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Social Security Financinq: 
Recent Problems and Current Uncertainties 

Introduction 

The last ten years have been difficult ones for many 
domestic social and economic institutions, including the U . S .  
Social Security system. Twice during that period, Social 
Security has faced a financial crisis that could be addressed 
only through major alterations in either benefit levels or tax 
rates. This paper explores the reasons for the recent financial 
crises in social security, the changes that Congress enacted 
earlier this year to deal with the latest crisis, the current 
projections of the future status of the proaram, and some of the 
uncertainties inherent in assessing these projections. It closes 
with a comment about the relationship between the uncertainty of 
the financial projections and the financial soundness of Social 
Security. 

Causes of the Financial Problems 

The essence of social security financing is easily 
demonstrated throuqh simple algebra. Social Security revenues 
are derived virtually exclusively from a flat rate payroll tax. 
The program is financed on a "current cost" or "pay-as-you-go" 
basis, meaning that the revenues collected in any given year are 
used mostly to finance the benefit payments that year. Each 
year's revenues can be expressed as the product of the total 
(i.e., combined employer-employee) tax rate that year, TRt, the 
number of workers in covered employment that year, Nt, and the 
average annual taxable earninqs per worker, Et. Expenditures are 
the product of the number of beneficiaries, Rtr and the average 
payment per beneficiary, Pt. Since the program is current cos! 

1 This approach is developed more extensively in Sherwin Rosen 
( 1 9 8 4 ) .  
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financed , revenues each year must equal average expenditures. 
Thus, financial balance requires: 

1 5 1  

and the tax rate required to finance the program is: 

the product of the ratio of the average benefit to average annual 
earnings and the ratio of beneficiaries to workers. 

Social Security's recent financial problems have had t w o  
components: a short range problem and a conceptually distinct 
long range problem. The short range problems have been almost 
entirely the result of economic developments which have caused 
unanticipated changes in the benefit-earnings ratio.3 What has 
happened is that Congress has established in the law a tax rate 
that it believes will be sufficient to finance scheduled 
benefits. The cost and revenue projections used to derived this 
tax rate have been based on forecasts of key economic and 
demographic variables, including in particular the rate of 
inflation and the rate of increase in nominal earnings. The 
economic assumptions subsequently have proven erroneous, however, 
and upset the expectation of balance between Social Security 
revcnGes and expenditures. 

Actually, 
expenditures 
fund balance 
growing, In 

in the long run total revenues must exceed 
by enough to maintain a contingency reserve trust 
that grows at the same rate as expenditures are 
effect, the required excess is equal to the rate of 

growth of expenditures multiplied by the ratio of reserves to 
expenditures. If the interest rate earned on the reserves equals 
the rate of growth of expenditures, interest earnings will just 
equal the excess required. 

3 The benefit rolls turn over relatively slowly so that their 
size can be projected fairly accurately in the short run. The 
number of workers who will have some covered employment in a 
given year is not all that sensitive to changes in the average 
monthly unemployment rate because m o s t  workers who are unemployed 
in a given month will nonetheless have some covered enployment at 
sometime during the year. Changes in the unemployment rate have 
a larger effect on average annual hours per worker and hence Et. 
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C o n s i d e r  t h e  e f f e c t  o f  a n  error i n  t h e  economic  forecast .  
From e q u a t i o n  [ I ]  i t  is c lea r  t h a t  i f  e a r n i n g s  grow by t w o  
p e r c e n t a g e  p o i n t s  l ess  t h a n  had b e e n  pro jec ted ,  r e v e n u e s  w i l l  
f a l l  ( e s s e n t i a l l y )  2 p e r c e n t  s h o r t  of t h e  l e v e l  p r o j e c t e d .  I f  
t h e  p r o j e c t i o n  had shown b a l a n c e  be tween  r e v e n u e s  and 
e x p e n d i t u r e s ,  a c t u a l  e x p e r i e n c e  w i l l  be  a s h o r t f a l l  of 2 p e r c e n t  
of e x p e n d i t u r e s ,  T h e  s h o r t f a l l  w i l l  be c o v e r e d  by d r a w i n g  down 
reserves and t h e  r a t i o  of reserves o n  hand t o  a n n u a l  e x p e n d i t u r e s  
( h e n c e f o r t h ,  t h e  " r e s e r v e  r a t i o " )  w i l l  f a l l  by 2 p e r c e n t a g e  
p o i n t s  f rom t h e  l e v e l  o r i g i n a l l y  projected.  I f  t h e  p e r c e n t  
i n c r e a s e  i n  e a r n i n g s  in a l l  s u b s e q u e n t  y e a r s  w a s  f o r e c a s t  
a c c u r a t e l y ,  t h e  l e v e l  o f  a v e r a g e  e a r n i n g s  ( a n d  h e n c e  t o t a l  t a x  
r e v e n u e s )  w i l l  c o n t i n u e  t o  be 2 p e r c e n t  below t h e  p r o j e c t e d  l e v e l  
i n  a l l  s u b s e q u e n t  y e a r s ,  The r e v e n u e - e x p e n d i t u r e  g a p  w i l l  n e v e r  
be closed and i n  each s u b s e q u e n t  y e a r  t h e  r e s e r v e  r a t i o  w i l l  f a l l  
by  a n o t h e r  2 p e r c e n t a g e  p o i n t s .  I n  n y e a r s ,  t h e  r e s e r v e  r a t i o  
w i l l  be 2n p e r c e n t a g e  p o i n t s  lower t h a n  projected s i m p l y  a s  a 
c o n s e q u e n c e  o f  t h e  o n e  time f o r e c a s t i n g  error of 2 p e r c e n t a g e  
p o i n t s  i n  t h e  e a r n i n g s  g rowth  ra te .  

7 .. 

