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MEMORANDUM TO THE PRESIDENT

From: I,aui‘a Tyson
! 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,
several Republicans, including Sweven Forbes, have called for diverting a portion of Social
Security to Individual Retirement Accounts or [RAs; second, and most prominent, there have
;been public reports -- and ¢ven a two-tvening CBS evening news segment -- on the expected
recommendations of the Social Security Advisory Council. As yow recall, the Quadrennial
}Adv:sorv Council on Soctal Security #s an independent, bipartisan council which you
appomtcd in 1994 to consider long-term issues related to the Social Secunity system -
specifically, which approaches are 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
Admimstration will review thetr options or recommendations. '

-

Because of these events, we anticipate that Administration members may be asked {o .
comment on the Social Security Advisory Council recommendations, and we want (o ensure
that we are speaking in one voice. We wanted to show you the current talking points, explain
‘the policy and political goals behind them, and see what next steps or addtzmnai information

i

yyou nceded.

I BACKGROUND ON LIKELY OPTIONS: As was reported in the January 19, 1996
Weekly Economic Briefing, recent estimates supgest that the total income, including inferest
on accumulated assets, will continue o exceed payments until 2020, and that the shortfall will
be covered by drawing down assets until the trust fund is exhausted in 2030, . Lven after that.
the revenues would meet about 75% of the programy's costs. Under the current gconomic
assumptions, the 75 year projection shows a deficit of 2.17% of taxable payrolls. Currently,
Hthe employee and employer cach pay 6.2% -~ or 12.4% cumulatively, The "2.17 dehad”
refers to how much the 12.4% pavrall taxes would have to be mzse{i to maintain 73 vear
solvency. it is a measwrenment figure and is meant by those who use it as a rawmmen{fanmz
that any or all of the gap be filled by raising payrof] taxes,
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o {)ur current undcmdmg is ttzat no. cozz&ensus recomenéatmn wﬂl be z’f:;lf}rted from™
the Advisory Council, but that they. wil} ‘instead report three separate. plans The plans do -
have ‘a few elements in common. While we can send you a full exp%azmtion of each {};}llf)!l. _
wc very briefly list below the, main items that are congidered in each plan. . As you ¢an sec,

_ ihzs entire area is highly charged and controversial, and dealing with this i issue witl only be
piaustbla if there is a non- pe litical, blpartzsazz Process.

- The recommendations in all three e‘g}zions are:

+ 0.5% increase/adjustment to the CPL .

+ Expanding Social Security coverage 10 all new state and local emplovees now
covered by Social Security. -

Lo lncmasm;, the extent to Whlch gamai Secumy bezzei‘its are cnmwé as iaxabic

"4 © o income, : -

+ Investing z portion of the Trust Fund in equities.

In addition to these common eiements‘ thﬁ following elements are recommended hx some of
zhe members: .

l

Option 1: This plan relies on the elements histed above and includes ne private
accounts, o '

+
"

Option 2@

« Raise the retiverment age o 68,

» Reduce benefits for up;x:z’-mcome recipients.

» Require 1.0% increase m payroll taxes above the cument amaunt and reguire
this 1.6% be put into a private account,

COption 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.

f « The remammg 7.4% would cover a smailer, {lat rezzf‘ement benefit plus
survivor's.and disability benefits.

HL OPTIONS FOR GOING FORWARD: }

As mentioned above, to ensure that the Administration was speaking in one voice, o

: -?worl-:ing group of the NEC, DPC, Treasury, OMB, CEA and Labor Departiment has come up
lwizh suggested talking points. The talking points are attached, and we wanted you tw sce them

to ensure that you feel we are on the right track,




b ’I“né é&nerai feeimg of many of thase whe put the taiicmg pomzs together was-that the '
- best ;miwy and the best politics would be to make clear that we’ oppese efforts to pmazzzc

e

aSBCIai Security, zzzzée:rmme it, make & voluntary or less depenéabie ‘but then aveid giving

+ " definitive epzmons ‘on specific elements iiv specific proposals of define éxactly what we =f€:a£

i i N .
consmutes ;mvatlze " ‘undenmne or make "less dependabie <

This ap;zwach makes clcar zhat We are o;;pcsed to efforts that would pnvatzze or make
Soc;al Secumy riskier — that we are not recommending any of these elements. By not giving
spec:f“zc opinions on specific elements, we avoid being drawn into discussions on what
c,hazxges we would need, while from a policy perspective, we do not unnecessarily take
options off ﬁw table that could be part of a bipartisan recommendation next year.

Amther option would be 10 i;zi;e firmer ;3(331{2{}213 against some of these provisions.
{"f'he benefits of this would be that we would be ualikely to support some of these proposals
and our strong opposition could be both an affirmative part of our 1996 agenda as well as

- tnsurance against anyone suggesting that we would support such provisions. The downsides

to a harder approach are that once we criticize 100 many elements. it could create pressure 10
answer “what do we propose,” and from a policy perspective, we could serve to take 00
many options off the table. [Two specific issues that need thought: we have heard you may
wmh 1o take cquity investment off the table. Furthermore, you opposed raising the Social
iSccumv age in October, 19941 The other problem may be that when we take certain options
cempic«:tely off the wble, does it leave the impression that the ories we don't specifically
Qppﬂ‘;{: are ones that we are considenng?

A third option 15 to censider recommending a bipartisan commission for 1997, This
could provide a process answer to the Social Security issue, yet it could also raise the profile

of the issue and be seen as recommending a commission to follow-up on a commission.

In terms of how 1o proceed, please cemi{ier the fzzilawzng options, which are not
mutually inclusive:

1) Use current talking points with your edits.
2} Take n clear stance against some of the proposals.

3) Receive senious pros and cons of the specific elements i the Social Security
recommendations from your economic team, with a possible follow-up discussion,

41 Look at options for proposing a commission,

3y Set up meeting to discuss matters with policy advisors following pro-con mema.,
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‘Q What is the Administration’s posltmn on these recommmdaﬁons. o .

A: Social Security is one of our most successful programs. It is the bedrock of

" retirement for tens of millions of Americans. A Social Security check is all that keeps |

13 million older Americans from poverty. Social Security has helped cut elderly
poverty by mofe than haif since the 1960s. In 1966, the poverty rate among our older
Americans was 28.5 pemem today, it is 11.7 percent.

Oppose Privatization or l};zdcrmining Current Social Secarity System: The

Administration strongly opposes efforts to move Social Security toward a private or .
voluntary system that would not provide the same true security in the future that it has
provided for millions of older Americans over the last several decades.,

Need Non-political, Bipartisan Review of Overall Steps Needed To Continue
Long-term Viability of Secial Security: Although Social Security will remain on firm
financial footing for many years, we agree that steps will have to be taken to ensure
its fong-term solvency. Any specific steps must be judged within the context of an
overall, bipartisan, non-political effort to secure Social 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 prople
to use a portion of their payroll fax to set up their own IRAs?

Az These are 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 undermine its dependability. Our general position is not 10
comment on hypothetical elements of any future overall proposal, but to encourage a
strong bipartisan process for devising a plan to continue the broad natwnai snpport
that ¢xists for our current Social Security program.
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Q Weuld the Admlmstmtmn ever consider any pm;}a;;sal that ailszeé people 1% zzsc‘ part

-‘uf Social churit} in private savings ‘aecounts -- as even Senator Kerrey has supported? ™

A We oppose ;:smposals that seek to przvaﬁ;{e Social Security or make it voluntary.,

" “Yet, as mentioned before, our general position is not to comment on hypothetical
clements of hvpeﬁz&i;ea% proposals or 1o discuss exactly which propasals constitute

privatization and which don't. Our general position is that we oppose privatization of

Social Security and that we want this discussion to take place in a non-political

context where elements are being judged in the context of overall bipartisan plans.

Q But there are serious problems with Social Security. Is the President going to have

‘remmmendatmns this year on how he would handle this? Isn’¢ it irresponsibile for him

‘not to address: these recommmﬁatwns during the Presidential campalgn"

A: As the President has lng said, there are i&ag»term financing concerns, and
they need to be dealt with ina b;partwan context in the most non-political
atmosphere possible,

We Have Time. This Shouldn’t Be Part Of Election-Year Politics. The Social
Security system is sound well into the next century; it will be able o pay beneins
mmm:,zﬁm E rzszzrmg the long-term solvency of Social Security is a

an ¢, We should take advantage of the time we have o
address tina reassn{:é ra{zonal and bipartisan manner. {t should pot be caught up in
election-year politics. This vear's Congress would do well to focus on the urgent
issues before it. such as balancing the budget, we fare reform. and health care
insurance reform.

Q: Does the Administration support proposals to allow Social Sceurity funds 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 undermine the current publicly managed
and colizctive nature of Social Security or proposals that would make it less
dependable for all Social 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 o take place is in a bipartisan. non-
political context where we are looking at the viability of the whole plan and not have
debate over hypothetical elements in the middie of an ¢lection year,
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THE WHITE HOUSE
WASHINGTON

July 1, 1996

MEMORANDUM FOR THE PRESIDENT

/

-
FROM: LAURA D’ANDREA ’?YSOWJJV@M) M

SUBJECT: ASSESSMBN’Z‘ OF PETE PETERSON’S ATLANTIC MONTHLY ARTICLE

, In a recapitulation of many earlier writings, Peter Peterson describes in dramatic
terms 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
notably as more resources are required to service Social Sequrity and Medicare, While
demographics predict that eiderly in the United States will grow as a proportion of the total
population, that prediction, by liself, does not lead to dire consequences. Moreover, the
policy prescriprions suggested by Pﬁ{ers:}n are generally more radical than warranted by the
scope of the policy problem.

Overview: Peterson argues strongly against what he calls the “entitlement ethic”, where
Ammc;ms ciaxm many govcmcm-provzdw benefits as a right. He notes that if current

j Dice e 3 tely, non-discretionary spending (e.g., Social Security,
\dedicam, Medlcald and interest on the i*“ederal debt} becomes an ever-larger fraction of
total government spending. Peterson atributes much of the increase in non-discretionary
spending to changing demographics, particularly the projected aging of the population.

None of this is news - the Administration’s annual budget notes this trend, the
recently-released reports on the status of the Medicare and Soctal Security Trist Funds
make the point in the context of the respective programs, and the Administration's Heaith
Care Task Force noted that Medicaid and Medicare spending were on unsustainable paths,

The questions ¢ be addressed before formulating policy are_how mg are th
respective problems and how much of each problem is attributable sole an,.aging
population as opposed 1o other factors. For mstance, per capita health care cns{s are
projected (0 grow far faster than the economy for almost any forecast horizon, while per
capita costs for Social Security recipients are expected 1o grow in line with the econoniy as
a2 whole.




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 Report of the President notes
that while the fraction of the population that 15 elderly will grow rapidly beginning around
2010, the fraction that is made up of children is declining. The ol dependency ratig »-
the fraction of total population under 20 and over 63 -~ is projected to grow only slightly
nver the next 75 vears failing 1o reach the levels experienced without great fiscal siress in
the 1960s, Even though the eiderly have differemt needs than children, the ability to shift
resources between age cohorts means the potential future problem is not insurmountable,

. The dire predictions made by Peterson {and others who write on these topics) reflect
the inexorable accumulation of Federal debt, as a result of continued projected deficits, with
ever-higher Federal interest payments faking up increasing shares of the Federal budget
{and GDP). But through a form of policy judo, steps taken today to partly roverse 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 10 2ddress these policy concemns.

Peterson blames the current systemn of maintaining separate trust fundg for various
entitlement programs (e.g., Social Security and Medicare Part A) for making 1t difficult 10
reform them, stnce the trust fund system masks their “pay-as-you-go” nature. However, the
system of trust funds is partly respensible for the great political support these programs
enjoy, because people feel their “1ax contributions™ are “earmarked” for their personal
future benefit, even if this is not actually the case. In any event, Peterson’s ¢riticism of
trust fund accounting is not really essential to his main argument.

Peterson’s Pelicy Prescriptions: Peterson makes six broad policy recoramendations in the
article, They include;

(1) Balance the Federal budpet by 2002 and run a budget surplus for many years thereafier.

(2) Reform entitlement spending programs by,

‘ {a} Subjecting gll emitlements o “means-testing” whereby people with incomes
abiove $40,000 per vear lose 10 percent of their benefits for every $10,000 of
additional income (however, for those with incomes over $125,000, only 85 percent
of benefits are eliminated). Affected entitlement benefit programs include Social
Security, Medicare (presumably the insurance value of Medicare coverage), Federal
pensions, farm payments, veterans’ benefits. and Medicaid;

(b} Raising the normal retirement age for Social Security and Medicare 1o 70 by
20135 {this compares with the gradual increase to 67 by 2027 scheduled under
current iaw);

fud



{c) Establishing limits on Federal health spending by moving to vouchers, managed
care, or higher deductibles and co-payments 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 about the value of older
workers and through the repeal of the Sociul Security earnings test.

