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1996 SOCIAL SECURITY INFORMATION

Tax rate:

Employee/employer each—7.65%;
(6.20%—OASDI; 1.45%—HI]).

Self-employed—15.30%;
(12.40%—O0ASDI; 2.90%—HI).

Maximum taxable earnings base:

Social Security (OASDI) ....ooooiiiiiiiiiee e $62,700
Medicare (HI) ..o No Limit
Maximum FICA/SECA tax:?

OASDI HI
Employee/employer ........ccccoveciiiiiieieeieeeeee e, $3,887 No limit.
Self-employed ..., 7,774 No limit.

OASDI workers covered.—1996 (est.)—142 million.
Average Wage Level —1994—$23,753.53.
Earnings required for a quarter of coverage.—$640; ($2,560 for 4).

Earnings limit exempt amounts:

$12,500 for beneficiaries age 65—-69;
($1 for $3 withholding rate).

$8,280 for beneficiaries under age 65;
($1 for $2 withholding rate).

Medicare (SMI) premium.—$42.50/month.
Number of OASDI beneficiaries (12/95) (in millions):

Total OASDI benefiCiaries ......cocoovovviviiiiiiiiieiee e, 43.4
OASI benefiCiaries ....ccoooeiiiiiiiiii i 37.5
Retired WOIKErS .....cooovveeiiiiiiiee e 26.7
Families and SUIVIVOIS ........cooeveiiiiiiiiiieeeeeeieee e, 10.9
DI DENEFICIANIES .ovvvviiiiiiiiee e 5.9
Disabled WOrKers ......cccooooviiiiieeiiiiiiee e 4.2
Family members ..o 1.7

Average monthly benefits (12/95):
RETITEA WOTKEE ..ot $720
Retired worker and aged SPOUSE .........ccceveeiniiiieeeiiiiieee e, 1,215
(D=1 0] 110 IRVAY/0] o <G TR 682
Disabled worker, spouse and children ...........cccccccoovicivinnnnnnn. 1,140
Aged WIdOW(BI) oottt 680
Widowed mother/father and 2 children ..........cccccceeeeiiiiiinnnnnnn. 1,377

1FICA/SECA tax paid by employers and self-employed can be partially deducted under income
tax rules.
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1996 SOCIAL SECURITY INFORMATION—Continued

Monthly benefits for 1996 retirees At 62 At 65
Low earner (45% of average wages) .........ccceveernnnne $430  $537
AVErage CAIMEl .....ccoiiiiiiiiiiieieeeie e 709 886
MaXimum EAINET ........cocccieiiiiereeeeee e e e e s errrrrrrreeee e e 999 1,248

Long-range replacement rates (in percent):
Retirement at age 67 in 2030 and later:

Low earner (45% of average Wages) .....ccccccccvvviciriiieieeeeeeannnn. 56
YNV = Vo [ =T U g = PR 42
MaXimMUM CAINEY ..ot 28

COLA (effective January 1996).—2.6%.
Taxation of benefits—percent of benefits taxed:

Percent taxed Income threshold Filing status

Up to 50% ....covvvevveeniennn, $25,000-$34,000 ............. Individual.
$32,000-$44,000 ............. Joint.

Up t0 85% ..ocoveevreeeireennnne $34,000 + .eooviiiiieeeee Individual.
$44,000 + ..o, Joint.

Substantial gainful activity:

$500/month disabled/nonblind;
$960/month blind.

OASDI Trust Fund operations (in billions of dollars):

OASDI Trust Fund operations

Calendar year -
Y Income Outgo 'Elr?etalsr(]a- Balance
1995 i, $399.5 $339.8 $59.7 $496.1
1996 (eSt.) ..cvvvvvvireeerinen, 424.9 354.6 70.3 566.4

Fiscal Year 1995 OASDI Outlays.—$336 billion—21.8% of total
U.S. Budget of $1.54 trillion.

SAA info.—1-800-SSA-1213.
SSA On Line.—http://www.ssa.gov/SSA__Home.html

Source: Social Security Administration and Board of Trustees
(1996).
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GENERAL

BRIEF DESCRIPTION OF SOCIAL SECURITY PROGRAMS

The Old-Age, Survivors, and Disability Insurance (OASDI) Pro-
grams provide monthly benefits to retired and disabled workers,
their dependents and survivors. The OASDI Programs are con-
tained in title Il of the Social Security Act, and are commonly
known as “Social Security.” Old-age benefits were provided for re-
tired workers by the original Social Security Act of 1935, benefits
for dependents and survivors were provided by the 1939 amend-
ments, and benefits for disabled workers were enacted in 1956. The
Hospital Insurance (HI) Program, enacted in 1965 as title XVIII of
the Social Security Act, is closely related to the OASDI Program.
(The HI Program is discussed in later sections.)

CONCEPT OF SOCIAL INSURANCE

When the OASDI Programs were created, “insurance” was in-
cluded in their titles to show that their purpose is to replace in-
come that is lost to a family through the retirement, death, or dis-
ability of a worker who has earned protection against these “risks.”
This protection was to be obtained by working in jobs that are cov-
ered under Social Security and therefore subject to payroll taxes
that finance Social Security benefits. Once workers worked long
enough in covered jobs to be “insured,” they and their families
would have eligibility for their benefits as a matter of “earned
right.” The level of benefits is based on the amount the worker
earned in covered jobs, and are paid without a test of economic
need.

However, the social ends the programs serve diverge somewhat
from the insurance analogy. The programs are national, and cov-
erage is generally compulsory and nearly universal. They are de-
signed to address such social purposes as alleviating poverty, pro-
viding added protection of families versus single workers, and pro-
viding a larger degree of earnings replacement for low-paid versus
high-paid workers. The OASDI Programs were therefore described
as “social” insurance.

FINANCING MECHANISM

The primary source of revenue for OASDI is the payroll tax paid
by workers covered by the program and their employers. OASI and
DI have separate tax rates set by law. Coverage under Social Secu-
rity is generally compulsory. Currently, an estimated 96 percent of
the Nation's paid work force is covered either voluntarily or
mandatorily.

The taxes for wage and salaried workers are imposed under the
Federal Insurance Contributions Act (FICA, chapter 21 of the In-
ternal Revenue Code). Taxes are based on earnings up to the an-
nual maximum taxable wage base ($62,700 in 1996 for OASDI,
with no limit on wages subject to HI). The employee share of the
payroll tax is withheld from wage and salary payments, and is
matched by employers, currently at a rate of 7.65 percent each.
Self-employed persons are covered by the Self-Employment Con-
tributions Act (SECA, chapter 2 of the Internal Revenue Code).
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They pay contributions on their net earnings annually up to the
same maximum as employees, but at a rate that is equal to the
combined employee-employer tax rate. However, the self-employed
may deduct 7.65 percent from their net earnings before computing
their Social Security tax and may also deduct half of their Social
Security tax as a business expense for income tax purposes.

Revenue from the OASI and DI portion of the tax is credited to
the Old-Age and Survivors Insurance Trust Fund and the Disabil-
ity Insurance Trust Fund. In addition, the revenue derived from
the taxation of a portion of 50 percent of Social Security benefits
is credited to each trust fund (for additional detail, see section on
“Taxation of Benefits”). The trust funds are the source of payment
for: (1) monthly benefits when the worker retires, becomes totally
disabled, or dies (including a financial interchange with the Rail-
road Retirement System), and (2) administrative expenses for the
program. A discussion of OASDI administrative costs may be found
in a later section on “Budgetary Treatment of OASDI.”

BRIEF HISTORY

The 1935 Social Security Act covered only workers in commerce
and industry, then about 60 percent of the work force. At first, the
act provided only monthly benefits to retired workers age 65 and
over, and a lump-sum death benefit to the estate of these workers.
The monthly benefits were to begin on January 1, 1942. The 1939
Social Security amendments provided benefits to dependents of re-
tired workers (wives aged 65 and over and children under age 16);
and to survivors of deceased workers (widows aged 65 and over,
mothers caring for an eligible child, children under age 16, and de-
pendent parents). In addition, the 1939 amendments provided that
these benefits would begin in 1940. The 1939 amendments were
the first in a nearly 40-year series of program expansions.

In 1956, benefits were extended to disabled workers aged 50-64,
and to disabled children over age 18 of retired, disabled, or de-
ceased workers, if they became disabled before age 18 (changed to
disabled before age 22 in 1973). The 1958 amendments provided
benefits to dependents of disabled workers on the same basis as de-
pendents of retired workers. Benefits for disabled workers under
age 50 were provided in 1960.

Monthly cash benefits were increased on an ad hoc basis 10
times before the first automatic cost-of-living adjustment was im-
plemented by the Social Security amendments of 1972. Beginning
in 1975, benefits have been automatically adjusted to keep pace
with inflation. Since 1975, there have been increases annually ex-
cept during calendar year 1983, when the adjustment was delayed
6 months (see table 1-1).

SOCIAL SECURITY COVERAGE OF THE WORK FORCE

In 1939, approximately 24 million persons worked in employment
covered by the Social Security system. Over the years, major cat-
egories of workers were brought under the system, such as self-
employed individuals, State and local government employees (on a
voluntary basis), regularly employed farm and domestic workers,
members of the armed services, and members of the clergy and re-



7

ligious orders (on a voluntary basis). In 1996, of a total work force
of approximately 148.8 million workers, about 142 million workers
and an estimated 96 percent of all jobs in the United States are
covered under Social Security. Of the total work force, an estimated
13.7 million workers were self-employed in 1996. In 1994, an esti-
mated 87 percent of all earnings from jobs covered by Social Secu-
rity were taxable (see tables 1-2 and 1-3).

TABLE 1-1.—SOCIAL SECURITY BENEFIT INCREASES SINCE THE BEGINNING OF THE
PROGRAM

[In percent]

; . Amount of
Date increase paid ingrueatsg
JANUANY 1996 ..o 2.6
JANUAMY 1995 .o s 2.8
JANUATY 1994 oo 2.6
JANUAMY 1993 ..o 3.0
JANUAMY 1992 ..o 3.7
JANUAMY 1991 oo 54
JANUATY 1990 ..o s 4.7
JANUANY 1989 ..o 4.0
JaNUANY 1988 ..o 4.2
JANUAMY 1987 oo 13
JANUANY 1986 ..o 31
JANUAMY 1985 ... 35
JANUATY 1984 ..o s 35
JUIY 1982 .o 74
JUIY L98BL oo 11.2
JUIY 980 ..ot 14.3
JUIY 1979 oo 9.9
JUIY LOT8 e 6.5
JUIY LOTT e 59
JUIY 2976 o e 6.4
JUIY LOT5 T e 8.0
APFIHAULY 19742 e 11.0
OCLODEN 1972 oo s 20.0
FEDIUANY 1971 oo 10.0
FEDIUAMY 1970 ..o 15.0
MArCh 1968 ......ovieriercrerer e s 13.0
FEDIUANY 1965 ....oviieiiiireic e 7.0
FEDIUArY 1959 ..o 7.0
OCLODEN 1954 ...t 13.0
OCHODEN 1952 ... 12,5
OCtODET 1950 ... 77.0

1 Automatic COLAs began.
2|ncrease came in two steps.

Source: Social Security Administration.
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TABLE 1-2.—CIVILIAN WORKERS COVERED BY SOCIAL SECURITY SYSTEM, 1939-94

[In millions]

Paid civil- ASDI Percent OASDI and Percent
Year é?gyeeerg_l cgle?age cgvgfed cg\ll_eorgge cgvg$ed
19392 ., 43.6 24.0 55.1 24.0 55.1
19442 e, 512 30.8 60.2 30.8 60.2
19492 |, 56.7 34.3 60.5 34.3 60.5
1955 62.8 51.8 82.5 51.8 825
1960 oo 64.6 55.7 86.2 55.7 86.2
1961 65.3 56.1 85.9 56.1 85.9
1962 .o 66.4 57.3 86.3 57.3 86.3
1963 e 67.6 58.5 86.5 58.5 86.5
1964 o 69.3 60.1 86.7 60.1 86.7
1965 e 71.6 62.7 87.6 62.7 87.6
1966 ..o 73.6 64.9 88.2 64.9 88.2
1967 o 74.4 65.7 88.3 65.7 88.3
1968 ..o 75.9 67.1 88.4 67.1 88.4
1969 .o 78.0 68.6 87.9 68.6 87.9
1970 e 77.8 69.9 89.9 69.9 89.9
1971 79.6 717 90.1 717 90.1
1972 e, 82.6 4.7 90.4 74.7 90.4
1973 85.6 77.6 90.6 71.6 90.6
1974 o 85.4 77.3 90.5 771.3 905
1975 86.0 77.9 90.6 779 90.6
1976 e, 89.2 81.0 90.9 81.0 90.9
1977 e 935 85.1 91.0 85.1 91.0
1978 97.0 88.4 91.2 88.4 91.2
1979 994 90.7 91.3 90.7 91.3
1980 oo 98.9 89.3 90.3 89.3 90.3
1981 i, 99.0 90.2 91.1 90.2 91.1
1982 98.3 89.8 914 89.8 914
1983 102.2 93.6 91.6 96.0 94.0
1984 o 105.5 97.9 92.7 100.3 95.0
1985 107.7 100.0 92.9 102.4 95.1
1986 ..o 110.2 104.1 944 106.5 96.6
1987 e 113.3 107.5 94.8 110.0 97.1
1988 ..o 115.6 109.8 95.0 112.4 97.3
1989 117.4 111.7 95.2 114.4 974
1990 i 117.0 111.3 95.2 1141 975
1991 116.3 111.0 95.5 113.3 975
1992 i, 117.8 112.7 95.7 114.8 97.5
1993 120.3 115.3 95.8 117.4 97.6
1994 124.6 119.7 96.1 121.8 97.8

Lincludes paid employees and self-employed for all years.
2Monthly average for these years, all other years as of December.

Source: Office of Research and Statistics, Social Security Administration.
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TABLE 1-3.—CIVILIAN WAGES COVERED BY OASDI SYSTEM, 1950-94 1

[Dollars in hillions]

Earnings in covered Total Covered Taxable earn-

employment eanings  €&nings ings as a per-

Vear Total in cov. as a Taxable cent of total

earnings Self- ered em- p?rtcetntI eamings earnmé;s in

1950 ......... 186.1 1098 ... 109.8 59.0 87.5 79.7
1955 ... 2574 1716 245  19.1 76.2 1575 80.3
1960 ......... 3249  236.0 29.2 2652 81.6  207.0 78.1
1965 ... 4288 3114 403 3517 82.0  250.7 713
1970 ... 631.7  483.6 480 5316 85.2 4156 78.2
1975 ... 9401 7172 704 7876 83.8  664.7 84.4
1976 ... 10372 7972 76.8  874.7 843 7377 84.3
1977 ... 1,1404 8795 80.6  960.1 84.2  816.6 85.0
1978 ... 12886  998.9 93.7 11,0926 84.8 9156 83.8
1979 ... 14371 11220 1002 12222 85.0 1,067.0 87.3
1980 ........ 15484 1,231.0 978 13288 85.8 1,180.7 88.9
1981 ... 1,696.5 1,352.0 98.9 14509 855 12941 89.2
1982 ... 1,764.0 14180 98.6 1,516.6 86.0 1,365.3 90.0
1983 ... 18708 15020 1132 16152 86.3 1,454.1 90.0
1984 ... 2,086.0 16715 1293 1,800.8 86.3 1,608.8 89.3
1985 ... 2,246.2 17945 1423 1,936.8 86.2 1,722.6 88.9
1986 ... 2,389.2 19210 160.8 12,0818 87.1 18444 88.6
1987 ... 25714 20571 1799 27237.0 87.0 1,960.0 87.6
1988 ... 2,767.3 22279  199.7 24276 87.7 2,088.4 86.0
1989 ... 29337 23717 2109 2582.6 88.0 12,2395 86.7
19902 ....... 3,108.3 25113 1956 2,706.9 87.1 2,358.7 87.1
19912 ... 31924 25652 1972 2,7624 86.6 2,4235 87.7
19922 ...... 3389.1 27187 2100 29287 86.5 2,534.5 86.5
19932 ....... 35224 27963 2248 3,021.1 85.8 2,635.8 87.2
19942 ... 3,756.8 29863 2431 32294 86.0 2,8185 87.3

1Sum of wages and salaries and proprietors’ income with inventory valuation and capital consumption
adjustments, as estimated by the Bureau of Economic Analysis in the National Income and Product Ac-
counts.

2Preliminary.

Source: Social Security Administration (1995) and Office of Research and Statistics, Social Security Ad-
ministration.

While coverage is compulsory for most types of employment, ap-
proximately 6.7 million workers did not have any coverage under
Social Security in 1994. The majority of these noncovered workers
were and still are in State and local governments or the Federal
Government (see tables 1-4 and 1-5 for the most recently available
statistical breakout). Beginning January 1, 1983, Federal employ-
ees were covered under the Medicare (HI) portion of the Social Se-
curity tax, and all Federal employees hired after 1983 are covered
under the OASDI portion as well. In 1991, 70.2 percent of State
and local government workers (14.4 million out of 20.5 million)
were covered by Social Security. Beginning January 1, 1984, all
employees of nonprofit organizations became covered, and as of
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April 1983 terminations of Social Security coverage by State gov-
ernment entities were no longer allowed. State and local employees
hired after March 31, 1986 are mandatorily covered under the
Medicare Program and must pay HI payroll taxes. Beginning July
1, 1991, State and local employees who were not members of a pub-
lic retirement system were mandatorily covered under Social Secu-
rity. This requirement was contained in the 1990 Omnibus Budget
Reconciliation Act (Public Law 101-508).

TABLE 1-4 —ESTIMATED SOCIAL SECURITY COVERAGE, 1994

. Noncovered Percent
Total (millions) (millions) covered
WOTKEIS L .ot 1455 6.7 95.4
Jobs: 2
State and local government 3 21.7 55 747
Federal civilian ........cccoocevveiviirennnn, 4.2 15 64.3
StUENtS 4 .o 2.3 2.2 43

Lincludes both employees and self employed.

2Because workers may work at more than one job during the year, the total number of noncovered
jobs exceeds the total number of noncovered workers. Because this table includes workers who worked
only in a noncovered job at any time during the year, it shows a higher number of noncovered jobs than
does table 1-2, which is based on coverage status in December of each year.

3Excludes students.

4Includes students employed at both public and private colleges and universities.

Source: Social Security Administration.

While the most recent year for which actual data are available
is 1991, the Social Security Administration estimates that in 1994,
23.2 million individuals will work at some time during the year for

a State or local government, and the wages of 70 percent of these
individuals will be covered by Social Security.

TABLE 1-5.—ESTIMATED SOCIAL SECURITY COVERAGE OF WORKERS WITH STATE OR
LOCAL GOVERNMENT EMPLOYMENT, 1991

[Based on 1-percent sample; numbers in thousands]

State All workers 1 (v:v%\:ﬁgig Eg&g?gé
AlADAMA v 350 316 90
ALASKA .o 81 32 40
ArZONA ..o 349 309 89
ArKaNSas ......c.coovvveveesii e 192 173 90
California ...ccoceevveeeceee e, 2,194 916 42
Colorado ....ccvvevvieie e, 326 110 34
CONNECLICUL ..vcvveveeieciree s 252 165 65
DElAWArE ....ovvviiviscecee e 65 50 77
1010 - 983 859 87
GEOIGIA vvovvevecererrerereerei et 574 448 78
Hawaii 105 80 76
Idaho 113 106 94

[llinois 981 499 51
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TABLE 1-5.—ESTIMATED SOCIAL SECURITY COVERAGE OF WORKERS WITH STATE OR
LOCAL GOVERNMENT EMPLOYMENT, 1991—Continued

[Based on 1-percent sample; numbers in thousands]

State All workers * %%‘;ﬁgerg Eg&g?gé

INAIANA ..o 434 372 86
7 T 270 230 85
KANSAS ..vvcvieiececices ettt 250 222 89
KENEUCKY +ovvvieieieier e 319 239 75
LOUISIANG .t 398 119 30
MAINE <ot 110 48 44
Maryland ........coceieninie e, 396 345 87
MaSSACNUSELLS ......cveveiviviiirerse s 325 43 13
MICRIgAN ..o e 784 664 85
MINNESOLA ..ottt 414 326 79
MISSISSIPPI +.ovveveeererer e 220 194 88
MISSOUIT .ttt 381 295 77
MONEANA ..o e 93 77 83
NEDrasKa ......ccoceviveveeicieee s 160 142 89
377 o - T 89 25 28
New Hampshire ......ccoceerenenrnrieneessssenesssennnns 88 74 84
NEW JEISEY ovvvevrceriereirieeeirersirs e snsesns 580 544 94
NEW MEXICO ..ottt 172 136 79
NEW YOTK oo 1,673 1,491 89
North Carolina .........ccccevieiiieiissseeee e 562 504 90
NOrth DaKOota ......cccceeveiiiiiciss e 70 61 87
0] 1 T 850 32 4
OKIANOMA ..ot 278 244 88
OFBOON .o 259 232 90
PENNSYIVANIA ...oocvrrrriiireeeeese e 733 674 92
Rhode 1S1and .......cccceeiieiieccs e 73 54 74
South Caroling ..o s 310 278 90
SOULh DAKOLA ..vcveviiiceciee e 74 66 89
TENNESSEL vttt 397 324 82
TEXAS ovivirerieiie et b 1,316 729 55
U] 7= IR 161 144 89
VEIMONT e s 54 52 96
VIFGINIAL oo 508 467 92
Washington ... 428 361 84
WeSE VIrginia ....cccoeevevverrieeessse e 150 122 81
WISCONSIN oot 451 376 83
WYOMING v 66 56 85

0] | 20,461 14,425 70

Lincludes seasonal and part-time workers for whom State and local government employment was not

their major job.
Source: Office of Research and Statistics, Social Security Administration.
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BENEFITS

ELiGIBILITY FOR WORKERS

Insured status

Benefits can be paid to workers, and their dependents or survi-
vors, only if the worker has worked long enough in covered employ-
ment to be “insured” for these benefits. Insured status is measured
in terms of “quarters of coverage.”

Before 1978, one quarter of coverage was earned for each cal-
endar quarter in which a worker was paid $50 or more in wages
for covered employment (except for agricultural labor). Since the
beginning of 1978 the crediting of quarters of coverage has been on
an annual rather than a quarterly basis up to a maximum of four
quarters of coverage per year. In 1978, a worker earned one quar-
ter of coverage (up to a maximum of four) for each $250 of annual
earnings reported from covered employment or self-employment.
The amount of annual earnings needed for a quarter of coverage
is increased each year in proportion to increases in average wages
in the economy. In 1996 the amount of earnings needed for a quar-
ter of coverage is $640. Table 1-6 shows amounts needed since
1978.

TABLE 1-6.—AMOUNT OF COVERED WAGES NEEDED TO EARN ONE QUARTER OF
COVERAGE SINCE 1978

$250
260
290
310
340
370
390
410
440
460
470
500
520
540
570
590
620
630
640
1670
1690
1720
1750
1780

1Based on economic assumptions in the 1996 Annual Report of the Board of Trustees of the Federal
Old-Age and Survivors Insurance and Disability Insurance Trust Funds.

Source: Office of the Actuary, Social Security Administration.
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For the purpose of the OASI Program, there are two types of in-
sured status: “fully insured” and “currently insured.” Workers are
fully insured for benefits for themselves and for their eligible de-
pendents if they have earned one quarter of coverage for each year
elapsing after the year they reached age 21 up to the year in which
they reach age 62, become disabled, or die. Fully-insured status is
required for eligibility for all types of benefits except certain survi-
vor benefits. No matter how young, a worker must have at least
six quarters of coverage to be fully insured, with the minimum
number increasing with age. A worker with 40 quarters of coverage
is fully insured for life.

Survivors of a worker who was not fully insured may still be eli-
gible for benefits if the worker was currently insured. Workers are
currently insured if they have six quarters of coverage during the
thirteen calendar quarters ending with the quarter in which they
died.

Workers are insured for disability if they are fully insured and
have a total of at least 20 quarters of coverage during the 40-
quarter period ending with the quarter in which they became dis-
abled. Workers who are disabled before age 31 are insured for dis-
ability if they have total quarters of coverage equal to half the cal-
endar quarters which have elapsed since the worker reached age
21, ending in the quarter in which they became disabled. However,
a minimum of 6 quarters of coverge is required.

Age

Workers must be at least age 62 to be eligible for retirement ben-
efits. There is no minimum age requirement for disability benefits,
but disabled workers who attain the “full retirement age” (see
below) automatically receive full retirement benefits, rather than
disability benefits. Disability benefits are computed as if the work-
er reached full retirement age on the day he became totally dis-
abled.

DisaBILITY

Definition

Generally, disability is defined as the inability to engage in sub-
stantial gainful activity by reason of a physical or mental impair-
ment. The impairment must be medically determinable and ex-
pected to last for not less than 12 months, or to result in death.
Applicants may be determined to be disabled only if, due to such
an impairment, they are unable to engage in any kind of substan-
tial gainful work, considering their age, education, and work expe-
rience. The work need not exist in the immediate area in which the
applicant lives, nor must a specific job vacancy exist for the indi-
vidual. Moreover, no showing is required that the worker would be
hired for the job if she applied.

There are special definition and eligibility requirements for per-
sons who are blind, which are described in the section on “Deter-
mination of Disability Benefits.”
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The Commissioner ! has specific regulatory authority to prescribe
the criteria for determining when earnings derived from employ-
ment demonstrate an individual's ability to engage in substantial
gainful activity (SGA).

Effective January 1, 1990, the SGA earnings level was raised to
$500 a month (net of impairment-related work expenses), based on
regulations published by the Commissioner. Table 1-7 shows SGA
amounts applicable to nonblind disabled workers since 1968.

TABLE 1-7.—MONTHLY SGA AMOUNTS SINCE 1968

Year SGA
July 1968-73 $140
1974-75 200
1976 ... 230
1977 ... 240
1978 ... 260
1979 ... 280
1980-89 300
1990 AN thErEATLEL ....vveeeeeeeeceeee ettt 500

Source: Office of Research and Statistics, Social Security Administration.
Waiting period

An initial 5-month waiting period is required before DI benefits
are paid. Benefits are payable beginning with the sixth full month
of disability. However, benefits may be paid for the first full month
of disability to a worker who becomes disabled within 60 months
after termination of DI benefits from an earlier period of disability
(for a disabled widow or widower the period is 84 months).

Work incentive provisions

The law provides a 45-month period for disabled beneficiaries to
test their ability to work without losing their entitlement to all
benefits. The period consists of (1) a “trial work period” (TWP),
which allows disabled beneficiaries to work for up to 9 months
(within a 5-year period) 2 with no effect on their disability or Medi-
care benefits; followed by (2) a 36-month “extended period of eligi-
bility,” during the last 33 of which cash disability benefits are sus-
pended for any month in which the individual is engaged in SGA.
Medicare coverage continues so long as the individual remains enti-
tled to disability benefits and, depending on when the last month
of SGA occurs, may continue for 3 to 24 months after entitlement
to disability benefits ends. When Medicare entitlement ends be-
cause of the individual's work activity, but she is still medically
disabled, she may purchase Medicare protection.

If beneficiaries medically recover to the extent that they no
longer meet the definition of disability, disability and Medicare
benefits are terminated 3 months thereafter, regardless of the sta-

1Throughout the remainder of this section when Commissioner is used, it is the Commissioner
of Social Security.

20nly one TWP is allowed in any one period of disability. The TWP is completed only if the
9 months are within a 60-month period. By regulation, earnings of more than $200 a month
constitute “trial work.”
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tus of their trial work period or extended period of eligibility. How-
ever, persons who contest this determination may elect to continue
to receive disability benefits (subject to recovery) and Medicare
benefits while their appeal is being reviewed.

ELIGIBILITY FOR DEPENDENTS AND SURVIVORS

Dependents’ benefits are payable in addition to benefits payable
to the worker.

Spouse’s benefit

A benefit is payable to a spouse of a retired or disabled worker
under one of the following conditions: (1) currently-married spouse
is at least 62 or is caring for one or more of the worker’s entitled
children who are disabled or have not reached age 16; or (2) di-
vorced spouse is at least 62, is not married, and the marriage had
lasted at least 10 years before the divorce became final. A divorced
spouse may be entitled independently of the worker’s retirement if
both the worker and divorced spouse are age 62, and if the divorce
has been final for at least 2 years.

Widow(er)’'s benefit

A monthly survivor benefit is payable to a widow(er) or divorced
spouse of a worker who was fully insured at the time of death. The
widow(er) or divorced spouse must be unmarried (unless the remar-
riage occurred after the widow(er) first became eligible for benefits
as a widow(er)); and must be either (a) age 60 or older or (b) age
50-59 and disabled throughout a waiting period of 5 consecutive
calendar months that began no later than 7 years after the month
the worker died or after the end of his or her entitlement to bene-
fits as a widowed mother or father.

Child’s benefit

A monthly benefit is payable to an unmarried child, or eligible
dependent grandchild, of a retired, disabled, or deceased worker
who was fully or currently insured at death. The child or grand-
child must be either: (1) under age 18; (2) a full-time elementary
or secondary student under age 19; or (3) a disabled person age 18
or over whose disability began before age 22. A grandchild is eligi-
ble for benefits on a grandparent’s earnings record if the grand-
child was adopted by the grandparent and may be entitled under
certain circumstances if there is no adoption. If adopted by the sur-
viving spouse of that grandparent, the child would be eligible if he
lived with or received one-half support from the grandparent prior
to the grandparent’s death.

Mother's/father’s benefit

A monthly survivor benefit is payable to a mother (father) or sur-
viving divorced mother (father) if: (1) the deceased worker on
whose account the benefit is payable was fully or currently insured
at time of death and (2) the mother (father) or surviving divorced
mother (father) is not married and has one or more entitled chil-
dren of the worker in his or her care. These payments continue as
long as the youngest child being cared for is under age 16 or dis-
abled (see “Child’s benefit” above).
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Parent’s benefit

A monthly survivor benefit is payable to a parent, age 62 or over,
of a deceased fully-insured worker. The worker must have been
providing at least one-half of the parent’s support.