The  f i n a n c i a l  s t a t u s  of t h e  program de ter iora tes  f a r  more 
r a p i d l y  when t h e  g a p  be tween actual  and p r o j e c t e d  g r o w t h  persists 
f o r  s e v e r a l  y e a r s .  A simple r u l e  o f  thumb is t h a t  t h e  c h a n g e  i n  
t h e  actual  reserve r a t i o  i n  y e a r  n as compared t o  t h e  l e v e l  t h a t  
had been  p r o j e c t e d  i n  y e a r  t = l  is g i v e n  by: 

rl 

.-I 
A R R t  = Z. a- ( n - ( t - l ) ) E R R t  

where  R R t  is t h e  r e s e r v e  r a t io  and ERRt is t h e  d i f f e r e n c e  ( i n  
p e r c e n t a g e  o i n t s )  be tween  p r o j e c t e d  and a c t u a l  economic  
e x p e r i e n c e . i  T h u s  a c o n t i n u i n g  2 p e r c e n t a g e  p o i n t  s h o r t f a l l  
be tween a c t u a l  e a r n i n g s  g rowth  and p r o j e c t e d  e a r n i n g s  g r o w t h  
r e d u c e s  t h e  r e s e r v e  r a t i o  below p r e v i o u s l y  p r o j e c t e d  l e v e l s  by 2 
p o i n t s  a f t e r  o n e  y e a r p  6 p o i n t s  a f t e r  t w o  y e a r s ,  1 2  p o i n t s  a f t e r  
three y e a r s ,  20 p o i n t s  a f t e r  f o u r  y e a r s  and 30 p o i n t s  a f t e r  f i v e  
y e a r s .  

S i n c e  b e n e f i t  payments  a r e  i n d e x e d  t o  t h e  CPI, t h e  e f f e c t  of 
errors i n  p r o j e c t i n g  i n f l a t i o n  is almost i d e n t i c a l  , t h o u g h  
opposite i n  d i r ! e c t i o n ,  t o  t h a t  of errors i n  p r o j e c t i n g  e a r n i n g s  
growth. Errors i n  p r o j e c t i n g  b o t h  e a r n i n g s  g r o w t h  and p r i c e  
c h a n g e s  w i l l  t e n d  t o  o f f s e t  each o t h e r ,  p r o v i d e d  t h e  a c t u a l  
r e l a t i o n s h i p  be tween t h e  t w o  t u r n s  o u t  t o  be  as  p r o j e ~ t e d . ~  

T h i s  is an s i m p l i f i e d  form of t h e  r u l e  d e r i v e d  by Dwight K .  
S a r t l e t t  and J o s e p h  A.  Applebaum ( 1 9 8 2 ) .  

5 Because  of t h e  time l a g  i n  a d j u s t i n g  b e n e f i t  l e v e l s ,  t h e  
s y s t e m  w o u l d  a c t u a l l y  g a i n  s l i g h t l y  from h i q h e r  i n f l a t i o n  i f  t h e  
i n f l a t i o n  were o f f s e t  by e q u a l  increases  i n  t h e  r a t e  of g r o w t h  of  
nominal  e a r n i n g s .  T h e  a c t u a l  t i m i n q  of t h e  b e n e f i t  increases  is  
an u n n e c e s s a r y  c o m p l e x i t y  i g n o r e d  i n  t h i s  d i s c u s s i o n .  
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T h u s ,  i n  t h e  s h o r t  r u n ,  t h e  s i n g l e  most i m p o r t a n t  economic  
v a r i a b l e  a f f e c t i n g  Social S e c u r i t y  f i n a n c i n g  is t h e  r e a l  wage 
d i f f e r e n t i a l ,  t h e  d i f f e r e n c e  be tween t h e  r a t e  of q r o w t h  of 
e a r n i n g s  and t h e  r a t e  o f  growth of p r i c e s .  

P r i o r  t o  1970, t h e  r e s e r v e  i n  t h e  Social  S e c u r i t y  ( O l d - A g e ,  
S u r v i v o r s '  and  D i s a b i l i t y  I n s u r a n c e )  t r u s t  f u n d s  were a l w a y s  
e q u a l  t o  a t  l ea s t  o n e - y e a r ' s  e x p e n d i t u r e s .  S i n c e  t h e n ,  t h e  
r e s e r v e  r a t i o  h a s  d e c l i n e d  v i r t u a l l y  e v e r y  y e a r .  A good part  of 
the e x p l a n a t i o n  fo r  t h i s  is found  i n  t h e  economic  d a t a  summarized 
in T a b l e  1 .  

In 1972,  a t  a time when t h e  economy w a s  corning o u t  of a 
r e c e s s i o n ,  a new Social S e c u r i t y  f i n a n c i n g  and b e n e f i t  s c h e d u l e  
was a d o p t e d .  The s c h e d u l e  w a s  based o n  t h e  a s s u m p t i o n  t h a t  rea l  
wage l e v e l s  i n  t h e  mid 1970s would r e c o v e r  s u f f i c i e n t l y  t o  
restore them to  t h e  l e v e l  implied by t h e  t r e n d  ra te  o f  growth of 
t h e  1960's; t h e  assumed r e a l  wage d i f f e r e n t i a l  i n  t h e  1972 
p r o j e c t i o n s  was 2.25 p e r c e n t  p e r  y e a r .  P r o j e c t i o n s  based on t h i s  
a s s u m p t i o n  implied t h a t  t h e  reserve r a t i o  would r e m a i n  f a i r l y  
c o n s t a n t  a t  a r o u n d  8 0  p e r c e n t .  As shown i n  T a b l e  1 ,  however ,  t h e  
ac tua l  r e a l  wage d i f f e r e n t i a l  t u r n e d  out  t o  a v e r a g e  -0.3 o v e r  
1973-77 r a t h e r  t h a n  +2.25. L a r g e l y  as  a r e su l t  of t h i s ,  Social  
S e c u r i t y  began  r u n n i n g  s u b s t a n t i a l  d e f i c i t s  a n d ,  i n s t e a d  of 
h o l d i n g  s teady a t  a r o u n d  80 p e r c e n t ,  t h e  r e s e r v e  r a t i o  f e l l  t o  
less t h a n  40 p e r c e n t  by t h e  end of 1977.6 

C o n g r e s s  acted i n  1977 to restore b a l a n c e  by  r e d u c i n g  
s c h e d u l e d  f u t u r e  b e n e f i t s  and i n c r e a s i n g  f u t u r e  t a x e s .  T h e  
e x p e c t a t i o n  w a s  t h a t  these c h a n g e s  would be enough t o  s t o p  t h e  
d e f i c i t s  and t h a t  by t h e  end o f  1982 r e s e r v e s  w o u l d  equal  38 
p e r c e n t  of e x p e n d i t u r e s  and be i n c r e a s i n g .  The  1977 p r o j e c t i o n s  
were based on  t h e  a s s u m p t i o n  t h a t  i n  t h e  res t  o f  t h e  decade r ea l  
g r o w t h  would resume a t  s o m e t h i n g  close t o  i ts  e a r l i e r  r a t e .  T h e  
a s s u m p t i o n  was a g a i n  p roven  i n c o r r e c t ,  l e a d i n g  t o  t h e  need for 
f u r t h e r  b e n e f i t  and t a x  a d j u s t m e n t s  i n  1983. 