{4) Estabiish a system of fully~-funded, privately-managed mandatory retirement accounts 1o
which 4-6 percent of pay is contributed each year. This wouid be a precursor 0
replacement of Social Security with private accounts.

(5) Shift to 3 consumgtion-based tax system.
{6) Mount a broad-based public education program on the importance of saving,

Virtually all of these proposals are intended (o 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.z., 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 ¢ Increase their current saving rate fo
support future consumption out of individual resources,

Assessment of Peferson Proposals: Most of the policy ;;resczfptions nosed by Peterson are
more extreme than warranted by the seriousness of the underlving policy problems, but are
consistent with his exaggerated portrayal of them.

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

Some of Peterson’s proposals have been considered and rejected by the
Administration.  For instance, means-testing for all pavinents from the Federal government




and smkc at the heart of ihc cw&;i}xizty of pmmzses made by the Federal gevzmmcﬁt 10 ;:ezzy
pensions and veterans’ benefits.  Similarly, privatization of Souial Security through a sysiem
of mandatory private retirement accounts would have several shortcomings including:
shifting the risk of fluctuating returns to individuals; eliminating the redistribution that
currently takes place within Social Semnty (by providing higher relative benefits 10 lower
wage workers), substanually increasing transaction costs; threawning the ability to provide
insurance against disability and premanme death; and undermining the commitment o
shared responsibility that characterizes Social Security.

While programs for the eiderly will indeed rise in cost as the population ages, we
believe that more modest steps than those proposed by Peterson could shore up Federal
finances for the foreseeable future. In thinking about how to address these concerns, we
note that, for examnle, Medicare spending per capita is rising ‘rapidly relative to GDP, while
Social Security spending per capita is increasine more modestly. Moreover, the potential
shortfall in financing health programs such as Medicare 15 much larger than for other
programs. Therefore. we believe that it is useful to separate heaith 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) Short-term Medicare “fix” along the lines contained in the Administration’s Budget
proposals that would extend the life of the Part A Medicare Trust Fund through 20006,

(2) A bipartisan long-term 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.
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4 NATION OF FLORIDAS

EEN to Flonida laiely? You mav not mealize i, but

you have seen the fsture—Amenca’s future, about

two decades {rom now. The gray wave of senior cit
izens that fills the state’s sizzets. beaches, parks, hotels, '
shopping mails, hospitals, Social Sscurity offices, and sersior
CenIeTs 13, Of course, an anomaly created by cur long tradi-
ton of retiring 1o Florida, Nearlv ope in five Floridians is
over sixev-five. But carly in the next cenmyry a figure Iike

that won't be exceptionat. By 2025 of the latest the POPOT-
tion of ail Americans who are eiderly wiil be the same as the

A—

propartch i Horids today. America, in effert, will become 3

a nation of Floridas—and then keep aging. By 2040 one in
four Americans may be over sixty-five.

When we consider the great demographic shift that will
shape our national future over the next fifty years, we are
speaking not of a mere twansition but of a genstine transfor-
mation. Just fifteen years from now the firse bateh of Baby
Boomers will hit sixty-five, bringing changes—econom-
e, political. sociai, cultural, and ethical—hat will
transiorm American sociery. This transfor-
mation wili Challenge the very core of
sur national psyche, which bas al-
ways been predicaied on fresh begin-
nings. childlike ontimism, a0d aspiring

new gennrations. How we cope with the

cultural dimensions of this chatiange |
will Jeave to uthers.o sociclogists. politi-
zal scientiss, historians, and philosephers. |
am none of these, | 2m o businessman who hag
tong participated in public debates over the po-
Hitical coonomy of rising living standards. What
CORCEME Mme MOSt 2bout Amenca’s coming demo-
graphic ransformation is simoty this: on our present
soarse we won't be able (o afford it

To provide for the largest generation of seniors in his-
tory while simultansously investing in education and op-
pornity for the youth of the twenty-first century, we must
retect the prevailing “entitlement ethic” and rewren (3 gur
former “endowment ethic,” which generated America’s high
savings, high growth, and rising living siandards ia the past.

£

Endowment implies, "Stewasdship”~ihe acceplance of re- \
sponsibility for the future of an institution. Bue given our
cufrent cenphasis on individual seif-fulfilment, we muss in
addition o endowing the fumee of out nation and it institu-
Hons, endow our individual futsres and those of our chil-
dran, because oo ons 2ite is going w0 do it forus, What § am
rriking abes iy seif-endowment,

“Hope [ die before | get old.” The Wha sang in their cias-

-

IN 1900 ONLY ONE IN TWENTY-FIVE AMERICANS WAS OVER SIXTY-Fi

. Mty Ledd
Bt
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sic sixzes anthem. "My Genernsion,” That statement, like 50
many slogans of the Baby Boomers' vouth cultuee, was
wishful thinking. The genseation that once warned “Don't
trust anyons over thirty” is now passing fifry.

The real quescon i, Will Amenics grow up before it
grows uld? Will we make the needed ramsformation mf_}'
Inteticently, and humapely, or procrastinase yntil delay ex-
acts a hage price from those icast able 10 afford it—and con
fronts us with an economie and politieal crisis o which there
is no longey a win-win sofution?

BEMOGRAPHICS I3 DESTINY

ITHIN the next ffleen vesrs the huge genersiion

of Baby Boomers, whose parents brosight them

inte the world with such optimism, will begin (0

vesire. As they do, they will expert the mumnificent amay of
“entittements” that were guaranteed (again with such opti-
mism) 10 every retiring American with no anticipation of
the ever-growing lengh of retirement as §ife exportancy -
/ ; creases or the Sver-rising expastations of independencs, af.
: flusnce, bxalth, and comfor of life In retrement. But
cmzﬂwgsﬂw&w

cmsgg}ptmn‘ ihe rclaiwcly smxi! “busc’ g

»-Aa..mm..b-e:th:r the founders of Socxal Secu-
rity sixty years sgo nor the founders of
Medicare thiny years sgo imagined the
demsgraphic shape of Amerniza that
will unfold over the next several decades,
Ponder the following:
= With 76 million members, the Baby Boom
generation 15 more than hatf agadn as large 25
the previous generation. To get some ides of
how much the number of senios could grow by
the ftne the youngest Baby Boomers surn seveanty,
thik of the eotee popuiation of California and the
New England states combined. Oy think of it this wey:
the number of Soeial Security benenciaries will at leas
double by the year 2040,
+ in 1900 oniy one in twenty-fyve Americans was over sixty-
five, The vast piajority of these peopie were completely self-
supporting o supported by their famifies. By 240 one cut
of every four or five Americans wiil be over sixty-five, and
the vast majority will be supported 1o some degree by gov-
ernnent entidements,
* in 1960 there were 5.1 taxpaying workers & support such
Social Security beneficiary. Today thers 3re 3.3, By 2040

Y there will be no more than 2.0~wand perhags a8 fow as 1.6,
: ’ * The number of “vouag old™ {sixty-five 1o sty-nine) will
»
vi | S8 5y 3040 THE FIGURE WILL BE ONE 1N FOUR. OR FIVE.

wE o F owh T RFLE AMERY EAFE Y . 57



http:2.0-.'1.00

A

[ ———————

y e WO A

roughly double over the next half contury, bus the number of
“ald old” (eighty-five and over; is expected w triple or quad-
ruple-wadding the equivaient of an entire New York City of
aver-cighty-five-yeas-olds (o the population. Nearly thres
quartess of those over eighty-five will be single, divoreed, or
widowed—he groups most hikely to need extensive govern-
fOeuE B43HSIARCE,

« in 1970 children under Gve outnumbercd Ameneans aged
cighty-five and over by twelve (o one, By 2040 the sumber
of old old will equal the number of praschoul children. ag-
eprding (0 some forecasts,

+ The extraordinary growth of the oid old popuiation will
add espocialiy 1o fedorai health costs, This is becauvge the av-
grage annual medical-care bill nises along a sieep curve for
older age groups. The rutio of Medicare and Medicad
spending on the oid 0ld t¢ spending on the young ofd s
abowr 2.51to 1.

» {n 2035 only sbout 15 percent of the oversixty-five pepu.
fation wili b¢ nonwhite. But about 25 pereent of younger
Americans witl be nonwhits, This will creste 3 potentially
c;p%aswe smza&mn in wmch iargeiy white semw Boomars

'*’?w

tirernent benefits in 2030 that were comemplaiest when Social

Sscupineanas.satus. o tha {930, the rerioement goa wisid
haye 1o be raised from sixty-five (0 seventy-four iy 2030 But
this projectionw—daunting 8% it is—assumes that figure gains
in lengevity will slow as average hife cxpeciancy approgches
e supposed “natural Limit” to the human life-span. Many
exparts now question whether such 8 limit really exists. Sum-
maing up research at the Nusional [nstinue on Aging, the dev
mographer James Vaupe! goes 5o far 3% © suggest that we are
aow un the reshold of a “new paradigm of aging.” in which
the avenzge ifs cxpecianty could reach 100 oc mone,

Of consrse. the Unised Siates is not the oniv country facing
an “age wave.” Indesd. the age waves in most indusirial
countiies s approaching faster than ours, andk—io judge by
oificial projctions—could have an eves worse impact on

. their coumuries’ economiss and public budges. Bug these

other countries enjoy long-term defonses thag we lagk, Un-
like the United States. most can actuslly budget their public
spending on health care. and so have much greater sonirol
aver this potensially explosive dimeasion of senior depen-
denoy, Uniike the United Stafes. mpst ganeraliv tax public

benrefits a5 they do any oiher income. And unlike the {nited

States. most have tairly heahthy household savinss rales

sgentrally weil over 1 percent of disposable incomae, as
comparcs with sbout five porcent heres. and 50 can absorty
public-sector defieirs much baiter than we aa.

\1051 zmgunanz aglike the Umieii Smcs these othet

have some son of malmnsbi rszh; 2 isvc, mmfrd of

WMW&J&:_{: I sther coumngs what

gavernment gives can be taken back if doing s is deamed 1o
be in the public’s long-terms intevest. in 1986, when Japan
enzcredd 8 major reduction in future pension benefits. the
Minisery of Health and Welfare issued = congise jusaficanon
that cited “equity between the gencrations.” Few if any
objsctions were heard. In a statement isgued the day he as-
sumed office, Japan's new Prime Miniswgr, Ryeuro Hashi~
meot, refermsd to the “imminent wrival of our Aging Soct-
ety” as a priority imperztive. Citing much {onger lift-spans
med 3 much reduced fertility rate. hie toid the Diet in his
opeting speech that Japas would have 1o “overbaul hose so-
cial srrangements premised upon a life.span of twoscare sexd
ten 1o Uit Dur new expected life-span of fourscore.™ Do we
recat] any Amencan Presidem sver making such a splement
at any point i his term, 12t 2lone in the equivalent of an in-
asgural addeess?

Australis has made ¢mployes pensions mandstory, io-
creasing coverage from under 40 pereent 10 nearly 90 per-
cent of the work foree. Ioeland has means-eswed its social-in-
surgnce system. Gemmany has enacied. and France, Sweden,
ltaly, and the United Kingdom are debaing, increases in the

LEligpment ave, Some of these changes have provoked fierce
controversy—or even widespread protest, a5 happened in
France iast winter. But the disagreement is aimost always
aver how best to allacate public resources. No one questions
that govemment has the right to reduce benefits,

Even many developing countries with populations sl
much younger than our own are pregaring for their demo.
graphic future with astonmishing resolutios. In South Korea
ihe household savings raw runs & abowt 35 percent; "Work-
ing to make 2 betier e for the next generaton” 35 & rypical
company motto. Accouns balances in Singapore's Ceaornd
Provident Fundewihe county’s mandairy ponsion-savings
system—now tatal nearly tree quaners of GDP. In Chile the
average worker owns 521,000 worth of sssets in the fifteen-
year-oid nationad funded retiremen: sySiEm-a summ sbout
four times the averzge annual Chileas wage, Argeatina, Pene.
ahd Colombia are following Chile's lead and serting up {fund-
zd sysierns of thoir own, Here, nothing bas beew saved inany
nanonal retirement system for any worker 1o own,

UNSESTAINABLE PROMISES

HE ezonomisi—and someiime fumarist—Herber

Sigin once said, ©7f something is unsastainable, i

tends 1o stop.”” O o8 the old adage advizes, “If your
harse dics, we suggest you dismount”

We cannot gustain the unsustaisanie. Nor can we Gnance
the unéinanceable. By 2013, when Haby Bocmers will ba re-
living en masse, the annual sucplus of Social Security 181
revenues over outays will lum negative. By 2030, when ail
ihe Boomers will have reached sixer-five. Social Securiey
alone will be runwing an annual cash denmit of $766 billion.
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NEARLY TWO FIFTHS OF ALL SOCIAL SECURIYY BENEFITS NOW GO T

If Medicare Hospital Insurance is inciuded, and if both pro-
grams contitiue actording to current law, the combined cash
deficic that year will be $1.7 tillion, The horse, in other
words, will be quite dead. By 2040 the deficit will probably
kit $3.2 uillion, and by 2050, $5.7 amiilion. Even discouating
inflation, the deficit that vear for these two senior

will come (o approximaely 3700 bitfion r times the
stz of the conre 1996 fedorad deficit, Long before that time
wt wili have had e choice bt 1o dismount.

