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WASHINGTON' ..... 

March 21 > 1996 

MEMORANDUM TO THE PRESIDENT 

I 
From: Laura Tyson 
I Gene Sperling 
,i 
Subject: Social Security Responses 

'1. DEVELOPING COMMON TALKING POINTS ON SOCIAL SECURITY: As YOU 

;are aware~ members of your Administration have recently had to respond to questions about· 
~the long-term solvency of Social Security, This has been driven by two occurrences: First. 
Iseveral Republicans. including Steven Forbes, have called for diverting a portion of Social 
[Security to Individual Retirement Aceounts or lRAs; second. and most prominent. there have 
Ibeen public reports -- and even a two..evening CBS evening news segment -- on the. expected 
recommendations of the Social Security Advisory Council. As you'recaU, the Quadrennial 

'Advisory Council on Socia! Security is an independent. bipartisan council whicn you . 
appointed in t 994 to consider long-term issues related to the Sociai Security system -
specifically. which approaches arc best to ensure solvency over a 75 year forecast period, 
We expect that the current Council will release a repOrt in the near future: At that point. the 
Administration will review their options or recommendations. . 

Because of these events. we anticipate that Administration· members may be asked to 
comment on the Social Se<:urity Advisory Council recommendations, and we want to ensure 
: that we are speaking in one voice, We v.'anted to show you the current talking points, explain 
; the policy and political goals behind them, and see what next steps or additional information 
:you nceded. 

II. BACKGROUNIl ON LIKELY OPTlOI'S: As was reported in the January .19, 1996 

Weekly Economic Briefing, recent estimates suggest that the total income) including interest 


'on accumulated assets. will continue to exceed payments until 2020. and that the shortfall will 
be covered by drawing down assets until the trust fund is exhausted in 2030.. Even .after that. 
the revenues wou1d meet abom 75% of the program's costs, Under the current economic 
assumptions, the 75 year projection shows a deficit of 2.17% of taxable payrolls, Currently. 
the employee and employer c:lch pay 6.2% -- or 12.4% cumulatively, The "2.11 deticit" 
refers to how much 1he 12.4% payroll taxes would have to be raised to maintain 75 year 
solvency, If is a measurement figure and is meant by those who use if as a recommendation 
that llny or all of the gap be filled by raising payroll taxes, 



The recommendations in all three Q'ptions are: 

• 	 0.5% increase/adjustment to the CPt " 
• 	 EXI)unding Social Security coverage to aU new state' and local.empl~yees now 

covered by Social Security. . .' 
.. "Increasing the extent to which Social Security benefits are counted as taxable . . . 	 . 

Income. 
• 	 Investing a portion of t~e Trust Fund in equiti~.1 

~n addi~ion to these common elements. the following elements are recommended by s'omc of 
the members: 	 . ., 
I 

Option 1: This plan relies on the elements listed above and includes no private 
, 	 ,I accounts, , 

Option 2: 

• 	 Raise the retirement age to 68. 
• 	 Reduce benefits for upper. income recipients. . 
• 	 Require' .6% increase in payroll taxes above the current amount and require 

this 1.6% be put into a private account. 

Option 3: This is the largest move toward privatization, 

.. 	 5% of the payroll is put into a private IRA and managed by private 
investment companies that would fund annuities. 

• 	 The remaining 7.4% woul" cover a smaUer. flat retirement benefit plus 
survivor's ,and disability benefits. 

III. OPTIONS FOR GOING FORWARl>:

I Ag mentioned above, to ensure thal the Administration was speaking in one VOICC, a 
,working group of the ':'\EC. OPC, Treasury, OMB. eEA and Labor Department has come up 
jwith suggested talking points. The talking points arc attached. and \\le wanted you to S(')f! them 
;to ensure that you feel we are on the right track. 
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i' 'best policyancr the best politics would be to make clear that we'oPpose elfortll to privatize ,. 

Sociai.Security;uncl'em;ine it. make it'vQ1untarY or less de!'cndable:.but then a~oid' giving' ". 
definitive opinions 'on specific elements in specific proposals or define exactly what we {eel 
tonstitutes "privatize,":"undermioe," or make "less dependable." ' 

I " . Th'is ap~roach.makes clear ~hat we are opposed to eff~rts that would privatize or make 
Social Security riskier -'that,\Ve arc opt recom~mending any of these elements, By not giying 
specific opinions on specific elements. we avoid being drawn into discussions on what 
hhanges we would need. while from a policy perspective, \ve do not unnecessarily take 
options' off tile table that could be part of a bipartisan recommendation next year. 

I ' . Anoth~r option would be .to t~e i~nner positions against some of t~ese P~oviSi()ns.
ffhe benefits of this would .be that we would be unlikely to support some of these proposals 
and our strong opposition could be both an affirmative part of our 1996 agenda as well <)s 

- insurance against anyone suggesting that we wou~d support such provisions. The downsides 
to a harder approach are that once we criticize too many elements. it could create pressure to 
answer Hwhat do we Rropose," and from a pollcy perspective. we could serve to take too 
many options off the table. [Two .specific issues that need thought: we have heard you may 
:wish to take equity investment off the table, Furthermore, you opposed raising the Social 
Security age in October, 1994.] The other problem may be that when we take certain options 
;Completely off the (ablc, does it leave the impression that the ones we don't specifically . 
oppose are ones that we ure considering? 

A third option is to consider recommending a bipartisan commission for 1997, This 
could provide a process a~wer to the Social Security issue, yet it could also raise the .protiie 
hr the issue and he seen as recommending a commission to foIlow~up on a commission. 

In terms of how to proceed, please consider the following options. which arc not 
mutually inclusivc: . 

1) Use current talking points with your edits . . 

2) Take a clear stance against some of the proposals. 

3) Receive serious pros and cons of the specific elements in the Socia) Security 
recommendations fr~m your economic team, with a possible follow-up discussion, 

4) Look at options for proposing, a commission, 

5) Set up meeting to discuss matters with policy advisors following pro..con memo, 
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) ·, , 'TALKING POINTS ON SOCIAL SECURITY 
, 

, . " ,
March 21, 1996 " ,~ 

I " ' , .q: What is the Administrationts positio~ on these recommendations'? 

A: Social Security is Qnc o( our most success(ul programs. It is the bedrock of 
~ruml for tens of millions of Ainericans. A Social Security check is all that keeps 
13 million older Americans from poverty. Social Security has helped cut elderly , 
poverty hy more than half since the 19605. In 1966, the poverty rate among our older 
Americans was 28,5 percent; today, it is IL7·percent.· . 

Oppcfse Priv8tizat,ion or Undermining Current Social Set:urity System: The 
Administration strongly'opposes efforts to move Social Security toward a priv'ate or 
voluntary system that would not provide the same true security in the ·.future iliat it has 
provided for millions of older Americans over the last several decades" 

Need Nonwpolitical, Bipartisan Review 'of Overall Steps Needed To Continue 
l:-ong-tcrm Viability of Social Security: Although Social Security will remnin on firm 
financial footing for many years. we agree that steps will have to be titken to ensure 
its long-term solvency, Any specific steps must be judged within the context of nn 
overaH, bipartisan. non-political effort to secure SociaJ Security, Commenting now on 
specific options that might be part of these overall steps would be counterproductive, 

Q: Does the Administration support the proposals by Forbes and others to allow people 
to use'll p0r:1ion of their payroll tax to set up tbeir own IRAs? 

A: These <lre proposals that the Administration has not supported and is not currently 
considering, We ,will not support proposals that would lead to the privatization of 
Social Security or undennine its dependability, Our general position is not to. 
comment on hypothetical elements of any future overall proposal, but to encourage il 
strong bipartisan process for devising a plan to continue the broad national support 
that exists for our c';lITent Social Security program. 



~ 	 . ~,~ .." ,. 
• 	~ )' ~:'.. • ,~ . • .' " ;".,',,' 'J 

-"\i",' ',' .' ',,"'. "~"l 
\ 	 .,.:,:." :,:.... ;- ?", '," ,', ... ,""~

. " . ) '.' ," . ;"'/.,.: -'.:' •. ,),~" ;', ,'.'" /~:\;;.,.. . -,<I," -:'; I, ,
\-	 1." ". '" .• •.••,4,. " ".' "" ••• ..." •• ".:...~--.." '-'." - -- ~. ~.. -I' . 11,'- ." ,"_ ,':' ",~' '-"'1.',~- ,<; ",',:.: ','~".~'"' .'.;, .,:, ''. . 

. fJ:5Vo~ld the ·~~~.iDi~)rat~o~· _~ver _cO~ide; ~ny 'p~po~al.:t·~.a~ a~tow~d .peo~le to 'usc'-~a~"""' " 
. 'of Social Sc,:urity in 'private savings' aceounts .... as ev~n Senator Kerrey has supported? ". -t' 

, ,A: We oppose propOsal~"t~t'seek to priva~ Social Security or make it vqluntary.,. 
-. :Yet,' as mention'c!d before, ouf' general posiiion is not"to comment on hypothetical , 

elements of hypothetical proposals or to discuss exactly wHIch proposals constitute 
privatizution arid which don't. Our general position is .that we oppC?se privati~tion of 
Social Security and ,that we V.1Ult ,~his discussion to take place in a nonMpolitical 
context where elements arc being judged in f!1e context ofoverall bipartisan plans, 

Q: But there arc serious problems with Social S«urity. Is the ~resideDt going to,have 

treeommendations this year on how be would bandle this?· Isn't it irresponsible for him 

·'not to addrt-ss,these recommendations during the Presidential campaign? .

I '. 	 . . 
.• 	 A: As. tbe President has long said, there are long~term financing concerns, and 

tbey' need to be dealt with in·8 bipartisan context in the most non~political 
atmosphere possible. 

We Have Time. This Shouldn't Be Part Of Election-Year: Politics. The Social 
Security system 1S ,sound well into the next century; it will be able to pay benefits 
lllmuJ.:b the year 2030. Ensuring the long~term solvency of Social Security is a 
complicated and importilIlt jssue. We should take advantage of the· time we have to 
address it in a reasoned. rationaL and bipartisan manner. It should llilt be caught up in 
election-ycar politics. This year's Congress would do well to focus on the urgent 
issues before it. such as balancing the budget. welfare refom), and health care 
insurance refonn. 

!Q: Does the Administration support proposals to allow Social Security fund, to be 
,invested in the stock market in order to bring the Social Security system higher returns? 

A; As 	we said, we will oppose proposals that undennine the current publicly managed 
and collective nature of Social Security or proposals that would make it less 
dependable for all Sodal Security recipients, There are some very serious questions 
that would have to be answered before any of these proposals could be recommended. 
Again. 	we believe the best way for this discussion to take place is in. a bipartisan. non
political context where we are looking at [he viability of the whole plan and not have 
debate 	over hypothetical elements in [he middle.of an election year. 
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I TH E WHITE: HOUSE 

WASHINGTON 

July 1, 1996 

MEMORANDUM FOR THE PRESIDENT J 
---- /'FROM: LAURA D'ANDREA TYSOr(tcV,J.J) i ~N" , 

SUBJECT: ASSESSMENT OF PETE PETERSON'S ATLAN11C MOlffHLY ARTICLE 

In a recapirulalion of many earlier writings. Peter Peterson describes in dramatic 
tenns how the sharp increase in the ratio of elderly Americans to the working~age 
population will put severe stress on the economic relationships between generations -- most 
nombly as more resources are required to servlce Social Security and Medicare. While 
demographics predict fhat elderly in the United States will grow as a proportion of the total 
popuJation, that prediction, by itself. does nol lead to dire consequences, Moreover, the 
policy prescriptions suggested by Peterson are generally more radical than wamtnted by the 
scope of the policy problem. 

Overvif~w: Peterson argues strongly against what he calls the "entitlement ethic"', where 
Americans claim many goverrunent-provided benefits as a right. He notes that if cumlU 
policy choices are maintained indefinitely, non-discretionary spending (e.g., Social Security, 
Medicare, Medicaid, and interest on the Federal debt) becomes an ever-larger fraction of 
total government spending. Peterson amibutes much of the increase in non-discretionary 
spending to cltanging demographics. particularly the projected aging of the population. 

None of this is news -~ the Administration's annual budget notes this trend+ the 
recently-released repons on the StalUS of the Medicare and Social Security Trust Funds 
make the point in the context of the respective programs. and the Administration's Health 
Care Task Force noted that Medicaid and Medicare spending were on unsustainable paths, 

The questions to be addressed before fonnulating policy are how big are the 
respective problems and how much of eacb problem is attributable §Q!~lY to an aglng 
popuialign as opposed to other factors. For instance, per capita health care costs are 
projected t~ grow far faster than (he economy for almost any forecast horizon, while per 
capita costs for Social Security recipients are expected to grow in line with the economy as 
a whole. 
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Peterson notes that by 2030, Americans over age 65 are projected to comprise 20 
percent of the total population. But looking at just the fraction of the population that is 
elderly can be misleading. For example, the 1996 Economic Reporl of the President notes 
that while the fraction of the population that is elderly will grow rapidly beginning around 
2010, the fraction that is made up of children is declining. The lotal dependency ratio -
the fraction of total population under 20 and over 65 -~ is prQjected to grow only slightly. 
over the next 75 years, failing to reach the levels experienced without great fiscal stress in 
'he 19605. Even though the elderly have different needs than children. the ability to shift 
resources between age cohorts means the potential future problem is nOl insurmountable. 

I The dire predictions made by Peterson (and others who write on these topics) reflect 
the inexorable accumulation of Federal debt, as a reSult of cominued projected deficits. with 
ever-higher Federal interest payments taking up increasing shares of the Federal budget 
(and GDP). But through a fonn of policy judo, Sleps taken today to partly reverse the 
financial outflows can make compound interest work to support significant improvements in 
projected future interest payments, This indicates the benefit of starting sooner rather than 
later to address these policy concerns. 

Peterson blam.es the current system of maintaining separate trust funds for various 
entitlement programs (e.g .. Social Security and Medicare Part A) for making it difficult to 
reform them, since the trust fund system masks their "pay-as-you-go" nature. However. the 
system of trust fWlds is partly responsible for the great political suppon these programs 
enjoy, because people feel their "'tax contributions" are "eannarked" for their personal 
future benefit, even if this is not actually the case. In any even4 Peterson's criticism of 
trust fund accounting is not really essential to his main argument. 

Peterson's Policy Prescriptions: Peterson makes six broad policy recommendations in the 
article. They include: 

(1) Balance 'he Federal budget by 2002 and run a budget surplus for many years thereafter. 

(2) Refunn entitlement spending programs by: 

(a) Subjecting all entitJemcnts to "means-testing" whereby people with incomes 
above $40,0{)0 per year lose 10 percent of their benefits for every $10.000 uf 
additional income (however, for those with incomes over $125,000. only 85 percent 
of benefits are eliminated). Affected entitlement benefit programs include Social 
St'Curity, Medicare (presumably the insurance value of Medicare >coverage). Federal 
pensions. fann payments, veterans' benefits. and Medicaid; 

(b) Raising the nonnal retirement age for Social Security and Medicare to 70 by 
2015 (this compares with the gradual increase to 67 by 2027 scheduled under 
current law); 
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(0) Establishing limits on Federal health spending by moving to vouchers. managed 
care. or higher deductibles and co-p.yments for Medicare and Medicaid; and 
capping or eliminating the taX favored treatment given to employer-provided health 
coverage. 

(3) Encourage Americans to work longer through education efforts abollt tne value of older 
workers and through the repeal of the Social Security earnings test. 

(4) Establish a system of fully-funded. privately-managed mandatory retirement accounts to 
which 4~6 percent of pay is contributed each year. This would be a precursor 10 

replacement of Social Security with private accounts. 

(5) Shift to a conswnption-based tax system. 

(6) Mount a breed-based public education program on the importance of saving. 

VirtuaUy all of these proposals are intended to increase the amount of savings in the 
U,S. economy -- both public savings (lower deficits) and private savings. For many of 
these proposals, the expected effects on saving arise directly from the policy (e.g,. a lower 
Federal deficit directly increases public saving and shifting to a privatized Social Security 
system would substitute pre~funded private retirement plans for a largely pay·as-you-go 
public system). Other proposals have an indirect effect on savings, For instance. Peterson 
argues that means testing for Federal payments would reduce people's expectations of future 
cash flows from the government. leading them to increase their current saving rate to 
support future consumption out of individual resour<::es. 

AsseSSment of Peterson Proposals: Most of the policy prescriptions posed by Peterson are 
more extreme than warranted by the seriousness of the underlying policy problems, but are 
consistent with his exaggerated portrayal of them. 

Some of Peterson's prescriptions are already being undertaken to some extent~ via 
Administration initiatives to implement its growth agenda. For instance, the Administration 
has proposed a plan that is projected to result in budget balance by 2002. The 
Administration signaled support for and you ultimately signed legislation to increase the 
amount that Social Security recipients can earn without having their benefits reduced. The 
Administration proposed pension simplification legislation that would encourage employers 
to establish simple. portable. fully-iunded pension accounts for their workers, A utmlber of 
savings and investment incentives were proposed by tbe Administration and enacted in 
1993 and others have been proposed since then. Finally, a wide-ranging education 
campaign. emphasizing the need to save and the value of saving throughout one's lifetime is 
already being undertaken by the Department of Labor. 

Some of Peterson's proposals have been considered and rejected by the 
Administration. For instance, means-testing for all payments from the Federal government 
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would undermine the universa! support for programs like Social Security, have the same 
disincentive effeg as a marginal tall rate jncrease on all poonle wjth jllComesgvg $40.000, 
and strike at the heart of the credibility of promises made by the Federal government to pay 
pensions and veterans' benefits, Similarly, privatization of Social Security through a system 
of mandatory private retirement accounts would have several shortcomings including: 
shifting the risk of fluctuating returns to individuals; eHminating the redistribution that 
currently takes place within Social Security (by providing higher relative benefits 10 lower 
wage workers); substantially increasing transaction costs; threatening the ability to provide 
insurance against disability and premature death; and undermining the commitment to 
shared responsibility that characterizes Social Security. 

""bile programs for the elderly will indeed rise in cost as the population ages, "''e 

believe thaI more modest steps Ihan those proposed by Peterson eould shore up Federal 
finances for the foreseeable future. In thinking about how to address these concerns, we 
note that. for example. Medicare spending per capita is rising 'rapidly relative to GOP. while 
Social Security spending per capita is increasing more modestly. Moreover~ the potential 
shortfall in financing health programs such as Medicare is mueh larger than for olher 
programs. Therefore, we believe- that it is useful to separate health programs (such as 
Medicare) from other programs (such as Social Security) for purposes of both discussion 
and planning. 

One possible strategy for major reform based on this separation would consist of 
three separate sequential initiatives: 

(1) ShorHenn Medicare "fix" along. the lines contained in the Administrationjs Budget 
proposals that would extend the life of the Port A Medicare Trust Fund through 2006. 

(2) A bipartisan long-tenn Social Security reform process that should be initiated after the 
November election. 

(3) A bipartisan health reform effort that would address the long-term costs of Medicare, 
noting that any incremental reforms be chosen so as not to prevent more far~reaching future 
reforms in other areas of health care. 

4 
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A NATION Of FLORIDAS 

BERN to florida latt:iy? You may not realize it. but 

you have seen the furure-AmenQ's future. about 

lwo decades from now. The gray wave of .senior Clt~ 


Izens that fins the state's streets, beaches. parks, hoteis, 

shopping malls. hospitals., Sociaj Security offices. and senior 


centers is. of course. an anomaly mated: by Our IOl1g tradi

lion of retiring to AoridaJ;.early one jn five AOridi!!l..! is 

ov~ty.iive. But earlv in lhe next cenwry a ngurx like 

that WOo'! be e~ptiona.l. By 2025 at the lateSt the propor~ 


lion of aU Americans who are elderly will be me same ae 

proportion In HOrida today. America, in effect. will become 

a nation of Florida.s-ano then keep aging. By 2040 one in 

four Americans may be over sixty..fivc. 


When we consider the great demographic shift that Will 

shape Ol.lf national future over the next fifty Year'$, we are 
speaking not of a mere transition but of a genuine. transfor
mation.lust fif'leen years. from now the fim b=b of Baby 
Boomen will hit sixty·tive. bringing chnnges--«OnOni
ie. politicaL social, cultural, and ethlca1-tllat will 
transionn American society. This transfer
mauon will challenge me very core of 
our national psyche, which has al

ways been predic;tted on !resh be~in
nln2:s. childlike optimi$ffi. and aspiring 
new generations. How we cope with the 

cultural dimen;ions of this challenge r 
will lu\e to others-to sociologists. politi. 
cal scientists. historians. and philosophers. 1 
am none of these. I am a buslQessman who has 

long panici;mM ill public debates over the po_ 
litical economy of rising Hving starujard~,.What 
;:oncems me most about Amenca's commg demo. 
graphic :rnnsfomlation is simOlY this: Oil QUI' present 

:l.-"OtIrSe 'A'e \Von', be ahll!': (0 afford it 

To provide for the largest generation of seniors ill his
(ory while simuJt.arJeoosly investing in education anD op
ponuniry for the youth of the twenty_first century, ';!Ie mUst 

r~e Ilrevailim! '"entitlement ethic" and mym to Wolf 
f~~ndowment ethic," which generated America's LUSh 

,savings. high growth, and "sin!! living standards in the pjlSt. 
Fl1downmot hugHes "s!~waraWio"-jbc am:l'ltallte of reo 

;:.eonslbilitv for the tU!Ure of an"in'i.titution. But gIven ~r 
current ('mphasis on inrlividu.a1 seif-fuLfiltrnent. we must. lIt 
addicion to endOWing (he furure of our nation and its institu. 
tlor.s, end()w our indivrdual futures and those of our ;;;hil. 
oren. because OCt OIV) else is going to do it for us. What i am 
lJiking iloout is seij-em1oWment, 

"Hope ( die before ( gel old."' The Who sang in their das-

IN 1900 ONLY ONE IN TWENTY-FIYE AMERICANS WAS OYER SIXTY-FI 
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sic sixties anthem. "My Gettttatioo," ThaI. Swc:::rMtlt.likeso 
many slogans of the Baby Boomers' youth culture. was 
wishful thinking. The generation that ,?nce warned "Don't 
truSt anyone over thlny" is now passmg fifty. 

The teal question is, Will America groW up before it 
~ws old? Will we make lhi; needed tra:JUfonnadOD eat!Y. 
intelligently. and humanely. or procrutinace until delAy ex~ 

act$. a huge price frem those iC34t able 10 afford it-and. con~ 
fronts us with an economic and fXltitkal cnIDS to which then: 
is no longer a win~w1n solution" 

llUIOGRAPllICS IS DESTINY 

.W1TH1N the next fifteen yeatS the huge genemtion 
of Baby Boomers. whose patents brought them 
into the world with stlch optimism. will begin to 

retire. As they do. they wil! expect the munifieent may of 
"entitlements:" that were guaranteed (again with luch (lpti~ 

mism) to every retiring American with no anticiparion of 
the ever~growing length of retin:ment as life expccta.ncy in. 
creases. or the eveNising expectations ot in~ afw 

fiuc:nce. health. and comlort of life in retirement. But 
consider whQ is q:P£!i\ed '9 p:w fgr 1m lW;-in.Ji,!e 

consumption~ lbe relativel¥ small "built" genera
liQD in wb<m productive ctloacity we tiM failed 

00 ilium Nei!.hC:f the founders of SQC:ia1 Secu
rity sixty years ago nor fhe founders of 

Medicare thiny years ago imqt.ned the 
demographiC snape of America that 

wHIl,lnfold Oller the next several decades. 
Ponder Ihe following; 

• With 76 million members. the Baby Boom 
gener.ulan is more lhan half again as large <t.S 

the prevIOus generlldon. To get some ideA of 
how much lhe number 0: seniors couid grow by 

the nme the younges! Bab:, Boomers rum seventy. 
think of the entIre population of California and the 

New England states combined. O. think of il 00$ way: 
the number of Social Securi1Y beneneiaries will at least 

double by the year 2040 . 

• 
• in 1900 only one in twenty-li ...e Amencans WA$ over sixty
five, Tht': vast majority Qf these people were completely self
supporting or supported by their families. By lO4O one:: aul 
of every four or five Americans wi!L be over si~ty-ri~. and 
the vast majority will be supponed to some degree by go.... 
emmenl entitlements . 
• In 196(} Iht':n'! were 5.1 taxpaying workerS to suppon each 
Soclai Secumy benetictary. Today mere are 3,3. By 1{)40 

tbet'¥! will be no mQre lImo 2.0-.'1.00 perhaps as few as 1.6. 

~ The number or' "young old" {sixty-nve II} sixty~ninc) wiil 

BY 2040 THI FIGURE WILL SI ONI IN FOUR. OR FlVI. 

