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THE AMENDMENTS TO THE Social Security 
.1ct passed in 1967 (Public Law 90-248) made 
several changes in the old-age, survivors, dis- 
ability, hospital, and supplementary medical in- 
surance system.’ Some of these changes affected 
significantly the actuarial status of the system. 
The principles used to determine tile financing 
stability of the program were not altered, how- 
ever. This article discusses the fiiiancinl etiect 
of these changes, as well as the actuarial status 
of the system after the amendments. The first 
part of the article deals with the cash benefits 
program, old-age, survivors, and disability in- 
surance (OASDI) ; the second part pertains to 
hospital insurance (HI) and the tliirtl to supple- 
mentary medical insurance (SMI) . 

OLD-AGE, SURVIVORS, AND DISABILITY 
INSURANCE 

The cost aspects of any l)rol)osed changes in 
the OAISI)I program have always received Cill'e- 

ful study 1)~ C’ongress. In the 1950 amendments, 
C”ongress expressed its conviction that. the pro- 
gram should be completely self-supporting from 
the contributions of covered individuals and em- 
ployers, and it, repealed the provision permitting 
appropriations to the system from the general 
revenue of the Treasury. In all major legislation 
since 1950, including the 1967 amendments, Con- 
gress has indicated the intent that the tax sched- 
ule make the program as self-supporting as pos- 
sible and actuarially sound. 

Actuarial soundness does not have precisely 
the same meaning for OASDI as for private in- 
surance companies and, to some extent, for private 

* Mr. Myers is the Chief Actuary of the Social Security 
Administration, and Mr. Blayo is the lkpnty Chief Ac- 
tuary. 

1 For :I summary and legislative history of the l!W 
an~entlments, see pages S-19 of this issue. 

pension plans. With respect, to individual insur- 
ance, the private insurance company to be actuar- 
ially sound must, in general, have sufficient funds 
on hand to pay off all accrued liabilities if oper- 
ations are terminated. This is not a necessary 
basis for a national compulsory social insurance 
progri~lli, nor is it always necessary for a Jvell- 
adniinistered private pension plan. 

The national 1)rogram can be expected to con- 
t inue indefinitely, and the test is whether the ex- 
ljected future income from taxes and from interest 
on invested assets will be sufficient to meet an- 
ticipated expenditures for benefits and adminis- 
t rat ire costs. Though future experience may vary 
from the actuarial cost estimates, the intent that 
the 1)rogram be self-supporting and actuarially 
souncl can be expressed in law by a contribution 
schedule that, according to the intermecliate-cost 
est iniate, brings the program into approximate 
balance. 

Following the recommendations of the 1963-64 
Advisory Council on Social Security Financing, 
the loiig-range basis of the financing was changed 
from perl)etuity to a $5.year period. I3eginning 
wit11 the year 196-4, all estimates hare been pre- 
pared on this 75year basis. 

ACTUARIAL BALANCE, 1950-67 

The actuarial balance of the OXYL>I system 
is iiieasured in relation to eflectire taxable pay- 
roll (referred to hereafter as ‘bl):lyroll”). “Pay- 
roll” means the total earnings of all covered 
workers, reduced to take into account both the 
maximum taxable earnings base and the fact that 
the contribution rate for the self-employed is 
lower than the combined employer-employee rate. 
In this way, the actuarial balance of the system 
is expressed as an equivalent combined employer- 
employee tax rate on earnings not in excess of 
the maximum taxxl.Ae base and represents the 
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differences between the benefit costs and the level 
contribution rate. 

T.IRLE l.--Old-age, survivors, and disability insurance: 
Actuarial balance under variolls acts and for various estimates, 
intermediate-cost basis 

At the time the 1952 amendments were passed, 
it was believed that the 1950-52 rise in earnings 
levels would offset the higher cost resulting from 
the benefit liberalizations and that the actuarial 
balance would be the same as that estimated for 
the 1950 act (table 1). Cost estimates made in 
1954 indicated, however, that the level-cost (the 
average long-range cost, based on discounting at 
interest, in relation to payroll) was somewhat 
more than 0.5 percent of payroll higher than the 
level-equivalent of the scheduled taxes, including 
allowance for interest on the existing trust fund. 
The actuarial insufficiency in the 1952 act was sub- 
stantially reduced by the 1954 legislation, which 
provided for an increase in the contribution sched- 
ule that alsp met all the additional cost of the 
benefit changes. 

Level-equivalent 1 
IJ)ate -----~--__ __- 

of 
estimnte Iknefit Contri- Actuarial 

costs 2 
! I 

butions balance 1 

OASDI ’ 

-T- 

1950 
19.52 
1952 
1954 
1954 
1956 
1956 
lY58 
1953 
19Go 
1960 
lY61 
1963 
1964 
1964 
1965 
lY66 
196; 

6.20 
,5.49 
6.00 
6.62 
7.50 
7.45 
i.85 
8.25 
8.76 
8.73 
8.98 
9.35 
9.33 
9.36 
9.09 
9.49 
8.76 
9.72 

6.10 
5.90 
5.90 
6.05 
7.12 
7.29 
7.72 
7.R3 
8.52 
8.68 
8.68 
9.05 
9.02 
9.12 
9.10 
9.42 
9.50 
9.73 

-0.10 
+.41 
-.I0 
-.57 
-.38 
-.I6 
-.13 
- .42 
-.24 
-.05 
--.30 
--.30 
-.31 
--.24 
f.01 
-.07 

$2 

The estimates for the 1954 act were revised in 
1956 to take into account the rise in the earnings 
level since 1951 and 1952, the g-year base period 
that had been used for the earnings assumption 
in the 1954 estimates. The lack of actuarial bal- 
ance under the 1954 act was thus reduced to the 
point where, for all practical purposes, it was 
nonexistent. Since the benefit changes made by 
the 1956 amendments were fully financed by the 
increased contribution income provided, the pro- 
gram’s actuarial balance was not affected. 

- 

- 

OASI" 
- 

1956 
1958 
1958 
1Y60 
1960 
1961 
1963 
1964 
1x4 
1Y65 
1966 
1967 

7.43 7.23 
i.90 7.33 
8.27 8.02 
8.38 8.18 
8.42 8.13 
8.79 a.55 
8.69 8.52 
8.72 8.62 
8.46 8.60 
8.82 8.72 
7.91 8.80 
8.77 8.78 

-0.20 
-.57 
-.25 
-.20 
--.24 
--.24 
--.17 
--.lO 

5::: 
f.SY 
+.01 

- 
DI’ 

In cost estimates made in early 1958, the pro- 
gram was found to be out of actuarial balance by 
somewhat more than 0.4 percent of payroll. The 
large number of retirements among the groups 
newly covered by the 1954 and 1956 legislation 
had resulted in higher benefit expenditures than 
those estimated, and the average retirement age 
had dropped significant,ly, probably in part be- 
cause of the liberalizations of the retirement test. 
The 1958 amendments recognized this situation 
and provided additional financing, both to reduce 
the lack of actuarial balance and to finance cer- 
tain benefit liberalizations. 

1956 1 
1858 
1958 
1960 
1960 
1961 
1963 
1964 
1964 
1965 
1966 
1967 

0.42 
.35 
.49 
.35 
.56 
.56 
.64 
.64 
.63 
.67 
.85 
.95 

0.49 

:Z 
.50 
.50 
.50 
.50 
.5n 

+0.07 
‘f.15 
+.01 

2:;; 
-.06 

.50 

::i 
.95 

-.14 
-.14 
-.I3 

2:;; 
.w 

1 Expressed as a percentage of effective taxable payroll, including adjust- 
ment to reflect tbe lower contribution rate on self-employment income and 
on tips. as compared with the combined employer-employee rate. Estimates 
prepared before lY64 are on a perpetuity basis, while those prepared after 
1964 are on a i5-year basis. The estimates prepared in 1964 are on both bases. 