Lump-sum death benefit

A one-time lump-sum benefit of $255 is payable upon the death
of a fully or currently-insured worker to the surviving spouse who
was living with the deceased worker or was eligible to receive
monthly cash survivor benefits upon the worker’s death. If there is
no eligible spouse, the lump-sum death benefit is payable to any
child of the deceased worker who is eligible to receive monthly cash
benefits as a surviving child. If there is no surviving spouse, or
children of the worker eligible for monthly benefits, then the lump-
sum death benefit is not paid.

[See table 1-7a for 1995 OASDI beneficiary statistics; table 1-7b
for OASDI benefits paid 1940-95; table 1-7c for monthly benefit
amounts for selected families; and the “Benefit Computation” sec-
tion for further information on AIME.]

TABLE 1-7a.—OASDI BENEFICIARIES IN CURRENT PAYMENT STATUS AND NEW AWARDS,
DECEMBER 1995

Number in Number of

current pay- g:;g?g aor; /r\n";:g?l; new awards Average

meg;n((}r;)ou— population benefit ('S”agé%l)]' new award
Retired workers ............. 26,673 61.5 $720 1,609 $689
Wives and husbands of

retired workers ......... 3,026 7.0 370 259 334
Children of retired work-

BIS ot 442 1.0 322 101 298
Disabled workers ........... 4,185 9.6 682 646 694
Wives and husbands of

disabled workers ....... 264 0.6 164 63 175
Children of disabled

WOTKEFS .vvveevrvererae, 1,409 3.2 183 401 176
Widowed mothers and

fathers ..o, 275 0.6 478 52 464
Surviving children ......... 1,884 4.3 469 306 464
Widows and widowers ... 5,052 11.6 680 415 667
Disabled widow(er)s ...... 173 0.4 458 30 458
Parents ........ccovveereenenn. 4 O] 501 @] 607
Special age-72 .............. 1 O] 192 @] 136

Totals and aver-
ages .ot 43,387 100.0 $649 3,382 $587

1less than 0.05 percent.
2Fewer than 500.

Source: Office of Research and Statistics, Social Security Administration.
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TABLE 1-7h.—OASDI BENEFITS PAID, 1940-95

[In millions of dollars]

Year 0ASDI 0ASI DI
1940 o $35 $35 s
1950 961 961 .,
1960 oo, 11,245 10,677 $568
1970 i, 31,863 28,796 3,067
1980 o 120,511 105,074 15,437
19851 s 186,196 167,360 18,836
19901 o 247,796 222,993 24,803
19911 L, 268,098 240,436 27,662
19921 s 286,030 254,939 31,091
19931 o, 302,402 267,804 34,598
19941 s 316,772 279,068 37,704
19951 s 332,580 291,682 40,898

1Unnegotiated checks not deducted.
Source: Office of Research and Statistics, Social Security Administration.

BENEFIT COMPUTATION

All monthly benefits are computed based on a worker’s primary
insurance amount (PIA). The PIA is a monthly amount based on
the application of the Social Security benefit formula to a worker’s
average lifetime covered earnings. It is also the monthly benefit
amount payable to a worker who retires at the full retirement age,
or becomes entitled to disability benefits.

FuLL RETIREMENT AGE

Benefits for retired workers, aged spouses and widow(er)s taken
before the “full retirement age” are subject to an actuarial reduc-
tion. The full retirement age is the earliest age at which unreduced
retirement benefits can be received. The full retirement age cur-
rently is age 65, but it will gradually rise in two steps beginning
in the next century. First, the full retirement age will increase by
2 months for each year that a person is born after 1937, until it
reaches age 66 for those who were born in 1943. Second, it will in-
crease again by 2 months for each year that a person is born after
1954, until it reaches age 67 for those who were born after 1959.
Early retirement still will be available, beginning at age 62 for
workers and their spouses, and at age 60 for widow(er)s, but bene-
fits will be lower. The actuarial reduction on retirement benefits at
age 62 ultimately will be 30 percent, instead of the present 20 per-
cent. The age for full benefits for aged spouses and widow(er)s like-
wise will rise to 67.

Benefits of workers who choose to retire after their full retire-
ment age are increased by “delayed retirement credits,” as are the
benefits payable to their widow(er)s. The delayed retirement credit
is 1 percent per year for workers who attained age 65 before 1982,
and 3 percent per year for workers who attained age 65 between
1982 and 1989. Starting in 1990, the delayed retirement credit in-
creases by one-half of 1 percent every other year until it reaches
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8 percent for workers reaching age 65 after 2007 (see section on
“Benefit Reduction and Increase”). Table 1-8 shows the schedule of
increases in the full retirement age and delayed retirement credits
for workers.

TABLE 1-7¢.—MONTHLY BENEFIT AMOUNTS FOR SELECTED BENEFICIARY FAMILIES
WITH FIRST ELIGIBILITY IN 1995, FOR SELECTED WAGE LEVELS, DECEMBER 1995

Worker with yearly earnings equal to

Beneficiary famil Federal Maximum
K ! minimum Averagze taxable
wage ! Wage earnings 3
RETIRED WORKER FAMILIES: 4
Average indexed monthly earnings ..........c..cco..... $969.00 $1,929.00 $3,493.00
Primary insurance amount ........cc.ccoeereereereersennens 571.50 886.70  1,238.70
Maximum family benefit ........cccoivvevinrivreriennnn, 873.70  1,618.70  2,167.60
Monthly benefit amount:
Retired worker claiming benefits:
Worker alone at age 624 ........occovevevennns 457.00 709.00 990.00
Worker at age 62 with spouse* .............. 671.00 1,041.00 1,454.00
Worker at age 65 with Spouse ............... 742.00 1,152.00 1,609.00
SURVIVOR FAMILIES: 5
Average indexed monthly earnings ..........cccoeveenen. 873.00 1,931.00 4,627.00
Primary insurance amount 540.00 887.40 1,413.30
Maximum family benefit ..., 810.10 1,619.70  2,473.00
Monthly benefit amount:
Survivors of worker deceased at age 40:5
One surviving Child .........ccooevvvrsriereinnenn, 405.00 665.00  1,059.00
Widowed mother/father and one child ..... 810.00 1,330.00 2,118.00

Widowed mother/father and two children 810.00 1,617.00 2,472.00
DISABLED WORKER FAMILIES: €
Average indexed monthly earnings 927.00 1,929.00  4,069.00
Primary insurance amount ................. 557.80 886.70  1,327.40
Disability maximum family benefit? 808.30 1,330.10  1,991.10
Monthly benefit amount:
Disabled worker age 50: 6
Worker alone ..o, 557.00 886.00 1,327.00
Worker, spouse, and one child ................. 807.00 1,328.00  1,989.00

LAnnual earnings are calculated by multiplying the Federal minimum hourly wage ($4.25 when this
table was prepared) by 2,080 hours. In 1996, Congress increased the minimum wage in two stages to
$5.15 per hour as part of Public Law 104-188. This increase will be reflected in benefit calculations for
this table beginning with the fourth quarter of 1996.

2\Worker earned the national average wage in each year used in the computation of the benefit.

3Worker earned the maximum amount of wages that can be credited to a worker's Social Security
record in all years used in the computation of the benefit.

4Assumes the worker began to work at age 22, retired at age 62 in 1995 with maximum reduction,
and had no prior period of disability.

5Assumes the deceased worker began to work at age 22, died in 1995 at age 40, had no earnings in
that year, and had no prior period of disability.

6 Assumes the worker began work at age 22, became disabled at age 50, and had no prior disability.

7The 1980 amendments to the Social Security Act provide for different family maximum amount for
disability cases. For disabled workers entitled after June 1980, the maximum is the smaller of (1) 85
percent of the worker's AIME (or 100 percent of the PIA, if larger) or (2) 150 percent of the PIA.

Source: Social Security Administration.
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TRENDS IN RETIREMENT AGE

Table 1-9 shows the percentage of workers who elected to receive
retirement benefits at selected ages since the beginning of the So-
cial Security Program. It clearly illustrates a trend toward early re-
tirement. Retirement at age 62 has become the norm. Reduced ben-
efits were not available to women until 1956, and to men until
1961. Table 1-10 shows the percentage of retired workers electing
reduced benefits since they first became available.

TABLE 1-9.—PERCENTAGE OF WORKERS ELECTING SOCIAL SECURITY RETIREMENT
BENEFITS AT VARIOUS AGES SINCE 19401

Ages
63-64

es Average

Year Age 62 Age 65 /?3% T age

2) 83 917 688
2 179 81 696
) 231 769 687
) 412 588 684
10.0 79 353 467 668
230 177 234 359 658
278 232 369 121 644
357 245 311 87 640
405 222 307 66 639
572 211 177 40 637
566 202 166 6.7 637
589 200 157 54 636

LExcludes conversions at age 65 from disability to retirement rolls.
2Retirement before age 65 was not available.

Source: Congressional Research Service and Social Security Administration.

TRENDS IN LONGEVITY

Table 1-11 shows how life expectancies have increased since So-
cial Security benefits were first paid in 1940, and what they are
projected to be in the future, as well as fertility and death rates.

AVERAGE INDEXED MONTHLY EARNINGS

Except for workers who became eligible for benefits before 1984,
or who are eligible for a “Special Minimum Benefit” (see below), the
primary insurance amount (PIA) is determined through a formula
applied to the worker’s average indexed monthly earnings (AIME).
The AIME is a dollar amount that represents the average monthly
earnings from Social Security-covered employment over most of the
worker’'s adult life indexed to the increase in average annual
wages. Indexing the earnings to changes in wage levels ensures
that the same relative value is accorded to wages no matter when
earned. Because actual average-wage data take over a year to be-
come available, past earnings are updated to the second calendar
year (the “indexing year”) before the worker becomes eligible for re-
tirement (age 62) or, if earlier, becomes disabled or dies. This
means that the year a worker turns age 60 is used as the indexing
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year for computing retirement benefits. Earnings in and after the
indexing year are not indexed.

TABLE 1-10.—NUMBER OF SOCIAL SECURITY RETIRED WORKER NEW BENEFIT AWARDS
AND PERCENT RECEIVING REDUCED BENEFITS BECAUSE OF ENTITLEMENT BEFORE
AGE 65, AS OF DECEMBER OF GIVEN YEAR?

[Numbers in millions]

Total Men Women
Year!

Number Percent Number Percent Number Percent
1956 .o 0.9 12 06 .o 04 31
1960 .o 1.0 21 06 . 04 60
1965 o 1.2 49 0.7 43 04 60
1970 e 1.3 63 0.8 57 05 72
1975 e 15 73 0.9 69 0.6 79
1980 .o 1.6 76 0.9 73 0.7 80
1985 e 1.7 74 1.0 70 0.7 79
1986 ..o 1.7 74 1.0 71 0.7 79
1987 e, 1.7 74 1.0 71 0.7 79
1988 ..o 1.6 74 0.9 70 0.7 78
1989 o 1.7 73 1.0 69 0.7 78
1990 .o 1.7 74 1.0 71 0.7 78
1991 1.7 72 1.0 69 0.7 76
1992 o 1.7 72 1.0 69 0.7 76
1993 . 1.7 72 1.0 70 0.7 75
1994 1.6 73 0.9 70 0.7 76
1995 e 1.6 72 0.9 69 0.7 75

1Data for 1985-90 based on a 1-percent sample; data for other years based on 100 percent. Includes
conversions at age 65 from disability to retirement rolls.

Source: Office of Research and Statistics, Social Security Administration.

TABLE 1-11.—SELECTED DEMOGRAPHIC ASSUMPTIONS, 1940-2070

Life expectancy3

Total fer-  Age-sex-adjusted

Calendar year tility death rate 2 (per All birth At age 65
rate! 100,000)

Male Female Male Female
1940 .o 2.23 1,532.8 61.4 65.7 11.9 134
1945 e 2.42 1,366.4 62.9 68.4 12.6 144
1950 . 3.03 1,225.3 65.6 711 12.8 15.1
1955 e 3.50 1,134.2 66.7 72.8 13.1 15.6
1960 .o 3.61 1,128.6 66.7 73.2 12.9 15.9
1965 .o 2.88 1,103.6 66.8 73.8 12.9 16.3
1970 i 2.43 1,041.8 67.1 74.9 13.1 17.1
1975 e 177 934.0 68.7 76.6 13.7 18.0
1976 .o 1.74 923.2 69.1 76.8 13.7 18.1
1977 oo 1.79 898.0 69.4 77.2 13.9 18.3
1978 e 1.76 892.4 69.6 77.2 13.9 18.3
1979 e 1.82 864.2 70.0 7.7 14.2 18.6

1980 ..o 1.85 878.1 69.9 77.5 14.0 18.4
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TABLE 1-11.—SELECTED DEMOGRAPHIC ASSUMPTIONS, 1940—2070—Continued

Life expectancy3
Total fer-  Age-sex-adjusted

Calendar year tility death rate 2 (per All birth At age 65
rate! 100,000)
Male Female Male Female
1981 .o 1.83 853.8 70.4 77.8 14.2 18.6
1982 .o 1.83 828.5 70.8 78.2 145 18.8
1983 e 1.81 836.1 70.9 78.1 14.3 18.6
1984 ..o 1.80 829.6 711 78.2 144 18.7
1985 e 1.84 831.8 711 78.2 144 18.6
1986 ..o 1.84 824.8 711 78.3 145 18.7
1987 v 1.87 816.1 71.3 78.4 14.6 18.7
1988 ..o 1.93 824.5 71.2 78.3 14.6 18.7
1989 . 2.01 804.1 715 78.6 14.8 18.9
1990 . 2.07 789.0 71.8 78.8 15.0 19.0
1991 e 2.07 778.8 71.9 78.9 15.1 19.1
19924 L 2.06 764.3 72.2 79.2 15.2 19.3
19934 e 2.04 784.2 71.9 78.9 15.1 19.0
19944 e 2.04 775.9 72.2 79.0 15.3 19.0
19954 2.04 763.8 72.3 79.2 154 19.2
1996 .o 2.03 757.0 725 79.3 154 19.2
2000 ..o 2.02 7313 73.0 79.7 15.6 194
2005 ..o 1.99 700.5 73.9 80.2 15.9 195
2010 e, 1.96 677.3 74.5 80.5 16.1 19.7
2015 e 1.93 657.4 74.9 80.9 16.3 19.9
2020 oo 1.90 638.4 75.3 81.2 16.5 20.1
2025 i 1.90 6204 75.6 815 16.7 20.3
2030 oo 1.90 603.2 76.0 81.8 16.9 20.5
2035 e 1.90 587.0 76.3 82.1 17.1 20.7
2040 ..o 1.90 5715 76.6 82.4 17.3 21.0
2045 i, 1.90 556.7 76.9 82.7 175 21.2
2050 .o, 1.90 542.7 77.2 83.0 17.7 21.4
2055 . 1.90 529.3 715 83.3 17.9 21.6
2060 oo 1.90 516.5 77.8 83.6 18.0 21.8
2065 .o 1.90 504.3 78.1 83.8 18.2 22.0
2070 o 1.90 492.6 78.4 84.1 184 22.2

1The total fertility rate for any year is the average number of children who would be born to a
woman in her lifetime if she were to experience the birth rates by age observed in, or assumed for, the
selected year, and if she were to survive the entire childbearing period. The ultimate total fertility rate is
assumed to be reached in 2020.

2The age-sex-adjusted death rate is the crude rate that would occur in the enumerated total popu-
lation as of April 1, 1980, if that population were to experience the death rates by age and sex observed
in, or assumed for, the selected year.

3The life expectancy for any year is the average number of years of life remaining for a person if
that person were to experience the death rates by age observed in, or assumed for, the selected year.

4Preliminary or estimated.

Source: Board of Trustees (1996), intermediate assumptions.

There are several steps in determining the AIME: (1) the “index”
for a worker’'s earnings is determined by multiplying the earnings
for a given year by the ratio of the average wage for the indexing
year divided by the average wage for that year; and (2) the number
of “computation years” is based on the number of years elapsing
after 1950 (or year of attainment of age 21, if later) up to the year
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the worker attains age 62, becomes disabled, or dies, minus any
“dropout” years. There are five dropout years in retirement and
survivor computations (for workers disabled before age 47, the
number of dropout years varies from one to four, depending on the
worker's age and number of child care dropout years). The mini-
mum number of computation years is two.

The computation years are selected from the highest indexed
yearly earnings in all years of earnings after 1950, up to a maxi-
mum of 35 years. (The highest 35 years are selected in computing
retirement benefits for all workers born after 1929.) The sum of the
indexed earnings in the selected years is divided by the number of
months in the computation period (i.e, the number of the selected
years times 12) to determine the AIME.

The indexed earnings histories (rounded to whole dollars) are il-
lustrated in table 1-12 for three hypothetical workers retiring in
1996 at age 62. The actual earnings for the three workers are
shown in the first three columns. These are multiplied by the in-
dexing factor (column 4) to arrive at indexed earnings (last 3 col-
umns of table 1-12). The indexing factor for 1960 is based on aver-
age wages when the individual turned 60 ($23,753.53), divided by
average wages for 1960 ($4,007.12). The highest 35 years of in-
dexed earnings are used. For example, a lifelong full-time worker
who had maximum creditable earnings would drop low earnings in
1958, 1962, 1963, 1964, and 1965, and would have total indexed
earnings of $1,536,031 (see table 1-12). Dividing this by the num-
ber of months in the computation period (35 years x 12 months =
420 months) results in average indexed monthly earnings (AIME)
of $3,657. The corresponding AIMEs for the average and low earn-
ers are $1,981 and $891, respectively. Low earners are defined as
earning 45 percent of the average wage.

BENEFIT FORMULA

The Primary Insurance Amount (PIA) is determined by applying
the “primary benefit formula” to the AIME. For a worker becoming
eligible in 1996, the PIA is determined as follows:

Factor Average indexed monthly earnings
90 PEICENT ..ovvevvcverer e first $437, plus
32 PEICENT ..ovvrvcverer e $437 through $2,635, plus
15 PEICENE ooorereereereereeeeeesseess s over $2,635

Applying this formula to the AIMEs of the three hypothetical
workers results in PIAs of $538.50 for the low-wage worker,
$887.30 for the average-wage worker, and $1,249.90 for the maxi-
mum-wage worker. (For the low-wage worker, the 1996 special
minimum benefit (see below) PIA of $532.90 is less than AIME-
based PIA of $538.50, and therefore is not used to determine his
or her benefits.) The numbers $437 and $2,635 are often referred
to as “bend points” of the PIA formula. These are adjusted each
year by the change in average wages. After the year of initial eligi-
bility (age 62 for retired workers), the PIA is increased each year
for the increase in the Consumer Price Index (CPIl). The PIAs of
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$538.50, $887.30, and $1,249.90 would be in effect for January
through November 1996, and will be increased by the cost-of-living
adjustment effective beginning December 1996.

TABLE 1-12.—EARNINGS HISTORIES FOR HYPOTHETICAL WORKERS AGE 62 IN 1996

[Rounded to nearest dollar]

Nominal earnings

Indexed earnings

Year Indexing

Low? Average?  Maximum3 factor Low? Average2  Maximum3
1956 ..o 1,590 3,532 4200 6.7245 410,689 423,754 28,243
1957 i 1,639 3,642 4200 65226 410,689 423,754 27,395
1958 ... 1,653 3,674 4200  6.4657 410,689 423,754 427,156
1959 . 1,735 3,856 4800 6.1605 410,689 423,754 29,570
1960 ... 1,803 4,007 4800 59278 410,689 423,754 28,454
1961 ..o 1,839 4,087 4800 58123 10,689 23,754 27,899
1962 ..o 1,931 4,291 4800 55351 10,689 23,754 426,569
1963 ... 1,978 4,397 4800 54027 10,689 23,754 425,933
1964 ... 2,059 4,576 4800 51905 10,689 23,754 424,915
1965 ..o 2,096 4,659 4800 50987 10,689 23,754 424,474
1966 ......coeenee. 2,222 4,938 6,600 48100 10,689 23,754 31,746
1967 .o 2,346 5,213 6,600 45562 10,689 23,754 30,071
1968 ....cocveenee 2,507 5,572 7,800 4.2632 10,689 23,754 33,253
1969 ..o 2,652 5,894 7,800 4.0303 10,689 23,754 31,436
1970 .o 2,784 6,186 7,800  3.8397 10,689 23,754 29,950
1971 e 2,924 6,497 7,800  3.6560 10,689 23,754 28,517
1972 3,210 7,134 9,000 33297 10,689 23,754 29,967
1973 3411 7,580 10,800  3.1336 10,689 23,754 33,843
1974 ... 3,614 8,031 13,200 29578 10,689 23,754 39,043
1975 3,884 8,631 14100 27521 10,689 23,754 38,805
1976 ..o 4,152 9,226 15,300 25745 10,689 23,754 39,390
1977 s 4,401 9,779 16,500  2.4289 10,689 23,754 40,077
1978 . 4,750 10,556 17,700  2.2502 10,689 23,754 39,829
1979 e 5166 11,479 22,900 2.0692 10,689 23,754 47,385
1980 ..o 5631 12,513 25900 1.8982 10,689 23,754 49,164
1981 ... 6,198 13,773 29,700  1.7246 10,689 23,754 51,222
1982 ... 6,539 14,531 32,400 1.6346 10,689 23,754 52,962
1983 . 6,858 15,239 35,700 15587 10,689 23,754 55,646
1984 ............. 7,261 16,135 37,800 14722 10,689 23,754 55,648
1985 ..o 7570 16,823 39,600 14120 10,689 23,754 55,916
1986 ..o 7,795 17,322 42,000 1.3713 10,689 23,754 57,595
1987 .o 8,292 18,427 43,800 1.2891 10,689 23,754 56,462
1988 ... 8,700 19,334 45000 1.2286 10,689 23,754 55,286
1989 ... 9,045 20,100 43,000 1.1818 10,689 23,754 56,726
1990 ..o 9,463 21,028 51,300 1.1296 10,689 23,754 57,949
1991 . 9,815 21,812 53,400 1.0890 10,689 23,754 58,154
1992 .. 10,321 22,935 55500  1.0357 10,689 23,754 57,480
1993 . 10,410 23,133 57,600 1.0268 10,689 23,754 59,146
1994 ... 10,689 23,754 60,600 1.0000 10,689 23,754 60,600
1995 e 511,103 524,673 61,200 1.0000 511,103 524,673 61,200

LWorker with earnings equal to 45 percent of the Social Security average wage index.
2\Worker with earnings equal to the Social Security average wage index.
3Worker with earnings equal to the Social Security maximum taxable earnings.

4 Dropout years.
5Estimated.

Source: Office of the Actuary, Social Security Administration.
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The PIA is recomputed after each year that an entitled worker
has earnings that may lead to a higher benefit.

Other methods for determining a PIA also exist, and PIAs based
on different methods must be compared to select the highest one,
which is used to determine the worker’s benefits. The most com-
mon of these other methods is the one used to determine the spe-
cial minimum PIA. This PIA is designed to assist workers with
long-term low earnings.

SpPeCIAL MINIMUM BENEFIT

The special minimum benefit is not based on the amount of a
worker’'s average earnings, but instead on his or her number of
years of covered employment. It is structured to provide a larger
benefit than would otherwise be payable to those who worked in
covered employment for many years but had low earnings. The
amount of the special minimum is computed by multiplying the
number of years of coverage in excess of 10 years and up to 30
years by $11.50 for monthly benefits payable in 1979, with auto-
matic cost-of-living increases applicable to years 1979 and later.
The number of years of coverage for the purpose of qualifying for
a special minimum benefit equals the number obtained by dividing
total creditable wages in 1937-50 by $900 (not to exceed 14), plus
the number of years after 1950 and before 1991 for which the
worker is credited with at least 25 percent of the annual maximum
taxable earnings. For this purpose, for years after 1978, annual
maximum taxable earnings are defined as the “old-law” taxable
earnings base (i.e., the hypothetical earnings base that would be in
effect if the ad hoc increases in the base enacted in 1977 were dis-
regarded). In addition, for years after 1990, a year of coverage is
earned if the worker is credited with at least 15 percent of the “old-
law” taxable earnings base. The special minimum benefit is not
subject to the delayed retirement credit provisions described ear-
lier.

BENEFIT AMOUNTS

The monthly benefit amount payable to a disabled worker under
age 65, or to a retired worker who first receives benefits at the full
retirement age, is the PIA rounded to the next lower dollar, if not
already a multiple of $1. Auxiliary benefit amounts are also based
on the worker’'s PIA. Table 1-13 lists major types of benefits and
the percent of the insured worker’s PIA that is applicable to bene-
fits paid at the full rate, unreduced for early election of retirement.

REPLACEMENT RATES

Frequently, Social Security benefits are discussed in terms of
how much of a person’s preretirement earnings the benefits
represent. Benefits expressed as a percent of a person’s earnings in
the year before retirement are called replacement rates. Table 1—
14 shows replacement rates based on the benefits of hypothetical
workers who retired at the full retirement age after full-time ca-
reers with steady earnings equal to: (1) 45 percent of average earn-
ings in the economy as recorded through the Social Security aver-
age wage index (low earner); (2) 100 percent of average earnings



26

in the economy (average earner); and (3) the Social Security maxi-
mum taxable earnings base (maximum earner).

TABLE 1-13.—PERCENTAGE OF PRIMARY INSURANCE AMOUNT (PIA) PAID FOR
DEPENDENTS’ AND SURVIVORS’ BENEFITS

Type of monthly benefit Perc;.lxt of
Dependents: !
Wives, husbands—age 65 .........cccccvermnesrinnnnsssiesessss s 350.0
Mothers, fathers, children, grandchildren ..........ccoocoeverieveeriericnessienieies 50.0
Survivors: 1
Widows, WIdOWErS—age 652 .......ccceerevenrieniisssiene s ssssesse s 3100.0
Dependent PareNt—age 62 ..........cccocererrerrrinriiierisssesiesessses s 82.5
Widows, widowers—age 60; disabled—ages 50-59 ... 715
Mothers, fathers, children 75.0

1Subject to maximum family benefit limitation.

2Subject to general limitation that the survivor cannot get a higher benefit than the deceased worker
would be getting if alive.

3These percentages decrease as the full retirement age increases for workers born after 1937.

Source: Congressional Research Service.

BENEFIT REDUCTION AND INCREASE

Social Security benefits may be reduced, withheld, or increased
for various reasons.

DUAL ENTITLEMENT

An individual may be entitled to benefits both as a worker, based
on his or her own earnings, and also as a dependent (spouse or
widow(er)) of another worker. In these cases, the individual does
not collect both benefits. The amount of the benefit as a spouse or
widow(er) is offset dollar for dollar by the amount of any benefit
the individual is entitled to as a worker. In other words, she first
always receives the benefit based on his or her work record, and
the dependent benefit is payable only to the extent it is greater
than the worker benefit. In effect, the total amount “dually enti-
tled” recipients receive is equal to the larger of the two benefits.

ACTUARIAL REDUCTION

This term is used to signify that the reduction imposed on “early
retirement” benefits is approximately one that will, if the recipient
lives a normal lifespan, lead to the same total lifetime benefits as
would be paid if the person chose “full retirement” benefits. It ap-
plies to: entitlement before the full retirement age for retired work-
ers; spouses (including divorced spouses) of a retired or disabled
worker (if entitlement is not based on having a child beneficiary in
their care); and widows, widowers, and surviving divorced spouses.
At the time of initial entitlement, reductions in benefit amounts
are made for these benefit categories, as described below.
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TABLE 1-14.—SOCIAL SECURITY REPLACEMENT RATES, 1940-2040

[In percent]

Year of Replacement rates *
attaining
. normal :
Year of birth retire- Low Average ';Anixrln
ment earner 3 earner 4 carner 5
age?

1940 39.4 26.2 16.5
1950 33.2 19.7 212
1960 49.1 33.3 29.8
1965 45.6 314 32.9
1970 48.5 34.3 29.2
1975 7599 42.3 30.1
1976 60.1 43.7 321
1977 61.0 448 335
1978 63.4 46.7 34.7
1979 64.4 48.1 36.1
1980 68.1 51.1 32.5
1981 72.5 544 33.4
1982 6658 6487 6286
1983 7635 45.8 26.3
1984 7626 42.8 23.7
1985 7611 40.9 22.8
1986  760.3 411 23.1
1987 7505 41.2 22.6
1988 7584 40.9 23.0
1989 7579 41.6 24.1
1990 58.2 432 24.5
2000 57.1 42.4 25.6
2011 56.2 419 21.2
2021 56.2 41.8 27.8
2032 56.0 41.8 21.7
2042 56.0 418 21.6

1Total monthly benefits payable for year of entitlement at normal retirement age expressed as percent
of earnings in year prior to entitlement for workers with steady career earnings. Projections for 1996 and
later are based on the intermediate Il assumptions of the 1996 OASDI Trustees’ Report.

2Normal retirement age will rise from 65 starting with workers who attain age 62 in 2000 and will
ultimately reach 67 for workers attaining age 62 in 2022 and later.

3Earnings equal to 45 percent of the “Social Security average-wage index.”

4Earnings equal to the “Social Security average-wage index.”

5Earnings equal to the maximum wage taxable for Social Security purposes.

6 “Transition guarantee” under 1977 amendments.

7 Special minimum  benefit.

Source: Office of the Actuary, Social Security Administration.

Retired workers

Today, the reduction rate is five-ninths of 1 percent for each
month of entitlement before age 65 (maximum reduction of 20 per-
cent). Workers retiring today at age 62 therefore receive 80 percent
of the PIA.

Although the minimum age of eligibility for reduced benefits re-
mains age 62 (age 60 for widows and widowers), the increase in the
full retirement age will be accompanied by increases in the amount
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of reduction for retirement at age 62 for individuals born after
1937. For them, the PIA will be reduced by five-twelfths of 1 per-
cent for each month in excess of 36. For example, for persons born
from 1943 through 1954, for whom the normal retirement age will
be 66, the benefit payable at age 62 will be 75 percent of the PIA.
For persons born in 1960 and later, for whom the normal retire-
ment age will be 67, the benefit payable at age 62 will be 70 per-
cent of the PIA (see table 1-8).

Spouses

The current reduction rate is twenty-five thirty-sixths of 1 per-
cent for each month of entitlement before full retirement age. The
maximum reduction is 25 percent. For spouses born after 1937, the
benefit will be reduced by five-twelfths of 1 percent for each month
of early retirement in excess of 36 months.