~, ""~,,, " .... ,,,,.. , .'i1 
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roughly double over the nexl halfcentury. but the number of 
"old old" (eighty-five and overt is expected 10 triple or quad~ 
ruple-adding the equivalent of an entire New York City of 
over-eighty-l'ive-year..olds (0 the popuiation. NearJy three 
quan.en: of those over eigflly·!ive will be singk:, divorced. or 
widowecJ.-.,l:be groups mOSt hkeJy to need extensive govern

men! M.IStanet:. 
• In 1910 children under rive outnumbered Amcncans aged 
eighty-rive and over by twelve to one, By 2040 the number 
of old old will equallhe number of preschool children. ilC

cording 10 some forecasts. 
• The e_u.raotrlinary growth of the old old population will 
add espocialiy 10 federai health costS. This is becaute the av
erage annual medical-cm bill rises along a steep curve for 
older age groups. The ratio of Medic:are and Medicaid 
spendin. on the old old to spendin& on «he young old is 
about 2.5 10 L 

• In 2030 only aboUI 1S ~nt of the over-sixty-6ve popu
lation v. iii be nonwhite. But about 25 percent of younger 
Americans win be nonwhite. This will create" potentially 
explosive situ.a.tion in which largely white senior Boo-mel"$ 
\;4\1 he i1rre3sing1y n;lj3nt po pyerta'"i'rd minonw W9J!:eI'S. 
• In ~ to provide the same 3vmgS; nuWbr:r Of vrmd Ie

li.rem~benefits in 2030 !hac were@fIlemp!;uc:rlwbgLsOclal 
SecugQl Was set Hi> in lbr 19305 !he rrtirrmerll 32' would 

hill'C to be raised from -siAry-five !O seventy-four t'ly 2!D;2, But 
this proj«tion-dawuing as it is-assumes that future gains 

in longevity wdl slow as. average lire expecWlCY approaches 
the sup~osed "naturai limit" to the human life-span. Many 
e~pcrts oow question whether sud; a limit really eiist.'i, Sum
ming up research at the Nntionallnsutute on Aging. the de
mogl1lPh.er James Vaupel goes so far as to SUneS! that we llJ'C 

now on .he IlIteShoid of a "new paradigm of aging," in which 
the a~l"llgt Hfecxpecumey could reach 100 or more, 

Of course. the United States is nOl the only courttry facing 
In "age wave." Indeed. the agc waves In mDS! industrial 
.:ournries are npproaching fas(tt than ours, and-to judge by 
official projr.etiol1s....-<ould h:we an cven worse impact on 
tlleir countries' economies and public bUdgets. But these 
olher countries enjoy !ong·term defenses (hlU we lack. Un
like the United States, most can actually bUdget their public: 
spcnuint on heallh C<ltt. and so have much gte<lter control 
over Ihh potentially explosive dimension of senior depen

dency, Unlike the United States. mosl l!enerally tax Eubhc 
~nefit.'i aJI Uley do any Olher income. And unlik:e the Uniled 

·States, most have f:liflv he:lhhv household sa~ings rales 
!gent'tally well over 10 percenl or disposable income. as 
compared witn about five pereen! here). ;:md so C:ln absoro 
publk~stclor deficits much beller [Mn we can. 

~OSt impanant. unlike the United ?Illtes, these olher 
~'''ftU\'tT'';j ~ct IVv:otumh¢red by tbe iU\J!.ijjoo Ihat Ihcif eeoolc 

~ave some SOrt of inaiien3ble dgh! lQ live IDs: IUS! third of 
IMit ad'!l! Jiyes in subsidized lei~ufe. In other cnUlllries what-
:,3 

government gives can be taken back ifOOinB SO is deemed l0

be in the public's long-term inten::st. In t986. wtten Japan 
enacted a major rtduction in future pension benefits. !:be 
Minisay ofHcaUh and Welfare issued acoru:isejustification 
that cited "eguilY between the generations." Few if any 
objoetions were hean1. til a statement Issued the day he as
sumed offke. Japan's new Prime Minister. Ryuwo Hashi~ 
mom. rdemd to the "imminent arrival of our AgiDs Soci~ 
ely" as a priority impet:ati:ve, Citing .much ionger iife-spans 
and a much reduced fertility rate. he told the Diet in his 
opening speech thalJapan would have: to "overiwli thole SO<

ciai ammgements pmnised upon a life-spano! twnscore and 
!en :0 suit our DeW expected lifc-spJll of f'num:ore." Do we 
recall any American President ever making such a slltCmel1t 
at any point in his term. let alone in the equivalent of an in
augural. addtess? 

Australia has made employee pensions mandltoty, in .. 
creasing (:Overage from under 40 pm:e.nt ;0 ru:arty 90 per
cent of the work forte. Iceland iw~ La sociaJ.io.
surance system. Germany has enacted. and Frmce, Swed;n.. 
Italy. and the United KinRdom are debatina. increases: iame 
immrnem l1f!'.e, Some of these changC$ nave provoked ~ 
conU'Oversy~ even widespread protest. as happened. in 
France last winter, But the disagreement is almost always 
over how best to allocate public resources. No one que4tions 
that government has the right to rOO~ benefits, 

Eytn many developing countries with populations sciU 
much younger than our own are preparing for their dt:rru).. 

gmphic fut:ure with astonishing resolution. in Sooth KOtU 
!.he household savings rate runs at about 3$ ~t "Work~ 

ina to mak.e a better life for the neX[ generation" is a typit'al 
company motto. Account balances in Singapore's Cenmll 
Provident Fund-rne country's mand1tory pension-saving5 
syltem-now total nearly tIttee quartets ofOOP, In Odie the 
J.¥m\ge 'N\Xi;er owns $21,000 worth of assets in the fifteen~ 
year-old national funded retirement system-a sum about 
four times !.he average annual Chilean wage. AIgcnOna. Pent. 
and Colombia are following Chile's lead and setting up (und· 
ed systems of lhcir own, Here. nothing: has. been saved in anf 

national retirement system for any worker iO own. 

VNSVSTAINABI,E "RO!IISES 

THE economist-and someHme numQrist-Herbert 
Stein once said. "If something is unsustainable. i, 
tends to SlOp," Or. os the old adage advises. ~[r your 

horse dies. we suggcs.t you dismounl." 
We cannot sustain Ihc unsustainabll!. !'Oct can we rinante 

the unnnanceabie. By 2013. when Baby Boomer$. will be re
(iring en m3S~, the annual surplus oC Social Sccuri!y 1.U. 

revenues over outlays wiU tum neguive. By 2030, when all 
the Boomers will have reached sixty.nve. SOClai Securif}' 
JIOfIe will be running all f.UIlJual cash deficit of $766 billion, 
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·1. 
NEARLY TWO FIFTHS OF ALL SOCIAL SECURITY BENEFITS NOW GO T' 

Ir Medicare HO$piw Insuranee is im::iuded.. and if both pro
gl'1lJlt$ continue a.ccotding: to current law. the combined cash 
defi<:it that year will be $1.7 trilliOR. The honc. in other 
words. wHl be quite dead. By 2040 the deficit will probably 
hit $3.2 trillion. and by 2050. 55.7 trillion. Even discounting 
inflation. the deficit that year for Ulese two senior E!2gnu!!!. 
wiU come to JlflP!?xinwelv S7QQ bitJig,,-{our limes the 
siu: of the cmite 1996 fedcni de6ci\. Long befon: that time 

we win have had no choice but to dWnou.nL 
WaJJ Stteet has yet w f'ea';t to these obvii'.!1.Wy unfinance· 

able numbers, When wiU it? Since financial nwtets: try to 
andciplUe events., the rt:aaion wiU surely come years hefon: 

the first Boomers start retiring on Soda! Security. in 2008. 
How severt' win the reaction be? S1tould the markets COR

ctude that p..mcrica has lost any chance to deal with this chal· 
lenge in advance, we will almost certainly sec a full~sca.le 
economic emergency as ~t rate$ roar into OUter' ilpace. 

Apologbts for the SlatllS quo disrniu these numbers as 
"me~ projections." So let me empha$iu that the numbers I 
have used for Social Securuy and Medicare are official pro

jections. cn1cu1atcd by fedml act:naries and economists work
ing for the Social Security and Health Cart Financing Ad· 
miniSU"Ztions. The same experts also calculate an alternate 

and much wane ''higb~' pro;ec:tion. wtUeh has historical
I Y proved l() be mort: ~ than the f0t"ee3.Sts J have used 
here. Moreover. the retirement and mcdica!-care needs (jf the 
,Boomer generation are by no means hytlOthetical. The Social 
Security Administration's fonner chief actuary A. Haeworth 
Roberuon points out thai fuUy 96 percent of senior benefits 
payable o~er the next seventy-five years will go to people 
who are already aLIve (and therefore countable) today. 

Wen. say the s~epQ~. if we can't borrow trillions of dol
lars. maybe we can raise wc:s. nit and muddle through. But 
this isn', a viable option cither.lAI'S stan with the political 

:act that h<"ah patrie!!: in WMhlng«m Me cu.rrently hawking a 
tJU CUt, though they disagree about its lliu:. A taX increase is 
unmentiOnable. Then coruadt.t Ihe magnitude of the tax in
creases we· would need. By 2040 the cost of SOCJal S~urity 
as a share of worker payroll is expected to rise from today's 

11,$ percent 10 17 or 22 pereent--<1ependingon whether you 
\accept the official or the hign-<ost projection. Add both pans 

of Medica~ whieh cnmndy rest the equivalent of 5.3 per
cent of payron but an: growmg so rapidly that they will 

,eventually overtake and surpass Socnl.l. Securiry in size. :md 
we're talk.ing about 35 to 5.5 percent of every worker's pay· 
check befon: we even start to pay for the rest of wbat gov
ernment docs. 

Obviously, lax increases uf tins $ize wouid destroy the: . 
economy. Mon: to the pojm. (hey would kill the taxpayers. 

l'hc:rc is also Ibe interesting question of whe~r American 

taxpaycn could be expected to comply with them. The ex.
perienc.e of runaWAy pension systemS in Latin America and 
Easlern Europe teaches us that wilen payroll taxes begU) 
even to approach these levels, tax evasion becomes wide
spread and much of the economy moves into me tax..e,xempt 
"gray 1lUI.I'ket." In other words. it may be impossible to fund 
the futui'e Cost of our currem benefit promises. no mattet how 
willing we Ire to te,islale higher tal. 11I.[eS. 

Tho $Mior lobby IlSSefU that whatever the economic con~ 
scqucm:es. t'utun:I Anierica.n workers ate duty-bound to fulfill 
their side of an i.lkteilned "contmct between ge.ncntions." 

Yet one group's "earned right" tn A benefit is aoodler gt.t)Up's 
"unearned obligation".\) pay a tn. It is to this ICCODd. gn:)up 
th.atour,hlldnm and gnodcblldnm bel_ !.I_y. 
they are suspicious: of a binding "contract" 10 which they 
nevet' agreed. According to a 1994 poll. A:mericans under 
thitty.fivc are much more. likely to believe in i..!FOl than '0 
believe: that they'll ever receive Social Security benedf.5. 

There'.s an old Adage about robbing Peter to pay Paul, 10 
the entitlement shell game we're proposing to rob Peter Jr. to 
pay PmI' Sr,-evel'l when the Peter Sr. in qUC$tiou may not 
need the money, In fact. Peter Jr. is already paying pieot}', 
Because $0 much of Social Security is: lU~fme (alld because 
retirees no longer pay fleA taXes), a typieJl f'etired. CQuple on 
Social Security in i994 with $30.000 in total ash income 
paid. on average. ooiy S790 in fcderai taxes. Meanwhile. 
their son and daughter~in·lllw. suuggUng to raasc _ dU1d on 
the same income. hnd II total federal rn burdm 01 $7,005, if 
you include both the FlCA tax they paid and th.al: pajd by their 
I!:mpioycrs. No olhet industrial nation tilts lts tax sYitem 
away from the eJderly-or tilts its benefits Jyttem toward 
Ihe elderly-u much as the United Stale! does, 

The present system's we believers dress up Social S~uri· 
ty and Medicare in the reassuring rhetoric of "insurunce" and 
"pensions" and claim th.al beneficiaries: are only getting back 
what they paid in. They're wrong. 1'1!s ll'3jorit}l of rnd!Y's 
benetkime$ Me ge«lng backiaT mo~ than they ever eal? in 
Flex ceiilil6iliirins: tlVtri an benge life c;lI;~ thc.av~ 

erage one-earner couple refiring today will set ahput 

U23,OOO m2I5 QUt of Social Secunty than the WlIJV ramer 
aal1 biS Ot gCt emp!~ea eyrE l}1id inro..4t, plus hlSS..rest. Omit 
the emptoyer's conD'ibution and ca.lcuiate ooly lite payback: 
on the personal rnes paid by the employee. and: the windfall 
rises to $173,000. ",Vhh Medicare thrown in i( n:ses to nearly 
5310,000. much of that tax-free, These are nO( "earned beo
efits" but unearned windfalls that our children will have to 
pay {or and cet'1l1inly will ncycr enjoy themselve1. 
M~er, since FICA contributions have never been saved 

by the federal government. the point is mOOl: regardless of 
what a work.er paid in. the federal trust funds now possess on 

'I ~ I • "". 
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1'0 HOUSEHOLDS WITH INCOMES THAT 


that worker', behalf nothing blIt claims OIl future taxpayers, 

The Icrm ''trust fund" may su@gt.U a vault in wltich one's 
Social Security taxes ate sw::k::ed up. to be paid OUt tater. But 
the Social Security "'trust fund" is me uitimate fisc::ai oxy~ 
mtln.:m. its "uws." which we are told will keep me system 
"solvent" until 2030. consist of nothing moo:: than Treasury 
IOUs--ciaims against future generations. When it comes 
lime to redeem these claims and the interest they have accu~ 
mutated. whem win the treasury firul the cash? Either by 
borrowing from the public: 0( by rnUing taxes. Either way, 
absent any policy ebaJ:lge fuJ:Un:: ~r'$ wiU ha'IC to pAy 
again {Of today'. Social Security "surplus." 

If the Sociai SecuritY and Medicare balance sheets were 
evalwu.ed according to privllLC-sCCtor accounting standards. 
bom would be dccl.ared disastrously insolvent. How disu~ 
lrQusly? Consider that the fedcnU government has already 
promised (0 today's adults $8.3 trillion in future Social Sc.. 
curiry benefit! beyond the value of the taxes they nave paid 
to date-a figure more than 250 times as great as Ute mucQ.. 

decried ''unfunded liabiliUcs'" of aU privatc.~ pensiOD 
pians in Atncrica! If federal law requited Congress to fund 
SociAl Security the way private pensions must be funded. the 
annual fedcraJ deficit wouJd insWluy rise by some $675 bil
lion. Add in our lavish and unfunded fed.eral-employee pen
siom;; and Ihe dl!lficil would rise by $800 biUion. Add in 
Medicare Ul4 it would rise by mon:: than $1 trillion. If pri
vate-sector executives ran their pension systems lhis way, 
they w'ould be thrown in jml for wltolesa.le violation of 
fedenl pension-plan regulations, 

Meanwnile. Con~ has attempted to ban what pol
icy wonks call "unfunded manda(fes"-(ederai laws 
that imposl::: costs on the states witfrout providing 
funding for them. TIw.'s fine-but wonying about 
suc::h mnndlltes while ignoring Social Security 
and Medicare is like nUstiOOng Woody Allen 
for Arnold Scnwanenegger. Social Security 

( and Medicare are 1M motht!Tojall unfwtdt:d 

manda~s, 

l..s time to face up 10 the fact that crust· 

fund accounting is a hoax. that Social 

Security is in fact a pay·as-!,ou-go 

iystcm. Payroll taxes go directly 10 

\oday"s btneiicianes:: benefits come 

directly from today's workers, 

Since RCA is a tax,.and tax rev


emits are fungible•.any annual 

surplus of FlCA tues ovc:r 

benefitS is used to cover other government spending;. A tnLSt· 


fund ledger for $lU;h ~fcl"!i is a waste of time. Does it rca!. 


ly help anyooe to know mat SOClllI Security is a OIt richer and 


!!!I: ,fl.'11< .In" .... 
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ARE ABOYI fHI U.S; MEDIAN. 

the Treasury is A bit ~ Oh'en the appamu congression
al appetite for constitutional amendments. why noc eonsider 
one banning government trust funds? 

As Federal Reserve Cbainnan Alan Greenspan bas 
swmm:d it up, the oniy bouom tine that really cw.nt$ is guv· 
erruru:nl's total borrowing balance with the public-other
wise known as the lUUl1l3.i consolidated budget deficit or bud· 
get surplus. Trnru:fming 10Us from the right pocket to the 
left pocket does nothing 10 bridge Social Security's And 
Medicare"s enonnou.s: funding sbortfalI. 

A1o.n.g with this mel.a.nchoty list of fiscal unsuswMble. we 
should consider some trOUbling moral unswmiNbla, Social 
Soeurity was establisbcd to ptOtecllhe elderly from indigence 
tate in life-lQ prevPJll a "p;;mmy-riddrn old Ace .. in thewc. offnmkljn D RtWtM:\t. lfwe allow iUsuP ban_ 
l>¥ pann, benefi~ to middle-class and afflumt A.mcrican$. 

many of whom can live well enouRil without these ~ 
>,tM..,iII hawn m IDose wbQ reaUv need theca? Among So

dal Security recipients whose incomes are under $20.000. 
Sociai Security accounu for tMrt than halfof the total It! 
SPllC of this. sobering dependence. many polilicalleaden: im
pl)' by their inaction Ihat it's nne 10 wail until tritlion4oUar 
deficits have devamIed our 

""""'"'Y. and !hen slash 
bet'!efits at the last ~" 
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mUrule. By doing so we would then deprive Americans at all 
income le~ls oi the ctumce to plan for their onures, Millions 
oi lower-income beneficiaries.. would be stranded in what 

might be wed a demograpbie Depreuion. as the safety net 

thai: Social Security was eaacted to provide suddenly van

ished. P';I(\lrr: historians may record lhal Social SecutilY'S 
"defendeIs" were the ones woo most wanted to exempt the 

~ from a balanced-budget amendment and thus from 

gradual and timely reform. 

Paul Tsongu likes to say. "It's nOl enough fot ourcruldn:n 
10 love us. We should Want them to :respect us." When oW' 
children look into the Soc:ial SecuritY trust fund and find 

nothing there bullOUs with their own names listed as pay
el'!. they win sunly wonder how wecollid have treated them 
so shabbily. 

THE INESCAPABLE 


BOTTOM LINE 


NOTWiTHSTANDING its Slm\gths. reat and imag· 
ined. the U.S. economy since !.he early 19705 has. 

failed at what matters most: raising productivity. 
\Vby should the a'let'age American ea:re about such a scem~ 

in!ly abstraet concept? Because working longer hou~ 
putting everyone's spouse (or child) to work~s flO( the way 

to fllUc livinl~ 5tamiards. A higher standard of living tnWlS 

producing mote while worlcing the same or. lesser numbet 

of boun~n other words. being mon: productivc, Only thus 
can real (after inflation) hourly compensation and lake-home 

pay rise. The astute economist Paul Krugman once summed 
it up this wa~': "Productivity isn·t everything. but in the long 

run illS almos. everything, A country's ability to improve its 
sWJdard of !iv'ng over time depends aJlll(lSt entirely Oli its 
:Jbility to raise its output per workcr:" 

Since the eatly 197Qs real national income p¢f full-time 

W()rKer (as calculated by rhe Commerce: Depanmenu has 

grown by approximately 0.4 percent a year. Total wor~r 
compensation has grown at about the same meager pace. This 

rlte of growth is so low that a debate rages among econo

mists over whethcr--aftet accourmng for Inflation and the 

rising COSES of employer-paid heaith caJe-(he typical U. S. 

....orker hlIs seen any pen:t::ptible wage growth since 1913. 
We can no longer ignore what economists from Adam 

Smith to Karl Marx 10 Alfred Marshall to John Maynard 

Keynes to Paul Snmucisoo have immned is 1he bottom line: 
,ustained productivity growth requires investment. and no 

counlfY can $uWtin high rnlt:s of investment without sa ....ing, 

These ecOMmists ail understood thaI productivity growlh de
peml& on many undertying conditions.. such as !eclmoiogical 
:nnovation.mQ efficient markets. but lhey all IIgreed that Cajr 

iutllCCumlllation is essential to productivity growtb-und is., 
moreovet'. lhe one condition ov~r which rociety can exercise 

Jirttt control. few experts disagree. especially INnen "capital" 

is defined. as maD)' economim define it. to ineludc such in
tangible coiI«:tive invemnenl$ as infra.strucwre. mearch. cd· 
uca.tion. and training. Yet we now face public budgets strainc:1 
to the bf'Ca.king point by we CDlU ()f demo~ aging. 
wbicb wiU crowd out all for.msof eapiwllccumularioo-pri· 
vatC and public. material and human. Withow; ftmdamt>!'lf1ll 
policy n:form a gnlying America cannOt be a saving America.. 

But thrift is precisely what we've forgouen. From an avct'
age of 8.1 pc::ttetIc of GOP in the 1960s. the net na1ioPal $ltV

iags rate dipped 1.0 1,2 pereenl m the 1970s: and then phmgt:d to 

3.9 peramt in the 1980$ and to 2.3 percent thus far in the 
1990s. Net <:lomtstic inVdtmCnt bas fallen in tandem. from 7.3 
pen:entofGDPin the 1960sto3.5 percem in the 199Os-adc.. 
cline that would have been much steeper jf we IuId not 

swiu:bed!tom inverting abroad to botroWing abroad. 
Our suuctu.ral deficits drain our akeady WUow pool of 

private N.ving&-andbenee crowd out private mvestr:DcnL To 
the extent that we try to COllIlOi thesc deficits by reducing 

"discretionary" fedc:.ral spending {a category dw lncludcs 
most futurc..oricotcd programs). mey also crowd out public 
investment. Out of every t'U)1'lddense dollar tho kdcral gov
el1ll1tCt1l now spends. only about five ceots build.$ tangible 
thing! that mnaio afu::r the riK2i yev is OYer. Reo::cdy a Gen
eral ACCOWiting Office srudy suggested that we must invest 

S 112 billion to bring the infrastrotnm of schools back. to ac

l;eptablc levels. Due where can we find sucl1 a sum when enti· 

tle.menlS and intm:st on aid debts crowd out everything: else? 
r Long before thr: Boomers re~ n::tin!ment age. we're pre

t paring to CUI everything frorn Head Swt and scboollunches 

to rapid tJ'llm.iI and $pacc shuttles in olY.ier to pa)' the rising 
COSt of senior entitlements. Despile the radical rlletorie in 

Washington. the recent budget plaru {have seen don't reverse 
but accelenue our current fiscal trajectory, Each of them pro

poses t'O slash appropriated domestic spending in re.a.t doilars 
while only gently re$ttaining tile growth in s¢nior entitle· 

mentS. Even in Congress's plan'senior benents in 2002 would 

CQtlSume still anothc:r ~otd ihare of the budget-flculy 50 

pm;eru of noninterest outlays. up from 40 pcn:cnt today and 
just 17 perttnt in 1965. This: is in a benign demogJ'llphic pe
riod. when the reiatively small Depress.ion generation (born 

befQn: VJ Day) is stiU retiring a.nd the n!larively large' Boom

er generation (hom after 1945) is still working and paying 

t:'lXes, And remember:: this is the Reppblican pillA. widely at
tacked as a "declar.u.ioo of war" on America's senior!;. 

To break out of this slow~g:rowth, low.invesunent cycle we 
must set a higher prodUCllYlty goo! and !.hen dedicate me te· 
sOtlI'Ces reqUIred (0 meet II. A sensible objective would be to 

increase the rate of growth in rea! pt"t·\vorkernational. income 

by a percentage point. from the ptlst-191J avenge Qf 0,4 to 

about 1.5 pereent a year. Even this subsrnntial illCfease would 

no( equal A!llCnl:an growtil ratcs of the 1950s and 19~, or 

ma'ch Japan's record during Ihe \910$ and 1980s. But it 
would come close: to ferurnin! U. S. productivity growth to its 

".. , .,.M 
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avemge rate over the past cenwry-and It wou!d bring 
growth dose to Ute rates of most of oor European campen· 
tors. If we ram produCuvit).' to 1,5 pem::nt. twenty yeAl1 
from now national income per worker would be nearly 
$10,000 higher in today's: dollars, and federal revenue$ (at 
the nmc tax rlteS} would be nearly $400 billion tugher, Ulan 
will be the c.ue if we continue on our cum::nt CQUf'SC. 

Conventional ecooomic tbtory suggesu. dw this ambitious 
goal requires a shlft ofsl); '10 eight percent of GDP from oon
sumption to savmgs. giving. us a Jong·term savings and ln~ 
vestment roue of about 10 percent of GOP. But where wiil 
these ex«rn Sllvings--tln ave:age of at iCJl$1 ~ per U.s. 
household annuaUy-.;:-ome front? About a third can be fi

nanced by balancing the federal budget and keeping it bal
:meed, The rest'will have to come from greater private saving, 

HIERICA'S SAVINGS GAP 

THUS we corne to what we Americans as individuals: 

can and must do for ourselves and the nation


ichthyology from me standpoint of the nAh. There 
are four main SOUR:es of income for those over the age of 
sixty·five: continued employment. government benefits. 
private pension income, and accumulated personal sa.vings. 

AMERICANS SEEM TO THINK THEY HAVE AN INALIENABLE RIGHT TO 

\WAN,· 
1 

As we shatl see. the adequacy of each ot mese Sou1-ceS is 
uncertain, 

When It comes ((} our retin::me'nt plal'lll, we an: 1I nation in 
denial, About nine out of ten Boomers say they want to retire 
at or before age slur-fivc {about six QUe of ten before age 
siu!1}. .\.1011:: [han tWO thirds: say they wilt be able to Ih'c 
'where illey wan'" and live "comfonably" mrougnoul their 
retirement yem. A stunning 11 percent cxpetl 10 maintain 

in retiremeru :l standard of living the same as or belter than 
what {hey enjoyed during Their worlting yean., 

Yet probe them more deeply about their retirement 

drums. and mUSI BnomeI1 admit that they are ierrifted (hat 
neitner they nor their government IS saving enough. Some 
two thirds cOllfess that they've never even calculated how 
much ttlcy need:o save (Or t.'1cir redrement,.and an amazing 
86 pcrtl:nt acknowledge that '"future retirees will face 1l per
sonal financial crisis 20 yenrs from now," Yet at the same 
time, Ihey do not expect or even want much from govern
ment. Nl:ariy nine OUI of ten Boomers agree that "the gov
ernment has made financial promises to (theirl generation 
that it will not be able 10 keep." for every Boomer who 

$:lY$ {hat government ih:oul~ .shoulder the "main resl'Onsi
bility for providing retm:meltt inc-ome," five say that jndi· 

viduals shOuld. They will very likely get Iheir wish, From 
all the numnel'$ we have 5«n, i! is obvious that gO'lemmem 

retiremem benefits (mainly Social Security, Medicare. and 
Medieaid) are likely 10 be severely reduced by the time 

most Boomers retire, 

What could take their place? Thiny )'ears ago c~petu 

hoped Ihat private pensions would become,a \UUvenal sup· 
plemcl'lt to Social Security, Such hope$ never panned OUt. 

