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CHAPTER

1
Projections of

Social Security's Finances
Under current law, outlays for Social Security will rise from about 4.4 percent of gross domestic
product (GDP) today to more than 6 percent of GDP 30 years from now, the Congressional Budget
Office (CBO) projects. In later years, spending will continue to grow steadily, though more slowly.
That projection is necessarily uncertain. But past variation in the economic and demographic factors
underlying the projection suggests that over the next 50 to 100 years, Social Security's demand for
economic resources will range between 5 percent and 8 percent of GDP.

By contrast,  federal revenues dedicated to Social Security are expected to remain close to their
current level--about 5 percent of GDP--over that period. As a result,  outlays are projected to begin
exceeding revenues in 2019, with the gap growing ever wider thereafter. Even if outlays for Social
Security turn out to be lower than expected and revenues higher,  a gap is likely to remain.

Only four approaches to closing that gap are possible, each of which has its own drawbacks:

The benefits that are scheduled to be paid to future recipients under current law could be
reduced, lowering Social Security's contribution to their income.

The taxes that fund Social Security could be raised to draw additional resources from the
economy to the program.

The resources consumed by other federal programs could be reduced to cover the gap
between Social Security's outlays and revenues.

The federal government's borrowing could be increased, which would be another way to draw
more resources from the economy to Social Security. That borrowing would need to be repaid
by future generations, however,  either through increased taxes or reduced federal spending.

Social Security is not the only source of pressure on the overall federal budget.  The aging of the
U.S. population--which is the main source of the projected increase in Social Security spending--will
also raise costs for other entitlement programs. In particular, CBO projects that expenditures for
Medicare and Medicaid will grow even faster than Social Security outlays because of rising health
care costs. Unless taxation reaches levels that are unprecedented in the United States, current
spending policies are likely to prove financially unsustainable over the long term because they will
lead to an ever-growing burden of federal debt held by the public, which will have a corrosive and
potentially contractionary effect on the economy.(1) 
 

The Social Security Program at Present
In 2003, the federal government spent a total of $479 billion on the Social Security program. That



year, about 47 million people received Social Security benefits--29.5 million retired workers; 5.9
million disabled workers; and 11.6 million family members of retired, disabled, or deceased workers.
Social Security has two parts.(2) The Old-Age and Survivors Insurance (OASI) program provides
benefits to retired workers, members of their families, and their survivors.  The Disability Insurance
(DI) program pays benefits to disabled workers younger than the normal retirement age and their
dependents.(3) OASI is by far the larger program: last year it accounted for about 85 percent of
spending for the two parts combined (referred to as OASDI).  On average, retired workers received
about $11,060 in OASI benefits in 2003, and disabled workers received $10,340 in DI benefits.

Benefits are financed primarily through payroll taxes, with half collected from employers and half from
workers.(4) The combined tax rate, currently 12.4 percent, is levied on wages and self-employment
income covered by the OASDI program, up to the taxable maximum of $87,900. (That threshold rises
annually with average earnings in the economy.) Last year, about 154 million workers were covered
by Social Security and paid some payroll taxes. Their average taxable earnings were $28,100--for a
total taxable payroll of $4.3 trillion and total payroll tax revenues of $534 billion. (The Medicare
program is partially funded by a separate payroll tax, which raised $149 billion in 2003. References in
this report to payroll taxes refer to Social Security taxes.)

The Social Security system also receives revenues from income taxes that the approximately one-
third of beneficiaries with the highest income pay on their Social Security benefits.(5) Those revenues
are far smaller than payroll tax receipts: $13 billion in 2003.(6)

Social Security is currently running an annual surplus. In 2003, dedicated revenues exceeded outlays
by $68 billion. Viewed as a component of the overall budget,  that surplus helped reduce the
government's total deficit in 2003. However, Social Security also has a distinct, specific accounting
structure. Revenues from payroll taxes and the taxation of benefits are credited to the budget's OASI
and DI trust  funds. Any revenues not needed to pay for benefits or administrative expenses are
invested in government bonds. The interest that the bonds earn (a total of $85 billion in 2003) is
credited to the trust  funds. But because that interest represents the government paying itself, it
provides no net revenues to the government and has no effect on the total budget.(7)

The trust  funds serve mainly as an accounting mechanism to track revenues and outlays for Social
Security. The funds' balance represents the total amount that the government is legally authorized to
spend on Social Security. That balance provides only a limited perspective on the program's finances,
however,  because it does not consider the interaction with other federal tax and spending programs.
Although the Social Security system is authorized to spend certain amounts, the resources to finance
those outlays derive from the budget as a whole--and ultimately from the economy. 
 

