 10 20 8 68 152 220 2 07 13 290 452 —162 190
2000 15 30 16 24 — 94 10 20 B 63 157 2 20 2 34 -~ 14 2 90 597 -2 37 200
2024 15 30 23 84 —8 5 10 20 13 45 -3 29 220 20 - 71 2 90 17 44 ~4 5 2 63
2000 . 15 30 2378 —848 10 20 1335 ~315 220 2 §2 - 62 2 90 1761 —-471 2 52

1 The effective taxable payroll i sheghtly different for OASDI and HI be
esuse of the tax treatment of self-employed persons but the comparisons
are not materially affected In 1877, taxable payroll represented about 85
percent of total earmings in coversd employment in 1981 and later the cor
tesponding propertion will be approximately 91 percent

* Negative figures indicate deficits

t Expenditures are approxlmately equal to total {ncome from premitma

gram The full effect of these amendments will
not be realized until many years in the future

The most significant amendment was the change
i the method of determming QASDI benefits so
that future generations would not receive pro-
gressively higher levels of benefits m relation to
their preretirement earnmgs than today’s genera-
tion receives This action (frequently referred to
as “decoupling”) corrected the “overindexmmg”
possible under the old law under certain economic
conditions and elimmated about one-half of the
future defieits

Another far-reaching change was the expan-
sion of the contribution and benefit base so that
benefits payable to many persons 1 future gen-
erations will be related to a larger proportion
of the person’s earnings In the future, about 91
percent of the aggregate earnings of persons
covered by the social security program will be
taken 1nto account in determnning benefits, m-
stead of the present 85 percent This change may
appear small, but 1t 15 1n fact a significant expan-
sion of mcome security protection for the 15
percent of the population in the higher earnings
brackets

The other important action taken was the
raising of taxes to place the OASDI program
i closer financial balance, at least for the near
term Future tax mcome will be greater both
because of the mereased tax rates and because
of the increased wage base to which the tax
rates will be applied Pending these increases,
not effective until 1979, portions of the QOASI
and HI tax rates have been reallocated to the DI
trust fund to prevent its depletion n late 1978
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and general revenue for SM1I that program is not financed by payrol] taxes’
bui jts cost {s shown here for comparison as & percentsage of payroll taxable
for H1 purposes Data after 1977 based on nppnhlished estimates

4 Basad on unpublisherd estimates For this comparison, it wag essitmed
that after the year 2000, unit cost Increases for medical care would be equai
te average wage increases in covered employment

or early 1979 The most significant aspect of these
amendments 15 not the partieular methods em-
ployed to increase the tax income, since these
methods may well be revised before they take
effect It 1sinstead the expression of congressional
mtent to do what may be necessary to sustam
the social security program and thus provide
much needed assurance to the public

The Social Security Amendments of 1977 did
not attempt to solve all the financial problems
of the program In particular, they postponed
the resolution of two potential problem areas

-—For QASDI, the long-range financing problem
beginning in the year 2011 when the children of
the post-World War II baby boom begin to reach
age 695

—For HI, the short-range financing problem caused
by the contimuing rapid escalation of hospital costs
and the long range problem caused by the aging of
the post-World War II generation

Technical Note

The data shown here are based on assumptions
and methodology explained in detail m the 1977
Annual Reports of the Board of Trustees of the
Federal Old-Age, and Survivors Insurance Trust
Fund, Disability Insurance Trust Fund, Hospital
Insurance Trust Fund, and Supplementary Med-
cal Insurance Trust Fund DBecause the future
cannot be predicted with certainty, long-range
projections are made on the basis of alternative
assumptions to determine how the social security
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program would operate under future conditions
that might reasonably be expected to develop

The figures used here are based on the alterna-
tive IT or “intermediate’” assumptions from the
1977 Trustees Reports, including assumptions that

—mportality rates will decline overall by about
18 percent from 1976 to 2050

—the fertility rate will continue te decreage (from
its estimated level 1n 197G of 174 children per
woman), going down to 163 children per woman 1in
1980, then the rate 18 assumed to Increase gradually,
reaching 21 by 2005 and remaining level thereafter
—disability ineidence rates will continue increasing,
reaching an ultimate level in 1986 that 18 33 percent
greater than the estimated 1977 level

—Ilabor force participation rates for women will

Incregase to an ultimate level that is 13 percent
greater than the 1976 level

—after 1981, the Consumer I'rice Index will increase
by 4 percent annually

—after 1982, average wages In covered employment
will mse by 5% percent annually

—the unemployment rate for the total labor force
will be b percent after 1980

—hospital costs will tnerease by about 15 percent
annually for the next 5 years, after 10 years the
annual mcrease is assumed to be about 10 percent

Assumptions were also made concerning other
variables, such as the timing pattern of fertility,
migration levels, msured status, disability ter-
mination rates, marital status, administrative
expenses, and 1nterest rates

Notes and Brief Reports

Workers’ Compensation  Coverage,
Benefits, and Costs, 1976*

Reflecting the improving economy, the number
of workers covered by workers’ compensation
programs 1n an average week increased to 691
million m 1976 This 3 1-percent mse from the
number a year earlier roughly paralleled growth
1 employment throughout the civilian labor force
{84 percent) during the same period

Benefits paid to workers and the cost of the
program to employers both rose substantially,
ag they have for several years In 1978, benefits
totaled nearly $75 billion and program costs,
meluding sales expenses, profits, and costs of
administration, amounted to $109 hlhon The
latter figure represents a notable rise of almost
$2 billion or almost 23 percent over 19753 costs
The ncrease 1 costs from 1974 to 1975 was 13
percent The 1976 rate of growth was more than
double the average rate during 1970~75 Most of
the growth 1n costs was explained by the con-
tinued rise 1n statutory benefits payable for

* By Daniel N Price, Division of Retirement and Sur-
vivors Studies, Office of Research and Statistics, Social
Security Administration
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medical care and 1n mndemmty awards and by
continued flation During 1976, for example,
the medical care component of the Consumer
Price Index rose 95 percent

COVERAGE

The number of workers protected by workers’
compensation laws rose m 1976 by 21 mmlhon
In 1975, 1n contrast, it had fallen by 800,000 as
o result of the national economic decline that
year In 1976, the proportion of all employed
wage and salary workers covered by the laws rose
to 88 5 percent, one percentage pomt higher than
m 1975 This proportion has heen growing since
1971

The 1976 advance in coverage was consistent
with a turnabout in the economy Statutory ex-
tensions of coverage also had an impact during
the year Though an estimated 200,000 workers
were added by law m 1976 to the covered work
force, the impetus toward new statutory coverage
has eclearly slowed down 1n the past few years
In 1976 (and agamn 1n 1977) a few States actually
made mmor additions to the provisions excluding
certain workers from protection As the propor-
tion of workers protected becomes rather high,
of course, those still left out tend to be persons
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