Today less than half of all U. $, privltle-SeC(or WQri:en are 

covered by pension" Overall coverage has been tlat sim::e 
lhe earlY 1970s. and in recenl yean coverage bas actually 
dropped sharply for younger men. This stems from long· 
tenn changes in the work force and in the nlUUte of wonc.
part-time work, working at home. multiple careers. Rates 
0( pension coverage have always been highest for filll·time 
career ~obs, unionized jobs. a.nd jobs in government and 

large corporalions~in short, for jobs that arc becoming m~ 
creasingly scarce, As for Americao5 lucky enough to have 

penSions, they will he surprised, if not seriously di&&p
pointed. by how little their plans have se( aside ror them: 

the t)'pical defined-benefit pension plan for average-(tarr;
iog workers. with thiny yean of service replaces jusl one 
[hird of pre-retirement earnings-an a.mount mat is 001 in

dexed for infladon. 
ClearlY, f'eming Boomers will have lO rely heavily OJ'! the 

remaining :SOUrce of reliremerH income: private savings. 
apart from pensions. But this. source may be lhe most un

... , , ... .~~----.--------------------~------~-
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median savings are still sby of $10,000. Even ept.i.tnists ad· 
mil that a bkak fuwrc awaits the approxinWdy one third of 
all Boomers who are npecwi oeither to e.ccumulate finan· 
cia! assets nor to receive a pOvale pension. 

Ironically. the Saby Boom is the besc-educar.ed. most so
phisticaft<i. most well-traveled geocl1!ltion io our history, 
This irony provides stiU another iUustnltkm of the depth of 
our denial. 

"*S. Douglas Bernheim. of Stanford Univenit)'. concludes 
that Boomcn; on average must triple Ibelt cum:nt saving if 
lbey wam: to enjoy an undiminished living standmI in retim
ment And if one assumes a 35 percent reduc::tion in Social 
Security benedts (which seems more than lib:ly if not in· 
evitnble). then Boomers will have to quinlupte their saving. 
A recent srudy by the Conuninec for Economic Develop
ment. Who Will Pay for Your R~ilrmtmr! '1"1v LoamiJIg Cri· 
sis. comes to a similarly stark conclusion. 
, tf it's true that the promise of late·in-life government 

benefits helped to suppress private savings in 1M past, 
maybe the growing npectatioo of cuts in govumnem ben· 
etlts will help to boost private savings in the fut'UR. Though 
economic theorists debate Ihe point. people do take govern~ 
meet subsidies into account when deciding how much to 

save. Bt thirteen to onc. bouseholds say that they would 

T~E LAST THIRD OF THEIR ADULT LIVES IN SUBSIDIZED LEISURE. 

, 


certain of all. for it is questionable whether the average 
American is saving IJn.vlllin.g on bis own: wbat one house· 
hold saVes in a bank account tlr il ilOnpension mutual fund 

,caretly offsets what anOlner hoosenQtd borrows. Whenev
er tbe stcxk markel Or housing prices rise, many house· 
holds may feel that they're saving enough. But our aggregate 
pe~Qnai"savin~s ..ne. except for pensions. is now bareiy 
positive. 

Many bave argued that tbe currene bust is attributable to 

the pa.ssa~e of so many Baby Boomers through the years of 
household formation. and tim saving wilt tum up again as 

Boomers reach the traditionally high-53vlng middle years. 
But for this explanation to be vaJi-d. the personal-savings rate 

~houid hllVI! bottomed flut by the mid~198Qs-<Uld climbed 

bad; again. Many Boomel'S Mve alre::tdy entered die tradi· 

tionally peak saving years, But the savings decline persists. 
contrary 10 predictions of a demographic reversal. 

tn 1992, according 10 the Federui Reserve Board. 43 ~r· 
cent of U.S. fAmilies spent more Inanll1eir income~ only 30 

pettent ::lccllm1.l1;).ted ass.ets for long~tenn saving. In 1993. 
Jccunilng 10 a Merrill Lynch analysis of Census Bureau 
·laI3. half of all families had Je~s Ihan S 1.000 in net financial 
"'<e!s-a figure lh.al had not risen over (he previolls decade, 
I!Vt!Jl in nominai dollall. Among adults in their late fifties . 
•he age at which workers are staring directly at reti~menL 

'", "1 ,_~t.,' " .... '''',\ 

save mote if they Knew that future Social Security benefits 
were going to be CUL 

Finally there is the pros~ct of inheritance. that magic 
cure-all for any generation's retirement worries. In recent 
years Boomers have been cheered by a spate of upbeat StO
des aboL1t thc "'$10 IFillioa ioberjllmce boom" that roday's 

lifluent seniors are expected to pass on. These B~may 
nnt have noriced the bumper suckers oM: sees in resort areas 
frequented by seniors: 1"1.1 SPENDING MY CHILDREN'S IN

HERITANCE, But (lven if'the hoped-for hand-off takes place. 

then:'s a problem, Because this weahh IS highly concenmu
ed amon~ relatively few families (what Donald Trump calls 
the "Ludcy S~nn Club"). bequesl.~ may averag~ as mucb as 
$90,000 per Boomer but wilt amoum to only about $30,000 
for Ute median Boomer. M1,lffy and Duffy will do tine. but 
for moSt of this generntion the typica:! inheritance will JUSt 
about cover the COSts of settling Dad's estate and payoff a 
few lingenng medical bills. 

Dan Yankelovich. (he dean of American 09inwn.survey
Ol'S. has WISely said that our collective dcnia1 is not due 10 

<!rno~'fuj af M6i\l( patfiololZX- Rather, It IS a cUe of "cogni

tive denial,- by which he means a failure 19 roW ~nec
tions between bow we prefer !o see reality and what n::;iity 
lien;.'!;' is Cl'$iarly. (his dtnial is manifest at~ na.troiiiIlev
d aod at Ihe personatlevel. 

, .,; 
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FuWly, consider hea1th-care spending. Some point to the ..PRAYINC fOR PRODUCTIVITY ,\NO 
recent slowd<:lwn in medical-prieto inftation (as ~ by

OTII£R COOD filiNGS 
the Consumer Price lndex) and conclude thatour p~1em is 
behind us. Not $0. first, what matters is total apmdituru ~ 
heal&llsare gnd thus far;a rbe 1m reat fedml bC1!lth-~

ell! ogdays hays pm slewed £It all. Second (and once againi, 
thuleals official [!roicctiQns ot,~y assume a d",tlc , 
turnaround in recent trel'lds. Over the paM qtUll1er century 

reiiI Medicare spending P; beneficiary has increased at the 

rate of five pen:ent a year-seveml times as fast as real per 
capita income growth. Over no five-year period since j970 
has the growth in spending been le$$ man lhttc pc:t:ent a 

year. Yet the Health Care Financing Administmion's offi~ 

cia! projection assumes that the growth in real per~bencfieia~ 

ry Mcdlcan:: spending will slow to about one ~, a year 
by 2020. 'This: projected cost.conWnment ''triumph'' is timid 
to occur just as aging Baby Boomers begin to increase the 

demand for every imaginable heaith-carc service. 
So let's ltopc;=m pray_fm productivity gains rum fer

tility rates • .and markct-irnp-osed discipljne on he!lWl-care 
7osts. But !en not fmget the WY sccm1tiSor the 19SOs that 

nev~r came t!'Ue and me problems we neve~ our way OUt 

of. Public polley must be based on pntderlt expectations about 

the future-and prudence suggests thai on our all'l'Cnt trajec

tory the future may be worse tnan tM bleak officw forecuts. 
No matter bow clearly SQClal Security actuarie$ leU 1.15 

:haI financial trouble looms ahead, politicians on both sides 

of the aisle are convinced lhat "middle-class" entitlement 

pwgnuns coru;tilute Ihe ":hird rail" of American politics: 

"Touch it and you're IOast." So denial penisu.lt would be 

pleasomt to blame this denial on Washington and uy that the 

(est of us know better-4h:n aU we have to do is elect more

principled public servants who will dare to CQnfron' w:se i~

sues. But the problem is intc:rnclive-dte politicians and the 

people bave all become gifled denien. 
Consider tbis irony: Ihe public emhusiasm for budgel b:.tl

;Lllcing and cuts in "wastefuJ" progrnms is inversely \'!tOPOr

:ional to the COst of Ihose programs. Ninety-four percent OJ 

:hose polled in one recent survey favored slashing foreitJI 

:tid. 77 percent wa~ted 10 cut public-housing funds, and 7! 
percent wanu:d to cur the space program. Yet these pl'Ognum 
together- make up only about three percent of tbe federa 

budget. Meanwnile. only l4 percem of respondents wantet 
to cut Social Security. and only 2~ percent favored cuninl 

~edicarc. Yet these two programs together accouni for; 

staggering one third of the budgel. 
Or consider how we deny Ihe truth about entitlement pm 

grams. In justifying every new benell! incruse and eYer, 

n:fu-sal 1.0 accept dower growth in c)(.ptrtdituteS for the c! 
Jerly. the senior lobby talks as if "old" meant "poor." Bul c: 
derly Americans UQW have 'he highest level of per capi! 

hOUM:hoid wealth of any age group-and, courtting in·kin 

iru:ome such :IS he;)l!h bene!lts. a lower poverty rat(' tha 

'U "\. I.' 
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old~agc benefits wt:rt origi~ 

nally intended 10 be a sai'ety nel for the truly needy. today's 
~, entitkmcm system mon:: closely resembles a well-padded 
i hammock fer middle- and upper~iJlSS retirees. One mird of 
I 	:'>-kdicnre beneOu. neariy two fifths ofSocial Security bene-

tits. and mOn! than two Ihirds of federal pension benefits 
now go to households with incomes above the U.S. median. 
Back: in the early 1960s (he typical Sl:venty·yt',u-old con~ 
sumed about 30 percent less (in dollars) than the typical thir
ty-year-old: lima), the typical scvcnty·ycar-old cOluumes 

rn:arly 20 percent more. 
l: is obvious that this senior affluence is not evenly diS \ 

;ributed. ~tillions of seniors would be destitute without fed
ernl benefits. -rbere is also no guarantee that litis affiuence 
will cOntinue for future generations of ciders. wllieh is 
why Boomen must prepare for their own felirement now, 
i-tou$¢hoJds that ar~ not saving enough must roniront and 
JCI on their retiri!menfwinc:ome nee<k In a recent slUdy Pub· 
'i;; Agenda found that onty 20 percent of U.S. households 
Jre "planners" who deHberolely !HWe loward a quantitative 
goal. The rest-"struggJers."' "impulsives." ,jnd "deniers"
leaye their fuluT!! more or Ies... to fOlIe. 

IF WE CAN'T BORROW TRILLIONS 

.. 

younger ndults. Although 

\ OF DOLLARS, COULD WI RAIS. 

Younger Americans need 
10 understand how great a 

cban~e in saving behavior is requifed., but that this change 
wiH hardly be: unbearable ifthry srarf now. Thanks co com
pound interest. ev~n small sacrifices Count. /\ recent srudy 
published in FDI"1IJM magazine fO\lnd Ibat if os couple at a~e 
fotlV decide to go gUt to dinner p!1d a movie only tmeA a 
rnonth instead 0{ four times. and put the savings in~ Ii 
40IK plan. they will ltet $169.500 for theit retirement /It 

sixty-Dye. Pnvjng off credit.cpm bilh when tbey come in 
';::'" 

[nslead of incunimr finance chaf1!es. will yield an(lther , 

SI21AOO. 
But If Boome-rn don'l start providing personally for their 

re(ltt:men[. then Ihelt goiden yem will hold nothin-g like 
the life of leisure mat most 01 them seem to expeCI, In 
Th~ R~ti1?m~1U Myth, Craig Karpel wams [hat the genera
tion we mel in Ihe 1980s as '''yuppIes'' ~ay reappear around 
2020 as "dumpies."-destilUte. I,l.n;m:pl11ed mawre people 
wandenng the stteets with signs (carting WILL WORK FOR 
"1EDIClNE.. 

. ~~ 

. 




TAJks A BIT AND MUDDLE THROUGH? THIS IS NOT A VIABLE OPTION. 


COIliNG 

TUN S fO RllATI 0 N S 

MODERN Americans are inverse Victorians. The 
Victoria.ns. of courSe. were famous for their prod
isllneu about 5e,;. But they were loquacious in 

b!anning for their old age and eventual death. A dignified 
death a.nd a pmcd cemetery site represented important so
~inl values,. Their detailed wills wttre 3 boon to Britain's Ie
~ profession. We are just the opposite: We will talk to a1~. 
most anyone and say almost anyrttio1ii about our sexuai 
~'Ptriences, Yet We deal wi1h aging and mortality as relu£,*, . 
lantlv as the Viemrians dealt with $elf., 

1 a~U5e we have difficulty ~g about our collective 
aging, lhe social. cultural. and economic transformations, 
that will be caUSl'id by it will come as a shock and A surprise 

to many of \c;. "Shake the windows and rattle tile walls" 

\s what Bob Dylan wrote abou~ Baby Boomers 
when mey nrs! came of age. My purpose 

in this essay is to su.ggest how 
aging Boomers might shake 
UlC windows and "r'i'tiie 
the walls of our societv 0t'I~ 

• ,J more time. 

1"M Rctmtmtfnl TransJllfTnarwn 

As recently as 1950 most 
men who were physic:ally capa

ble or doing so continued tQ work 

past the age of sixty.five: fully a 
third of those aged seVenty and up 

wc:re still in the labor force:.!.,oday JUM

I 16 percent of elderly men work, Tills 

trend f1\W3rd ¢:u:i:! rcnn::mcm js DO longer affordable. More
Jver. given the growing number of Americans who reaclt the 

I~tc: six-ties and 5>!ventle$ io good heatth and with valuable, 
skills. It is no longer entightened social policy 
I As Robert Sutler. ~ former director of the Nalionallnsti
,pte: on Aging, put! il. America mUSt develop a new vision of 
·'.croductive at,nf in which "work expectan<:y" lnm~ases 
:ilene wjlD "life I!~pectancv." We seek satisfying !ove and 
~Iex after siuy-'Nhy not satisfying work as well? The old 

i~e3 of a rocking<hair rcuremenl tS dead. and it is time for , 
the new idea of an active yet aimless and dependent retire
chent (Q ale as wdLIThe open que$tion is when and hew this transfrnmatinn 
will occur. Should we challl!e lhe Social Security n:li~mem 
1ge to si:uy-e:ght: se"em~/!-sevemy-two'l When will we tell 
tr0St.: who will b<: affl!cted, so that they can begin 10 adjustliit life plans! And how will employers keep so many SI!

, ".: "I • \ I II; "'" I II I. I 
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nion on the payroll'? What private-seetor management and 
training programs will make seniof employees rtl(R 4tttIe

tive? How are we going to change the perverse Social,Soeurl· 
ty incentives that discoun\te ~iOtS from. fl:maining in (or re~ 
entenng; the work foteetWhal: jobs will ~t suit senioa who- ....... 
connnne w()f$(jng. :w:i how can we maximiu tl'Ieir availabilw 
ity? How do we revamp traditional crueer pa.aems to allow 
for semi-retirement. phased retirement. and "un-retiJ'emenr'? 

11u: H~a1th Tn:msformtUiQR 
On the eve of the New Deal all levels of government spent 

roughly $1.00 annually On health care for the rypical oJdtr 
Alru:rican. By 1965 the figure had risen to roughly $100. by 
1975 to roughly $1.000. and by 1995 fO roughly $7.000. 
Thirty ycus ago America spent more on national defense 
!.han it did on health cafe. Health care is expected to COD

$u:me 18 percent of GDP by 200S-al least five times what 

we are likely to spend on defense, And that's before the s.pe~ 
cia! mUltipliers of the age wave-especially the huge growth 
in the old old. whQ are ffiOstlikely to require: c:x1enSi~ acute 

and chronie c~ven begin 10' kick: in. ' 
Arneriean~ to' believe that ~igh an4 "sine bglth· 

care COSts are primarily tbe result of waSte, fraUd. and abuse,. -~ 

[fouly we got rid. of alllhe unnecessary tests and 1JeIImltttts, 

'Of StaQred: uiE EX&SSlve paperwott;, Qr got lOU~ 'on tdedi. 
crud cttan Arid prohteenng drug comE;anies, then presto, the 
problem would be solv.cd. But experts know tha!,.Ute real 

causes arc: far more intractable: fabulous I~ously ex
penSlvel new medical lechnolo~es. cost-blind benefit lUld 
insurance svstems lhal exempt most Americ-.atls from hayjn~ 
t~ mm choiCC$ about treatment. and the American !!9ency 
to disdain limits, including the ultimate llmlt-de:ath itsclf. 

Hell''S or Ponce de Lcon. in seareh Qf the Fountain or 
Youth? Pettmps thal's too harsh, But no Qlhe:r country swiIcl1· 
es on mujtimiilion~donar MRt scanners for routine com
plaints (we have eight times as many MRl units per capita as 
Canada). commits terminally ill patients to imens.ive~an: 
units, or perfOrtTt1 heart bypasses on sepwatenarians at: any* 
where near the rates we: do. Americans, l European once cl;. 

~crved. tike to jhink everything :5 an oplion--even death, 
The problem is thai it is: almosllmpossloie 10 pinpoint as

peclS of our lavish style of medicine thai are "wasteful" in 
the sense that they are: of absolu(ely no medical benefit. Little 

of whru physiciam do is based on ceruun knowledge of the 
outCOme: most involves judgment C:llls :lbout 1,mKnown prob

::tbilides. Henry Aaron. the director of the economic-studies 
program for tne Brookings Institution. speaks for mOst 
thollghtful observers when he wriles (hal "sustained reduc:
lions in the growlh of health-care ~pending ,an be actricved 
only if some benendal eare is denied \0 some people." 
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In th~ end tile long gray wave wiU leave us no <:boice but and rates Qt- functional illiteracy tIlat are am001 the highen in 
~o rethink what we mean by health. Is it a consumer good the industna! world? How do w¢ answer Senator Daniei 
that can be purcbased on demand at the"doctor's office. or is Patrick Moynihan's haunting question: "Win we be the first 
it a lifelong invesunentl Should that inYeSlment be a person~ species that forgets how to raise our young:' Or. to para-
al cboicc. or :.hould it be: regarded as a public duty? How pb.rase Churc:nill, "Have weever~ so much (romsofew, 
much should government be responsible (or health care nnd having dane so little to prepare them for their bUrdens!" 
how much should individuals? MOSJ Important. what share We're talking not abou\ physical capital but about human 

of public re$ourccs do we wish «> spend on health care for <lad· social capital: the; intaCt families. work habits. educa·•
ourselves, and how much do we wi,h to dedicate to such lion, and higlHcch skjUaPAA whicb any !Wpe ofincteasing 
economic and social: goals as producdviry-enhancing R&D produetivity ~1,timlUl:ly reM$. If we IU'e going It) rely o~ just 

;rnd a benet education Cor OUT children} 1.6 to 2.0 workers to support every retiree. as ~heSSA fore-
No other tunsformation presents such profound ethical casts suggesl. we should want today's children to t;c,;ome 

questions, Who wilt dectde wtwlXmly heart tronspt.ants and the best educated. most $killed. and most productive citize."tS 
similar death..defying bigh~tec:h {)perarions are appropriate imaginable. How d()e$ thal $Quare- with our cum:nt rush to 

for \he growing elderly population. especially \he burgeon- cut discretionary spending and defund social programs.. from 
ing old old gtt)Up1 When, and how, will society detemtine Head Start to vocational sdtools. that have long provided cd-
that even if an etghty·6ve-year-old ean enjoy another year of ucation and tr.I.irung1 How I;:u\ we generate £he funding and 
life through 8.11 expensive high-Icch intervention, this rnay the political S\lppmt to educate oor yaung in today', over-
be the wrong value to pursue-espedally when so many.l; ,burdened eCQnomy? How can we make the twenty-first cert

:::,~a:.::;D:~ili<m'OV~g,? ~ :::::.:~:;:::~n' 
In an aging America everything wiil. d~nd on th~lS~ Today's senior..;, repr6CnteO by powerful lobbies and VOt

cciU(:auon. prooUCUYltV, and civit I!ood wiii of voun;;Jten- ing in disproportionate numben compared with the young. 
e~l1ons--{or their labor must su~the eld¢rlv, Ye~ noth· ~ already a potent political force. Will the rapid growth in 
iag seems tess: -obvious than their capacitY 10 rise to the chaJ- the number of elderly enthrone the senior lobby as an invin~ 
!enge we are passing on to them. lr.ey wilt be relatively few dble political titan? Or will the young. who must pay fortG-

In number. They will inhenr a huge nationai debt and a high morrow's senior benefits. find ttu::ir political voice while 
and rising payroll-tax burden. To make :naIlers w~ many there'$ still time to do, something about 
more of these future adults than looay's adults are growiog 
up in families. neighborhOOll$, and schools plagued by eco But how can the young be eneouraged 
nomic hardship and social dysfunclion, e"U"""',ly in the political process? 

I 
Since 1973 the;eal median inc~.e of households headed How do we merge Ihe public interests of youog and old and 

..B..,':aiiuits seed Sixty-live and aver has risen Pi' roon: than 2:1 show how dan~s 11 is for them to become adll~es1 
p;n:ent. \lf11i1e the real median iru:ome of households under 
~, thim.five h3S falUm mon: !!'til" !Q wrrssnt. eounung ali 711~ Gtnbo.l Transjormmiort 
S0UfttS of income. poverty in America is three times as like 1 recently asked the head of Japan's Centra! Bani:: why 

ly to affliCt the very yOUfi-g as the \~ry old. The United St~s Japan has resisted America's requests to cut itS budget sur· 
is the 210balleadedn the life e~m:t!l!Ocj' of ciehty-tive'vsar' plus and stimulate consumer demand. His immediate re
olds but has fallen ntat the I;xmom of the indm:crial wQt!d',$ sponse was "'Because Japan must save so that it can alford its 
ra~in2S In rates- oITnfant mortalitv, marital breakup, child coming retiremem wave"--a warning that the abundan( and- relati'>'¢ly ine:\pef\sive supply of foreign cnpitai we have de

l
poycrty cbjld s"lci~o R'iMlN of ,-bom.assiroe.d ho~ork. 


and functional11l1teracv, ~el1nwhije, per capita federal ;:ended on for mally years may soon disappear. "The banker's 

..... spendme on !l'1e elder!v towers rh:xc:n lQ one OYCf fedwl reply underscores the b1gh priority that some- other indw:tri· 

!s:pending Oil children. The approJ')riate response [0 the ouI1'D~ al nations :mign to the economics of aging populations. 
!geoos is to be outraged. yet we seem oblivious of this devas· Americans have oaid littie luumuon. but smce 1980 rough

Ilatmg di~proponion. !l a third of ne~ U.S~ domestic inv~tmentiias been funded by 
j How can we remain an economic superpower when nearly foreigll creditor1. Although some have expressed cantem 
1;< (hird of our children are born out 01 wr:(jlock and few of over now these capnal inftows must give rise {Q a permanent 
',heir fathers are will in>': to assumr: le\!al. financial. and mornl ...nnual debt-scrvice charge on out" n;nkmal inc()rm:. vinually 
Iresponsibility {ur them-: HQW will A~H!riC:l prosper in a com· no one has pointed ou{ a more alanning prospeCt: not that the 
lpetitive technological and information-based global tX:OflO· inftows will cominue but th:lit t:'Iey could slow substantially ast:y when its children grow up to exhibit ~hQOI"dropo\lt roles ) aging populations in other industriai cMntries consume more 
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of their national i.ncome and savings at heme.. ifAmerica can" 
not booM ilS domestic savings rate within the next decade, we 
may I:ntCf an era of rising real mtemt ra&CS. capital rationing. 
emu a iorcible ~unaUment of domestic: inve.sunenl.. 

'I'11ert: is also the issue ofour rellllion to the Iw-developed 
world. ~'hen half the population in the United States !!.,pver 
(Oft-<v. half the population in rome emerging markets of Latin 
~erica and Asia may slilI be under fWentt~t1Ye. Witl the 
.:urrent distinction between rich and poor nations gradually 
-:ome 10 be seen as a diffenmce between old and young na
lions'! W!l1 the former be clwaaerit.ed by cn:ative consump
lion. snon time ~ and lhe deft:nse of the global StBlUS 
quo. while the latter. mainly in Alia and l.a.tin America. be~ 
come known for energetic investment. long time horizons. 
:md revolutionary changes in the global balance of power'l 
WiU the newly dentocra.ti%ing economies of che fonner Sovi
et bloc be deprived of the (ORign investment they need? Or, 
:..itemativeiy. will a high-saving Third Wond be ~potting 
capital to a low-saving FtrSt World--an ironic twnahout of 
the policy recommendations of the 197057 How will these 
demographic and economic s,ltifts affect global institutions 

such as !.he United Nations. the OECD. and the World Trade 
Organization? Will they c~ely addlT.ss the myriad issues 
associated with the global age ~ CnotnlOU$ unfunded 

reliremem liabilities? 

TURNING A,I\ERICA rRO~1 


CONHMPT10N no DEFICItS TO 


SAVING AND IXVESTlIENT, 


\VIUT ~EEDS TO Bt DONE 


To argue in favor of thrift is sometimes enough to earn 

ono! the label ..declinisC........... person who believes ttuu 

America's ben days may be over. This is not my 
view. StUt, want 10 ~,;plain wity, jf we do not face up to (he 

economic and social challenges ahead. America will age 
prernaturdy and perhaps enter a ~ipitoos decline. i do not 

believe it is un-American tOo suggest that we live in a finite 

w-orld. that some desires can't be s~uisficd. and that bad 
choices eM lead to tragic Ouu:omcs. On the other hand. some 

good choices--enunently feasible. gradual. and humane 
.:ho\l;es-..:an provide a sound future iar all of us. 

In an era crowded with social -cri~s"-fromrace to class 

-il may seem presumpu,lous to say Ihat here Wt! have a 
·~lll" problem that deserves ,our f'JlI attention, BUllet there 

he no doua!: the economic implications nf Amenca's aging 

population over the next several decades will dwarf. in sheer 
dollar$, :my mher hig issue o~ might name. Inde«i. bow 

we deal ....'ith the -entitlement and savings crisis may de!er~ 

111ine hnw lhe mhl:T lSSUes we face will ultimately play aut 

If my analysis so far is correct. weare heading for a ma10r 

..:ri~is ior wnich our society is unprepared. B!)t Qur politicai 

IU" ,I. "11" 'I .... ".', 

leaden cannot be expcc:tlld to take this challenge seriously 
unieu we as individuals do so as well. A ptogntm of thrift 
thus has 10 work on aU fronts. from the hall$ of Con~ to 

Out homes. Here are some woOOLbte steps. 
1.Achkv. euui glUU'tUrln long-term budget baJmu:e by 

th8 year 200'1. A campaign to boost saving must ,tart with 
the federal budget. which can no longer be: a borrower but 
must be a saver. or all the policy cooices direetiy available 

to American ~ none would do a mon: reiiabJe-ano 
raster-job of raising Ute national savings rate than dimi~ 

nating our chronic deficits. I bdie'Ve t.hat we should achieve 

budget balaru:c no later than 2002--a date. happily. lI.tOund 
which a bipanis.au o:.n\$CIlSUS has finally emerged. aftercon~ 

uderable Republican presswe. The refonns we ~more~ 

over, should, at least provisionally. gUJDlntM !ong-u:m'l bud-

The pereent 
past thirty y.... <he Unil«i S....,-aloog with every ..... 
major lndustrittll'UUion--hu repeatedly ~ this degree 
of public-sector deficit reduction in fewer m.n senn years. 

