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In the next few years, the Qd Age and Survivors (OASI)
trust fund--the largest of the three funds that finance Social
Security—is likely to experience some financial problems. The
main causes of OASI's anticipated difficulties are continuing
high inflation, rising unenpl oynent, and slow economc grow h.
The problens foreseen now are simlar to those that the cBo
projected in July 1979. A that time, CBO's estinates indicated
a potential problem in the QA trust fund in 1983 or 1984
Lhfortunately, that assessment was based on a sonewhat brighter

economc outlook than CBO now forecasts.

Present estimates indicate that the QA fund may exper-
ience financing problens as soon as the beginning of fiscal year
1982 (that is, in fact, at the end of calendar year 1981). In
order to assist the Cormttee in dealing with these problens, ny
testinony today wll concentrate on the short-run situation.
Specifically I wll discuss:

0 CBO's current estimates of the financial positions of

the three Social Security trust funds—OASI, Hbspital
Insurance (HI), and Osability Insurance (DI);

o The inpact of recent devel opnents in the econony and the
economc outlook for the trust funds; and

0 The Administration's proposal for fund-to-fund borrow-
i ng.

QURRENT ESTI MATES OF THE FI NANO AL PCH T1 ONS
Gk THE SO AL SEOR TY TRUST FUNDS

Both (BO and the Admnistration estinate that the overall

solvency of the Social Security system wll inprove over the



next five years, but _hat the oasr fund wll encounter some
difficulties. Over the five-year period from fiscal year 1981
through 1985 the overall Social Security program (including
Medi care) is expected to receive about $23 billion nore in tax
revenues and interest than will be spent. Athough the cambined
trust fund balance wll grow the balance as a percent of out-
lays is expected to fall. The financial situations of the three
separate Social  Security trust funds differ substantially,
however. Qutlays fromthe OAS fund wll exceed revenues. A
the beginning of fiscal year 1980, the CAS trust fund bal ance
reached a level that equaled almost 27 percent of anticipated
outlays; this balance could fall to about 9 percent by the start
of fiscal year 1982 and to less than 2 percent by the start of
fiscal year 1983 (Table 1 displays these projections.)

Shortly thereafter, QAS balances are likely to becone negative.

A a mninum the trust funds need a balance of 9 to 12
percent of yearly outlays at the start of the year to guarantee
that the systemw !l be able to neet all that year's nonthly
paynents in a tinely fashion. The OAS trust fund bal ance
probably wll not becone negative before fiscal year 1983, but
it is likely to fall below the level needed to neet nonthly

paynents early in fiscal year 1982.



TABLE 1. ACTUAL AND PROECTED SOCIAL SEORTY TRBT FUND
BALANCES AT BEGINNING G FI SCAL YEAR AS A PERCENT COF
QJTLAYS FAR THE YEAR FCR THE QASl, O, H TRBT FUNDS,
AND FCR THE GOMBI NED OASDI AND OASDHI TRUST FRUNDS:  IN
PERCENTS, TO H SCAL YEAR 1985 AND 1990

| ndi vi dual
and Combined
Trust Funds 1980 1981 1982 1983 1984 1985 1990

OASI 26.7 189 9.2 14 a a a
D 36.1 4.4 49.3 5.1 70.8 8.9 203.7
H 57.6 584 685 8.5 8.5 9%U5 101.6
A0 2r.9 21.8 14.3 8.8 51 30 23.6
QASH 32.7 216 23.2 20.9 198 196 40.2

SORE Based on CBO's January 1980 economic assumptions.

a.  Negative bal ance.

In contrast to QAS, balances in the O and H funds are
likely to grow steadily during the next five years. The bal ance
inthe O trust fund at the beginning of fiscal year 1980 was 36
percent of estinated outlays. Prinarily as a result of the
large increase in taxes earnarked for this fund by the Social
Security Arendnents of 1977 (PRublic Law 95-216) and al so because
of recent declines in the gromth rate of disability benefit
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payments, the DI trust fund balance is projected to increase to
alnost 86 percent of outlays by the beginning of fiscal vyear
1985. [DOisability benefit paynents, however, have been difficult
to predict in recent years, and any unexpected increase in
disability paynents over the next five years (for exanple,
related to a nore severe economc downturn than is now expect ed)

could reduce the O fund's bal ances.