The long- range  f i n a n c i a l  p r o j e c t i o n s  are  p r o b a b l y  more 
s e n s i t . i v e  t o  demograph ic  d e v e l o p m e n t s ,  p a r t i c u l a r l y  c h a n g e s  i n  
f e r t i l ' i t y  and m o r t a l i t y  r a t e s ,  t h a n  t o  economic  v a r i a t i o n s ;  
demograph ic  v a r i a t i o n s  a f f e c t  program f i n a n c i n g  by a l t e r i n g  t h e  
r a t i o  of b e n e f i c i a r i e s  t o  workers .  The da ta  i n  Table  2 show p a s t  
t r e n d s  and th ree  p l a u s i b l e  p r o j e c t i o n s  of f u t u r e  movements in 
f e r t i l i t y  and i n  o n e  measure of m o r t a l i t y  ( l i f e  e x p e c t a n c y  a t  age 
6 5 ) .  T h e s e  da ta  i l l u s t r a t e  t h r e e  o b s e r v a t i o n s  about  t h e  
demograph ic  assumptions u n d e r l y i n g  Social  S e c u r i t y  cos t  
p r o j e c t i o n s .  

The  economic  a s s u m p t i o n s  used  i n  1972 t o  set  t h e  t a x  and 
b e n e f i t  s c h e d u l e  were c o n s i s t e n t  w i t h  those c o n t a i n e d  i n  t h e  DRI 
Sep tember  1972  long  range f o r e c a s t .  Lawrence FI. Thompson and P a u l  
N. Van d e  Water ( 1 9 7 7 )  s h o w  t h a t  had DRI been  correct t h e r e  w o u l d  
have  been  n o  s h o r t  r a n g e  f i n a n c i n g  c r i s i s  i n  1977.  
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First, past fertility and mortality trends show 
variation to warn one against being too confident oE 

sufficient 
any one 

prediction of the future. Fertility rates rose dramatically 
after World War I1 and fell just as dramatically in the 1960s and 
early 1970s. On the other hand, mortality rates had declined 
fairly steadily from 1900 through about 1955.  Beginning around 
1955,  however, the rate of decline slowed substantially, 
especially for men; it increased again beginning in the late 
1960s. 

Second, when compounded over a long period of time, 
different, plausible assumptions about either future mortality or 
future fertility can produce dramatic differences in the 
projected costs of Social Security. By the year 2060, only 1.3 
workers would support each beneficiary under the low 
fertility/low mortality assumption set (labeled "Pessimistic"), 
whereas the high fertility/high mortality assumption set (labeled 
"Optimistic") produces 2.7 workers per beneficiary. Other things 
equal, the tax rate if the optimistic see proved the mote 
accurate would be twice the level required should the pessimistic 
set prove the more accurate. 

Third, the assumptions about future fertility and future 
mortality are far more important in determining costs 50 or more 
years from now than they are in determining costs in the next 20 
years or so. In the year 2000, the beneficiary to worker ratio 
is only some 16 percent higher under the pessimistic assumption 
set than under the optimistic set, 

Social Security's long run financing problem began appearing 
in the projections issued after 1973. The problem stems 
virtually entirely from modifications made in the fertility and 
mortality assumptions used in the projections, and the 
modifications were largely the result of the Social Security 
actuaries' yuite reasonable reaction to then emerging current 
experience. Incorporation of these modified fertility and 
mortality assumptions has had little effect on the short range 
projections made in the last decade and the recent fertility and 
mortality developments have had little to do with the recent cash 
flow crisis in Social Security. But the change in assumptions 
has had a great deal to do with the emerging consensus that 
without future changes in benefit provisions the costs of the 
system are very likely to rise dramatically in the 21st century. 

Long range projections made in 1976 and 1977 also showed 
significant cost escalation as a result of a mistake that was 
made when benefit indexing was introduced into Social Security in 
1972.  The mistake served gradually to increase initial benefit 
amounts to future retirees in a way that no one had intended. 
The 1977 legislation corrected this error and reduced future 
benefit levels by an amount calculated to restore them to the 
level that would have prevailed in the absence of the 1972 
mistake. See, for instance, John Snee and Vary Ross ( 1 9 7 8 ) .  
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1983 C o n g r e s s i o n a l  A c t i o n  

By t h e  end of 1982, t h e  O l d - A g e  and S u r v i v o r s '  I n s u r a n c e  
program had a p o s i t i v e  t r u s t  fund  b a l a n c e  o n l y  by v i r t u e  of i t s  
h a v i n g  r e c e i v e d  l o a n s  from t h e  D i s a b i l i t y  I n s u r a n c e  fund  and a 
t h i r d  p a y r o l l  t a x - f i n a n c e d  t r u s t  fund  used  t o  f i n a n c e  Hospital 
I n s u r a n c e .  A d d i t i o n a l  i n t e r f u n d  l o a n s  c o u l d  h a v e  f i n a n c e d  
r e t i r e m e n t  b e n e f i t s  f o r  a few a d d i t i o n a l  months ,  b u t  p r o j e c t i o n s  
showed t h a t  t h e  f i n a l  e f f e c t  w o u l d  h a v e  been  t o  e x h a u s t  t h e  
b a l a n c e s  i n  a l l  t h r e e  p a y r o l l  t a x - f i n a n c e d  f u n d s  by t h e  S p r i n g  o f  
1984, One c h a l l e n g e  f a c i n g  t h e  C o n g r e s s  was t o  b a l a n c e  p r o j e c t e d  
r e v e n u e s  w i t h  p r o j e c t e d  e x p e n d i t u r e s  i n  t h e  1983-89 period.  

A s u b s t a n t i a l  i n c r e a s e  i n  t h e  S o c i a l  S e c u r i t y  p a y r o l l  t a x  
t h e n  s c h e d u l e d  t o  o c c u r  i n  1990 a p p e a r e d  t o  p r o v i d e  s u f f i c i e n t  
r e v e n u e  t o  f i n a n c e  t h e n - s c h e d u l e d  S o c i a l  S e c u r i t y  c a s h  b e n e f i t  
payments  o c c u r r i n g  be tween  1990 and a b o u t  2 0 3 0 ,  b u t  t h e r e a f t e r  
p r o j e c t e d  r e v e n u e s  were s u b s t a n t i a l l y  l e s s  t h a n  p r o j e c t e d  - 
e x e n d i t u r e s ,  The g a p  a f t e r  2030 was t h e  long- range  f i n a n c i a l  
p roblem;  i t  was p r o j e c t e d  to  c o n t i n u e  i n t o  t h e  i n d e f i n i t e  
f u t u r e .  Averaged o v e r  t h e  n e x t  75 y e a r s ,  t h e  s h o r t -  and 
long- range  g a p  be tween  p r o j e c t e d  r e v e n u e s  and p r o j e c t e d  
e x p e n d i t u r e s  was t h e  e q u i v a l e n t  o f  2.09 p e r c e n t  o f  t a x a b l e  
p a y r o l l . *  The second  c h a l l e n g e  f a c i n g  t h e  C o n g r e s s  was t o  
restore long- range  b a l a n c e  t o  t h e  program. 