2 Including adjustments (a) for the interest ewningc on the existing trust 
fund. (b) for administrative expense costs. and (c) for the net cost of the 
financial interchange with the railroad retirement system. 

3 A negative figure indicates the extent of lack of actuarial balance. A 
positive figure indicates more than sullicient financing, according to the 
particular estimate. 

4 The disability insursnce program was inaugurrrted in the 1956 act so 
that all figures for previous legislation are for the old-age end survivors 
insurance program only. 

As a basis for the revised cost estimates made 
in 1958 for the disability insurance program, 
certain modified assumptions that recognized the 
emerging experience were made. Ss a result, the 
moderate actuarial surplus originally estimated 
was increased somewhat; most of the increase 
was used in the 1958 amendments to finance cer- 
tain benefit liberalizations. 

The cost estimates for OASDI were reexamined 
at, the beginning of 1960 and modified in certain 
respects. The earnings assumption was changed 
to reflect the 1959 level, and revised assumptions 
were made for the disability insurtlnce port,ion 
of the program on the basis of newly available 
data. It was found that the number of persons 
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meeting the insured-status conditions for dis- 
ability benefits had been significantly overesti- 
mated and that the disability incidence rates 
with respect to eligible women were considerably 
lower than had been originally estimated. 

The changes made by the 1961 amendments in- 
volved higher costs, and this rise was fully met 
by changes in the scheduled contribution rates. 
As a result the actuarial balance of the program 
remained unchanged. 

Subsequently the cost estimates were further 
reexamined in the light of the developing experi- 
ence. The average amount of taxable earnings 
was moved to the 1963 level, the interest r&te was 
increased to reflect recent experience and the 
retirement rates were modified upward to con- 

form to the experience. The disability insurance 
portion of the program was found to be in an 
unsatisfactory financial position because benefits 
\vere not being terminated by death or recovery 
as rapidly as had been originally estimated. At 
the same time the financing of the old-age and 
survivors insurance portion was found to be some- 
what improved. 

The changes made by the 1965 amendments in- 
volved an increased cost that was closely met by 
the changes in their financing provisions (namely, 
an increase in the contribution schedule, par- 
ticularly in the later years, and an increase in 
the earnings base). The actuarial- balance of the 
total program remained virtually unchanged, 
while a reallocation of contributions to the DI 
trust fund made both portions of the program 
actuarially sound. 

In 1966, the cost estimates for the old-age, sur- 
vivors, and disability insurance system were com- 
pletely revised, 011 the basis of ne\\- data since 
the last evaluation that was made in 1963. The 
new estimates showed significantly lower costs 
for the old-age and survivors insurance portion 
of the system, but higher costs for the disability 
insurance portion. The factors leading to lower 
costs were as follows: (1) 1966 earnings levels, 
instead of 1963 ones ; (2) an interest rate of 33/ 

percent for the intermediate-cost estimate, instead 
of 31/2 percent; (3) an assumption of greater 
future participation of women in the labor force 
(resulting in reduction in the cost of the program 
because of the “antiduplication of benefits” pro- 
vision between women’s primary benefits and 
wife’s or widow’s benefits) ; (4) an assumption 
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of less improvement in future mortality than had 
previously been assumed ; and (5) an assumption 
that, despite a significant decline in future fer- 
tility rates, such decline would not occur as rap- 
idly as had been assumed previously. 

The cost of the disability insurance system was 
estimated to be significantly higher, as a result 
of increasing the assumed disability prevalence 
rates. The change was necessary to reflect the 
substantially larger number of disability bene- 
ficiaries coming on the rolls with respect to dis- 
abilities occurring in 1964 and after. This ex- 
perience was not available in 1965 when the cost 
estimates for the legislation of that year were 
considered.2 

Both the Committee on Ways and Means of 
the House of Representatives and the Senate 
Committee 011 Finance, in reporting on the 1967 
legislation3 stated their belief that it is a matter 
for concern if the OASDI system shows any sig- 
nificant actuarial insufliciency-more than 0.10 
percent of payroll. (Before the change to a 7% 
year basis, this limit of variation was taken at 
0.30 percent.) Whenever the actuarial insufli- 
ciency has exceeded the accepted limits, any sub- 
sequent liberalizations in benefit provisions have 
been fully financed by appropriate changes in the 
tax schedule or through other methods, and at 
the same time the actuarial status of the program 
has been improved. The changes provided in the 
1967 amendments are in conformity with t,hese 
principles. 

BASIC ASSUMPTIONS FOR COST ESTIMATES 

Because of such factors as the aging oE the 
population and the slow but steady growth of 
the benefit rolls, benefit disbursements may be ex- 
pected to increase continuously for at least the 
next 50-70 years. Similar factors are inherent 
in any retirement program, public or private, that 
has been in operation for a relatively short period. 
Estimates of the future cost of the OASDI pro- 
gram are also affected by many elements that are 

2 For more details on these rerised cost estimates for 
the old-age, survivors, and disability insurance system, 
see Actuarial Study So. 63, Office of the Actuary, Social 
Security AdnCnistration, January 1967. 

S House Report So. S-14 and Senate Report So. 744, 
!JOth Congress, 1st session. 
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difficult. to determine. The assumptions used in 
the actuarial cost estimates may therefore differ 
widely and yet be reasonable. 

The long-range estimates are presented in a 
range to indicate plausible variations in future 
costs. Both the low- and high-cost est.imates are 
based on high economic asumptions, intended to 
represent close to full employment, with average 
annual earnings at about the 1966 level. The inter- 
mediate-cost estimates, developed by averaging 
the low- and high-cost estimates, indicate the 
basis for the financing provisions. 

Costs are shown, in general, as percentages of 
payroll-the best, measure of the program’s finan- 
cial cost. Dollar figures alone are misleading. A 
higher earnings level, for example, will increase 
not only the program’s outgo but also-and to a 
greater extent-its income, with the result that 
c*ost in relation to payroll will decrease. 

For the short range cost, only a single estimate 
is considered necessary. 9 gradual rise in the 
earnings level, paralleling that of the past few 
years, is assumed. *4s a result, contribution in- 
come is somewhat higher than if level earnings 
were assumed, but benefit outgo is only slightly 
affected. 

Sn important measure of long-range cost, is 
the equivalent level contribution rate required to 
support the program for the next 75 years, based 
on discounting at interest. ,4dopt,ion’ of such a 
level rate would result in relatively large accumu- 
lations in the old-age and survivors insurance 
trust fund and, eventually, sizable income from 
interest. Even though such a method of financing 
is not followed, the concept may be used as a con- 

venient measure of long-range costs, especially in 
comparing various possible alternative plans, since 
it takes into account the heavy deferred benefit 
costs. 

The long-range estimates are based on level- 
earnings assumptions, although covered payrolls 
are assumed to rise steadily during the next 75 
years with the growth in the population of work- 
ing age. If in the future the earnings level shduld 
be considerably above that which now prevails, 
and if the benefits are adjusted upward so that 
the annual costs in relation to payroll remain the 
same as those now estimated for the present sys- 
tem, then the increased dollar outgo that results 
will offset the increased dollar income. This is an 
important reason for considering costs in relation 

to payroll rather than in dollar amounts. Al- 
though a rise in earnings levels has characterized 
the past, the long-range estimates have not taken 
the possibility of such a rise into account. If 
such an assumption were used, along with the 
unlikely assumption that the benefits would not 
be changed, the cost in relation to payroll would, 
of course, be lower. 