Smlarly, the balance in the H trust fund at the
beginning of fiscal year 1980 was alnost 58 percent of
anticipated outlays and is expected to rise to almost 95
percent of outlays by the start of fiscal year 1985 The
growng balances in this fund result largely from increases in
the covered earnings base legislated in the 1977 Amendnents,
continuing increases in the H tax rate, and sonewhat slover

growth in hospital expenditures than was previously anticipated.

In short, while the O and H trust funds are not expected
to experience difficulties under <CBO's current economc
projections, the oasi fund could fall far below acceptable

[evels in the near future.

THE ECONOMIC OUTLOOK AND TRUST FUND SO VENCY

Social Security revenues and benefit paynents, and thus
trust fund bal ances, depend in the short run on both the rate of
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inflation and the extent of unemployment. (onsequently, fore-

casts of trust fund balances are significantly affected by

projections of general economc conditions.

The connection between trust fund and general economc
forecasts was particularly evident in January 1979, when CBO
and the Admnistration issued forecasts that were quite
different. (Table 2 displays this contrast.) A that tine, the
Admnistration projections, in anticipation of the nandated
goals of the Hunphrey-Hawkins Act, showed that inflation would
decline quickly and reach 3 percent by 1983  The unenpl oynent
rate was shown to decline to 4 percent by 1984  Had those
expectations been realized, the oasi trust fund would not have

experienced financial difficulties.

In contrast, CBO forecast that the rate of inflation would
be significantly higher and would remain over 6 percent in
1983.  Unenpl oynent was projected by to rise in 1980 and
then to decline slowy, renaining above 5 percent through 1984.
Even though these economic assunptions were less optimstic than
the Administration's, (BO a so expected that the OAS trust fund

woul d not encounter financial difficulties.



TABLE 2. ACTUAL AND PROJECTED CBO AND ADM N STRATION EGONOM C
ASSUMPTIONS AS GF JANUARY 1979 AND JANUARY 1980: IN
PERCENTS, TO CALENDAR YEAR 1985

1979 1980 1981 1982 1983 1984 1985

January 1979 Assunptions

Inflation@
B0 82 76 69 66 63 58 e
Admini stration 75 64 52 41 30 27 e
Unemployment
B0 _ 62 68 66 62 59 55 ¢
Admni stration 60 62 57 49 42 40 e
January 1980 Assunptions
Inflation
CBOA 12.64 96 93 88 82 79 76
AdministrationC 13.2d 104 86 78 72 64 57
UnemploymentP
B0 | _ 5.9 70 80 78 71 64 6.0
Adnmini stration 5.9d 70 74 68 59 51 43

a.  Percent change in the Gonsuner Price Index from precedi ng
fourth quarter to fourth quarter.

b. Average for the cal endar year.

Cc. Percent change in the CGonsuner Price Index from preceding
Decenber to Decener.

d.  Actual.

e. Not forecast.



I'n January 1980, cBo and the Admnistration forecast a more
simlar financial position for the trust funds--largely because
of greater agreenent in short-term economc projections. Both
BOand the Admnistration project that the oast trust fund wll
experience an inadequate balance in 1982 and a negative bal ance

in 1983

Even though there is wdespread agreenent anong economc
forecasts that inflation wll be high and that the unenpl oynent
rate wll rise in 1980, the outlook is by no neans certain.
Forecasts of these variables are uncertain and, as we have seen
during the last few years, even when there is considerable
agreenent anong the forecasts, they may not be realized. (e
reason is that nany events wth inportant inplications for
prices and output lie outside the range of economc fore-
casting. Assunptions about energy and food prices, for exanple,
depend upon unpredictable elenents such as world politics and
weat her  condi tions. Even decisions that are subject to
governnent control~--such as nonetary and energy policy or
defense expenditures (for exanple, the response in US defense
outlays to the current events in Iran and Afghanistan)--cannot

be predicted wth nuch confidence.