The 1983 l e g i s l a t i o n  reduced p r e v i o u s l y  s c h e d u l e d  b e n e f i t s  
and i n c r e a s e d  p r e v i o u s l y  s c h e d u l e d  r e v e n u e s  t h r o u g h  t h e  c h a n g e s  
summarized i n  T a b l e  3 .  The c h a n g e s  s o u g h t  to  a d d r e s s  t h e  
s h o r t - r a n g e  problem by p r o v i d i n g  a c u m u l a t i v e  t o t a l  o f  $166.2 
b i l l i o n  o v e r  t h e  1983-89 p e r i o d .  Roughly 40 p e r c e n t  of t h i s  came 
from two c h a n g e s  t h a t  r e d u c e d  n e t  b e n e f i t s :  a o n e - t i m e ,  s i x  month 
d e l a y  i n  t h e  c o s t - o f - l i v i n g  a d j u s t m e n t  and s u b j e c t i n g  t o  p e r s o n a l  
income t a x a t i o n  t h e  S o c i a l  S e c u r i t y  b e n e f i t s  r e c e i v e d  by t h o s e  

8 Long-range cost  and r e v e n u e  estimates a r e  e x p r e s s e d  as  a 
p e r c e n t  o f  a l l  wages and s a l a r i e s  s u b j e c t  t o  t h e  Social S e c u r i t y  
t a x .  A l ong- range  d e f i c i t  o f  2 .10  p e r c e n t  can be closed by 
i n c r e a s i n g  t h e  combined t a x  r a t e  by 2.10 p e r c e n t a g e  p o i n t s  above  
p r e v i o u s l y  s c h e d u l e d  l e v e l s  f o r  e a c h  of t h e  75 y e a r s  i n  t h e  
p r o j e c t i o n  p e r i o d .  ( S i n c e  t h e  combined r a t e  h a s  a l w a y s  been  
d i v i d e d  e q u a l l y  be tween employe r  and employee ,  t h i s  i m p l i e s  t h a t  
e a c h  would  pay  1.05 p e r c e n t a g e  p o i n t s  more.) 
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A s u b s t a n t i a l  p a r t  o f  t h e  l o n g - r a n g e  gap was closed by t h e  
c h a n g e s  e n a c t e d  to  close t h e  s h o r t - r a n g e  gap. What r e m a i n e d  was 
dea l t  w i t h  by i n c r e a s i n g  t h e  n o r m a l  r e t i r e m e n t  age f r o m  6 5  t o  67 
e f f e c t i v e  e a r l y  i n  t h e  2 1 s t  C e n t u r y .  Taken  toge ther ,  t h e  n e t  
l o n g - r a n g e  e f f e c t  o f  t h e  b e n e f i t  c h a n g e s  ( i n c l u d i n g  t a x a t i o n  o f  
b e n e f i t s )  p r o v i d e d  a b o u t  7 0  p e r c e n t  o f  t h e  amount  n e e d e d  w h i l e  
t h e  i n c r e a s e s  i n  p a y r o l l  t a x  r e v e n u e  s u p p l i e d  t h e  o t h e r  30 
p e r c e n t .  

T h e  Remain ing  U n c e r t a i n t i e s  

1983 l e g i s l a t i o n  are shown i n  T a b l e  4 .  The  75-year p r o j e c t i o n s  
u n d e r  t h e  i n t e r m e d i a t e  a s s u m p t i o n  se t  a r e  a t  t h e  t o p  a n d  c e n t e r .  
Costs are projected to  average 92,84  p e r c e n t  o f  t a x a b l e  p a y r o l l ,  
average to t a l  r e v e n u e s  are projected t o  b e  1 2 * 8 7  p e r c e n t  of 
p a y r o l l ,  and  t h e  t w o  are  e s s e n t i a l l y  b a l a n c e d .  

Cost and  r e v e n u e  p r o j e c t i o n s  i n c o r p o r a t i n g  t he  e f f e c t  o f  t h e  

The  f u l l  p i c t u r e  is n o t  q u i t e  a s  s imple as  t h i s  o n e  75 -yea r  
r e s u l t  impl ies ,  however .  U n c e r t a i n t i e s  i n c l u d e :  

0 Whethe r  e c o n o m i c  d e v e l o p m e n t s  d u r i n g  t h e  rest o f  t h e  
1980s w i l l  t u r n  o u t  t o  be a t  l ea s t  as  f a v o r a b l e  t o  
S o c i a l  S e c u r i t y  f i n a n c i n g  as  t h e  p r o j e c t i o n s  made e a r l y  
i n  1983 as sumed .  

o Whe the r  t h e  C o n g r e s s  w i l l  allow t h e  c a s h  b e n e f i t  t r u s t  
f u n d s  t o  a c c u m u l a t e  at t h e  r a t e  t h a t  t h e  p r o j e c t i o n s  
i m p l y  f o r  t h e  1990s and e a r l y  2 1 s t  c e n t u r y .  

0 How t h e  C o n g r e s s  w i l l  a d d r e s s  t h e  p r o j e c t e d  f i n a n c i n g  
s h o r t f a l l  i n  t h e  p a y r o l l  t a x - f i n a n c e d  Hospi ta l  
I n s u r a n c e  p rogram.  

0 How w e l l  f u t u r e  d e m o g r a p h i c  d e v e l o p m e n t s  t r a c k  t h e  
a s s u m p t i o n s  employed  i n  1983. 

0 How t h e  h i g h e r  costs  implied f o r  t h e  y e a r s  a f t e r  20'30 
are t o  be h a n d l e d .  

0 What c h a n g e s  m i g h t  be n e c e s s a r y  t o  address c o n c e r n s  
a b o u t  t h e  t r e a t m e n t  of women u n d e r  Social  S e c u r i t y .  