The possibility that a rise in earnings levels 
will produce lower costs in relation to payroll is 
an important “safety factor” in the system’s finan- 
cial operations. The financing of the system is 
based essentially on the intermediate-cost esti- 
mate, along with the assumption of level earn- 
ings; if experience follows the high-cost assump- 
tion, additional financing will be necessary. If 
covered earnings do increase in the future as in 
the past, the resulting reduction in program costs 
(expressed as a percentage of taxable payroll) 
will more than offset the higher cost under ex- 
perience following the high-cost estimate. If the 
latter condition prevails, the reduction in the 
relative cost of the program coming from rising 
earnings levels can be used to maintain the actu- 
arial soundness of the system, and any remaining 
savings can be used to adjust benefits upward 
(although to a lesser degree than the increase in 
the earnings level). 

If benefits are adjusted currently to keep pace 
with rising earnings trends as they occur, the 
year-by-year costs as a percentage of payroll 
would be unaffected. The level-premium cost, 
however, would be higher, since the relative im- 
portance of the interest earned by the trust funds 
would gradually diminish with the passage of 
time. If earnings do consistently rise, the financ- 
ing basis of the system must be given thorough 
consideration because the proportion of the bene- 
fit costs met, by the interest, receipts would be less 
than anticipated under the assumption that the 
earnings level would not rise. 

The costs of OhSDI are affected by amend- 
ments made to the Railroad Retirement act in 
1951. Under these amendments, railroad retire- 
ment compensation and the earnings covered 
under OASDI are combined in determining ben- 
efits for workers with fewer than 10 years of 
railroad service and for all survivor claimants. 
Under the financial interchange provisions 
adopted at the same time, the old-age and sur- 
vivors insurance trust fund and the disability in- 
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surance fund are to be maintained in the same 
financial position in which they would have been 
if railroad employment had always been covered 
by the Social Security Set. It, is estimated that 
in the long run the net effect will be a relatively 
small loss to the OASDI system since the reim- 
bursements from the railroad retirement system 
will be somewhat smaller than the net additional 
benefits paid on the basis of railroad earnings. 

Program costs are also affected by the 1956 
legislation that provided for reimbursement from 
general revenues for past and future expenditures 
with respect to the noncontributory credits that 
had been granted for persons in military service 
before 1957. The long-range and short-range 
cost estimates reflect the effect of these reim- 
bursements (included as contributions). 

Under the 1965 amendments, individuals in 
active military service after 1967 will receive 
additional wage credits in excess of their cash 
pay (but within the maximum creditable earn- 
ings base) in recognition of their remuneration 
that is payable in kind (quarters and meals, 
for example). These additional credits are, in 
essence, at the rate of $100 per month. The addi- 
tional costs that arise from these credits are to 
be financed from general revenues on an “actual 
disbursements cost” basis. 

Under the amendments passed in 1966, certain 
uninsured individuals aged 72 or over are eligible 
to receive special monthly benefits. The cost of 
these benefits to the trust funds (including ad- 
ministrative expenses) are reimbursed from geii- 
era1 revenues. The short-range cost est,imntes 
1)resented in this article reflect these tl;ansactions. 
Similarly, they reflect the transactions with re- 
spect to the noncontributory additional $100 
monthly credits for post-1967 military service. 
The long-range cost estimates do not, hobvever, 
reflect either of these two types of transactions. 
13ecause of the full-cost nature of the reimburse- 
ment from general revenues, neit.her of them has 
any long-range efl’ect, on the trust funds. 

INTERMEDIATE-COST ESTIMATES 

The long-range intermediate-cost estimates are 
developed from the low- and high-cost estimates 
by averaging the dollar estimates and then devel- 
oping the corresponding estimates in relation to 

payroll. The intermediate-cost estimate is not 
presented as the most probable estimate but rather 
as a convenient, single set of figures to use for 
comparative purposes. 

Because Congress believes that the OASDI pro- 
gram should be on a completely self-supporting 
basis, a single estimate is necessary in the devel- 
opment. of a tax schedule. No schedule can be 
expected to obtain exact balance between contri- 
butions and benefits. Development of a specific 
schedule does, however, make the intention clear, 
even though in actual practice future changes in 
the tax schedule may be required. Similarly, 
exact self-support cannot be obtained from a 
specified set of integral or rounded fractional tax 
rates increasing in orderly intervals, but this 
principle of self-support is aimed at as closely 
as possible. 

The combined employer-employee rate for 
OASDI is lower under the 1967 Act than under 
the 1965 Act during the early years (1968-70) 
and higher thereafter (table 2), with a resulting 
average increase of 0.23 percent of taxable pay- 
roll. The increased schedule of contributions will 
be applied to a maximum earnings base of $7,800 
instead of the $6,600 under the previous law. The 
allocation to the disability insurance portion of 
the program is also changed by the 1967 amend- 
ments, from 0.70 percent of taxable payroll to 
0.95 percent, thus iml)roving the financial situa- 
t ion of the disability insurance trust fund. 

The interest rate used in the latest valuation 
of the 1965 act was 3.75 percent. The same rate 
was retained for the cost estimates of the 1967 
amendments. 

Table 3 traces the change in the actuarial bal- 
ance of the system from its situation under the 
1965 act, according to the latest, estimate, to that 
under the 1967 amendments, by type of major 
changes involved. 

TABLE P.--Old-age, survivors, and disability insurance: 
Contribution rate schedule under the acts of 1965 and 1967 

[Percent] 

Combined employer- Self-employed 
employee rate rate 

Calendar year ___-- - 

1965 act 196; act 1965 act 1967 act 
--___-___ 

7.8 7.8 5.Y 5.9 
7.8 7.6 5.8 
8.8 8.4 (?:; 6.3 
8.8 Y.2 ti.6 6.9 
9.7 10.0 7.0 7.0 
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TABLE 3.-Old-age, survivors, and disability insurance 
system: Changes in actuarial balance expressed in terms of 
estimated level-cost as percentage of taxable payroll, by 
t,ype of change, intermediate-cost estimate, 196.5 act. and 
1967 act, based on 3.75 percent interest 

!Pt?X&Tltl 

TABLE 4.-Old-age, slrrvivors, and disability insurance 
system: Estimated level-cost of benefit payments, adminis- 
t,rative expenses, and interest earnings on existing trust fund 
rmder 1967 act, as percentage of taxable payroll,’ by t,ype of 
benefit, intermediate-cost estimate at 3.75 percent interest 

[Percent] 

Item 

- l-l--/- 
Actuarial balance, 1965 act.. _ ~. ~. / +o.f39 / -0.15 1 fO.74 

7:;; 
-.03 

(‘1 

--.Oi 
--.Y:, 

t.01 I 

+.09 
$1 

-.OZ 

('1 
--.lO 
+.25 

f.15 

.oo 

2:;; 
-.03 

07 
-1105 
+.23 

-__ 
-.73 

----- 
+.01 

1 Less than 0.005 percent. 
‘! Not applicable to Uris progran1. 

As indicated previously and as shown by table 
I, according to the latest cost estimates for the 
1965 act, there was a very favorable actuarial bal- 
lnce in the combined OhSDI system of 0.74 per- 
:ent of taxable payroll, although the L)I portion 
~1 a significant deficit of 0.15 percent. Ak large 
jart of the liberalizations contained in the 1967 
amendments will be financed by this favorable 
lctuariul balance. The remainder will be financed 
my the increase in the contribution schedule and 
by the increase in the maximum taxable earnings 
base. 