Another najor cause of uncertainty in any current forecast
is that the behavior of consuners and businesses has proved
unpredictable in times of high inflation. For exanple, the (BO
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forecast assunes that saving rates wll rise gradually but
remain at low levels over the next two years. A change in
consuner attitudes leading to sharply increased saving woul d be
beneficial in terns of |ong-run economc growh. In the short-
run, however, shar.ply increased saving is likely to produce
slower economic growth. Gonversely, if consuners expect infla-
tion to accelerate, they may increase their current spending by

draw ng down savings, thus postponing the expected recession.

These economic uncertainties affect the projections of both
trust fund outlays and revenues. The rate of inflation is the
nmost inportant economc factor affecting trust fund outlays
because Social Security benefits are indexed. In June of each
year, benefits are increased automatically (that is, indexed) by
the gromth in the Gonsuner Price Index (cpr) over the past
year. For exanple, both ¢Bo and the Admnistration expect the
June 1980 benefit increase to be about 13 percent.  Each addi-
tional percentage point rise in the (A increases outlays by
more than $1 billion in the followng fiscal year. Snce noney
wages tend to increase along wth inflation, payroll taxes and
trust fund revenues also tend to increase only slightly less
than outlays. Athough the dollar anount of the trust fund
balances wll remain approximately the sane as a result of
higher inflation, the balances as a percent of outlays actually

decl i ne.



Trust fund revenues depend on the level of total taxable
wages and salaries paid in the econony, so they are al so sensi-
tive to economc assunptions. For exanple, growh in money
wages is likely to slow when economc growh is low even if
unenpl oynent does not rise, as has been the situation in recent
years. And, when unenpl oynent does go up, not only are fewer
peopl e enployed, but also the growth rate of money wages tends
to slow further. Both these factors reduce payroll tax
receipts. Mreover, after a period of tine, sone unenployed
workers becone eligible for benefits and find collecting QAS or
DI benefits a desirable alternative in the light of poor |abor
narket conditions. Thus, outlays also increase slightly in

times of hi gh unenpl oynent.

THE ADMINISTRATION'S PROPOSAL

The Admnistration is proposing that the three trust
funds--0AsI, D, and Hi—be allowed to borrow from each ot her
when the balance of any one falls below a critical level. The
“critical level" proposed is 25 percent of outlays in the
preceding 12 nonths. The amount of allowable borrowng nay
vary, but it nust not exceed the anount that would raise the
borrowng fund's balance to 25 percent of outlays in the
preceding 12 nonths. Repaynent, wth interest, would be
required;, it would occur when the bal ance of the borrow ng fund
exceeded 30 percent of outlays in the preceding 12 nonths.
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Interest would be set at the rate the lending trust fund woul d
have earned by investing in obligations of the federal govern-

nent .

If the OAS trust fund borrowed enough to maintain a
balance at the beginning of the fiscal year equal to 25 percent
of the previous year's outlays, CBO estimates that approxi nately
$60 billion would be borrowed during fiscal years 1981 to 1985,
an anount equal to alnost 8 percent of outlays during the sane
peri od. (CBO's projections are presented in Table 3.) An
additional $30 billion could be borroned by the end of fiscal
year 1990, approxinately 2 percent of outlays during fiscal
years 1986 to 1990. This borrowng would have no budgetary
inpact in the aggregate, but it would affect the individual

trust funds.