Moreover, since the federal deficit is projected to ~ rap-
idly after !.he year 2002. a longer timetable would only mate 
the long-term effon mom difficult. Balancing the budget, 

starting now. is like running to catch a U'ain that's leaving 

the station. To ~h it in two minutes we would have to run 
harder than We would to catch it in one minUlC. 

Some ~peru worry that this is not the riam time in lhe 
busincss cycle to iIDtiaie a balanced-budget plan. But!lCCCl'ti
tag to !hesc critics, it may never be the right time. So Iorig llS 

reforms are phased in gradually ovcr seven yean.. there is tho 
ue danger that a shift from consumption to saving will $eri· 
ousiy dcpre&$ the economy. I"deed. a credible budget plan 

, might boost the economy If-as many economim. including 
AJan Greenspan. think li~ly-dle markets telCt by lowering: 
interest rates. particularly l(lI1g-term ratts. by two pereem. 

But mere budget balance is too timid a goal. Given the 
shortage of our national savings. ( believe tbat <;ODgte5S 

should aim for a federal budget J'tH1Wq of perbw one or 
lWO pereent of Gnp through the first cwo deca.des or the next 

_century, 10 make up (or OUf recent protlig!S'( ,nd. ~--;"m· 
_yonar:L 10 lay up SiOfeS dunna the Boomers' peak ~in'g 

years foctile sudden burden that will accompany their retire· 
menL Or. better, Congress could aim for a smaller s}l1Plus 

but sUb$tan'itil!y tnctease spen~-t!f'!eted public in

veiimeua m I:;ducaUQn. wo;:ke;. craining. and research and 

developme;:!!,~he kind of human-infrastntctnm inves~nt 
that is essential to an information-age economy. but in wilich 

we are now soreiy deficient, Either way, we would radically 

chan~e fak:ral budgeting. We would no longer prc:$ume on 

the good wl1l of our children btl! would demonstrate our 

good WIll toward them by moderatmg excess consumplion, 

which makes us net takers, in favor of investment, which 

unites Us as net givers. 

http:bipanis.au
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Sl20.000 in ioeome would lose $8..500. or 85 percent-thc 
maximum benefh~withholding roue. (This 15 percent exemp

I lion ....'Cuw. en,ll,I.lll that even (oouy's most affluent benefici3w 
r~, 'lies <onWlue to enjoy a mpc<;tabte tax-free rerum on theirLPfl'SOlUli flCA contributions.! All 'I~come brackets would be 

:rlGex.ed for inflation. 
BgllStl the IC\! wQuld leAY' in piKe all benefits t~lower~ 

irn;:omc hOIll-ebg!dt Ike original ~ftoor..p(.oroteetion" imfll

:l£n of nearlv all federal benefits p.rograms would cOOlioue to 
l.ee!LB~ecause such a large share or entitlementS now goes 

(0 middle-, and upper~income Americans (nearly 40 pereent 

of Sociai SeclIruy payrnt!l'1ts go to feci{)ients with incomes: 
above me:t:,S:medianl. savings would be large and would 
.:ompound a$ lite populatkm aged and the number of benen· 
daries grew. lrnked. it is e:stlmJl~ed that by 2040 MIUUll SJlV
'ngs would amount to more (han $550 billion, Finally, bi:. 
;;tuse the ICSt would ruSQ be comprehensive, covering not JUS! 

Social Securi(y.and Medicare but evcryWns from farm a.id 1.0 

federal pensions to' veterans' benefits. thi:s plan would not pit 
one speeial·lme~st constituency against anomer. 

Since this affluence .tes~ was tim proposed. in my book 

Fadtt.g Up. it has :Htra;tt.!d considerable Interest from tlOth 

Democrats and: RepUblicans. It has also elicited crilici.s.m 
from those whO' for various reasons don'l Want enmlemenu 

2. He/onn entitUmtnt prograttU. Trying 1.0 

lChieve lon!-Icrm budget balance without re

forming entitlements is iike trying to clean out 
the garage witlwul removing the Winnebago. 
The following reforms. taken together. would 
;>Ul thes.e pro:gntlTa in long-term sustainable baJ* 
ance well into the twenty~first century . 

• Subjtct ail ftdltmJ untfiu to an "aQIutttCt! U!fb" The 

rlnt sensible Step toward long-term budget bal;iice is to 


'i.:a!e back: entitlement subsidies: ftowil1g to people who don't 

r.et!d tbenl. To this end 1 recommend that we enact a compre

hensive "aff)ucm:::c tdt" tbal would progressively reduce en· 

titlement benefits to all households with incomes over 

S40JJO(}-_momtJwtSS,OOOabow the U.S,_house

hold income for 1996. HO\lselrolds with lower incomes 

wouid ret$ln all government benefits. The affluence 'w 

would be applie<l aMlUtllH'rotecting the elderly ill Ibe 


..,:vent of aD uDexeemed Joss of income HIgher-income 
households would lose 10 percent of aU benefits that raised 
:.heir income lIbove $40,000, and 10 percent for c:zch addi. 
tional S10.0CXl in income. Thus a bousehold v.i.tb SSO.ooo in 
:otal income and S1O,000 in federal ~nefits would lose 
S 1.,000. or I() petcent Qf it.s benefits! II household with 

Sl00.000 in income anrllhe same SlO.OCIO in benefilS would 
lose $6.000, or 60 percent: a household with more than , 

i 
~ 

WI MUST PUT ASIDI THI "INTITLEMENT ITHIC· AND RETURN TO THI 
! 

reformed. Some have said that an affluence test would C<mw 

stitute a tax on savings, and thus would dl5COl1l'&P thrift. 

There is no evidence to' suppon this hypothesis.. More im

portant. it ignores the larger issue-which i$ how 101ncteaU: 
national savings. Any decline m pnv:ue savmg caused by an 

affluence test would be dwarfed by the decline in benefit 

oot!ays-which in turn woold translat.e dollar for dollar into 
smaller deficits: and greattr nel national savings, 

It has also been said that an aftluence lest would under
mine public support for Social Security and other universal 
social-insurance programs. 1be theory seems to be that we 

.must bribe the affluent in orl'Jer 10 ensure political support 

for benefitS fer the needy. This is dead wrong, Of aU major
proposals to reform entiti.ertl(;nts. affluence testing receives 
lhe greateSt public support According 10 a recent opinion 

poll by the Concord Coalition~;} grouti1haJ j ~tped to form 

in t992. along with the former senaton: Warren Rudman 

Paul T:liongas-6-7 percent of!hose asked would support m· 

. ductions in Social Security bellerlts to higher~illcome boose 

holds. and 77 pereent would support reduction' in tdedie<Ut. 
benefits. Even majorilies oi o!der and of affluent households 

support sucn l-! rerorm . 
• Rai:ut th~ eligibility ogt lor lull ben(fflS. Congress has ai

fe3dy "used the Social Security full·bcllent relirement age 


.. ",. J~. 

http:rlGex.ed


from siuy-five to slxl}'-!even. to be phased in from 2000 10 

::027. This is a Slep in the right direction (althou2h most 

Americans Me RQI; aware of It), but Ute step IS too small and 
tOO gradual. My fCCOmmendation is that the Social Security 
r~tite-ment age 6C fiiiOd by thi& monthS" year until a 'new 
digibllit)' ageot sevemv IS reached in 2015-4 pfu!se-in that 
would leave Boomen plenty of time to plan ahead. In my 
view-early retU'emeflt should stili be allowed at age sixty~ 
I~but the txnetirs exttru1ed to early retirees shOUld be re
~ced commensurateiy. When mis: reform had beenentirely 
phased in., woners would stiU enjoy more yeat'S of full ben

efits than were elWisioned when Social Security was found· 
ed. As Social Security' Ii: full-benefit eligibility age went up,to 

s.eventy, so should Medieuc's, Arn.eticAns: aged sixty-five fO 

sixty-nine eouid still participate in the program. but only by 
paying m;tra premiwm. 

• So!t limits on !~roJ. health·bt!nrfit spt'Min~. We I'IlU$\ re
stnlcnm:: he:alth<&re benefits to eontftIt fedem1 heall.h-cate 
coSts. Currently we offer fte..for-scrvicc reimbursemcm to 

il1l eligible comers. with few OO$t disincentive$. and then sus
round the ptoce$S with awckel of regWatotY control$:.. I pro-
POse IbM Mrdirm., Medicaid Cnd Qlbrr h(:NttH?enefi.! pro

( 
&ri\[DS Qff~ tbm: ehoices: take 11 fixcd-doiiar voucher 1'Ipd 

; use it toward the pu.tehasc of the health insurance of your 

\ rhoie" enroll in .. accredited m""god""", program llIat 

duction for company..paid heaith-eare 1ns1ll'1llCe (which now 
amounts to a $92 billion annual sub$idy from the tedenU go-v~ 
enunent). This Wl1td'uJ. and ~ve deduction should be 

capped, Federal effons to est4bJish nati9!lP1..beatth-practice 
guidelines for doctors-. hospHalS;=;nd iomn:rs should be en
courae Although these sWUiaTds would~ be ItI2lldatcn'y 
(patients or provi~ would stiU be free to spend their own 
money for services above the guidelines), they would give 
everyone a cI~ idea of the cost~ffectiveneu of various 
treatment options-sometbing aU experts agree we iaclc. 

Finally. we need to reduce the huge CO!tl of "defefUnve 
medicine," throuJb malpraedce morm, and of "heroic" in
tervention when recovery is higbly unHkeiy. Medicare 
spends approximately 30 pel'cem of its budget on patients in 
their lut yearoftife-often when the anempc to prolong life 
merely prolongs a hospiUlliz.cd death. Few Amerieans want 

1.0 end their liVe$: this way. A recent sut\'ey showl lhaJ. 89 
percent of Americans support the amcc:pt of living wills. Yet 
only nine percent aetually have them. Until we launch a 
widesptftd edueational effort. make enfon:e;ble: living wills 
widely available at very row cost. and. perhaps even provide 
finantial incentives to maintain them. docton will continue 
(0 perform costly and painful proced1,lIeS (In patienl1 who do 
not (or would not) went them and who will die in a few days 
or weeks anyway. 

II "-"DOWMENT lITHIC," ACCEPTING RESPONSIBILIIY FOR THE PUTURI. 

, ( !w>lIll1on bill tho, g"'emmcn' a 6"d rum.... amoun<; 0' ",. We ,houid have no .n"'io", allout 'he foro.., Wha,.." 
main In the CLtrretU fee·for-service system and face much tefonns we ImplemenL federal heaUh<ate cous are gomg: 
gre:uer co-payments and dedut:nbles to grow fa.stu than our economy. This IS one more reason
I Any reform that seeks to introduce market discipline mto way we must do everything possible to leduce growth in So-
our system of federal health benefits muSt give beneficiaries cia! Security and other non·healtlHelatcd programs. 
!-eal incentiv~ 10 be cOS(""onscious. ~ence the gn::lltt!t co- l. Erund working livl!s. One of the best ways 10 reduce 
bayments and deductibtes for those who choose the expen· the crushing burden. ahead is to encourage seniors to wuriI:: , 
sive fee·fQt~ce OpOOll. The Medicare plan that Congnm longer-and make it easier for tbem 10 do so. This would 
~assed last year was all carrot and no stick. It gave beneri- require mo~ than raising the Ilge of -eligibility for full ben
c:inries the choice of enroiling in new kinds of managerl<arc efits un(ier Social SecllrilY and Medic.ate. To encourage, 
plans, but would have imposed no penalty on those who opt- ;onger working liVe! we sbonld aivlliil.h lOt: Srn:;jal SCfurity 
cd
, 

to Stay in ttawtrona.l fee-for-service plans. "";H'lljng$ 'cst" for beneficiaries wbo continue to W9'K. (Let

I These mcasures would shift t!l.e task of cost control away me strC$S tha! (hiS rr:iQc:n Mild he jm\l!c'¥nled along with 
from regulators and back to patients. and providers:, where II _the affluence test I have described: a stnnd.al~nc-aberra-
o 

':>elongs. They would also ailow Congress to live wuhin a lion such as what Congress has recently • 
~ealth.b(net1ts b-Jdget, like the government of every other 
i~dusmaI counl.l1'. As Cor 1he senior lobby'S lluachment 10 a 
"free choice of dllClOr" guarantee. voters must be reminded 

, ' 
(\ t~:u a declining proportion ~f 1Qd!y~s..vo~ng ~od;.ers-

Iwaose~axes pty Cor muc!l2~dlcan:-<:nloy the full 

I f~eeciom or choice that-;~O-nce comwon in Americ~n med· 


l1lfie. M05l young workers consiri~r themselvl!s lucky if 

!Mlr empt6yerpays tor any health insurance at aU. 


\ An,,,I_ p."me "",di_ f'" ",form ~ the un';mited ""' d,· 
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an unearned windfall for seruor-citizcn CEO: like me.) ¥C$. 
there: would be. smaU ditt:ct bwigt;t eon. But the benefits to 
the economy and to society, AOd to semon lhemselves. of 
encoUraging later rel.:iRment would be far more significant 
Ihan the $IDaH increase in outlays, 

The' mllluritY. wisdom, and experience of older adults 
sbould not be lost to the W<.rtplace. This is a matter nOl just of 
combating age discrimination but ofuniociting a powerful hu

man resource. The ma.rket for jobs for which the etderl)' . ~manda(orv pensions Of sayings llCCOUDtli covering thc..enti.m 
migbt be espcciaUy well suited tilioWd be explored: for exam
pIe Ml~ and LWt~time service jobs in healtb care, ct:Yd care, 
and various: education and training efforts. It u time to do cl
ders the honor of making their phase of iife tme or ongoing 
contribution--of gClllliDe "genc:rativity:' to use Erik Etikson's: 
classic deseriptioo-as toog as lhey aIe willing and able. 

Not everyone. of eowse. is able to go on worki.ng. Rich
ard Trumka. the president of the United Mine Wott:ers. who 
recently se:ved with me: on the Kcrrey~Oanfonb Commis· 
sian on Entitlement and Tu Reform. warns that tater retire· 
rnent is simply nO[ a reall$tU:: option for \lo"Orn-out industrial 
laborers in physically demanding occupations.. But such 
WQfken make up a small anO stuinking share of the tott1la~ 
bot f()t'Ce, Under my platt they wC!I!ld stiJi bays: the ~ 
tJrly n:tirr:menr (thougb wjth rr;Im;si bemfits) and would 

be protected by federal Disability lnsunmce and Wo~ 
CQmpensArion not to mention the system ofmaodoto/Y d 
sonal retitement accounts tim J prooose below. 1 would ~ 
use a smail ;met (If !he savings achieved by raising th.e Sooia1 
Security retiremcut a.ge to lower eligibility ages and raise: 
benefit levels under Supplerm:nta.1 Se<:urity Incame. the 
means-tested floor of uroteCtlon fqr the lQw·income elderly.• 
tn sum. Wt: should encourage the elderly to work bm not 
force work on those who m truly iru::apaciw.ed.1n any case. 
our nauonal retirement policy mould not be determined by 

the miner retiring at age sixry·lWO any more: than by the po
!tee officer retiring at fifty-two or the athlete :a forty-two. 

4. EsttJ.blisn GS!Sf.m 0/ mandau>ry ptnsionr 01" p~r-
Jonn' re1irtml!nl a(:'(:DunU, ! have concluded_eiuctant~ 

ly-that a funy funded. privatel)' managed. and ponable sys· 

(em of personal retirement llCCounts should be mandatory, 
The system I (:ovisiun would initially supplement Sucial Se~ 
curity-and over time rruglt! increasingly subshtute for it. 
BUl SOCIal 5IXuricy would continue (0 provide a ftooroi pro· 
.eruon to aU Americans. albeit one subject to tile limiu of 
the nffiuen<e test described above. Governments around the 

'} world have tried 10 achieve both these objectives-retire' 
mern savinSS atld povertY ptotection--in a singlt: system. 

\ They nave achieved ntiilierefficiemly. 

Why mandatory? fn 1993 C. Fred 8ergst~0, the chainnatl 
of the Competiliveness Polky Council fa publicly financed, 

bipartislln group I. asked me to chair a commluee on capiwl 

formation, An impressive groOup of the nation's leading 

t:conomms joined me in this effon. I bad expected to hear 

'" 

'::~,. , 

"''l . 
!.hat c:ertaio tax favon: for saving (1RAs. for eum:p:le) ~ 
significantly incn::asc net SIlvinp-that is. savings be)'ood 

the cost of the ttl. inceolive that enooW'llgeS them. 1 quickll''I 
learned otherwise. The net dfeet af many of tbcsc "''''''',. 11' 
tiona! iOl;ef1uvcs has been ma.tginl'i. because much of the 

rnont!y deposited in 1.R.As is simply shifte4 out of other in
vestments. When 1 asked how we might incre.uc m::uavinp 
lOigoifieantly, one important ama of agreement emergcd.: 

" 

wort fon:;c, in additiQIl to boIming private saving. suds plms 
--by making tomoCTOw's retirees more self..wfficient
would allow us co reduce traditional Social Se:<:mity gndual-
y. thus reducing public dissaving as weU, 1 am pc:titc:dy 

wejl awa:e of the iibenarian ~ thaI dcc:iJi0tS4 abcM 
saving $bould be left entireiy to individuals. Tbemdrrw:tJOty 
truth. however. is that many AJne.rit:ans m: ca:m:ul1y 100 

myopic to save for the future unless compelled. md 10 end. 
up bec.omiag ftee~1"id.er$ in the. go-ve.rnrnentwety act. 

Why fuUy fnnded? First. (0 boost nationaJ nvinp, A 
funded tctirement system would add to America'. capiW 
stock;. a pay.as,..Yoo-io system docs not. Second. because (be 

dynamics ofpaY",YQu..go financ:ing have enoou,.aw!poiiti
cians 4tOl1nI1 the- world 10 promise benefits tbat caD be paid 
foroolyby excessiveiy high taus on future geocnlions:. !be 
only way to avoid that temptation is to make it dcar '10 eVd:'j'~ 
one that above rome minimum safety net a W'tft:cr'S t'umre 
benefits win be d.efetmined solely by the lesootteS Ibat bave 

""b:e.m set asIdE for lhii worker. by §M)C rombioujoo tlem-
Q!oyet conuibutions. and the Worker's own $lvlnp. These 

pensions must be invested in diversified invcsane:m"lflde as~ 
sets and mu.st be the wmbr's personal propeny • 

Why privately managed? A sound system of m.aad&tory 
pension accounts must be publicly regulated to maintain 
fiduciary standa.rds but should be privately managed to max· 

imize rerums. ~ evidence is overwhelming tb1l publicly 
managed syStems.. which aRt often required to invest in iow
return gOllenunenl securities. eam far less tlwl privately" 
managed accountS invested in the real economy. 

Why po;xtable1 The new and fluid globai eoonomy. chan\I";:. 

lerized by intenSe: competition. rapid imwvalioa. and. ~!em.. 
less Icchnologk.al change.. has. made "lifetime employment" 
wiUt one <:ompany r:u-e. instead making sevend J"llajof job-
changes in one's lifetime--perhaps seven or eight forUte avo 
erage worker now in his or henwentics-is normal.. and there
fore many workers lack enough years of se:vice in anyone 
job (0 qualify for a pensinn. The plan I propose woold V~t all 
cQtUnbutions irnmedi~lv. and;o workmcou1d tak.e_their 
~sion savings with them os they mgyrtl (mm job M j•..

To provide adequate retirement income. Ihese 4e(:ounl$ 
would n:quire substanlial contributions, 10 my view, all 

workers (lit some combination wilh employers) should. be re· 

quire-a loconttibute truu:.Ul.$.1.x perreN Qf~which. 

added t2.!,]CA WQuii~O;;Q a lotal con~f 16-18 
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percent of pay. As a potnt of comparison. Aust.raiia's new Dismissed until recently as too ''mdtcal.'' "privatilation" 
system w: mandatory pensions wili ultimately result in ~ of Soda! Security has bum upon the scene over the past year. 
contributiotl$ of 15 ~ of pay. in the scheme I propose. Major pmposals ~ under deveiopmem at b.a1t a dot.cn think 

-;"ruKen: wouk1 have the option of making addUionaJ voiun ta.nk.s--let't. right. and center. Privatization has been fe.ttun:)d 

:ary taxA'ree coruributions. Employers who currently provide on the cover of TImt! and embraced by the presidential candi~ 
pensions could diven their contributions to workers' savings: ~ date Steve Forbes, and, in one fonn or another, is endotscd. by 
Jccounts as well. 'The primary function of this sYS\em would , seven out of lhitteen members of the Administrmion's official 
be to finance n:tirement and survivors' benefits: in time it Social Security Advimy Council. 
:night also pay for iong-cmn medi<;ai cart'. My plan has elements in common with many of these pm

Allhaugh mandatory pCllsiofl cOlltributions would be posats. Where It differs from most is that it would fully pay 
made in nddition to CUfTflnt flC'A payroll taxes, and thus for the tra.tlSirion to a funded Social Security s~ 
would d~ the consumable portion of each paycheck. ( would do so without otiding to th~ IUllion4l debt and withcut 
ihe system would be linked to the Socia! Security reforms , new tJe~rai~purpose taus, 

described aoove--and this would p~vc:nt FICA UlXe$ from The challenge is. that a single gencnuion rnuat snmehow 
rising to the alarming levels: forecast for the next cemury. pay fur two letitemeut5-its own and that of its parerus. Some 
Eventually wottets would be paying no more (and maybe pmposais simpiy ipgn: ,be: rbal!cage. 18m S~ Forbes's 

substantiaUy teu) in comtrineO. FlCA and savings rontribu plan to bepaU benc:fiu for current retirees intact aDd yet per
{Ions under my plan tban they wQUld be paying in FICA mit fOUJ'lPf ~ 1(1 shift a substantial share of their flCA 

wes alone in awrusquo futwe. By-putting meR of ourin~ conaibutioru i.nto personal mimnent .accoWlI::t. What his plan 
,~ome into genuine: savings today. we couki relieve the t:tUSb~ woold add 10 private savings it would canoe1 QUI dollar fOf 


ing ~ayron-tax rates lhat unfunded public uansfen: will oth~ doUat by increasing the fedenLI deficit. Other proposals wou.id 

\ 51'!: e"lICt on wot"tets tomorrow. issue Treasury debt di.rectiy to Social Security beneficiaries 


The reform {propose would also .require that any c~. in the amount of the system's accumuWcd. tilihiIitie:s. 1bis. 
year Social Security ()~..M~icare c~b snrplus be transf~ too. is a zcro-SUtil game that will leave tomotn)W', WOttm 
on a pro TlItJ basis. to wmll' perwna! retirement accounts, no beneroffthan !fwe had neverrtfonned thesyst.em. A few 
1'his provision would be eonsistent with pay-as-you-go=;"c pmpos.a1s. like that of the Social Security Advisory Council. 
counting. Meanwhile. worXef'!!. WQl,Ild have a direct stake in :ue more honest. Buc to pay for Ute tranSition they would 
reforms thlll constrain future growth in federal ~ts. LO resort to Jarge general-purpose tax increases. 

the eXlent that SociaJ SecuntY declines as a sbare ofpayroll.. My plan would pay for tranSition costs the old-fashioned 
a growing share of FICA taxes would auwmatically be trans way: not with smoke and mUrots but by taking the essential 
fen-ed [0 work.e:rs' savings accounts. Let tn¢ repeat: My pro step of asking CUl"l'\mt benericiaries and cunem WOtt.ets to 

posal is for a twO-(iered syslem under which everyone would give ilontethmg up-the fonner by forgoing sOme benefits. 
continue to receive Social Seturity benenu. But over time the lauet by saving more. This wouid not be painien, The 
my proposai would also allow us to go a step futthe"r. As the· magic of compounded returns ftom the Stock: market and 
savings in private retiremt'n! accounts built, me current uni~ other long4enn invesunents cannot solve all our problems. 
versa! Social Security system cooid be convened into a Pill'" To :save more, we must .consume less. at lease temporarily. 
et and much leu Ct)$uy Boor of protection that paid OUt ben This "transition cost" is the price 01 escaping the genera· 
efits only 10 the truly needy. tional-chain letter we have so far depended on. 

A mandatory savings plan wouid generate subsWltial net S. Shift our lax basil from income to c01UumptWn. 1n 
gal.ns In househol~ {and national I savings-<lnd thus ulti an apg society tu.paytrs should be penaliz.ed for what wy 
ffilUety gruns in productivity and Jiving standards. For mid· take out of the economy (consume} as: opposed to what they 
dle- and upper-income worken subject to the affluence teSt PUt in (save). I therefore propose !t\at only "consumed in· 
this system would at least tr.ake up for reduced government comc:"-spending. that is-be 100xed. 1l is. true that bye,,· 
retirement bc:netlu-,mo protlatlly go much further. For low· empting savings from waUQn ttlis refonn would nattOw the: 

et-incomt' won:ers, who are tnc: least likely 10 save (either on lax base, On the Q\hc:r hand, i1 woold also widen the base, by 
~eir own or through pensions I, it would vastly reduce- the rendering taxabLe various forms of govemmc:m·fiIlllflCai and 
chances of a destitute retirement. Seniors who were OI!lIearn -subsidized consumption-(tQm SOCial Security benefits and 
the affluence-test Hm:shoid lIoouid receive lt1ejr privlue pen· the insunmce Vllfue of Medicare tQ employer·paid health 
sion on lOp of fu!! reder:l:1 benencs, True. the deduction from care-which today rue partly {lr fully 1:U: exempt. Tax rules 
wages wotlld be!l burden. bUI il\ wonh nOling that because thus n~ not be lmy higher than Ihey are today. ~ 
,)f the Earned Income Tax C:edit. the existing flCA tax on Many wlll object tbat consumption ,axes are regn;:ssivc: 
many of the working poor IS now emirely borne by the fed. bUI lhe consumea.inoome tax p!;tII mtroduccd by Senators 
;:r:I! gm'c:nunent. Sam Nunn and Pete Domenici-ln which Ihe more one 
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spends, we higher one's tal( mte~strates tIut con
sumpuon taxC3 nee<! not s.acritice the principle of progn:ssiv
lty, whkhl '$uppon. ~reover, without increased Javi,we 
CWlOt expect the real i.ncome of me tYPitaJ A1f@i§1 ~~ 
hold to grow a~ without such growtillbe distribl;1
rionne ioromcs will continue to widen. 'fhC' zcro...sum politics 
of economic mgtWiQn will ovetwbclm whatever weak con
tribution to economic equality we mlght COlltUlUe 10 derive 
from our current system of progressive income~tllX rates. 