Wall Streer has yet 10 teact 1o these ohviously unfinaace-
able numbers, When will 87 Since finsncisl markets oy t0
sticipare evens, the reaction will surely come years before
the: first Boomers stant retiring on Social Security, in 2008,
How severe will the reaction be? Should the markets con-
tlude that America has lost any chance to deal with this chal-
jenpe in advance, we will almost certainly see a full-scale
CCOBOMIC SMSIZEnCY s inferest rates roar inta outer space.

Anologists for the states quo dismiss these numbers as
“mere projections.” So let me emphasize thay the numbers [
have used for Social Secumity snd Medicare sre official pro-
ections, caleulated by fediral actunries and economises work-
ing for the Social Security and Health Care Financing Ad-
ministrations. The same expents also calculate gn gitemate
and much worse “high-cost” projection. which has historical-
Iy proved o be more aceurase than the forecasts § have used
here, Moreover, the retirerent and rsndical-cans noeds of the
-Boomer generation are by no means hypotheticad. The Social
Security Administragon’s former chiel actuary A. Haeworth
Roberwson points out that fully 96 percent of senior benefits
payshle over the next seventy-five years will go 10 people
who are already alive (and therefore countable) today.

Well, say the skepucs, if we can’t borrow trillions of dol-
lars. maybe we can raise taxes  bit and moddle throagh, But
ihis isa’t a viable option either, Letr's start with the political
fact that both parsies in Washingion ars currsntly hawking a
tax cur, though they disagres about B5 shze. A 1ax increase iz
unmentionable. Then consider the magnitude of te ax in-
ctesses we would need. By 2040 the cost of Socead Security
ns a share of worker payroil is expected 1o rise from today's
11.5 percent 1o 17 or 22 percent--depending on whether you
accepr the official or the high-cost projection. Add both paris
of Medicare, which currently cost the equivalent of 5.3 per-
cent of payroil but are growing so rapidly that they will

seventually overake angd surpass Social Secautity i size, and
we'rr talking zbout 33 10 33 poroent of every worker's pay-
check before we aven stat © pay for the rost of what gov-
smment docs.

{Mavicusly, ax increases of this size would dcsz-wy the

seonomy. More 10 the poiny they would kill the axpayers.
There is aiso the treresting question of whether American

(1]

1axpayers could be expested to comply with them The 2x-
perience of manaway pension systems in Lads Answerics and
Eastern Evrope seaches us that when payroll taxes begin
even 10 approach these levels, ax evasion beoomes wide.
spread and much of the economy moves into the 1ax-grempt
“gray market.” In other words, it may be impossible to fund
the future cost of our current benefit promises na matter how
willing we are to legislate higher tax rates.

The sersor iobly sssercs dhat whatever the economic con-
sequences, funne American workers are ducy-bound o fulfill
their side of an ii-defined “‘conract between geperations.”
Yetone group’s “earned right” foa benefit is anodser groun's
“uneamned obligation™ 1o pay & tax. R is to this second group
that our children and grandehildren belong, Understandably,
they are suspivious of a binding “contract” o which they
never agreed. According to a 1994 poll, Americans under
thirty-five aré much more tikely w befieve 1n UFDs o
believe thay they'il ever receive Social Securicy benefits,

There's an old adage about robbing Peter 1o pay Paol, fo
the endtlement shell game we're proposing to rob Feter Jr. to
pay Peter Sr.wcven when the Peter Sr. in question rmay not
need the money. [n fact, Peter Jr. is already paying piemty.
Because 5o much of Social Sccarity is tax-free (and because
adirens no onger pay FICA taxas, a typical retired couple oo
Social Security in 1994 with $30,000 in ol cash income
paid, on sversge, only $790 in federal taxes. Meanwhile,
their so6 angd dasghier-in-iaw, struggling 1o rase s cluld on
the same income. had a tolal federat 1nx burdes of $7.035,
you itglude both the FICA tax they paid and that paid by thelr
cmployers, No other industrial nation tilts iss 1ax syswm
away from the elderiy—or tilts its benefity system toward
ihe elderiy--as much as the United States does.

The present systemn's true believers dress up Social Securi-
131 and Meziicare ins the reassuring thetorie of "insurance” and

“nensions’” and claim that beneficiaries are ondy getting back

what they paid in, They're wrong. The majonte.ofioday's
mfk:zmts arn gem:zg back for more ﬁma they aver paid in

tht: ernptoyer $ canmbuucn and caimiatc eﬁiy ﬁw payback
on the personal taxes paid by the empioyee. and the windiall
rises to $173,000, With Medicare thrown in H rises 10 nearly
$E0.000, much of that tax-free. These are nog “earmed bets
efits™ but nncameg windfalls that our childeen will have to
pay for and ceraindy will never enjoy themselves.
Mareaver, since FICA coniributions have never been saved
by the fedaral government, the point is moot regardiess of
what & workesr paid in, the federal trust fands now possess on

Hes fwyd
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10 HOUSEHOLDS WITH INCOMES THAT

that worker's behzlf nothing but clalms on funire axpavers.
The seres “trust fund” may suggest & vault in which one's
Social Security taxes ane sucked up, 10 be paid out tater. Bt
the Social Secarity “trust fond” is the sitimace fiscal oxy-
moron. 115 “asse1s,” which we are told will keep the system
“seivens” uagi 2030, consist of nothing more than Treasury
I0Uswwclaims against future gensrations. When it comes
time t redeem these ciaims and the ioterest they have acoy.
mulated, where will the Treasury find the cash? Either by
sorrowing from the public or by mising taxes, Either way,
absent any policy change futire tixpayery will have to pay
agsin for toduy's Social Security “suplus”

if the Socia] Security and Medicare balance sheets were
evalpamed according to privaie-sector ascounting standards,
both would be declared disastrously insolvent. How disas-
rously? Congider that the federad govermem has slrendy
promoisedt 3 today’s adolts $8.3 witlion o futere Social 8¢
zurity benefits bevond the value of the taxes dey have paid
@ date-~—a figure mare than 250 tmex as great as te much.
decried "unfunded labilttics” of all pavate-sector pension
plans in Americal if federal law required Congress to fund
Sotial Security the way private pensions must be funded, the
annua) federal deficit would instanty rise by some $675 bik
lion, Add in our iavish and unfunded federai-employes pes-
sions and the defickt would nise by $800 billion. Add in
Medicare snd it would rise by more than $1 trillion. If po-
VER-SSOIOr EXOCutives ran thelr pension systems this way,
they would be thrown in jail for wholesale vislation of
fedorai pension-plan reguiations,

Meanwnile, Congress has anemped to ban what pol-
icy wonks call “unfunded mandaces”—federat laws
that impos costs on the states without providing
futding for them. That's fine-—but woeryiag ebout
such mandates while ignoring Social Secudty
ang Medicare is like mistakiag Wooddy Alien
for Arnnid Schwarzenegger. Social Security
sad Medicars are the mother of il unfunded
rmuarsdaces,

It's timne 1o faee up 1o the fact that erust.
fund accouning s a hoax, that Social
Sccurity is {n fact o pav-as-¥ou.go
sysient. Payroll taxes po disecdy 10
woday s henefivianies: bencfits come
direetly from wday's workers,

Sisce FICA iS5 2 taX, and tax rev-

enues dre fungible, poy annual

surpius of FICA taxes pver

benctits is used 10 cover other gavernmaat spendiag. A trast-
fung ledger for such ransfers is & waste of tims., Does i read-
Iy help arsyont o know that Sceist Seeurity is a bl richer and

FoeE a bR anT R MErNY faEt d

" soonomy, and then slash

ARE ABOVE THE U.S5. MEDIAN.

the Treasury i & bit poorer? Given the Spparent congression-
al appetite for constitaional wmendments, why not consider
one banning gevernment wast funds?

As Federal Reserve Chairman Alap Gresnspao has
swirmed it up, the oniy bitiom line that reaily counts is gov-
ernment’s total borrowing balance with the publicwother-
wige kaown as the annusl consolidated budges deficit or bud-
get surplus. Transferring 10Us from the right pocioet o the
ieft pocket doex nothing 1o bridge Social Security’s and
Medicare’s eatmous funding shordfall.

Along with this melancholy list of fiscal unsussainables we
should consider some eoubling moral unsusiinables, Social
qummhmwmmm:My&mwﬁgm
Immh{c—:opm riddes .

me@w@mmmm

W of whom can live well snough without these beneiits,

czal Secumy recipients who&c incomes are undef 320,000,
Sowial Secunity sccoums for more than half of the toatl, I
spite of this sobering dependence. many poliical leaders iy
ply by their inaction that it's fine o wais until wrillion-doller

deficits have devasuimed our

benefits a1 the iast
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misute. By doing so we would then deprive Americans 3¢ all
income luvels of the chance to plan for their funzres, Millions

. of lowerincome beneficiaries would be sirzaded in wiat

might be calied a demesgraphic Depression. as the safety not
that Social Security was enacted 1o provide suddenly van-
ished, Future historizns may record that Soeial Security's

. “defenders” were the ones wha most wanted 10 exampt the

program from 2 balanced-budget amendment and thus from
gradual and timely reform,

Paul Tsangss likes w say, "it's aoteacugh for our children
10 tove us. We should wans them o respect us.” When our
children ook into the Social Security trust fund and find
aothing there but $OUs with their own nmmes lsted as pay-
ere. trey will surely wonder how we could have reaid them
s& shabbily,

THE INESCAPARBLE
SOTTOM LINE

OFTWITHSTANDING its strengns, real and imag-

ined. the .5, ¢conomy since the carly 19708 has

fasked ot what mamers sy raising productiviny.
Why should the average Arnetican oare abowt such a seem-
ingly abstract concepi? Because working longer hours-—or
puning evaryone’s spouse (or child) 10 worke—is not the way
1o raise Hving sandands. A higher siandard of Hving means
produsing more while working the sams or 3 iessor number
of bours--in other words, being more productive, Only thus
can reat {after inflation) hourly compeasation and take-home
pay tise, The astute economist Paui Krugtman once summed
it up this way: “Productivity isn't everyhing, bt in the leng
run i s almoss sverything, A country’s ability to improve its
sandard of Hiving over time degends almost entively on in
shility 1@ raise s purput per workern”’

Since the eardy 19705 real national income per full-time
worker {as calvulated by the Commerce Depanmont) has
growsn by approximawely 4.4 percens a year. Fatal worker
compensation has grown af about the same meager pace. This
e of growth it so low that a debate rages amonyg ceono-
mists over whetherw-after accoumting for inflation and the
rising costs of employer-pad heaith cars—<he typaval UR,
worker has seen any poerceptible wage growth since 1973,

We can 5o ionger ignore what cconomists from Adam
Smith 1¢ Kari Marx o Alfred Marshail to Johs Mavnarg
Keynes 1 Paul Samuckon have ingisied is the botom Hne:
sustained productivity growsh sequires investnen, and no
country can sustsin high raies of investmaent without saving,
These exonormss ail understood deut productivity growih de-
perdis OR muny undertying conditions, such as techagiogical
innovation and efficient markets. but they alf agreed that cap-
itaf accumyiztion 1% essential (o productivity growth—and is,
mormover. the one condition over wiich sociely £2n exercise
direct control. Few experts disagren. sspeciolly when “capital”

fauf

is defined. as meny sconomists define it to inelude such in-
angibie colletive invesunents as infrastruenure, resemrch, ad.
ucation, and gaiging. Yot we now faze public budgets strained
ta the breaking point by the couts of demographic sging,
which will crowd out ail forms of capital accumulaion—-pri-
vae and public, material sad hunsn, Withour fundamental
policy reform a graying Amexica cannol be 8 saving Amenca.