The b1 trust fund alone is not expected to have sufficient
bal ances to meet these borrowng needs. The OAS trust fund
woul d probably also have to borrow fromthe H trust fund in
fiscal years 1982 to 1985 It appears, however, that the H
loans could be repaid, wth interest, fromthe O trust fund

by fiscal year 1990.
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TABLE 3. PROJECTED ESTIMATES OF OASI BORROWING ON CCTGBER 1

FROM O, AND SUBSEQUENTLY HI, TRUST FUNDS TO MAI NTAI N
BALANCE AT BEA NN NG GF YEAR GF 25 PERCENT GF PREM A5
YEAR'S QUILAYS. TO H SCAL YEAR 1990, IN BILLIONS OF

DALARS
Amount Amount

Bor r ow ng Bor r oved Borroned  Anount Repaid

by @S Fund from from toH Fund
Year for the Year D Fundb H Fund fromD Fund
1981 3.1 31
1982 14.6 2.3 12.3 -
1983 14.6 3.0 116 o
1934 14.0 3.6 10.4 —
1985 13.5 5.1 8.4
1986 7.8 7.8 — 3.0P
1987 4.1 4.1 —_ 10.8
1988 54 5.4 - 10.7
1989 4.7 4.7 — 13.1
1990 7.9 7.9 —_— 5.1€

SOURCE: Based on CBO's January 1980 economc assumptions.

NOTE Details nmay not add to totals because of rounding.

a.

Assunes that the D and H funds naintai n bal ances at | east
as large as 25 percent of their outlays of the previous
year.

This assunes that the anount by which the O trust fund
bal ance exceeds 25 percent of the preceding year's outlays
is used to repay the H fund.

Interest could also be paid to the H trust fund. In
fiscal year 1990, after lending the necessary amount to the
0AasI trust fund, repaying the renaining anount owed to the
H trust fund, and setting aside 25 percent of the previous
year's outlays, the DO trust fund would have available
additional funds fromwhich interest to the H trust fund
coul d be paid.



O the other hand, the oast fund could borrow less, for
example--only enough to ensure that all benefits could be paid
In a timely fashion. If the QAS trust fund borrowed enough to
raise its balance at the beginning of the fiscal year to 12
percent of its expected outlays during the year, borrowng
appears necessary at the beginning of 1982  Total borrow ng
during fiscal years 1981 to 1985 is expected to be about $40
billion or 5 percent of outlays during that period. Additional
borrowng during fiscal years 1986 to 1990 is estinated to be
about $17 billion, or slightly nore than 1 percent of outlays

during that period.

As before, the pI fund is not expected to be able to lend
al of these amounts to the QAS fund wthout the former's
bal ance falling below 12 percent of its expected outlays during
the year. Borrowng fram the H trust fund is anticipated in
1983, 1984, and 1985. Loans fromthe H fund could probably be
repaid fram the O trust fund, wth interest by 1988 (seeTable
4).

CONCLUDING CBSERVATI ONS

There are several other possible approaches to the OAS
trust fund's short-run difficulties. Amwng them the |[east
controversial possibility is to realign the payroll tax rates so
that a higher percentage would be alocated to the O and H
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TABLE 4. PRAOIECTED ESTIMATES C(F OASI BORROWING ON CCTGBER 1

FRCM DI, AND SIBSEQUENILY HI, TRUST FUNDS TO NMA NTAIN
BALANCE AT BEA NN NG GF YEAR GF 12 PERCENT CF BEXPECTED
QJILAYS TO H SCAL YEAR 1990, IN BILLIONS OF DOLLARS

Amount Amount

Bor row ng Bor r oved Borroned  Amount Repai d

by A Fund from from to H Fund
Year for the Year O Fungd H Fund fromDO Fund
1981
1982 3.8 3.8
1983 12.6 7.0 5.6
1984 11.9 4.0 7.9
1985 11.5 2.4 6.1
1986 5.5 9.5 5.5
1987 18 18 | 13.3
1988 2.8 2.8 0.80
1989 2.0 2.0
1990 4.7 4.7

SORXE Based on CBO's January 1980 economc assumptions.

NOTE My not add due to rounding.

a.

Assunes that the D fund maintains a balance at the
begi nning of each year at least as large as 12 percent of
the expected outlays.