Widow(er)s

Today, the rate of reduction is nineteen-fortieths of 1 percent for
each month of entitlement between age 60 and age 65 (maximum
reduction of 28.5 percent). There is no scheduled increase in the
maximum reduction for widow(er)s. Disabled widow(er)s ages 50 to
59 receive 71.5 percent of the PIA.

Generally benefits continue to be paid at these reduced rates for
as long as the recipients remain on the rolls. However, at attain-
ment of the full retirement age for all recipients, and also at age
62 for a widow, widower, and a surviving divorced spouse, the
number of months of reduction is adjusted by dropping months for
which full benefits were not paid. Data on benefits paid to new re-
tired workers in 1995 indicates that 72 percent of all such benefits
were actuarially reduced (69 percent of those payable to men, and
75 percent to women). Table 1-10 presents information on the
number of workers retiring in a given year who file for actuarially
reduced benefits.

DELAYED RETIREMENT CREDIT

A worker is eligible for a delayed retirement credit (DRC) for
each month the worker: (1) was fully insured; (2) had attained full
retirement age but was not yet age 70; and (3) did not receive bene-
fits because the worker had not filed an application or was work-
ing. Each DRC increases the worker's monthly benefit by one-
twelfth of 1 percent for workers who attained age 62 before 1979
and by one-fourth of 1 percent for workers attaining age 62 from
1979 through 1986 (unless the benefit is based on a special mini-
mum PIA). The increase is applicable to the worker's monthly ben-
efit amount but not to the PIA. Therefore, dependents’ benefits are
generally not affected. The exception is that an individual receiving
benefits as a widow(er) or surviving divorced spouse is entitled, for
months after May 1978, to the same increase that was applied to
the benefit of the worker, or for which the worker was eligible at
the time of death.

As a result of the Social Security amendments of 1983, beginning
with workers who attain age 65 in 1990 (i.e., age 62 in 1987) the
increment for delaying retirement past the normal retirement age
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(DRC) will increase by one-half of 1 percent every second year until
reaching 8 percent per year of delayed retirement for workers at-
taining age 65 after 2007 (see table 1-8).

MAXIMUM FAMILY BENEFIT

Old Age and Survivor Insurance (OASI)

The maximum monthly amount that can be paid on a worker’s
earnings record varies with the PIA. For benefits payable on the
earnings records of retired and deceased workers, the maximum
varies from 150 to 188 percent of the PIA. The family maximum
cannot be exceeded regardless of the number of recipients entitled
on that earnings record. The family maximum is computed by add-
ing fixed percentages of dollar amounts that are part of the PIA.
For the family of a worker who turns 62 or dies in 1996, the total
amount of benefits payable is limited to:

150 percent of the first $559 of PIA, plus;

272 percent of PIA from $559 through $806, plus;
134 percent of PIA from $806 through $1,052, plus;
175 percent of PIA over $1,052.

The dollar amounts in this benefit formula (i.e., the “bend points”)
are adjusted annually by the same index used to update the bend
points in the primary benefit formula.

Whenever the total of the individual monthly benefits payable to
all the recipients entitled on one earnings record exceeds the maxi-
mum, each dependent’'s or survivor's benefit is reduced in equal
proportion to bring the total within the maximum.

In computing the maximum family benefit for entitlements based
on a single earnings record, any benefit payable to a divorced
spouse or to a surviving divorced spouse is not included.

Disability Insurance (DI)

The maximum family benefit is the smaller of 85 percent of the
worker’s average indexed monthly earnings (AIME), or 150 percent
of the worker’'s primary insurance amount (PIA). However, in no
case can the benefit be less than 100 percent of the worker’s PIA.

EARNINGS LiMIT

The earnings limit is a provision in the law that reduces benefits
for nondisabled recipients who earn income from work above a cer-
tain amount.

Variations of the earnings limit have been part of the Social Se-
curity Program since its beginning. In 1996, recipients under age
65 may earn up to $8,280 a year in wages or self-employment in-
come without having their benefits affected. Those aged 65-69 can
earn up to $12,500 a year. For earnings above these amounts, re-
cipients under age 65 lose $1 of benefits for each $2 of earnings,
and those age 65-69 lose $1 in benefits for every $3 of earnings.
The earnings limit does not apply to recipients over age 69, or to
those who are disabled. The earnings limits rise each year indexed
to the rise in average wages in the economy.
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Beginning in 1996, the exempt amounts for those who have at-
tained the full retirement age will be increased on an ad hoc basis,
according to the following schedule:

Year Exempt amount

$12,500
13,500
14,500
15,500
17,000
25,000
30,000

These changes were included in Public Law 104-121 enacted on
March 29, 1996. After 2002, the exempt amounts for those who
have attained the full retirement age again will be adjusted to rise
at the same rate as average wages in the economy.

Before enactment of Public Law 104-121, about 1.4 million re-
cipients lost some or all of their benefits because of the earnings
limit each year. They represented about 4 percent of all recipients.
Of recipients age 65-69, about 10 percent (925,999) were affected,
and an additional 140,000 persons were estimated to be deterred
from filing for benefits because of the earnings limit.

Retired workers whose benefits are not paid due to the earnings
limit for one or more months are compensated through future in-
creases in their benefit amount known as delayed retirement cred-
its, or DRCs (discussed earlier). For workers under age 65, their ac-
tuarial reduction factor is reduced. Beneficiaries age 65-69 get a
DRC for each month benefits were not paid.

Examples of effects of the earnings limit:
1. John—Age 63 with $4,000 in annual benefits before the earnings

limit is applied:
Earnings iN 1996 .......ccecvieireieeisesee st $9,280
Exempt amount for under age 65 ..., 8,280
Excess over exempt amoUNT .........ccovvvvviriieennnneeesiss s 1,000
Benefit reduction = 50 percent of excess 500
Benefits John will receive in 1996 ..., 3,500

2. lda—Age 67 with $4,000 in annual benefits before the earnings

limit is applied:
EArnings in 1996 ......c.ccvevieriiereee s 13,100
Exempt amount for 65 and older ........ccccoverevrcrrivrenecninrerennnns 12,500
Excess over exempt amount ............cccereneenns 600
Benefit reduction = 33%3 percent of excess ... 200
Benefits Ida will receive in 1996 3,800

The earnings limit does not apply to pensions, rents, dividends,
interest, and other types of “unearned” income. These forms of in-
come have always been exempted in order to encourage savings for
retirement to supplement Social Security.
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History of the earnings limit

The earnings limit was part of the original plan that led to Social
Security. The 1935 report of the Committee on Economic Security
appointed by President Franklin D. Roosevelt recommended that
no benefits be paid before a person had “retired from gainful em-
ployment.” Initially, the Social Security Act provided that benefits
would not be paid for any month in which the individual had re-
ceived “wages with respect to regular employment.” Before any
benefits were payable under the program, Congress modified this
provision in the Social Security amendments of 1939. No benefits
would be paid for any month in which wages from covered employ-
ment were $15 or more. This arrangement prevailed until 1950.

The 1950 amendments extended Social Security coverage to the
bulk of nonfarm self-employed workers. Because it was believed
that many self-employed people never retired and therefore would
never receive benefits, the 1950 act exempted persons age 75 and
over from the earnings limit. In addition, in the first of many legis-
lative actions to increase the amount of earnings permitted, allow-
able monthly income from wages was increased from $14.99 to $50.

Over the years, the earnings limits, the affected ages, and the
formulas for reducing benefits have been changed many times.
Starting with the 1954 amendments, benefits were no longer to-
tally withheld if the retiree had earnings above the monthly ex-
empt amount. Instead, a reduced benefit was payable. In addition,
the 1954 act exempted persons age 72 and over from the earnings
limit.

The 1972 amendments reduced benefits by $1 for every $2 of
earnings above the exempt amount. The 1972 amendments also
provided that, beginning in 1975, the exempt amounts would be
“indexed” to rise at the same rate as wage growth. To compensate
workers who did not receive benefits for months between ages 65
and 72, the amendments established the delayed retirement credit.

In the consideration of major Social Security legislation in 1977,
there was considerable pressure to eliminate the earnings limit for
persons over age 65. As a compromise, the earnings limit was
raised for persons age 65 and older, and since then two different
exempt amounts have applied, one for those under full retirement
age (currently age 65) and one for those between full retirement
age and age 70. (The 1977 amendments also lowered from 72 to 70
the age at which the earnings limit would no longer apply, to be
effective in 1982, later postponed until 1983.) In response to criti-
cism that the monthly earnings limit discriminated in favor of
workers who had substantial but irregular employment (e.g., teach-
ers), Congress also eliminated the monthly limit except for the first
year of retirement. In 1980, Congress extended the monthly limit
to the year a dependent beneficiary became ineligible for benefits.

As part of major legislation restoring financial integrity to the
Social Security system in 1983, Congress made two liberalizations
affecting persons who continue to work after attaining retirement
age. The first provided that, beginning in 1990, beneficiaries who
have attained the full retirement age will lose only $1 in benefits
for each $3 in earnings above the exempt amount. The second in-
creased the delayed retirement credit (DRC). Prior to the increase,
the DRC was equal to one-fourth of 1 percent for each month (3
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percent a year) beyond the full retirement age that a person did
not receive benefits. Under the 1983 provision, the DRC increases
gradually to two-thirds of 1 percent per month between 1990 and
2009 (8 percent a year).

As a result of a legislative change in the Deficit Reduction Act
of 1984, the Social Security Administration requests earlier reports
of earnings from beneficiaries who are most likely to have earnings
in excess of the exempt amount. As a result, these beneficiaries
have their benefits reduced in the actual year that they have ex-
cess earnings, rather than receiving overpayments which must
then be recouped later when they may no longer be working.

On March 29, 1996, President Clinton signed H.R. 3136, the Con-
tract with America Advancement Act of 1996 (Public Law 104—
121), which increases the Social Security earnings limit “exempt
amounts"—the amount of earnings Social Security recipients may
earn before their benefits are reduced—for recipients between the
“full retirement age” (currently age 65) and age 70. Their exempt
amounts will increase gradually by higher amounts than under
prior law over the period 1996-2000, and then more rapidly over
the next 2 years, reaching $30,000 in 2002.

Table 1-14a shows amounts exempt from the earnings limit
since 1975.

Earnings of retired workers

Of 9.5 million recipients entitled to retired worker benefits who
were under the age of 70 in 1993, about 3.5 million had earnings
from work. Table 1-15 shows the distribution of the earnings of
these workers.

OFFSETS

Offset for other public disability benefits

When a worker receiving Social Security disability benefits also
qualifies for other disability benefits that are provided by Federal,
State or local governments or worker's compensation, any Social
Security benefits payable to him or her and his or her family are
reduced by the amount, if any, that the total monthly benefits pay-
able under the two or more programs exceed 80 percent of average
current earnings before he became disabled. Needs-tested benefits,
Veterans’ Administration disability benefits, and benefits based on
public employment covered by Social Security are not subject to the
provision. A worker’s average current earnings for this purpose are
the larger of (a) the average monthly earnings used for computing
Social Security benefits, or (b) the average monthly earnings in em-
ployment or self-employment covered by Social Security during the
5 consecutive years of highest covered earnings after 1950, or (c)
the average monthly earnings during the calendar year of highest
covered earnings during a period consisting of the year in which
disability began and the preceding 5 years without regard to the
limitations which specify a maximum amount of earnings cred-
itable for Social Security benefits. The combined payments after
the reduction are never less than the total amount of the DI bene-
fits payable before the reduction. In addition, the Social Security
benefit after the reduction is increased by the full amount of the
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cost-of-living increase as applied to the unreduced benefit. Every 3
years the original amount of benefits subject to reduction is rede-
termined to reflect changes in average wage levels. If increases in
average national wages would result in a higher benefit than that
payable based on the original computation, the benefit is increased
effective January of the redetermination year.

TABLE 1-14a.—AMOUNTS EXEMPT FROM THE EARNINGS LIMIT, 1975-2002

Year UndgrSage Age 65 and

over2
$2,520 $2,520
2,760 2,760
3,000 3,000
3,240 4,000
3,480 4,500
3,720 5,000
4,080 5,500
4,440 6,000
4,920 6,600
5,160 6,960
5,400 7,320
5,760 7,800
6,000 8,160
6,120 8,400
6,480 8,880
6,840 9,360
7,080 9,720
7,440 10,200
7,680 10,560
8,040 11,160
8,160 11,280

8,280 312,500
18,640 313,500
19,000 314,500
19,360 315,500
19,720 317,000

110,080 225,000
110,560 330,000

1Based on economic assumptions in the 1996 Annual Report of the Board of Trustees of the Federal
0Old-Age, Survivors, and Disability Insurance Trust Funds.

2From 1955 to 1982, earnings limits did not apply at ages 72 and over; beginning in 1983, they do
not apply at ages 70 and over.

3Public Law 104-121.

Source: Office of the Actuary, Social Security Administration.

The offset begins in the month during which concurrent entitle-
ment begins under a Federal or State law. However, the offset will
not be made if the State workers’ compensation law provides for an
offset against Social Security disability benefits.

Offsets for receipt of pension from noncovered employment

Government pension offset.—Social Security benefits payable to
spouses of retired, disabled, or deceased workers are generally re-
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duced to take account of any public pension the spouse receives as
a result of work in a government job (Federal, State, or local) not
covered by Social Security. The amount of the reduction is equal
to two-thirds of the government pension. This provision is intended
to place spouses who worked in jobs not covered by Social Security
in the same position as other workers by imposing on them the
equivalent of the Social Security “dual entitlement” rule, which im-
poses a dollar-for-dollar offset of spouses’ benefits (discussed ear-
lier). Two-thirds of the government pension represents a surrogate
of the Social Security worker's benefit that would be subtracted
from any Social Security spousal benefit. The offset does not apply
to workers whose government job is covered by Social Security on
the last day of the person’s employment.

TABLE 1-15.—RETIRED WORKERS WITH EARNINGS IN 1993

Total earnings Ages 62-64 Ages 65-69

F1-4,999 ..o s 501,800 919,100
5,000-9,999 ........ . 344,000 568,600
10,000-14,999 ... 106,000 285,300
15,000-19,999 ........ 55,800 126,000
20,000-24,999 ........ 32,700 93,500
25,000-29,999 ........ 20,000 68,500
30,000-34,999 ........ 14,900 54,300
35,000-39,999 ........ 9,300 37,300
40,000-44,999 ........ 7,300 34,000
45,000-49,999 ........ 4,600 22,300
50,000-54,999 ........ 3,000 16,900
55,000-59,999 ........ 2,700 19,900
60,000-64,999 ........ 2,600 12,900
65,000-69,999 ........ 1,000 9,600
70,000-74,999 ........ 900 8,800
75,000-79,999 ........ 1,000 5,800
80,000-84,999 ........ 300 5,300
85,000-89,999 ........ 400 6,500
90,000-94,999 ........ 800 4,400
95,000-99,999 .... 300 10,100
100,000 F .o 4,000 30,700

TOAl oo 1,113,400 2,339,800

Source: Social Security Administration.

Generally, Federal workers hired before 1984 are part of the
Civil Service Retirement System (CSRS) and are not covered by So-
cial Security. Federal workers hired after 1983 are covered by the
Federal Employee’s Retirement System Act of 1986 (FERS), which
includes coverage by Social Security. Employees covered by the
CSRS were given the opportunity in 1987, to join FERS and there-
by obtain Social Security coverage.

Windfall elimination provision.—Under the so-called “windfall
elimination” provision of the Social Security amendments of 1983,
a different benefit formula reduces the Social Security benefits of
most workers who also have pensions from work that was not cov-
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ered by Social Security (e.g., work under the Federal Civil Service
Retirement System). The regular benefit formula (see earlier dis-
cussion) is weighted, in order to help workers who spend their
work careers in low-paying jobs, by providing them with a benefit
that replaces a higher proportion of their earnings than the benefit
that is provided for workers with high earnings. However, the for-
mula cannot differentiate between those who worked in low-paid
jobs throughout their careers and other workers who appeared to
have been low paid because they worked many years in jobs not
covered by Social Security (these noncovered earnings are shown as
zeros for Social Security benefit purposes). Thus, before the law
was changed, workers who were employed for only a portion of
their careers in jobs covered by Social Security also received the
advantage of the “weighted” formula, because their few years of
covered earnings were averaged over their entire working career to
determine the average covered earnings on which their Social Secu-
rity benefits were based. This was the case even if their noncovered
earnings were high.

The windfall benefit formula is intended to remove this advan-
tage for these workers. It does so by substituting 40 percent for the
90 percent factor in the first bracket of the benefit formula (see dis-
cussion in earlier section on “Benefit Formula”). (The second and
third factors remain the same.) The resulting reduction in the
worker’'s Social Security benefit is limited to one-half the amount
of the noncovered pension. The new law was phased in over a 5-
year period and affects those first eligible for both Social Security
benefits and noncovered pensions after 1985.

Workers who have 30 years or more of substantial Social Secu-
rity coverage are fully exempt from this provision. For workers who
have 21-29 years of coverage, the percentage in the first bracket
in the formula increases by 5 percentage points for each year over
20, as shown in table 1-16.

SUSPENSION OF BENEFITS TO PRISONERS

In 1980, legislation was enacted barring payment of disability
benefits to prisoners who committed felonies (Public Law 96-473).
In 1983, the prohibition was broadened to include retirement and
survivor benefits (Public Law 98-21); and in 1994, payment of ben-
efits was barred to those in public institutions who committed seri-
ous crimes, but who were found incompetent to stand trial, or not
guilty by reason of insanity (Public Law 103-387). Only benefits to
the prisoner are barred; benefits to a prisoner’s eligible spouse and/
or children are payable.

COST-OF-LIVING ADJUSTMENTS

Monthly cash benefits were increased on an ad hoc basis 10
times before the first automatic cost-of-living adjustment (COLA)
was implemented as a result of the Social Security amendments of
1972. Beginning in 1975, benefits have been automatically adjusted
to keep pace with inflation. Since 1975, there have been increases
annually except during calendar year 1983, when the adjustment
was delayed 6 months (see table 1-1).
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TABLE 1-16.—WINDFALL BENEFIT FORMULA FACTORS

First factor

Years of Social Security coverage in formula

(percent)
20 OF TEWET oviiciicte ettt bbb e 40
2L bbbttt bbb 45
2 ettt ettt ettt bbb ae e 50
23 ettt ettt ettt ettt et bbb ae e 55
24 ettt ettt 60
2D ettt ettt ettt et 65
2 ettt ettt ettt bbb ae e 70
2T ettt ettt ettt bbb 75
28 ettt ettt bbb 80
20 ettt et ettt bbb ae s 85
30 0F MOTE oottt 90

Source: Social Security Administration.

Social Security beneficiaries receive a COLA in January of each
year if there is a measurable annual increase in prices (0.1 per-
cent). The Consumer Price Index for Wage Earners and Clerical
Workers (CPI-W), updated monthly by the Bureau of Labor Statis-
tics (BLS), is the measure used to compute the increase. The aver-
age CPI-W for the third calendar quarter of one year is compared
to the average CPI-W for the third calendar quarter of the next
year, and the resulting percentage increase represents the COLA
that will become effective for the following December. The increase
actually becomes effective for Social Security checks payable begin-
ning in January, since Social Security checks always reflect the
benefits due for the preceding month.

A COLA of 2.6 percent beginning with checks payable in January
1996 was triggered by the rise in the CPI-W from the third quarter
of 1994 to the third quarter of 1995. As in all years since 1975, this
COLA, in turn, triggered identical percentage increases in Supple-
mental Security Income (SSl), veterans’' pensions, and railroad re-
tirement benefits, and caused other changes in the Social Security
and Medicare Programs. Although COLAs under the Federal Civil
Service Retirement System (CSRS) and the Federal Military Re-
tirement Program are not triggered by the Social Security COLA,
these programs use the same measuring period and formula for
computing their COLAs.

Determination of the COLA

The 2.6 percent COLA for January 1996 became known on Octo-
ber 13, 1995, when the BLS announced the CPI-W figure for Sep-
tember 1995. With release of the September index, the two July-
September sets of CPI-W figures needed to compute the COLA—
one for 1994 and another for 1995—became available.

Table 1-17 shows how the January 1996 COLA was computed
under procedures set forth in the law.3 Table 1-18 shows the com-

3 Under section 215(i) of the Social Security Act.
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parison between average wage increases and changes in the CPI
from 1965 to 1995.

TABLE 1-17.—COMPUTATION OF THE SOCIAL SECURITY COLA, JANUARY 1996

CPI-W index points

Month
1994 1995
JUIY oo 1458 149.9
August ..o 146.5 150.2
September ..o 146.9 150.6
3-month average 146.4 150.2

Note.—The reference base period for the CPI-W is 1982-84, i.e., the period when the index equalled
100.

Source: Bureau of Labor Statistics.

Increase in CPI index points from the third quarter of 1994 to the
third quarter of 1995:

150.2 — 146.4 = 3.8
Percent increase in average CPI for the 2 quarters:

3.8 + 146.4 = 2.596%

COLA = 2.6%.

By law, the change must be rounded to the nearest tenth of a per-
cent.

TAXATION OF BENEFITS

Beneficiaries with income (defined as adjusted gross income plus
tax-exempt bond interest plus one-half of Social Security benefits)
above certain thresholds are required to include a portion of their
Social Security benefits (and railroad retirement tier 1 benefits) in
their federally taxable income. The Social Security Amendments of
1983 required beneficiaries with income of more than $25,000 if
single, and $32,000 if married, to include up to 50 percent of their
benefits in their taxable income, beginning in 1984. Revenues from
this provision are credited to the OASDI Trust Funds. The Omni-
bus Budget Reconciliation Act of 1993 required beneficiaries with
incomes of more than $34,000 if single, and $44,000 if married, to
include up to 85 percent of their benefits in their taxable income,
beginning in 1994. Revenues from this provision are credited to the
Medicare HI Trust Fund.
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TABLE 1-18.—HISTORICAL COMPARISON OF AVERAGE WAGE INCREASES TO BENEFIT
INCREASES AND CHANGES IN CPI, 1965-95

[In percent]

Increase in wages ! Increase in CPI2 Increase in benefits 3

Calendar year Over Cumulative Over Cumulative Over Cumulative

prior from each prior from each prior from each
year year to 1995 year year to 1995 year year to 1995
1.8 429.6 1.6 372.6 7.0 4725
6.0 399.6 3.2 358.1 0.0 4725
5.6 3733 2.8 345.8 0.0 4725
6.9 342.8 4.2 328.0 13.0 406.6
5.8 318.6 54 306.0 0.0 406.6
5.0 298.8 5.7 284.1 15.0 340.6
5.0 279.8 44 268.1 10.0 300.5
9.8 245.9 34 255.8 20.0 233.8
6.3 225.5 6.2 235.1 0.0 233.8
5.9 207.2 11.0 202.0 11.0 200.7
7.5 185.9 91 176.9 8.0 1784
6.9 167.4 5.7 161.9 6.4 161.7
6.0 152.3 6.5 146.0 5.9 147.1
7.9 133.7 7.7 128.4 6.5 132.0
8.7 114.9 11.4 104.9 9.9 1111
9.0 97.2 13.4 80.7 14.3 84.7
10.1 79.1 10.3 63.9 11.2 66.1
55 69.8 6.0 54.6 7.4 54.6
49 61.9 3.0 50.1 435 494
5.9 52.9 35 45.0 35 444
43 46.7 35 40.1 3.1 40.0
3.0 424 1.6 379 13 38.2
6.4 33.9 3.6 332 4.2 32.7
49 27.6 4.0 28.0 4.0 27.6
4.0 22.8 4.8 22.2 4.7 218
4.6 17.3 5.2 16.1 54 15.6
3.7 13.1 41 11.5 3.7 11.5
5.2 7.6 29 8.4 3.0 8.2
0.9 6.7 2.8 54 2.6 55
2.7 39 2.5 2.9 2.8 2.6
539 NA 629 NA 2.6 NA

1 Average annual wages used to index earnings records.

2|ncrease in annual average CPI-W.

3Legislated benefit increases through 1975 and increases based on CPI thereafter. After 1975, the CPI
and benefit increases are different because they reflect the change in prices measured over different pe-
riods of time.

4As a result of the Social Security amendments of 1983, COLAs are provided on a calendar year
basis, with the benefit increase payable in January rather than July. The July 1983 COLA was delayed to
January 1984. This delay and a change in the computation period led to the last 6 months of 1983 not
being accounted for in any COLA increase—a period during which the CPI increased 2.4 percent.

5 Preliminary.

6 Effective December 1995, payable January 3, 1996.

NA—Not available.
Source: Office of the Actuary, Social Security Administration.
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The following worksheet shows the steps involved in determining
how much of a beneficiary’s Social Security benefits are taxable.

WORKSHEET FOR DETERMINING THE TAXABLE PORTION OF SOCIAL
SECURITY BENEFITS

1. Enter yearly Social Security benefits

2. Multiply line 1 by 0.50

3. Enter adjusted gross income plus tax-free interest

4. Add line 2 and line 3

5. Enter: $25,000 if single or head of household; $32,000 if
married filing jointly; $0 if married filing separately

6. Subtract line 5 from line 4

(If result on line 6 is zero or a negative number, stop; no benefits
are taxable.)

7. Divide line 6 by 2

8. Enter smaller of amounts on line 2 or line 7

9. Enter amount on line 4

10. Enter: $34,000 if single or head of household; $44,000 if
married filing jointly; $0 if married filing separately

11. Subtract line 10 from line 9

(If result on line 11 is zero or a negative number, stop; amount
on line 8 is amount of benefits taxable.)

12. Multiply line 11 by 0.85

13. Enter smallest of: amount on line 8; $4,500 if single or head
of household; $6,000 if married filing jointly; $0 if married filing
separately

14. Add amounts on line 12 and line 13

15. Multiply line 1 by 0.85

16. Enter smaller of amounts on line 14 or line 15

(The amount on line 16 is the total amount of benefits taxable.)
Source: Congressional Research Service.
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Examples of results of applying worksheet (1996):

Single Single Married Married Married

Total income (including

Social Security) ......... $27,000  $35000  $38,000  $50,000  $80,000
Social Security benefits 12,000 7,000 12,000 12,000 18,000
Amount of benefits

taxable ..o, 0 3,250 0 6,000 15,300
Percent of benefits

taxable .....ccooevvvennne 0 46 0 50 85
Income tax liability on

all benefits taxable 0 488 0 900 4,284

For calendar year 1997 (see table 1-19), CBO projects that 25
percent of Social Security beneficiaries will be affected by the tax-
ation of benefits (see table 1-19). Table 1-20 shows amounts cred-
ited to trust funds from taxation of benefits.

DETERMINATION OF DISABILITY BENEFITS

DETERMINATION OF DISABILITY

Disability determinations are generally made by State agencies,
which are 100 percent federally funded. These agencies agree to
make such determinations and in doing so to substantially comply
with the regulations of the Commissioner, which specify perform-
ance standards and administrative requirements and procedures to
be followed in performing the disability determination function.

The law authorizes the Commissioner to terminate State admin-
istration and assume responsibility for making disability deter-
minations when a State Disability Determination Service (DDS) is
substantially failing to make determinations consistent with regu-
lations. The law also allows for termination by the State.

APPLICATION OF LAW AND REGULATIONS

Claims are adjudicated on a sequential basis. The first step is to
determine whether the individual is engaging in substantial gain-
ful activity (SGA). Under current regulations, if a person is earning
more than $500 a month (net of impairment-related work ex-
penses), she ordinarily will be considered to be engaging in SGA.
By law, SGA is $960 a month for disabled blind individuals in
1996. If it is determined that the individual is engaging in SGA,
a decision is made that he is not disabled without considering med-
ical factors. If an individual is found not to be engaging in SGA,
the severity and duration of the impairment are explored. If the
impairment is determined to be “not severe” (i.e., it does not sig-
nificantly limit the individual’'s capacity to perform work), the indi-
vidual's disability claim is denied. If the impairment is “severe,” a
determination is made as to whether the impairment “meets” or
“equals” the medical listings published in regulations by SSA,4 and

4The Listing of Impairments contains over 100 examples of medical conditions that would or-
dinarily prevent an individual from engaging in substantial gainful activity. Each listing de-
scribes a degree of severity such that an individual who is not working, and has such an impair-
ment, is considered unable to work by reason of the medical impairment. The listing describes
specific medically acceptable clinical and laboratory findings and signs which establish the se-
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whether it will last for 12 months. If the impairment neither
“meets” nor “equals” the listing (which would result in an allow-
ance), but meets the 12-month duration rule, the individual’s resid-
ual functional capacity (what an individual still can do despite his
or her limitations), and the physical and mental demands of his or
her past relevant work, must be evaluated. If the impairment does
not prevent the individual from meeting the demands of his past
relevant work, then benefits are denied. If it does, then it must be
determined if the impairment prevents other work.

At this stage in the adjudication process, because of a judicial
opinion and subsequent administrative and legislative ratification,
the burden of proof switches to the government to show that the
individual can, considering his impairment, age, education, and
work experience, engage in some other kind of substantial gainful
activity that exists in the national economy. Such work does not
have to exist in the immediate area in which he lives, and a spe-
cific job vacancy does not have to be available to him. Work in the
national economy is defined in statute as work which exists in sig-
nificant numbers either in the region where such individual lives
or in several regions of the country.

SSA has developed a vocational “grid” designed to reduce the
subjectivity and lack of uniformity in applying the vocational fac-
tor. The grid regulations embody in a formula certain worker char-
acteristics such as age, education, and past work experience, in re-
lation to the individual's residual functional capacity to perform
work-related physical and mental activities. If the applicant has a
particular level of residual work capability—characterized by the
terms sedentary, light, medium, heavy and very heavy—an auto-
matic finding of “disabled” or “not disabled” is required when such
capability is applied to various combinations of age, education, and
work experience.

FEDERAL REVIEW OF STATE DETERMINATIONS

The law requires that the Commissioner review 50 percent of the
disability allowances and a sufficient number of other determina-
tions to ensure a high degree of accuracy. The Commissioner may
also, on his or her own motion, review any determination by a
DDS.