But tift is precisely what we've forgonen. From an aver-
age of £.1 pereent of GUF in the 15605, the nex national sav-
ings rate dipped 10 7.2 percent in the 19705 and thes phunged in
3.9 percent in the 19805 and to 2.3 parcent thus far in the
1990s. Net domestic investient has fallen in anden, from 7.3
pereent of GEP in the 1960s 10 3.5 perces in the 1990s—a de-
sline that wounld bave boen much steeper i we had not
switched from investing abrodd 1o borrowing shoond,

Qur swructral deficits deala our siready shallow poct of
private savingsw-and hence crowd oat private investment. To
the extent that we oy (o control these deficits by reducing
“discretionary” federal spending {a category that inciodes
most future-oriented prograsms), tey aiso crowd out public
investment. Out of gvery nondefense doliar the foderi gov-
ammen: now speads, only about Sve cents builds tangible
things that remein afier the fiscal yeur is over, Recnotiy 8 Gen-
eral Accounting Office study supgesied that we must invent
$112 hillion to bring the infrasmucare of schools back 10 ace
cepnable lovels, But wihere can we find such a sam when ensi-
tiesments and interest o oid debts crowd ot everything olse?

e Lng befors the Bocmers reach rotirement age, we're pre-
paring to cut everything from Head St and school lunches
to ragad transit and space shutthes in order to pay the vising
cost of senior entitiesments. Despite the radicat shetoric in
Washington, the recent budget plans § have seertdon’Lreverse
but secelerate oar current fiscal gajectory. Each of them pro-

poses 1o slash appropriated domestic spending in real dotlars
while only gentdy resuzining the growth iy senior gedtic-
ments. Even in Congress’s plan senior beaedits in 2002 would
sonsume sl another record share of the budgetr—nesriy 50

percent of nonintemst cutisys, up from 40 percent today and
just 17 percent in 1965, This is in 2 bewsign demographic pe-
riod, whesn the rejatively smali Depression geasration (born
before VI Day} is stili resiring and the reimively large Boom-
o7 generation (bom after 19453) is still working and paving
taxes. And rermembes: this is the Republican plan. widely at-
tacked as s “doclaration of war” an Ameica’s seniors.

To brezk out of this siow-growih. low-investment cycie we
must set a higher productivity goat and 1hen dedicate e re-
sourees reguired o meet it A sansible shisouve wondd be to
increase the rate of growth in real pes-worker sational income
by & percentage point. from the post- 373 average of 0.4 10
abotit §.5 percent 2 year, Even this substantial incrense would
not equal American growth rates of the 1950s and 15605, or
march Japan's record during the 1970s and 1980s. Bur i
would come ciose 1o rearning U, 5. productvity growthi 1o ks
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average rate over the past century-and it would bring
growtlt elose 1o (he rates of most of our Euwropean compet-
tors. if we rise pmﬁui:zivity 0 1.5 pereent, twenty yesrs
from now national income per worker would be neatly
1 $10.00C higher in today's doiisrs, and federai revenues (at
the same tax sues would be peasty 3400 billion higher, than
will be the case if W& CORINUC O DU CUITENE COUPSE,
- Conventional ecosornic thooly suggeses that this ambitious
goal requires 1 shift of six 1o 2ight percent of GDP from cone
QUIEHoR 10 savings, giving us A long-term savings and in-
vesirment rate of about 18 percent of GDP. But where wiil
these extrr savingsw-an average of at least 53,500 per U8
housenold aommlly--come from? About a thid can be fi-
: nanced by bulancing the federal budget and keeping 1t bai»
anced, The rest'will have to comes from greater privats saving,

AMERICA'S SAYINGS AP

HUS we come to what we Americans as individuais
can and must do for ourselves and the natioti-—
ichthvoiogy from the standpoint of the fish, There
are four main sources of income for those over the age of
sizty-five: continged empiovment, government henefits,
prEvaie pension income, and acenmuiatad personal savings,

As we shall 1z¢. the adequacy of each of these sourees is
uncertain., .
When it comes (@ our retirement plans, we are 1 Baton in
denial, About nine oot of ten Boamars say they want 1 satime
at ar before age sixty-five {about six out of ten before age
sixtys More than pve thinds say they will be able o live
“where they want” and Hve “comfortably™ throughout their
retirement years. A stunming 71 percent expect to maintain
in petirsment 2 standard of Hving the same as or batter than
what they eaioyed during wsir working years.
i Yeu probe them more desply sbout their retirsment
dreams, and most Boomers admit that they are serrifind chat
neither they ror their government is saving ¢nough. Some
twe thisds confess that they've never sven catculated how
totch they hiced 1o save for their retirement, 2nd an amazing
86 percznt acknowledge vt “faruce retirees will face o per-
sonal financial ensiy 20 yesrs from now.” Vet 3t the same
time, they da oot expent ot even want much from govern-
ment. Nesry nioe aut of ten Boomers agree that “the gov.
ermmetit has magde financiad promisss o (their] gencration
that it will not be abie 1o keep.” For every Boomsr why
 tays that government shoukd shouldder the "rmain responsiv
!3 bility for providing ratirement income,” five say that indi-
viduais should, They will very likely get their wish, From
ail the numbers we have seen, i is obvicns that government

&
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retirerment benefits {marnly Social Seourity, Medicare, and
Medicaid) are likely o be severely raduced by the time
st Boomers retire,

What coudd take their place? Thinty years sgo cxpernts
hoped that private pensions wouid becoime s universal sup-
plement 16 Social Secunty. Such hopes never panned out,
Today less than half of all UL S, privase-sector workers are
covered by pensions. Qverall coverage has been fat sinee
the =ariy 1970s, aad in rncont years coverage has sotuaily
dropped sharply for younger men. This stems from long-
werm changss in the work force and in the satwee of work—
part-titne work, working at home. muitiple careers, Rases
of pension coverage have always been highest for full-ime
career fobs, unionized jobs, znd jobs in government and
targe comporations-—in short, for jobs chat are becoming in-
ceeasiagly scarce, As for Americans fucky enough 1o have
peagony, they will be surprised. if not seriously disap-
pointed. by how linle thetr plany have g5t aside for them:
the typical defincd-benefit peasion plan for aversge-sam.
ing workers with thirty veses of service replacss just one
third of pre-retirement earnings—an amoun: that i not in-
dexed for infiadon,

Clearly. retiving Boomers wiil have o cely heavily on the
remaining source of retirement income; privaie savings
apart freom pensions, But this source may be the most un-

H
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wertain of all, for it is questionable whether the average
American is saving anviaine o8 Bis own: what one house-
hold saves i 2 bank account or % poagension mutual fund
seareely offsets what anmher housshotd borrows, Whetigv.
or the stock markey or housing prices rise, many house.
holds may feel thar they're saving encagh. Byt our sgeregaie
prrooaai-savings rait. cxcep for pensions, is now bamy
pOsitive.

Many have argued that 16 current bust is attributable to
the passage of so many Baby Boomers through the years of
fousehold formaton. ant dhar saving wiil urn up agais as
Boomers reach the traditionally high-saving middle years.
Bt for this exglanagion 10 be valid, the ptrgonal-savings rae
sheouid have boutemed aut by the mid-19305wand climbed
back again. Many Boomers have already eatered the tragi-
ticnaily peak saving years. But the savings decline persists,
contrary 1o predictions of a demographic revearsal,

In 1992, acconding (0 the Fegerai Reserve Board, 43 per-
cent of UL S, fomilies spent more than sheir tncome; oniy 30
peroent seowmuinzd assets for loag-teem saving. In 1993,
accorchng 1o a Merrill Lyach anaiysis of Census Burgan
Jduats, hadf of all famsilies badd Jess than 55000 i net financial
toets-—a figuee that 134 not risen over the previous decade,
wven a nominst dollars. Ameae adults in their tate fifties,
the age at which workers are saaring dimecdy at retirement,

CeEs 4 bl VA TEEE OVELENTIRL Y

madian savings are stil shy of $10.00G, Evea optinnsts ad-
oit that 2 bleak funare swaits the approximately one thisd of
ali Boomers whe are expectsd neither to sccmuiste finan-
cial assats nor 1o receive a private pension.

Ironically. the Baby Boom is the besteducaied, most so-
ghisticated, most well-traveled ganerstion in our history,
This irony provides sdll annther iliosirstion of the depth of
oy dendal,

rw 8. Doagias Bermheim, of Stanford University, concludes
that Boomers an average must triple their current saving if
they wast to enjoy an undiminished living standard in retire-
ment. And if one assumes 2 35 percent reducton in Social
Security benefits {which seems more than likely if not in-
evitnble), then Boomers will have 1o guinmmple their saving.
A reeent stuidy by the Commines for Economic Develop-
ment, Who WHl Pay for Your Retirement? The Looming Crie

sis, comes to a similarky stark conclusion.

= I it's true that the promise of late.n-life govemment

benefits heiped to suppress private savings in the pasy,
maybe the growing expectation of cuts in goverunent bea-
¢fies will help to boost private savings in the futire, Though
sconomic theorigs debate the point, people do take goven
ment subsidies into accoant when deciding how much 4o
save. By thinteen 16 one. households say that they would

HE LASY THIRD OF THEIR ADULT LIVES IN SUBSIDIXZED LEISURE.

save miore if they kaow that fulure Social Security bensfi
ware going 1o be cat.

Finally there is the prospect of inhoritance, that magic
cure-afl for any goncration’s retirement worriss, In recent
years Boomers h:wc bccn chcem! by a spaie of upbeat st0-

iy o & o-inheriiance boom™ thaet woday's
;zfﬁtwm genjors are zxp«:wd 1o ass on, These Boomars may
nat have nouced the busmoer SUCKETS GITE SeTs In rEs0m wreas
frequented by sorioms: 1'M SPENDING MY CHILDREN'S in-
HERTTANCE. But even if the hoped-for hand-off takes place,
there's 2 problem, Because dais wealth is highly concanosr
ed amony relatively few famities {what Donaid Trump calls
the “Lucky Sperm Club™). beguests may avergge as much as
$90,000 per Boomer but will amount to only about $30.000
for the median Boemer, Muffy and Duffy wiil do fine. but
for mon of this gensention the typics! inhreritance will jugt
sbout cover the costs of settling Dad’s estate and pay off 2
few fingenng medical bills.

Dar Yankelovich, the dean of American opinion survey-
ors, has ‘wzseiy said that our collective denisd i not duze (o

TS TRather, 1015 8 case of ccgm-
tive denian. by which he means & failure o mRke connes
tions benween how we prefer (o see reality and what r:zfzizy
acnialinds Clearly, this deaial is manifest at the natoral ey
ol and ac the personal lsvel,
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PRAYING FOR PRODUCTIVITY AND
GTHER COOD TIINGS

RE there any favonble tends under way hal might
moderate these bleak forecass? Perhaps. But thore is

fess o them than reees the evs. First, consider poo-
dugtivity growth, which dewrmings real wage growth and
kence tomormow's 1ax base. Those who preach that high tech
will bait us out and that we can 2void saving and investng
our way back 10 eeonemic growih tell us not to wormy: we're
in the midst of 2 productivity revolution, But ws have good
reason o warry. For one thing, after the Commerce Depart-
ent r:aemly updated is mﬁlmiogy. it became clear that
ihe d are just
about £y;x:¢al of eadier businpesoycie tecovenies over the
past twenty-five years. For another, the Social Security Ad-
ministrauon’s best estimatwe of future deficits presupposes &
permanent one-thind improvement in productivity over our
scrogl historical recond since 1573, In sther words, produc-
L tivity growth will have to accelerate simply to ensture that
the future isn't worse thag the S5A'y slrvady sasusixingbio
nfficial projection. It wouid have 10 accelere still more o
ansure that things wam ow beter,

Well, il the productvity revolutione--at Jeast a5 it & now
unfolding—wen't save us, mayos the new baby “hoomist”
will, 1t's woe that current fartility mues, of abowt 2.0 t0 2.1 Lifer
tme birdes per worman, are 4 bright spot when compared with
the low rates of 1.7 1o 1.9 recorded during the "bisth deanth”™ of
the 1970¢ and 1980s. But even if these higher fonili
amm gut 1o be Jasting, they won'thave much e on fxdaral
tax reveres snul the mid-20200s—long after fiscal melidown
15 SChegitied 10 ool kven quen the positive impact will be
smail. To stabilize the ratio of retines ¢ workers, 1.5, fertili-
1y would have 10 surpe 10 LB or higherwein other wards, baek
to the Baby Boom leveis of the 19505 and gasly 1960, which
a0 one expects. For one ting. the share of American women
who say that s family of four or more children 15 “ideai™ has
plarsneied from nearty 30 perora 1o abouk 10 percent simee
the 1930s. For another, the United Siates aiready has ope of
1he Righuest fertility raies in the developed world. Average far-
tility in other major industrial coustries is pow L.6; in Ger-
many and ftaly itis L3,

Wetl. then, if not babies. what about immigeangs? len's i
porting mome young workers 2 vable solstion 10 America’s
aging? Again. not reaily. Immipranis. wo, eventiaily grow
clg-and thus begin sdding w Social Securty and Medicars
costs, T mske a substantial dent in the costs of America’s ag-
ing. huge and destabilizing waves of immigration would be
rexquiresd. fo fact, 10 cancel out the projested growh in the So-
cial Security pavroll-tax rate over the next half centry, to-
day's leve! of net immmigration would have 1o roneghly quinty.

course, is hat Amenca is in se mood to ceopen Eilis [sland.