Interest could also be paid to the H trust fund. A the
beginning of fiscal year 1988, after lending the necessary
anount to the QAS fund, repaying the H loan, and setting
aside 12 percent of expected outlays, the O fund is
expected to have available additional funds from which
interest to the H fund could be paid.
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trust funds. This approach was followed in the 1977
Amendments. Its disadvantage, however, is that it nmay need to
be repeated should the trust fund bal ances behave differently

fromthe nmanner anticipated.

Qher approaches entail nore fundanental reassessnents of
the Social Security system For exanple, the trust funds coul d
be nmerged, an alternative that would retain payroll tax
financing at the sane total |evel as under current law as woul d
fund-to-fund borronnng and realigning the tax rates.
Aternatively, sone form of general revenue funding--such as
borrownng from the general fund or countercyclical general
revenue financing--could be adopted. Q, an additional,
earnmarked source of revenues—such as a tax on gasoline or a
val ue added tax--could be found. These possibilities could be
conbined wth a reduced payroll tax rate. Hnaly, Social
Security benefits thenselves could be taxed, or benefit

reductions could be incorporated into the system

These last alternatives are likely to require extensive
consideration by the (ongress. In fact, one advantage to the
Administration's proposal for interfund borrowng is that it
woul d provide tine to develop and review other proposals for
dealing wth longer-run issues concerning the Social Security
system as well as solve the short-run financial problem In
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addition, the Administration's proposal would increase
flexibility to respond to different economc circunstances,
should current forecasts prove inaccurate, since different trust
funds have different sensitivities to economc conditions.
Thus, interfund borrowng would avoid the need to enact new

| egislation each time adjustments to the funds were required.
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APPENDIX TABLE

CBO PROJECTIONS OF SOCIAL SECURITY TRUST FUND BALANCES AT THE START OF THE
YEAR AS A PERCENT OF OUTLAYS TO FISCAL YEAR 1990

1981 1982 1983 1984 1985 1986 = 1987 1988 1989 1990

1980
OASI 26.7
DI 36.1
HI 57.6
OASDI 27.9

OASDHI 32.7

189 9.2 14 a a a a a a a

414 493 591 70.8 859 1168 1495 1766 1943 203.7
584 685 8.5 895 945 991 1058 1093 1081 1016
218 143 8.8 5.1 3.0 6.1 117 163 208 236
276 232 209 198 196 236 300 350 389 40.2

SOURCE: Basad on CBO's January 1980 economic assumptions.

a.  Negative baance.



APPEND X TABIE 2. CBO PROIECTIONS (F SO AL SEOR TY TRABT FUND BALANCES AT THE END GF THE
YEAR: TO HSCAL YEAR 1990, IN B LLIONS OF DALLARS

1980 1981 1982 1983 1984 1985 1986 1987 1988 1989 1990

OAST 29 12.7 2.1 -78 -170 -20.2 -194 -19.3 -17.9 -18.8 -5.0
DI 7.4 9.9 13.5 17.8 23.8 34.8 50.3 67.3 8.2 1053 131. 6
H 15.6 21.2 28.8 37.1 45. 3 54.8 67.6 80.6 92.4 100.9 104.8
OASDI 30.3 22.6 15.6 10.0 6.5 14.6 30.9 48.0 68.3 8.8 126.7

OASDHI 45.9 43.8 4.4 47.1 51.8 69. 4 98.5 128.6 160. 7 187.4 231.5

SORE Based on CBO's January 1980 economic assunptions.

NOTE Details nay not add to totals because of roundi ng.



