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By law,  s o c i a l  s e c u r i t y  b e n e f i t s  a r e  a d j u s t e d  a u t o m a t i c a l l y  f o r  i n f l a t i o n  

i n  J a n u a r y  o f  each yea r .  A b e n e f i t  i n c r e a s e  of  4.2 p e r c e n t  payab le  i n  J a n u a r y  

1988 was t r i g g e r e d  by t h e  r i s e  i n  t h e  Consumer P r i c e  Index from t h e  t h i r d  

q u a r t e r  of 1986 t o  t h e  t h i r d  q u a r t e r  of  1987. The i n c r e a s e  a l s o  a f f e c t s  o t h e r  

programs, such  a s  Supplemental  S e c u r i t y  Income and v e t e r a n s '  p e n s i o n s .  T h i s  

paper  p r o v i d e s  b r i e f  background i n f o r m a t i o n  on t h e  upcoming COLA. 
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SOCIAL SECURITY: THE COST-OF-LIVING ADJUSTMENT (COLA) 
I N  JANUARY 1988 

INTRODUCTION 

S o c i a l  s e c u r i t y  b e n e f i t s  a r e  r a i s e d  p e r i o d i c a l l y  t o  keep  b e n e f i t  l e v e l s  up 

w i t h  i n f l a t i o n .  Usua l ly  t h i s  c o s t - o f - l i v i n g  ad jus tment  (COLA) i s  made 

a u t o m a t i c a l l y ,  i . e ,  wi thou t  an a c t  of Congress,  i n  January  o f  e a c h  y e a r .  T h i s  

COLA, i n  t u r n ,  t r i g g e r s  i n c r e a s e s  i n  Supplemental  S e c u r i t y  Income (SSI ), 

v e t e r a n s '  p e n s i o n s ,  and r a i l r o a d  r e t i r e m e n t  b e n e f i t s ,  and o t h e r  changes  i n  t h e  

S o c i a l  S e c u r i t y  and Medicare programs. A COLA of  4.2 p e r c e n t  p a y a b l e  i n  

J a n u a r y  1988 was t r i g g e r e d  by t h e  r i s e  i n  t h e  Consumer P r i c e  Index (CPI )  from 

t h e  t h i r d  q u a r t e r  of 1986 t o  t h e  t h i r d  q u a r t e r  of  1987. 

HOW THE SOCIAL SECURITY COLA I S  QETERMINED 

An a u t o m a t i c  s o c i a l  s e c u r i t y  b e n e f i t  i n c r e a s e  r e f l e c t s  t h e  r i s e  i n  t h e  

c o s t  of l i v i n g  over  rough ly  a  one-year pe r iod .  The Consumer P r i c e  Index for 

Wage E a r n e r s  and S a l a r i e d  Workers (CPI-W), updated monthly by t h e  Bureau o f  

Labor S t a t i s t i c s  (BLS), i s  t h e  measure used t o  compute t h e  change.  The a v e r a g e  

CPI-W f o r  t h e  t h i r d  c a l e n d a r  q u a r t e r  of one y e a r  i s  compared t o  t h e  a v e r a g e  

CPI-W f o r  t h e  t h i r d  c a l e n d a r  q u a r t e r  of  t h e  n e x t ,  and t h e  r e s u l t i n g  p e r c e n t a g e  

i n c r e a s e  (assuming t h e r e  i s  one)  r e p r e s e n t s  t h e  COLA that w i l l  become e f f e c t i v e  

f o r  t h e  f o l l o w i n g  December. The i n c r e a s e  a c t u a l l y  becomes p a y a b l e  i n  t h e  

f o l l o w i n g  J a n u a r y ' s  s o c i a l  s e c u r i t y  checks ( s o c i a l  s e c u r i t y  checks  a l w a y s  

r e f l e c t  t h e  b e n e f i t s  due f o r  t h e  p reced ing  month). 



THE UPCOMING COLA I N  JANUARY 1988 

The upcoming 4 . 2  p e r c e n t  COLA f o r  January  1988 became known on October  23,  

1987,  when t h e  BLS announced t h e  CPI-W f i g u r e  f o r  September 1987. With 

r e l e a s e  of t h e  September index t h e  two July-September s e t s  of  CPI-W f i g u r e s  

needed t o  compute t h e  COLA--one f o r  1986 and a n o t h e r  f o r  1987--became 

a v a i l a b l e .  

The f o l l o w i n g  shows how t h e  January  1988 COLA i s  computed under  p r o c e d u r e s  

s e t  f o r t h  i n  t h e  law. 11 

CPI-W 

Month 1986 1987 

J u l y  ................................................. 322.9 
August ................................................ 323.4 
September ............................................. 324.9 

3-month a v e r a g e  ....................................... 323.7 

Source:  Based &I p r e s s  r e p o r t s  of t h e  Bureau o f  Labor S t a t i s t i c s '  
announcement of  t h e  CPI-W f o r  September 1987. 