It is significant that in the 1950 law and in all 
amendments since that time, Congress did not 
recommend a high, level tax rate in the future 
but rather an increasing schedule, which, of nec- 
essity, ultimately rises higher than the level rate. 
Since this graded tax schedule will produce a 
considerable excess of income over outgo for rmmy 

years, a sizable trust fund will develop; the fmld 
will, however, be smaller than it would have 
been under a level tax rate. This fund, like the 
trust funds of the civil-service retirement, rail- 
road retirement, national service life insurance, 
and U.S. Government, life insurance systems, will 
be invested in Government securities. The result- 
ing interest income will help to meet part of 
the higher benefit costs of the future. 

According to the l%ltest intermediate-cost esti- 
mate, the level-premium cost of the old-age and 
survivors insurance benefits (excluding adminis- 
trative expenses and the effect, of interest earn- 
ings on the existing trust fund) under the 1965 

OASI 

6.03 
.50 

1.27 
.Ol 
73 

:13 
.09 

8.76 
.12 
.04 

-.I5 

DI 

0.75 
.05 

$1 
.I4 

;:; 

.94 

.03 

.a0 
-.02 

Nettotilllevel-cost ..___ ~~.~ ~~~ ._........ 
I 

8.77 
I .g5 

1 Includin!z adiustment to reflect the lower contribution rate on self- 
cmploymen~ in&x and on tips, as compared with the combined employer- 
employe0 rate. 

2 This type of benefit is not payable under this program. 
J This item includes reimbursement for additional cost of noncontributory 

credit for military service alld is tekeo as an offset to the benefit and ad- 

act was about 7.9 percent of payroll, and under 
the 1967 act it is about 8.8 percent. The corre- 
sponding figures for the disability insurance ben- 
efits are 0.83 percent and 0.94 percent. 

Table 4 presents the estimated benefit costs fol 
the OAG3DI system as it is under the 1967 amend- 
ments, separately for each of the various types 
of benefits. 

Income and Outgo in Near Future 

As a result of the 1967 act, the OhSDI bene- 
tit disbursements will increase by about $2.9 
billion in the calendar year 1968. Most of this 
ndditional amount results from the E&percent 
increase in benefits. In the calendar year 1969, 
when all the changes will be in full operation, the 
benefits will be an estimated $3.7 billion higher 
than they otherwise would have been. For 1968, 
the increase in the earnings base will more than 
ofket the decrease in the tax rate, and the con- 
tributions collected will be higher by about $600 
million than they would have been. 

Under the amended act the old-age and sur- 
vivors insurance trust fund is expected to increase 
by about $1.1 billion in calendar year 1968 and 
then to increase substantially each year in the 
future (table 5), reaching $46 billion in 1972. 

The disability insurance trust fund (table 6) is 
expected to increase substantially in every year in 
the future, reaching $6.5 billion in calendar year 
1972. 
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TABLE S.-Old-age and survivors insurance: Progress of 
trust fund, short-range cost estimate 

[In millions] 

TABLE 6.-Disability insurance: Progress of trust fund, 
short-range cost estimate 

[In millions] 

Railroad 

Contri- Benefit Adminis- retire- Interest Balance 

butions Pay- trative ment in fund 

ments expenses financial On at end 
inter- fuud 1 of year 1 

change ’ 

Railroad 

nenefit Adminis- rotire- Ba!snce 
Contri- Interest in fund 
butions pay- 

melItS e:‘p”et,$;s Ii%%1 on fund 2 at end 
intw- Of year 

change ’ 

Calendar 
Ye= 

Actual data Actual data 

“;,g 

3: 006 
3,670 
4,968 
5,715 
7,347 
x.327 

$81 
88 

ii 
119 
132 

’ 162 
’ 194 

-$21 
-7 

1,” 
124 

$417 
365 
414 
447 
454 
526 
556 
552 

YE 
18: 707 
20,576 
21,663 
22.519 
22,393 
21,864 

8,052 Y.842 184 282 532 20,141 
10,866 10,677 203 318 516 20,324 
11,285 11.862 239 332 548 19,725 
12,059 13,356 256 361 526 18,337 
14,541 14,217 281 423 521 18,480 
15,689 14,914 296 403 569 19,125 
16,017 16.737 328 436 593 18,235 
20,658 18,267 256 444 644 20,5iO 

I -- 

1951 ..~~_ 
1952....... 
19%....-~. 
195‘..-. 
1955....... 
195i.... 
1957....... 
1958..... 

1959....m.. 
1960....... 
196l..m.... 
1962....... 
1963m...... 
1964.m..... 
1965.. _. 
1966..~~... 

1967. _. _ 
1968....... 
1969.. 
1970.. 
1971.. . ._. 
1972....... 

$5i X$3 .~ . . . . . 
249 2 12 ~~...~ 

457 50 
568 :: 

-2 
88i 5 

1,105 66 1,210 68 1: 
1,309 19 
1,573 

2 
24 

1,784 137 25 

__-- 

Estimated data, 1967 act 

$7 $649 
25 1,379 
40 1,525 

ii 2,289 2,437 
;; 2,235 2,368 

64 2.047 
59 1,606 
58 1,739 

$702 
966 
k91 

1,010 
1,038 
1,046 
1,099 
1,154 
1,188 
2,022 

-- 

I 

Estimated data, 1967 act 

--i--- -------------. 
$24,190 

25,2i7 
28,586 
3’2 340 
38: 995 
46,414 

S-31 
488 
435 
41R 

4508 / $797 w; I ;;; 

27:454 

$f;‘g 

24:166 
28,811 25,126 
32,478 26,145 
33,905 27,161 

- 
1 A negative figure indicatrs payment to the trust fund from the railroad 

retirement account, and a positive figure indicates the reverse. 
? An inWrest rate of 3.i5 pwrent is used in determining-the level-coqts 

under the intermediate-cost long-range estimates, but in developing the 
progress of t!le trust fund a varying rate in the early years has been used. 

3 These figures are artificially low because of the method of reimburse- 
ments between this trust fund and the old-age and survivors insurance trust 
fund (and, likewise, the figure for 1959 is too high). 

Note: Contributions include reimbursement for additional cost of non- 
contributory credit for military service. 

463 
478 

, 
1 A negative figure indicates payment to the trust fund from the railroad 

retirement account, and a positive figure indicates the reverse. 
* An interest rate of 3.75 percent is used in determining the level-costs 

under the intermediate-cost long-range estimatts, but ill developing the 
progress of the trust fund a varying rate in the early years has been used. 

8 Not including amounts in the railroad retirement account to t,he crrdit 
of the old-see and survivors insurance trust fund. In rni’lions of dollars. 
t,hese amounted to $377 for 1953, $284 for 1954, $163 for 1955. $60 for 1956. alrd 
nothing for 1957 and thereafter. 

1 These figures are artificially high because of the method of reimburse- 
ments between this trust fund and the disability insurance trust fund (and, 
likewise, the figure for 1959 is too low). 

Note: Contributions include reimburscrnent for additiwal cost of non- 
contributory credit for military service and for the special Iwnefits payable 
to certain noninsured persons aged 72 or over. 

every year after 1967 for the next 20 years, con- 
t ribut ion income under the system is estimated 
to exceed old-age and survivors insurance benefit 
disbursements. Even after the benefit-outgo curve 
rises ahead of the contribution-income curve, the 
trust fund will continue to increase because of 
the effect of interest earnings (which more than 
meet the administrative expense disbursements 
and any financial interchanges with the railroad 
retirement program). As a result, this trust fund 
is estimated to grow steadily under the long-range 
cost estimate (with a level-earnings assumption), 
reaching $75 billion in 1980, and $160 billion at 
the end of the century. In the very distant future 
-in about the year 2020 the trust fund is esti- 
mated to reach a maximum of approximately $310 
billion and to then start decreasing. 