PERIODIC REVIEW OF INDIVIDUALS RECEIVING DISABILITY BENEFITS

The 1980 disability amendments required that, at least once
every 3 years, the Social Security Administration reexamine every
individual on the rolls who is determined to be nonpermanently
disabled. Where there is a finding of permanent disability, the
Commissioner may reexamine at such times as is determined to be
appropriate. These reviews are in addition to the administrative
eligibility review procedures existing before the 1980 amendments.

verity of the impairments. An impairment or combination of impairments is said to “equal the
listings” if the medical findings for the impairment are at least equivalent in severity and dura-
tion to the listed findings of a listed impairment.
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TABLE 1-20.—TAXATION OF OASDI BENEFITS BY TRUST FUNDS CREDITED AND AS A
PERCENT OF TOTAL BENEFIT PAYMENTS, 1984-2001

[Dollars in millions]

Taxes credited to trust funds from Taxes credited to trust

the taxation of OASDI benefits funds as percent of OASDI
Total OASDI benefits
. otal
Fiscal year benefits 0ASDI Hospital ot H_os—I
insur- ota ita
o) oAsDI P8 Total
ance
Past experience:
1984 ... $173,603  $2,275 ... $2,275 13 13
1985 ... 183,959 3,368 ... 3,368 18 .. 18
1986 .......... 193869 3,558 ... 3,558 18 .. 18
1987 ... 202,430 3,307 ... 3,307 16 ... 1.6
1988 .......... 213907 3390 ... 3,390 16 . 1.6
1989 ......... 227150 3,772 ... 3,772 17 17
1990 ......... 243,275 3,081 ... 3,081 13 13
1991 ... 263,104 5921 ... 5921 23 2.3
1992 ... 281,650 6,237 ... 6,237 22 2.2
1993 ... 298,176 6,161 ... 6,161 21 21
1994 ... 313129 5656 $1,625 7,281 18 0.5 2.3
1995 ... 328,841 5449 3883 9,332 17 12 2.8
Projected: 1

1996 ......... 343,778 6,159 3976 10,135 18 12 29
1997 ... 361,123 7,195 4331 11,526 2.0 12 32
1998 ... 379488 7,694 4,623 12,317 2.0 12 3.2
1999 ... 399,288 8242 4926 13,168 2.1 12 33
2000 .......... 420,885 8,837 5259 14,096 2.1 12 3.3
2001 .......... 444329 9500 5626 15,126 2.1 13 34

1Based on intermediate assumptions in the 1996 Annual Reports of the Board of Trustees of the Fed-
eral Old-Age and Survivors Insurance and Disability Insurance Trust Funds and the Hospital Insurance
Trust Fund.

Note.—Tax amounts are the amounts collected through the Federal income tax system (including ad-
justments for actual experience in prior years) plus, for OASDI only, taxes withheld from the OASDI bene-
fits of certain nonresident aliens.

Source: Office of the Actuary, Social Security Administration.

MEDICAL IMPROVEMENT STANDARD

The 1984 Disability Benefits Reform Act amended the law to re-
quire that in continuing eligibility review cases, benefits may be
terminated only if the Commissioner finds that there has been
medical improvement in the person’s condition and that the indi-
vidual is now able to engage in substantial gainful activity. There
are several exceptions to this standard, which are described in
greater detail in the “Recent Legislation” section of this chapter.

MEDICAL EVIDENCE

An individual is not considered to be under a disability unless he
furnishes such medical and other evidence as the Commissioner
may require.
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Under the law, the Commissioner will generally reimburse physi-
cians or hospitals for supplying medical evidence in support of
claims for DI benefits. The Commissioner also pays for medical ex-
aminations that are needed to adjudicate the claim.

ATTORNEYS' FEES AND REPRESENTATION

Attorneys and other individuals who represent disability appli-
cants in any proceeding before SSA, and who wish to charge a fee
for their services, must have the fee authorized by SSA.

SSA approves a fee agreement filed before the date of the favor-
able decision and signed jointly by the applicant and the represent-
ative, if the agreed-upon fee does not exceed the lesser of 25 per-
cent of past-due benefits or $4,000.

Under both the fee petition and fee arrangement process, SSA
withholds 25 percent of the past-due benefits of an applicant rep-
resented by an attorney and certifies direct payment of the author-
ized fee to the attorney.

A court that renders a favorable decision for Social Security ben-
efits is permitted to set a reasonable fee for the attorney who rep-
resented the applicant before the court. The fee cannot exceed 25
percent of the past-due benefits that result from the court’s deci-
sion.

VOCATIONAL REHABILITATION

The Social Security Act requires that persons applying for a de-
termination of disability be promptly referred to State vocational
rehabilitation (VR) agencies for necessary rehabilitation services.
The act provides for withholding of benefits for refusal, without
good cause, to accept rehabilitation services available under a State
plan approved under the Vocational Rehabilitation Act.

Public Law 97-35 eliminated reimbursement from the DI Trust
Funds to the State vocational rehabilitation agencies for rehabilita-
tion services except in cases where the services result in the bene-
ficiary’s performance of substantial gainful activity (SGA) for a con-
tinuous period of at least 9 months. Such a 9-month period could
begin while the individual is under a vocational rehabilitation pro-
gram and may also coincide with the trial work period or the indi-
vidual's waiting period for benefits. The services must be performed
under a State plan for vocational rehabilitation services under title
I of the Rehabilitation Act. In the case of any State that is unwill-
ing to participate or does not have a plan that meets the require-
ments of the Vocational Rehabilitation Act, the Commissioner of
Social Security may provide such services by agreement or contract
with other public or private agencies, organizations, institutions or
individuals. The determination that the vocational rehabilitation
services contributed to the successful return of the individual to
SGA, and the determination of the amount of costs to be reim-
bursed, are made by the Commissioner. Payments under this provi-
sion can be made in advance or by reimbursement, with necessary
adjustments for overpayments or underpayments.

Using the rulemaking process, SSA gained significant new au-
thority when regulations were published in the Federal Register on
March 15, 1994. The regulations expanded the use of private voca-
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tional rehabilitation providers and public non-State VR providers
when a State VR agency declines to provide services for an individ-
ual referred to it.

DISABILITY CLAIMS AND APPEALS STRUCTURE

The Social Security appeals and case review process is a complex
multilayered structure that is inextricably linked with the disabil-
ity determination process. The application for disability benefits is
made at the Social Security district office where the applicant is
interviewed and the sources of medical evidence are recorded. After
determining whether the applicant meets the insured status re-
quirements, the SSA district office then sends the case to the State
Disability Determination Service (DDS), which makes the initial
determination of disability. If an applicant or beneficiary is dissat-
isfied with an initial denial or termination of disability benefits by
the DDS, she can request a reconsideration within 60 days of re-
ceipt of the notice of denial. The reconsideration on the disability
claim is also carried out by the DDS, but by personnel other than
those who made the initial determination.

If upon reconsideration the applicant is again denied benefits,
the applicant will be given a hearing before an administrative law
judge (ALJ) in SSA’s Office of Hearings and Appeals (OHA), provid-
ing he files a request for hearing within 60 days of receipt of the
notice of denial. If the claim is denied by the ALJ, the applicant
has 60 days to request review by the Appeals Council. The Appeals
Council is a 15-member body located in the OHA. The Appeals
Council may also, on its own motion, review a decision within 60
days of the ALJ’s decision. The 1980 disability amendments re-
quired a review of a percentage of ALJ hearing decisions, and this
review is being conducted by the Appeals Council.

The Appeals Council may review, affirm, modify or reverse the
decision of the ALJ, or it may remand it to the ALJ for further de-
velopment. The applicant is notified in writing of the final action
of the Appeals Council, and is informed of his right to obtain fur-
ther review by commencing a civil action within 60 days in a U.S.
District Court.

Under current law, as amended by the 1984 Disability Benefits
Reform Act, DI beneficiaries whose benefits have been terminated
because of recovery or improvement in the medical condition that
was the basis for the disability can elect to continue to receive dis-
ability and Medicare benefits through the hearing stage of the ap-
peals process, subject to recovery.

Chart 1-1 shows the number of cases allowed and appealed at
various levels of appeal for application decisions and continuing
disability reviews (CDRs) processed by State agencies. Table 1-21
presents information for fiscal years 1979 through 1995 on the
number of cases that were reviewed and reversed at the ALJ level.
Table 1-22 presents information on the number of title 11 DI con-
tinuing disability reviews that were conducted in fiscal years 1977—
95. Due to an unprecedented increase in initial claims, the number
of CDRs processed declined sharply in the early 1990s. National
implementation of a new CDR process in 1993 enabled SSA to in-
crease the number of CDRs being conducted significantly.
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CHART 1-1. DISABILITY DETERMINATIONS AND APPEALS, FISCAL YEAR 1995

TITLE 11, TITLE XVI AND CONCURRENT TITLE Il AND XVI DECISIONS FOR DISABILITY
CLAIMS BY WORKERS, WIDOWS, WIDOWERS AND DISABLED ADULT CHILDREN 1

Initial Level Allow Deny Continue Termin. Initial CDRs 2/
2,559,985 31% 69% 82% 18% 240,000
7 49% Appealed / 54% Appealed
[4 ¥
Reconsiderations Allow Deny Reverse Affirm Reconsiderations
860,156 13% 87% 42% 58% V 22,400
/ 66% Appealed \ ¥V
AL Disp. Allow Dismiss Deny Reverse Dismiss Affiem AL Disp.
493,133 &/ 62% 15% 23% 57% /__ 5% 18% 2,350 &/
_715% Appealed / L4
Appeals Allow Remand Deny Allow Remand Deny 8/ ppeals
Council 3% 4% 73% 4% L] 3% 73% Council
51405 &/ 834
\ 18% Appnlgd//
N &
Allow Dismiss Deny Federal Court Decisions on
10% 9% 81% Applications and CDRs
6,774

% of Total Allowances
Total
Initial Decisions §/
Initial Applicarions

1The data relate to workloads processed (but not necessarily received) in fiscal year 1995, i.e., the case
processed at each adjudicatory level may include cases received at one or more of the lower adjudicatory
levels prior to fiscal year 1995. The data include determinations on initial applications as well as continuing
disability reviews (both periodic reviews and medical diary cases).
2|ncludes non-State CDR mailer continuations. Also includes 12,800 CDRs where there was “no decision.”
The continuance and termination rates are computed without the “no decision” cases.
3Many ALJ dispositions and AC decisions are based on DDS determinations from a previous year. There-
fore, a percent appealed is not provided.

4Preliminary data.

5Includes ALJ decisions not appealed further by the claimant but reviewed by the Appeals Council on

“‘own motion” authority.

6ncludes affirmations, denials and dismissals of requests for review, own motion reopening cases.
Source: Social Security Administration.
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Public Law 104-121 authorized significant additional administra-
tive funding exempt from the discretionary spending cap, and
above the annual $200 million currently authorized, to enable SSA
to clear its CDR backlog of roughly 3.4 million cases more quickly.
Total fiscal year authorizations are: 1996, $260 million; 1997, $360
million; 1998, $570 million; and 1999-2002, $720 million.

TABLE 1-21.—ADMINISTRATIVE LAW JUDGE DISABILITY INSURANCE 1 FAVORABLE
DECISION RATES, INITIAL DENIALS AND TERMINATIONS, 2 FISCAL YEARS 1979-95

Percent

Fiscal year Dismissed Unfavorable Favorable Total favorable
Initial denials:

6,332 31,485 48,934 86,751 56.4
7,093 31,703 56,733 95,529 59.4
15,141 59,930 98,129 173,200 56.7
15,403 67,481 91,865 174,749 52.6
14,334 65,626 79,427 159,387 49.8
15,075 63,381 88,301 166,757 53.0
14,806 61,161 92,118 168,085 54.8
28,792 44,223 78,737 151,752 51.9
15,271 58,412 98,180 171,863 57.1
18,213 58,788 111,748 188,749 59.2
19,695 54,284 122,070 196,049 62.3
19,297 45264 127,707 192,268 66.4
19,880 44,594 144,945 209,419 69.2
19,665 48,407 166,661 234,733 71.0
20,190 47,579 171,508 239,277 1.7
23,576 49,110 189,373 262,059 72.3
44,234 65,415 220,558 330,207 66.8
1,401 4,078 8,052 13,531 59.5
1,431 4,197 9,909 15,537 63.8
2,623 6,945 16,685 26,253 63.6
4,670 17,502 37,306 59,478 62.7
9,247 37,284 73,821 120,352 61.3
25,681 22,590 56,327 104,598 53.9
4,176 2,415 3,126 9,717 32.2
1,095 2,129 2,014 5,238 38.4
812 1,954 2,014 4,780 42.1
1,031 2,807 3,426 7,264 47.2
1,220 3,482 4,882 9,584 50.9
1,166 2,940 4,695 8,801 53.3
1,007 2,140 3,935 7,082 55.6
812 1,642 2,812 5,266 53.4
720 1,281 2,079 4,080 51.0
656 1,082 1,540 3,278 47.0
821 1,173 1,807 3,801 475

Lincludes title Il and concurrent ftitle Il/title XVI disability cases and concurrent title Il/title XVI aged
cases.

2|ncludes all termination cases regardless of the basis for termination.

3Final data.

4Revised February 1996.

Source: Office of Hearings and Appeals, Social Security Administration.
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TABLE 1-22.—CONTINUING DISABILITY REVIEW (CDR) CESSATIONS AND
CONTINUATIONS, FISCAL YEARS 1977-95

Cessations Continuations Total cases
Per- per-  CESSAUONS oo gicabled  Percent

Number cent Number cent tziir?gafi%r;; persons reviewed
1977 ... 41,475 38.7 65,745 61.3 107,220 13,322,230 3.2
1978 ... 38,847 464 44804 53.6 83,651 3,447,767 2.4
1979 ... 45216 48.1 48,868 51.9 94,084 3,457,837 2.7
1980 ........... 44273 46.8 50,227 53.2 94,550 3,454,010 2.7
1981 ... 80,956 47.9 87,966 521 168,922 3,413,602 4.9
1982 .......... 179,857 448 221,325 552 401,182 3,263,354 12.3
1983 ........... 182,074 417 254,424 583 436,498 3,226,888 135
19842 ... 31,927 246 97,752 754 129,679 3,249,367 4.0
19852 ......... 475 146 2,785 854 3,260 3,332,870 0.1
1986 ........... 2554 56 42805 944 45359 3,261,768 14
1987 .......... 20,343 124 143,712 87.6 164,055 3,433,524 4.8
1988 ........... 33565 115 257,377 885 290,942 3,492,762 8.3
1989 .......... 24,102 92 237,722 90.8 261,824 3,559,840 7.4
19903 ......... 15,154 105 129,026 89.5 144,180 3,678,509 3.9
19914 ... 5,697 125 39,749 875 45,446 3,866,645 1.2
1992 ... 6,923 15.0 39,291 85.0 46,214 4,165,133 11
19935 ... 4,886 9.9 44316 90.1 49,202 4,457,500 11
19945 ... 13,940 141 85189 859 99,129 4,729,948 2.1
19955 ........ 31,694 16.1 164,281 839 196,575 4,980,462 4.0

Lln current pay at end of fiscal year.

2The decline in the number of reviews in 1984 and 1985 was due to the national moratorium on re-
views pending enactment and implementation of new legislation that revised criteria for CDRs (legislation
enacted in fiscal year 1984; regulations promulgated late fiscal year 1985).

3The decline in CDR processing in 1990 was due to the unanticipated demands of processing approxi-
mately 40,000 class action court cases.

4The continued decline in CDR processing is due to the increase in the initial claims workloads.

5Includes non-State CDR mailer continuations.

Source: Office of Disability, Social Security Administration.
CHANGES IN ENROLLMENT AND APPLICANT BACKLOGS

DisaBILITY INSURANCE (DI) AWARDS AND RECIPIENTS

Over the past 18 years, the DI Program experienced a period of
declining enrollment followed by a rebound in growth. The number
of DI beneficiaries (disabled workers and their dependents) receiv-
ing benefits peaked at 4.9 million in May 1978. The beneficiary
population then declined sharply to 3.8 million in July 1984. There-
after, the number of beneficiaries rose steadily, reaching 5.9 million
in December 1995.

Similarly, the number of new DI benefit awards declined from
592,000 in 1975 to approximately 299,000 in 1982. As shown in
table 1-23, awards then rose almost steadily, reaching 646,000 in
1995. (The large 1992 increase is partially attributable to SSA’s
short-term measures for dealing with increased DI applications. In-
creasing the volume of applications processed resulted in increases
in both awards and denials.)
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TABLE 1-23.—DISABLED WORKERS’ APPLICATIONS, AWARDS, RATIO OF AWARDS TO
APPLICATIONS, AND INSURED WORKERS FOR SELECTED YEARS, 1960-95

Number of Awards as a Awards per 1,000
Qoo Toaaas S e e

1960 ..covivene 418.6 207,805 50 45
1965 . 532.9 253,499 48 4.7
1970 i 868.2 350,384 40 4.8
1971 o 924.4 415,897 45 5.6
1972 i 947.8 455,438 48 6.0
1973 i 1,066.9 491,616 46 6.3
1974 .o 1,330.2 535,977 40 6.7
1975 1,285.3 592,049 46 71
1976 .o 1,232.2 551,460 45 6.5
1977 i 1,235.2 568,874 46 6.5
1978 . 1,184.7 464,415 39 5.2
1979 i 1,187.8 416,713 35 44
1980 .o 1,262.3 396,559 31 4.0
1981 .o 1,161.3 345,254 30 3.4
1982 . 1,020.0 298,531 29 2.9
1983 . 1,017.7 311,491 31 3.0
1984 ..o 1,035.7 357,141 34 3.4
1985 . 1,066.2 377,371 35 3.5
1986 ...cooovvvn 1,118.4 416,865 37 3.8
1987 i 1,108.9 415,848 37 3.7
1988 ..o 1,017.9 409,490 40 3.6
1989 ..o 984.9 425,582 43 3.7
1990 ..o 1,067.7 467,977 44 4.0
1991 1,208.7 536,434 44 45
1992 . 1,335.1 636,637 48 5.2
1993 ... 1,425.8 635,238 45 5.2
1994 ..o 1,443.8 631,870 44 51
1995 ... 1,338.1 645,832 48 51

Source: Office of the Actuary, Social Security Administration.

The incidence of disability (number of awards per 1,000 insured
workers) fell from an all-time high of 7.1 in 1975 to an all-time low
of 2.9 in 1982. In 1995, the rate was 5.1 percent (see table 1-23).

Table 1-24 shows the number of DI beneficiaries for selected fis-
cal years.

PENDING CLAIMS AND WAITING TIMES

In recent years, the combination of increasing workloads and re-
duced staff left the State Disability Determination Services unable
to keep pace with their workloads.> As shown in table 1-25, pend-
ing cases rose sharply between 1988 and 1992. During that time,
applications pending at the DDSs rose from 323,000 to 725,000,
causing applicants to wait 50 percent longer, or 3 months instead
of 2, for an eligibility decision. However, by the end of 1995, appli-
cations pending had dropped to 590,000, with applicants’ waiting

5Between 1984 and 1990, DDS staff was cut by 19 percent—from 14,500 to 11,800.
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time reduced to about 2 months. Additional budgetary resources
were directed specifically to disability case processing in fiscal
years 1994 and 1995. These targeted resources have assisted SSA
in efforts to hold down the growth in pending disability work. Table
1-25 shows actual disability cases pending and applicant waiting
times since fiscal year 1988.

TABLE 1-24.—NUMBER OF DISABILITY INSURANCE BENEFICIARIES FOR SELECTED
YEARS, 1960-95

[Current payment status, December]

Disabled workers Spouses Children Total
Year
1960 ..o 455,371 76,599 155,481 687,451
1965 ..o 988,074 193,362 557,615 1,739,051
1970 e 1,492,948 283,447 888,600 2,664,995
1975 e 2,488,774 452,922 1,410,504 4,352,200
1980 .o 2,861,253 462,204 1,358,715 4,682,172
1981 e 2,776,519 428,212 1,251,543 4,456,274
1982 .o 2,603,713 365,883 1,003,869 3,973,465
1983 o 2,568,966 308,060 935,904 3,812,930
1984 ..o 2,596,535 303,984 921,285 3,821,804
1985 ..o 2,656,500 305,528 945,141 3,907,169
1986 ..o 2,727,386 300,592 965,301 3,993,279
1987 o 2,785,885 290,895 967,944 4,044,724
1988 ..o 2,830,284 280,821 963,195 4,074,300
1989 ..o 2,895,364 271,488 961,975 4,128,827
1990 e 3,011,294 265,890 988,797 4,265,981
1991 3,194,938 266,219 1,051,883 4,513,040
1992 3,467,783 270,674 1,151,239 4,889,696
1993 3,725,966 272,759 1,254,841 5,253,566
1994 3,962,954 271,054 1,349,511 5,583,519
1995 4,185,263 263,539 1,408,854 5,857,656

Source: Office of Research and Statistics, Social Security Administration.
CHARACTERISTICS OF RECIPIENTS

OASDI

Table 1-26 provides detailed information on the number of
OASDI beneficiaries in various categories, and the average amount
of monthly benefits by type of beneficiary for both new awards and
all beneficiaries currently receiving payments.

DI

Tables 1-27 and 1-28 present data on the demographic, social,
and medical characteristics of the disabled population over time.
For instance, table 1-27 shows the increase in the receipt of bene-
fits by women, which reflects larger societal trends in female work
force participation. Table 1-27 also indicates the higher levels of
educational attainment that characterize the present disabled pop-
ulation in comparison to that of 1970.
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TABLE 1-25.—DISABILITY CASES PENDING AND WAITING TIMES, 1988-95
[Cases pending and weeks of work on hand at State Disability Determination Services (DDSs)]

Total claims pending at ~ Weeks of work on

Year end of year hand

323,000 8.4
479,000 10.0
538,000 11.3
693,000 14.3
725,000 12.1
712,000 10.

729,000 10.3
590,000 8.4

1The number of weeks of work pending in DDSs provides the best approximation of the amount of
time an applicant must wait for an eligibility decision.

Source: National Council of Disability Determination Directors.

TABLE 1-26.—NUMBER OF PERSONS RECEIVING VARIOUS TYPES OF OASDI BENEFITS
BY AGE, SEX, AND AVERAGE MONTHLY BENEFIT AMOUNTS, DECEMBER 1995

[Based on a 10-percent sample]

Percent  jverage  Percentage
Beneficiaries Number of total monthl of total
(thousands) ﬁlg?;ﬁés benefity benefits

Retired WOIKErS ..o 26,763 61.5 $720 68.2
Retired MeN ...ccovveevvevveceriereens 13,914 32.1 810 40.0
Retired WOMEN ....c.ccvvevcrcicierennes 12,759 29.4 621 28.2
Disabled WOTKErs ......ccoccvvvevvieeereeieienee 4,185 9.6 682 10.1
Disabled mMen ......ccocveveviveericeiienens 2,568 5.9 762 6.9
Disabled WOmen .......c.cccevvvvvvevnnnne, 1,617 3.7 555 3.2
Spouses of retired WOrkers ..........ccccoeen. 3,026 7.0 370 4.0
Wives of retired workers ................. 2,996 6.9 372 4.0
Wives with entitled children ........... 79 0.2 257 0.1

Wives age 62 and over without en-
titled children .......cccoovvevriiiinee 2,918 6.7 375 3.9
Husbands of retired workers .......... 30 0.1 221 ®
Spouses of disabled workers ................... 264 0.6 164 0.2
Wives of disabled workers .............. 256 0.6 165 0.1
Wives with entitled children ........... 202 05 143 0.1

Wives age 62 and over without en-
titled children .........ccoocovvevierennes 54 0.1 247 ®
Husbands of disabled workers ....... 8 O] 117 O]
(0001110 [ (=1 TR 3,734 8.6 344 4.6
Children of retired workers ............. 442 1.0 322 05
Minor children (age 0-17) ... 242 0.6 287 0.2

Student children (age 18 and
19) s 11 ® 360 ®

Disabled children (age 18

and over) ..., 189 0.4 364 0.2
Children of deceased workers ........ 1,884 4.3 469 3.1
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TABLE 1-26.—NUMBER OF PERSONS RECEIVING VARIOUS TYPES OF OASDI BENEFITS
BY AGE, SEX, AND AVERAGE MONTHLY BENEFIT AMOUNTS, DECEMBER 1995—Con-
tinued

[Based on a 10-percent sample]

Percent
Beneficiaries Number of total Qloer:?r%e Peor;; eigtglge
(thousands) ﬁtéfgﬁés benefity benefits
Minor children (age 0-17) ... 1,386 3.2 460 2.3
Student children (age 18 and
19) s 51 0.1 547 0.1
Disabled children (age 18
and over) ..., 446 1.0 487 0.8
Children of disabled workers .......... 1,409 3.2 183 0.9
Minor children (age 0-17) ... 1,329 31 178 0.8
Student children (age 18 and
19) s 29 0.1 284 ®
Disabled children (age 18
and over) ..., 51 0.1 270 ®
Widowed mothers and fathers ................ 275 0.6 478 05
Widowed MOthers ........cccoeovvvrvrennes 260 0.6 485 04
Widowed fathers .......ccccoveeveninennes 15 O] 351 ®
Widows and widowers (nondisabled) ...... 5,052 11.6 680 12.2
Widows (nondisabled) .........c..cc..c.... 5,015 11.6 681 12.1
Widowers (nondisabled) .................. 38 0.1 500 0.1
Widows and widowers (disabled) ............ 173 04 458 0.3
Widows (disabled) .......cccocovevinieenee 169 04 461 0.3
Widowers (disabled) ........c.ccooverennee 4 ® 308 ®
Parents total ........ccccooeoveivrierierersrereinn, 4 ® 591 ®
Special age 72 (primary) .......cocovveervrnnn. 1 ® 192 ®
Total OASI beneficiaries ............ 37,530 86.5 666 88.8
Total DI beneficiaries ................. 5,858 135 539 11.2
Total OASDI beneficiaries ........... 43,387  100.0 649 100.

1less than 0.1 percent.
Note.—Columns may not add due to rounding.
Source: Office of Research and Statistics, Social Security Administration.
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SOCIAL SECURITY FINANCING

CURRENT LAW

Financing for Social Security—OIld Age, Survivors, and Disability
Insurance (OASDI)—and the Hospital Insurance (HI) part of Medi-
care—is provided primarily by taxes levied on wages and net self-
employment income. These taxes often are referred to as FICA and
SECA taxes (Federal Insurance Contributions Act and Self-
Employment Contributions Act, respectively). More than 95 percent
of the work force, or an estimated 145.3 million workers in 1996
(of whom 3.2 million pay only HI taxes), is required to pay FICA
or SECA. The FICA tax is paid equally by both employees and em-
ployers; the SECA tax is paid by the self-employed.

Both taxes have three components: One each for OASI, DI, and
HI. The FICA tax was first levied in 1937 at a rate of 1 percent
each for the employee and employer on earnings up to $3,000 a
year. In 1996, the rate is 7.65 percent of which 6.2 percent goes to
OASDI and 1.45 percent goes to HI. The SECA rate for the self-
employed is 12.4 percent for OASDI and 2.9 percent for HI. The
OASDI rate is levied on earnings up to $62,700. (This level rises
annually at the same rate as average wages in the economy.) For
the HI portion, all earnings are taxable. The three programs also
receive interest income on securities recorded to its trust funds, in-
come taxes levied on Social Security benefits, and income from var-
ious other minor sources.

Most income to the system goes out directly to meet current ben-
efit obligations. Any funds collected in excess of the amount needed
to make benefit payments are credited to the OASI and DI Trust
Funds as reserves, in the form of government securities. These re-
serves serve as a cushion against temporary shortfalls in revenues
or large increases in outlays due to economic fluctuations. The
trust funds also are credited with interest income. Social Security
benefit outlays are drawn against the trust funds and are made
under a permanent appropriation provided for in the Social Secu-
rity Act. Administrative expenses also are charged against the
trust funds, but are subject to an annual limitation set by appro-
priations acts.

Before 1984, self-employed workers paid a tax rate which was
less than the combined employee-employer rate. Effective in 1984,
self-employed workers began to pay Social Security taxes that were
equivalent to the combined employer-employee rate and to receive
a partial credit against that tax through 1989. Effective in 1990
and thereafter, the credit was replaced with a system designed to
achieve parity between employees and the self-employed. Under
this system:

—The base of the self-employment tax is adjusted downward to
reflect the fact that employees do not pay FICA tax on the
value of the employer’'s FICA tax. The base is equivalent to net
earnings from self-employment (up to the taxable wage base),
less 7.65 percent, and

—A deduction is allowed for income tax purposes for half of
SECA liability, to allow for the fact that employees do not pay
income tax on the value of the employer’'s FICA tax.
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Tables 1-29, 1-30, 1-31 and 1-32 show FICA and SECA tax
rates (in percent), taxes (in dollars), and taxable earnings bases,
both past and future. Table 1-32a shows categories of workers ex-
empt from FICA and SECA taxes.

TABLE 1-29.—FICA AND SECA TAX RATES, SELECTED YEARS 1937-2000

[In percent]

Rate paid by employee and employer Self- Maximum

Calendar year 0ASI employed taxable

DI 0ASDI HI Total rate earnings
1937 i 10 s e 10 $3,000
1950 ..o 15 30 3,000
1960 ...ooovvviie 3.0 025 275 .. 3.0 45 4,800
1970 e 365 055 420 060 48 6.9 7,800
1980 ..o 452 056 508 105 6.13 8.1 25,900
1990 .o 560 060 620 145 7.65 15.3 51,300
1995 L 526 094 620 145 765 153 161,200
1996 ..o 526 094 620 145 765 153 162,700
1997-99 ... 526 085 620 145 765 15.3 ®
2000 oo 530 090 620 145 7.65 153 @

10ASDI; no limit (HI).

2Not yet determined for OASDI; no limit (HI).

Note.—Until 1991 the maximum taxable earnings for HI were the same as for OASDI. In 1991, 1992,
and 1993 maximum taxable earnings were $125,000, $130,200, and $135,000 respectively, with no limit
after 1993. Only 92.35 percent net self-employment earnings are taxable and half of the SECA taxes so
computed is deductible for income tax purposes.

Source: Congressional Research Service.