I n c r e a s e  from 1986 t o  1987 i n  t h i r d  q u a r t e r  
ave rage  CPI = 4.23 pe rcen t  

COLA: 4.2 p e r c e n t  (by law, t h e  change must be rounded t o  t h e  
n e a r e s t  t e n t h  of a p e r c e n t )  

1 /  Under s e c t i o n  215 ( i )  of t h e  S o c i a l  S e c u r i t y  Act.  - 



WHAT ELSE IS  AFFECTED BESIDES SOCIAL SECURITY BENEFITS? 

S o c i a l  s e c u r i t y  COLAs t r i g g e r  i n c r e a s e s  . in SSI b e n e f i t s ,  v e t e r a n s '  pens ion  

b e n e f i t s ,  and r a i l r o a d  , r e t i r ement  " t i e r  1" b e n e f i t s .  The amount of t h e s e  

i n c r e a s e s  i s  i d e n t i c a l  t o  t h e  s o c i a l  s e c u r i t y  i n c r e a s e .  R a i l r o a d  r e t i r e m e n t  

" t ier  2" COLAs a r e  equa l  t o  32.5 p e r c e n t  of "tier 1" COLAs. Although COLAs 

under  t h e  Federa l  c i v i l  s e r v i c e  r e t i r e m e n t  and d i s a b i l i t y  programs a r e  n o t  

t r i g g e r e d  by t h e  s o c i a l  s e c u r i t y  COLA, t h e  same measuring p e r i o d  is  used.  

T h e r e f o r e ,  c i v i l  s e r v i c e  r e t i r e m e n t  and d i s a b i l i t y  r e c i p i e n t s  a l s o  w i l l  be  

g e t t i n g  a  4.2 p e r c e n t  COLA i n  January.  

S i m i l a r l y ,  whi le  t h e  s o c i a l  s e c u r i t y  COLA t e c h n i c a l l y  does  n o t  t r i g g e r  an  

i n c r e a s e  i n  t h e  Supplementary Medical Insurance  (SMI) premium ( P a r t  B of 

Medica re ) ,  t h e  premium cannot  r i s e  u n l e s s  t h e r e  i s  a  COLA i n  January  1988, and 

t h e  d o l l a r  amount o f  t h e  premium i n c r e a s e  cannot  exceed t h e  d o l l a r  amount of 

t h e  i n c r e a s e  i n  s o c i a l  s e c u r i t y  b e n e f i t s  e . ,  f o r  people  who a c t u a l l y  

r e c e i v e d  b e n e f i t s  i n  t h e  p reced ing  month). 2_/ 

The COLA a l s o  t r i g g e r s  o t h e r  changes i n  t h e  s o c i a l  s e c u r i t y  program 

i t s e l f :  

1. The s o c i a l  s e c u r i t y  t a x a b l e  e a r n i n g s  base  r i s e s ,  i . e . ,  t h e  maximum 
amount of e a r n i n g s  s u b j e c t  t o  t h e  s o c i a l  s e c u r i t y  t a x  each y e a r  
( c u r r e n t l y  $43,8001, a l though  n o t  by t h e  change i n  t h e  CPI, but  
r a t h e r  by a n o t h e r  index t h a t  measures changes i n  e a r n i n g s  l e v e l s  
i n  t h e  economy; and 

2. The exempt amount of t h e  s o c i a l  s e c u r i t y  r e t i r e m e n t  e a r n i n g s  test  
rises ( t h e  exempt amount i s  t h e  most a  s o c i a l  s e c u r i t y  r e c i p i e n t  
can e a r n  from work i n  any y e a r  wi thou t  l o s i n g  some o r  a l l  of h i s  
o r  h e r  b e n e f i t s ) ,  a g a i n ,  by a n  index t h a t  measures changes  i n  
e a r n i n g s  l e v e l s .  

2 1  I t  was r e c e n t l y  announced t h a t  t h e  SMI premium w i l l  r i s e  from $17.90 a  
month-in 1987 t o  $24.80 beginning i n  January  1988. With a  COLA of 4.2 p e r c e n t ,  
s o c i a l  s e c u r i t y  r e c i p i e n t s  w i t h  monthly b e n e f i t s  under  $164 ( a p p r o x i m a t e l y )  
would n o t  be r e q u i r e d  t o  pay t h e  f u l l  SMI premium. 



SOCIAL SECURITY BENEFIT INCREASES IN THE PAST 

Date increase  paid Amount o f  increase  

....................... January 1987 
January 1986 ....................... ....................... January 1985 ....................... January 1984 
J u l y  1982 .......................... 
J u l y  1981 .......................... 
July  1980 .......................... 
J u l y  1979 .......................... 
J u l y  1978 .......................... 
J u l y  1977 .......................... 
J u l y  1976 .......................... 
J u l y  1975* ......................... 
~ ~ r i l / ~ u l ~  1974 .................... ....................... October 1972 ...................... February 1971 
February 1970 ...................... 
March 1968 ......................... 
February 1965 ...................... ...................... February 1959 ....................... October 1954 ....................... October 1952 
October 1950 ....................... 

* Automatic COLAS began . 
Source: S o c i a l  S e c u r i t y  Administration . 