“u \MMM%

\J...wa‘tu

ple, to about Ave millios a vear, bogianing now. The reality, of

gv

w‘t}*

Finaily, consider heaith-care spending. Some point 10 the =~
recent slowdown in medical-price inflation (as measured by
the Consumer Price index} and conclude that our problem is
behind us, Not sn. Fm whaz mam:rs 15 totad Wmmm

the _mmf&a_jmwciwas already assume dmmnc '
turnaround in récent gends, Over (he past quaner contury
rea] Medicare spending per beneficiary has increased at the
rate of five percent p yoap-—several times as fase as read per
capila income growth, Over no five-year period sinee §970
has the growth in spending bean jess than thame pereent &
vear, Yet the Health Care Financing Administration’s offi-
cial projectios sssumes that the growth in real per-bencficia-
ry Medigare spending will siow 10 about one peroent & year
by 2020. This projected eost-costaisinent “tiumph” is tirmed
10 oocur Just As aging Baby Beomers begin o increnss the
dermand for mry :magmablc heai:h-cm mwc.

an hl:

“costs. But fef's not fmmwf the 19805 that

ttim' mcs m& markcx- -CAre

aever cane tree and the problems we naver grew gur way out
of. Public policy must be based on prudent expectations abont
tee future--and prudence suggests Tl on ol TEYent ajee-
tory the futare may be worse than the bleak officisl forecasts.

No mstter how clearly Social Secunty actuaries 16l us
that financisl wrouble looms ahead, polizicians on both sides
of the aisie are convinced thy “middie-Class™ entitlemens
programs constitine the “third ™ of American politics:
“Touch it and you're 1oast.” So denial persists, it would be
pleasant (o bame this denial on Washington and say that the
rast of 13 krow berer—ihar ali we have 1o do is elect more-
pringipled public servants who will dare w confrons dese is-
sues. But the problem i3 intersesive4he politicians and e
peegic bave all become gified deniers.

Congider this irony: the public enthiusiasm for budget bal-
ancing and outs in "wasieful” programs is inversely propor
tiveal 1o the cost of hose programs. Ninety-four pervent of
those polled in one recent survey favored stashing forelyn
aid, 77 percent wanted 1 cut public-housing funds, and 73
percent waned (o cu the space program. Yet these program:
tagsther make up only about three percent of the federa
fwdger. Moanwhils, oaly 14 percent of respondents wanige
to cut Sociad Security, and only 22 peresat favored cutting
Medicare. Ye! these two pragrams together account for ;
staggering ore third of the budget.

{3y consider haw we deny 1he 1ruth shout entidement pro
grams, in justifyiag every new benefit increase and ever,
refirsal to accept slower grovad in cxpeaditures for the <
derly, the semior lobby 13iks st if "ald” meant "poor” But £
derty Amencans now have she highest level of per capis
hotschold wealth of any age group—snd. counting in-kin
incorme such as heaith benefits. o Jower poverty g 1ha
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IF WE CAN’T BORROW TRILLIONS =  OF DOLLARS, COULD WE RAISE

.

younger adults. Although
old-age benefits were origi-
sl inreaded w b & 53?&:3 net for the wely needy, today's
enhitlement svstern more ciasely resembies @ wailpadded
hammeck for middle- and upper-class retirees. One third of
Medicare bepenizs, neariy (wo §ifths of Social Securicoy bene-

. His, and more shan (wo thirds of fodoral pension benofits

now §6 1o househcids with incomes abeove the U.S. median,
Back in the early 19603 the typical sevenry-veas-old con-
sumed shout M percent jess (i dollars) than he tepical thir-
ty-year-cld: ixday the typical seventy-year-cld consumes
searly 2} perrent mors.

& is abvious that this senlor aiflence i3 aot evendy dis.
witnsted. Milliong of santors would be dustitute withoue fed-
eral benetits, There is also no guarantee that (s affluence
will continue for futare geagrations of eidors, waich is
why Boomers must prepare (o7 their own reriresen now,
Households that are aot saving enough must confront and
ac1 onARLic retiremen-income needs, in 3 recent study Puls
i Agenda found that caly 20 percent of 115 households
are “‘planmers” who deliberately save toward a quantitative
goal, The rosi—"strugglers.” “impuisives.” sad “deniers"—
ieave their future more or less to fate.

X

Younger Amencans need
i ungdersiand how greala
change in saving behavior is zzquirffi* But that this change
will hardly be unbtarable if they srart now. Thanks to com-
pound interest. even smali sacrifices count. A réosnt study
published i Forrune magazing found that if o couple st age
forry decide 10 g0 oyt 1o dinner pnd 3 movie only twica 3
month instead of four times, and put the savings into a
401K plan, ey will net $169 500 fur thair matirement at

) =3 54 ot

+4
Cioit a3 Iy

MG (08Y ZOie In

instead of incurring finance charges witl vield another

121,400,

But if Boomers don’t start providing personally for theis
cagirement. then their goiden vears will hold nodhing ke
the life of Risure that most of them seem 1o axpect, in
The Retirement Myth, Craig Karpel wamns that thes genera-
tion we et in the 19804 as “vuppies” may reappesr sround
200 as dumpiss —-destitute, unprepared mMAtine peopis
wandenng (he sirests with signs reuting will. WORK FOR
MEDICINE, .
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‘24 TAXES A BIT AND MUDDLE THROUGH? THIS IS NOT A VIABLE OPTION.

COMING
TRAKSEORMATIONS

QDERN Americans are inverse Victorians, The
Victorians, of course, were famous for their prud-
ishness about sex. Bui they were loguacious i
p!annmsz for their old age and svenusd death. A dignified
deaz}t and & protd cemetery site represenied important $o-
c:ai valnes, Their detailed wills were a boon o Bm&m s Ie-

f;zws{ anyone and say alnost znythiog abouot oar scxuai

cx;mmmms Ye1 we deal with aging and monality as reluc-
il us the Viclorans dealt with sex.

Because we have difficulty taiking about our collective

aging, the social, cultural, and economic transtormations

thar will be csused by it will come 38 2 shock and & surprise

te many of us, “Shake the windows and raitie the walls”

is what Bob Dylan wiote about Baby Beomers

when they first came of age. My purpose

in this essay IS (0 suggest how

aging Boomers might shake
the windows and rattle

gai profossion, We are just the opposite: We will talk to ak.

riors on the payroll? What private.sector management and
raining programs will make senior emplovess more atree-
tive? How are we going to change the serverse Social Seeuri-
ty ingentives that discousaee seniors from memaining tn {orrge

_entering ) the work foree ! What jobs will best suit seniors wio

cantinpe working. and how can we maxiemdze their svaitabile
iy? How do we revamp wraditional career pattems to allow
for semi-redrement, phased retirement, and “un-retirement”?

The Health Transformation

On the eve of the New Deal ali leveis of gew‘emm spem
roughly $5.00 annually on heaith care for the typical older
American, By 1965 the figure had risen ta roughly $100, by
1975 to roughly $1.000, andt by 1998 to roughiy $7.000.
Thirry vears ago Americs spent more on national defense
tian it did on heaith care. Heaith care is expected to con-
sume {8 percent of GEP by 20054t ieast five times what
we zre likely 40 spend on defense. And that's before the spe-
clal moltipliors of the age wave-—especially the huge growt
in the old old, who are most likely o reguire exiensive seute
aned chranie care—even begin to kick in. -

the walls of our sociey one
o e,
A —

Fhe Retirgmens Transinrmation

As recently as 1950 most
men who were physically capa-
ble of doing so contnued to work
past the age of sixty-five: fully a
third of those aged seventy and up
were sull in the {abor farce, Toxday just

Americans o believe that hish and nising hesith-
CATE COSLE 31T sult of waste, frud. and abuse

{f oniy we got rid of all the unnecessary reus and weammenes,
TVE papeiwark. of got 1ough oo Medi-
AR INESIIAAT prontecning drug companies, then presto, the

probiem would be solved. But experts know that the resl

“FRIESEY e TaF moe intractable: fabulous tand fabutousty ex-

penfive) new medical techinoiogies, cosi-blind benefit and
insurance svstens that exempt mosf Amencans from having
to make choices gbout treatment, angd the Amert

s disdain fmits, including the ultimate Hmit—desth nsclf

éver given the growing number of é&mmw Wha mch the
ate sixties and ssventies in good health and with valuable
skills. i 18 no longer endightened soclat policy.

% As Rabert Buder, 2 former disector of the National Inst-
{Pw o Aging, pa il America must develop a pew vision of

i

Spreductive amng” In which “work expectancy” increases
alang wilh “life expectancy.” We scck satisfying love and
:;'cx after sixtywwhiy not sausfving woek as weli? The oid
ides of 2 rocking-chair retrement is dead, and it s time for
_ the new iden of 2n sotive yeo amnless aad dependent retire-
J thent o die 35 wail.

The epen guestion is when and how this imnsformation
wail oceur. Should we change the Sovial Secarity mtirement
ég: to sixry-eight? seventy? sevenry-two? When will we tell
those who will b aifected, so that they can bepin o adjust
tim’r fife plans ? And how will employers keep so maay se-

N v vy ERE MO N IIELA

Ié pcrc:ni of cléariv Ws .

Hairs of Ponce d& Lean. in search of (ke Fountain of
Youth? Perhapy that's too harsh, Butno other country swiich-
£8 on muitimiilion-doilar MR scanners for routine com-
plaints (we have eight times 43 many MRI units per capita as
Canzdal, commits terminally ill patients to insensive-care
units, or performs heart bypasses on sepruagenarians at any.
where near the rates we do. Americans, & Eoropean once ob-
seeved. tike 1o think everything 1% an oplinn—even death,

The probdem s ehat it 15 alnost impossible o piopoint -
pecis of oar lavish style of mediving that sie “waseeful” in
the sense that they are of absciucely no medical beaefit. Littie
of what physicians do is bassd on certain knowledge of the
outcame: mest involves judgment calls about unknown prob-
abiiities. Henry Aaron, the director of the economic-stadies
program for the Brookings Institation. spesks for most
thoughtfil ebservers when he writes that “susiained reduc-
rions it ¢he zrowsh of health-care spending van be aclieved
ondy if soma beneicial care is denied 0 some people.”

EH
i
F
"



http:Victoria.ns

ERRSR -}

tn the end the long gray wave wiil leave us no choice but
o yethink what we mean by beabh. Is it 8 consumer good
that can be purchased on densasd at e doctor’s office, or is
it 2 lifelong 1avesiment) Shouid that investment be & person-
af choice, or shouid it be yegarded 45 2 public duty? How
much shoutd governmers be responsible for heaith care and
how much should individuais? Most important. what share
of public resourcas o we wish to sperd on health care for
curseives, and how much do we wish to dedicaie to such
zeontomic and gocial goals a5 produckivity-enhancing R&D
and & beuer edusation for our children?

MNp cther wansformation prasents such profound ethical
guestions, Who will decide what cosdy heart transpiants and
sirnilar death-defying bighech operstions sre appropriatc
for e growing elderly population. especially the burgeon-
ing old old group? When, and how, wil! sociery detenmine
that even if an sighty-five.year-old tan eajoy another yesr of

and rates of funcrional ifliteracy that are among the highest in
the industrial worid? How do we znswer Senator Daniet
Patrivk Moynihan’s haunting question: “Will we bt the firs
species that forgets how 10 raise our young?” O, 10 para-
phrase Churehal, “Have we ever asked so much from so fow.
having done so little 1o prepare them for twir burdens?”
We're talking not abown physical capital but sbout human
and-socigl capital! the intact familias. work habits, aduca-
tion. and hizh-tech skills upan which anv hope of incrsasing
productivity wltimately rests. If we we going o rely on just
1.6 10 2.0 workers 10 support every retires, as the SSA fore-
casts suggest. we should want foday’s children o become
the best educated. most skitled, and most productive gitizens
imaginable. How does that square with our cumrest rush o
cut diserctionary speading and defund social programs, from
Head Start to vocationad schools, that have long pravided ¢d-
ucation and training? How can we generate the funding and

life through an expensive high-tech intervention, this may
be the wrong value 10 pursue--especiaily when so many /
}

chiidren lack even basic healthcaz coverage? . '§
!

the political suppost to educate cur voung in day’s over-
Jurdeand cconomy? How can we make the twenty-first cen~
tury the ceatary for our children?