TABLE 1-30.—FICA AND SECA TAXES, SELECTED YEARS 1950-96

Annual tax payments

Average earner® High earner!
FICA? SECA2 FICAL SECA2
1950 $38 $45
1960 120 $180 144 $216
1970 297 427 374 538
1980 767 1,014 1,588 2,098
1995 1,887 2,998 6,694 10,615

Cumulative 1951-953 99,656 143,815 190:332 285,164
1996 1,963 3,118 6,787 10,768

1Employee share only for FICA column. Average earner means someone who earned average wages
throughout his or her working years (average wages are estimated for 1995 and 1996). For years before
1994, high earner means someone who earned at least the maximum wage level subject to OASDI and
HI taxes. For 1994, 1995, and 1996, it is assumed to be someone who earns $200,000 a year.

2For 1995 and 1996, figures in table are net of income tax deduction equal to one half of SECA
taxes.

3Includes interest compounded at rates of long-term Treasury issues. Encompasses a hypothetical 44-
year career that began at age 21 and ended at age 65.

Source: Congressional Research Service.
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TABLE 1-31.—PAYROLL TAX RATES FOR EMPLOYEES AND EMPLOYERS, 1937-2000

Tax rates (percent) for employer and employee, each

0ASDI wage
Clendar years base ! Total 0ASI DI HI
1937—49 oo, $3,000 1.000 1.000 .o,
1950 i 3,000 1.500 1500 .o
1951-53 oo 3,600 1.500 1500 .o
1954 e, 3,600 2.000 2.000 .o
1955-56 oo 4,200 2.000 2000 .
195758 ..o 4,200 2.250 2.000 0.250
1959 e, 4,800 2.500 2.250 0.250
196061 ..oovooveveeen 4,800 3.000 2.750 0.250
1962 oo 4,800 3.125 2.875 0.250
196365 .oooeiieeeee, 4,800 3.625 3.375 0.250
1966 oo 6,600 4.200 3.500 0.350
1967 oo 6,600 4.400 3.550 0.350
1968 oo, 7,800 4.400 3.325 0.475
1969 oo 7,800 4.800 3.725 0.475
1970 e 7,800 4.800 3.650 0.550
1971 e, 7,800 5.200 4.050 0.550
1972 e 9,000 5.200 4.050 0.550
1973 e 10,800 5.850 4.300 0.550
1974 oo, 13,200 5.850 4.375 0.575
1975 e 14,100 5.850 4.375 0.575
1976 oo 15,300 5.850 4.375 0.575
1977 e, 16,500 5.850 4.375 0.575
1978 e 17,700 6.050 4.275 0.775
1979 o 22,900 6.130 4.330 0.750
1980 oo, 25,900 6.130 4520 0.560
1981 oo 29,700 6.650 4.700 0.650
1982 oo 32,400 6.700 4575 0.825
1983 e, 35,700 6.700 4775 0.625
1984 oo 37,800 7.000 5.200 0.500
1985 o 39,600 7.050 5.200 0.500
1986 oo, 42,000 7.150 5.200 0.500
1987 oo 43,800 7.150 5.200 0.500
1988 oo 45,000 7.510 5.530 0.530
1989 e, 48,000 7.510 5.530 0.530
1990 i 51,300 7.650 5.600 0.600
1991 e 53,400 7.650 5.600 0.600
1992 o, 55,500 7.650 5.600 0.600
1993 e 57,600 7.650 5.600 0.600
1994 o 60,600 7.650 5.260 0.940
1995 e, 61,200 7.650 5.260 0.940
1996 e 62,700 7.650 5.260 0.940
19979 T ) 765 5350 0850
2000— i @] 7.650 5.300 0.900

1The maximum amount of taxable eamings for the HI Program is the same as that for the OASDI
Program for 1966-90; $125,000, $130,200, and $135,000 for 199193, respectively; no limit after 1993.

2|ncreases automatically with increases in the average wage index. The CBO estimates that the OASDI
wage base will be $63,900 in 1997; $66,900 in 1998; and $72,000 in 1999.

Source: Office of the Actuary, Social Security Administration.
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TABLE 1-32.—TAX RATES FOR SELF-EMPLOYED INDIVIDUALS, 1980 AND AFTER

OASDI com- OASDHI

Calendar year OASI DI bined HI combined
1980 .o 6.2725 0.7775 7.05 1.05 8.10
1981 i, 7.0250 0.9750 8.00 1.30 9.30
1982 i, 6.8125 1.2375 8.05 1.30 9.35
1983 7.1125 0.9375 8.05 1.30 9.35
1984 .o, 10.4000 1.0000 11.40 2.60 114.00
1985 ..o, 10.4000 1.0000 11.40 2.70 114.10
1986-87 ...oovveeriin 10.4000 1.0000 11.40 2.90 114.30
1988-89 ..o, 11.0600 1.0600 12.12 2.90 115.02
1990-93 ..., 11.2000 1.2000 12.40 2.90 15.30
1994-96 ......ccvviiinn 10.5200 1.8800 12.40 2.90 15.30
1997-99 ..o, 10.7000 1.7000 12.40 2.90 15.30
2000— ..o 10.6000 1.8000 12.40 2.90 15.30

1Tax credits for the self-employed equaled 2.7 percent in 1984, 2.3 percent in 1985, and 2.0 percent
in 1986-89. The tax rate shown is not reduced for these credits. See text for explanation of change in
tax treatment of the self-employed.

Source: Congressional Research Service.

TABLE 1-32a.—WORKERS EXEMPT FROM FICA AND SECA TAXES

State and local government workers participating in alternative retirement systems
(HI tax is mandatory for state and local government workers hired since April 1,
1986).

Election workers earning $1,000 or less a year (beginning in 1995).

Ministers who choose not to be covered, and certain religious sects.

Federal workers hired before 1984 (the HI portion is mandatory for all Federal
workers). 1

College students working at their academic institutions.

Household workers earning less than $1,000 a year (effective in 1994), or for those
under age 18 for whom household work is not their principal occupation.

Self-employed workers with annual net earnings below $400.

LElected office holders, political appointees, and judges are mandatorily covered by both OASDI and HI
regardless of when their service began.

Source: Congressional Research Service.

STATUS OF OASDI TRUST FUNDS

Summary

Social Security’s financial condition is assessed annually by its
Board of Trustees, comprised of the Secretaries of Treasury (Man-
aging Trustee), Labor, and Health and Human Services, the Com-
missioner of Social Security, and two representatives of the public.
Their 1996 report was released on June 5, 1996. The Congressional
Budget Office (CBO) also makes Social Security projections, the lat-
est of which were released on May 23, 1996. The Trustees’ projec-
tions cover a period extending 75 years into the future, whereas
CBO's projections are only for the next 10 years. For this near-term
period, both the Trustees and CBO show that through the remain-
der of this decade, and for some period into the next century, the



59

favorable demographic pattern of a large baby boom generation at
peak earning years, combined with the retirement of the relatively
small generation born during the Depression, should ensure large
trust fund reserves. Under CBO’s assumptions, the annual excess
of income over outlays will reach $127 billion by fiscal year 2005
and the reserve balance of the trust funds will represent 2.6 years’
worth of outgo. Under the Trustees’ “intermediate” (or moderate)
set of assumptions, the annual excess of income over outlays will
reach $115 billion by fiscal year 2005, and the reserve balance of
the trust funds will represent 2.2 years’ worth of outgo.

Table 1-33 shows both historical and estimated operations of the
OASI and DI Trust Funds in the short run.

For the long run, the projections are more troubling. For a num-
ber of years, the Trustees’ reports have projected long-range financ-
ing problems for the system. Although their latest report continues
to show a near-term buildup of “trust fund” reserves, their “inter-
mediate” forecast for the next 75 years shows that, on average, So-
cial Security expenditures will be 16.4 percent more than its in-
come. The trust fund buildup would peak at $2.9 trillion in nomi-
nal dollars in 2018, and then be drawn down as the post-World
War Il baby boomers retire (see chart 1-2). The Trustees estimate
that by 2015 the DI Trust Fund would be exhausted, and by 2031
the OASI Trust Fund would be exhausted as shown in table 1-34.
On a combined basis the two trust funds would be exhausted in
2029. The term “exhausted” is commonly used to indicate that trust
fund reserves plus payroll taxes and other revenues would be insuf-
ficient to pay all benefits when they are due.

Background

The Social Security taxes people pay flow into the Federal Treas-
ury, with each program’s share credited to separate trust funds
(one for OASI, another for DI). The crediting occurs through the
posting of interest-bearing Federal securities (the interest rate is
the same as the average rate prevailing on outstanding Federal
bonds with a maturity of 4 years or longer). When the government
receives the money, it records new securities to the appropriate
fund; when it makes payments, it writes some off. These securities
represent obligations that the government has issued to itself. In
effect, they are not assets for the government, but claims against
it. Their primary role is to be reserve “spending authority.” As long
as a trust fund has a balance, the Treasury Department is author-
ized to make payments owed against it from the Treasury; the fund
itself does not contain actual cash resources to do so.

For more than three decades after Social Security taxes were
first levied in 1937, the system’s income routinely exceeded its
outgo, and its trust funds grew. However, the situation changed in
the early 1970s. Enactment of major benefit increases in the 1968—
72 period was followed by higher inflation and leaner economic con-
ditions than had been expected. Prices rose faster than wages, the
post-World War Il baby boom ended precipitously (leading to a
large cut in projected birth rates), and Congress adopted faulty
benefit rules in 1972 that overcompensated new Social Security re-
tirees for inflation. These factors combined to sour the outlook for
Social Security and it remained poor through the mid-1980s.



60

G2e'8T9 L0V'69  8€8'C v8v'e €CI'T9E  9Opy'89¢ G8y'or € G6T'.L  69T'06E ¢G8'/Ep " TTTTTTTLG6T
876'8YS 99/'69  94G°¢ 6TT'C 8LL'CVE €GV'0SE  T6V'9E  L2€— 6GT'9  [68'€LE 0CC'9Ty T Q66T
.Salewi]sy
26T'e8y ar'09  0ZT'v 0/8'C T¥8'82¢ 0£8'see voe'ee 2 6¥Vy'S  9TG'/GE  9/g'9eE G667
90.°2ey 161'9G  9gS'e 968'C 6¢T'€TE TGS'6TE €026 0T 969'G  8EV'TVE  L0€'9LE T 66T
676'G9¢E 88/'9F  GEV'E GS6'C  9/1'86C 99G'v0E 88.'9¢ T T9T'9  T6E'STE  PGE'TGE T €66T
T9T'6TE 9.0  90C'€ 899'C 0S9'T8C ¥¢G'/8C [€9'€C 6T L€2'9  1/E'80E 0lg'8EE T Z66T
GT1'89¢ G1g'eq  ISp'E GEG'T  v0T'€9C 960'69C 6S.'6T ¥98C— T¢6'S  ¥6.'66C TT9'CCe T T6GT
006'7TC LT2'8S  6¥0'E 082'c SlT'eye S09'8¥C 606'YT  ¥E [61'88 gg8'9pg 0667
289'95T Ghr'?S  ¥€6'C L0v'z  0ST'l2Z  T6¥'Z€Z OTE0T € 1180/ 9€6'vgg 6867
L€2'Y0T 008'8¢  1S8'C 2€9'c  L06'€TZ  062'6TC 0059 &S GyT'8PC 06085 T 886T
LEV'99 0/G6T  ¥19°C 6/2'C 0€y'c0z €¢€'.0C 8E9Y 69 8/8'8T¢  €68'9¢¢ T 86T
198'Gy ITT9, €99°C 602'C 698'C6T 0£L'86T L¥¥'e  0TE'C opT's0C  TOY'GTC T 986T
0G.'6€ 86,  €SET Z6T'C 696'C8T ¥0G'88T TIC'C  GOT T8T'Z6T G98L6T " GBBT
oe'ee T¢T'T—  OEV'T v6v'T  ¥29'STT 8vS'8TT  6E€C  G/9 STY'YIT  ley'lTT e 0867
8ET'8Y 8702 0T0'T TOT'T  /¥S79  899%9  #08C 66V vIE'€9  119'99 " Gl6T
0CL'LE 168'G 685 €29 €90'6c  G/20€  T/ST  8SY 960've  L2T'9¢ 0.67
181'2¢ vt 6G¥ 6.€ 8T9'9T  9S¥'.T  8%9 2€0'LT  T89LT G96T
966'2¢ e — 22 7€t 86.°0T  909'TT  ¥9S 0€8'0T  ¥6E'TT 0967
"elep [edL0lSIH
fin
Jeak weiboiq sasuad -w%e E] S1Jaua
oedpps  fump MR gaw o s opn e
© Junouw aseal) -ensl -U1 39 I3U9 -Xe) Wol !
17 Yoy -Ur 18N w.__w_w_h%_w -c_:u__u.< Jysuag HEN w_E wouy m;woo:_h “Uo3 N v Jeak [esly
sjuswifed

S1assy

sainyipuadx3

3Wwoou|

[sseyj0p Jo suojiw uy]

SNOILANNSSY 40 L3S ILVIAINYILNI FHL 40 SISv¥E IHL NO ‘G00¢—966T SHvIA TWISIH
ONIYNA SNOILYY3dO FUNLN QILVYINILST ANV G6—096T SHYIA TWISId d3LO3TAS ONIINA SANNS LSNYL IASYO JHL 40 SNOILYYIdO—'EE-T FT1avl



61

"(966T) S231SNJ] JO pleog :82In0S
"SJuauodwiod papunol Jo swins ay) [enbs AJLiessadau 10U 0p S[EI0[—310N

“uol|iW €£T9'0TS Sem junowre

3y) ‘986T Ul ‘UOI|IW ¥Z8‘T$ Sem G@ET Ul predas Junowe ayl 'Z86T Ul pun4 ISniL |H 8y} W0y Pamoiog SIUNOWe Jo pund Isnil |SYO 3yl woij Juswhedas 10} 18SHO S1I3I8Y ,
"$Y93U2 1yausq parenjofisuun Joj JusWSSINGUIIa) JO Junowe Ag peonpal ale sjunowre

‘eg6T Ul BuiuuiBag "senijiqesip Jisy) Jo asnedaq sugausq Buiniedal suosiad pajgesIp 01 paysiuing SadIAIBS UONEBM|Iqeysl [euoneaoA oy siuswhed sspnjoul ‘29T ul Buluuibag o

‘000°006$ UeL} Ssag
'G86T |Udy ai0jaq panssi syoayd parenofauun uo ‘AjpAndadsal ‘uoljiw §TT$ pue UoHIW €T6$ JO Sluawisnlpe 1salalul apnjoul 986T
pue G8BT 10} UMOYS SIUNOWe 8yl "Palds|ial SI SIajsuel) Xe) soueApe U0 puny [elaush ayy 01 spunj Isniy ayy wouj pred 1saieiul ‘T6—-€86T BuLng "suoisiroid Buimollog pungieiul sy
13pUn Pamo SJUNoWe U0 1Saalul Joj puny Isniy Buipus) e 01 puny s Buimouiog e woiy Siuswhed S108)as 98—€8GT 10 1SIBIUI 1N "Spuny 8y} 03 SYIB Jo Swunowe [jews AjaAire
-|a1 apnjoul umoys sainbiy ayy ‘€/6T 48g0300 ul BuluuiBag -voday |enuuy /6T 8Yy Ul paurejuod si sasuadxe aalensiulWpe 1o} Bununodde Jo poylsw ay) jo uonduassp e /96T
0} Joud sieak Jo4 “1SeJalul 18U Ul Papnjoul ale syuswisnipe 1selalul 8say) JO siunowe ay] “Jesk [easly Buimopoy sy Ul apew 3salslul Buipnjour ‘Juswisnipe [eul e yum ‘siseq

pajewnsa Ue uo spunj Isni ayl o1 Ajpuaund pabreyd are sasuadxa anensiuiwpe ‘79T Ul Buluuifag "sjuswisaAul ajgeIN/ew U0 Sasso| Jo Shyoid 18U Sapnjoul 1Salaul 18N 5
'896T 2I0Joq z/ ofe paurene oym suosied painsulun ulelsd 0] SHyauag Jo SIS09 1o} ‘Iale| pue 96T Ul () pue ‘9GeT Jaue pawlopiad s01Ales Arejiw oy S)pald afem pawasp

10 51509 10} ‘€8—z/6T Ul (2) ‘/G6T @l0jaq pawsopad 8o1Aies Areyjiw Joj shpasd afem Aloinguiuoduou Jo S1S0J Joj ‘Isle| pue /96T Ul pue zG—/y6T ul (1) swswAed sapnjoulg
‘sabem palenod aq 0] PaapISU0d aJem SHPaId yans Ji ‘Ieye| pue

/G6T Ul 8dII8S fueyiw Joy S)paid afem pawssp uo pred usag aAey pinom eyl suonnquiuod Bunuasaidal finseas] jo puny [essusb woly Siaysuel) sapnjoul ‘e86T Ul Buluuibag,
‘Jeak yoes Jo 0g sunp Uo Buipus syuow ZT 9y Jo parsisuod //6T 03 Joud

sieak [easi{ “reak yoes Jo QF JequardaS uo Buipus syluow ZT 8yl Jo 1SISU0D Jale| pue /6T Sieak |easy (pye—E6 MeT a1and) 76T 40 19y 18Bpng [euoissaibuo) ayy Japun

SGv'LGET  CT6YTIT  009'% 087 028'65G 00,895 SG06'28 (o) 9¢8'¢T  T/8'/8G CT9'€g9 G00¢
EYGereT  68C'€0T  CLYY 0T’y ¥55'[¢S  82T'9eS w9l (o) L88'TT  980'TGS  LTy'6e9 v00¢
vGC'6ETT  186'86  LYEY VE6'C  TESL6Y ¢T8'S0S  OvE'0L (o) 6T0'TT  ¥EV'ECS €6L'PO9 €00¢
€LC'0V0T  Te8't6  vECY 8LL't  016'69y 26l  TYSY9 (o) 82C'0T  €L6'96Y  EpLTLG ¢00¢

Z5v'9v6 8L'88  SKT' 9¢9'c  6CEvhy OTT'CGr  8L0'6S  OLT 0066  SkT'ely ce8ops T00¢

09258 £6€'G8 G0 90G'¢ S88'0cy 6Wy'82y 6E6'ES T L€8'8  ¥90'TGY  Tvg'ETg 000¢
L12'TLL 656'6. 96 €LE'c  88C'66E £29'90F C9T'6Y ¢ cve's  LLT'6ey  c8g9sy 6661
81€'269 £66'€L 188 08T'c 88’6/ CGG98€ V¥99YY ¢ ¥69°'L  G8T'80F  GpG09y 8661



62
CHART 1-2. OASDI TRUST FUND RESERVES AT END OF SELECTED CALENDAR YEARS
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Note.—In nominal dollars.

Source: Board of Trustees (1996), intermediate assumptions, and Office of the Actuary, Social Security
Administration.

TABLE 1-34.—MAXIMUM TRUST FUND RATIOS AND YEAR OF EXHAUSTION FOR THE
OASI, DI AND COMBINED TRUST FUNDS UNDER ALTERNATIVE ASSUMPTIONS

Assumption 0ASI DI Combined

Alternative | (optimistic):
Maximum trust fund ratio (percent) ..........c..c..... 487 1390 479
Year attained ... 2017 2070 2018

Year of XNAUSTION ......ovcveeciiici e crevvries e s e
Alternative Il (moderate):

Maximum trust fund ratio (percent) ..........c..c..... 284 136 245

Year attained ........cocoevevereiieeeieeee s 2012 2002 2011

Year of exhaustion ... 2031 2015 2029
Alternative Il (pessimistic):

Maximum trust fund ratio (percent) ..........c..c..... 172 103 159

Year attained ........cocoeveevieieeeieeee s 2001 1998 2000

Year of exhaustion ...........ccccoevveerievecicenice s 2020 2005 2016

Source: Board of Trustees (1996).

Before 1971, the balances of the trust funds had never fallen
below 1 year’s worth of outgo. Beginning in 1973, the program'’s in-
come lagged its outgo, and its trust funds declined rapidly. Con-
gress had to step in five times to keep them from being exhausted.
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Although major changes enacted in 1977 greatly reduced the pro-
gram’s longrun deficit, they did not eliminate it, and the shortrun
changes made by the legislation were not large enough to enable
the program to withstand back-to-back recessions in 1980 and
1982. A disability bill in 1980 and temporary fixes in 1980 and
1981 were followed by another major reform package in 1983.

The 1983 changes, along with better economic conditions, helped
to alter the picture. Income began to exceed outgo in 1983 and the
trust funds grew substantially. Cumulatively, the changes were
projected to yield $96 billion in surplus income by 1990, and to
raise the trust funds’ balances to $123 billion. The funds actually
were credited with $200 billion in surplus income by 1990, and
their balances reached $225 billion by the end of that year. Under
the Trustees’ 1996 “intermediate” forecast (the one cited as their
“best estimate”), surplus income of $656 billion is projected for the
1991-2000 period, and the trust funds’ balances would rise to $881
billion by the beginning of 2001. This would be equivalent to 192
percent of annual expenditures (or 1.9 years’ worth).

The longer range picture for Social Security has been worsening
gradually since 1983. By raising Social Security’s age for full bene-
fits from 65 to 67, subjecting benefits to income taxes, and making
new Federal and nonprofit workers join the system, Congress had
attempted in 1983 to eliminate the longrun problem. In fact, projec-
tions made then showed that it had, at least on average, for the
following 75 years. However, the average condition of the two trust
funds did not represent their condition over the entire period. The
funds were not shown to be insolvent at any point, but their ex-
penditures were expected to exceed their income in 2025 and to re-
main higher thereafter. Simply stated, 40 years of surpluses were
to be followed by an indefinite period of deficits. With each passing
year since 1983, the Trustees’ 75-year averaging period has picked
up 1 deficit year at the back end and dropped a surplus year from
the front end. This, by itself, would cause the average condition to
worsen. However, in recent reports assumptions about birth rates,
economic growth, and wages have been lowered, causing further
deterioration in the outlook. A small long-range deficit appeared in
the 1984 report and the gap has grown larger (with the point of
insolvency coming closer) in subsequent reports.

The Trustees’ June 1996 long-range forecast

The 1996 report showed an average 75-year deficit equal to 16
percent of program income and projected that the trust funds
(viewed on a combined basis) will become insolvent in 2029. These
long-range projections assume that GDP will rise annually at rates
ranging from 2.2 percent in 1996 to 1.2 percent in 2050, wages will
rise at an ultimate rate of 5 percent per year, the cost of living will
go up at a 4 percent rate, unemployment will average 6 percent,
and that Social Security benefits will fall in relative terms as the
age at which full benefits are payable rises from 65 to 67 over the
first few decades of the next century. The higher age for full bene-
fits will mean that people retiring in the future at age 67 or young-
er will get less than under the previous age rules. These assump-
tions by themselves would seem to bode well for the system; how-
ever, looming demographic shifts are projected to overwhelm them.
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During the next two decades, the 76 million baby boomers born
between 1946 and 1964 will be in their prime productive years, and
the baby trough generation of the 1930s Depression will be in re-
tirement. Together, these factors will lead to a stable ratio of work-
ers to recipients. However, as the baby boomers begin retiring
around 2010, this ratio will erode quickly. By 2025, most of the
surviving baby boomers will be 65 and older. The number of people
65 and older will have nearly doubled, growing from 34 million
today to 61 million then. The number of workers will have grown
from 142 million to 163 million, or by only 15 percent. Con-
sequently, the ratio of workers to recipients will have fallen from
3.2 to 1 today to 2.2 to 1 in 2025 and 2 to 1 in 2030. Projected
worker/beneficiary ratios and dependency rates are shown in table
1-35.

TABLE 1-35.—COVERED WORK FORCE—NUMBER OF BENEFICIARIES AND DEPENDENCY
RATES, SELECTED YEARS 1960-2040

Work force measure 1960 1980 2000 2020 2040
Total population (in millions) ........... 190 235 285 327 353
Covered WOrKErs ......ccocveerceeeeneenens 73 112 146 162 168
Beneficiaries (OASDI) ........ccooeovevrennes 14 35 46 68 85
Aged dependency ratio® .................. 0173 0195 0210 0275 0.368
Total dependency ratio2 ................... 0.904 0749 0.695 0700 0.789
Worker/beneficiary ratio .........c.c....... 51 3.2 3.2 24 2.0

1Ratio of persons aged 65 and over to the number of persons aged 20-64.
2Ratio of non-working-age to working-age population—population under 20 plus population 65 and
over divided by population 20-64.

Source: Board of Trustees (1996), intermediate assumptions.

Under this forecast, the trust funds (on a combined basis) would
be credited with surplus income until 2018 or so, bringing their
balances to a level of $2.9 trillion. They would decline thereafter
and would be depleted by 2029. However, tax receipts begin lagging
outgo much sooner, in 2012. At that point, the program would have
to rely on the interest credited to its trust funds for part of its in-
come. Repayment of this interest would have to be funded from
general revenue. Beginning in 2019, the principal on the trust
funds would begin to be drawn down. By 2025, $1 out of every $5
of the program’s outgo would be dependent upon general fund ex-
penditures for interest payments and the redemption of the govern-
ment bonds credited to the trust funds. The government has never
defaulted on the securities it posts to its trust funds, but the mag-
nitude of these potential claims has prompted many observers to
ask where the government will find the money to cover them, given
the large deficits it is running today. Unless economic and demo-
graphic conditions are better than currently assumed, the govern-
ment will have three basic options: raise other taxes, curtail other
spending, or borrow money from the financial markets. There is
nothing now in the law that will dictate or determine what the gov-
ernment actually will (or can) do then.

Economists argue that if the surplus taxes projected for the next
16 years were to cause the government to borrow less from finan-
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cial markets, more money would be available for investment, which
could lead to greater economic growth. If this happened, extracting
resources from the economy in the future to honor Social Security
claims may be less burdensome. Said another way, if one accepts
the premise that reductions in Federal borrowing today will in-
crease the amount of resources available for investment, then sur-
plus Social Security taxes today could help build a higher economic
base in the future from which to draw the needed resources.

However, surplus Social Security taxes do not necessarily reduce
government borrowing from the markets. Reductions in borrowing
occur when the government reduces its overall deficit, not when
one of its programs generates surplus taxes. Even if economic
growth were enhanced in the coming decades by less government
borrowing, Social Security’s problems would not necessarily be re-
solved. Enhanced economic growth could improve actuarial balance
somewhat if it also improves worker productivity, but not propor-
tionately so, since higher productivity would likely result in higher
wages, which in turn would lead to larger benefits (see table 1-36).
Further, as their numbers swell, the baby boomers and subsequent
retirees will raise financial demands on all retirement systems, not
only Social Security. The goods and services to be consumed by so-
ciety cannot be stockpiled in advance, and the economy will have
to adjust. Whether this adjustment would be mild or severe is
mostly conjecture.

TABLE 1-36.—ESTIMATED OASDI INCOME RATES, COST RATES, AND ACTUARIAL
BALANCES *

[As a percentage of taxable payroll]

Ultimate percentage increase in

Valuation period wages—CPI 2

45-4.0 5.0-4.0 55-4.0

Summarized income rate:
25-year: 1996-2020
50-year: 1996-2045
75-year: 1996-2070

Summarized cost rate:
25-year: 1996-2020
50-year: 1996-2045
75-year: 1996-2070

Balance:

13.59 13.54 13.49
1341 13.35 13.29
13.40 13.33 13.26

13.58 13.18 12.78
15.32 14.74 14.17
16.14 15.52 14.90

25-year: 1996-2020 +.01 +.36 +.71
50-year: 1996-2045 —-191 —-1.39 —0.87
75-year: 1996-2070 —2.75 —2.19 —1.63

1Based on intermediate estimates with various real-wage assumptions.

2The first value in each pair is the assumed ultimate annual percentage increase in average wages
in covered employment. The second value is the assumed ultimate annual percentage increase in the
Consumer Price Index. The difference between the two values is the real-wage differential.

Source: Board of Trustees (1996).
The 1996 report projects that Social Security will generate suffi-

cient tax receipts to cover its commitments during the next 16
years. The long-range outlook, however, leaves little to be sanguine
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about. The program has a growing 75-year average deficit. The HI
Trust Fund’'s problems are more imminent, as insolvency is pro-
jected for 2001. Resources could be reallocated to HI from Social
Security; however, this would only move Social Security’s problems
closer. If Social Security and HI are considered together, their com-
bined expenditures are expected to be higher than their tax re-
ceipts beginning in 1999 and to remain higher thereafter. Their
outgo as a percent of the Nation's payrolls would rise from 15.2
percent today to 23.8 percent in 2025, a level that contrasts sharply
with a combined tax rate that is set now in the law at 15.3 percent.
As a percent of GDP, Social Security and HI outgo would rise from
about 6.4 percent today to 9.7 percent in 2025 (see table 1-37). In-
cluding supplemental medical insurance (SMI) expenditures would
raise it from 7 to 13 percent. In contrast, the tax receipts and pre-
miums collected to support these programs are projected to hover
in the range of 7 to 8 percent of GDP throughout the period.

These projections are not based on pessimistic economic assump-
tions. A modest but sustained rise in GDP and moderate inflation
and unemployment are assumed as shown in table 1-38. In large
part, the projections hinge on demographic factors that are in place
today—the post-World War 1l baby boom, the subsequent birth
dearth, and the general aging of society. These projections suggest
that to restore longrun solvency, income needs to be raised or ex-
penditures cut. Beyond possible changes to the programs them-
selves, important unknowns that can alter the outlook include
whether an effective means can be found to rein in the spiraling
cost of medical care generally, and whether future technological ad-
vances will propel productivity. Also unknown and little understood
is the effect of potential shifts in society’s wants and needs, from
raising families, buying houses, and educating children to meeting
the health and service demands of an older population. Will the
higher future costs of Social Security and Medicare place a large
strain on the economy or merely reflect a shift of the Nation’s con-
sumption priorities?

How THE STATUS OF THE TRUST FUNDS 1S MEASURED

In the short range, the financial soundness of each of the trust
funds can be assessed by considering the size of the trust fund bal-
ance, in absolute terms and as a percentage of the annual expendi-
tures, and whether the balance is growing or declining. In the long
range, the traditional measure of financial soundness has been the
actuarial balance of the system. The actuarial balance is defined as
the difference between the total summarized income rate and the
total summarized cost rate.