Current-Law Projections of Social Security
The Social Security system bridges many generations, which makes long-term forecasts valuable.
Having long-term projections allows policymakers to determine what changes are needed well in
advance of their implementation--which in turn gives workers more time to respond to any changes
by adjusting their plans for saving and retirement.

CBO has developed the capability to project various measures of Social Security's finances far into
the future,  both under current law and under a variety of possible legislative changes to the program.
CBO's current-law projections of those measures for the next 100 years are described below.
Projections of benefit levels and tax payments for different income and age groups are detailed in
Chapter 2. An important feature for policymakers and program participants is the uncertainty inherent
in those projections. By examining the history of the demographic and economic factors on which the
analysis is based, CBO is able to quantify that uncertainty, as explained in Chapter 3.

Even under a wide range of assumptions, CBO's projections point to a financial imbalance in the
Social Security system over the long run. Changes in economic growth can affect the system's
finances. But because the initial benefits paid to new recipients are indexed to the overall growth of
earnings, the effect of such changes is muted. For the most part, the future financial status of Social
Security will be driven not by economic conditions but by long-term demographic shifts--most
notably, the aging of the population. That trend is generally predictable, because anyone who will



receive retirement benefits during the next 62 years has already been born. (8)

Annual Outlays and Revenues Relative to GDP

The measures that provide the fullest understanding of Social Security's finances are projections of
the program's annual outlays (scheduled benefits plus administrative costs) and revenues (payroll
taxes and the income taxes paid on benefits and credited to the OASDI trust  funds). Because many
Social Security projections are made over a long horizon and because the system's finances are
large compared with the size of the economy, it is useful to consider projected outlays and revenues
not in dollars but relative to either economywide earnings or gross domestic product.

A common way to compare outlays and revenues with earnings is to present them relative to taxable
payroll.  Those measures are frequently referred to as the cost and income rates, respectively.  An
advantage of those measures is that they relate directly to a common policy lever, the OASDI payroll
tax rate. A disadvantage is that the denominator, taxable payroll,  can itself vary with policy changes,
which makes it harder to clearly see the effects of legislative proposals on outlays and revenues. For
example, a proposal to raise the taxable maximum or to cover those state and local employees who
are not now covered by Social Security would increase the size of the taxable payroll.  That increase
could make changes in outlays or revenues as a share of taxable payroll appear smaller than they
would appear using other measures. (9) In addition, focusing on taxable payroll and payroll taxes
could limit the attention paid to other types of taxes.

An alternative approach is to compare Social Security outlays and revenues with GDP, a more
comprehensive measure of the nation's economic resources.  CBO typically presents various types of
outlays and revenues relative to GDP in other projections, and the use of a common metric allows
policymakers to more easily compare the costs of different programs. Therefore, this report mainly
presents Social Security outlays and revenues relative to GDP, although it also includes measures
relative to taxable payroll.

In 2003, Social Security outlays equaled 4.4 percent of GDP, and revenues equaled 5.0 percent (see
Table 1-1). Under current law, revenues are projected to be fairly stable for the next 20 years and
then to decline slightly each year relative to GDP as workers are assumed to take an increasing
share of their compensation in the form of nontaxable benefits, such as health insurance and
pensions.  In 2100, revenues are projected to equal 4.8 percent of GDP.(10) 

Table 1-1.

Social Security Outlays and Revenues in Selected Years, 2003 to 2100

(Percentage of GDP)

 
Actual
2003 2025  2050  2075  2100

Expected Outcome Under Current Law
          

Revenues 4.98  5.07  4.99  4.92  4.83

Outlays 4.36  5.71  6.25  6.62  6.82

Balance 0.62  -0.64  -1.27  -1.70  -1.99

 

80 Percent Range of Uncertaintya

Revenues 4.98  4.92 to 5.17  4.84 to 5.11  4.75 to 5.03  4.69 to 5.00

Outlays 4.36  5.08 to 6.55  4.93 to 7.51  5.20 to 8.48  5.41 to 9.43

Balance 0.62  -1.47 to -0.12  -2.75 to -0.07  -3.78 to -0.44  -4.65 to -0.77

Source: Congressional Budget Office.  