We ate!:unendy bombarded with tax..-e{onn proposals 

of every variety-froin salc$ ta.X.e,!; to "at tnes, Some 
want to get rid of the lntema1 Revenue SeMce. Some 
want tax n:mna mar. can be tilled out on • po$lCat'd, 
Who doesn't want simplicity? And who _Ill< 
tRS1 But {would SU8P$l a mote important en
terion {or eVJUuab.na tax reforms: Which i~ 
most likely to incre:ue net national savilll!,.? 

6. Moum a brood ... cah pulJlk.etiu.c6

tioll ~II(J" to prttmotll luznnK. National 
leaders must help to mobiliu: citizens by ar
ueuiAting a sense of moral imperative. A 
thrift pian: n=U a bully pulpiL 

Can the fight kiod of education and e~-
tion make a difference'? Consider Japan. Until 
the 19.501. when the country rallied behind a 

campaign to promote thrift. the Japanese were 
poor savers. Since then they've become famous 

for their saving. Or consider Singapore, whose, ' 
Central Providtnt Fund has furnished much of !.he 
investment capita! that has fueled Singapore's leg

endary e«lnomie growth-nOl to ~ntion the sav

ings lhat have enabled nine out of ten ho.us.enold5 to 

become homeowners-. Or consi.cla:.ChiIe and.A!.lstm!ia, 
which have ",Iso estah1ishM C1ttiona! Q.C!Ision sl~s 


based on the principles offull funding and portability. In 

e~h instance public educauon was crucial to. se£::uring 

public support. in Oillc. for instance. lost Pii\m... then the 

MinisteroiLabor. wem on nationru television, often week
ly, [0 e~plain why the mandatory ptmlQn pian was such 


good news for 0tUean.s. 


In a sock.ty Hke our own, where grassroots consensus. is 


so imponant to goverrtlUlCC. public discuuio.n and debate are 

lllille more important. The problem is that (or at least tl'tKe 

decades leaders bave been telling us that consumption, not 


savings, is the key to prospcnty. The campaign In favor of 


consumption has worl;:ed-aU too well. Now It'S time for a 

different kind of campaign_me in which nm only our po- i 

!ideal !eadel"S but also our businesses. OUt universities. at'ld \, 

cur pubtic·po.tiey insurutions must persuade Americans to 


~dapt to ItJe realities of our aging society. 


THE FIRST STEP TOWARD LONG-TERM BUDGET BALANCE IS TO 

"'\ ,,~. 
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WhlU we need most of all is a. mom visi~ 
"lass am of ReqxmsbjljtW=iW' ga!gtcofleaden talling 
over one another in their rush to propose a Middie:daiS Bill ( 
01' Rights.. or the middle clas:s silently tebeming me"'6ianma 
"We arc not part of the problem and we need not be pm of 
the solution." Instead \Vt'l muSt be e:n~ to a;;~ W'b.J1 
do we CXpec&...iruijWduols and families to do for themselves. 

an~at do we expect fedcra.l:, Stale. 01 local governments 
uuip for them? WW ~ OUT responsdJlitics to our own 

chil£!mn and grandchiJdttn1 How can we strengthen 
f~es so as to provide suppa" for oIdCi'~Je? 

What are our Obhgib6h$ as a Bauod tri our eoJlec.. 
dve progeny? 

The manual for GemwlY'S social-sccunty 
system Jooks. at tim g!&Dce. a lot like our 

owp-page after P'8<' dcoail>ing the belle· 
fillS due ifone mires. is widowed.. or loses 
one's job. The JWlSI Qbyicw dift..,..,., is 

the. ecncmu,$ benefits to Gennm ~. 
But there is a mote nrildog eonttQt.. for 

eacb benefit. alongside a box de,scribing 

"Your Rights" is a box describing "Your Du
ties..- Citlzcru are Ulus reminded that""i'oc.ety 

'iiiUi'iiiiways baJmce the payer against the po),* 

ee, the future against the present. We need to 
find that balance again in our cuitlJte, 

Why can't the PresidentcaU for. White House 
Conference on Aging different from the one held 

lase year-mK one lhat pa.ru:Ws to the 'CDi~by' [ bill one that coco""!!e! seriOUS dialggue be~n 
oJ4 and vount!? Why can't the Ptesi<ie!lt caU for a I global summit at which me Iw:IitIg eeononne! focus 

Qn reducing Iheir tremendous and uruustainable un· 
funded liabilities. and.at which developing economies 

with younger populations concentrate on avoiding the 

mistakes the industrial cOllntrie:s have made in providing 
old-age security? 

Companies also have a major educational responsibil
ity, With their human-resourCes and accounting depart

menls. they are able to educate workers on the buics o{ 
saving-why they ~hoLljd save mo~, the pOwcr of com
po\lnd interest. how to Invest. They can also make it easier 
for Iheir employees to save--lhrough aUlOmatic ulary de
duclions, 40! K plans. slock-purchase and dividend-rein
vestment plans. 

Bringing our youth into lhe savings crusade is another 
key. John F. Kennedy once chaliengea us to ask nOl what our 
country can do for us but what we can do {or our (ountry. 
Today's youth see Ihe most cons:picuous interesf groups in 
our political system busily asking woat the r;:ountry can dO 

REDUCE ENTITLEMENTS FOR PEOPLE WHO OON'T HElD THIM. 
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for them. But wOO represents the future and the general in•
terest? The YOUJIt. alas. are the new silent majority. 'I1le d~ 
mogtapher Samuel Pn!ston onct; remarted apropos orthe re
lentless growth in M!l'Iior ~l'Itillemenl$ that the poUtical 
System would behave a lot differently if people were fQn.:eQ 

to live Iheir lives backwarc:t--that is. if tltey had (0 look for

wBtd to th¢ bttrdens imposed upon youth as their own future. 
[ suggest that young people embarl( on dual careers-a 

private carret and one as a citizen. As ciuu:n lobbyists in 
behalf of the futUre. they ate responsible fer becoming in
formed about the debts they ate go.ing to assume, the un
funded liabilities they nrc going to. pay for. ana the unsus
tainable l.aXe$ they ate going to bear. Onct; they are informed.. 
perlulps America's youth wilHnitiatc an nonest dialogue 
Wlth their pan:ms and gtandparenr.s. without assuming that 
their eldtn. arc £ftCdyold fog.idl who doJl'f care. My gener
ation may be uninformed and even misinformed. but we do 

care about our cmidren. our gmndchiJdRln. and out collec

tive future. But if any<me is to create: a geneta.i-iruerest lobby 
in behalf of me future. youth must lead the way. 

If we el(pect our leaden; to lead, the V()ters roU$( make it 
safe for them w do so.. The Concord Coalition is a bipartisan 
srasStOOtS "lobby for the future." dedicated to breathing ru::w 
life into the American Dream, The wann rt«ption we nave 
received from countless concerned citizens has rekindled my' 
faith that we can still build a special imerest in behalf of the 
general interest. 

CONCLUSION 

A
t-; D wnat of the speclaJ rOle {or geeln'S like me? Pes· 

simists say. '"Forget It''-Americans will not refon'li 
senior benenlS until .a severe crisis IS actually upon 

us. but will persist in vieWing (hem as contraCtual obliga
[ions t/w by definition are always affordable. After aU. an 
America that ac)r;;nOwt~ges limits is an America that has Iool 
the one illusion fh3t makes If unique and creative, According 
(0 Ihis vieW', America mU$t always be an unteachable fon::e 
of nature that can never back away from any prorrtise or ex« 
pectation. no matter how extrnvagant. This. pessimists say, is 
why American valets n:peau:'{liy elect leaders who promi5C 
lower t:ue.... higher benerilS. rejuven:ued economic growth, 
and a magic bulier for every social problem:......wlthout caring 
how the pkces fit together, 

Bul i have a more opumi:nic view. Two years ago I was 
interviewed by tiO Minwts aoout tbe need !o enact gradual 
bUI jar-reaching structural reforms in federnl entitlemenTS for 
me elderly. The shOw·., producers. after patiendy UlptnS my 
arguments. invited me to jein tnem at a middle-class retire
ment communilY, Here, they <;;ud (with a iew wry smiles). I 
<,:ould exp!3:n my suggestIOns 10 !nose who would be imme
&stelyaffected. 

SUlnding before tllis group of retired gr:l.I1dpan:ms. ! be· 

gan by showing pMWgntpbs ofmy own gt'SIIdchildten.l ex
plained my concerns about their future ana me world they 
would inherit. t then reminded the retirees how muclt of our 
national affluence today rests on the wiUingneu we had to. 
make collective sacrifices during the Great Deptes.sion and 
the Second World War. Back then we felt that we were "'all 

\ in this. logetl'ler" for me sake of tomorrow, I told them that 

the Gennan theologian Dietrich Bonhocffer said it best for 
us when he observed.. at the height of the Second World War, 
"The ultimate teSt of a moral Society is the kind of world that 
it leavel16 it! children," 

Sooner or later. f told the rctitecs. we wiD have to ptqme 
for the future. We will have to balance our public budgets. 
trim tw::k benefits 10 thote who need. them lta$l. save ~ 
~ households., retire $OIMwhat later from the: wo:i: fm-.e. 
CJ::plore innovative means of economizmg OD beaJth W'e, 

take ll'llOte effective public inu:rest in tlle welfare ot chil
dren. and offer the rising generation some tangible evidettcc 
that we lI.n'! wilHng to make sacrifice$ in their behalf. If we 
do so sooner. we still have time to plan for a pw and hu
mane tnwsformation. Jf we do s.o tater. the changes lI.n'! like
ly to be forced upon us. suddenly and painfully. in the mid&! 
of an ecooomic. poUtic:al, and family crisis tha wiU leave 
the eventual outCOme much in doubt. 

r- Given all that. I asked lhem. if everything else were also 
1 PUt on the table and h really would lead to a balanced bud

get. how many of you would be willing lO give up s,orne 
share of your federnl benefits. above what you need to live 
on, in atdu to eaSl!l !.he deficit burden on younger genera
tions? To me visible surprise of the (jO Mi~t producct'S 
nearly everyone raised a hand. 

The generation I was speaking to SUrVived 1M Dept'e$$i.on 
and fought and won the Second World War. After the war 
this generation proVIded its returned veterans with college 
etiucaucns. built Ibe interstate highway sy$1em. eradieated 
polio, lOOk: us to the,moon. and won the Cold War agalltSt 
communism. Again" these monumental acco:mpluhments 
what it would take 10 solve our CUtTen! crisis seems smail. I 
believe Ihal (his generruioo is capable of doing the rignl 
thing. and that politicians might well di$COver that it iT; bet· 

ter to appeal to their nobler instincts than to panciu to their 
baser ones. 

t--A people whu hav<,: made a tradition otquick gratification 
!must n!)W be itSked to focus on the requiremet1u of a SOCIety 

, graced with the patina (If age-on Mlvirtg l1lM than ccn· 
sumplion. an prudl!o:nce ratller than desin::. on collective re· 
slminl rather than individual satisfaction_ As Amencans 
grow older. they will bave to recognize thac the live-for-to- . 
day attilUde that may be endeariflg or 3t '!.':ast undcmandable 
in yotllh. is 001 JUSt unseemly but ruinously dystunctiOfla! at 
the far eod nf life. They would do well to heed the elgn· 
teentn-<entLiry Frenclt mornlisl Joseph Joubert. who warned, 

~'"The passIOns of the young an: vices in (he old." f) 
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DEPARTMENT OF THE TREASURY•
WASHINGTON, D,C. 

January 6, 1997
$ECFlETARY 01'" THft TRftASUFI'I' 

MEMORANDUM FOR PRESIDENT CLINTON 

FROM: 	 Robert E. Rubin f....f {iL.. 

SUBJECT: Treasury Accomplishments and Goals 

Treasury is nnd will continue to be involved in a broad array ofactivities, from assisting in budget 
negotiations with Congress to drug interdiction, from strengthening the stability of the 
international financial system to improving the economic prospects ofthe poorest. from 
enforcement of the Brsdy Law and the Assault Wespons Ban to auctions ofgovernment 
securities, from negotiating international tax treaties abroad to tax legislation and improving the 
IRS. 

This memorandum broadly outlines Treasury's current priorities., Under each priority. there are 
accomplishments from your first teon and specific second tenn goals in areas where Treasury has 
the lead responsibility or is significantly involved. We look fonvard to working with other 
agencies and the White House in aU ofthese areas. 

• 	 Balance the budget 
• 	 Enact th. President's tax proposals, simplify the Code and improve th. IRS 
• 	 Improve retirement suurity and increase savings 
• 	 Maintain U.S. leadership on the issues of the global ocoDomy 
• 	 Help low-income households and oconomically depressed areas 
• 	 Modernize the U.S. financialsystem 
• 	 Fight financial and other crimes 
• 	 Continue to build a strong institution 

BAI.A!';CE THE BUDGET 

As a result of the 1993 deficit reduction program and other economic policies, we have 
experienced sustained economic growth and significant deficit reduction. We now have a rare, 
historic moment to adopt revenue and spending measures leading to a balanced budget, which 
would be particularly important in sustaining favorable economic conditions over the long term 
in the context of global financial markets that are very heavily focused on fiscal and other 
financial conditions. We mllst do everything possible to defeat Congressional efforts to pass a 
balanced budget amendment which would create the possibility of seriously exacerbating 
downturns ill the economy" 

AccQmnJishmeoJ~; 

• 	 Helped develop and win passage of the deficit reduction package in 1993 wbich 
contributed substantially to diminishing deficits and continued economic expansion. 



:~ 

" 

• 	 Changed the maturity mix ofTreasury debt to save interest costs. 

• 	 Helped defeat the Balanced Budget Amendment in the l04th Congress. 

• 	 Provided oversight ofa number ofprivatization projects including the National Petroleum 
ReS<ltVe., Connie Lee and Sallie Mae. 

• 	 Helped stand firm against Congress in the Fiscal Year 1996 budget negotiations through 
government shut-downs and threatened default under the debt timit. 

• 	 HeI,. negotiate a balanced budget that preserves the Administration's priorities. 

• 	 Help defeat a balanced budget amendment. 

• 	 Help develop a long-term strategy and proee.. for entitlement reform. 

• 	 Work with OMB to develop an agenda and timetable for possible privatization., oomplete 
pending privatizations and privatize significant additional government assets and 
operations, 

• 	 Improve the liability side ofthe Federal balance sheet to further reduce interest costs. 

ENACT TilE PRESIDENT'S TAX PROPOSALS, SIMPLIFY TIlE CODE AND 
IMPROVE THE IRS 

Over the last four years, we have worked to provide targeted tax cuts, simplify the tax system. 
reduce pajl<'.rwork burdens, protect the taxpayer and improve the IRS. We must continue on 
this path. Tax policy is likely to remain a hot-button issue. in the context afboth budget 
negotiations and efforts to restructure the IRS. Aiso, there are those who have proposed 
structurnl tax reform, an immensely complicated issue. While there will be quite a bit of 
rhetoric around structurnl tax reform, [ do not believe that it will become a serious 

. Congressional possibility, nor should this be an AdministIation priority. Instead, I believe that 
we should focus on enacting the President's middle class tax cuts. on tax: simplification, and on 
improving the IRS. 

Accomplishments: 

• 	 Oversaw passage ofthe Tax Payer Bill ofRights 2 (TBOR 2) which strengthened the 
rights of all taxpayers in dealing with the IRS in a reasonable fashion. 

2 
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• 	 Joined the tax deb.te in Congress which included the development ofcoordinated 
re.sponses to issues such as the Kemp Commission~s report <!n the flat tax, 

• 	 Took steps to achieve tax simplification and improve IRS processes. 

• 	 Completed bilateral income tax agreements with many countries -~ including Canada., 
France, Sweden, Thailand, and Mexico -- which created more opportunities and improved 
the competitive position for U.S, companies abroad. 

Goals: 

• 	 Negotiate the tax provisions of the Administration's budge~ including middle class tax 
cuts. 

• 	 Accomplish further tax simplification (e,g,. TBOR 3 and tax simplification measures we 
will propose). 

• 	 Achieve major progress in reinventing the IRS to provide better service and improve tax 
compliance, This: includes improved management system~ application ofinformation 
technology and changes in the organizational structure, including the possibility of making 
theIRS into a performance-based organization (PBO). 

• 	 Complete additional tax treaties" 

IMPROVE RETIREMENT SECURITY AND INCREASE SAVINGS 

Increasing our national savings rate is key to raising future living standards. Your Administration 
deserves credit for a quiet transfonnation of policy on national savings. Deficit reduction. 
changing the maturity mix of the federal debt structure, pension portability and the introduction of 
inflation-indexed securities have helped improve the prospects for savings. \"Ie must pursue other 
means of increasing the savings rate and improving the security of retirement savings. 

Accomplishments: 

, 	 Introduced inflation-indexed securities and conducted a vast marketing effort to educate 
potential investors for first auction of inflation~indexed notes in January 1997. 

• 	 Enacted pension reform to increase pension availability. and portability. 

• 	 Presented new incentives for savings with the proposed expansion of lRAs, 

• 	 Contributed to increased public savings by helping to devclop and cnact the President'S 
economic plan which brought down the deficit by over 60 percent. 
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, Goals: 

• 	 Develop and implement a paclcage ofinitiatives to increase savings and enhance retirement 
security. including through lRAs and further pension refonn. 

• 	 'Evaluate the savings bond prosram and make changes to improve its contribution to 
increasing private savings, including through the introduction of an indexed savings bond. 

• 	 Work with tite rest oftne Administration to develop along-term agenda for the ,efonn of 
the Social Security system. . 

• 	 Improve the liability side of the federal balance sheet to further reduce interest costs. 

, 	 Launch a major public education effort to encourage private savings. 

MAINTAIN U.S. LEADERSHIP ON THE ISSUES OF THE GLOBAL ECONOMY 

An overridir,.g challenge for tne Administration is to prevent the U.S. and other m~or powers 
from tumin!:! inward and to build support, including support among the American public. for 
globalism and the prosperity and security it fosters. The stability of the global economy is 
critically important to U.S. economic. political and security interests, and we need to engage 
and provide leadership on the issues of the global economy. That includes the issues of opening 
markets abroad and supporting development in developing and transitional economies around the 
world, our largest growing export markets. We do this most efficiently .nd most effectively 
through the World Bank, the IMP alld other international financial institutions. Globalleadershlp. 
also includes dealing with crises that affect the international economic system, such as the one that 
occurred in Mexico in 1994. 

As:cQmplishments; 

• 	 Helped secure passage of GATT and NAFTA. 

• 	 Helped encourage and preserve international financial stahility. including through the 

handling 0'[ the Mexico crisk 


~ 	 Guided international program of support for Russia which led to the stabilization OfllS 

economy. 


~ 	 Through the G-7, brought about during the past two years an appreciation of the dollar 

and a restoration ofU,S. leadership in the international economy. 


~ 	 Concluded a market-opening agreement with Japan for its financial markets, and 

estahlished a framework for WTO financial services negotiations. 
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• 	 Implemented the Halifax agenda to create a truly global capital market with real 
tl1UlSparericy and safeguMds: 

• 	 Used U.S. leverage in the mu1tiIateral development banks to make them a key tool for 
addressing global problems suCh as environmental degradation, illiteracy, poverty and 
AIDS. . 

• 	 Worked closely with our G-7 partners in helping to build the foundation for prosperity and 
political stability in Central Europe. the NIS and the other transition economies. In 
particular, helped Bosnia lay the fundamental """nomic groundwork for a stable and 
lasting peace under the Dayton Accords. 

• 	 Created a process for regular consultations with Finance Ministries in Latin America and 
APEC to strengthen our ties and their ocmmitment to financial soundness and market
based economic policies, including' privatization and effective capital markets .. 

• 	 Strengthened our bilateral economic and financial ties with key countries such as China, 
Russi. and Argentina. 

Goals: 

• 	 Help to secure fast track authority. 

• 	 Seek an IMP quota increase and authorization from Congress on New Arrangements to 
Borrow, neither ofwhich has any budget outlay impact. 

• 

• 	 Seek Congressional support for the multilateral development banks. 

• 	 Help organize a successful 1997 G·7 Summit in Denver which significantly furthers an 
agenda of international cooperation on economict environmental and law enforcement 
ISSUt~S. 

• 	 Work with the rest of the Administration to define a new approach to China and Aftica. 

• 	 Work 'With the rest ofthe Administration to maintain constructive relations with key 
countries and regions, specifically Japan, Russia, Europe~ and Latin America to support 
financial soundness and market~based economic policies~ including effective capital 
markets_ 

• 	 Maintain a strong dol!ar consistent with economic fundamentals. 
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HELP LOW-INCOME HOUSEHOLDS AND ECONOMICALLY DEPRESSED AREAS 

Work to use tbe tax tools and the tools offinance to addreSs the persistence ofhigh levels of 
poverty acd dependency, tbe social problems associated with that poverty, and the acute 
economic isolatio!l of large numbers ofpoor people. 

Accomplisbments; 

• 	 Helped expand the Eamed Income Tax Credit which provided tax relief to 15 million 
working Americans, 

• 	 Helped secure a permanent Low Income Housing Tax Credit (LlHC). Through the 
LlHC, the flow ofprivate investment doUars to rebuild bousing expanded helping to create 
over 60,000 units ofaffordabie housing every year. 

• 	 Stood firm against attempts to weaken the Conununity Reinvestment Act (CRA) and 
refonned regulations ofthe eRA which has unleashed signjficant capital to our inner cities 
by helping capital flow from mainstream financial institutions. 

• 	 Initiated a nationwide network of community development banks with the passage ofthe 
Community Development Financial Institutions Fund (CDFI) bill which provides capital to 
distressed communities across the U.S. 

• 	 Worked with others in the Administration on enactment and implementation of 
EmpQwennent Zones and Enterprise Communities, 

• 	 Assisted the D.C. Government in returning to financial stability by providing financial 
assistance when market financing was unavailable. 

Goals: 

• 	 Work with the rest of the Administration to shape the welfare-to-work program to 
maximize results, 

, 	 Maximize Federal efforts to collect delinquent child support through Treasury!s funds 
payments and explore techniques to assure child support. 

, 	 Secure Congressional passage of the Brownfields tax credit to encourage the clean up of 
abandoned industrial properties in economically distressed areas and put them back into 
productive usc. 

• 	 Create an initiative to facilitate the development of secondary markets for urban debt. 
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• 	 Contribute, to the effort to make D,C. financially self-sufficient and better able to provide 
tot the n~ds of its citizens. 

• 	 Expand the CDFI program, 

MODERNIZE THE U.S. FINANCIAL SYSTEM 

Updating the regulatory framework to take into account the evolution of the financial services 
sector is instrumental to increasing competition and containing threats to financial stability. In 
addition. th" advent ofnew technology poses fresh challenges to financial regulaiion and 
opportunitie's to expand the delivery of services to those currently outside the system. 

Accomplishment~: 

• 	 Secured passage ofinterstate banking legislation which made banks more competitive and 
allowed them to provide better service to their customers, 

• 	 Secu red the passage oflegislation which merged the Bank Insurance Fund with the 
Savings Association Insurance Fund (SAlF). thus, saving SAIF from its severe 
unde,rcapitalization and staving offits projected collapse, 

• 	 Worked with the rest of the Administration on reviewing and negotiating many of the 
provisions i~ the securities law reform legislation passed by the I04th Congress. 

• 	 Delivered 425-million federal payments electronically (valued at nearly $700 billion) in 
1996 which represented over 500Al of aU federal payments and thus saved milIions of 
dollars for the government and the banking industry, 

• 	 Sign'ificantiy revised banking regulation. improved access to credit by ending the credit 
crun"h through strengthenad economic policies, and promoted credit access for all 
Americans, substantially increasing the share of mortgage lending going to minorities. 

II Seek passage of a financial modernization bm to increase competition and efficiency in the 
U,S. financial services market. ' 

• 	 Develop a sound and coherent e~money policy. 

• 	 Prepare to implement the requirement that aU Federal payments be made electronically by 
1999. including the development and implementation of a paltey to facilitate the provision 
offillancial services to those who are currently unbanked. 
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FIGHT FINANCIAL AND OTHER CRIMES 

Treasury will continue to be involve<i"ii1 a broad range onaw enforcement issues from fireanns to 
drug interdiction, from protective service to money laundering, and the other roJes in its law 
enforcement mission. Treasury~ with roughly 40 percent of the Federalgovem.ment1s law 
enforcement officers, will be • key player in the Administration's overnll crime-fighting efforts and 
has a particularly important role to play in the area offinancial crime. 

AccompJisbmcnts: 

• 	 ' Helped pass, implement, and vigorously enforce the Brady law, Lautenberg Amendment 
to the Brady Law, the Crime Bill which included the Assault Weapons Ban. and the Anti
Terrorism Bin. 

• 	 SuccessfuUy introduced new Sl00 note after conducting an extensive public education 
campaign across the world to inform users .of American currency that our currency was 
being redesigned to include advanced counterfeiting deterrence features, 

• 	 Increased narcotics seizures and arrests at the Southwest Border and in the Caribbean 
through expanded border interdiction efforts, 

• 	 Conducted investigations into church fires which resulted in a pennanent arsOn 
database. arson prevention efforts, arrest rates that are double that for arson.overall, 
and new efforts in cooperation with local officials and communities. 