Because the Social Security Program has been designed as a con-
tributory system in which those who pay the taxes supporting it
are considered to be earning the right to future benefits, Congress
has traditionally required long-range estimates of the program’s ac-
tuarial balance and has set future tax rates with a view to assuring
that the income of the program will be sufficient to cover its outgo.
Under current procedures, the long-range actuarial analysis of the
cash benefits program covers a 75-year period, which would gen-
erally be long enough to cover the anticipated retirement years of
those currently in the work force.
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TABLE 1-37.—ESTIMATED COST OF OASDI AND HI SYSTEMS, SELECTED CALENDAR
YEARS 1996-2070

[As percent of gross domestic product]

OASDI
Calendar year 0ASDI HI agld

Annual cost rates:
1996 oo 4.68 1.71 6.39
1997 e 4.68 1.78 6.46
1998 o 4.68 1.85 6.53
1999 o 4.69 1.91 6.60
2000 e 4.70 1.97 6.68
2001 o 471 2.03 6.74
2002 oo 472 2.07 6.79
2003 o 472 2.12 6.83
2004 oo 473 2.16 6.88
2005 oo 473 2.20 6.93
2010 e 4.85 2.41 7.26
2015 o 5.22 2.73 7.95
2020 e 573 3.13 8.86
2025 e 6.15 3.52 9.67
2030 e 6.42 3.92 10.34
2035 o 6.47 422 10.69
2040 e 6.37 4.40 10.78
2045 oo 6.32 452 10.84
2050 i 6.33 459 10.92
2055 e 6.42 4.65 11.07
2060 o 6.50 4.75 11.25
20685 oo 6.53 4.89 11.42
2070 e 6.56 5.04 11.59

Summarized cost rates:
1996—2020 ...ocooveveeeeeee e 5.16 2.46 7.62
1996-2045 ....oooeeeeeee e 5.66 3.14 8.80
1996-2070 ..o 5.85 3.55 9.40

Note.—Summarized rates are calculated on the present value basis including the value of the trust
funds in the first year and the cost of reaching and maintaining a target trust fund level of 1 year's
expenditures by the last year. Totals do not necessarily equal the sum of rounded components.

Source: Board of Trustees (1996), intermediate assumptions.

The long-range status of the trust funds is ordinarily expressed
in terms of “percent of taxable payroll” rather than in dollar
amounts. This permits a direct comparison between the tax rate ac-
tually in the law and the cost of the program. For example, if the
program is projected to have a deficit of “2 percent of taxable pay-
roll,” this means that the OASDI tax rates now in the law would
have to be increased by 1 percentage point each for employee and
employer, in order to pay for the benefits due under present law.
Alternatively, the program could be brought back into balance by
an equivalent reduction in benefit outgo or by a combination of rev-
enue increases and outgo reductions. If the program is projected to
have a deficit of 2 percent of taxable payroll, and expenditures are
projected to be 10 percent of taxable payroll, then, under the given
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set of assumptions, 20 percent (2 divided by 10) of expenditures
could not be met with that tax schedule. In 1996, the total taxable
payroll is estimated to be $3.05 trillion so that, in 1996 terms, 2
percent of payroll represented about $61 billion.

TABLE 1-38.—SELECTED ECONOMIC ASSUMPTIONS, 1960-2070

Average annual percentage change in— Average Average Average
Calendar R;%;p/e%ge %rt]grl:ailt ur?enmnuﬁ)l e?ggr;g e
year Real ﬁ;g;a?ﬁ gg\?elﬁgé Cogfitérger tial 3 rate4 melrany pi'ncreasg
GDP 1 employment Index 2 (percent) (per- rates in labor

cent) (percent) force 6
196064 4.6 34 12 2.2 3.7 5.7 13
1965-69 4.2 6.1 39 2.2 5.2 3.8 2.1
1970-74 35 6.6 6.2 04 6.7 54 2.3
1975 ... —0.6 6.7 9.1 —24 7.4 8.5 1.9
1976 ..... 5.6 8.5 57 2.8 7.1 77 2.4
1977 ... 49 6.8 6.5 0.3 7.1 7.1 29
1978 ... 5.0 8.9 7.7 12 8.2 6.1 3.2
1979 ..... 2.9 10.1 114 —-13 9.1 5.8 2.6
1980 ..... -03 9.4 134 —-4.0 11.0 7.1 1.9
1981 ..... 2.5 9.7 10.3 —-0.6 133 7.6 1.6
1982 ..... —-21 6.4 6.0 04 128 9.7 14
1983 ..... 4.0 5.0 3.0 2.0 11.0 9.6 1.2
1984 ... 6.8 7.3 35 38 12.4 75 1.8
1985 ... 3.7 4.7 3.5 1.2 10.8 7.2 1.7
1986 ..... 3.0 4.6 1.6 3.0 8.0 7.0 2.0
1987 ..... 2.9 4.6 3.6 1.0 8.4 6.2 1.7
1988 ... 3.8 5.3 4.0 13 8.8 55 14
1989 ..... 3.4 3.9 4.8 -09 8.7 5.3 1.8
1990 ..... 13 51 5.2 -01 8.6 55 0.7
1991 ..... —-10 3.0 4.1 —-11 8.0 6.7 04
1992 ... 2.7 749 29 2.0 7.1 7.4 1.2
1993 ..... 2.2 723 2.8 —-05 6.1 6.8 0.7
1994 ... 35 725 25 0.0 7.1 6.1 2.3
1995 ... 721 741 2.9 1.2 6.9 5.6 0.9
1996 ..... 2.1 41 2.7 13 6.4 5.7 0.9
1997 ..... 2.2 4.3 3.2 11 6.5 5.8 1.0
1998 ... 2.0 4.0 3.2 0.8 6.5 5.8 1.0
1999 ..... 2.0 4.2 3.4 0.8 6.5 5.9 0.9
2000 ..... 2.0 43 35 0.8 6.5 6.0 0.9
2001 ..... 2.0 4.4 3.6 0.7 6.5 6.0 0.9
2002 ..... 2.0 4.6 3.9 0.7 6.5 6.0 0.9
2003 ..... 2.0 4.9 4.0 0.9 6.5 6.0 0.8
2004 ..... 2.0 5.0 4.0 11 6.5 6.0 0.8
2005 ..... 2.0 5.1 4.0 11 6.4 6.0 0.8
2010 ..... 1.8 5.0 4.0 1.0 6.3 6.0 0.6
2020 ..... 1.3 5.1 4.0 11 6.3 6.0 0.2
2030 ..... 14 5.0 4.0 1.0 6.3 6.0 0.2
2040 ..... 14 5.0 4.0 1.0 6.3 6.0 0.2

0 .
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TABLE 1-38.—SELECTED ECONOMIC ASSUMPTIONS, 1960-2070—Continued

Average annual percentage change in— Average Average Average
Real-wage  annual annual annual

Calendar differen-  interest  unemploy-  percentage
year Real ve;ega?ﬁ gg\gﬁé Cog?ilégwer tial 3 rate4 ment increase
GDP * egm lovment Index 2 (percent) (per- rates in labor
ploy cent) (percent) force ©

2070 ..... 12 5.0 4.0 1.0 6.3 6.0 01

LThe real GDP is the value of total output of goods and services, expressed in 1992 dollars.

2The Consumer Price Index is the annual average value for the calendar year of the Consumer Price
Index for Urban Wage Earners and Clerical Workers (CPI-W).

3The real-wage differential is the difference between the percentage increases, before rounding, in (1)
the average annual wage in covered employment, and (2) the average annual Consumer Price Index.

4The average annual interest rate is the average of the nominal interest rates, which, in practice, are
compounded semiannually, for special public-debt obligations issuable to the trust funds in each of the
12 months of the year.

5Through 2005, the rates shown are unadjusted civilian unemployment rates. After 2005, the rates are
total rates (including military personnel), adjusted by age and sex based on the average labor force for
1994,

6Labor force is the total for the United States (including military personnel) and reflects the average
of the monthly numbers of persons in the labor force for each year.

7Preliminary. Wages in covered employment are considered preliminary for several years primarily due
to uncertainty associated with estimates of amounts above the benefit and contribution base.

Source: Board of Trustees (1996), intermediate assumptions.

Long-range projections are affected by three basic types of fac-
tors: (1) demographic factors, such as rates of fertility, life expect-
ancy, and labor force participation, which determine how many
workers there will be in society in relation to nonworking bene-
ficiaries; (2) economic factors such as unemployment, productivity,
and inflation; and (3) factors specifically related to the Social Secu-
rity Program, such as benefit levels, total number of covered work-
ers, and percent of eligible workers drawing early retirement bene-
fits. The actuaries at SSA employ three sets of alternative economic
and demographic assumptions. Alternative | is based on optimistic
assumptions; alternative Il, based on “intermediate” assumptions,
is considered their “best guess” forecast, and is the most frequently
cited; and alternative Ill is based on pessimistic assumptions. In
general, alternative 1l is considered the most balanced estimate of
long-term solvency. It is clear that underlying factors cannot be
predicted with any certainty as far into the future as 75 years, and
that long-range projections should not be taken as absolute pre-
dictions of deficits or surpluses in the funds.

Beginning with the 1988 Trustees’ Report, the Social Security
Trustees used an alternative method of determining actuarial bal-
ance. Under the “present value” method, interest earnings on the
fund are more fully recognized. Calculations were based on the
present value of future income, outgo, and taxable payroll by dis-
counting the future annual amounts at an assumed rate of interest.

Traditionally, the Trustees based their conclusion about the long-
range actuarial condition of the program on the “closeness” of the
income and cost rates when averaged over a 75-year period. If the
income rate was between 95 and 105 percent of the cost rate over
this projection period, the system was said to be in close actuarial
balance. The 1991 Trustees’ Report incorporated a more refined
measure of actuarial soundness “designed to reveal problems occur-
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ring at any time during the” 75-year measuring period. The 5-
percent “tolerance” (i.e., the amount of acceptable actuarial deficit)
was retained in measuring the program’s actuarial soundness for
the 75-year period as a whole, but less tolerance is now permitted
for shorter periods of valuation.

The spread between income and outgo is evaluated throughout
the measuring period in reaching a conclusion of whether close ac-
tuarial balance exists, with the amount of acceptable deviation
gradually declining from 5 percent for the full 75-year period to O
(or no acceptable deviation) for the first 10-year segment of the
measuring period.

To meet the short-range test of financial adequacy, the reserve
balance at the end of the first 10-year segment must be at or high-
er than 100 percent of annual expenditures, a condition that is con-
sistent with the 10-year segment of the long-range test of close ac-
tuarial balance. It also must be expected to reach that level within
the first 5 years and then remain there. Under this revised limit,
if income were at least 95 percent of the cost level for the 75-year
period as a whole, the trust funds still could be deemed to be out
of close actuarial balance if income and outgo were too small, com-
pared to cost, for shorter segments of the measuring period.

Under these measures, the Trustees concluded in their 1996 re-
port, as they did in their five previous reports, that OASDI is not
in close actuarial balance over the long run. In the long run, in-
come and expenditures are generally expressed as a percentage of
the total amount of earnings subject to taxation under the OASDI
Program. Summarized income and cost rates over the 75-year long-
range period are determined through present-value calculations
and by taking into account actual beginning fund balances and tar-
geted ending fund balances (or reserves) of 100 percent of annual
expenditures.

Overall, for the period 1996-2070, the difference between the
summarized income and cost rates for the OASDI Program is a def-
icit of 2.19 percent of taxable payroll based on the intermediate as-
sumptions. Therefore, on a combined basis, the OASDI Program is
not in close actuarial balance over the next 75 years. In addition,
the individual OASI and DI Trust Funds are not in close actuarial
balance.

Income from OASDI payroll taxes represents 12.4 percent of tax-
able payroll. Since the tax rate is not scheduled to change in the
future under present law, OASDI payroll tax income as a percent-
age of taxable payroll remains constant at 12.4 percent. Adding the
OASDI income from the income taxation of benefits to the income
from payroll taxes yields a total “income rate” of 12.63 percent.
This rate is estimated to increase gradually to 13.32 percent of tax-
able payroll by the end of the 75-year projection period based on
the intermediate assumptions. The growth is attributable, in part,
to increasing proportions in both the number of beneficiaries and
the amount of their benefits subject to taxation in the future. These
proportions will increase because the income thresholds, above
which benefits are taxable, are fixed dollar amounts, and, as time
goes by, the incomes of more people will exceed them due to the
expected rise in wages and prices.
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OASDI expenditures for benefit payments and administrative ex-
penses currently represent about 11.64 percent of taxable payroll.
This “cost rate” is estimated to remain below the corresponding in-
come rate for the next 15 years, based on the intermediate assump-
tions. With the retirement of the 76 million members of the “baby
boom” generation starting in about 2010, OASDI costs will increase
rapidly relative to the taxable earnings of workers. By the end of
the 75-year projection period, the OASDI cost rate is estimated to
reach 18.8 percent under the intermediate assumptions, resulting
in an annual deficit of 5.5 percent, as shown in table 1-39. Table
1-40 shows estimated trust fund assets, and table 1-41 shows esti-
mated trust fund operations, both over the long run.

NATURE OF THE SOCIAL SECURITY TRUST FUNDS

Contrary to popular belief, Social Security taxes are not depos-
ited into the Social Security Trust Funds. They flow each day into
thousands of depository accounts maintained by the government
with financial institutions across the country. Along with many
other forms of revenues, these Social Security taxes become part of
the government’'s operating cash pool, or what is more commonly
referred to as the U.S. Treasury. In effect, once these taxes are re-
ceived, they become indistinguishable from other moneys the gov-
ernment takes in. They are accounted for separately through the
issuance of Federal securities to the Social Security Trust Funds—
which basically involves a series of bookkeeping entries by the
Treasury Department—but the trust funds themselves do not re-
ceive or hold money. They are simply accounts. Similarly, benefits
are not paid from the trust funds, but from the Treasury. As the
checks are paid, securities of an equivalent value are removed from
the trust fund accounts.

When more Social Security taxes are received than are spent, the
money does not sit idle in the Treasury, but is used to finance
other operations of the government. The surplus is then reflected
in a higher balance of securities being posted to the trust funds.
Simply put, these balances, like those of a bank account, represent
a promise that, if needed to pay Social Security benefits, the gov-
ernment will obtain resources in the future equal to the value of
the securities.
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TABLE 1-40.—ESTIMATED TRUST FUND ASSETS, SELECTED CALENDAR YEARS 1996-
2070

[As a percentage of annual expenditures]

Beginning of calendar year 0ASI DI 0ASDI
148 83 140
159 108 152
170 118 163
182 124 174
193 127 183
202 133 192
212 136 201
221 136 208
230 133 215
239 127 221
278 76 244
276 9 232
226 0 181
143 0 98

37 0 0
0 0 0
0 0 0
0 0 0
0 0 0
0 0 0
0 0 0
0 0 0
0 0 0
Trust fund is estimated to become exhausted in 2031 2015 2029

Note.—The assets for the combined funds for years after a component fund has been exhausted are
shown for illustrative purposes only since no legal authority currently exists for interfund borrowing be-
tween OAS| and DI.

Source: Board of Trustees (1996), intermediate assumptions.

Are the Federal securities issued to the trust funds the same sort of
financial assets that individuals and other entities buy?

Yes. They earn interest at market rates, have specific maturity
dates, and by law represent “obligations” of the U.S. Government.
But what confuses people is that they often see these securities as
assets for the government. When an individual buys a government
bond, he has established a financial claim against the government.
When the government issues a security to one of its own accounts,
it hasn’'t purchased anything or established a claim against some
other person or entity. It is simply creating an 10U from one of its
accounts to another. Hence, the building up of Federal securities in
a Federal trust fund—Ilike that of Social Security—is not a means
in and of itself for the government to accumulate assets. It cer-
tainly has established claims against the government for the Social
Security system, but the Social Security system is part of the gov-
ernment. Those claims are not resources the government has at its
disposal to pay future Social Security benefits.
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TABLE 1-41.—ESTIMATED OPERATIONS OF THE COMBINED OASI AND DI TRUST FUNDS,
SELECTED CALENDAR YEARS 1996-2070

[Constant 1996 dollars, in billions]

Income

: Interest Total Assets at

Calendar year e;(:tlgr%'sntg income income Outgo end of year
1996 ..o 386.5 38.4 424.9 354.6 566.4
1997 e 389.2 41.2 430.4 361.0 617.9
1998 ..o 395.3 44.0 439.3 367.2 670.7
1999 . 400.3 46.7 447.0 373.6 722.0
2000 .o 406.1 495 455.7 380.6 772.8
2001 e 412.0 52.3 464.3 387.7 822.2
2002 oo 417.6 54.9 472.5 394.5 869.3
2003 . 423.8 57.4 481.2 401.6 915.3
2004 . 430.2 59.9 490.2 409.5 961.0
2005 . 437.9 62.5 5004 417.7 1,006.6
2010 oo 478.1 72.8 550.9 468.1 1,223.8
2015 516.6 79.2 595.8 543.8 1,3155
2020 i 552.0 70.1 622.1 638.9 1,137.0
2025 s 587.3 40.2 627.5 7315 613.9
2030 .o 0.0 0.0 0.0 0.0 0.0
2035 0.0 0.0 0.0 0.0 0.0
2040 .o 0.0 0.0 0.0 0.0 0.0
2045 0.0 0.0 0.0 0.0 0.0
2050 i 0.0 0.0 0.0 0.0 0.0
2055 s 0.0 0.0 0.0 0.0 0.0
2060 i 0.0 0.0 0.0 0.0 0.0
2085 i 0.0 0.0 0.0 0.0 0.0
2070 oo 0.0 0.0 0.0 0.0 0.0

Note.—Figures are not shown for years after which the combined OASI and DI Trust Funds are esti-
mated to be exhausted. Adjustment from current to constant dollars is by the CPI. Totals do not nec-
essarily equal the sum of rounded components.

Source: Board of Trustees (1996), intermediate assumptions.

What then is the purpose of the trust funds?

Generally speaking, the Federal securities issued to any Federal
trust fund represent “permission to spend.” As long as a trust fund
has a balance of securities posted to it, the Treasury Department
has legal authority to keep issuing checks for the program. In a
sense, the mechanics of a Federal trust fund are similar to those
of a bank account. The bank takes in a depositor's money, credits
the amount to the depositor’'s account, and then loans it out. As
long as the account shows a balance, the depositor can write checks
that the bank must honor. In Social Security’s case, its taxes flow
into the Treasury, and its trust funds are credited with Federal se-
curities. The government then uses the money to meet whatever
expenses are pending at the time. The fact that this money is not
set aside for Social Security purposes does not dismiss the govern-
ment’'s responsibility to honor the trust funds’ account balances. As
long as they have balances, the Treasury Department must con-
tinue to issue Social Security checks. The key point is that the
trust funds themselves do not hold financial resources to pay bene-
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fits. Rather, they provide authority for the Treasury Department to
use whatever money it has on hand to pay them.

The significance of having trust funds for Social Security is that
they represent a long-term commitment of the government to the
program. While the funds do not hold “resources” that the govern-
ment can call on to pay Social Security benefits, the balances of
Federal securities posted to them represent and have served as fi-
nancial claims against the government—claims on which the Treas-
ury has never defaulted, nor used directly as a basis to finance
anything but Social Security expenditures.

Is this trust fund arrangement really different from that used by
other programs of the government? Doesn't the Treasury De-
partment maintain accounts for them as well?

The Treasury Department maintains accounts for all government
programs. The difference is that many other programs, particularly
those not accounted for through trust funds, get their operating
balances—i.e., their permission to spend—through the annual ap-
propriations process. Congress must pass legislation (an appropria-
tions act) each year giving the Treasury Department permission to
expend funds for them. In technical jargon, this permission to
spend is referred to as “budget authority.” For many programs ac-
counted for through trust funds, annual appropriations are not
needed. As long as their trust fund accounts show a balance of Fed-
eral securities, the Treasury Department has “budget authority” to
expend funds for them.

Another difference is that a trust fund account earns interest,
since it is comprised of Federal securities. In the case of the Social
Security Trust Funds, the interest is equal to the prevailing aver-
age rate on outstanding Federal securities with a maturity of 4
years or longer. This interest is credited to the trust funds twice
a year (on June 30 and December 31) by issuing more securities
to them. So in effect, a trust fund account can automatically build
future “budget authority” for the program, but other accounts, de-
pendent on annual appropriations, cannot.

Does taking Social Security out of the Federal budget change where
the surplus taxes go?

Legislation enacted in 1990 (the Budget Enforcement Act, in-
cluded in Public Law 101-508) removed Social Security taxes and
benefits from the budget and from calculations of the budget defi-
cit. In large part this was done to prevent Social Security from
masking the size of the deficit and to protect it from budgetary
cuts. It was based on the supposition that Congress would act dif-
ferently in trying to achieve deficit-reduction targets if Social Secu-
rity surpluses were not counted in reaching the budget totals; i.e.,
that Congress would ignore Social Security in devising the Nation’s
overall fiscal policies. It was not done to change where Social Secu-
rity taxes go. The Federal budget is not a cash management ac-
count—it is simply a statement or summary of what policymakers
want the government’s financial flows to be during any given time
period. Whether this summary is presented in a unified or frag-
mented form will not in and of itself change how much money is
received and spent by the government, and it will not alter where
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Federal tax receipts of any sort go. Social Security taxes will go
into the Treasury regardless of whether the program is counted in
reaching budget totals. Social Security taxes will go elsewhere only
if Congress decides they will go elsewhere.

Are surplus Social Security taxes giving the government more
money to spend?

The fact that surplus Social Security taxes are used by the gov-
ernment to meet other financial commitments does not necessarily
mean that the government has more money to spend than it would
have if these receipts were not available. Decisions about Social Se-
curity funds and the finances of the rest of the government have
never been made in isolation of one another, and those decisions
have had overlapping influences. Past increases in Social Security
taxes may have made it more difficult for Congress to raise other
forms of taxes. For instance, Social Security taxes were raised in
1977 to shore up the program’s financing, but the following year
Congress enacted reductions in income taxes to offset the impact
of these hikes. Similarly, the earned income credit (EIC), which re-
duces income taxes or permits a refundable credit to be paid to low-
income workers with children, is intended in part to offset the So-
cial Security tax bite. Hence, other taxes might have taken the
place of the surplus Social Security taxes if Social Security tax
rates were lower than they are now. Therefore, whether these sur-
plus taxes are allowing the government to spend more is a matter
of conjecture.

Are surplus Social Security taxes allowing the government to bor-
row less from the public?

Today, the government is spending more overall than it is taking
in through taxes, and it covers the shortfall by borrowing money.
No single activity of the government determines the size of this
shortfall. To say surplus Social Security taxes are reducing the
amount that must be borrowed assumes that all other spending
and taxation decisions have been made without any regard for So-
cial Security's income and outgo, and vice versa. If increases in So-
cial Security taxes over the past decade have caused other taxes to
be reduced or kept them from rising, such increases may have
added little to the government’s total revenues. By the same token,
when Social Security taxes are smaller than the program’s spend-
ing—as they were for all but five fiscal years after 1957 and
through 1984—it is not clear that this shortfall causes the govern-
ment to borrow more than it would otherwise. Government borrow-
ing from the public is not clearly linked to any particular aspect
of what the government does. It borrows as it needs to, for what-
ever obligations it has to meet. Therefore, whether surplus Social
Security taxes are currently allowing the government to borrow
less from the public than it otherwise would is also a matter of con-
jecture.

Isn't there some way to actually save the Social Security surpluses?

Perceiving that surplus Social Security taxes simply give the gov-
ernment more money to spend, people sometimes ask why they
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can't be invested in stocks or bonds. They believe that this would
really save the money for the future.

Actually, the surplus Social Security taxes being collected today
are not the means through which much of the future cost of the
system will be met. Most of today’s taxes are used to cover pay-
ments to today’s retirees. In 1996, the system’s taxes will amount
to an estimated $386 billion; its expenditures, $355 billion. At their
peak in 2010, the balances of the Social Security Trust Funds are
expected to equal only 2%> years’ worth of payments. Thus, the fu-
ture costs of the system, as is the case today, will largely be met
through future taxation. The promise of future benefits rests pri-
marily on the government's ability to levy taxes in the future, not
on the balances of the trust funds.

The more immediate concern about investing the surplus taxes
elsewhere is that doing so would reduce the government's revenues.
How would the government make up this loss? What other taxes
would take their place, what spending would be cut—or would the
government simply borrow more money from the financial mar-
kets?

In a sense, the idea of investing surplus Social Security taxes in
private investments is only half a proposal. If the government bor-
rowed money from the financial markets to make up the loss, it
simply would be putting money into the markets with one hand
and taking it back with another. On balance, it would not have
added any new money to the Nation’s pool of investment resources.
If, on the other hand, the government were to reduce its spending
or raise other taxes, it would not have to borrow any new funds (or
it would borrow less than the full amount of Social Security money
it diverted to the markets). This presumably would result in a net
increase in savings in the economy. The bottom line is that it is not
simply how surplus Social Security taxes are invested that deter-
mines whether or not real savings is increased. It is the steps that
fiscal policymakers take to reduce the government’'s overall draw
on financial markets that really matter.

BUDGETARY TREATMENT OF OASDI

Social Security and other Federal programs that operate through
trust funds were counted officially in the budget beginning in fiscal
year 1969. This was done administratively by President Johnson.
At the time Congress did not have a budgetmaking process. In
1974, with passage of the Congressional Budget and Impoundment
Control Act (Public Law 93-344), Congress adopted procedures for
setting budget goals through passage of annual budget resolutions.
Like the budgets prepared by the President, these resolutions were
to reflect a “unified” budget that included trust fund programs such
as Social Security.

Beginning in the late 1970s, financial problems confronting So-
cial Security and concern over its growing costs led to enactment
of a number of benefit changes in 1977, 1980, 1981, and 1983.
However, because the Federal budget deficit remained large, inter-
est in curbing Social Security spending continued. This consider-
ation of Social Security constraints led to concerns that changes in
Social Security were being proposed for budgetary purposes rather
than programmatic ones. In response, measures were enacted in
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1983, 1985, and 1987 making the program a more distinct part of
the budget and permitting floor objections (points of order) to be
raised against budget bills containing Social Security changes.

Later in the decade, when Social Security surpluses emerged,
critics argued that the program was masking the size of the budget
deficits. In response, Congress in 1990 excluded it from calculations
of the budget and largely exempted it from procedures for control-
ling spending (Omnibus Budget Reconciliation Act of 1990, Public
Law 101-508). By these actions, however, Congress excluded Social
Security from procedural constraints designed to discourage meas-
ures that would increase the deficits. Concerned that this would
encourage Social Security spending increases and tax cuts that
could weaken Social Security’s financial condition, Congress also
included provisions permitting floor objections to be raised against
bills that would erode the balances of the Social Security Trust
Funds. A more detailed explanation of budget and procedural rules
affecting Social Security follows.

Table 1-42 shows projected budget deficits with and without So-
cial Security.

TABLE 1-42.—PROJECTED BUDGET DEFICITS WITH AND WITHOUT SOCIAL SECURITY,
1996-2006

[By fiscal year, in billions of dollars]

Year With Social Without Social

Security Security
$144 $208
171 243
194 270
219 303
244 336
259 356
285 389
311 421
342 459
376 503
403 540

Source: Congressional Budget Office, May 1996 baseline projections.

CURRENT BUDGET RULES PERTAINING TO SOCIAL SECURITY

Two key elements of the budget process are explicit dollar limits
on discretionary spending (mostly for programs requiring annual
appropriations) and a “pay-as-you-go” rule that requires that in-
creases in direct spending (mostly for entitlement programs) and/
or cuts in revenues must be offset by other changes so as not to
increase the deficit. Originally written to cover the period from fis-
cal years 1991 to 1995, these budget rules will now apply through
fiscal year 1998 (as a result of provisions in the Omnibus Budget
Reconciliation Act of 1993—Public Law 103-66). If the explicit
spending limits or “pay-as-you-go” rules are violated during this pe-
riod, the President may be required to sequester funds (i.e., cut
spending). By law, Social Security is not to be included in these cal-



79

culations and is exempt from any potential sequestration, with the
exception of administrative expenses (which are counted as discre-
tionary spending). Table 1-43 shows total OASDI administrative
expenses, and administrative expenses as a percentage of benefit
payments. The law further permits floor objections to be raised
against budget bills (so-called “reconciliation” bills) that contain So-
cial Security measures.

TABLE 1-43.—OASDI ADMINISTRATIVE EXPENSES IN BILLIONS OF DOLLARS AND AS A
PERCENTAGE OF BENEFIT PAYMENTS, FISCAL YEARS 1989-95

Total ad-
ministrative OASI ad- DI adminis- Total ad-
Fiscal year expenses (in  ministrative  trative ex-  ministrative
billions of expenses penses expenses

dollars)
$2.407 0.8 33 11
2.280 0.7 3.0 0.9
2.535 0.7 2.9 1.0
2.668 0.7 2.8 0.9
2.955 0.8 2.8 1.0
2.896 0.7 2.8 0.9
2.870 0.6 2.7 0.9

1As a percentage of OASI, DI and total benefit payments.
Source: Office of the Actuary, Social Security Administration.

CURRENT HOUSE AND SENATE PROCEDURAL RULES TO PROTECT
SoclAL SECURITY'S FINANCIAL CONDITION

Under the budget rules that existed before 1991, Social Security
was included in calculations of the budget deficit. This had the ef-
fect of potentially thwarting attempts to expand its benefits or cut
its taxes if they were not accompanied by measures to offset the
cost or revenue loss. Floor objections could be raised against such
actions if they violated the budget totals or allocations. If enacted,
other programs were potentially threatened with sequestration be-
cause the deficit would be made larger. The old process imposed
the same fiscal discipline on Social Security as applied to other pro-
grams. Since Social Security is now exempt from the budget limits
(excepting its administrative expenses), these fiscal constraints no
longer apply. In their place are rules intended to make it difficult
to bring up measures for a vote that would weaken the program'’s
financial condition. These procedural rules are sometimes referred
to as the Social Security “firewall” provisions.