Note:  Revenues consist  of  receipts from Social Security payroll taxes and from income taxes paid on Social Security



benefits.  Outlays comprise scheduled benefits and administrative costs.  Annual outlays exceed annual revenues
beginning in 2019;  scheduled benefits cannot be paid start ing in 2053.  (Annual data through 2103 are available here.) 

a.  The range within which there is an 80 percent  probability that  the actual value will fall  (that is, the range between
the 10th and 90th percentiles for each measure based on a distribution of  500 simulations from CBO's long-term
model).  The balances shown do not  equal the difference between the outlays and revenues shown because each
value is obtained from a different  simulation.  For example,  the scenario with the 90th percentile of  outlays has higher
outlays than 90 percent  of  all  simulations, the scenario with the 90th percentile of  revenues has higher revenues than
90 percent  of  the simulations, and the scenario with the 90th percentile of  balances (revenues minus outlays) has
higher balances than 90 percent  of  the simulations. Those will generally be three different  simulations.

Although revenues will remain relatively stable as the baby-boom generation retires, outlays will rise
dramatically. The growth relative to GDP will begin around 2007 and then slowly accelerate, with
annual outlays projected to exceed annual revenues by 2019 (see the dark lines in Figure 1-1).
Although today the Social Security system as a whole contributes to reducing the total budget deficit,
within the next several years that contribution will begin to decline. And starting in 2019, the Social
Security system will either increase the size of the total deficit or reduce the size of the total
surplus.(11) 

Figure 1-1.

Projected Social Security Outlays and Revenues Under Current Law, 1985 to
2103

(Percentage of GDP)

Source: Congressional Budget Office.

Note:  The dark lines indicate CBO's projections of  expected outcomes.  In those projections,  annual Social Security
outlays exceed revenues start ing in 2019,  and scheduled benefits cannot be paid beginning in 2053.  Shaded areas
indicate the 80 percent  range of  uncertainty around each projection.  (In other words,  there is a 10 percent  chance that
actual values will be above that  range,  a 10 percent  chance that  they will be below it,  and an 80 percent  chance that
they will fall  within the range.  Those uncertainty ranges are based on a distribution of  500 simulations from CBO's long-
term model.)

a.  Scheduled benefits and administrative costs.

b.  Payroll taxes and revenues from the taxation of  benefits.



The fastest growth in outlays as a share of GDP will occur from 2018 to 2023, CBO projects, when
that share will increase at an average rate of 2.2 percent a year. By 2030, projected outlays will
reach 6.1 percent of GDP--nearly 40 percent higher than in 2003. In later years, as baby-boom
beneficiaries die, outlays relative to GDP will stabilize for about 15 years. But they will then resume
their increase, albeit at a slower pace, as lifespans continue to lengthen. By 2100, CBO projects,
scheduled outlays will equal 6.8 percent of GDP--56 percent higher than in 2003, and 41 percent
higher than projected revenues in 2100.

Those projections depend on assumptions about a number of factors. Based on patterns of historical
variation in those factors, there is a 10 percent chance that outlays will be less than 5.2 percent of
GDP in 2030 and a 10 percent chance that they will be greater than 7.0 percent of GDP that year.
The range between those numbers is known as the 80 percent range of uncertainty, because there
is an 80 percent chance that actual outlays will fall somewhere within that range. The uncertainty of
the projections grows over time (see Figure 1-1). The 80 percent uncertainty range for outlays more
than doubles between 2030 and 2100, when it spans from 5.4 percent to 9.4 percent of GDP.
(Because of asymmetries in the structure of the Social Security system, the expected outcomes do
not fall exactly in the middle of the uncertainty range.)