The Yousk Trangformation

Ir an aging America everything wiit depend on the zkills
iy TARON. BIOGUCIYITY, ant c1viC go0d will of vounger gen-
erations-for their labor most suspont the eiderly. Yot noth-
ing seems iess obvious than their capacity o rise 1o the chals
lenge we are passing on io them. They will be relatively few
in number. They will inkeriz 2 huge nagonai debt and 2 high
and rising payroli-tax burden. To make matters worse, many
sore of these future adubis than today's adults are growing
up in families, neighborhoods. and schools plagued by eco-
nomic hardship and social dysfuaciion.

Sinee 1973 the real mediap income of households heagded
| by aguits sgea sixty-ave and over has riseny by more than 23
;mn:cm while the rcal median :mnf househoids under

: 3 ; prgant, Counting ad

sources of income, pwem in Amcnc& 15 three times as likes

ly to afflict the very youny a3 the very old. The United States
13 the global kesder in the life ex i fivg-yoar.

olds bat has fallen near the bottom of the 4 i 4.
rankings i rates of mfam monality. mm(ai hmakug} ehild

‘;4

:m;z ft,mzmona 11{zt¢racv Meanwhﬂe

’cdcm%
spengding on e eldcriv towers plsven 1o one ses federal

ispending on childeen. The sppropriste response i the o
zgccus is to be outragad, yot we scem obiivious of this devas-
l{ ating disproportion.
¢ How can we rersain an econgmsic superpawer whes nearly
3 third of our children are bhom out of wedlock and few of
;hm {uthers are willing @ asgume legal. fnancizl ond mord
responsibility fae them? How will America prosper in s com-
§g:a‘:iiziw.: technoiogical and information-based globai econe.
‘my when its childres grow up 1o exhib schooi-dropout e

The Potitical Transformation

Today's seniors, represeated by powerfil fobbies and vot-
ing in disproportienaee numbers compared with the yvoung,
ase already a potent poiitical force. Will the rapid growth in
the mumber of eiderly enthrone the senior lobby a5 an invin.
cible political tian? Or will the young, who must pay forto-
momrow's senior bonefits, find ther political voice while
there's siiill time to do something about {17 Aventing.g de-

structive conflict betwean the penegiigns will roore 8 po-

litical ransformation. But how can the young be encouraged

1o paricipate more aggressively in the poiitival process?
How do we merge the public interests of young and old and
shaw how dangerous @t is for them 1o become adversariag?

The Global Transformation

i recentdy asked the head of Japan's Central Bank why
Inpan has resisted America’s poquests (¢ cut i3 budget sor-
plus and stanulate consumer demand. His immediate ree
sponse was “Because Japan must save so that it can afford its
coming reticement wave —a warning that the abundant and
relatively inexpensive supply of foreign caupital we have de-
sended on for many years may soon disappear. The banker's
reply underscares the high priority that some other indugtri.
al nations assign to the economics of 3ging populations.

Americans have paid littie assntion. but sinee 1980 rough-
ly a third of net U. 5. domestic investment hias been Runcied by
foreige creditors. Although some have exgressed concers

over how these caputal inflows must give rise 10 2 permanent
armsvad debt-sorvice charge on our national incomw. virtually
e one has pointed 0wt 3 more alarming prospest not that the
inflaws wilt continue bt that ey covld stow substantially 2s
aging populations in ather industriat Countries cansume roore

WAL I VWK




of their national inoote and savings m home. i America cane
not boost s domestic savings i within the next decade, we
myy eneT an erx of rising real intzrest rates, capital ratoning,
and 4 farcible curtaiiment of domestic investunent.

‘There is also the issuz of our reiation to the izss-developed
world. When haif the population in the United States i over
Yorty, hoif the popuiation in some emereing markets of Latin
América and Asia may still be under rwenty-five, Will the
current distinction berween rich and poor sadons gradually
come 5 be saen a5 a differgree hanveen oid and young na-
tions? Will the former be charectzrized by ereative consump-
tign. shiest time horirons, and the defense of the global status
qua, while the latter, mainky ip Asia and Latin America, be-
come known for energede investment, long time horizons,
and revolutionary changes in the giobal balance of power?
Wil the newly democratizing cconomdes of the formier Sovi-
et bloc ba deprived of the foreign investment they need? Or,
alternativedy, will a high-saving Third World be exporting
capital to a jJow-saving First World-—an fronic turoabeut of
the policy reeonypendatons of the 197057 How will these
demographic and economis shifis affect giobal institutions
such as the Vnited Nutions, e OECT) and the World Trade
Organization? Will they cﬁ&dv\ejyzzm the myriad issues
ussociated with the giobal age wavdaad enormons unfunded
retirernen Habilities?

TURNINE AMERICA FROM
CORSUMPTION (X0 DEFICITS TO
SAFING AND INYESTMENT:
WHAT NEEDS TO BE DONE

O argue in favor of theift 15 scunstimes enough to eam

one the label "declinist™wa person who believes tha

America’s best days may be over. This 1S not my
view. Stifl, ] want 1o expiain why, if we do sot face up to the
ceonomic aod social challanges ahead, Americe will age
prematurely amd perhaps enter 3 precipizons decling. 1 do not
briteve it is un-American 10 suggest that we five in a finite
world, that some desires can't be satisfied, and that bad
choices can lead 1o tragic ouitoezs. On the other hand, some
good choices—emineally feasible. gradual, and humane
whoiggs—ean provide s sound fogure for a1 of s,

[ an ez2 cenwaed with social “crises”--foom race 1o class
=il MAY $EEIR PTESUMPIIOUS 18 $3y that here we have o
“reat problem that deserves our full suention, But let there
he no dount: the ceonomic implicauocas of Amenca's aging
papuiation over the next several decades will dwarf, in sheer
dallars. any other big issue one might mame. [ndesd, how
we dezl with the entitisment and savings crisis may deter-
rtine how the other 1ssugs we face wil ultimately play oot

If my anaiysis 50 far is comest. we ate hesding for a major
srigi for which our saciety is unpregared, But our politicsi

T 3 5% P57 MAER B

teaders Cannct be expected to wke this challengs seriously
uniess we as individoals do so a3 well. A program of thrift
thas s to work on sii fronts. from the halls of Congress w0
otr homes. Here are some workable steps.

L. Achieve and puarntes iong«term budget baiance by
the year 2002, A camnpaign to boost saving must start with
e foderal budget, which can no ionger be 3 borrower bt
must be a saver. Of all the polivy choices disectiy available
10 Americas voters, none would 4o a more retiablewwand
faster—iob of raising the natonal savings rate than gimi-
nating eur cheonic deficis. | beliove that we should achicve
budget baiance no later than 2002-~a date, happily, asound
which a hipartisas consensus has finally emerged, after cone
siderabie Repubbican pressume, The reforms we make, more-
aver, should, st least provisionslly, guamantee fong-tanm bud-
g¢1 balance after 2002-~not {ust temporary bajsnmee i 2002, ;

The Federai deficit i3 now 2.4 p&m{ofﬁni’ Over the
past thirty years the United Stateswwajong with every other
major industrigl naton--has repeatedly schieved this degree
of public-sector deficit reducton in fewer thun seven years,
Marwover, since the federal deficir is projected to grow rap-
idiy after the year 2002, 3 longer timetable would only make
the long-erm effort more difficult. Balancing the bodger,
smarting now, is ke ruaning o catch a train that's leaving
the station, To caudh it in two minites we would have to run
harder than we wouid 16 ¢atch it in one minute.

Some experts worry that this is not the right dme in the
business cyode 16 initiaie a balanced-badget plan. Bt sceom-
ing o these critics, it may nover be the right time. So loag as
reforms are phased in gradually over seven years, there is it
te danger that z shift from consamption (0 saving will seri-
cusly depress the economy. Indeed, o credible budge: plan

_might boosy the economy f—as many ecopemisis. inciuding

Alan Greenspan, think likety—he markets 280 by lowering
interest rates, particolarly longqerem raies, by two percent.

But mere badget balance is oo timid a goal. Given the
shonage of our national savings m&wﬁmﬁ
shouid aim for a federsl budo 2t Elre
vt peregnt of GOP through the first twe dccm ef the next

century, (o make up for our recent profligacy und, T -
__poerway fo lav up stores during the Boomers® peak eaming

years for the sudden burden that will accompany thesr retire-
ment. Or, beter, Congress could aim for a smadler supplus
bz;f_ substantiaily mcrease spending on targeted public in-
vestnams in egucation, worker (raining, and research and

development—ine kind of human-infrastrectare mvestment
M

that is essentiad 10 an information-age ecotomy, but in which
we are now sorely deficient, Either way, we would radicalty
change federal budgeting. We would no longer resume on
the good will of our children byt would demonsirae our
good will oward them by moderatisng £xcess consiumption,
whish makes us nst takers, in faves of favestment, which
UMHLS US 35 NN givers.
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i. Reform cntiriemens programs. Trying w
ichieve lone-term budget balance without re-
forming entitlements is fike rving © ciean ot
the garsge without removing the Winnebage.
The following reforms. taken together, would
nat these programs in long-term sustainable bal-
ance wetl it the vwenty.first cennsry,

+ Subfect all fadara benefits to an “afffuency o1, The
firs: sensible step toward long-ierm budger balance is o

scale back sniitlement subsidies flowing o peopie who dan't
nted ther, To this ead 1 rocommend that we eaact o compre.
hensive “afflucnee test™ that would progressively reduce en.
titlement beasfits 10 all households with incomes over
540,000t trs0re than $5.000 above the UL S, median house-
hold income for 1996, Households with lower incomss
would retain all government benefits. The affluence teet
would be applied ansuallv—protecting the siderty in the

_Eveat of an unexpected joss of incoms, Higher-income

households wouid 1ose 18 percenc of sll bensfits that raised
their income sbave $40.000, and 10 pereess for sach addi-
donal $16.000 i income. Thus s bousehold with $56.000 in
wial income and 10,000 in {ederat banefits waoid loss
55,000, or [0 percent of its benefits: 2 household with
3100000 in intome and the same $10.000 i benefits would
iose $6.000, or 60 percent: a houschoid with more than

WE MUST PUT ASGIDE THE “ENTITLEMENY ETHIC”™ AND RETURN TO TH

PUTPRIUENER O

S120.000 in wncome would tose 38500, or 85 pcrmt—-—.-{ﬁc reformmed. Some have said that an affloence st wonld cone
maximum benefit-withholding rawe. {This 13 percentexemp-  stitute 3 tax on savings, and thus would discourage thnift
ton wonld enpre that oveny 0oy 's most affluent beneficia.  There is ne evidence 10 suppon dus hypothesis. More im- :

[

© ries continue 1o enjoy a respectable tax-fres retarn on their  pOFIANL. It igneres the langer issue—which is how to increase

oersonal FICA contributions.} All income brackess would e nationad savings. Any decling in grivate Saving caused by an
ngexed for infaton, sffhuence test would be dwarfed by the decline in benefit

BW&W&M&MMmP outlsys-~which in wyn would wansiate doifar for dollar st

4 - : Aoorof nroteetion” inten-  smsiier daficins and grestee nek national savings,

tion of nt:ariv ail federal bancﬁts PIograms would continet to £t has aiso been said that an affiuence st would under-
apply. Because such 2 large share of entitiements now goes  mine public support for Sociat Scourity and other wniversal
1 middie- and upper-income Amencans inearly 40 percent secial-insivance programs. The dieory spems [0 be that we
of Sotial Secunty payments go 10 recipionts with incomes  _must bribe the affluent in order 1o zasure political suppon
abave el 8. mediany, savings would be farge and would for benerits for the needy. This is dead wrong, Of 8l major
compound ag the population aged and the number of henesi. proposals 10 rclom enttlements. affladace westing recetves :
claries grew. [ndeed, it is estmueed that by 2040 anauad sav-  the greatest public sopport, According 1oz reoent opinton :
ings would amoust o more than $530 billion, Fisally, be-  poil by the Concard Coalition—a groug that | helped to form
cause the test would also be comprehensive, covering not just  in 1992, slong with the former senators Wammen Rudran
Social Sceursty and Medicare but everyiting from farm aid s Paul Tiongas—67 porcent of iiose asked would suppon re-
federsi pensions © veterans’ hanefis. this plan would not pit “duetions in Social Security henetiz 10 higher-ncome hotse
Dig speial-inieTESE CONRtUENTY J2AINRSE another, holds, and 77 percent would support reductions in Medicare

Since this affluence test was tisst proposed, in my book  denmefits. Even majorities of older and of affluent households
Facing Up, it has attracied conssderable interest from both suppor such a eforrms,
Democrais and Republicans, [t has aiso elicited goicism * Raise the eligibilitv age for full benegis. Congress has ab :
frorm those whe for various reasons don'l want ensitdements ready raised the Social Securhy full-benes: rotérement age !

b i1 . are 1498 'i
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from sixty-five o sixty-seven, (o be phased in fram 2000 1o
1027, This is 8 siep i the nght direction (aithough most
Americans are ROTFWETE T TOY, but the step is 100 small and
oo ermdual, My eoommmendatics i that the Socisi Seeurity
rmirement age be Tased by tiree months & yea until a pew
eligibilisy age of seventy 15 rgached in 2015—a phase-in that
would leave Boomers pisaty of time 1 plan ahead. Jn my
view. o3y reumement shouid stil be allowed at age sinty-
iwo, but the benefits extended to early retitess should be re-
duced commensurately. When 1his reform had bezn entirely
phased in, workers wouold stili enjoy more years of full ber-
afits than were cavisionsd when Social Sectirity wis found.
. As Social Security's full-benefit cligibilicy age wemt up to
seventy, so should Medicare's. Americans aged sixty-five 1o
siXry-pine couid stll participate in the prcgzm but only by
paying oxia pesmiams.