In the House, a floor objection can be raised against a bill that
proposes more than $250 million in Social Security spending in-
creases or tax cuts over 5 years (counting the fiscal year it becomes
effective and the following 4 years) unless the bill also contains off-
setting changes to bring the net impact within the $250 million
limit. Costs of prior legislation that fall within the 5-year period
must be counted. An objection also can be raised against a measure
that would increase long-range (75-year) average costs or reduce
long-range revenues by at least 0.02 percent of taxable payroll (i.e.,
national earnings subject to Social Security taxes).
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In the Senate, budget resolutions must include separate amounts
for Social Security income and outgo for the first year and 5-year
period covered by the resolution (i.e., separate from the budget to-
tals). These amounts cannot cause the balances of the Social Secu-
rity Trust Funds to be lower than projected under current law.
Measures that would do so could draw an objection, which can be
overridden only by a vote of three-fifths of the Senate. Once the
resolution is enacted, subsequent measures that on balance would
cause Social Security outlay increases or revenue reductions could
draw an objection, which again can be overridden only when three-
fifths of the Senate votes to do so.

BUDGETARY TREATMENT OF ADMINISTRATIVE EXPENSES

The costs of administering the Social Security Retirement and
Disability Programs are financed from the Social Security Trust
Funds, subject to annual appropriations. Traditionally these costs
are low, comprising between 1 and 2 percent of annual benefit pay-
ments (see table 1-43). During fiscal year 1995, they amounted to
$2.9 billion.

These trust-fund-financed administrative funds comprised 46
percent of the Social Security Administration’s fiscal year 1995 ad-
ministrative budget. The agency received another 14 percent from
the Medicare Trust Funds, as well as 40 percent from general reve-
nues for administration of the Supplemental Security Income Pro-
gram. This brought SSA’s total 1995 administrative budget to $5.1
billion (excluding the special appropriations for disability process-
ing and automation investments).

Social Security benefit payments were taken off budget as pro-
vided by the Budget Enforcement Act (BEA) of 1990. The BEA spe-
cifically exempts certain programs from the discretionary spending
cap, but not SSA's administrative expenses.

LEGISLATIVE HISTORY

CHANGES IN THE 95TH CONGRESS

The 95th Congress had to resolve major problems in the financ-
ing of the Social Security Program. The 1977 amendments (Public
Law 95-216) increased future revenues by raising tax rates and
the earnings base, but more significantly, they changed the benefit
formula that was raising initial benefits too rapidly. For individ-
uals who became eligible after 1978, benefits were to be determined
by a formula designed to give a stable relationship between one’s
benefit and preretirement career earnings. This would be accom-
plished by indexing both the formula for determining initial bene-
fits and a person’s earnings to reflect changing wage levels. The
change in the computation rules was called “decoupling,” which, ac-
cording to some, resulted in a so-called benefit “notch.” The follow-
ing is a summary of the major provisions of the law.

Change in benefit formula

For those reaching age 62, becoming disabled, or dying in 1979
or later, initial benefits would be computed using a formula that
would be indexed to the growth in average wages over the years,
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so that they would generally maintain pace with the standard of
living. To ease transition to the new rules, those attaining age 62
in 1979-83 could have their benefits computed under the old rules,
with some limitations, if they were higher than benefits computed
under the new rules.

Increases in payroll tax rates

Raised OASDI tax rates slightly in 1979 and 1980, and more sig-
nificantly in 1981 and later. The ultimate OASDHI tax rate would
be 7.65 percent each on employees and employers in 1990. (For-
merly, the rate in 1990 was 6.45 percent, and the ultimate rate,
7.45 percent in 2011.)

Increases in the earnings base

On an ad hoc basis, the base was raised to $22,900 in 1979,
$25,900 in 1980, and $29,700 in 1981. After 1981, the base would
be adjusted automatically to keep up with increases in average
wages as under the prior law.

Increases in the delayed retirement credit (DRC)

Raised the DRC to 3 percent a year for workers reaching age 62
after 1978 (those subject to the new way of computing benefits).

Earnings limit changes

Lowered from 72 to 70 the age at which the earnings limit no
longer applies, effective in 1982. Also increased, on an ad hoc basis
for 5 years, the annual exempt amount in the earnings limit for
those age 65 and over. (The amount for those under age 65 was not
changed but left to continue to be indexed to wage growth.) After
1982, the annual exempt amount for those over age 65 would again
rise automatically with wage growth.

Government pension offset

Reduced a spouse’s and surviving spouse’s benefits dollar for dol-
lar by the amount of the government pension derived from his or
her own work not covered by Social Security. (Later modified to a
two-thirds offset by Public Law 98-21.)

Change in quarter-of-coverage measure

Beginning in 1978, a worker would receive one quarter of cov-
erage (up to four per year) for each $250 of annual wages (instead
of for $50 or more earned per calendar quarter). The $250 figure
would be increased automatically in future years to take account
of increases in average wages.

Divorced spouses

Reduced the duration-of-marriage requirement for divorced
spouses and surviving divorced spouses from 20 to 10 years.

Freeze in minimum benefit

“Froze” initial minimum benefit levels—at $122—so they would
not rise in future years (although COLAs would be given bene-
ficiaries once they were on the rolls).
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CHANGES IN THE 96TH CONGRESS

Public Law 96-265, the Social Security disability amendments of
1980, made substantial changes to the disability programs. Major
provisions were:

Periodic review of disability determinations

Required that, unless a finding has been made that a recipient’s
disability is permanent, the case will be reviewed every 3 years to
determine if the recipient is still disabled.

Family benefit cap

Limited family benefits in disability cases to the lesser of 85 per-
cent of the average indexed monthly earnings (AIME) or 150 per-
cent of the primary insurance amount (PIA), but no less than 100
percent of the PIA.

Variable dropout years

In the computation of benefits for workers disabled before age 47,
the dropout years were reduced from 5 years to a range of from 1
to 4 years, depending on the worker’s age and child care dropout
years.

Automatic reentitlement to benefits

Medically disabled recipients who return to work would be auto-
matically reentitled to benefits if they stopped performing substan-
tial gainful activity (SGA) within 15 months following the end of
the trial work period (TWP).

Extension of Medicare coverage

Provided continued Medicare coverage for up to 24 months after
the entitlement to disability benefits ends for medically disabled re-
cipients who return to work.

Work expense deductions

Allowed deductions in DI cases of the cost of impairment-related
services and devices and attendant care costs from earnings in de-
termining SGA, if they are necessary for the recipient to work and
the recipient pays for them.

Administration of the DI Program

Gave the Federal Government the authority to set standards for
Disability Determinations Services (DDS) performance and the op-
tion of taking over the State disability determination process. Also
required the SSA to review DDS allowances before they go into ef-
fect.

Also in 1980, Public Law 96—-473 modified the earnings limit to
allow a “grace year” in which the monthly earnings limit could be
used rather than the yearly one, so that dependents could use the
monthly earnings limit in their last year of entitlement and retir-
ees would not be penalized for earnings before their retired. In ad-
dition, in order to shore up financing of the OASI Program, Public
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Law 96-403 reallocated part of the DI tax to OASI, and denied DI
benefits to prisoners incarcerated upon conviction of a felony.

CHANGES IN THE 97TH CONGRESS

The 97th Congress made numerous changes in the OASDI Pro-
gram. The major changes were included in the Omnibus Budget
Reconciliation Act of 1981 (Public Law 97-35). Table 1-44 lists
these changes.

TABLE 1-44.—ESTIMATES FOR LEGISLATIVE CHANGES MADE IN OASDI DURING 1981
(PUBLIC LAW 97-35) (JANUARY 1982 ESTIMATES), FISCAL YEARS 1982-84

[In millions of dollars]

Fiscal year
1982 1983 1984
Elimination of minimum benefit for future bene-

FICIANIES eoveieeeee e —81 —180 —210
Elimination of benefits for postsecondary students .... —567 —1580 —2,033
Restrictions on payment of lump-sum death benefits —200 —210 —215
Modification of month of initial entitlement for cer-

tain workers and their dependents ...........ccccoevenen. —190 —220 —240
Temporary extension of earnings limitation to include

all persons aged less than 72 ........ccccocovevereinenn. —380 —-120 0
Termination of mother’s and father's benefits when

youngest child attains age 16 ........cccoecvevecvrreriennes -30 —88 — 496
Modification of rounding rules .........ccccoevvinenerernnen. -179 =272 —314
Cost reimbursement for provision of earnings infor-

MALION oottt -1 -2 -5
Revision of reimbursements for vocational rehabilita-

HHON SEIVICES .vvvrrieicireier e —87 —86 —73
Modification of worker's compensation offset to: (1)

apply offset to certain other public disability ben-

efits-megacap; (2) apply offset to benefits of

workers aged 62—64; and (3) begin offset in first

month of dual-benefit payment ..........ccccocovererninn. —87 —122 — 156
Extension of coverage to first 6 months of sick pay

(revenue INCrEASE) ....ccvevvnercvereenseeseseesssessesseens —534 — 762 —828

Total OASDI ..o —2236 —3642 —4570

Source: Congressional Budget Office.

CHANGES IN THE 98TH CONGRESS

The 98th Congress made extensive changes in OASDI Programs
in the Social Security amendments of 1983 (Public Law 98-21), en-
acted to restore the financial status of the Social Security Trust
Funds. Table 1-45 outlines the estimated outlay and revenue ef-
fects of the 1983 amendments under the intermediate assumptions
of the 1983 Trustees’ Report. At the time, it was estimated that in
the period 1983 through 1989, the OASDI and HI Trust Funds
would receive $166.2 billion and $33.6 billion, respectively, in addi-
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tional financing. Table 1-46 shows the estimated long-range effects
of the 1983 amendments, under 1983 assumptions.

Public Law 98-460, the Disability Benefits Reform Act of 1984,
made several substantial changes in the standards for review of
disability beneficiaries, and in other provisions of the program as
well. The following is a summary of the law.

Medical improvement standard

The law established a medical improvement standard under
which the Secretary (now the Commissioner) may terminate dis-
ability benefits on the basis that the person is no longer disabled
only if:

1. There is substantial evidence demonstrating that (a) there has
been medical improvement in the individual’'s impairment or
combination of impairments (other than medical improvement
which is not related to the person’s ability to work), (b) the in-
dividual is now able to engage in substantial gainful activity
(SGA);

2. There is substantial evidence consisting of new medical evi-
dence and a new assessment of residual functional capacity
(RFC) that demonstrates that although there is no medical im-
provement, (a) the person has benefited from advances in med-
ical or vocational therapy or technology related to ability to
work, and (b) that she is now able to perform SGA,;

3. There is substantial evidence that although there is no medical
improvement (a) the person has benefited from vocational ther-
apy and (b) the beneficiary can now perform SGA,

4. There is substantial evidence that, based on new or improved
diagnostic techniques or evaluations, the person’s impairment
or combination of impairments is not as disabling as it was
considered to be at the time of the prior determination, and
that therefore the individual is able to perform SGA,;

5. There is substantial evidence either in the file at the original
determination or newly obtained showing that the prior deter-
mination was in error;

6. There is substantial evidence that the original decision was
fraudulently obtained; or

7. If the individual is engaging in SGA (except where he is eligi-
ble under section 1619), fails without good cause to cooperate
in the review or follow prescribed treatment or cannot be lo-
cated.

In making the determination, the Secretary (now the Commis-
sioner) was required to consider the evidence in the file as well as
any additional information concerning the applicant’s current or
prior condition secured by the Secretary (now the Commissioner) or
provided by the applicant.

Determinations under this provision had to be made on the basis
of the weight of the evidence, and on a neutral basis with regard
to the individual’s condition, without any inference as to the pres-
ence or absence of disability based on the previous finding of dis-
ability.
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TABLE 1-46.—ESTIMATED LONG-RANGE OASDI COST EFFECTS OF THE SOCIAL
SECURITY AMENDMENTS OF 1983 (PUBLIC LAW 98-21)

Effect as percent of payroll

Provision
0ASI DI 0ASDI

Present law prior to amendments:
Average cost rate
Average tax rate
Actuarial balance

Changes included in titles | and Il of the amend-
ments: 1
Cover new Federal employees
Cover all nonprofit employees

13.04 1.34 14.38
10.13 2.17 12.29
—2.92 +83 —209

+.26 +.02 +.28
+.09 +.01 +.10

Prohibit State and local terminations ..................... +.06 +.00 +.06
Delay benefit increases 6 months ...........ccccceeveenee. +.28 +.03 +.30
Eliminate “windfall’” benefits ..o +.04 +.00 +.04

Raise delayed retirement credits ........c..ccoovevrerennees —010 —0.10
Tax one-half of benefits ..........cccooovereiviinineninenn, +.56 +.05 +.61
Accelerate tax rate inCrease .........cocoveneverneens +.03 +.03
Increase tax rate on self-employment ...........cc........ +.17 +.02 +.19
Adjust self-employment inCOMe ..........cccovevevrcrrenns -002 -000 —0.03
Change DI rate allocation .............. +81 —081 ...
Continue benefits on remarriage .......c..ccooeveerrveeens —-000 —000 —0.00
Pay divorced spouse of nonretired -001 -000 —0.01
Modify indexing of survivor's benefits .................... =005 —0.05
Raise disabled widow’s benefits ..........ccoovvrevrvinns —0.01 ... —0.01
Modify military credits financing ...........ccoverveen. +.01 +.00 +.01
Credit unnegotiated Checks ...........covrenerieriinenn. +.00 +.00 +.00
Tax certain salary reduction plans ..........ccoceveriennee +.03 +.00 +.03
Modify public pension offSet .........cccccvrereriiens —-000 —-000 —0.00
Suspend auxiliary benefits for certain aliens ......... +.00 +.00 +.00
Modify earnings limit for those aged 65 and over2 ~ —0.01 ............. —-0.01
All other provisions of titles | and Il .........cc.ccocrvvnnee —-000 —-000 —0.00
Subtotal for the effect of the above provisions3 ........ +2.07 —0.68 +1.38
Remaining deficit after the above provisions ............. —0.85 +15 —-071
Additional change relating to long-term financing
(title 11): 4 Raise normal retirement age to 67 ........ +83 —0.12 +.71
Total effect of all of the provisions> ............. +2.89 —0.80 +2.09
After the amendments:
Actuarial balance ... —0.03 +.03 —0.00
Average income rate 11.47 1.42 12.89
Average COSt ate .........cocovevrerenienieineneeeeennes 11.50 1.39 12.89

1The values of each of the individual provisions listed from title | and title Il represent the effect
over present law and do not take into account interaction with other provisions with the exception of the
provision relating to the earnings limit. 2Estimates from modifying the earnings limit take into ac-
count interaction with the provision raising delayed retirement credits. 3The values in the subtotal
for all provisions included in title | and title Il take into account the estimated interactions among
these provisions. 4The values for each of the provisions of title Il take into account interaction with
the provisions included in title | and title III. 5The values for the total effect of the amendments
take into account interactions among all of the provisions.

Note.—The above estimates are based on preliminary 1983 Trustees’ Report Alternative 1I-B assump-
tions. Individual estimates may not add to totals due to rounding and/or interaction among proposals.

Source: Svahn & Ross (1983).
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Effective date

Applied only with respect to the following categories:

. Determinations by the Secretary made after the date of enact-
ment (and Commissioner after March 31, 1995);

Cases pending at any level of the administrative process on the
date of enactment;

Cases of individual litigants pending in Federal court on the
date the conference report was filed;

Cases of named plaintiffs in pending class action suits;

Cases of unnamed plaintiffs in class action suits certified prior
to that date; and

Cases where a request for judicial review was made on a deci-
sion of the Secretary made during the 60 days preceding enact-
ment.

Cases in categories (3), (4), (5), and (6) had to be remanded to
the Secretary or Commissioner, as appropriate, for review under
this standard. Individuals in (5) were to be sent a notice via cer-
tified mail informing them that they had 120 days after the date
of receipt of the notice to request a review under the medical im-
provement standard.

No class action could be certified after the date the conference re-
port was filed, which raised the issue of medical improvement with
respect to an individual whose benefits were terminated prior to
that date.

Persons whose cases were remanded to the Secretary or Commis-
sioner were to receive benefits pending the Secretary’s or Commis-
sioner’s decision and appeal of that decision if they so elected. If
found eligible, any person whose case was remanded under this
provision was to receive benefits retroactive to the date they were
last found ineligible.

o gp w N P

Evaluation of pain

The Secretary of HHS was required, in conjunction with the Na-
tional Academy of Sciences, to conduct a study addressing two is-
sues: using subjective evidence of pain in determining whether a
person is under a disability; and the state of the art of preventing,
reducing, or coping with pain. This study was completed and a re-
port was submitted to the House Committee on Ways and Means
and the Senate Committee on Finance by the Social Security Ad-
ministration in 1986. While making many recommendations, it ba-
sically supported the existing treatment of allegations of pain in
disability determinations.

The provision also established a statutory standard for consider-
ing pain, which was in effect until December 31, 1986.

Multiple impairments

In determining whether a person’s impairment or impairments
are of a sufficient medical severity to be the basis of a finding of
eligibility for benefits, the Secretary (now Commissioner) was re-
quired to consider the combined effect of all of the person’s impair-
ments, whether or not any one impairment alone would be severe
enough to qualify the person for benefits. The provision became ef-
fective for all determinations made on or after 30 days after enact-
ment.
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Moratorium on mental impairment reviews

A moratorium was imposed on reviews of all cases of mental im-
pairment disability until the mental impairment criteria in the
Listing of Impairments were revised to realistically evaluate the
person’s ability to engage in SGA in a competitive workplace envi-
ronment. The moratorium applied to all cases on which an admin-
istrative or judicial appeal was pending on or after June 7, 1983.
All persons claiming benefits based on mental impairment disabil-
ity who received an unfavorable initial or continuing disability deci-
sion after March 1, 1981 were permitted to reapply for benefits
within 12 months of enactment. The revised criteria were pub-
lished in 1985.

Pretermination notice

The Secretary (now the Commissioner) was required to initiate
demonstration projects on providing face-to-face interviews for (1)
pretermination continuing disability cases; and (2) all initial denial
cases, in lieu of face-to-face evidentiary hearings at reconsideration,
to be done in at least five States with a report due to the House
Committee on Ways and Means and the Senate Committee on Fi-
nance on April 1, 1986. The Secretary (now the Commissioner) was
also required to notify individuals, upon initiating a periodic eligi-
bility review, that termination of benefits could be the result of the
review, and that medical evidence may be provided. Although these
studies have been completed, the report has not yet been submitted
to Congress.

Continuation of benefits during appeal

This provision provided for continuation of disability and Medi-
care benefits during appeal for all continuing disability review
cases through the decision of the ALJ, at the election of the individ-
ual. Where the ALJ's decision is adverse to the individual, the dis-
ability benefits were to be repaid. The provision was made perma-
nent for SSI disability recipients, and applied to DI beneficiaries
through December 1987. (The Omnibus Budget Reconciliation Act
of 1987 extended the provision for DI beneficiaries through Decem-
ber 1988; the 1988 tax technical corrections bill extended the provi-
sions through December 1989; and the Omnibus Budget Reconcili-
ation Act of 1989 extended them through December 1990.)

Qualifications of medical professionals

This provision required the Secretary (now Commissioner) to
make every reasonable effort, in cases based on mental impair-
ments, to ensure that a qualified psychiatrist or psychologist com-
pletes the medical portion of the case review and of the residual
functional capacity assessment before any determination is made
that an individual is not disabled. The Secretary (now Commis-
sioner) was given the authority to contract directly for such serv-
ices if the DDS is unable to do so.

Standards for consultative examinations/medical evidence

The Secretary was required to promulgate regulations regarding
consultative examinations, including when they should be obtained,
the type of referral to be made, and the procedures for monitoring
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the referral process. Further, the Secretary (now the Commis-
sioner) was required to make every effort to obtain necessary medi-
cal evidence from the treating physician before evaluating medical
evidence from any other source, and to consider all evidence in the
case record and development of complete medical history over at
least the preceding 12-month period.

Administrative procedure and uniform standards

As required, regulations were published setting forth uniform
standards for DI and SSI disability determinations under section
553 of the Administrative Procedure Act, to be binding at all levels
of adjudication.

Nonacquiescence

While the conference agreement dropped both the House and
Senate provisions relating to the Secretary's acquiescence with
Court rulings, the intent was not to endorse the practice of “non-
acquiescence.” The conferees noted that questions had been raised
about the constitutional basis of the practice, that many of the con-
ferees had strong concerns about the practice, and that a policy of
nonacquiescence should be followed only where steps have been
taken or are intended to be taken to receive a review of the dis-
puted issue in the Supreme Court. The conferees also urged the
Secretary to seek a resolution of the nonacquiescence issue in the
Supreme Court.

In January 1990, SSA issued regulations relating to its adher-
ence with circuit court decisions which are in conflict with SSA’s
policies. Their key provisions are that: (a) SSA will apply a circuit
court decision that conflicts with SSA policy, within the circuit and
at all levels of administrative adjudication, unless the government
decides to appeal the decision; and (b) SSA will publish in the Fed-
eral Register an Acquiescence Ruling explaining how adjudicators
should apply the circuit court decision. SSA will also publish all
other Social Security Rulings in the Federal Register.

Payment of costs of rehabilitation services

The provision permitted reimbursement to State agencies for
costs of VR services provided to individuals receiving DI benefits
under section 225(b) of the Social Security Act who medically re-
cover while in VR, whether or not the person worked at SGA for
9 months, and whether or not the person failed to cooperate in the
program.

Direction for Quadrennial Social Security Advisory Council

The provision required the next quadrennial advisory council to
study the medical and vocational aspects of disability using ad hoc
panels of experts where appropriate. The study was to include an
analysis of alternative approaches to work evaluation for SSI re-
cipients, the effectiveness of VR programs, and other disability pro-
gram policies, standards, and procedures. The Council issued its re-
port in March 1988.
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Staff attorneys

The Secretary was to report, within 120 days of enactment, to
the House Committee on Ways and Means and the Senate Commit-
tee on Finance, on the actions taken by the Secretary to establish
positions which enable staff attorneys to gain the qualifying experi-
ence and quality of experience necessary to compete for ALJ posi-
tions. Statement of managers stated that it was assumed, given
U.S. Office of Personnel Management (OPM) actions at the time,
that statutory requirements for establishing specific positions were
not required, and the Secretary was urged to take all reasonable
steps to see that the OPM actions resulted in SSA staff attorneys
becoming qualified for GS-15 ALJ positions.

SSI benefits for persons working despite impairment

This provision extended sections 1619 (a) and (b) through June
30, 1987, and required the Secretaries of HHS and Education to es-
tablish training programs for staff personnel in SSA district offices
and State VR agencies, and disseminate information to SSI appli-
cants, recipients, and potentially-interested public and private or-
ganizations. Sections 1619 (a) and (b) were made permanent in
1986.

Frequency of continuing eligibility reviews

The Secretary was required to promulgate regulations establish-
ing standards for determining the frequency of continuing eligi-
bility reviews. Final regulations were to be issued within 6 months
and during that period no individual could be subjected to more
than one periodic review.

Representative payees for Social Security and SSI beneficiaries

The Secretary (now Commissioner) was required to (1) evaluate
qualifications of prospective payees prior to or within 45 days fol-
lowing certification, (2) establish a system of annual accountability
monitoring where payments are made to someone other than a par-
ent or spouse living in the same household with the beneficiary,
and (3) report to Congress on implementation, and annually on the
number of cases of misused funds and disposition of such cases.

CHANGES IN THE 99TH CONGRESS

Several legislative changes were made in the Social Security Pro-
gram in the 99th Congress. The Consolidated Omnibus Reconcili-
ation Act of 1985 (Public Law 99-272) included a variety of minor
and technical legislative changes in Social Security. Additionally,
Public Law 99-272 contained provisions to: (a) exempt wages paid
to retired Federal judges performing active duty, for purposes of
FICA taxation and the Social Security earnings limit; and (b) to
protect certain Social Security beneficiaries who receive overpay-
ments through the electronic direct deposit system.

The Emergency Deficit Reduction and Balanced Budget Act of
1985 (Public Law 99-177) contained a provision to remove the re-
ceipts and disbursements of the Social Security Trust Funds from
the unified budget effective in fiscal year 1986, and to restrict con-
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sideration of legislative changes in Social Security as part of the
congressional budget process. It also contained measures intended
to bring the Federal budget into balance by fiscal year 1991, and
under those measures, Social Security income and outgo were to be
used in calculating the Federal deficit. However, the benefits were
made exempt from any automatic cuts required to reduce the defi-
cit. Moreover, the act contained provisions making it difficult for
Social Security changes to be brought up in the congressional budg-
et process by permitting floor objections, or “points of order,”
against such measures.

The Omnibus Budget Reconciliation Act of 1986 (Public Law 99—
509) included two significant Social Security provisions. The first
eliminated the requirement that the annual rise in the Consumer
Price Index must exceed 3 percent in order for a cost-of-living ad-
justment to be paid to Social Security beneficiaries. The new law
required that a cost-of-living adjustment be paid in any year in
which there was a measurable increase in consumer inflation. Sec-
ond, Public Law 99-509 removed from the States the responsibility
for collecting and depositing with the Federal Government Social
Security contributions on behalf of their political subdivisions. All
State and local entities now deposit their Social Security contribu-
tions directly to the Federal Government on a time schedule that
parallels the treatment of private employers.

CHANGES IN THE 100TH CONGRESS

Public Law 100-203, the Budget Reconciliation Act of 1987,
made a number of changes in coverage.

Armed Services reservists

FICA taxes were extended to “inactive duty training” (generally
weekend training drill sessions).

Agricultural workers

Wages paid to an employee who received less than $150 in an-
nual cash remuneration from an agricultural employer were subject
to FICA if the employer paid more than $2,500 in the year to all
employees, unless the employee: (1) is a hand-harvest laborer and
is paid on a piece-rate basis in an operation which has been cus-
tomarily recognized as having been paid on a piece-rate basis in
the region of employment; (2) commutes daily from his or her per-
manent residence; and (3) has been employed in agriculture less
than 13 weeks during the preceding calendar year.

Individuals age 18-21

FICA taxes were extended to services performed by individuals
between the ages of 18 and 21 who are employed in their parent’s
trade or business.

Spouses

FICA taxes were extended to services performed by an individual
in the employ of his or her spouse’s trade or business.
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Tips
The employer’s share of FICA taxes was extended to include all
cash tips (up to the Social Security wage base).

Phaseout of reduction in windfall benefits

The phaseout of the reduction of benefits for workers with non-
covered pensions was changed from 25 through 30 years of Social
Security coverage to 20 through 30 years.

Treatment of group-term life insurance wages under FICA

Employer-provided group-term life insurance was included in
wages for FICA tax purposes if such insurance were includable for
gross income tax purposes, effective January 1, 1988.

Correction in government pension offset

Federal employees who switched from the Civil Service Retire-
ment System (CSRS) to the Federal Employees’ Retirement System
(FERS) on or after January 1, 1988 were exempted from the gov-
ernment pension offset only if they had 5 or more years of Federal
employment covered by Social Security after December 31, 1987.

Public Law 100-203 also made changes to the DI Program:

Continuation of benefits during appeal

The existing provision for continued payment of disability bene-
fits during the administrative appeal process was extended through
1988.

Lengthening of the extended period of eligibility for disability bene-
fits
The extended period of eligibility during which a disability bene-
ficiary who returns to work may become automatically reentitled to
benefits, was lengthened from the current 15 months to 36 months.
Medicare eligibility is not continued beyond the period provided
under current law.

Payment of attorneys’ fees

The administrative policy which permits ALJs to authorize attor-
neys' fees of up to $3,000 without approval by an SSA regional of-
fice was reinstated.

Public Law 100-647, the Technical and Miscellaneous Revenue
Act of 1988, further modified the DI Program:

Continuation of benefits during appeal

The existing provision for continued payment of benefits was
again extended, through 1989.

Interim benefits in cases of delayed final decisions

Interim benefits will be paid to individuals who have received a
favorable decision from an administrative law judge but whose
cases are under review by the Appeals Council and the Council has
not rendered a decision within 110 days. These interim payments
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are not subject to recovery as overpayments if the final determina-
tion is unfavorable.

CHANGES IN THE 101sT CONGRESS

Public Law 101-239, the Omnibus Budget Reconciliation Act of
1989, made various changes to OASDI:

Continuation of benefits during appeal

The existing provision for continued payment of disability bene-
fits during administrative appeal was extended through 1990.

Extension of Disability Insurance Program demonstration authority

The authority of the Secretary (now the Commissioner) to waive
compliance with the benefit requirements of titles Il and XVIII for
the purpose of conducting work incentive demonstration projects
was extended for 3 years, through June 9, 1993.

Representation of applicants

Effective June 1, 1991, the Secretary (now the Commissioner)
would be required to maintain an electronically retrievable list of
applicants’ legal representatives.

Public Law 101-508, the Omnibus Budget Reconciliation Act of
1990, made additional OASDI changes:

Continuation of disability benefits during appeal

The provision permitting disability insurance beneficiaries to
elect to have their benefits continued during administrative appeal
was made permanent.

Payment of benefits to a child adopted after a parent’s entitlement
to retirement or disability benefits or adopted by a surviving
spouse

A child adopted after a worker became entitled to retirement or
disability benefits was made eligible for child’'s insurance benefits
regardless of whether she was living with and dependent on the
worker prior to the worker’s entitlement.

A child adopted by the surviving spouse of a deceased worker
was made eligible for benefits regardless of whether he had been
receiving support from anyone other than the worker and the work-
er’'s spouse, as long as the child either lived with the worker or re-
ceived one-half support from the worker in the year preceding the
worker’s death.

Repeal of carryover reduction in retirement or disability insurance
benefits due to receipt of widow(er)'s benefits before age 62

The carryover reduction applied to retirement or disability bene-
fits received by widow(er)s who collected widow(er)'s benefits before
age 62 was eliminated.

Improvements in Social Security Administration services and bene-
ficiary protections

A number of improvements were made in SSA procedures re-
garding correction of earnings records; standards applicable in de-
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terminations of fault, good faith and good cause; same-day inter-
views on time-sensitive matters; notices sent to blind Social Secu-
rity beneficiaries; legal representatives of applicants; and the ave-
nues of recourse open to potential applicants who lose benefits be-
cause SSA provides them with inaccurate or incomplete informa-
tion. In addition, SSA was required to issue a report on options for
increasing its use of foreign language notices. Conforming changes
were also made in the SSI Program as applicable.

Earnings and benefit statements

SSA was required, upon request, to provide individuals with a
statement of their earnings and contributions and an estimate of
their future benefits. Beginning in 1995, these statements will be
provided to all individuals who attain age 60. Beginning in October
1999, these statements will be provided annually to all workers
over age 24 covered under Social Security.