The disability insurance trust fund grows 
slowly but steadily after 1967, according to the 
intermediate long-range cost estimate, as shown 
by table 8. In 1980, it will reach an estime.ted $9 
billion, and in 2000 it will be $22 billion. There 
is estimated to be a small excess of contribution 
income over benefit disbursements for every year 
after 1967 for 35 years. 

LONG-RANGE PROJECTIONS 

Table ‘7 gives the estimated operations of the 
old-age and survivors insurance trust fund under 
the amended program for the long-range future. 
It, will, of course, be recognized that the figures 
for the next t,wo or three decades are the most 
reliable (under the assumption of level-earnings 
trends in the future), since t,he populations con- 
cerned-both covered workers and beneficiaries- 
are already born. As the estimates proceed further 
into t,lie future, there is much more uncertainty- 
if for no reason other than the relative difficulty 
in predicting future birth trends. But it is never- 
theless desirable and necessary to consider these 
long-range possibilities under a social insurance 
program that is intended to operate into per- 
petuity. 

According to the intermediate-cost estimate, in 
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T.WLE 7.--Old-age and survivors insurance: Prngress of I-rider the highost estimate, 03 the other 
hand, the ok-age and survivors insurance trust 
fund builds up to a maximum of about $78 billion 
ii1 ahout 25 years, but it decreases thereafter until 
it is exhausted in the year 2010. I-nder this esti- 
lllnte, benefit disbursements from the fund are 
lower than contribution income for about 20 
years into the future. 

For the disability insurance trust fund, in the 
early years of operation the contribution income 
under the high-cost estimate is slightly iii excess 
of benefit out go until 1980. ~~ccordingly the fund, 
as slio~~ii by tllis estimate, will grow to about $6 
hillion in the early 1080’s and will then slowly 
tlecreibse until it is exhausted in 2003. 

These results are consistent and reasonable, 
siuce t lie system on tlie hsis of an intermedixte- 
cost estimate is iiitended to be approximately 
self-supporting, as indiwtetl previously. Accord- 
ingly, it low-cost est inlate should slww that the 

trust fund, long-range cost estimates 

[In mil!ionsl 

5417 $425 P1,884 $52.061 
45i 260 3 369 R7,8Ri 
494 155 4,842 123, ,502 
532 i0 6,279 158,470 
564 10 7 933 

10: 302 
19Y,.W5 

5% -4LI 25Y. 054 

5l,l4!1 
I x3ti 
2.2tiB 
2,377 
2.263 
2,lti5 

liigh-cost rstiwatc 

5;;. ti3; 

7.5: 575 
7h 43.5 
74 ’ xtia 
i2:JiS 

(3ia,:~tio 
36.131 
38.376 
40,650 
13,56X 
46. Xi8 

_---- 

.$33,e19 
36,508 
38,870 
41,370 
44,602 
48,247 
54 664 
vi 585 

%4X $475 
523 340 
565 245 
620 I70 
646 I10 
tii4 60 

$4ti,iXl 
i4 8X 
98: 701 

116,62u 
133,683 
159.4YY 
24R,X3Y 
302,846 

T.WI,K X.-Lhability hsurawe: Progress of trLlst fund, lotrg- 

range cost estimates 

“A llepative figure indicates payrnellt to the trust fund fro111 the railroiul 
reliremeut BCCOUII~, alrd a positive figure iudiwtes the rcvcrw. 

? At interest rates of 3.i5 percent for the int.erlrl~.di;ltr-rr)st cstiulwtr, 4.25 
perceM for the low-cost estirl&e. :wd 3.25 percent for the high-rost rslilnate. 

Note: C’ontrihutiotls include r?ilnl)nrsen~?llt for addltiwal cust of MII- 
cowributory credit for xlilitary service before lY57. !+o arcowt is ti~kelr 
in tlds table of thr outgo for the special benet& payol~l~! to certailr w~lilxurcd 
~x~sons aged 7% or over or for the irdditional bellefits p;\y:thle 011 the basis 
of Iroucorrtributory credit for wihtary service sifter 19tii%or. of the c’orws- 
pollditlg reirnburseuxut therefor. which is ext~!tly colllrterl)nlallcil~K fro111 il 
lwg-re~~gc cost standpoint. 

Low-cost estinl;lte 

$126 j --$14 

iii 1 :;+ 

llti 1 -2,: 
12Y i -25 

811 
493 f;$E 

i10 1x: 001 
Y8X 24,900 

1.352 33 8YY 
1,797 44: 803 

LOW- AND HIGH-COST ESTIMATES 

Table 7 sliows the estimated operation of the 
oltl-age and survivors insurance trust fund under 
the program as changed by the l!Hi? ilct for low 

alld highcost est hates. Corresponding figures 
for the disability insurance trust fund are given 
in table 8. 

Under the low-cost est imute, the old-age and 
survivors insurance trust fund builds up rapidly 
iLllcl in the year 2000 is shown as being about, $230 
billion; it is then growing at, a rate of about, $14 
trillion a year. The disability insurance trust 
fund also grow steadily under the low-cost esti- 
mate, reaching ilbout $13 billion in 1980 and $45 
billioii iii NOC), at which time its annual rate of 
growth is ahout $2 l~illioii. For both trust funds, 
under these estimates, benetit distmrsemeiits do 
not exceed contribut ioii iiiconie ill aiiy year aftei 
l!Ki’i for the foreseeable future. 

lliph-cost estiw:rte 

5136 / -56 
14i -11 
155 -13 1 
I61 -,s 
172 -15 
lY5 

I i 
-15 

Itlternlediate-cost estirrlate 

85,529 
t3.21i 
6,148 
5, i35 
4,Y4Y 
2,760 

$131 --$I0 $232 $6.877 
133 -16 323 Y,351 
135 -lb 413 11.856 
138 -20 51Y 14.854 
143 -20 652 
IBZ 1 

18.556 
-20 7811 22 276 

210 -20 Yoli 25:222 
233 / - 20 x3 21,384 

* A Iwg&tive figure hldicntrs paylueirt to the trust fund fro]11 the railroad 
retirerrleot accoullt, aud a positive figwe indicates the rewrse. 

1 At ilrterest rates of 3.75 percrrlt for the illtrrllledlnte-cost estlnlate, 4.25 
prrceut for the low-cost estitrlate, and 3.25 percent for the hlglbcost estimate. 

Note: (‘ontributiom include reimtmrsement for additional cost of ,,on- 
coMril)utory credit for lrnlittrry service before lY57. ho account is takw 
ill this tnl~lr of th? outgo for tile additiolial Iwwfits payable 011 the basis of 
uoncolltril)utorv credit for wilitarv service after lY6i --or of the corrw 
pondillg reilnl&emellt therefor, which is exactly couuterbelewillg from a 
loilg-range cost standpoilx. 
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system is more than self-supporting, and a high- 
cost estimate sl~oulcl show that a deficiency would 
arise later on. In actual practice, under the 
philosophy in the 1050 and subsequent legislation 
-set forth in the Committee reports--the tax 
schedule would be adjusted in future years so 
that none of the developments of the trust funds 
shown for low-cost or high-cost estimates ever 
eventuate. 