* Set timits on federal health-benefit spending. We ous: re-
strycmze heaith-care henefits o control federal health-care
wosis. Currently we offer fae-far-service reimbursement o
Ali eligible comers, with fow cost digincontives, and then sur-
reund the process with 2 thicke? of regulatory controis. | pro-
pospihat Medicage, Medicaid . and nihier heajdi-benefit pro-
prams pffer theee choices: take 3 fixedsiolisr vouchey and
use it townsd the purchase of tie health fnsurance of your
choice: earoll in an accrudited mansged.care program that

g Ty

duction for company-paid heaith-care insursies ¢which now
amoens to & §92 billion snnunl subsidy from the federst gov-
emmunent), This wasteful and regressive deduction should be
capped, Federal efforts t© esublish nationalbeatth-practice
guidatines for doctors. hosoiais i should be en-
couraged. Although these stndards would not be mandatory
{paticnis or providers would still be free 10 spend their own
mosey for seevices above the guidelines), they would give
sveryone a clearer ides of the cost-effectivencss of various
treapnent oprons—soneiing all experts sgras we lack.

Finally, we need to raduce the huge cosix of “defensive
medicine,” through maipracdoe refomm, and of “heroic” in~
tervention whos recovery is highly uniikely. Medicare
spends approximately 30 percent of its budget on patents in
their jast year of {ife—often when the anempt © prolong kfe
merety prolongs & hospitalized death, Few Americans want
o end their lves this way. A recent survey shows that 85
percent of Americans sapport the contept of Hving wilis. Yet
oRjy nine percent actually have them. Until we launch 2
widespread educarional effort, maike enforcesble fiving wills
widely availabie at very low cost and parhans even provide
fasncial incaadves 1o mainxin them, doctors will coatinoe
t0 perform costiy and painful procedures on patients who do
not {6r wouid pot) want them and who will dis in a few days
of wesks anyway,

“""NDOWMENT ETMIC,” ACCEPTING RESPONSIBILITY FOR THE FUYURE.

iwz‘il then bill the government 4 fixed annual amount; or re-
main in the curent fes-for-service system and face much
greaier co-payments and deduczibles.
‘ Any reiorm that seeks o introduce marker discipline mto
our system of faderal heaith benefits must give beneficiaries
:ataé incentives (o be zestconscious. Hance the greater ¢on
pavm::z:s and deduetibles for those who choose the expen-
Sive fee-for-service option. The Medicare pian that Congress
passcd fagt year was all carvot and no stick, It gave benes-
caaries e choice of enroiling in new kiads of managed-care
piazzs,, bay wansdd have iimposed no peonity on thase who o=
2d 16 siay in waditional fee-for-service plans.
| These measurss wounld shiff the sk of cost controf away
t;mm regutators and back Lo patients and providers. where #
aclungs They wouid aise allow Congeess 10 five within a
l*eaizh«%mnsfits budget, itke the government of every ather
mdusmai Loupiry. As for The serdor inbby's anachment o &

f ree chivice of doctor’’ guarantes, voters must be muminded

‘zilm a declining proporiion of 10day’s voung wotkers—

! %heww%éwmwn@y the full
fraedom of chosce thag was onee common in Amencan med-
;,.Imc MosT young workers consider themselves hueky i
therr ereftSFer pays for any bealth inserance at all,

Angther prumg candidate for reform i$ the snlimited wx de-

L R NS AN i

We shonid have no iilusicns ahout the future. Whatever
reforms we implement. federal heaith-care cose are going
to grovw faster than our esonomy. This i one more reason
why we must do everything possible to reduge growth in So-
#ial Secunty and othey non-health-reisted programs,

1. Extend working lives. Cue of the best ways 13 reduce
ihe crushing burden shead {5 [0 £NCODTARE SONRIOTS 10 WOIK
longer--andd make it easier for them to do so. This would
regire mone than raising the age of cligibility for full ben-
sfits under Socind Sceunty and Medicare. To encourage
augcf warking lives wc.,shnnki.abcxhsh.l Sacarity
pd-> " continue to work, (Lt

nicd along veith

Lhe affluence test | have described: a stand-aione sberrs-
tion such 2s what Congress bas roventiy
proposed wouid be

st
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an unearged windfall for seatorcitizen CEOs like me.) Yos,
there would be & srasif disect hudges coss. But the benefits o
" the economy and to society, aad to seniors themselves, of
encouraging jater retirement wauld be far more significam
than the smail increase in outlays,
The maturity, wisdem, and exporiencs sf oider adults
shouid not be lost 1o the workpliace. This is 2 maticr not just of
combating age discrisination but of uniocking a powenful hu-

man resource, The murket for jobs for which the elderiy

might be especially wedl sujted shouid be explored: for sxam.
pis.full. ansd parttime service fobs in health care, child care,
and varieus education and training effens. Lis Gme o do ol
dess the hostor of makisg their phase of hie oue of ongoing
coniribution—of genmipe “gencrativity,” 1o use Erik Erikson's
classic description—at fong 8 they are willing and able.
Mot svervone, of course, is able to go on working. Rich-
ard Trumka, the presiden of the Uniied Mine Workers, who
recently served with me oa the Kerrey-Danforth Comndsg-
sion on Eantidement and Tax Reform. wams that jater redire-
et 3 simply not a resdistic option for worm-out industriat
iaborers in physically demanding occupations. But such
wkcz's make up a smali and shnnkmgsémt of the mm ia«

sonal rEnrEment accounts ﬁmi gmmse hcicw wautd Al
use 8 sk pant of the savings achieved by radsing the Social
Security retirement age o lower gligibiliey gpes and raise

i A

SEE
that certain tax favors for saving (IRAs, for exanzpie} mhi
significantly increase net savings-—ihat {s, savings be)!und
the cost of the 1ax incentive that cucourages them, § qmckln :
learned otherwise. The net effoct of many of these conven. g
tionsl incentives has been margipal, bessuse much of the 4
money deposited in IRAs is simply shified om of other ia- -
vestrnents. Whea § askad how we might increase nes savings
slgmﬁmﬁy, one :mpomz area of ngrccmm med.

work f‘m izz wmlon o btmmg pnvam samg.snw plans
—by making tomotrow’s retirees more seif-sufficicat—
would aliow us to reduce rraditional Social Soourity graduad-
v, thus reducing public dissaving as well, | am perfeedy
weil aware of the ibertarian argument that degisions sbow
saving showid be left entirely to individuals, The meisncholy
truth. howsver, is thai many Americany s cxrently oo
myopic to save for the futuse uniess compelied, and so eod
ug beeoming free-riders in the governmest safety net.
Wiy fully funded? First, 10 boost national savings. A
funded retirement system would add to America’s capital
SEOCK; A PAY-85-¥0u-go system docs not. Second, becsuse the
dynamics of pay-as-you-go Aasncing have encoursged potiti-
cians around the world 1 promise benefits that can be paid
for only by excessively high taxes on future geementions, The
oniy way 0 avoid that tomptation is to make it Clear 10 every-
one tha, above some manimum safory net a vorker's futire

benefits will be deusrmined mklywmmmm

nlover conuisutions and the wcmr % own savings. These

benefit levels under Supplomental Security Income, the
msans-tesied foor of wrotecton for tha low-ingome sidesly.
I sutn, we shoold encourags the siderly to work but not
force work o choss who are wuly incapacitated. In say cuse,
our nauenal retirement policy should nor be determined by
the miner rotiring at age sixiy-lwo apy more thaa by the po-
lige officer retining 2t fifty-two or the sthicte at forty-twa.
4. Eztablish o system of mandatory pensions er per-
sonad revirement arcaunis. | have concluded-wreluctant-
lymeihiat 4 fislly funded. privately managed, and ponabie ys.
tem of pessonsd retirement socounts should ke mandatory,
The system | eovision would inidally supplement Socia] Se-
surity——and over time mught increasingly substitute for ic
Byt Social Sccurity would continue (o provide a floor of pro-
weetion o all Americans, albeit oo sulect to the limiss of
the affluence test detribed above. Govornments around the
ﬂ worid have wied 1o achieve both these vbjectives—setire-

men: saviags and poventy protection——in # single system,
They Have achieved neither sfficienty.

Why mandatory? fo 993 €, Frod Bergsien, the chairman
of the Competitiveness Policy Counail [a publicly financed,
bipartisan grough, asked me to chair 2 committee on capial
formation. As im;:rtésive group of the nadon’s jeading
seonomisis joined me in this effors | had expecied 0 hear

pensions smist be invested in diversified investioest-grade as-
saes s most be the worker™s persenal property.

Why privawly managed? A sound sysiem of mandsiory
pension accounts must be publicly regulated 10 mainwin
fiduciary standards but should be privately managed (o max-
iz rerums, The evidence is overwhelming thas pobiicly
managed sysiems, which sre often roquired Lo invest in low-
return government securities, saem far less than privawly’
managed acocms invested in the real soonomy.

Why portable? The new and fluid globai econormy, chams.
wrized by intense competition, rapid innavation, and relent-
izss technological change, has made “lifetme employment”
with one company mre. Instead making several major job
changes in ane’s ifetime—perhaps seven or cighs for the av-
erage worker 5ow in his or her twanties—-is normal, and there.
fore many workers lack encugh years of service in any one
job to qualify for 3 pension. The plan 1 propose wortid vest all

cmﬁmans numwd:mtvx_mgwi“_ﬂwa

To provids :xicqizztc retirement income, llwse aLouns
would requirs substantial contributions, In my view, all
Wﬂrkm {in sormw cambmazm with cmploym} should be res
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percent of pay, As 8 point of companistn, Aastraiia’s new
m.0f mandaory pensions will ultimately resuit in wotal
f:cnmimuam of 15 percent of pay. n the scheme | prapose,

T workers wonld have the optton of making sdditiona) volun-
ary eax-free contribotions. Employers who currendy provide
pensions could divers their conmibutions 10 workers™ savings
accouts as well, The pnimary function of this sysiem would
be to fingnoe reireenent and survivors' benefits: in time it
might aise pay for long-sern medical care,

Although mandatory pension contributions would be
made in sddition 10 cuarrent FICA payroll taxes, and thus
would decresse the consumable portion of each paycheek,
ihie system would be linked to the Social Security reforms
described above-wand this would prevent FICA wxes from
rising to the slarming levels forscast for the next century.
Eventually workers would be payiag no more {aed maybe
substantially less) in combined FICA and savings contribu-
tons undar my plan than they would be paying in FICA
axes alone in & status quo futare. By purting more of our in-

J come inie genuine saviags todsy, we could reliave the erish-

ing payroti-tax rates tha unfunded public sansfers will oth-
ISE £X20 00 WOrkers omomow,

The reform § propose would also require that any ca_zg;uz‘-
vear Social S&mt\f of M:ﬁlm rash surplus te transfemed.
¢ b . Jial retirement ACCORNL.

This pmzswa m:&zi(i bc consisient with pay-as-you-go ac-
sointing, Meanwhile, workers would have a direct staks in
reforms that constrain future growth in federal benefits. To
the extent thar Social Secunity declines as a share of payroll,
a growing share of FICA taxes would automaticaily be trans-
ferred to workers' savings accouns, Let me repeat: My pro-
posal is for a rwe-tiened system urder which everyone would
continue 1o receive Social Secunty benerits. Bot over time

ray proposal would also ailow us © go 7 siep funther, As the.

savings fn private resirement socounts butll, the current und-
versal Social Secarity sysiem could be converted into 2 pur.
er and souch kess costdy foor of proterton sthar paid ou bes-
efits paty 1o the 1ly nesdy,

A mandatory savings plan would generate substantial net
gains m nousebokd {and nationals savings—and thus ulti-
matety gaing in prodectivity sod living standards. For mid-
diz- znd ppperancome workers subject 10 the affluence st
this systam would at least make up for reduced government
retirement benchts—and prodadly go much further. For low-
er-income workers, Wio are the least likely 10 save (either on
their gwn or through pensionst, it would vasty reduce the
chances of a destituke retirement. Seniors who were bencath
the affluence-test thireshoid wouid receive stheis private pea-
sion on top of full federst benerits, True. the deduction from
wages would be & busden. bus i9's worth noting that because
of the Earped Income Tux Cradit the sxisting F1CA tax on
many of the working poor is now eatirelv home by the fed.
zrzf government,

i ¥4
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Dismissed ontl recently as (0o “radical,” “privatizasion”
of Social Security has burst upon the zoens over the past year,
Major proposais are under development at half a dozen think
ksl right, and center. Privatization has been featired
on ths cover of Time and embraced by the presidential candi-
date Steve Forbes. and, in one form or anothey, is endorsed by
seven out of thirteen members of the Administrarion’s official
Social Security Advisory Council.