• 	 Reached out to our global partners in crime fighting on money laundering, anti
narcotics, Identified international narcotics traffickers and froze their U.S. assets, 

• 	 Reviewed and implemented findings of the White House Security Review. the Waco 
Review, and the Good 0' Boys Roundup Review, 

• 	 Provided critical law enforcement support in numerous investigations and operations 
including Olympic Security, and the World Trade Center and Oldahoma City 
bombings. 

• 	 Strengthen efforts to fight financial crimes to support broader anti~crime activities and 
to strengthen international cooperation against money-laundering, organized crime and 
the trafficking or drugs. 

• 	 Accomplish anti-terrorism mission, including through the expanded use of taggants and 
the creation of a national data repository for explosives and arson incidents. 
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• 	 Achieve more strategic Customs enforcement at the border to maximize interdiction 

and the.facilitation of trade.' ' 


• 	 Upgrade the professionalism and standards of enforeement personnel and procedures, 
including those associated with key enforcement missions such as anti-terrorism, drug 
interdiction and protective services. 

CONTINUE TO BUILD A STRONG INSTITUTION 

Trea.'i~ry is a strong institution, and one of our principal responsibilities is to maintain and 

improve Treasury's ability to serve the American people in many ways. . 


, Accomplishments: 

• 	 Introduced technology to make Treasury more efficient and improve its service to its 

customers -- e.g., instead of making trips to the IRS or the local public library, 

taxpayers were able to download forms instantly through the IRS homepsge on the 

World Wide Web and no,,: taxpayers with simple tax forms can file at home on the 

phone. (The IRS Web page has received over 100 million ·hits· thus far.) 


• 	 Cut paperwork requirements, canceled many useless regUlations, and overhauled many 
other regul.tions by rewriting them in plain English. 

• 	 Led the multi-agency project named Simpllf!ed Tax and Wage Reporting System which 
will significanUy reduce the wage dats reporting burden of employers and improve 
Foderal and state employer tax operations, 

• 	 Established customer service plans and reliable feedback mechanisms to determine 
customer satisfaction In 90 percent of Treasury's operations (pursuant to the Customer 
Service Executive Order which targeted 25 pereent rate by (996). 

• 	 Reorganized Customs to eliminate two layers of bureaucracy and move more staff to 

front-line jobs that provide service directly to the public. 


Goals; 

• 	 .Rcf.)rm the IRS, as discussed above, 

• 	 Reinvent Treasury's personnel system to implement a process for strategic and effective 
human resource management to identify, recruit, develop, reward and retain high 
performing individuals. 
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, Use.new approaches and new technology to work more efficienUy and serve the public 
better. 

'. Complete a clean and comprehensive audit of an agency-wide fmancial statement, 
including the IRS. 

• Explore opportunities for further reinvention and deregulation. 

Vice President Gore 
Leon Panetta 
Erskine Bowles 
Donald Haer 
Rah m Emanuel 
Sandy Berger 
Kilty Higgins 
John Hilley 
Frank Raines 
Bruce Reed 
Gene Sperling 
James Steinberg 
Dan Tarullo 
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THE WHITE HOUSE 


WASHINGTON 


CLOSE HOLD 

July 3, 1991 


MEMORANDUM TO THE PRESIDENT 

I'ROM: GENIl SFIlRLING 

SUBJECT: Long-term entitlement reform 

As you know, our original game plan on long-won entitlement reform was first to pass 
the balanced budget agreement and then to tum our attention to the longer-run challenges. But 
we no longer have the luxury of waiting until after the budget agreement is implemented: both 
the House and Senate reconciliation bills set up Medicare commissions. We must therefore 
decide immediately whether to accept a commission on long-term"Medicare reform. We must 
also declde whether we want to set up a commission on Social Security - probably separately 
from the Medicare commission ~~ within the budget legislation. 

The purpose of this memorandum is to explore three related questions and to give you an 
opportunity to provide us with your guidance on these questions. First, should our long~tenn 
entitlement strategy put more priority un initial action on Social Security reform Of Medicare 
reform? . Second. even ifwe believe that our best strategy is to focus initially on Social Security, 
should we still support a Medicare commission. and, if so, should we try to change the 
congressional proposals to ensure that the commission neither interferes with our efforts on 
Social Security nor produces problems for Medicare? Third, should wc support the creation ofa 
Social Security commission now, or should we allow ourselves more time to analyze the best 
way to proceed? 

l. Where should we initially focus our efforts on )ong~tcrm entitlemcut reform'! 

A tirst step in addressing our immediate concerns is that you must decide where to place 
our initial emphasis in long-tenn entitlement reform, Senator Lott and other Hill leaders have 
indicated that they want to tackle long~tenn Medicare rcfonn first. But your economic and 
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health advisers believe that we should concentrate our initial political capital primarily on 
Social Security. The basic argument is that the various options for tackling Social Security are 
at Jeast by comparison with Medicare - well-researched and relatively well~understood. Our 
understanding ofhow to address the long-teon solvency of Medicare is limited. Indeed. your 
four top health advisers - D,onna Shalala, Chris Jennings. Bruce Vladcck. and Nancy-Ann Min ~N 
believe that the budget agreement embodies most of the obvious steps in refonning Medicare, 
and th~t we need much more analysis before considering which addilionallong~tenn policies are 
sensible. Even new proposals such as raising the eligibility age from 65 to 67 and introducing a 
home health care co~paymenl will have only a small impact over the long run. Medicare 
combines Soc.ia! Security's demographic challenges with those posed by a health care delivery 
system characterized by gencl'aUy rising health costs per beneficiary but much uncertainty over 
the dynamic evolution of those costs, making effective reform particularly complicated. 

Chris Jennings will be submitting a separate memorandum to you explaining why long
term Medicare reform is difficuh. Nonetheless. in deciding whether to pursue Social Security 
reform first. you should remember that such a strategy would be complicated because Senator 
Lott and other Republican Hill leaders favor addressing Medicare first. ~ 

Decision 

Put initial emphasis on Social Security reform 

Put initial emphasis on Medicare reform 

Discuss 

II. How should we respond to the Medicare commission proposals'! 

While you obviously have the option ofopposing a Medicare commission in 
reconciliation, we believe that it is basically a done deal, and our tocus should be on how to fix it 
to fit our needs-. If you agree that wo should focus our efforts on Social Security first. 1t is 
important that a Medicare commission not hinder or undermine that objective. For example, an 
()vcr~hyped commission on Medicare with key officials from both sides and un early reporting 
date could divert attention away from Social Security reform. It could also lead to ilI~conceived 
and possibly harmful rccommendations for Medicare. 

Under both the House and Senate plans, the commission would comprise 15 members 
(eight RepUblicans and seven Demuerats); six (four Republicans and two Democrats) chosen by 
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the Senate Majority Leader in consultation with the Senate minority leader, six (four Republicans 
and two Democrats) chosen by the Speaker in consultation with the House minority leader, and 
three Administration representatives. Under the House bill, you are not granted any discretion in 
choosing your representatives, who would be the Secretary of Treasury, the Secretary of Labor, 
and the Secretary ofHHS. Thus, under the House bill, the Hill leadership could choose their 
own representatives, which provides distance from controversial decisions, while you would be 
forced to put three Cabinet secretaries on the commission. Unlike almost all previous 
commissions, neither the House nor the Senate proposal would give you the right to choose the 
chair. The reporting date for the commission would he May 1, 1999 under the House bill and 
one year after passage of the act -- implying a likely deadline of August 1998 -- under the Senate 
bilL 

You could of course oppose the creation of any Medicare commission. However, your 
advisers would he concerned that opposition to a Medicare commission may he incorrectly 
viewed as indicating a lack of interest on our part in tackling entitlement reform. John Hilley 
believes that the Medicare commission will sun:ive in conference regardless of whether we 
oppose it. 

Instead of opposing a Medicare commission, we could try to ensure that any such 
commission is not over-hyped, forced to follow a face-track decision-making process. leading to 
an up-or-down vote on a package, or in other ways crowds out your ability to put your initial 
focus on Social Security. There is enough uncertainty over the substance of Medicare reform, 
even among your top health advisers, that an intelligent analysis of the issues by a commission 
could prove extremely beneficiaL A commission comprising serious, top-flight people could 
thus advance the cause of Medicare reform by illuminating possible options, much like the 
Gramlich commission did for Social Security. To ensure that a Medicare commission is 
beneficial and does not detract from Social Security reform, we would recommend several 
changes to the: congressional proposals: 

• 	 Membership. We should not be required to name top Administration officials to the 
commlssion, which would preferably also not include Senators and Representatives. If 
its membership·includes top policy-makers, the commission may be constrained by 
possibly premature policy statements and would seem unlikely to engage in the type of 
wide-ranging analysis most beneficial on the Medicare front. A commission comprising 
outside specialists and academics seems more auspicious. As mentioned above, the 
House version currently appoints to the commission the Secretaries of Treasury, Health 
and Human Services, and Labor, but grants flexibility to the congressional leadership . 
over appointments. We could fight to remove the Cabinet members from the commission 
and provide you with full discretion over your appointments. 
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.. 	 Party balance. We should also insist on a truly bipartisan commission, with equal 
numbers of Republicans and Democrats. The current proposal!) would have eight 
Republicans and seven Democrats: 

• 	 Chair. The chair of the commission could set the tone for the entire exercise, Unlike 
almost aU previous commissions. the congressional proposals do not aHow you to appoint 
the chair of the commission, We could insist that you appoint the chair. As a falI~back. 
'we could ask that the chair be chosen mutually. 

• 	 ConsenSllS voting rules. We could insist on super-majority (3/5 or 2/3) voting for any of 
the commission's recommendations -- making it more likely that a diversity of views 
would be repr~sented in the commission's work. Unfortunately, even super-majority 
voting may not be able to prevent bad outcomes, given the most likely makeup of the 
cOJ!unission. (A super-majority could likely be achieved even ifonly two of the four 
congn~ssionally-appointed minority members vote v.ith the majority.) 

• 	 Reporting deadline. The House proposal includes a May 1, 1999 deadline. The Senate 
proposal sets a deadline of one year after passage of the act -- implying a likely deadline 
of Au!,'u$! 1998. An August 199& deadline is likely to be too soon to pennit the 
commission to conduct a careful analysis. And the May 1999 deadline would allow ns 
time to make proposals on Social Security before the Medicare commission reports. 

• 	 Analysis. The House proposal requires the commission to use CBO rather than HCFA 
estimates. HCFA has produced the numbers for previous commissions, and HCFA 
should produce them here as well 

Decision 

Support changes to Medicare commission proposals outlined above 

Do not support changes to proposals outlined above 

Discuss 
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III. Should we support a Social Security commission within the budget legislation? 

As noted above, your advisers believe that we should initially focus OUr longwtenn 
entitlement efforts on Social Security. Although it will not be easy to obtain, true Social Security 
reform would ease the burden from expected increases in the elderly dependency ratio over the 
next several decades. and would represent a substantial and lasting achievement of your second 
term. Regardless of the process, (he Administration would need 10 spend much ofn.ext year p~ 
perhaps starting as early as Ihis fall •• educating the American public and reachin.g out across 
the political spectrum 10 build SUPPorijor reform. Historically, a short-tenn crisis has been 
necessary for change. (Scholars argue) for example, that the success of the 1983 Greenspan 
commission was due in large part to the imminent exhaustion of the Trust Fund.) We do not face 
such a short-tenn crisis now, making it more difficult to motivate refonn. YQur challenge would 
be to moti.Y.il!c the nation to sensibly address and protect Me of our most successful programs -
so we CQuid avoid dealing with it in a more disruptive crisis environment later, Public 
understanding of these issues - though still inadequate - is far greater than it has been before. 
And early action would permit time to implement changes gradually - and slowly phased~in 
changes may be more feasible than sudden ones. 

The immediate question before us is whether creating a bipartisan Social Security 
commission in reconciliation will help our chances for achieving long-term refoffi1. Some think 
the best way to proceed on Social Security is to include a commission in the budget legislation. 
Others think dlat we should take more time before pushing for a commission, so that we can 
more carefully consjd~r our options. Then if we decide that we want a oommisslonlater, we 
could always create one by executive order (as with the Greenspan ~ommission in the early 
1980 fs) or by a separate statute. 

Option 1: Try /0 Ifegotiate a bipartisan Social Security commission in the budget legirlation 

Under the first option, we would engage the Republicans immediately to create a 
bipartisan Social Security commission within the omnibus budget legislation, The goal would be 
to make the commission kredible and specific: It would be charged with issuing its 
reconunendations within a relatively short time period, perhaps by next sumrncr. 

• Under one approach, the commission I s membership could include alliccy policy players 
from the beginning. This approach would facihtate rapid implementation ofproposals. 

4' An altenmtive approach would have the commission represent a broader array of relevant 
, groups: older Americans, younger Americans, the unions, corporate leaders, etc, The 

cOl'nmission's proceedings I.....oufd then be u5ed as part of our public CdUC<1tion effort. 
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Following the commission's report, we could hold a smaner high-level negotiating 
process or look to another process -- perhaps lncluding announcing our own proposals -
to implement refonn. 

While a commission was undertaking its work, ~ inter-agency team within the 
Administration would put together our own proposals. The Administration would then work 
with the commission and the Hill to reach consensus on an acceptabJe package that would carry 
bipartisan support, and to translate: the commission I s proposals into legislation. ' 

Option 2: Do "of crcate a Social Security commission withill tlte budge/legit/alion - "ltstead 
act later, either witlt or wit/lOut a commission 

The alternative is not to create a commission within the budget legislation, but rather to 
engage Vvith the Republicans later -~ either with or without a commission. 'The basic logic is that 
we should not create a bipartisan process before we have fully developed Qur own strategy for 
Social Security reform and considered what bipartisan processes would best advance that 
strategy, 

For example, our strategy could invol ve holding our own series of public education 
events, while rcaching out to promi11ent Republicans like Bob Dole or Warren Rudman. it could 
include a series of regional public hearings. And it could include a commission created by 
executive order, or one created by sk'};tute. There arc many possibilities, and with more time we 
CQuid think through which ones are most promising. After we reached i~tcmal consensus on the 
right approach. we would be able to prescnt a coherent, unified front and would be more likely to 
achieve success. And after we evaluate our options, it may turn O~lt that we do not even need a 
commission: Frank Raines points out that President Carter was able to reform the Social Secmity 
system without one. 

Pros aud COliS clille/tlding a Social S(!curi~v commission ilf tlte budget legislalitm 

, 	 It dissipates some of the focus away from (\ Medicare commission. maintaining 

mOlU(:ntum behind Social Security reform. 


• 	 You would clearly signal your commitment to Social Security reform. 

• 	 Secretary Rubin and John Hilley feci ,Ihat we have a short window of opportunity to 
engage in a bipartisan process, and that opportunity could be lost if we wait to analyze 
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OUf options further. 

• 	 It may not make sense to create a commission before we have carefully explored the best 
strategy for achieving reform. 

-- Moving now would not allow us time to consider our options and to consult 
with the Republican and Democratic leadershjp. Senator Moynihan, the AARP, 
and others on how best to proceed. 

• 	 Given that Senator Lott and other HiH leaders want to focus initially Oli Medicare. we 
may not even succeed in getting a Social Security commission into the budget legislation. 

• 	 Some are not sure that a commission is beneficial or necessary for effecting refonll. 

Decision 

Create Social Security commission within budget legislation 

Do not create Social Security commission within budget legislation to allow morc 
time to consider strategy 

Discuss 

Action 

We will be convening an NEC intcNlgency pro<::css with your budget team. HHS; DPC, 
and others appropriate to consider both the strategy and substance ofMedicare and Social 
Security rcfonns. I will talk with Erskine about how best to design a process for ensuring that 
we maintain the appropriate degree of confidentiality while still benefitting from the insights of 
relevant agencies and officials. 

If you want to create a Social Security commission within the budget legislation, we wii] 
hold an expedited process to present you with options on how that commission should be. 
structured. 

7 



-, "..,. 
THE WHITE HOUSE 

WASH I NG'l"ON 

July 12. 1997 

MEMORANDUM FOR THE PRESIDENT 

FROM: GENE SPERLING 

SUBJECT: NEC Wecl<ly Report 

Social Security Reform. Following up on my memorandum to you last week. J led two 
meetings on our strategy for Social Security reform this week, inciuding one in Erskine's 
office with your economic team. One conclusion from our internal meetings was that we did 
fWI want a Social Security commission included in the budget legislation -- the collective 
judgement of Erskine and your top advisers waS that such a move would unduly complicate the 
budget negotiations. would not allow sufficiet:l time for carefuUy designing a commission, and 
would represent too stark a contrast with the Medicare commission already included in the 
legislation (which we are trying to shape into more of an advisory commission). 

The discussion therefore moved on to other re1ated and compHcated issues. A key question is 
wbether we should come out with our own specific proposal early next year. Some felt that 
we can not nfford to wait until past the fali 1998 elections, and that acting soon was therefore 
essential. Coming out with a proposal early, according to this argument. would demonstrate 
your leadership, help to focus the debate. and move the process along. Others questioned 
whether it would be possible to develop a coberent proposal by early 1998. would prefer 
taking tbe time to invest in a public education effort and a bjpartisan process, and were 
concerned that a proposal without bipartisan support would politicize potential solutions and 
harm prospects for legislation. Related questions include how we shouJd approach the 
Republican leadership to sound them out on how they want to proceed; whether you shouI4 
seek other bipartisan support (Rudman, Peterson, Dole) if the Republican leadership initially 
balks; whether you should give a speech in the near future laying down a marker on the issue; 
and whether it would be helpful to appoint a group of eminent Americans [0 serve on an 
education panel or an advisory commission. These are huge questions, and we plan to meet 
again soon 10 refine the various options before presenting a memo and, if appropriate, 
arranging a meeting with you on the topic. 

Erskine and Secretary Rubin did consult. as you requested, with Senator Moynihan. He said 
he would ge~l back to us, although his initial response to Erskine was a oncKpagc substantive 



plan 4. of whicb 75 percent was the 1,1 percent CP) adjustment recommended by the Boskin 
Commission. 

Medicare. This week. Chris Jennings and Jeanne Lambrew discussed major Medicare issues 
both internally and with Congressional staff and Members. The focus has been on issues 
surrounding the income-related premium. NEe has been coordinat,ing an interagency working 
group comprised of staff from Treasury Economic Policy, Tax Policy, and IRS; HCFA; Social 
Security Administration; and OMB. This group has thoroughly examined issues associated 
with administering the premium through Treasury versus HHSfSSA. We have produced 
internal documents detailing concerns and costs, as well as sununary documents for public 
distribution. 

Climate Chango. Dan Tarullo, Kalie McGinty and I hosted a principals meeting on climate 
change to restart the decision process in ligil! of your U.N, speech ca!ling for a dialogue with 
the American public, We will hold principals meetings every week for the next five weeks so 
Ihat, by early Seplember, we will bave developed the best ways of reaching different emissions 
target levels, To support the principals' decision-making process, we are also creating a set of 

. working groups -- which will draw upon the best people in the Administration -- to study a set 
of specific questions (such as how to design the best possible eme"ions trading system). Janet 
Yellen was selected to represent the Administration at Congressional testimony next week 
focusing on the economic aspects of policies to reduce greenhouse gas emissions. Our policy 
process will be working hand-in-hand with Tndd Stern. Todd and others, as you know, will 
help us in ensuring that we are aware of, and are addressing a8 much as possible. concerns 
being raised in the business. environmental, and other outside communities, 

EU Review of Boeing-McDonnell Douglas Merger. Dan Tamllo chaired an NEe principals' 
meeting on Tuesday to decide what (if any) actions the Administration should take toward the 
European Union, which has voted preliminarHy to prohibit the proposed merger of Boeing and 
McDonnell Douglas. Even though neither company has operations in the Europe, the Ell bas 
authority to prohibit the merger and (if the merger were to proceed anyway) to impose fines of 
up to $5 billion on Boeing. 

As a result of decisions made at the prinCipals' meeting. we are pursuing a three-track plan: 
Firsl, the Justice Department requesled fonnal consul!Jllions under Ihe 1991 U,S,-EU 
agreement on antitrus.t cooperation. The EU agreed to consultations, and Joel Klein and others 
will meet with ~C counterparts over the weekend in Brussels. Second, senior Administration 
officials conununicated to EU officials their serious concerns about the EU merger review 
process and whal a prohibition of the merger would do 10 U,S,-EU relations. And, third. the 
NEC is developing a list of retaliatory actions that the U,S, might take, if necessary, Boeing 
and EU negotiators will meet on Sunday and Monday to try to reach a compromise on 
remedies. We have scheduled another NEC principals' meeting for'Tuesday to consider next 
steps. If appropriate, we will give you a decision memo laying out possible retaliatory actions 
that we might want to tbreaten prior to the EU's final decision on July 23. 
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NAn'A Report. We released the NAFTA Report Friday at a press briefing with Secremry 
Rubin. Secretary Daley, Ambassador Barshefsky. Special Envoy Mack McLarty and me. The 
eventdrewJln overflow crowd of reporters, hess reports previewing the NAFTA report on 
Friday morning were balanced and generally favorable. We arranged to have surrogates, such 
as Mickey Kantor. provide validation on television and in the papers, while Charlene and I 
made calls to editorial boards and handled requests from the financial cable stations. The 
usual NAFfA opponents were very wen organized and very quick to react. 

FamIly Friendly Internet. Tom Kalil on the NEC staff is working with OVP and others to 
prepare for your meetin-g with industry execmives, leaders of groups representing parents and 
teachers. and members of Congress next Wednesday to discuss making the Internet "family
friendly. '" Internet companies will be making commitments that will make it easier for parents 
to prevent their children from getting access to inappropriate material. Groups such as the 
American Library Association will be launching an initiative to make it easier for parents a~ 
children to find educational resources on the Internet. 

Fed Nomin~. We announced on Thursday your nomination of Edward M. Gramlich and 
Roger W. Ferguson, Jr., to the Federal Reserve Bo.rd. I held a conference call with 
reporters~ the reception to the forma) nomination of the candidates was generally positive. 
The Federal Reserve's legislative affairs office will now guide the candidates through their 
confirmation hearings with the Senate Banking Conunittee. As you know. we wiH have to fill 
another slot on the Board early next year, Whl..ll Susan Phillips's tenn ends. 

Budget Agreement and Education Appropriations. The House Labor~HHS-Education 
Appropriations Subcommittee next week will not likely provide the full amount for America 
Reads, nor do they plan to make the Pell Grant change to expand benefits for 218,000 
Independent students·- both required by the budget agreement. We are hearing a similar message 
from the Senate. Secretary Riley is sending a Jetter today to the Hit[ on the issue. We have been 
working with Education and WH Legislative Affairs to send a strong message to the Committees 
on this issue. and the education groups have become more engaged. 

America Reads \\fork-Study Commitments. We now have more than 500 colleges signed on. 
You recently asked about the number ofslots that are filled in the coming year. We had found 
that many colleges were reluctant 10 sign up ifthey were required to commit to a specific number 
of slots, Working with Carol Rasco, we thercfore determined that our priority should be getting 
the colleges to commit to the concept, then working with them to develop a high~quality, 
high~particip4tion program. The strategy has worked: we had only 183 colleges at the end of 
May ~ and we now have over 500. And many of those colleges will be sending representatives to 
four training sessions around the country scheduled for the next two weeks, Colleges were 
reluctant to promise a particular number of slots for severa! rea.<;ons. including: (1) they want to 
run pilot efforts in the fall before they expand; t2) there are not yet significant resources for 
training large numbers oftutors; (3) they want to base the size of their program on the interest 
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level from students. which they could not predict without having experience first; (4) they were 
afraid that they would be audited based on the commitment level. and (5) they (especially some 
ofthe sectarian schools) want to focus on volunteers, not paid tutors, 

Tax Pnckage Rollout - Urban Tax Event with Mayors. We held a press event with the 
Vice President and Secretary Rubin at the White House on Monday. They were joined by 
Mayor Marc Morial of New Orleans. Mayor Ron Kirk of Dallas, Mayor Anthony Masiello of 
Buffalo, Mayor Tom Murphy of Pittsburgh, Mayor Floyd Adams, Jr. of Savannah, and 
Supervisor Mary Rose Wilcox of Maricopa County (Phoenix). The Vice President focused on 
the urban tax initiatives in your tax package -- specifically discussing the EZ/EC expansion. 
WTW tax credit, Brownfields tax incentive, and CDFI tax credit. There was good coverage 
by National Pnblic Radio, USA Today, The Washington Times, The Los Angeles Times, Dallas 
MorningNews,.and other regional papers. 

Tax Packal~e Rollout - Roundtable on Higher Education Ta" Cuts. We worked with the 
Vice President's office to coordinate a roundtable on your higher education tax package on 
Tuesday in Pittsburgh. The Vice President was joined by several students and families, as. 
well as Mayor Tom Murphy and Rep. William Coyne. We drafted a detailed package on the 
higher ed tax cut plan, which included a state-by·state analysis of how many students would 
benefit fronl the plan compared with the congressionaJ alternatives, The packet was 
distributed to the Senate and House Democratic members, Democratic governors and mayors, 
higher education groups, as well as the Cabinet. We also worked with the Vice President's 
press office, the Education Department, and ~edia Affairs to distribute the state~hy~state to 
regional media and the wires. 

Tax Package RoUout -- Press Event on Tax Cuts for Working Families. We worked with 
the Vice President's office on a press event at the White House on Thursday to discuss the 
Administration's $500 child tax credit. Ioining the Vice President were Sen. Daschle. Rep. 
Gephardt, Sen, Landrieu, and Rep. Range), as wen as severallowerwincorne families who 
would benefit from our child tax credit, but would be shortebangnd by the congressional 
alternatives. We released a packet on our child credit, as wei! as a state~by-5tate analysis of 
the four million families that are left out of the congressional alternatives. There was solid 
coverage on CNN and in the Washington Pos., New York Times, and LA Times. 