The  s h o r t - r a n g e  t a x  a n d  b e n e f i t  c h a n g e s  a d o p t e d  i n  1 9 8 3  were 
based on a n  e c o n o m i c  f o r e c a s t  t h a t  was s u b s t a n t i a l l y  more 
p e s s i m i s t i c  t h a n  those  employed  i n  1972 or  1977. T h e  economic  
a s s u m p t i o n s  used i n  1 9 8 3  a r e  shown i n  T a b l e  5 .  T h e  s e t  l a b e l e d  
" I n t e r m e d i a t e ( B )  was t h e  se t  c o n s i d e r e d  t o  be  t h e  most r e a l i s t i c ,  
b u t  t h e  l e g i s l a t ' i o n  w a s  d e v e l o p e d  so t h a t ,  a t  l e a s t  o v e r  t h e  n e x t  
3 5  y e a r s ,  f i n a n c i n g  a l s o  w o u l d  be a d e q u a t e  ( i f  j u s t  b a r e l y )  u n d e r  
t h e  set l a b e l e d  " P e s s i n i s t i c . "  T h e s e  a s s u m p t i o n s  d o  n o t  
c o n t e m p l a t e  economic  d e v e l o p m e n t s  as u n f a v o r a b l e  a s  those  of t h e  
l a t e  1 9 7 0 s  and e a r l y  198Os, b u t  t h e y  a s sume  f a r  more modest 
g r o w t h  i n  rea l  e a r n i n g s  l e v e l s  t h a n  occurred i n  t h e  1 9 6 0 s .  
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Whether t h e s e  a s s u m p t i o n s  p r o v e  r e a l i s t i c  w i l l  be  a major f a c t o r  
in d e t e r m i n i n g  w h e t h e r  t h e  1983 l e g i s l a t i o n  w i l l  a c t u a l l y  b r i n g  
a n  e n d  t o  t h e  r e c e n t  short-term f i n a n c i a l  crises i n  t h e  p r o g r a m ,  

The  d a t a  i n  T a b l e  4 also r e v e a l  how t h e  p r o j e c t e d  f i n a n c i a l  
r e s u l t s  d i f f e r  f rom o n e  25 -yea r  period to  a n o t h e r .  The  p a y r o l l  
t a x  r a t e  now s c h e d u l e d  be i n  e f f e c t  i n  t h e  cash b e n e f i t  program 
a f t e r  t h e  y e a r  1990 is h i g h e r  t h a n  t h e  r a t e  r e q u i r e d  f o r  
c u r r e n t - c o s t  f i n a n c i n g ,  w h e r e a s  u n d e r  e i t h e r  t h e  i n t e r m e d i a t e  o r  
p e s s i m i s t i c  a s s u m p t i o n s ,  t h e  r a t e  s c h e d u l e d  f o r  t h e  p e r i o d  
2033-2057 is less t h a n  e u r r e n t - c o s t  f i n a n c i n g  would r e q u i r e .  T h e  
7 5 - y e a r  b a l a n c e  u n d e r  t h e  i n t e r m e d i a t e  a s s u m p t i o n  set r e q u i r e s  
t h e  a c c u m u l a t i o n  of l a r g e  s u r p l u s e s  i n  t h e  p e r i o d  1990 to 2 0 1 5 ;  
t h e s e  s u r p l u s e s  a re  t h e n  d r a w n  down t o  c o v e r  a n n u a l  d e f i c i t s  i n  
t h e  years 2033 t o  2057. Under  t h e s e  a s s u m p t i o n s ,  t h e  a c c u m u l a t e d  
b a l a n c e  i n  t h e  c a s h  b e n e f i t  t r u s t  f u n d s  rises to  l e v e l s  
u n p r e c e d e n t e d  i n  t h e  h i s t o r y  of t h e  p r o g r a m .  By 2 0 1 5 ,  t h e  
b a l a n c e  is projected t o  b e  a b o u t  25 p e r c e n t  of t h e  g r o s s  n a t i o n a l  
p r o d u c t . 1 2  
a l low a c c u m u l a t i o n  o f  s u r p l u s e s  of t h i s  m a g n i t u d e  when t h e y  i m p l y  
l e v y i n g  payro l l  t a x e s  a t  rates s u b s t a n t i a l l y  h i g h e r  t h a n  t h o s e  
r e q u i r e d  t o  f u l l y  f i n a n c e  c u r r e n t  b e n e f i t s .  

c u r r e n t l y  p r o j e c t e d  f i n a n c i a l  s i t u a t i o n  i n  t h e  p a y r o l l  
t a x - f i n a n c e d  Hospi ta l  I n s u r a n c e  p r o g r a m .  T h a t  p rogram i s  now 
p r o j e c t e d  t o  e n c o u n t e r  f i n a n c i n g  d i f f i c u l t i e s  b e g i n n i n g  i n  t h e  
l a t e  7980s and  u n d e r  a l l  t h r e e  a s s u m p t i o n  sets i t  f a c e s  a 
s u b s t a n t i a l  d e f i c i t  o v e r  t h e  n e x t  25  y e a r s .  I t  is e n t i r e l y  
poss ib l e  t h a t  a f u t u r e  C o n g r e s s  w i l l  d ec ide  t o  c o v e r  a p a r t  of 
t h e  d e f i c i t  c u r r e n t l y  p r o j e c t e d  i n  t h e  H I  proqram by r e a l l o c a t i n g  
a p o r t i o n  of t h e  p a y r o l l  t a x  r e v e n u e s  now s c h e d u l e d  t o  go i n t o  
t h e  cash b e n e f i t  program a f t e r  1990.  

I t  r e m a i n s  t o  be s e e n  w h e t h e r  f u t u r e  C o n g r e s s e s  w i l l  

One r e a s o n  s u c h  large s u r p l u s e s  miqht:  n o t  ma te r i a l i ze  is t h e  

The  d a t a  i n  T a b l e  4 a lso  i l l u s t r a t e  how s e n s i t i v e  t h e  
l o n g - r a n g e  f i n a n c i a l  p i c t u r e  is t o  t h e  e c o n o m i c  and  d e m o g r a p h i c  
a s s u m p t i o n s .  Over  t h e  n e x t  7 5  y e a r s ,  t h e  system would be i n  
p e r f e c t  f i n a n c i a l  b a l a n c e  i f  t h e  i n t e r m e d i a t e  a s s u m p t i o n s  p r o v e  
v a l i d .  B u t  i f  t h e  op t imis t ic  a s s u m p t i o n s  p r o v e  t o  be t h e  more 
a c c u r a t e ,  t h e  s y s t e m  w i l l  be  o v e r - f i n a n c e d  by almost 3 p e r c e n t  of 
pay ro l l ;  w h e r e a s  i f  t h e  p e s s i m i s t i c  a s s u m p t i o n s  p r o v e  to be t h e  
more a c c u r a t e ,  i t  w i l l  be  u n d e r - f i n a n c e d  b y  an a v e r a g e  of 3.5 
p e r c e n t  of t a x a b l e  p a y r o l l .  N o  o n e  c a n  know w h a t  t h e  a c t u a l  