In current-law projections, Social Security payroll taxes remain at 12.4 percent of taxable income,
and taxable income is assumed to grow at about the same rate as GDP. Thus, there is comparatively
little uncertainty about revenues relative to GDP--on average, the uncertainty range for projected
outlays is about nine times as large as that for revenues.(12)

Another common way to look at Social Security's annual finances is to consider the annual balance:
the difference between outlays and revenues in a given year. As noted above, revenues exceeded
outlays last year, resulting in a positive balance of 0.6 percent of GDP. In 2030, outlays will be much
higher than revenues, resulting in a projected deficit of 1.0 percent of GDP. That gap is projected to
grow to 2.0 percent of GDP in 2100. Because annual balances are small compared with outlays and
revenues, they are more volatile: a small change in either outlays or revenues can lead to a large
percentage change in the balance.

The OASI and DI programs are legally distinct, with separate dedicated payroll taxes and trust  funds,
but from an economic and policy perspective, they are generally treated as a single program. Older
workers are more likely to become disabled than younger workers, so an older population results in
both higher disability outlays and higher retirement outlays. But after DI beneficiaries reach the
normal retirement age, their benefits are paid from the OASI trust  fund. Therefore, the aging of the
population will not affect outlays for disability benefits as much as outlays for retirement benefits.
OASI outlays are projected to grow by 61 percent (from 3.7 percent of GDP to 5.9 percent) between
2003 and 2100, whereas DI outlays are projected to grow by 31 percent (from 0.7 percent of GDP to
0.9 percent).

Summarized Outlays and Revenues Relative to GDP

Long-term projections of annual outlays and revenues provide a comprehensive summary of the
overall scope and timing of the economic and budgetary implications of the Social Security program
under current law. For narrower purposes, analysts frequently summarize the program's outlay and
revenue data in a single number for a given time period (for example, total outlays over 75 years).
Summarized values can be expressed as a percentage of either GDP or taxable payroll over the
same period.

Summarizing outlays or revenues by taking a simple average of projected values would be
misleading, because it would not take into account the fact that, even after adjustment for inflation, a
dollar today is more valuable than a dollar in the future.  Thus, the data are summarized by computing
the present value of outlays or revenues for a given period and dividing that figure by the present
value of the stream of GDP or taxable payroll.  Calculating the summarized measures typically
involves making two other adjustments as well. First, the current trust  fund balance is added to
summarized revenues to reflect Social Security's financial history (incorporating the net effect of past
annual Social Security surpluses and deficits). Second, an additional year's worth of projected
outlays is added to summarized outlays to reflect the goal of having a "cushion" in the trust  funds at
the end of the time period being considered.



CBO projects Social Security's summarized outlays over 100 years at 5.8 percent of GDP and
summarized revenues at 5.2 percent, resulting in a summarized deficit of 0.5 percent of GDP (see
Table 1-2). CBO's analysis can also calculate the range of uncertainty around those projections. The
probability is more than 95 percent that, under current law, total outlays over 100 years will exceed
total revenues (that is, the summarized balance will be less than zero), CBO projects. In addition, the
100-year summarized deficit could be much greater than 0.5 percent of GDP; there is a 10 percent
chance that it will exceed 1.1 percent of GDP. 

Table 1-2.

Summarized Social Security Outlays, Revenues, and Balances

  Revenues  Outlays  Balance

As a Percentage of GDP
       

Expected Outcome Under Current Law      

 50 Years (2004-2053) 5.39  5.50  -0.10

 100 Years (2004-2103) 5.24  5.79  -0.54

 

80 Percent  Range of Uncertaintya      

 50 Years (2004-2053) 5.27 to 5.45  5.02 to 5.96  -0.61 to 0.28

 100 Years (2004-2103) 5.14 to 5.32  5.31 to 6.28  -1.07 to -0.17

       

As a Percentage of Social Security Taxable Payroll
       

Expected Outcome Under Current Law      

 50 Years (2004-2053) 14.02  14.29  -0.27

 100 Years (2004-2103) 13.85  15.29  -1.44

       

80 Percent  Range of Uncertaintya      

 50 Years (2004-2053) 13.78 to 14.21  13.09 to 15.56  -1.58 to 0.72

 100 Years (2004-2103) 13.70 to 14.13  14.41 to 17.36  -2.46 to -0.08

Source: Congressional Budget Office.  