Thus, if experience followed the lowcost esti- 
mate and if the benefit provisions were not 
c~hangecl, the contribution rates would probably 
be adjusted downward-or perhaps the increases 
scheduled for future years would llot go into 
etfect. If, on the other hand, the exljerience fol- 
lowed the high-cost estimate, the contribution 
rates would have to be raised above those sched- 
uled. &\Lt auy rate, the high-cost estimate does 
iutlicate that, under the tax schedule adopted, 
there will be ample funds to meet benefit dis- 
bursements for several decades, even under rel:t- 
t ively high-cost experience. 

Table !I shows the estimated costs of the old- 
ape and survivors insurance benefits and of the 

T.~BLK 9.--Old-age, survivors, and disability insurance: 
Cost of benefit payments as percent of taxable payroll 1 

[I’ercentl 

C’aleudar year 
Low-cost liigh-cost 
estimate 

I I 

Inter- 
est,irnnte mediate-cost 

estimate :! 

OASI 

disability insurance benefits under the amended 
program, as a percentage of taxable payroll for 
various future years, tln~ough 2010. It also shows 
the level costs of the two programs for the low-, 
high-, >uld intermediate-cost estimates. 

HOSPITAL INSURANCE PROGRAM 

The hospital insurance system as it was changed 
by the IN? amendments has an estimated cost for 
benefit payments and administrative expenses 
that is in long-range balance with contributioii 
income. It is recognized that the preparation of 
cnost estiniates for hospital and related benefits is 
nluch more diflkult ancl is much more subject to 
variation than cost estimates for the cash benefits 
of the oltl-age, survivors, and disability insurance 
system. This is so not only because the hospital 
insurance prograin is newly establishecl, but also 

because of the greater number of variable factors 
involved in a service-benefit program than in a 
casll-benefit one. However, it is believecl that the 
present cost estimates are made under conserra- 
tive assumptions with respect to all foreseeable 
factors. 

The present cost estimates are based on con- 
siderably liigher assmnptions as to hospital costs 
than were the original estimates, which were pre- 
l)ared in 1!)05 at the time that the system was 
established. -It that time, the sharp increases that 
liave occurred in such costs in 1066-67 were not 
geuerully predicted by experts in the field. 

These cost estimates also contain revised as- 
sunil)t ions on the iiiitiiil level of earnings in 1066 
and on future interest-rate trends. These assump- 
t ions are the same as those used in the revised 
cost estimates for the old-age, survivors, and dis- 
ability insurance system. In addition, the new 
cost estimates for the hospital insurance system 
are based on the revised estimates of beneficiaries 
agecl 65 and over under the OAYDI program. The 
latter shop somewhat fewer agecl beneficiaries in 
relation to the covered population for whom con- 
t ributions are payable. Accordingly, the cost of 
the hospital insurance is reduced on account of 
this factor (although the effect of hospital-cost 
trentl assuniptions is only ljartly offset). 

The new cost estimates contain the assumption 
that, in the illterliiediate-cost estimate, adniinis- 
tratire expenses will be .Y,$ percent of the benefit 
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ljayments, which is the anticipated experience 
in 106748 (as against the assumption of 3 per- 
cent in the original estimates). The administra- 
tire expenses for the low-cost and high-cost esti- 
mates are assumed to be the same proportion as 
for the intermediate-cost estimate. The new cost 
estimates also take into account the small addi- 
1 ional cost arising from the reimbursement bases 
for hospitals and extended-care facilities that are 
now in effect, which are somewhat higher than 
\\-a~ assumed in the original cost estimates. 

Financing Basis 

The contribution schedule contained in the 1067 
amendments, with an earnings base of $7,800 in 
l!l68 and aftez; is as follows, as compared with 
that of the 1065 Act (with it11 earnings base of 
$6,600) : 

[ I’ercerlt] 

Combined employer- Self-employed 
employee rate rate 

Calendar year --_------- --~ ---__--- 

1965 act 196i act 19fi5 act lYcj7 act 
.-----~----- ---- ---- --__ ---- 

1967................~.... I.0 1.0 0.50 0.50 
1968....-.~..........~... 1.0 1.2 .50 .tiO 
196(t72..~-.....~........ 1.0 I.2 .50 .tiO 
1973-75...~....~~....~... 1.1 1.3 .55 .ti5 
1976-79........~.....~... 1.2 1.4 .tiO i0 
1980-86...~~.........~... 1.4 1.6 :Mo 
196i and after . . . . . . .._.. 1.6 1.8 

:$ 
.!a 

1 I I 1 

The combined employer-employee rate under 
the 1967 amendments is 0.2 percent higher in 1968 
and after than under the 1965 act. These in- 
creases, along with the adclitional income from 
tile higher earnings base, would finance the in- 
creased cost of the program that results from the 
higher hospitalization-cost assumptions used in 
the current estimates, as compared with those 
used when the program was initiated in 1065. 

The hospital insurance program is completely 
separate from the OASDI system in several ways, 
although the earnings base is the same under 
both programs. 

First: the schedules of tax rates for OASDI 
and HI are in separate subsec,tions of the Inter- 
nal Revenue Code (unlike the situation for OASI 
and DI, where there is a single tax rate for both 
programs, but an allocation thereof into two 
portions). 

Xecond, the HI program has a separate trust 

fnntl (as is also the case for OLWI and DI) and, 
in addition, has a separate Board of Trustees 
from that of the OAISDI system. 

7’11 id. income-tax witlil~olding statements 
(forms Jr-2) show the prol~ortion of the total 
wnt ribut ion for OhS I>1 and III that relates to 
the latter program. 

Fourth. the I-II program covers railroad em- 
ployees directly in the same manner as other 
covered workers and their benefit. payments are 
paid directly from this trust fund (rather than 
directly or indirectly through the railroad retire- 
ment system), whereas these employees are not 
covered by OASDI (except indirectly through 
the financial interchange provisions). 

Fifth. the finalicing basis for the HI system is 
determined under a different approach than that 
used for the O&41)1 system-a reflection of the 
difl’erent natures of the two programs (by as- 
suming rising earnings levels and rising hospitali- 
zation costs in future years instead of level-earn- 
ings assumptions and by making the estimates for 
a 25.year period rather than a 75-year one). 

As has always been the case in connection with 
the OhYDI system, the Congress has very care- 
fully considered the cost aspects of the HI system 
and proposed changes therein. In the same man- 
ner, the Congress has indicated that this program 
should be completely self-supporting from the 
contributions of covered individuals and employ- 
ers (the transitional uninsured group covered by 
this program have their benefits, and the resulting 
administrative expenses, completely financed from 
general revenues). ,Lccordingly, the tax schedule 
in the law should make the HI system self-sup- 
porting over the long range as nearly as can be 
foreseen, and thus actuarially sound. 

The concept of actuarial soundness is somewhat 
similar for the two programs, but there are im- 
portant differences. One major difference is that 
cost estimates for the hospital insurance program 
should desirably be made over a period of only 
25 years in the future, rather than 75 years as 
it is for the OASDI program. A shorter period 
for the hospital insurance program is necessary 
because it is more difficult to make forecast as- 
sumptions for a service benefit than for a cash 
benefit. There is a reasonable likelihood that dur- 
ing the next 75 years the number of beneficiaries 
aged 65 and over will tend to increase in relation 
to the covered population (a period of this length 
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is thus both necessary and desirable for studying 
the cost of the cash OIISI>I benefits). It is far 
more difficult, however, to make reasonable as- 
sumptions concerning the trends of medical care 
costs and practices for more than 25 years in 
the future. 

In a new program such as hospital insurance 
it seemed desirable that it be conipletely in nctu- 
aria1 balance. To acconil~lisli this result, a contri- 
1)ntion schedule was developed that will meet 
this requirement, according to the underlying 
cost estimates. 