Ca lcu la t ed  f rom U.S. C o n g r e s s  (1983b) T a b l e s  30 and  3 2 .  
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- -  
f u t u r e  e x p e r i e n c e  w i l l  be  o r  e v e n  i f  it w i l l  be w i t h i n  t h e  r a n g e  
c u r r e n t l y  p r o j e c t e d . l 3  T h u s ,  i n  f u t u r e  y e a r s ,  a s  a c t u a l  
e x p e r i e n c e  d i v e r g e s  from t h e s e  p r o j e c t i o n s  ( w h i c h  i t  u n d o u b t e d l y  
w i l l )  o n e  mus t  e x p e c t  t h a t  c u r r e n t l y  s c h e d u l e d  b e n e f i t s  o r  t a x e s  
w i l l  h a v e  t o  be m o d i f i e d .  

Even i f  t h e  i n t e r m e d i a t e  p r o j e c t i o n s  t u r n  o u t  t o  b e  e n t i r e l y  
a c c u r a t e  p r e d i c t i o n s  o f  f u t u r e  e v e n t s ,  n o t i c e  t h a t  a d a y  of 
r e c k o n i n g  f a c e s  t h e  program i n  t h e  m i d d l e  of t h e  2 1 s t  c e n t u r y .  
I n  t h e  t h i r d  25-year  per iod,  costs e x c e e d  r e v e n u e s  by  a n  average 
of 2.08 p e r c e n t  of p a y r o l l .  T h u s ,  t h e  system is r u n n i n g  a 
s u b s t a n t i a l  d e f i c i t  i n  e a c h  y e a r  a f t e r  a b o u t  2030.  By 2057 ,  t h e  
reserves a c c u m u l a t e d  i n  t h e  1990s and  t h e  e a r l y  pa r t  of t h e  2 3 s t  
c e n t u r y  will h a v e  b e e n  e x h a u s t e d ,  a n d  a d j u s t m e n t s  w i l l  h a v e  to  be 
made i n  e i t h e r  b e n e f i t  l e v e l s  or t a x  r a t e s  i n  order t o  m a i n t a i n  
f i n a n c i a l  balance. Also, when 75 year cost  estimates a re  
released i n  f u t u r e  years,  t h e y  w i l l  show g r a d u a l l y  i n c r e a s i n g  
d e f i c i t s  e v e n  i n  t h e  h i g h l y  u n l i k e l y  e v e n t  t h a t  t h e  e c o n o m i c  and  
d e m o g r a p h i c  a s s u m p t i o n s  are  n e v e r  a g a i n  c h a n g e d .  T h i s  is 
b e c a u s e ,  over time, the 75-yea r  p r o j e c t i o n  is a r o l l i n g  a v e r a g e  
of p r o j e c t e d  r e s u l t s  for  i n d i v i d u a l  y e a r s ,  As time g o e s  o n ,  n e a r  
term y e a r s  of p r o j e c t e d  s u r p l u s  w i l l  d r o p  o u t  o f  t h e  r o l l i n g  
a v e r a g e  a n d  b e  replaced b y  y e a r s  of d e f i c i t  i n  t h e  period a f t e r  
2055. 

F i n a l l y ,  c e r t a i n  a s p e c t s  o f  t h e  t r e a t m e n t  of women u n d e r  
Social  S e c u r i t y  r e m a i n  c o n t r o v e r s i a l . 1 4  I n  t h e  1977 f i n a n c i n g  
l e g i s l a t i o n ,  C o n g r e s s  a s k e d  t h e  S e c r e t a r y  o f  H e a l t h ,  E d u c a t i o n ,  
and  W e l f a r e  t o  s u b m i t  a s t u d y  o f  ways i n  wh ich  t h e  s y s t e m  c o u l d  
b e  a d j u s t e d  t o  address  some o f  t h e s e  c o n c e r n s .  I n  t h e  1983  
l e g i s l a t i o n ,  C o n g r e s s  a s k e d  t h e  S e c r e t a r y  f o r  a n o t h e r  s t u d y  wh ich  
would a d d r e s s  i m p l e m e n t a t i o n  i s s u e s  i n v o l v i n g  o n e  of t h e  more 

13 I n  t h i s  regard,  l o o k i n g  a t  p a s t  p o p u l a t i o n  p r o j e c t i o n s  is 
r e v e a l i n g .  For e x a m p l e ,  i n  1943  t w o  C e n s u s  B u r e a u  d e m o g r a p h e r s  
p r o j e c t e d  t h a t  by 1980 t h e  p o p u l a t i o n  o f  t h e  U n i t e d  S t a t e s  would 
r a n g e  from a low o f  145.8 m i l l i o n  t o  a h i g h  of 179.4 m i l l i o n  
(War ren  S .  Thompson a n d  P. K .  W h e l p t o n ,  1 9 4 3 ) .  I n  1958 ,  t h e  
C e n s u s  B u r e a u  projected a 1980 p o p u l a t i o n  r a n g i n g  f rom 230.8 
m i l l i o n  t o  272.6 m i l l i o n  ( U . S .  B u r e a u  of t h e  C e n s u s ,  1958 ,  p . 2 ) .  
The a c t u a l  1980 p o p u l a t i o n  w a s  227.7 m i l l i o n  and f e l l  o u t s i d e  o f  
t h e  r a n g e  o f  b o t h  p r o j e c t i o n s .  I n  c o n t r a s t  to  Social  S e c u r i t y ' s  
7 5 - y e a r  p r o j e c t i o n  p e r i o d ,  these t w o  p r o j e c t i o n s  were made f o r  
j u s t  37 and  22 y e a r s .  

l 4  Space does n o t  p e r m i t  d i s c u s s i o n  of a l l  o f  t h e  c o n c e r n s  t h a t  
h a v e  b e e n  e x p r e s s e d  o r  of t h e  v a r i o u s  p r o p o s a l s  d e s i g n e d  t o  
a d d r e s s  t h e m .  I n t e r e s t e d  readers  a re  r e f e r r e d  to  R i c h a r d  v. 
B u r k h a u s e r  and  Karen  C .  Holden ( 1 9 8 2 )  o r  U.S. A d v i s o r y  C o u n c i l  o n  
S o c i a l  S e c u r i t y  ( 1 9 7 9 ) .  