APPEND X TABLE 3. (QOMPARISON G GBO AND ADMN STRATION PRQIECTED
ESTI MATES F SO AL SECURITY TRUST FUND BALANCES AT
BEA NN NG OF HSCAL YEAR AS A PERCENT F QJTLAYS.  TO
H SCAL YEARS 1985

1980 1981 1982 1983 1984 1985

I ndi vidual Trust Funds
Qd Age and Survivors
I nsurance (OASI)

CBOA %7 189 92 14 b b
Administration' sC %6 191 96 19 b b
Dsability
I nsurance (DI)
CBO? 6.1 414 493 5.1 70.8 8.9
Administration®sC 36.4 44.3 5.0 73.1 923 1131
Medi care (HI)
CBO2 57.6 58.4 685 80.5 8.5 A5
_ Administration's€ 57.8 59.2 71.0 8.0 1000 112.3
Gonbi ned Trust Funds
OASDI
CBO2 27.9 218 14.3 8.8 51 3.0
Administration' s€ 2.9 22.3 15.3 10.6 7.6 59
OASDHI
CBO2 327 27.6 23.2 20.9 19.8 19.6
Administration ! s€ 328 282 258 232 23.4 24.4

a. Uhder the economc projection prepared by the (BO in January 1980.
b. Negative bal ance.

C. Approximate.



APPENDIX TABLE 4. OLD AGE AND SURVIVORS INSURANCE, DISABILITY INSURANCE, HOSPITAL INSURANCE, AND UOMBINED QASDI AND
OASDHI OUTLAYS, BUDGET AUTHORITY AND TRUST FUND BALANCES BY FISCAL YEAR, IN BILLIONS OF DOLLARS®

1980 1981 1982 1983 1984 1985 1986 1987 1988 1989 190

Old Age and Survivors Insurance (0ASI)

Outlays 104.1 1214 137.6 1541 1712 189.6 209.1 2312 2554 2835 3148
Budget authority 99.3 112 1271 1441 1621 1864 209.9 2312 256.8 2826 328.6
Trust fund balance at

end of year 22.9 127 2.1 -7.8 -17.0 -20.2 -194 -19.3 -17.9 -18.8 -5.0

Trust fund baance at
beginning of year, as a

percent of outlays 26.7 189 9.2 14 b b b b b b b
Disability Insurance (DI)

Outlays 156 179 20.2 229 252 274 29.8 33.6 381 44.4 517

Budget authority 174 204 23.8 27.2 309 38.6 45.3 50.7 57.0 63.5 78.0

Trust fund baance at

end of year 7.4 9.9 135 17.8 235 34.8 50.3 67.3 86.2 1053 1316

Trust fund baance at
beginning of year, as a

percent of outlays 36.1 414 49.3 50.1 70.8 85.9 116.8 1495 176.6 1943 203.7
Combined OASDI

Outlays 1197 1393 1578 1770 196.4 2169 2389 2648 2935 3278 366.5

Budget authority 1166 1316 1508 1713 1929 225.0 2552 2819 3138 346.0 406.7

Trust fund baance at

end of year 30.3 22.6 156 10.0 6.5 14.6 30.9 48.0 68.3 86.5 126.7

Trust fund balance at
beginning of year, as a

percent of outlays 279 218 143 88 51 3.0 6.1 17z 16.3 20.8 236
Hogpitd Insurance (HI)

Outlays 232 26.7 309 35.7 414 47.9 55.4 63.9 73.8 85.5 99.4

Budget authority 254 323 38.5 44.0 49.6 57.5 68.1 76.9 85.5 94.0 103.2

Trust fund baance at

end of year 156 212 28.8 37.1 453 54.8 67.6 80.6 92.4 1009 104.8

Trust fund balance at
beginning of year, as a

percent of outlays 57.6 58.4 68.5 80.5 89.5 94.5 99.1 105.8 109.3 108.1 101.6
Combined OASDHI

Outlays 142.9 1659 188.7 2127 2379 2648 294.3 3287 367.3 413.3 465.8

Budget authority 142.0 1638 189.3 2154 2426 2825 323.3 3588 399.3 4401 509.9

Trust fund baance at

end of year 45,9 438 44.4 47.1 51.8 69.4 98.5 1286 160.7 1874 2315

Trust fund baance at
beginning of year, as a
percent of outlays 32.7 27.6 232 20.9 19.8 19.6 23.6 300 35.0 389 40.2

NOTE: May not add due to rounding.

a Basd on Cro's January 1980 econamic assumptions.