Basic Assumptions 

Perl1al)s the major consideration ill preparing 
actllarial cost estimates for hospital benefits is 
the fact that-unlike the situation for the monthly 
cash benefits-an unfavorable cost result is Sll0wn 
wllen the average earnings level is assumed to ia- 
crease. The reason is tllat the lios1~italization 
costs shoultl then be assumed to increase at least 
at the same rate as the earnings level; if t’he 
maximum t:m:lble earnings base is not adjusted 
:wcordingly, the taxable earnings will not in- 
crease as fast as the lios1~it:tliz:ltiol~ costs. ,\c- 
cordingly, the assumption of a fixed taxable 
earnings base at $7,800 should be considered as 
I1 “safety factor” in the cost estimates. 

Originally, the average total earnings (includ- 
iiig earnings above the taxable base) were assumed 
to increase in the future at a rate of 3 percent, 
and hospitalization costs by an adrlitionnl 2.7 
percent for a total of 5.7 percent during the next 
5 years. The differential was then assumed to 
decrease gradually from the sixth year on, until 
it became zero after the tenth year. For the last 
15 years of the period the hospitalization costs 
were assumed to increase at the same rate as the 
average total earnings. 

Lately, several estimates of the short-term fu- 
ture t,rend of hospital costs have been made by 
experts in this field. Ml of these are well above 
the rate of 5.7 percent per year until 1070 that 
was assumed in the initial cost estimates for the 
program made when it was enacted in 1965. The 
hmerican Hospit al &sociat,ion has estimated an 
annual rate of increase of as much as 15 percent 
for the next 3 to 5 years. The Blue Cross Asso- 
ciation has made a corresponding estimate of 0 
percent per year in the period up to 1070. 

TABLE l&-Assumptions as to fclture rates of increase in 
hospital costs 

I Perce11tI 

I 

L0W-lXIst 
Inter- 

mediate-cost High-cost 

/ / -- 

Three sets of assumptions as to the short-term 
trend of hospital costs have been made for the 
cost estimates discussed in this article. These 
assumptions are shown in table 10. In each case, 
the allllu>tl rates of increase are assumed to ,~lerge 
:\-it11 those used in the initial cost estimates f01 
tile 1)rograni for l!Kl for the low-cost and inter- 
mediate-cost i\SSlllllpt iOllS and 1073 for the high- 
cost assunlptions-tllat is, increases slightly above 
the increases in the earnings level from these 
dates until about 1!175, and then the same in- 
creases. The low-cost set of assumptions yields 
about the same result as the Blue Cross predic- 
tion, and the higll-cost set corres1)onds to the 
highest -American IIospital &sociation predic- 
tion. The intermediate-cost set is used to develop 
the financing l)rovisioiis of the legislation. 

The hospital utilization rates used for the cost 
estimates are the same as those used in the initial 
cost estimates for the program. -inalysis of the 
actual experience for the first A months of oper- 
ation (the last half of 1966) seems to indicate 
that it is close to the original assumptions, al- 
though SOllle\Tlli~t higher. 

The average daily cost of hospitalization that 
was used in the cost estimates was computed On 

the Silnle basis as the corresponding figures in the 
init ial cost estimates that were prepared when 
the legislation was enacted in 1065. Specifically, 
an average of about $38.50 per day was used for 
the reimbursement principles under the 1965 act. 
for 1066 and was projected for future years in 
the manner described previously. Analysis of 
the experience for 1966, for which complete data 
are not yet available, indicates that this assump- 
tion was close to what actually occurred, although 
possibly somewhat higher. 

Table 11 shows the level-cost of the hospital 
and related benefits under the 196’7 amendments 
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TABLE Il.-Hospital insurance: Level-cost, analysis, inter- 
mediate-cost estimate 

1965 act, original estimate _.__ 
IQ65 act, revised estimate 
1967act.....~.~........~~~.~... 

1 Including administrative expenses 

as a percentage of taxable payroll determined as 
of January 1, 1966, using an interest of 3y4 
percent. These figures are based on the assump- 
t ions that, the earnings base will not change and 
that both hospitalization costs and gellelnl earn- 
ings will continue to rise during the entire Z- 
year period considered in the cost estimates. Slso 
shown in table 11 are the level-equivalents of 
the contribution schedules and the net actuarial 
balances of the system. 

The estimated level-cost of the benefit pay- 
lnents and administrative expeiises in the low-cost 
estiillate is 1.27 percent of t:lXilble 1)ayrOIl; the 
corresponding figure for the high-cost estimate 
is 1.76 percent. In each instance, the lerel-equiv- 
alent of the contribution schedule is 1.41 percent 
of t axsble payroll. 

It should be recognized that the vast majority 
of the level-cost of the beneiit payments relates 
to inpatient hospital benefits. Most .kf the re- 
maining cost is attributable to extendecl-care ben- 
efits, with home health service benefits represent- 
iiig only a small portion. Currently, inpatient 
hospital benefits account for about 90 percent of 
total benefit outgo. In later years, it seems pos- 
sible that there will be much greater use of post- 
hospital extended-care services and posthospital 
home health services (particularly the former), 
thus tending to reduce the use of hospitals and, 
therefore, the cost of the inpatient hospital ben- 
efits. 

The estimated level-cost of the system is re- 
duced by 0.01 percent of taxable payroll as ~ a 
result of transferring the out patient diagnostic 
benefits to the supplementary llledical insurance 
system. The other changes in the benefit provi- 
sions of this program would not have any signifi- 
cant etiect on the long-range costs. The cost of 
providing further days of hospital benefits beyond 
90 days in a spell of illness-as is done by the 
*‘lifetime reserve” of 60 days-is relatively small. 

TIRLE E-Hospital inslwance: Changes in actuarial balance 
expressed in terms of level-cost as percent of taxable payroll, 
by type of change, intermediate-cost estimate, 1965 act 
and 1967 act, based on 3.75 percent interest 

[Percent] 

Total effect of changes.. . . . _. . . . . . . .~ +.34 
___- 

Table 1% suiiimarizes these changes in the cost 
of the program and also gives data as to the value 
of the contribution sclledules and the resulting 
;tCtuari:Ll balances. 

-1s indicated l)revioasly, one of the most im- 
lwrtaiit ilSSlllllptiOllS in the cost estimates pre- 
sented herein is tllat the earnings base is assumed 
to remail1 unchanged, even though for the re- 
luaintler of the period considered (up to 1990) 
the general e:lrllillgS level is assumed to rise at 
ii rate of 3 percent anniially. If the earnings base 
does rise in the future to keel) up to date with 
the general earnings level, then the contribution 
rates required would be lower than those sched- 
uled in the law. In fact, if this were to occur, 
the steps in the contribution schedule beyond the 
combined employer-eniployee IXte of 1.2 percent 
would not be needed if all other assumptions in 
the intermediate-cost estimate are realized. 

The cost, for the persons who are blanketed in 
for the hospital and related benefits is met from 
the general fund of the Treasury (with the finan- 
cial transactions involved passing through the 
Ii1 flwit f1111tl). ‘1‘1 ie costs so in\olretl, along with 
the financial tralls;lctions, are not iucluded in the 
preceding cost analysis or in the following dis- 
cussions of the future operations of the III trust 
fund. For the first 7 years of operation, these 
costs are as follows: 

C‘ost to Treasury 
Cul(~lltlur ycwr (in millions) 

19(X 1 ------_---------___------------------- $174 
1965 --------------------------------------- 439 
1968 --------------------------------------- 4% 
l!K!) ------__-_-----_-___------------------- 451 
1!)50 -----------------__-------------------- 459 
l!El ------__-__-__-.--______________________ 432 
197" ------__-----_-_-______________________ 403 
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Table 13 shows the estimated operation of the 
HI trust fund under the intermediate-cost esti- 
mate and also under the low-cost and high-cost 
estimates. Fnder the intermediate-cost estimate, 
the balance in the trust fund would grow steadily 
in the future, increasing from about $1.3 billion 
at the end of 1067 to $3.3 billion 5 years later. 
Orer the long range, the trust fund would build 
up steadily, reaching $15.7 billion in 1990 (repre- 
senting the disbursements for 1.4 years at the 
level of that time). 