. 



popular approaches to 
possible to say what, 

addressing these concerns. It is not 
if anythinq, will be done to address these 

concerns or when action rnight be taken. It is reasonable to 
expect, however, that if any actions are taken they will have the 
effect of increasing the cost of the program, at least for a 
measurable period of time. Such changes thus would require 
reconsideration of the financing arrangements for the proqram. 

Financial Soundness of Social Security 

The uncertainty inherent in projecting Social Security's 
financial status does not necessarily imply that the financial 
status of the program is suspect, however. The purpose of 
projections is to allow decision makers to make the most informed 
decisions possible and to inform decision makers of the emerginq 
consequences of past decisions. Since the projections are not 
always accurate, one must expect that the provisions enacted in 
one year may well have to be altered in a subsequent year. 

The need for periodic modification of tax and benefit 
schedules is not so much an indication that something is wrong 
with Social Security as it is an indication that we live in an 
uncertain world and our institutions must be flexible enough to 
adjust to a changing environment. The assurance of financial 
solvency in Social Security rests not on the results of the 
financial projections being made in any particular year; rather, 
it rests with the will of the Conqress to make the changes 
required when the projections suggest the need for change. The 
1979 Advisory Council on Social Security argued that: 

"The ultimate financial strength of social security, 
however, rests not on these projections, but on the 
sustained commitment of the American people, expressed 
through their elected representatives, to levy the taxes 
necessary to pay for benefits. The council finds no 
evidence that this commitment is waning or that the tax 
structure necessary to financed benefits durinq the next 75 
years will be excessively burdensome. It is on this 
basis that the council finds that social security is soundly 
financed . " 1 5 

'5 U.S. Advisory Council on Social Security (19791 ,  p. 1 4 .  
Although a discussion of the various arguments is beyond the 
scope of this paper, it must be noted that not all informed 
observers agree with the finding of no evidence that the future 
tax structure will be excessively burdensome. In general, those 
who disagree prefer a set of long ranqe benefit promises which 
are less qenerous than those currently legislated. This can be 
viewed as a debate aver the best way in which to p l a n  in an 
uncertain world. 
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C o n c l u s i o n  

The f i n a n c i a l  s t a t u s  of t h e  Soc ia l  S e c u r i t y  p r o q r a m  is  q u i t e  
s e n s i t i v e  t o  u n d e r l y i n g  e c o n o m i c  and  d e m o g r a p h i c  d e v e l o p m e n t s ;  
t h e  f o r m e r  a r e  t h e  more i m p o r t a n t  i n  d e t e r m i n i n g  s h o r t e r - r a n g e  
f i n a n c i a l  h e a l t h  w h i l e  t h e  l a t t e r  a r e  p o t e n t i a l l y  t h e  more 
i m p o r t a n t  i n  d e t e r m i n i n g  t h e  l o n q e r - r a n g e  f i n a n c i a l  p i c t u r e .  The  
r e c e n t  series o f  s h o r t - t e r m  f i n a n c i a l  c r i s e s  i n  S o c i a l  S e c u r i t y  
are l a r g e l y  t h e  r e s u l t  o f  t h e  u n f o r e s e e n  u n f a v o r a b l e  e c o n o m i c  
e n v i r o n m e n t  s i n c e  t h e  e a r l y  1970s.  Had t h e  economy p e r f o r m e d  
s i n c e  1972 i n  a manner  s imi l a r  t o  i t s  p e r f o r m a n c e  i n  t h e  t w e n t y  
y e a r s  p r ior  to  1972,  it is l i k e l y  t h a t  no  s h o r t - t e r m  f i n a n c i a l  
problems would h a v e  o c c u r r e d .  A l t e r n a t i v e l y ,  had  w e  b e e n  ab le  t o  
project f u t u r e  e c o n o m i c  p e r f o r m a n c e  a c c u r a t e l y  i n  1972 and  1977,  
t h e  t a x  and  b e n e f i t  s c h e d u l e s  would most l i k e l y  h a v e  b e e n  se t  a t  
l e v e l s  t h a t  p r o d u c e d  f i n a n c i a l  b a l a n c e ,  t h e r e b y  also a v o i d i n g  t h e  
r e c e n t  crises.  

The  l o n q e r - r a n g e  f i n a n c i a l  problem is t h e  r e s u l t  o f  t h e  p r o j e c t e d  
f u t u r e  e f f e c t  of t h e  c o n t i n u a t i o n  of r e c e n t  d e m o g r a p h i c  t r e n d s .  
The  p r o b l e m s  f i r s t  appeared a b o u t  t e n  y e a r s  ago l a r g e l y  b e c a u s e  
it was only a b o u t  10 y e a r s  ago t h a t  f e r t i l i t y  r a t e s  d r o p p e d  below 
t h e  r e p l a c e m e n t  l e v e l  i n  t h i s  c o u n t r y  a n d  only about  1 5  y e a r s  ago 
t h a t  m o r t a l i t y  r a t e s  resumed t h e i r  o l d e r  t r e n d  d e c l i n e .  I f  t h e  
r e c e n t  t r e n d s  i n  f e r t i l i t y  and  m o r t a l i t y  p r o v e  t o  be n o t  
r e p r e s e n t a t i v e  o f  d e v e l o p m e n t s  i n  t h e  res t  o f  t h i s  c e n t u r y  and  
t h e  b e g i n n i n g  o f  t h e  n e x t  c e n t u r y ,  t h e  l o n g e r - r a n g e  f i n a n c i n g  
p i c t u r e  f o r  S o c i a l  S e c u r i t y  w i l l  be  a l t e r e d  a q a i n .  