Electricity Restructuring. The interagency prace..lis is preparing to advance options and 
recommendations to the NEe principals'Iafer this month, and we expect to have a 
number of meetings to consider the issues relating to possible Administration legislation on 
this subject We are also working closely with CEQ on possible linkages between eJectricHy 
restructuring and global climate change to see whether it would be prudent to pursue carbon 
reductions in the electricity restructuring legislation. and {O assess whether it would be 
pos~ib!e to do so without making the Administration's bill non-viable. Secretary Pena and I 
met Friday about possibly accelerating a memo to you on the general parameters of the 
legislative options. 
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Tobacco s"ltIement. As a part of the DPC-Ied effort. NEC staff continued to participate in 
meetings relating t~ the tobacco settiemellt. In the economics/industry meetings, we are 
assessing how much of the payments win be passed through to consumers in the fonn of 
higher prices, how effective the youth "Iookback'" provisions will be. and what the impact of 
the settlement on government revenue will be. 

Product Liability. NEC staff went over some last questions with Staff Secretary concerning 
the options memo to you. The memo is scheduled to be forwarded to you this weekend. 

DC Pensions. Together with OMB. PBGC and Treasury. we met with House (committee and 
legislative counsel) and CRS staff to discuss concerns legislative counsel and eRS had raised 
about the pension provisions. , The meeting was productive. and legislative counsel better 
understands what we were trying to do. Rep. Davis' staff was very supportive. We will meet on 
Monday with Senate staff. 

Black Colleges. Bob Shireman on the NEC staff spoke to HBCU ccllege presidents at the annual 
meeting ofthe National Association for Equal Opportunity in Higher Education. He emphasized 
·the investments in higher education in the budget agreement, the improvements in the tax package 
(and the contrast with the Republican plans), concern about the direction ofCongress on affirmative 
action, and made a pitch for America Reads involvement by the colleges. He responded to questions 
about the ru:ed for more effort t~ increase the number ofminority graduate students! and a concern 
about the lack ofrefundability in the HOPE Scholarship and tuition credit. Privately. some ofthe 
NAFEO leadership expressed concerns about the Education Department's plan to elevate the status 
ofHispanic~Serving Institutions in the reauthorization of the Higher Education Act. 
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August 3. 1997 

MEMORANDUM TO: ERSKINE UOWu.:S 

IIROM: 	 G~:I'iE SI'EI~L!NG 

SUB./ECT: 	 Social SC1.'urily 

NO'\'-' that the hudget legislation hils been passed, we musl turn our attcntion to long-term 
clllillelllent reform. The Presidenl has already indicated that in tuckling entitlements. we slHlulL.! 
PUl \'lIf initial focus Oil Social Security reform, The purpose oftlli!> m>:morandunl is 10: 

• 	 Provide an overview oC the Sodal Security problem; 

• 	 Outline the three schemes proposed hy the Gramlich commission on Social Security: 

• 	 Examine t\ $crit'.s of scenarios thot may help us to think strategically about how to 
!naximizc the probability ofeffecting rcfonn; 

• 	 Use 1h05C sccnarios to c)wminc whether we should h.:iYC lhc President lay down H marker 
un SOCil.ll Sceutlly this week; and 

• 	 S;';1 f~)f1h ;! proposed \Votkpbn. 

J. Overvicw uftbe Soci~tl Security ebaJleuj.!c 

Them ruc currently just over 3 workers for every Social Security beneficiary, Oy 2040. it 
is expected that there will be only 2 workers ror eYcry beneficiary. These demographic 
pressures are at the Iwart of the Socinl Secm!l}, challenge: According to the 1997 illtcnl1edimc 
projl..·ctions f,f"tbe Sodal Security actuaries, the l:oOlbined Old~Age and Survivors nnd l)iS~lh:li!y 
lnsurance (CASD1) Trust Fundb would be c:.. hausted in 202(), The saille projections SlIgg":-Sl a 
75-year acHlarial ddicit In the OASDI program equivalent!O 2.23 pen.:cn! urtax~\bk payroll. In 
othL:T w.)rds. i:nl1lcdia!dy raising the -comhined I.:mploycr-cllIpluyce O;\SDI payrollttlx by 1.23 
percent (from 12.4 p":-fCetll to 14.63 pcn..:cl1t) would produce loug~l'lln b<liancc in the program~
im:omc n·om payrull taM'S and lntt:!rcst on tile Trust Fund assets would be sufficient to med 

projected expenditures over the next 75 years. If the payroll tax rate is not increased immediately 
by 2.23 perc<..!ut. other changes to the tax system or benefit provisions would be necessary 10 

!.!liminal!.: the l{lng~run actuarial deficit. 

One underlying question that we I11wil address is wha! our goal is ~n retorming Social 
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S;,;curity. One gNtl is III diminiltc the 75wy~;!r netl/aria! il11bali!n;;c and cXh::nd the :ilc orlh~ Trust 

Fund_ nut tbut )l):IY hi,,' ton IH\ffOW: we 11W)' want to ensure thai rcnching haianec doesn't involve 

!:ns~l$taillablc Ihrws either into or nul of the Trust Fund during suh-periods of that is-year 

horizun, 01' we mtly want to focus Oil the more fundamental goal of ens.uring :hat any reform 

boosts national saving. thereby raising futun: income and reducing the burden implied by our 

falling wOl'kcl'-bcneliciary ratio. The decline ill that ratio noted above means. that every worker 

in 2040 would have to work 50 percent more efficiently than today in order tu support today's 

standard of living for both beneficiaries and workers" 


AI thc smn~ time, otlwr pl'iorilics ll'..Hy includc I1mlnHlining lhc systcm's progressive 
bendit structure and its prolcct!OIl aguio;;t c!dcrly poverty, Socbl Security benefits currently 
represent 1111)1"C than thn:e~qmu1crs of mOIl!..'Y ;Il~ome for elderly hOllseholds in tht, bottom Iwo 

quintiles oftbe income distrihution, Sodal Securhy lx:nclits keep some 15 million people above 
the povcny Iinc. ami arc commonly as.;;nciatcd with the drum"ttlc reduction III elderly poyen}' 
over the past scvernl decades, '111C elderly poverty rate has lullen from more than 35 percem in 
1959 to just 10,5 percent in 1995. Batancing the desire to mnintain the soda! lnsunlncc aspects 

'~()rthe program against the desire to reston.: long~run solvency and rnise national saving is 
pcrh:tps the fundumcntal trade~nff in the effort 10 reform Social Security. 

II. Gramlich Commi~sion uptiuns 

The Advisory Council on Social Security, led by Ned Gmmlich. produced tbree dillcrent 

plans for addressing the long~run actuarial imbalance in the program: the maintain ocnclils (r.-lB) 

plan. thc individual ue-.:ounts (IA) plall. and thc personal security accoums (PSA) plan. Tbe plrms 

include seve-ral cxtremcl;' cuntroversial proposals, including: cstablishinlt individual accounts-

either managed by' the governmcnt (tl$ in the IA plan), or by individwds themselves (:.15 in the 

PSA plan)., unt! investing the Sodal SecunlY funds in equities, 


The MUlntain Benefits (MBl plan would (number:;: in parentbesis sbow tbe reduction in the Jong

nm actuarial imba!am:'.: resulting from tin: cbange); 


• Illcn:llSC the payroll tn>: mle in 2045 by 1.6 pJ.:rei.lnlagi.l point::\ (0,22); 

.. Cnnsitkr investing 40 ~rCi.lnll)r tl10 Trusl Fuad in equities ({U;2); 


• Change lh;.: bcndill.:Ompmatloll rx::nod rrom 35 year:; to 38 YC(lrs (O.2S); 
• Pha:::c OUI the low~ineomc threshold!> for taxutiun or Sociul Security benefits (0, 16); 
• Redirect n:vcntli.ll()r taxation ofhigh-lncon1c ocnclil!' !h1m HI to OASDt Trust Fund 

(U1j: 
• Tax benefits in the same manner a.1l rrlvatc defined bcniJlit PCllSillll r1an.s (0.15); nne! 

.. Ctlvl.:r all slate and local employees (n,22) 


/ 
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• 	 Require un wurkcrs 10 con!rihUlt: 1.6 pcrc\:l1t of their wxablc \\'ugl.:s to g,ovcr:llTllmf
,ldmlllbtcrcd individual savings accounts; 

• 	 A~cdcrntc t.he increase in normal retirement age and index it tll lile cxpcdal1l.:Y (0.50); 

• . R..:dlH.:;';: bcndils to midd!c- and uppcr-ll1cmne recipients hy roughly 10 percent i 1.32); 
• 	 CIHlng(; the hcndit computation pl'riod frnll) 35 years 10 3~ ycars (0.28): 

• 	 Phus\,; (lut (hI,.; low-income thn:sholds for taxation or Social Security L);:nclits (0.16); 

• 	 [(cduel' til.; Spotls<.d bl'J1C!ll from 50 percent to 33 pcrc.:m (0,17): 
• 	 Rl.'placc the surviving spousal bcnclit with highest or Stl0usc' s benefit, own benefit. 0:-75 

pcn.:cnll1r clln,~hincd bl'_l,-ctit (-OJ.21; 
• 	 Tax bCIl..:fits in the ;oC!mc n::anr,cr us r;rivatc defined hCfleti! pension planF (0.15): and 
• 	 Covt:r all ::tatc ;::ld loenl cmployees (0,21) 

The ~~!::!~g.nal Sl.:cnrity Accounts (pSA) plan \VQuld: 

• 	 Redirect 5 percentage points ofcombiocd employer-employee OASf)[ taxes to Personal 
Security Accounts (A.GO); 

• 	 Replucc current helldits \1ii1h ha:-;ic flat :-'Cf;dh cqlllva;cm to $410 pcr 1110mh (3.82): 

• 	 Accdl.:fnh: the incrcu$c in the normal retirement age, index to liCe ~~Xr('ct:mcy, raise :.:al"ly 
n:lll'cIUI.:jjt ~jgc, ,Hid 11l1~jl disubililY benefits (1.25); 

• 	 Incn:usc payroti tax by 1.52 percent of taxable payroll trom 1998 to 2U69 (1.42) 

• 	 Phase (lot tIl..: [uw-lIlcomc thresholds l'or t:ixatioI1 or Social SCl.:nrTty hcm:-Jits (0.16); 

• 	 {{cplact' tile surviving spous<ll bCl1clit with highest or SpOtl~C'S benl.::!l, 0\\11 henefil, or 75 
pcre.;:nt ofcomoined benefit (-0.39); ~nd 

• 	 Cover all slate and local employees (OJ2) 

WlIik the three pltms dearly ndupt dinCf(,111 approacb\.!s w fundamental aspccts orSod:.:l 
Security -- diflen:nccs \Vit:l whi!.;h wc will ~Klve to grapFtc in (ornmlnthlg Ull Admil1lS1l1ltion 
positloll -- they do share sevcfHI comraOl: c1cmems. II is of:ct1 argu.::d th;J,l these c10mcnis could 
Corm !h-: haliis ror ,111 I\dmjnis~ra~ion appwad:;o Sodal Se...:urity rc1!.)m) It is imporwnt to 
recognize. however, HUll these steps would no! suHice to address the long-ttl!: nctlltlrlal 
imbn:aDce by lhL'J':1SclVCS" And many or them l.:oultl prove quite 8ontroverslaL The common 
elemen:s inc lude: 

• 	 t\ll three pl<ln~ would ~:!p~~!]~__~_nvcragc to state and lo.":<11 go\'crnm\:l1! workers, narr()\ving 
the 75-yenr d:.:lldt by 0.22 percent or taxable payroll. t-:incc the Sodal SC(';l1fity t\t:t llf 
1935, covl.:rag~ has (.;xpandcd rrom workers in hu:-;incss u:uj indt:stry to include the "clf
employed. nonprolit groups,. llgril.:ul:ural anJ hou$chold workcrs, thc Armed SeJ'vkcs. 
C\l!1gH.'SS. and an oiher Fcdend cmp!oyecs hirL!d afLcr 191-\3. DC5pilC errorts to Include 
them ;n th~' 19::O GrcCl1•.<;]lan reforms, 5talc <lnd :o;,:al government employees un; thc tilli ..d 
;\l'/J:lble gruup or workc:'s n01 l.lniv(';l'sally cov(,;rcd (only about 70 pcn::cnt of s~atc imd ~oc~ll 
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workers arc covered for various reasons). 

• 	 All three plans would tax Social Security benefits for lowcr·incoillc recipients. Curn:nth'. 
tbe partial tax 011 Social Security benclits docs not apply to seniors with incurm: bt.:low 
$25.000 if single or $32.000 if married. In calendar year 1997, according to ClJO 
estimates, only 25 percent of beneficiaries will be subject to taxes ol11hcir SOl:ial SCl.;urity 
hcnetils. All three plans would lax a// recipients by phasing out till: low·incoll1c 
Ihrc~iho!ds hy 2007. Nonetheless, other provisions in the tax code (e.g., st.mdard 
lkdLlctioI1 :l!ld exemptions) would l:l1SlIfC that 30 percent ofbcncfkiarics \vould still not 

have 10 pay taxes on thcir benefits. The change would reduce the lung-run actuarial 
delicit by 0.16 percent of taxable payn)ll. 

• 	 The MB and 1/\ plans would tax Social Securi tv bcnejils likc other pensions. Both plans 
would replace the current rule under which seniors count up to 85 percent of their bcndits 
;IS t'-lxable income if their income is more than $34.000 (single) or $44,000 (married). 
Instl'ad, the plans would ta'\ benefits -- 011 an individllal-by-indi\'idual basis -- 10 thc 
extent that benefits excl!cd what workers had paid in. This treatment, which would 
reduce the long-run actuarial imbalance by 0.15 percent of payroll, would mirror the tax 
treatment or other dctim.:d benefit pension plans. 

• 	 Tlw MB and [/\ plans would also change the wav in which benefits arc computed. 
Currently, Social Security retirement henelits arc linked to a recipients' av!.:rage wage 
uver the 35 highest-earning years or !.:Illp!oyment. The two plans \\'Oldd extcnd Ihe period 
(0 3g y!.:nl"S. therehy adding in more relativdy low-earning years. The chang!.: would 
reduce bcnelits by '-Ill average uD percent and cut the long-rull deficit by O.2X perccnt or 
laxable payroll. 

• 	 The IA and PSA plans would accelerate the increase in the normal n.:tirement age and 
tlWJl index it to life expectancy. Undt:r current law. tht: normal retiremeni age (thc age at 
which tht: bencficiary is cntitled to full retirement hendits) wi1\ gradually increase frolll 
agt: 65 to agt: 66 hy 2009. It wil1tht:n remain thert: ror over a tb::mk. bdixt: gradually 
rising again to reach age 67 hy 2027. Both the 1/\ and PSA plans spt:ed up this scht:duk 

so that th<..: normal rctirt:lll<..:nt age n::aches 67 by 2011. Both plans subsequently indl:x the 
normal rctiremcnt agc to life eXpl!CUlllcy. The cOl11bin<..:d crrect ort[\<..:5e tWll provisions is 

to rl:Juce thc long-run actuarial imbalance by 0.50 percent orw.xablc p:lyroll. (Till: PSi\ 
plan ~dso increases th<..: early retirellll:llt agl:, at which workers can retire and accept 
actuarial!y redtlCcd henelits). 

As the t:lble bctow indicntcs, thl:s<..: stcps by thcmst:I\'<..:s would not he sufJicient to d()sc 
till: prn,icctl'd 75-ye:lr deficil. And scwral of them -- such as lUl10ving the low-income ta.'\ 
thrt:sholds <Jnd changing how hcndits ure computed -- may he quite controversial. 
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In <.lddition to the steps noted above, allthrcc plans recognize adjustments to the CPI 

made hy the BLS. Bu~ the Commission cr:lphasized thut it strongly opposes "changes in the 
COLA motivated hy poli1ical considerations ..Changes shtHlld be made only as a result of careEd 
expert consideration by the government ag ..::1CY chnrgcd with thut ttlsk."1 How In handle lli(' U'] 
Issue will d:.:.lrly be a crudnl c~al!cngc in any n:lofl11 eJTorL 

ClJlIlhinl'd _~ (If''C'ommon delU~l1t"" from (~r<lmlich Commission plans 

Measure 1:01' '1 , nayco;! 

Exp«nu to state and local \vorkers 0.22 

Rcmo\"c lowwincomc thresholds for ta..xution 0.16 
ofhcncfi:.s 

, 
Tax benefits like olher pensions 0.15 

,,,, 
, 

Change huw hendlts :lfC ,-",)ll1putcJ, rcuUci!lg 0.28 
, 
, 
, 

ave rag!.' hcndit by 3 pcn.::cu! 
, 

Acccierate increase in norma! rctiremem ilge. 0.50 
and inJcx it to lite expectancy thereafter 

, 
TOTAL OF ABOVE 1.31 

,,, , 
, 

PROJECTED 75-YEi\R DEFICIT 2.23 
,,,. , 

-;'hc GramJit:h Commis~i{)n plans illustrate two points: 

• 	 ,-here is subst~:nlial controversy over wlwthcr to :lllow ;!l(hvidud :~C;:(lUJ:ts or inVeS[l11cl::S 

oCtile Trust Fund in cquilies. 

• 	 Even the steps that un.: common to 11ll: plans ~~ including changes in the coverage· of the 
!'ystcm und the tax treatment ofbcnctifs ~~ co-u!d be vcry controversial and wOl,ld not by 
1hcmselves eliminate the 75-ycar dc!lcit in the prograJ~I' 

) /\I! three plans include adjustmell's 10 the CPl ollly becuuse the repnrt w~s written 
heron: Ihe aClLlaric:; could taew1' in the Cnt'CLS uf chunges \0 the CPf made by the BLS In 19()(i. 
Those changes an: c;q~ccted to reduce the CPT inJ1ntion mte hy 0.21 percentage point p;;r yt:;!r, 
reducing the long-run actuarial imbalance by OJl percent orlaxahh: payf!llL 
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III. Pussihk scenarius 

One of our fundam.cntal decisiolls is when we think it will be beSt to I.:omc oul with 
srecific :,cfmnl propoS;\!::;: 

• 	 State of the Union 1998: 

• 	 MarchiApril 1998; or 
• 	 Post~t!lectlOn/State of the U Ilion 1999. 

Within em:h of these broad timing alternatives, there flre it multituue of retmcd and 
uilTicult questions: whether a commi!'sion would be helpful: \-"nelher we ,-.llOlild sed 0111(:1' 
hipartisHn sources of support (Rudmall, Peterson, Dole) if the Repuotic;m k:atlership initially 
balks: how We shuuld react if our proposals do no! geltctaw suppon; and how We :-:hm:kl 
t.:llsun: lllat propusals fur t'cform ac.:lually hCCOllll! I..w. 

Scenario !.' Releose proposals in the State qflhe Uniun 1998 

Under this scenario, we would need to develop a spet:ific propos.il quickly. Tile liming 
constraint would probably nol allow the creation of an outside commission, so we would netXl 
(0 convene a rapiJ internal process for deciding the Administration '" pn~Jli('n!' on :mport,Tll 
suhsluntivc isstlc:.: privatization, invI.Cstlng the trusl funds in cq'uitics, auti ~hc ell 1. At the same 
lime, \\'C would be engaged in an outreach process 10 inicrcsw·d panics; including the AARP. 
t\FL-CO, clc. Tllc th.:dsinn-making process would prnhably need III n:m:h dnsun: by !a!\! 

Novcmh..:r or so, 

Aftcr the l\dministrnllOll had dc;;idcd un itl:> position. the President would annmmCe ih<..! 
IX1.;kagC in his 'statL! of the uniun address. Then We could either follow lhe nomwl !L!gis!ativc 
procedure or convene some sort of ad hoc high-level negotiating process with the Hill leadership. 

Pros: 

• 	 A January proposal woukl demom:traic the Prcsidcnl's leadership oil Sucial Sct:urity a~ 
lhe focus Sill!"l" fronl ddkil rcutl~tlol1 In cmillcmenl reform. 

• 	 Our window of opportunity ITl.1Y be shorHiwd. especially given the hutlget and 
ckclOral c.ydc. So acting in January would push the proccs~ .along, 

• 	 An early proposal could help to foclls the debatt.! and make [he public education process 
more concrete. 

Cons: 
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• 	 Annouucing propo:mls in January - r:speciaHy Wi[l\oul hipartisan support -- may r.::xpos.c 
:ilcm as a politlc:!l target, even if we w¢rc able to enlist the .support of promir'..cnl 
Republican outsiders. Irour proposals do not generate support [}lC President could call 
for a bipnrtisan process to report hack alter 1hc 1998 elections. Btu in the mcanwhik:, we 
cc,uld have ruined "lily chance we have foJ' succe;;:-; ul'.d cxpo:;cd our supporters to 
subSlantial criticism 

• 	 It may not he possihle to develop !I coherent proposal oy early 1 Y91t 

• 	 Acting sovn may not permit us enough time to invest in a public education and 
outreach effort before releasing proposals 

.)·cenario 2." Release proposals itl March or April 1998 

Aiming to release specific propos<tl" in March or April 1998 allows it longer 
consultation and puhlic education period, and opens up the possibility of appointing a shor{
{enured coml1ission of either ou!skle sped<.tJistl' or the feni players" Pos~ihle ilpproachc:- could' 
include: 

• 	 Turning tbe issLie over to nn onldal conunissiotl cmnprislng wp-Ievd rcpn":sc:l1alivcs of 
Cungress and the Administration. perhaps with some sort or "fasHrack" mechanism 
for ensuring passage of the commission's proposals. 

• 	 Cunvening a commissiun of cmini!nt Amerii.:ans-~ su{;h us B,lO Dole. Warren RudlllHIl. 
ni11 Bradley. and George Mitchell ~~ to report back by early next ycar. We could tksh 
out OlJr own ide:ts internally over the sam/;! period, and then engage in high-kvel 
m:.gutiatrons with Ihi! J{cpliblic;Ui kild(,;r~hip ~~ possibly also invn]\,lJ1g Ihl..: I..:I11il11..:111 
Amcricmls. Su-::h ml ttppro~leh would mirror the inronnu! !11l.:thod ultimmdy used hy Ihc 
Greenspan Commission. 

• 	 Engaging in a mori! extensive pub!i.: i!dw.:alion Hilt! outreach efrort. while allowing 
more time for an internal policy process to develop our own proposals. We could then 
release uur proposals (lod either follow the normal legiSlative process or /;!ogage in :l 

speci;11 high-kvd negotiatitlg proc~:;s with the HHI leadership. 

Pros: 

• 	 Allows more timc to educate the puhlic am.I gellc) ale hipartisan ;-,Urpot I bdi)f{: n:ica;;ing 
sp;xiJ Ie proposals 

• 	 Alluws enough time for it eommlssiolllO rcpun hack. if we wam a commission 
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Cons: 

• 	 May hecnmc 100 politicized with the run~up to the fall 1998 elections 

• 

Scenario 3: Release prOPQsals after fhe fall 1998 ejections. perhaps in Stale oj lire Union 1999 

rl' Wt~ instead Ul.'"ciuc to move after the l~lll 1998 cleCliotl!'L we would havc more time to 
uevclop all \~xtl.'nsive puhlk cducatio:l elTort ;.md to nllow thc public 10 digest lhc various options. 
l\J,'villg nflo.:r the nlll 1(9)0: elec-tion::; would a:so fadlitalc. ifwc wanted, having a l{lngcr~tcrm 
(luts!d~ commission lh;!t would issue its own polky recommendations. ThL' ha~ic nj1tions Uf": 

simibr In those in Sccnndo 2 ;'lhnve, btll with more time tn invest in l'duc<ltiol1, bipartisnn 
support. <Inc intcrnal ro1icy dcvctopment, 

Pros: 

• 	 AHoWf; more limc!o develop policies and support. 

• 	 Allows a IlllI~n..;tlgcd commission, ir we want one, 

COllS: 

• 	 ;v1ay luok weak, 

• 	 Runs into l'vlcdicaTc. since the MediCare commission must rcport by March I. 1991), 

Other Fe/met! i,r,\'lIes 

Thl'rl' <lrc at kas! two othcr issues that we should \.:onsiJcr: 

• 	 Tcdmical advisory panel: \Vc may want to appoint a technical advi;;ury panel cumprising 
aca(l\:mics lJnd outside specialists to ;;upport our internal substance process, 'fhls panel 
would bc simiJur to thc panel that advises CBO on its economic ron.'casts: it would hring 
wgelhel' the mns! knowledgeable outside people, und allow us to draw upon Iheir 
k:lOwlccge. The SUdHl St::.:urity TI'IlSices cou}d appoint the panel. 

• 	 CP1: It may bc nc\,;essary to form some sort ofCPI panel to tClxl initlll1l: policy~m!1killg 
PlU;';';"S, given ihc lurge outshmding questions surrounding lhe CPL Om.' i~st;(,) is wh(~lh(,)r 
such .\ panel should include BLS ecnl1om:!iiS or memhers of the Bo~kjn cnmmis."iull. Ir 
not, there :IICll't (00 mtmy expert;; :clL 
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IV. Laying down it marker this weel{ 

Depending <It least in part on when we dL"'eidc that we want to come out with proposals. 
the President may want to lay down a marker soon to ensure thnt the Administration is idelltified 
as k'uding on the Soc~a[ Security reform effurt His message could be: 

• 	 1 welcome the creation of the Medic;lre Commission~ which will report hack on t;,'larch I. 
1999. 

• 	 In the meanwhile, though. we shotlld address Social S-:curity reform. 

• 	 I [un in"lrm:tir:g my economic {!.Cam In condm.:t af! intcnsivL: Oll!r..::ach prngrall~ OIl !)(!W 
bCSl10 luke ac:ion nnd to begin developing proposals. 

.. 	 I hope tilal. th0Rcpllblk:an leadership will join together with lUi.! to ~lddrcss this critical 
ptoblcm. just as we worked together to produce the lirsl hal:mccd hudgct since I <')6Y. 

• 	 We will have spc'Cifie proposals by ITIlDJ. 

PrM 

• 	 We \vill be taking the initiative and :>Ignalling our intcn:sl in Social Security rc(i)f!l1, 
Rcpn:"cni~!livc KtiSich has aln:al!Y SLatcu {on A4ee! thr.: Prr!,'·s Ihis 'wl~k('nd) thaI lw intends 
In hold fH.'arings nn entitlement rl'fi.ll'1ll this C,lL Othl:l":-: Willlh'l 0(; br hl'hind, 

Cun:; 

• 	 The announcement may give too much of (l role to the Repuhlicans and thus PilklHj,dly 
n.:Juci.: (lur chances of being bold. 

• 	 {rwe dcdJc on a rost~election deadline. the announcemel1t may j00k lou weak ,Uid II 
may be better not 10 say anything lit rhh. point. 