I,-nder the low-cost estimate, the balance in 
the trust fund grows steadily, reaching $7.5 bil- 
lion in 1975 and $36.8 billion in 1990 (at which 
time it, represents the disbursements for 3.6 
years). In actual practice, if the low-cost, as- 
sumptions materialize, it would not be necessary 
to increase the contribution rates after 1075 as 
in the legislation. Under the high-cost estimate, 
which represents probably the most extreme situ- 
ation from a high-cost standpoint in regard to 
liospit al costs, the balance in the trust fund 
reaches a maximum of $2.4 billion at the end of 
1060, and then it decreases until it is exhausted 
in 1972. This estimate indicates that, tlespite very 
high assumptions as to the trend of hospital costs, 
the system would hare sufficient f~untls to main- 
tain operations for at least 4 years under these 
circumstances, without changing tile financing 
provisions. 

SUPPLEMENTARY MEDICAL INSURANCE PROGRAM 

The 1’367 amendments expanded somewhat the 
1)rotection provided by the sul)plemeiit ary medical 
insurance program. The increase in cost for 
these changes, effective after Marcli 1968, was 
wcqgiiizetl by the Secretary of Ilenlt 11, iStlrivat ion, 
a1it1 \\‘eIf:tre in his tleteriiiiiiatioii of llie s~aiidartl 
l)rell~iuni rate for the 1)eriotl after March 1968, 
\vliicli was promulgated at $4 (in coniparisoii with 
the rate of $3 al~plicabl~ for tile period *July l!M- 
Mill.(‘ll l!)W). 

Financing Bask 

Coverage under the supplementary medical in- 
surance program can be voluntarily elected, 011 

an individual basis, by virtually all lwrsons aged 
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TABLE 13.-Hospital insurance: Progress of trust fund 

[In millions] 

Calendar year 

ls(i6.. 
I 

$1,911 
~ / 

$767 2s.57 I $34 $1, I21 
I 

Low-cost estimate 

$2,943 
3,972 
4,223 
4,391 
4,564 
4,732 
5,274 
5,563 
5. a95 

$2.943 
3,972 
4.223 
4.391 
4, 564 
4,X2 
S.2i4 
5,503 
5.6Y5 

"i, p; 

4:2;3 
4.381 
4,564 
4,X' 
5.54 
5,503 
5,6Y5 
X,OXi 
!I,241 

11.6z 

“;, iff.3 w4 

3:33li 
IO4 
II7 

3.649 125 
3, Y32 13x 
4.215 118 
4,4Y9 
4,iii ::; I 
5,055 177 

$45 70 s;, ;“,3 

IOY 3:168 
142 3.Y24 
IGY 4,58i 
191 5,147 
215 5.980 
242 6,781 
266 i,510 

lligh-cost estimate 
----- 

$2.683 
3,l’Jo 
3,795 
4,501 
5.2'32 
5.YtiO 
Ii / 364 
6. it?2 
i,ltil i 

$Y4 
112 
133 
15i 
1x5 
2OY 
223 
237 
251 

t45 
.64 

86 
x5 
Si 
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Intermediate-cost estimate 

“,“, ;g 
3:(i36 1”i 
3,YX“ 159 
4,2Y!! 150 
4,602 ltil 
4,912 172 
5 216 
5’ ‘122 

1X3 

(i: b4o 
lY3 
243 

x, tiYU 304 
10,848 380 

$1,332 
2.066 
2,447 
2,265 
I, 4OY 

$1 

__-- 
“‘I; ! 
Yo 

108 
lli 
I21 
125 
13“ 
135 
203 
Bi3 
553 

“;g 

2:w 
a, Y94 
3,233 
3 323 
3: 63X 
8,874 
3,YX9 
H,454 

10.X31 
15,711 

6.i alit1 Over iii the I:liited States. This pro&XI11 

is ilitellded to be completely self-supporting fro111 

the contributions of covered individuals and the 
Iiiatcliiiig coiitrihit his made from the general 
fund of the Treasury. 

Under the 1967 amendments, the standard pre- 
mium Iate (for persons enrolling in the earliest 
possible enrollment period) is generally to be 
determined annually on a permanent basis-for 
April 1968 through June 1960 and then for 1% 
month periods beginning with lJuly 19X) and each 
,J uly thereafter. 

Persons ~110 do not elect to come into the sys- 
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tem as early as possible will generally hare t0 
pay a higher premium rate. 

The 1065 act providecl for the establishment of 
an adrance appropriation from the general fund 
of the Treasury to serve as an initial contingency 
reserve, in x11 amount equal to $18 (or 6 months 
per capita contributions from the general fund 
of the Treasury) times the number of individuals 
estimated to be eligible for participation in ,July 
1966. This amount-approximately $345 million 
(of which $100 million has actually been appro- 
l)rinted)-has not actually been transferred to the 
trust fund and will not be transferred unless, and 
until, some of it would be needed. This con- 
1 ingency amount is availi~ble only during the first 
18 months of operations (July 1X%-December 
1967), and any amounts actually transferred to 
the trust fgnd would be subject to repayment to 
the general fund of the Treasury (without in- 
terest). 

The concept of actuarial soundness for the 
medical insurance program differs somewhat from 
that, for the OAHDI program and the hospital 
insurance program. In essence, the medical in- 
surance program is financed on a current-cost 
basis rather than on a long-range cost basis. The 
situations are essentially different because the 
financial support of the medical insurance pro- 
gram comes from a pren~iun~ rate that is subject 
to change from time to time, in nccordanee with 
the experience actually developing and with the 
experience anticipated in the near future. The 
actuarial soundness of the program therefore 
depencls only upon the adequacy of the “short- 
term” premium rates to meet, on an accrual basis, 
the benefit payments and administrative expenses 

(including the accumulation and maintenance of 
a contingency fund) for the period for which 
they are established. 

Results of Cost Estimates 

The I967 amendments made a number of 
changes in the benefit provisions of the SKI pro- 
gram. Some of these provisions expanded the 
scope of the program, and several limited it 
slightly. The only changes with a significant cost 
etlect illY2 shonn below, together with the monthly 
cost per participant in relation to the combined 
$6 monthly premiuiii rate (for the participant 
iUlC1 the Gorernment) . 

Ztcrn 

Sollllrofession:11 con~l~onrnt of outpatient diag- 
imstic services -----------__-------------- $0.12 

I~Xinlination of cost-shariug for inpatient path- 
ology aud ratliology __---~----~---~-~--~~~ .20 

Extending coverage of llhysical-therapy serr- 
ices benetits -_----------_-------_________ .05 

Total ----------------__--------------- $0.37 

The cost of covering certain limited services 
furnished by podiatrists is very small. 

The total cost of $0.37 a month per capita in 
relation to the initial premium rate increases to 
about $6.46 when the rise in the standard pre- 
miuili rate for the period after Jlarcli 1968 is 
t akeu int 0 account. This total cost of $0.46 per 
month per capita is equivalent to an aniiual cost 
of $100 million with respect to 18 million par- 
ticil)xnts (with half of that amount coming from 
the general fund of the Treasury). 
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