Note:  Summarized outlays and revenues are the present  value of  annual outlays and revenues over the relevant  t ime
period divided by the present  value of  GDP or taxable payroll over that  period.  The balance is the present  value of
revenues minus the present  value of  outlays,  divided by the present  value of  GDP or taxable payroll over that  period.  

a.  The range within which there is an 80 percent  probability that  the actual value will fall  (that is, the range between
the 10th and 90th percentiles for each measure based on a distribution of  500 simulations from CBO's long-term
model).  The balances shown do not  equal the difference between the outlays and revenues shown because each
value is obtained from a different  simulation.

The 100-year summarized deficit can be interpreted as indicating that if annual Social Security
revenues were permanently increased, or annual outlays decreased, by 0.5 percent of GDP
beginning immediately, trust  fund balances would be sufficient to provide spending authority for all of
the benefits scheduled to be paid over the next 100 years. If either of those changes--or their
equivalent--was made, projected trust  fund balances would remain positive over that period. And at
the end of the 100 years, the balance would be large enough to authorize paying one year's worth of
benefits.

As noted earlier,  however,  positive trust  fund balances indicate the legal authority to pay benefits but



not the budgetary resources to do so. Thus, they do not give as full a picture of the financial
situation as annual outlays and revenues do. A limitation of simply targeting the summarized balance
is that such an approach would not necessarily provide solvency to the Social Security system over
the long term. Because outlays are projected to rise over time, a policy that increased revenues by
0.5 percent of GDP every year would still result  in annual Social Security deficits beginning in 2024
and would only modestly reduce them in the long run. For example, the annual deficit under current
law is projected to equal 1.3 percent of GDP in 2050 and 2.0 percent of GDP in 2100, so boosting
revenues by 0.5 percent of GDP would still leave large deficits in those years.

As a share of taxable payroll,  the summarized 100-year deficit equals 1.4 percent, CBO projects (see
Table 1-2). The Social Security trustees commonly summarize the system's deficit relative to taxable
payroll over 75 years. CBO projects a 75-year summarized deficit of 1.00 percent of taxable
payroll.(13)

Trust Fund Ratios

Another common measure of Social Security's finances is the ratio of the trust  fund balance to
annual outlays, which indicates how many years' worth of benefits could be funded with a given
balance. The trust  fund balance summarizes the entire accounting history of the Social Security
program in a single number,  because it equals the present value of all past revenues minus the
present value of all past outlays. As noted above, it is also important from a policy perspective,
because legal spending authority is limited to the balance of the trust  funds. However, trust  fund
holdings, which are invested in Treasury bonds, are liabilities to the rest  of the government (which
will need to pay for the bonds when they are redeemed). Thus, such holdings are not assets of the
government as a whole.

The 2004 trust  fund ratio--the balance at the beginning of the year divided by projected outlays for
the year--equals 3.04, CBO estimates. That ratio is projected to rise to 4.46 in 2019 and then decline
quickly (see Figure 1-2). 

Figure 1-2.

The OASDI Trust Fund Ratio, 1985 to 2103

Source: Congressional Budget Office.

Notes:  The trust  fund ratio is the ratio of  the total trust  fund balance at  the beginning of  a calendar year to total Social



Security outlays in that  year.  The dark line indicates CBO's projection of  expected outcomes;  the shaded area
indicates the 80 percent  range of  uncertainty (based on a distribution of  500 simulations from CBO's long-term model).

OASDI  = Old-Age,  Survivors,  and Disability Insurance.

The expected trust  fund exhaustion date--the year in which the trust  fund balance (and thus the trust
fund ratio) falls to zero--is 2052 in CBO's projection. But as the uncertainty range in Figure 1-2
shows, there is a 10 percent chance that the exhaustion date will be 2034 or earlier and a 10 percent
chance that it will be after 2085. Although the figure shows negative trust  fund ratios after the
exhaustion date, under current law the trust  funds cannot be negative because the Social Security
program does not have the legal authority to borrow money.  Thus, those negative balances
represent the cumulative amount that the federal government's general fund would have to provide to
pay all scheduled Social Security benefits.