Our workpbll will depend 0n our gl:llcr:l1 npprow.:h. BlIl lirst S!qlS should include: 

I. 	 Dl:ciding now when we want to move 

2, 	 Deciding now whether to lay down !lOTUS marker on issue 

], 	 D!.:!.:iding on whIch pmccss sccnn:-i('I I:; 1)';0::;1 promi::;ing: commission, no t:oBllni::;::;!on, elc. 

5. 	 In early September. holding 5pcci~!l NEe principals meeting or cahin(:[ meeting 1\11 nature 
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(lethe rrobk~1ll and 011 Administralion approach re process. Have CEA brief on 
demographic challenge. HHS brief on long~run Imbalance in progf'<UTI> Treasury brief on 
nramlich proposals. ~lOd NEe brief on process. 

6. In September. beginning suhstance process: 

A. Cunvene rcgl:br sma!! work~ng group or senior onidals reporting directly to Ef!'kinc 
-- SlIh:aance gruup: Sperling. Ruhil1. YcUen, StHnmcrs. Raines, L-.:\\,. Kinin. 
Hilky. Shalaia. and Apr..:! 

B. Set up h.:ehnical support group to work with senior working group 

-- Gotbaum, Cohen, Ors;rllg, Minarik. Wilcox. Gruner, S~ho!7.. Sddman. Carroll, 
Montgomery, IIHS, SSA <:.duari..::s (?), more 01',,113 slaITer.'> (':') 

7. 	 Begin outn:acb to AARP, AFt-CIO. and other Intercsh':u pJrtles: 
-~ POTUS ulld VrOTUS pbone calls anJ meetings 
-- C;lbillCl 

ww White Hotls!.! confercll\.:c'? 

to 



August 5, 1997 

MEMORANDUM FOR THE PRESIDENT 

FROM: GENE SPERLING 

SUBJECT: Laying down a marker on Social Security 

As tOdafs longer memorandum on Social Security notes. the decisions on Social 
Security refonn involve at least three different levels: 

• 	 Overall process strategy: timing for a real deal) whether to caU for a commission. 
whether to make a unilateral announcement, etc. 

• 	 Substantive decisions: Forging policy proposals to address the Social Security challenge 

• 	 Whether to lay down an early marker on the issue 

Your advisers will clearly have extensive processes to evaluate different scenarios and 
options on the first two levels. The immediate question is whether you want to lay down an· 
earJy marker on the issue. Your advisers have discussed this specific question both yesterday 
and today, and have narrowed the options to the following three, 

J, 	 Dedare tomorrow that )'{)U want 10 act ou Social Security before Medicare 

Possible language: "H'hile the Medicare commission is conducting its analysis, we must 
work in a bipartisan }\.'tly to creale solutions -- before the A1edicare commission issues 
its report --11101 wiJI strengthen Social Security, so that Social Security will be just as 
strong and secure for the next generation as it has been fot' past generations. We mUSt 

act not because we are in a state of crisis, but because we have iJte opportunity to act 
wisely to prevent a crisis from ever occurring. I will be asking my economic team to 
engage in broad consultati6n wilh the Congressional leadership. ,,,'jIlt Democrats and 
RepUblicans, with those who represent seniors and younger people, and with experts 
and hard-working citizens, so that we can find the best way UJ garner the full support of 
our people/or such a signijic(1J1t reform . ., 

• Signals that you want to do Social Security first and puts you out fronl on issue 
• Provides flexibility. since it commits us only to have proposals before March 1, 
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!999 _. when the Medicare Commission reports. 
• 	 May lead to questions about timing and process, but at least the questions would 

be about !ll!r actions and !ll!r strategy, 

• 	 Could raise expectations for a specific proposal 
• 	 Endless questions could make us look evasive 
• 	 Could still be seen as not quite stepping up to the plate 

2. 	 ,Maintain current stance and dQ not signal anything new on timing 

Possible language: "/ wan! to explore a bipartisan process for strengthening Social 
Security. so that it will be just as strong and secure for the next generation as it has 
been for past generations. We mWi! act not because we are in a state of crisis, but 
because we have the opportunity to act wisely to prevent a crisis from ever occurring. " 

• 	 Until we know how to proceed, we should not make any pronouncements 
• 	 Doesn't lock us in to anything specific 

CONS 

• 	 Some will say you didn't seize the initiative when you were strong 
.. 	 Leaves door open to other political leaders to be first to call for addressing 

Socia! Security 
• 	 Doesn't break new ground or make news because it doesn't make clear that we 

want to do this before Medicare. 

3. 	 ,CQrullict a prominent interview (e,c .. New York Tjmes) next Week in wbich messafie is 
the same as in Option 1 (Social SecuritY proposals before Medicare) 10 lay a marker 

• 	 Still allows us to lay a marker without drowning out budget stories this week 
• 	 Gives us more time to analyze options and speak to you about them 

• 	 Leaves door open over the next week for other political leaders to be first to 
caU for addressing Social Security 

• 	 Less high-profile than the press conference 



~ 
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Recommendations 

The principal benefits of Option 2 are that it does not limit our flexibility on Social 
Security re/ann at all ~~ including whether to act on Social Security before Medicare. Along 
with Option 3, it do(!sn 'I drown out the budget stories this week. The principal danger with 
Oplion 2 is that the 101lger we wait to lay down a marker, the higher the likelihood thaI we will 
be criIicized by opinion leaders and some on the Hill for not stepping up to the piate on 
entitlement reform. 

In tenus of tomorrow. most of your advisers support Option 2 rather than Option 1, 
although Gene and John Podesta support Option 1. A compromise position that Rahm, Sylvia, 
and Gene support is not to make news tomorrow, but rather to do a prominent newspaper 
interview next week (Option 3). Secretary Rubin wamed to stress that he is not against the 
idea of laying down a marker, but thinks that such a step sh.ould be taken only after you have 
had a chance to consider and internalize all the dlfferent options and constraints, 



August S, 1997 

MEMORANDUM TO THE PRESIDENT 

FROM: GENE SPERLING 

SUBJECT: Social Security 

\VhUc you have made clear your desire to enact meaningful long-term entitlement reform. 
it is crucial that we decide our strategy for how best to accomplish this goal. You have indicated 
to us in response to a previous memorandum that we should proceed on parallel tracks on 
Medicare and Social Securlly. but that you agreed with a strategy of putting an initial focus on 
Social Security reform. Achieving Social Security reform requires not just addressing difficult 
substantive issues. It also requires thinking carefully about our strategy for coming out with 
proposals, and for getting those proposals passed. 

Given the importance and complexity afthe issues involved1 we thought it would be 
useful to think through n variety of strategic scenarios on how to achieve reform. This 
memorandum examines some scenarios that may help you think about now to maximize the 
probability of effecting rcronn, and discusses whether you should Jay down a marker this weqk 
on Social S\~curity. Your immediate decision is whether to make an announcement on Social 
Security this week -- and ifso, what the announcement should say~;, while we are mapping out 
our plan An appendix provides a brief overview ofthe Social Security problem l and outlines 
the three schemes proposed by the Grnmlich commission on Social Security, 

1. Possible licenarios-

We face an extremely compJicaled and difficult -- but compelling -- challenge. While 
there are well-defined options. it is important to realize that all of them involve highly 
controversial ref01TI1S that will be portrayed by critics as raising Social Security taxes or 
cutting SocIal Security benefits, (Investing the Trust Funds in equities raises other difficult 
questions -- such as perceived and real risks of market volatility ~~ and is seen by some as 
more of an accounting gimmick than a true solution.) Indeed. the only measures included in 
all three Gramlich Commission plans were expanding the taxation of beneflts (which we 
learned was difficult in 1993). and extending coverage to state and local workers (which may 
prove very unpopular in California and Ohio). 

I 
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In considering our best strategy for going forward, we must consider the various 
elements and steps that win play out under any scenario, In doing so, it IS helpful to keep in 
mind the fOllowing goals and the means to achieve them: 

• Fundamental goals: 

-- Long~term viability: 75-year or perpetual balance; is the year-to-year path important? 
•• Keep some social insurance/progressivity in system 
-- Establish Presidential leadership 

.. Key issues/other goals: 

-- Increase national savings 
-- Impact on budget refonn 
-- CPI 
-- Acceptability of partial solutions 

• Optional means: 

- Expert commission 
-- CPI commission 
-- Pnblic education advisory board 
- Public education campaign 

#> Eventual reai process for proposals: 

- You simply announce a proposal (alone or foHowing commission or public education effort) 
-- Leadership..<Jesignated negotiating process 
- Non-leadership bipartisan process 
- Commission with fast-tracklbase-closing ,vote 
-- Key players commission (simllar to second possibility above), including chairs of relevant 
committees, etc. 

Three scent!rios 

Keeping the above factors in mind, it may be helpful to think through the timing of 
when specif1c proposals witl need to be discussed seriously and released publicly. This "'real 
deal" period could be the State of 'he Union 1998; MarchiAprill998; or pcst-electionlState of 
the Union 1999, Within these three different scenarios, there are still many decisions to make 
about which elements would be useful (the scenarios do have some different implications for 
the feasibility of some potential elements of the process ~~ such as outside commissions or 
public education boards). Considering the timing for releasing specific proposaJs seems one 
useful way of organizing OUf thoughts. 
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Scenario 1: State of tile Union 1998 , 

Elements: 

.. Timing constraint would probably not allow the creation of an outside commission. 

.. Sinci~ we would be acting soon, it may be difficult (if not impossible) to do a CPI 


commission, If we want a cpr fix, we may therefore have to do it our own, 
• 	 Key to success may be large-scale consultations. Could look to working with outside 

Republicans and key Democrats to get buy-in and hipartisanship for announcement. 
• 	 If our proposals do not generate support. you could cali for a bipartisan process to 

report back after the 1998 elections, But in the meanwhile. we could have undermined 
our chances for achieving reform. 

.. 	 For better or worse, the timing means that the faU would likely be fined with stories of 
our h'Ubstantive discussions on controversiai issues and specific proposals. 

Options: 
• 	 Option I: You announce proposals in State ufthe Union 199&. We could then either 

follow the normal legislative procedure or convene some sort of ad hoc high-Ieve1 
negotiating process with the Hill leadership. 

• 	 Option 2: You announce Leadership/POruS negotiating process. 

~ 
• 	 With defined, specific proposals. a January move would be seen as demonstrating great 

Presidential leadership on Social Security. You would be addressing a critical long
tenn reform as the focus shifts from deficit reduction to entitlement reform. 

• 	 If we use consuJtation period welt, we could garner some bipartisan support and 
outside validation, although it is unlikely that we would succeed in obtaining the 
support of the Republican leadership along. 

• 	 Our window of opportunity may be shorl~lived! especially given the budget and 
electoral cycle. So acting in January would push the process along. 

• 	 An early move could belp focus the debate and the public education process. 
• 	 Given that it is unlikely that legislation will be passed quickly, it may be helpful to 

release proposals to demonstrate your leadership on this issue. 

c-: 
• 	 Even the most basic proposals are likely to create a firestorm in the absence of strong 

bipartisan support. For example. taxing benefits proved to he extremely controversial 
in 1993, and including state and local workers from Californi. and Ohio is .Iso likely 
to generate significant opposition, 

• 	 Democrats may be upset at again having process that few could get involved in, 
• 	 Acting soon may not permil us enough time to invest in public education/outreach. 
• 	 Pulling out specific proposals without bipartisan cover may push Democrats and 

Republicans to make "no Social Security tax hike or benefit cut" pledges in the faU 
elections, thereby setting back our reform effort. 
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Scenario 2: Release proposals in March or April 1998 

Elements; 
• 	 Aiming to release specific proposals in March or April 1998 allows a longer 

consultation and public education period, and opens up the possibility of appointing a 
short-tenured commission of either outside specialists or the real players. 

• 	 May allow enough time ,for a CPI technical advisory panel. But we may still have to 
release a CPI adjustment on our own, with little bipartisan cover. 

Optjons; 

• 	 Option 1: Turning the issue over to an official commission comprising top-level 
reprt:sentatives of Congress and the Administration. perhaps with some sort of "fast
track" mechanis~ for ensuring passage of the commission's proposals. 

• 	 Option 2: Convening a commission of eminent Americans -- such as Bob Dole, Warren 
Rudman, Bill Bradley, and George Mitchell-- to report back by early next year. We 
would flesh out OUf own ideas internally over the same period, and then engage in 
high-level negotiations with the Republican leadership -- possibly also involving the 
eminent Americans. Such an approach would mirror the informal method ultimately used 
by the Greenspan Commission. 

• 	 Option 3: Engaging in a more extensive public education and outreach effort to obtain 
Republican validation for reform effort, while allowing more time for an internal policy 
process to develop, our own proposals. We could then release our proposals and either 
follow the nonnallegislative process or engage in a special high-level negotiating 
process with the Hill leadership. 

• 	 Allows more time to educate the public and generate bipartisan support before releasing 
specific proposals 

• 	 Allows enough time for a commission to report back, if we want a commission 

• 	 May provide too little time before the fall 1998 elections 
• 	 May still not permit us enough time to invest in a comprehensive public education and 

outreach effort before releasing proposals. 
• 	 Putting out specific proposals without bipartisan cover may push Democrats and 

Republicans to make "no Social Security tax hike or benefit cut" pledges in the fall 
elections, thereby setting back our reform effort. 
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Scenario 3: Release proposals a/ler Ihe /0111998 electiolls, 
perhaps in State of Ihe Union 1999 

Elements; 
• 	 We would have more time to develop an extensive public education elTort and to aHow 

the public to digest the various options. 
• 	 May al10w enough time for a CPI technical advisory panel. But we may still have to 

release a CPI adjustment on Our own, with little bipartisan cover, 
• 	 Moving after the fall 1998 elections would also facilitate, if we wanted. having a 

longer~tenn outside conunission that would issue its own policy recommendations. 
• 	 The AARP, Pew Foundation, and others will be undertaking year~long public education 

efforts. Our efforts could dovetail with theirs, 

Options; 
• 	 Option 1; Public education effort including public education .dvisQO' bom!' while 

developing specific proposals. The public education effort could involve a panel of 
prominent Americans - such as Bob Dole, Warren Rudman, Bill Bmdley, and George 
Mitchell -~ in addition to the Administration's own efforts and those oftne .AARP and the 
Pew Foundation. This approach would be a type of"commission~Htc.ll 

.. 	 Option 2: Engage in public education effort without blue-ribbon public education board 
while developing our own specific proposals. Then use a variety of implementation 
strategies: announcing our own package, conducting ad hoc high-level negotiations, or 
fonning a commission of top officials with tight deadline and mandate to come up with a 
specific package, 

,.. 	 Opdon 3: Ponn a longer-term outside commission that would issue its own policy 
recommendations (the panel of prominent Americans mentioned above would not issue 
policy recommendations). The benefit may be bipartisan buy-in, The substantial cost is 
"commission-itis" -- especially after the Gramlich commission, We would also still need 
an implementation strategy for turning the commission's proposals Into law, 

.. 	 Allows more time to develop policies and bipartisan support for policies. 

• 	 Allows a full-fledged commission, if we want one. 

• May look weak, 

.. Runs into Medicare, since the Medicare commission must report by March 1, 1999. 
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II. Laying down a marker this week 

Depending at least in part on when you decide that you may want to come out with 
proposals, you may want to lay down a marker soon to ensure that the Administration is 
identified as leading on the Social Security reform effort. Your message could be: 

"This balanced budget agreement is the most significant package of savings and 

reforms to strengthen and modernize Medicare in the history of the program. '. 


"Yet because we must also prepare for the retirement chanenges of the next century 
created by the aging of the so-called baby boom generation. I am pleased that this 
budget legislation includes a bipartisan Medicare commission that wiIJ report back by 
March I. 1999 on how to keep Medicare strong for decades and decades to come. 

Then you could follow with one of the foHowlng options, 

Qption 	1; Deadline before Medicare commission reports 

"But while the Medicare commission is conducting its analysis, we must work in a 
bipartisan 'Way to create solutions -- before the Medicare commission issues its repon 
• that will strengthen Social Security. so that Social Security will be just as strong and 
secure for the next generation as it has been for past generations, We must act not 
because we are in a state of crisis. but because we have the opportunity to act wisely to 
prevent a crisis from ever occurring, I will be asking my economic team to engage in 
broad consultation with the Congressionalleadershlp. with Democrats and 
Republicans. with those who represent seniors and younger people, and with experts 
and hard-working ciEizens, so that *'e can find the best way to garner the full support of 
our people for such a signijkant rejann. ., 

• 	 Signals that you want to do Social Security first and puts you out front on issue 
• 	 Provides maximum flexibHity. since it commits us only to have proposals before March 

1, 1999·~ when the Medicare Commission reports, 
• 	 May lead to questions about timing and process, but at least the questions would be 

about QlU: actions and QlU: strategy. 

CONS 

• 	 Could be seen as nO( quite stepping up to the plate 
• 	 On the other hand, it may raise'expectations for a specific proposal 
• 	 Endless questions could make us look evasive 
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OptiQn 2: NQ deadline 

"But I wan! to explore a bipartisan process for strengthening Social Security, so that it 
will be just as strong and secure for the next generation as it has been for past 
generations. We must act not because we afe ill a Slate of crisis, but because we have 
the opportunity to act wisely to prevent a crisis from ever occurring. " 

• 	 Until we're sure of how, we want to procCi.."d, we should not make any pronouncements 
• 	 Doesn't lock us in to anything specific 

CONS 

• 	 Doesn't break new ground or make news because it doesn't make clear that we want to 
do this before Medicare. 

• 	 Leaves door open to other poHtical leaders to be first to call for addressing Social 
Security 

Optjoo 3: Deadline before Medicare commission reports and cpr commjssion 

"But ~hiie the Medi~re commission is conducting its analysis. we must work in a 
bipartisan way to create proposals ~~ before the Medicare commission issues its report 
-- tlull will strengthen Social Security, so that Social Security 'will be just as strong and 
secure for the next generation as it has been for past generations. We must act not 
because we are in a state oj en'sis, but because '!-ve have the opportunity to act wisely to 
prevent a crisis from ever occurring. We must start by addressing the bias in tile 
consumer price index. I am therefore calling for a commission on the CPl. " 

• 	 Adds more specificity to commitment to address Social Security by calling immediately 
for CPI commission 

• 	 Lives up to our commitment to address CPI outside budgcI 

CONS 

.. 	 Putting initial Social Security emphasis on CPl focuses the debate on benefit cuts 
• 	 Best way to deal with CPI may be as part of overall broader Social Security reform that 

"saves Social Security," and when negative impllct from cpr fix could be mixed 
together with other refonns that have progressive effects 
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Option 4: AnnQunce that you will make-lllilDOSals jn State of the Union 

"Bur "'illlile the Medicare commission is doing its work. I want to explore a bipartisan 
process that will lead /0 proposals to strengthen Social Security. After broad 
consultation with tlte Congressional leadership. with Democrats and Republicans. with 
those who represent seniors and younger people. and with experts and "ard~working 
citizens. 1 wiU be announcing a plan (0 save Social Security in my next State 0/ the 
Union address. " 

• 	 Will be a bold. news-generating step. 

• 	 Will generate support and credit from important policy-makers, both Democratic and 
RepUblican, and influential opinion leaders. 

• 	 Will make our internal and external steps on substantive Social Security issues the main 
focus of domestic policy debate for the fall and winter, 

CONS 

• 	 Takes away our flexibility if we decide we need more time or more of a bipartisan" 
process. 

• 	 Could set up partisan reaction: Republican leadership may pull back and wait to see 
approach; Democrats may feel excluded and want to distance themselves. from 
perceived Social Security tax increases or benefit reductions. Without bipartisan cover 
for our proposals, Democrats and Republicans may make "no Social Security tax hike 
or benefit cut" pledges -- thereby setting back our reform effort. 

• 	 Will make our internal and external steps on substantive Social Security issues the main 
focus of domestic policy debate for the fall and winter. 
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Appendix: Overview of the Social Security challenge 

According to the 1997 intennediate projections of the Social Security actuaries, the 
combined Old-Age and Survivors and Disability Insurance (OASDI) Trust Funds would be 
exhausted in 2029. The same projections suggest a 75-ycar actuarial deficit in the OASDI 
program equivalent to 2.23 percent of taxable payroll. In other words, immediately raising the 
combined employer-employee OASDI payroll tax by 2.23 percent (from 12.4 percent to 14.63 
percent) would produce long-run balance in the progranl -- income from payroll taxes and 
interest on the Trust Fund assets would be sufficient to meet projected expenditures over the next 
75 years. If the payroll tax rate is not increased immediately by 2.23 percent, other changes to 
the tax system or benefit provisions would be necessary to eliminate the long-run actuarial 
deficit. 

One underlying question that we must address is what our goal is in refonning Social 
Security. One goal may be to eliminate the 75-year actuarial imbalance and extend the life of the 
Trust Fund. But that may be too narrow: we may want to ensure that reaching balance doesn't 
involve unsustainable flows either into or out of the Trust Fund during sub-periods of that 75
year horizon. Or we may want to focus on the more fundamental goal of ensuring that any 
refonn boosts national saving, thereby raising future income and reducing the burden implied by 
our falling worker-beneficiary ratio. , 

At the same time, other priorities may include maintaining the system's progressive 
benefit structure and its protection against elderly poverty. Social Security benefits currently 
represent more than three-quarters of money income for elderly households in the bottom two 
quintiles of the income distribution. Social Security benefits keep some 15 million people above 
the poverty line, and arc commonly associated with the dramatic reduction in elderly poverty 
over the past several decades. The elderly poverty rate has fallen from more than 35 percent in 
1959 to just 10.5 percent in 1995, Balancing the desire to maintain the social insurance aspects 
of the program against the desire to restore long-run solvency and raise national saving is 
perhaps the fundamental trade-off in the effort to refonn Social Security. 

Gramlich Commission options 

The Advisory Council on Social Security, led by Ned Gramlich, produced three diffcrent 
plans for addressing the long-run actuarial imbalance in the program: the maintain benefits (MB) 
plan, the individual accounts (lA) plan, and the personal security accounts (PSA) plan. The plans 
include several extremely controversial proposals, including establishing individual accounts -
either managed by the government (as in the IA plan), or by individuals themselves (as in the 
PSA plan) -- and investing the Social Security funds in equities. 

The Maintain Benefits (MB) plan would (numbers in parenthesis show the reduction in the long
run actuarial imbalance resulting from the change): 
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• Increase the payroll tax rate in 2045 by 1.6 percentage points (0.22); 
" Consider investing 40 percent ofthc Trust Fund in equities (0.82); 
• Change the benefit computation period from 35 years to 38 years (028); 
" Phase out the low-income thresholds for taxation ofSociai Security benefits (0.16); 
" Redirect revenue for taxation ofhigh~incQme benefits from HI to OASDI Trust Fund 

(0.31 ); 
" Tax benefits in the same manner as private defined benefit pension plans (0.15); and 
" Cover all state and local employees (0.22) 

The Individual Accounts (lA) plan would: 

• 	 Require all workers to contribute 1.6 percent of their taxable wages to governmentR 

administer~d individual savings accounts; 
• 	 Accelerate the increase in nonnal retirernent age (0.10) and index it to life expectancy 

(0.40); 
• 	 Reduce benefits to middle- and upper-income reeipienL' by roughly 20 percent (1.32); 

• Change the benefit compu'"tion period from 35 years tn 38 years (0.28); 

'" Phase out the low·income thresholds for taxation of Soeitl! Security benefits (0.16); 

• Reduce the spousal benefit from 50 percent to 33 percent (0. I7); 

'" Replace the surviving spousal benefit with highest of spouse's benefit, own benefit, or 75 


percent ofcombined benefit (-0.32); 
'" Tax benefits in the same manner as private defined benefit pension plans (0.15); and 
• 	 Cover all s!ate and local employees (0.22) 

The Personal Security Accounts (pSA) plan would: 

'" 	 Redirect 5: percentngc points of combined employcN!tnployee OASD[ taxes to Personal 
Security Aceounts (-4.60); 

'" ,Replace current benefits with basic flat benefit equivalent to $410 per month (3.&2); 
'" Accelerate the increase in the nOflllal retirement age, index to life expectancy, raise carly 

retirement age, and limit disability benefits (1.25); , 
• 	 Increase payroll tax by 1.52 percent of taxable payroll from 1998 to 2069 (1.42) 
• 	 Phase out 'the low~incomc thresholds for taxation of Social Security benefits (0.16); 
• 	 Replace the surviving spousal benefit with highest of spousels benc:fit, own benefit, or 75 

pereent of combined benefit (-0.39); and 
• 	 Cover all state and local employees (0.22) 

While the three plans clearly adopt different approaches to fundamental aspects of Social 
Security ~. differences with which we will have to grapple in formulating an Administration 
position ~- they do share several common elements. It is often argued that these clements could 
form the oosis for an Administration approach to Social Security reform. H is important to 
recognize, however, that these steps would not suffice to address the long~run actuarial 
imbalance by themselves, And many ofthcrn could prove quite controversial -- we had difficulty 
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passing raising taxes on benefits for high~incomc beneficiaries in 1993, and state and local 
government workers in California and Ohio will resist inclusion in the Social Security system, 
The common elements ol'the plans include; 

,, . ,,: Provision Percent of 75-ycar huable , 

payroll 

: Measures included in all three plans"' 

Expand coverage to state and local workers 0.22 , 

, 
, 
, 

Remove low-income thresholds for taxing benefits ill , 

, Sub~total, provisions included in all three plans 0.38 

I• Measures jrlcluded in two ofthree plans,' 

!Tax benefits like other pensions 0.15 


Change averaging period for calculating benefits, 
 0.28 

reducing average benefit by 3 percent 


Accelerate increase in normal retirement age 0.10 


lDQ~ mlImal rc1iremrxm1 i\~e lQ liCQ exnectancl' 
 M.Q 

1.31TOTAL 

223PROJECTED 7S·YEAR DEFICIT 

The Gramlich Commission plans illustrate two points: 

• Them is substantial controversy Over whether to allow individual accounts or investments 
of the Trust Fund in equities. 

.. Even the steps that are common to the plans - including changes in thc coverage of the 
system and the lax treatment of benefits -- could be very controversial and would not by 
themselves eliminate the 75-year deficit in the program. 
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