Inclusion of certain deferred compensation in the calculation of av-
erage wages under the Social Security Act

Contributions to deferred compensation plans, including amounts
deferred in 401(k) plans, were included in the determination of av-
erage wages for Social Security purposes.

Treatment of refunds by employers under the Medicare Catastrophic
Coverage Act of 1988 for FICA and other purposes

Refunds provided to individuals by employers under the mainte-
nance-of-effort provision of the Medicare Catastrophic Coverage Act
of 1988 were excluded from wages for FICA, FUTA, and railroad
retirement and railroad unemployment insurance tax purposes. In
addition, the Secretary of the Treasury was given authority to pre-
scribe the manner in which the refunds were to be reported.

Extension of Social Security coverage exemption for members of cer-
tain religious faiths

The exemption from Social Security coverage for workers who are
members of certain religious groups was extended to: (a) qualifying
employees of partnerships in which each partner holds a religious
exemption from Social Security coverage, and (b) qualifying em-
ployees of churches and church-controlled nonprofit organizations
who would otherwise be covered as self-employed for purposes of
Social Security taxation.

Prohibition against termination of coverage of U.S. citizens and
residents employed abroad by a foreign affiliate of an American
employer

American employers were prohibited from terminating the Social
Security coverage of U.S. citizens and residents employed abroad in
their foreign affiliates.

Extension of Disability Insurance Program demonstration project
authority

The authority of the Secretary of HHS [now the Commissioner]
to conduct work incentive demonstration projects was extended
through June 9, 1996.
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Inclusion of employer cost of group-term life insurance in compensa-
tion under the Railroad Retirement Tax Act

Employer-paid premiums for group-term life insurance coverage
in excess of $50,000 were made subject to the railroad retirement
payroll tax, bringing the treatment of such premiums into conform-
ity with their treatment under the Social Security Act.

Inclusion of deferred compensation arrangements, including 401(k)
plans, in compensation under the Railroad Retirement Tax Act

Contributions to 401(k) deferred compensation plans were made
subject to the railroad retirement payroll tax, bringing the treat-
ment of such contributions into conformity with their treatment
under the Social Security Act.

Codification of the Rowan decision with respect to railroad retire-
ment

Except for meals and lodging provided for the convenience of the
employer, it was stipulated that nothing in Internal Revenue Serv-
ice (IRS) regulations defining wages for purposes of the income tax
is to be construed as requiring a similar definition for purposes of
the railroad retirement payroll tax, thus conforming the Railroad
Retirement Tax Act to the Social Security Act.

Extension of general fund transfers to Railroad Retirement Tier 11
Trust Fund

The transfer of proceeds from the income taxation of railroad re-
tirement Tier Il benefits from the general fund of the Treasury to
the Railroad Retirement Trust Fund was extended to October 1,
1992.

Social Security coverage of State and local employees not covered by
a public retirement system

Employees of State and local governments (excluding students
who are employed by public schools, colleges, or universities) who
are not covered by a public retirement system were covered by So-
cial Security and Medicare (i.e., Old-Age, Survivors, and Disability
Insurance (OASDI) and Hospital Insurance (HI); effective after
July 1, 1991.

Budgetary treatment of Social Security Trust Funds

The Social Security Trust Funds (OASDI Trust Funds) were re-
moved from the calculation of the deficit under the Gramm-
Rudman-Hollings law beginning with fiscal year 1991, thereby tak-
ing Social Security “off budget.” The trust funds were protected
against legislation which would reduce trust fund balances, in both
the House and Senate, by the establishment of floor objections, or
“points of order,” against such legislation.

Improvement of the definition of disability applied to disabled
widow(er)s

The stricter definition of disability that was previously applied
only to widow(er)s was repealed, and they were made subject to the
same definition of disability as already applied to disabled workers.
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Improvements in the OASDI and Supplemental Security Income
(SSI) representative payee system

The representative payee system was improved by: (a) requiring
the Secretary of Health and Human Services (now the Commis-
sioner) to conduct a more extensive investigation of the representa-
tive payee applicant; (b) providing stricter standards in determin-
ing the fitness of the representative payee applicant to manage
benefit payments on behalf of the beneficiary; and (c) directing the
Social Security Administration to make recommendations regard-
ing the application of stricter accounting procedures to certain
high-risk representative payees.

In addition, certain community-based nonprofit social service
agencies providing representative payee services of last resort were
allowed to collect a fee from an individual’'s Social Security or SSI
benefit for expenses incurred in providing such services.

Streamlining of the attorney fee payment process

The process by which SSA reviews and approves any fee charged
by an attorney representing an applicant before the agency was re-
formed. The existing fee petition process was generally replaced by
a streamlined procedure under which fees are paid up to a limit of
25 percent of past-due benefits not to exceed $4,000, unless the at-
torney, applicant, or administrative law judge objects. The fee peti-
tion was retained in cases for which the fee requested exceeds the
limits, or if the determination made on the claim is not favorable.

Restoration of telephone access to the local offices of SSA

SSA was required to reestablish telephone access to its local of-
fices at the level generally available on September 30, 1989, the
day before it established a national 800 number and cut off access
to local offices serving 40 percent of the population.

Creation of a rolling 5-year trial work period for all disabled bene-
ficiaries
Effective January 1, 1992, the trial work period was liberalized
so that a disabled beneficiary would exhaust this period only after
completing 9 trial work months in any rolling 60-month period. In
addition, beneficiaries would receive a new trial work period for
each period of eligibility.

Continuation of benefits on account of participation in a non-State
vocational rehabilitation program

Beneficiaries who medically recover while participating in an ap-
proved non-State vocational rehabilitation program were granted
the same benefit continuation rights as those who medically re-
cover while participating in a State-sponsored program.

Elimination of advance tax transfer

The Social Security Trust Funds were credited with tax receipts
as they were collected throughout the month, rather than in ad-
vance (at the first of the month), as under previous law. However,
the advance tax-transfer mechanism (enacted to help meet the So-
cial Security funding emergency that existed prior to the 1983
amendments) was retained as a contingency to be used if the trust
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funds drop to such a low level that it is needed in order to pay cur-
rent benefits.

Repeal of retroactive benefits for certain categories of individuals

Retroactive benefits were eliminated for two categories of individ-
uals eligible for reduced benefits: (a) those with dependents entitled
to unreduced benefits, and (b) those with preretirement earnings
over the amount allowed under the retirement limit who had used
the retroactive benefits to charge off their excess earnings.

Consolidation of old computation methods

A number of little-used, pre-1968 benefit computation formulas
were eliminated.

Suspension of dependents’ benefits when a disabled worker is in an
extended period of eligibility

Current SSA practice regarding the nonpayment of benefits to a
disabled worker's dependents when that worker is in an extended
period of eligibility and is not receiving monthly Social Security
benefits was codified.

Payment of benefits to a deemed spouse and a legal spouse

Eligibility requirements for payment of benefits to a “deemed
spouse”—a spouse whose marriage is found to be invalid—were
changed so that the entitlement of the worker’s legal spouse would
no longer terminate payment of benefits to a deemed spouse.

Creation of a vocational rehabilitation demonstration project

SSA was required to carry out a demonstration project testing
the advantages and disadvantages of permitting disabled Social Se-
curity beneficiaries to select a qualified vocational rehabilitation
provider, either public or private, from which to receive services
aimed at enabling them to obtain work and leave the disability
rolls.

Use of Social Security number by certain legalized aliens

Certain aliens who were granted amnesty under the provisions
of the Immigration Reform and Control Act of 1986 were exempted
from criminal penalties for fraudulent use of a Social Security card.
The exemption did not apply to those individuals who sold Social
Security cards, possessed cards with intent to sell, or counterfeited
or possessed counterfeited cards with the intent to sell.

Reduction in amount of wages needed to earn a year of coverage to-
ward the special minimum benefit

Effective in 1991, the amount of earnings needed to earn a year
of coverage toward the special minimum benefit (designed to assist
long-term, low-wage workers) was reduced from 25 percent of the
“old law” contribution and benefit base ($10,725 in 1993), to 15 per-
cent of the base ($6,435 in 1993).

Charging of earnings of corporate directors

A provision of previous law that treated a corporate director’s
earnings as taxable when the services to which they are attrib-
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utable were performed was repealed. A director’s earnings continue
to be treated as received when the services are performed for pur-
poses of the Social Security earnings limit.

Collection of employee Social Security tax on group-term life insur-
ance

In cases where an employer continues to provide taxable group-
term life insurance to an individual who has left his employment,
the former employee was required to pay the employee portion of
the Social Security tax directly.

Waiver of the 2-year waiting period for certain divorced spouses

The 2-year waiting period for independent entitlement to di-
vorced spouse benefits was waived in cases where the worker was
entitled to benefits prior to the divorce.

Preeffectuation review of favorable decisions by the Social Security
Administration

The percentage of favorable decisions made by State disability
determination services that must be reviewed by SSA was reduced
from 65 percent of all such decisions to 50 percent of allowances
and as many continuances as are required to maintain a high level
of accuracy in such decisions. The reviews are to be targeted on
those cases most likely to contain errors.

Recovery of overpayments from former Social Security beneficiaries
through tax refund offset

SSA was permitted to recover overpayments from former bene-
ficiaries through arrangements with the Internal Revenue Service
(IRS) to offset the former beneficiary’s tax refund.

CHANGES IN THE 102D CONGRESS

No amendments to title Il of the Social Security Act were made
during the 102d Congress.

CHANGES IN THE 103D CONGRESS

The Omnibus Budget Reconciliation Act of 1993 (Public Law
103-66) made the following tax changes relating to Social Security
and Medicare:

Increased taxation of benefits

Made up to 85 percent of Social Security benefits subject to the
income tax for recipients whose income plus one-half of their bene-
fits exceed $34,000 (single) and $44,000 (couple).

Eliminated maximum taxable earnings base for HI
Subjected all earnings to the HI tax, effective in 1994,
The Social Security Administrative Reform Act of 1994 (Public

Law 103-296) made significant administrative and program
changes:
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Independent agency

Established the Social Security Administration as an independ-
ent agency, effective March 31, 1995.

Substance abusers

Restricted DI and SSI benefits payable to drug addicts and alco-
holics by creating sanctions for failing to get treatment, limiting
their enrollment to 3 years, and requiring that those receiving DI
benefits have a representative payee (formerly required only of SSI
recipients).

The Social Security Domestic Reform Act of 1994 (Public Law
103-387):
Domestic workers

Raised the threshold for Social Security coverage of household
employees from remuneration of $50 in wages a quarter to $1,000
a year.

Disability Insurance Trust Fund financing

Reallocated a percentage of taxes from the OASI fund to the DI
fund (see table 1-31).

Barred benefit payments to the criminally insane

Extended the prohibition against benefit payments to prisoners
to those in public institutions who committed serious crimes but
are found not guilty by reason of insanity, or incompetent to stand
trial.

CHANGES IN THE 104TH CONGRESS

Summary of major provisions of the “Senior Citizens’ Right To
Work Act of 1996” (Incorporated into Public Law 104-121, the Con-
tract With America Advancement Act of 1996):

Increase in the Social Security earnings limit

Gradually raised the earnings limit for those between age 65 and
70 to $30,000 by the year 2002, phased in over 7 years as follows:

Year Old law New law

$11,520 $12,500
$11,880 $13,500
$12,240 $14,500
$12,720 $15,500
$13,200 $17,000
$13,800 $25,000
$14,400 $30,000

Senior citizens between full retirement age (currently age 65)
and 70 who earn over the given earnings limit continue to lose $1
in benefits for every $3 earned over the limit. After 2002, the an-
nual exempt amounts are indexed to growth in average wages. The
substantial gainful activity (SGA) amount applicable to individuals
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under 65 who are eligible for disability benefits on the basis of
blindness is no longer linked to the earnings limit amount for those
now age 65 to 69. As under current law, this SGA amount contin-
ues to be wage-indexed in the future, and is projected to rise to
$14,400 by 2002.

Establishment of a continuing disability review (CDRs) authoriza-
tion

An authorization to provide additional administrative funding to
enable the Social Security Administration to increase CDRs is cre-
ated. Amounts spent for CDRs above the already assumed base
funding levels are not subject to the discretionary spending caps
through fiscal year 2002. SSA must report annually on CDR ex-
penditures and savings to the Social Security, Supplemental Secu-
rity Income, Medicaid and Medicare Programs.

Entitlement of stepchildren to child’s benefits based on actual de-
pendency on stepparent support

Benefits are payable to a stepchild only if it is established that
the stepchild is dependent upon the stepparent for at least one-half
of his or her financial support. In addition, benefits to the stepchild
are terminated if the stepchild’s natural parent and stepparent are
divorced. The dependency requirement is effective for stepchildren
who become entitled or reentitled to benefits 3 months after the
month of enactment. In cases of a subsequent divorce, benefits to
stepchildren terminate 1 month after the divorce becomes final.
Stepparents are required to notify SSA of the divorce. In addition,
SSA is required to notify annually those potentially affected by this
provision.

Denial of benefits based on disability to drug addicts and alcoholics

An individual is not considered disabled for purposes of entitle-
ment to cash Social Security and Supplemental Security Income
disability benefits if drug addiction or alcoholism is the contribut-
ing factor material to his or her disability. Individuals with drug
addiction or alcoholism who have another severe disabling condi-
tion (such as AIDS, cancer, cirrhosis) can qualify for benefits based
on that disabling condition.

If a person qualifying for benefits based on another disability is
also determined to be an alcoholic or drug addict incapable of man-
aging his or her benefits, a representative payee will be appointed
to receive and manage the individual’s checks. Recipients who are
unable to manage their own benefits as a result of alcoholism or
drug addiction will be referred to the appropriate State agency for
substance abuse treatment services. For each of two years begin-
ning with fiscal year 1997, $50 million is authorized to fund addi-
tional drug (including alcohol) treatment programs and services.
Individuals entitled to benefits before the month of enactment con-
tinue to be eligible for benefits until January 1, 1997.

Benefit and contribution statement pilot

Requires the Commissioner of Social Security to conduct a 2-year
pilot study, beginning in 1996, of the efficacy of providing individ-



102

ual benefit and contribution information to recipients of Old-Age
and Survivor Insurance benefits.

Protection of Social Security and Medicare Trust Funds

Codifies Congress’ understanding of present law that the Sec-
retary of the Treasury and other Federal officials are not author-
ized to use Social Security and Medicare funds for debt manage-
ment purposes.

APPENDIX

RELATIONSHIP OF TAXES TO BENEFITS FOR SoOCIAL SECURITY
RETIREES. ILLUSTRATIONS OF THE AMOUNT OF TIME IT TAKES TO
REcoVER THE VALUE OF TAXES PAID, PLUS INTEREST

The issue of the relative value of Social Security benefits, com-
pared to the value of the payroll taxes paid to acquire those bene-
fits, is often brought up in discussions of the nature of the pro-
gram. This comparison is complex and involves many judgments,
and is not easily answered with general aggregate numbers. In ad-
dition to all the technical factors that must be addressed, the na-
ture of the Social Security law complicates such computations. Not
only do analysts disagree on the proper techniques to use in mak-
ing calculations, there are often fundamental disagreements involv-
ing subjective factors: what work patterns to use; what part of the
Social Security tax to count; whether or not to include the employ-
er's share of the tax; and what rate of interest to use.

This analysis seeks to avoid judgmental conclusions by providing
a range of illustrations that vary these subjective factors. It does
not evaluate the “moneysworth” of Social Security, nor does it pro-
vide an “actuarial analysis” of how whole age cohorts fare. Rather,
it simply presents illustrations of the amount of time it takes, and
is projected to take, to recover the value of taxes paid plus interest
(see table 1-50). The illustrations represent a range of possible
payback times, depending on variations in the assumptions used.
In this way, no judgments need be made—the use of the illustra-
tions is the reader’s choice.

Many things complicate any determination of the relationship of
benefits to taxes for future retirees. For example, although Social
Security tax rates and benefit formulas are set by law, they are not
immutable. Since Congress has modified taxes and benefits many
times since the beginning of the program, it is clearly inconsistent
with the program'’s history to calculate taxes and benefits into the
future on the assumption that these key elements will not change.
There is little doubt they eventually will be altered, as it is pro-
jected that demographic phenomena will cause the program’s pro-
jected outgo to outstrip its resources significantly in 33 years.
Higher taxes or benefit cuts would be necessary, at that point or
before, if the self-supporting character of the program is to be con-
tinued. These changes obviously would affect the relationship of
taxes to benefits. However, the nature of future changes is un-
known, whereas current law is a given. Therefore, in order to as-
sess the relationship of future taxes and benefits, this analysis uses
calculations that are useful in presenting possible outcomes of poli-
cies currently incorporated in the law.
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Calculations of the relationship of benefits to taxes for future re-
tirees involve many key factors. The rate of Social Security tax-
ation is set by law. The portion of the tax that provides cash bene-
fits (Old-Age, Survivors and Disability Insurance, or OASDI) to em-
ployees is 6.2 percent. However, the Old-Age and Survivors Insur-
ance portion of the tax, from which retirement benefits are paid,
currently 5.26 percent, is scheduled to rise to 5.35 percent in 1997
and drop to 5.3 percent in 2000 and remain level thereafter. The
tax rate applies to earnings up to a maximum amount. The “maxi-
mum taxable earnings” is $62,700 in 1996, but will rise in the fu-
ture, as prescribed by law, at the same rate as average wages in
the economy. Therefore, the amount of Social Security taxes an em-
ployee will pay under current law is a direct function of his or her
earnings. If one knows the amounts of an individual employee’s
earnings, and what the maximum taxable earnings are each year,
the amount of tax paid is easily calculated.

Future initial benefit amounts are also in part a function of one’s
earnings. They are computed at first eligibility (age 62 for retire-
ment) by a method that indexes both earnings over the worker’s ca-
reer and the benefit formula to changes in average wages in the
economy. After age 62, benefits rise in tandem with the cost of liv-
ing. As these factors are unknown, future benefit amounts cannot
be predicted with certainty.

Further complicating the issue is the nature of the program. As
a “social insurance” program, Social Security has both social and
insurance goals. The social-goal features provide a design that de-
liberately gives a better return on taxes to some workers than to
others. For example, the basic formula for calculating Social Secu-
rity benefits is tilted to replace a higher proportion of earnings for
low-paid workers. Also, a complex array of dependents’ benefits is
available at no additional cost for workers with families.

As with insurance, the exact relationship of Social Security bene-
fits received to total taxes paid cannot be predicted for each and
every worker. For example, workers who die before or shortly after
retirement and leave no survivors may collect only a few dollars in
benefits or perhaps none at all. Other workers may collect Social
Security benefits for many years after retirement and receive bene-
fits substantially greater than the value of their Social Security
taxes. Workers who become disabled or die at an early age might
have paid relatively little in Social Security taxes, but they or their
families may receive benefits for many years, recovering the value
of the worker’s taxes many times.

Also, there really is no “typical” Social Security beneficiary with
a “typical” work history. An “average” benefit can be the result of
many different work histories and thus be based on different
amounts of taxes paid. For example, because the benefit formula
does not require that all earnings be used in the benefit computa-
tion, workers with gaps in their earnings history may receive the
same benefits as other workers, but pay less in total taxes.

Nevertheless, models can produce projections of future benefits,
based on assumptions about wage and price growth, for workers
with designated work histories and characteristics. This analysis
makes such projections using several common assumptions about
illustrative workers. It assumes that each worker retires at age 65
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in January of the designated year after having worked full time in
employment covered by Social Security beginning at age 21. Simi-
larly, all the illustrations reflect three lifetime earnings patterns—
workers who always earned either (1) the Federal minimum wage;
(2) a wage equal to Social Security’s “average wage series”; and (3)
a wage equal to the maximum amount creditable under Social Se-
curity.

These work histories and characteristics are necessarily arbi-
trary. Many variations could be constructed that would alter the
payback times. However, by comparing similar examples of work-
ers in what may be considered illustrative situations one may
make a number of observations without having to resolve all the
judgmental questions concerning what constitutes a typical worker
or having to provide a voluminous array of illustrations.

The model uses the alternative Il assumptions of the 1996 Social
Security Trustees’ report to forecast wage and price growth. Under
these assumptions, wages grow for most of the projected period by
5.0 percent a year, prices by 4.0 percent.

Although using common assumptions and focusing on certain ex-
amples allows comparisons across generations, there are other fac-
tors that can be varied depending on one’s view of the Social Secu-
rity system. Among these is whether to count the employer’s share
of the payroll tax. There is some disagreement concerning who
really bears the burden of the Social Security tax paid by employ-
ers. Some say that employees pay for it in the form of foregone
wages. Others maintain that employers are actually paying for in-
come maintenance protection that they would have to pay for any-
way in one form or another in the absence of the Social Security
Program, and that they absorb part of it and pass the rest along
to the general public in the form of higher prices. This analysis
does not attempt to resolve this debate, but rather presents exam-
ples using both assumptions.

Another variable subject to the reader’s choice is the proportion
of the Social Security tax to apply to retirement benefits. The pay-
roll tax consists of three elements—OId-Age and Survivors Insur-
ance (OASI), Disability Insurance (DI), and Hospital Insurance
(H1). Because the DI and HI Programs have earmarked taxes, their
own trust funds, and designated tax rates specified in the law, they
are clearly and easily excludable from computations of taxes that
pay for retirement benefits. OASI taxes pay for survivor as well as
retirement benefits, and it would be inconsistent to include taxes
that pay for survivor benefits on the tax side, but not include the
value of survivor benefits on the benefit side, in computing payback
times. However, there is no separate allocation of taxes in the law
for survivor or old-age benefits. It is possible to derive hypothetical
year-by-year tax allocations for old-age benefits by assuming that
such taxes would be in the same proportion to OASI tax rates as
old-age benefits are to OASI benefits for each year. The Social Se-
curity Administration’s actuaries have year-by-year projections of
these benefits and this analysis uses them to compute taxes attrib-
utable solely to old-age benefits.

A problem with this approach is that the survivor portion of the
tax cannot so easily be assigned to a benefit. While the DI and HI
taxes protect against risks that really do not involve an element of
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choice—all workers possibly can become too disabled to work or
suffer illness in old age—there is an element of choice in whether
a worker has dependents. Nevertheless, the worker still must pay
the full OASI tax. An unmarried childless worker can maintain
that it is inaccurate to say that only the old-age portion of the
OASI tax should be used to compute the payback times of his or
her retirement benefit when she is forced to pay a tax (the survivor
portion of the OASI tax) for which he can derive no benefit. Also,
it can be asserted that this approach understates the value of the
accumulated taxes because it does not take account of the subsidy
provided by workers who die before reaching retirement. However,
such a subsidy is theoretical, whereas the illustrations refer to in-
dividuals who in fact have survived to retirement age and use the
tax they actually would have paid. Also, because Social Security
taxes are adjusted periodically to take account of current and pro-
jected program experience, it can reasonably be assumed that any
subsidy effect is reflected in the rate of the OASI tax. Again, this
analysis does not resolve this argument of whether or not to count
the survivor portion of the OASI tax. It simply shows both ways
of computing the relationship of benefits to taxes.

Also, any calculation of such a relationship is heavily dependent
upon the interest rate assumptions used. The value of taxes over
time is equivalent to their worth if invested. However, the amount
of interest is not easily determinable. Were the value of taxes paid
invested wisely (or luckily), its total real worth theoretically could
be many times its nominal value. On the other hand, it is possible
that the principal could be virtually wiped out by poor investment
choices. To obtain a middle ground, consisting of a reasonable and
safe investment history, one could assume that the Social Security
contributions were always placed in U.S. Government obligations.
Excess Social Security taxes have always been invested in U.S.
Government securities, so, to provide illustrations, this paper uses
the effective interest rates earned by the Social Security trust
funds over the years and those projected for the future. Under the
alternative Il assumptions, average annual interest rates are pro-
jected ultimately to be 6.3 percent, a “real” interest rate of 2.3 per-
cent (i.e., 2.3 percent above inflation). The interest is assumed to
be tax free.

The cumulative value of taxes plus interest at the 3 different
earnings levels for workers retiring in 1996 are shown in tables
1-47, 1-48, and 1-49.

ILLUSTRATIVE PAYBACK TIMES

Table 1-50 shows past and projected payback times for workers
retiring in various years from 1940 to 2025. In these illustrations,
benefits are for the worker alone. However, the value of the benefit
could be higher if the worker had dependents who were eligible for
benefits. For example, if these workers had spouses who also were
the full retirement age and were not entitled to a Social Security
benefit on their own account, then the value of the monthly benefit
would increase by 50 percent. This would shorten the payback
times considerably.
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TABLE 1-50.—NUMBER OF YEARS TO RECOVER TAXES PLUS INTEREST FOR WORKERS
RETIRING AT AGE 65,1 SELECTED YEARS 1940-2025

: Minimum Maximum Average
Year of retirement earner earner earngr
lllustration 1: Years to recover employee’s OASI
taxes
1940 s ® 0.1 0.2
1960 v 0.5 0.8 1.0
1980 s 15 2.0 2.1
1996 v 6.2 8.8 11.6
2005 oo 8.8 12.4 16.6
2015 s 9.6 13.8 20.0
2025 o s 8.8 13.4 22.0
llustration 2: Years to recover combined em-
ployee-employer OASI taxes
940 oo e ® 0.2 0.4
1960 v 1.0 16 2.0
1980 s 3.0 39 44
1996 o 14.1 20.8 28.8
2005 oot 19.8 29.9 437
2015 s 21.9 34.1 57.7
2025 o 19.8 32.8 68.1
lllustration 3: Years to recover retirement portion
of employee’s OASI taxes
1940 s ® 0.1 0.2
1960 v 04 0.6 0.7
1980 v s 11 14 16
1996 v 4.5 6.3 8.3
2005 oo 6.4 9.0 11,
2015 s 7.1 10.1 14.4
2025 s 6.7 10.1 16.2
lllustration 4: Years to recover retirement portion
of combined employee-employer OASI taxes
1940 i s ® 0.2 0.4
1960 v 0.7 11 14
1980 s 2.2 2.8 31
1996 v s 9.9 14.3 19.5
2005 oiiieeenee s 13.9 20.4 28.4
2015 s 154 23.2 35.8
2025 s 14.6 23.3 42.0

LUnder the alternative Il assumptions and taking into account benefit increases and continued accrual
of interest after retirement but not the taxation of benefits. The retiree is assumed to attain age 65 and
retire in January of the designated year.

2ess than 0.1 years.

Source: Kollmann (1996b).

While these illustrations do not purport to address the
“moneysworth” questions, i.e., will Social Security be a “good deal”
or a “bad deal,” they do show the relative relationship of payback
times of past, current, and future beneficiaries. It is readily appar-
ent that past retirees recovered the value of their taxes very quick-
ly. Payback times have lengthened for workers retiring today, but
they are still significantly shorter than those projected for future
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retirees. This is ameliorated somewhat by the projection that fu-
ture retirees are expected to live longer, and thus collect benefits
longer. Table 1-51 shows the life expectancies for people turning
age 65 in the illustrated years.

Defenders of Social Security tend to discount the phenomenon of
lengthening payback times, arguing that the program serves social
ends that transcend calculations of which individuals, or genera-
tions, obtain some sort of balance-sheet profit or loss. They point
out that pay-as-you-go retirement systems such as Social Security
by their nature often provide large returns on the contributions of
the initial generations. In the early years of such programs, the
ratio of workers to recipients is very high, allowing tax or contribu-
tion rates to be low. As the program matures, rates rise to reflect
the increase in the number of beneficiaries. This is not unique to
Social Security. Establishing benefit levels for early recipients in
excess of what contributions would dictate is also found in private
pension systems.

TABLE 1-51.—LIFE EXPECTANCY AT AGE 65, SELECTED YEARS 1940-2025

Life expectancy (in years)

Year
Male Female
11.9 13.4
12.9 15.9
14.0 18.4
15.4 19.2
15.9 195
16.3 19.9
16.7 20.3

Note.—The life expectancy for any year is the average number of years of life remaining for a person
if that person were to experience the death rates by age observed in or assumed for the selected year.
Actual average lifetimes will probably be a little longer than the projected expectancies because of lower
mortality rates assumed in future years.

Source: Board of Trustees (1996).

Furthermore, proponents of Social Security note that providing
“adequate” benefits to initial Social Security recipients that were
essentially “unearned” in relation to their contributions to the sys-
tem was deliberate social policy. Providing a minimum level of pro-
tection to the first workers to participate in the system was consid-
ered more important, in a period of economic depression, than con-
cerns about excessive rates of return on taxes paid. Besides, the so-
cial benefits of giving a measure of economic independence for the
elderly, and later for orphaned children, surviving spouses, and the
disabled, are believed by many to be immense. For example, young-
er workers are in large part relieved from the financial burden of
supporting their parents, and the elderly are afforded an oppor-
tunity to live independently and with dignity.

Critics of Social Security point to these social welfare features as
a basic flaw in the program. They argue that by combining the
goals of social adequacy, which is welfare-related, with individual
equity, which loosely ties benefits to taxes paid, the program has
become a mishmash that accomplishes neither goal well and cre-
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ates inequities. One inequity they cite is that future beneficiaries
will on the whole receive retirement benefits inferior to those that
the equivalence of their taxes could purchase in the private sector.
Furthermore, they say when interest is included, some categories
of workers will not recoup what they and their employer paid in
taxes. Often buttressing these arguments are calculations that
show what individuals could receive if their Social Security taxes
were invested privately.

This latter argument is dependent on the interest rate assumed
on such investment. The “proper” interest rate is problematic.
Those who project high investment returns often refer to the his-
torical performance of the stock market, showing that a portfolio of
broad-based stocks would have earned on average substantial rates
of return over the years, and that this performance can be expected
to continue in the future. Also, high real interest rates may not
seem so unlikely given the relationship of nominal interest rates
and inflation over the past decade.

Critics of such analysis point out that such investments have an
element of risk that they believe should be unacceptable in provid-
ing a national system of retirement income, and that if a safe-as-
possible mix of investment vehicles were used instead, projected
rates of return would be smaller. They also contend that recent
high real interest rates are a historical anomaly that will not be
sustained in the future. The key point for the reader is to be aware
of the influence exerted by the projected rate of return in these
sorts of calculations, and the large degree to which the argument
about the value of Social Security hinges around it.
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