Alternative Measures of Outlays

It is unclear how to describe future benefit levels in the unlikely case that no changes are made to
current law and the trust  funds are exhausted. On the one hand, the exhaustion of the trust  funds
would not affect a beneficiary's legal right to full benefits. On the other hand, the Social Security
Administration would not have the legal authority to pay full benefits.(14)

Consequently, this analysis presents future benefit spending under two scenarios. In the "scheduled
benefits" scenario,  outlays after the trust  funds are exhausted are assumed to include the full
benefits owed, despite any shortfall in the system's annual revenues. Alternatively, in the "trust-fund-
financed benefits" scenario,  outlays are assumed to include only those benefits that could be
financed by annual revenues. Thus, that scenario assumes that all benefits are reduced annually
once the trust  funds are exhausted so that total outlays equal available revenues.

Trust-fund-financed benefits equal scheduled benefits until the trust  funds are exhausted (projected
to occur in 2052) and Social Security revenues thereafter. In 2053, dedicated revenues are projected
to equal only 81 percent of scheduled outlays, so trust-fund-financed benefits are 19 percent lower
than scheduled benefits (see Figure 1-3). The difference grows: by 2100, projected revenues are
only 71 percent of projected outlays. 

Figure 1-3.

Outlays for Benefits Under Current Law and Under Projections of Trust Fund
Balances, 1985 to 2103

(Percentage of GDP)



Source: Congressional Budget Office.

Note:  Trust-fund-financed benefits (those f inanced by legal spending authority) are projected to fall  below scheduled
benefits in 2053,  when the trust  funds have been exhausted.  After that,  trust -fund-financed benefits equal annual
Social Security revenues.

That computation of trust-fund-financed benefits implies a lower level of total annual outlays
beginning in 2053. However, even before that, dedicated Social Security revenues will not fully pay
for scheduled benefits. Although today those revenues exceed annual outlays, beginning in 2019
they will fall short of outlays. At that point, from a trust  fund perspective, some revenues will come
from interest earnings on Treasury bonds held by the trust  funds (and,  beginning in 2033, from
redemption of those bonds). In effect, cash will be transferred from the government's general fund to
Social Security--just as it would be after the trust  funds are exhausted in the scheduled-benefits
scenario.  To generate the real financial resources to support those transfers, the government will
have to either run a surplus in the rest  of the budget or borrow from the public. 

1. See Congressional Budget Office, The Long-Term Budget Outlook (December 2003).

2. For more information about Social Security's structure and benefits,  see Congressional Budget Office,
Social Security: A Primer (September 2001), Chapter 2. The numbers in this paragraph are as of
December 31,  2003.
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5. For more information about the taxation of Social Security benefits,  see Box 3-1.

6. Some additional federal revenues from the taxation of Social Security benefits are allocated to
Medicare's Hospital Insurance Trust Fund,  but  that  stream of revenues is not  considered in this report.
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Surpluses and Deficits, Long-Range Fiscal Policy Brief  No.  5 (November 4, 2002).

8. Of course,  to make projections of Social Security's finances,  CBO must make assumptions about the
rates at which people will die or become disabled, the level of immigration, and the rate at which
earnings will grow (among other factors).  Those assumptions are described in Chapter 3.

9. If revenues increased by more than outlays under such a proposal,  outlays relative to taxable payroll
would decline even as total outlays rose.

10.  Interest  credited to the trust funds is not  included in that  measure of annual revenues because such
interest is an intragovernmental transaction.
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Office, The Long-Term Budget Outlook (December 2003).
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Administration,  The 2004 Annual Report of the Board of Trustees of the Federal Old-Age and Survivors
Insurance and Disability Insurance Trust Funds (March 23,  2004), p. 13.  The difference between that
number and CBO's projection results from different  economic assumptions and methods of analysis.  For
example,  a small difference in the assumed long-term real interest rate (which is used as the discount
rate in calculations of present value) accounts for one-fifth of the difference between the two estimates.
For more details,  see Appendix A of this study.

14.  See the memorandum from Thomas J. Nicola,  Legislative Law Attorney,  Congressional Research
Service,  to the House Committee on the Budget, "Whether Entitlement  to Full Social Security Benefits
Depends on Solvency of the Social Security Trust Funds If Congress Does Not  Change the Law,"
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