C o n g r e s s  a c t e d  i n  1983 t o  restore b a l a n c e  t o  t h e  s y s t e m ,  
b o t h  i n  t h e  s h o r t - r u n  a n d  i n  t h e  l o n q - r u n .  B u t  h i s t o r y  teaches 
u s  t o  e x p e c t  t h a t  f i n a n c i a l  b a l a n c e  w i l l  n o t  be p r o d u c e d  
p e r m a n e n t l y  by  o n e  l e g i s l a t i v e  ac t .  W e  m u s t  e x p e c t  t h a t  
p r o j e c t i o n s  made i n  f u t u r e  y e a r s  w i l l  n o t  look l i k e  those b e i n q  
made now and t h a t  f u t u r e  C o n g r e s s e s  w i l l  be ca l led  upon t o  make 
f u r t h e r  a l t e r a t i o n s  i n  t h e  p r o g r a m  t o  a d j u s t  t o  t h e s e  f u t u r e  
p r o j e c t i o n s .  
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Table 1 .  Historical Behavior of 
Prices and Average Covered Earnings 

OASDI 
Percent Percent Res e rv e 

Change in Change in Real Wage Ratio 
Covered Consumer Differential" End of 

Year Earn ing s Prices (percent) Period** 

1960-64 3.4% 
1965-69 5.4 
1970-72 5.7 
1973-77 7.4 
1978-82 8.0 

a - 3 %  2,l 
3.4 2 - 6  
4.5 1.2 
7*7 -0.3 
9*7 -1.7 

1108 
103 
80 
37 

7***  

* arithmetic difference 
** reserves as a percent of subsequent year's total expenditure 
*** e x c l u d e s  reserves borrowed from HI trust fund 

Source: U.S. Congress (1983b), Tables 10 and 14 and Social 
Security Bulletin, Annual Statistical Supplement, Table 16, 
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TABLE 2 

Historical Demographic Trends  and Projections 
Used for  1983 Trustees Report 

Life Expectancy at Age 65 

Covered 
Total Workers per 

Year Rate Male Female Beneficiary 
Fertility OASDl 

1940 
1950 
1960 
1470 
1980 

2GGC 
2030 
2060 

2000 
2030 
2G6G 

20G0 
2G3G 
206G 

2.2 3 
3.03 
3.61 
2.43 
1.85 

1-66 
1.60 
1.60 

1 .?6 
2.00 
2.00 

2.1 8 
2.30 
2.30 

Historical 

11.9 
12.8 
12.9 
13.1 
14.0 

Pessimistic Projections 

16.2 
19.2 
21.7 

Intermediate (8) Projections 

15.7 
16.8 
17.9 

Optimistic Projections 

14.8 
15.4 
16.0 

13.4 
15.1 
15.9 
17.1 
18.3 

22.1 
24.9 
27.7 

20.2 
22.2 
23.6 

19.6 
20.4 
21.2 

-- 
16*5  

5 .  I 
3 .7  
3.3 

3.1 
1.7 
1.3 

3.3 
2. I 
2.0 

3.6 
2 . 5  
2.7 

~~ ~ 

Source: rJ.S. Congress (3983b), Tables 1 1  and 28. 
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Estimated Reduction in Projected OASDI Deficits f rom Major Changes 
Enacted in 1983 

Provision 

Cumulat ive 
Effect  
1983-89 

(billions) 

7FYear 
Effect 

(percent of 
taxable 
payroil) 

Increase Payroll Taxes 
Extend Coverage 
Transfer  Gil i tary Service Credi tsa  
Fax  Benefits 
Delay COLA Adjustment 
Raise  Ret i rement  Age 
Increase Delayed Ret i rement  c red i t  
All Other  

$ 5 7 . 9  
25.0 
17.7 
26 ,6  
39.4 -- 
e- 

-0.4 

b 
Total $+ 166.2 

c 0 Z Z R  
0.44 
0.01 
0.61 
0.30 
0.71 

-0.1G 
-0.04 

+ Z . C 4 C b  

Source: Svahn and Ross (1983) Tables I and 4. 

a. Includes $1-6 billion for cost  of previously issued Social Security checks tha t  
were never negotiated. 

Individuai i t ems  do not sum to the total  because of interactions between 
provisions. 

b. 
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1983 7ZYear OASDI Income and Expenditure Projections (Average annual total 
Projected Income and Expenses as a Percent of Projected Taxable Payroll) 

Assumption Set 
--s 

Pessimistic Intermediate (fs) Optimistic 

Old-Age, Survivors and Disability Insurance (OASDI) 

Full 75 years (1983-2057) 
Average Cost 
Average Income 
Ealance 

First 25 years (1483-2007) 
Average Cost 
Average Income 
Balance 

Second 25 years (2008-2032) 
Average Cost 
Average Income 
Balance 

Third 25 years (2033-2057) 
Average Cost 
Average Income 
Balance 

25 years (1983-2007) 
Average Cost 
Average Income 
Balance 

16.56 
13.04 
-3.51 

11.44 
12.53 
+1.08 

12.84 
12.67 
+o .02 

10.66 
12.3G 
+ I  .83 

15.50 12.64 
13.08 12.95 
-2.42 -+ .32 

22.73 15.23 
13.52 13.15 
-9.21 -2.GS 

Hospital Insurance (HI) 

5.38 4.11 
2.87 2.87 

-2.51 -1.24 

9.21 
12.73 
+2.52 

9.22 
12.45 
- 3  - 2 3  

9 - 8 0  
12.83 
+3.03 

10.42 
12.91 
c 2 . 4 9  

3.21 
2.87 
-0.34 

Source: U.S .  Congress  (1983b), Table 31 and U.S. C o n g r e s s  
( 1 9 8 3 a ) ,  Table 1 1 .  



TABLE 5 

Economic Asqumptions Used €or t h e  1983 Legislation 
i 

Abetage” Real 
Covered Wage interest 

Year Real GNP Earnings Crla Uif ferential Rate Unemploymcn t Rate 

I Y60-69 
1970-7 I 
1972-76 
1977-82 

1983 - 89 

2000 and beyond 
1990-95 

1983-89 
1990- 1995 
2000 and beyond 

4.20 
I .58 
2.97 
2.15 

2.47 
2.37 
2.10 

3.1 8 
2.77 
2.60 

Historical 

4.40 2.34 2.06 
4.90 5.10 -0.20 
7.28 7.03 0.25 
7.99 9.1 7 -1.18 

Pessimistic Projections 

6.09 5.x9 0.20 
6.1 2 5.00 1.12 
6.00 5.00 1 .oo 

Intermediate (R) Projections 

5.26 4.30 0.94 
1.57 4.00 I .57 
3.50 4.00 1 a 50 

Optimistic Projections 

1983-89 4.60 5.24 2.97 2.27 
P 990-95 4.1 5 ‘1.95 2.00 2.95 
2000 and beyond 3.40 4.50 2.00 2.50 

4.45 
6.65 
G.90 
10.23 

8.54 
6.72 
6.60 

7.08 
6.12 
6.10 

6.15 
5.10 
5.10 

4.75 
5.40 
6.51 
7.2 3 

9. I4 
6.78 
6.50 

8.1 7 
5.88 
5.50 

7.33 
4.48 
4.00 

S o u r c e :  U.S. C o n g r e s s  (9983b) ,  Table 18. 
a .  Average a n n u a l  i n c r e a s e s .  
b. Arithmetic difference between earnings and price g r o w t h  rates. 
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