My plian has elements in common with many of these pro-
posais, Where it differs from most is that it would fally psy
for the toansition 10 & funded Social Secunity system--and
winshd ¢ $0 withowt adding 10 the national debt and withoat
AW BUREFAb-IDOSE FAXeS,

The challenge is that s single generurion mmy sorechow
mszmmmsmx&ﬁm@fmm%m
pm ® kae:gaii bmcﬁtsfmmmm intact and yet pere
mit younger workers to shift 2 sebstantial shars of their £1CA
contributions o personal retivernent accoutrs, Whar bis plan
wouid add 1o private savings it would cancel out dollar for
doliar by increasing the federi deficit. Other proposals wouid
issue Troasury deiy dimety to Social Security beneficiaries
in the amounnt of the system’s accumuiated iabifities, This,
106, i3 2 zero-sum game that will leave tomorrow’s workers
no beter off than if we had never reformed the system. A fow
proposals, like that of the Social Securicy Advisory Council,
are more honest. But (o pay for the transition they would
resort 10 Jarge general-purpose tax increases,

My plan would pay for wansition costs the old-fashivnsd
way: not with smoke and mirrors but by taking the cssontial
step af asking current beneficiaries and current workess ©
give something up--ibie former by forgoing some benefits,
the {aner by saving more, This wouid not be painless. The
magic of compounded rotums from the stock market and
other long-tem investiments cannat solve all our problems.
To save more, weé must Consums less. a least temporarily.
This “transition cost” is the price of escaping the genera-
tional chain ietter we have so far depended on.

S, Shift gur rax baye from income to conzumprian. in
an aging society taxpayers shouid be penalized for what they
taie cut of the economy (consume} as opposed 1o what they
put in (save), | thereiore propose that onty “consumed ia
come —spending. that is--be saxed. [ 33 true that by ex-
empring savings from axaion this reform would narow the
iax base. Cin the other handd, i would also widen the base, by
rendering taxabley various forms of povernment-financed and
-subsidized consumption—{rom Social Security benefits and
the insursace volus of Medicare to cmployer-paid healih
care-whith today are partly o fully tax exempt. Tax mies
thus need not be any higher than they gre today.

Many will abject that consumiplion 1aXe3 &1 regressive;
but 1he consumed-incoms tax plan introduced by Senators
Sain Nunn ang Pere Domenici—in which the more one

MEREEER
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spends, the higher one’s tax rate—demonsigates tht <on-
sumption taxes need not sacsifice the principie of ;:mg:ssiv»
ity, which | support. Morsover, without increased wt
cannat expect the real tncome ot 148 WP 2% house.
held to grow again--and without such growth the d:smbzz-
tion of incoes will connnue 1o widen, The zero-sum politics
of sconomic sizgnanon will ovenvheln whatever weak con-
aihution 10 coonemic quality we mght condaue (0 derive
from our current system of progressive income-ax ratns.
We are curventdy bombarded with tax-refom proposais
of every variery—{rom sales taxes 1o fat taxes. Some
want 1o gzt vid of the Intemat Revenus Service. Some
warnt tax recams thace can be filled out on 3 posicand.

Who dossn't want simplicity? And who likes the

IRS? Rut { would suggest & more imponat on-

werion for evajuating tax reformg: Which is

most likely to incresze net national savings?

b, Mount a brood-scals public-educo-

tion effort ta promote saving. Nationa| .-

ieaders must help to roobilize citizens by ar-

liguiating 2 sense of morsl imperative. A

whirift phan needs & bolly puipit.

Can the right kind of education and exhona-

son make a differsnce? Consider Japan, Unil

the 1930s, when the country railied behind

CapaiEn to promote thrift, the Japacese were

poor savery. Since then they've become famous

for their saving. Or consider Singapore, whose

Ceatral Providem Fund has furnished much of the - kikit R .

investment capital that has fueled Singapore’s feg- L7 e .

CTdArY CCOnOMIC Srowth--ot 1 mention the sav- ' "

ings tha have coabled nine out of 1ee househotds 0

beame homeowners, Or consiger Cliile and Ausmalia,
| wihich have alsossrabdiches sauiona] pendan systems
based oit the principies of full funding and portability in
cach instance public education was srucial to seouring
public support, In Chile, for instance, José Pifiera, then the
Minister of Labor. wem on pational ielevision, often woek-
iy, ta expiain why the mandarory pensipn plan was such
good news for Chileans.

In a society like our ows, where grassrools consensus is
sa imporant to govemnance. public discussion and debate sre
ail the more importane, The problen: is that for at least thiree
decades leadars have been teiling us that consumption. not
i' savings, is the key to prosperity, The campaign in favor of
consumprion has worked—all too weil, Mow 1S time for 2
differen kind of campaign-w-ane in which not osly our po- i
iitical teaders but also our busingsses, our upivessities. and
our public-policy mstrutions must persusde Americans ©
ndupt 10 the realities of our agiag society,

H

THE FIRSY STEP TOWARD LONG-TERM RUDGEY BAI.AI‘(CS IS 7O
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ot Rights. or the middle class silcatly rohearsing ti'&%m
“%mnmmafz!wpmblm andt we noed not be pant of
e splution.” Iassc.ad we st bc cnmmged to ask, What

gt do we ¢ fexlornt, siate. or Jocsi governments
mmum
childeen and grandchildren? How can we smeagiben
faraiiies so as 0 provide suppor 1or olger people?
Whar are owr OBGgaHGHS 55 § TIG0R T Gir coilec-

tive progeny?

The manual for Germany's sacial-secunty

system. foaks. a1 first glance, 2 lot like our

Own-—page after page deseribing the bene-

fits due if one retires, is widowed, or toses
one’s wh ’Z‘be msuhnsm-dsﬁ:m i
: i : ms.

Bm there i5 a more smking contrast. Fo Fcr
exch benefit, alongyide 2 box ﬂcsmbmg
“Your Rights" is a box deseribing Your Du-

aes” Citizens ame thus reminded that socicty
Mwsys halance the payer againg the pay-
c&, the future against the present. We need to
find that balance sgain s our cultape.
Why can't the Presiders cail for a White House
Conference on Aging differemt from the one beid
last ysar—not ong that panders to theseninr jobby
I ~hu ope that sanourages sericug dislogue between

H

ojd and voung? Why can't the President call for 2
global summit 3t which the |eading tconomiex focus
on reducing their tremendous and unsustainable un-
funded Habilitdes. and & wiich developing economies
with younger populations concentrate on avoiding the
riistakes the industrial countnes have made in providing
old-age security?

Companies aiso have 3 major egucationai responsibil-

iy, With their human-resourtes and zceounting depart-
menis. they are able to educaie workers os the basics of
saving—-why they should save maore, the power of com-
pound intersst, how to invest. They can aiso make i@ casier
{for their emplovees 19 save--through auiomatic salary de-
duciions, 401K plans, stock-parchase ang dividend-reia.
vestment plans.

Bringiag our youth intd the savings crusade is another
kev. John F Kennegy once challenged us 10 ask nos what our
country can do for us but what we can do for sur country.
Today's vouth sze¢ the mOSt CORSPICUONS INTALESE YTOUPS in
aur political systern busily asking what the country can do

REDUCE ENTITLEMENTS FOR PEOPLE WHO DON'T NEED THEM.
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for them. But who represents tha future and the gcingrgi in-
terest? The voung, aias, ars the now siient majority, The de-
mographer Samuet Preston oncs semarked #profos of tie re-
lentiess prowth in sentor entitloments that the political
syster would behave 2 joi differently if people were forced
10 five their lives backward--<hat is, if they Bad (o Yook for
whaetl to e burdens imposed upon youth us their own future,

[ suggest that young psople embark on dual caregrs—sa
private career snd one as a citdzen, As Citizen lobbyists in
behalf of the fumre, they wre responsible for becoming in-
formed about the debts ey arc going to assume. the un-
funded lzhilities they are going o pay foe, ang the uasys-
Lainzble taxes they are going 1o bear, Once they are informead,
perhaps Amenca’s youth will-initiate an honsst dinlogue

© with their parems and grandearents, without assuming that
their eiders are greedy old fogics who don’t care. My gener-
ation miny be uninformed and even misinformed, but we do
cape about our chiidren. our grandchildren, and our coilec-
sve future, Butif anyone is 2o create a general-interest lobby
in behalf of the future. youth must lead the way.

If we expect our [caders o foad, the voters must make it
safe for them: w0 do 55, The Consord Coalition is a bipartisan
grassroots “lobby for the furare,” dedicated o breathing new
life into the American Drears, The warm reception we have

received ITom countless cancerned citizens has rekindled my’

faith that we can stitl baild a special interest in behalfl of the
general interesy,

CaNCLUSTION

NI what of the special roie for geezers hike me? Pes.
simnists say, “Forger W —Americans will aor reform
sanior benetite unti 2 severe orizis is acmally wpon

us. bat will persist in viewing them as contraciual obliga.
dans thar by definition are slways affordabie. After ail, an
America that acknowtedges limite (s an Amenica that has jost
the ons iilusion that makes it uniqut and crestive. According
i this view, America must always be an anteachabie forve
of nature that can never back away {rom any promise or ex-
peciation, no mmaer how exuzmvagan:. This. pessimises say, is
why American volers sepeawdly siact icaders who promise
lawser taxes, Righer benetiss, rejavensicd economic growh,
and a magic bulist for avery social probleme—without caring
how the picces fit ogedber,

But [ have o more opumbsus view, Two vears ago § was
imerviewed by 80 Minwes sbour the need 10 enaet gradual
b far-reaching structural reforms in federal entitlements for
the eiderly. The show's producers, aiter patisntly taping my
argurnients. ivited me 10 Ban thesn at a middlie-class retire-
ment commuaity, Here, they said {with 2 few wry smiles}, |
goukl explain my suggestoens w those whe would be imme-
dintely affecred,

Strading before this group of retived grandparents. | be-

Hé

gan by showing photographs of my own grandehildren. {ox-
plained my concems about their future and the world they
would inberit. [ then reminded the revirees how much of our
national affluence today rests an the willingness we had
jmake cotlective sacrifices during the Grear Deprégiion and
[ i Second World War. Back then we felt thar we were “all
in this together” for the sake of txnormow, | tolgd thems that
the German theologian Districh Bonhoeffer said it best for
us when he observad, at the height of the Sseond World War,
“The ultiraate (st of & morad society is the king of world that
# lsaves 10158 children,”

Sooner or later, f toid the rodrecs, we will have 1o prepare
for the future. We wiil have © balance our poblic budgess,
wim bazk bencfits 1o those who nood tham least, save more
as households, retive somewhat fater from the work foree,
explors innovadve means of cconomiziog on hesith care,
ake & more effective public interest in the welfare of chil-
dren, and offer the rising generation some tangibis evidence
that we nre witling 1o make sacrifices in their behalf, If we
40 s0 seoner, we siill have time o pian for 2 graduat and by
mane mansformadon. i we do so tater the changes are like-
iy 1o be foreed upon us. stddenly and painfully, in the mids
of an zoonomic, political, and family orisis that wAiil Teave
e evemual outgome much in doudt

Given ofl that. 1 asked them, if everything slse were aiso

r;;.ﬁ on the table and it really wouid ad o s baisnced b~
get. how many of you would be witliag o give up some
share of your federal benefits, above what you need to live
on, in order 1o case the deficit burden on younger getee-
tions? To the visible suvprise of the 60 Minates producors
aearly everyone raised g hand.
bae THE gerneration [ wias speaking to survived the Depression
and fopght and won the Sacond World War, After the war
this gensration provided its rotumed véterans with eoliege
sducations, gl the intersiste highway system. emdicated
polio. 10k us to the moen, and won the Cold Wir against
cmmunisie. Against these monumenial accomphishenents
what it watld take o solve pur cereent ¢risis seems smali,
believe that this goneration is capabie of deing the ngnt
thing, and that politicians might well discover tht it 15 betr
t=r t0 appesl o their nobler instinets (han (0 paader 1o (heir
baser ones.
s A peOpie who have made 3 (radition of quick gratification
| must now be asked 10 focus on the requitements of & sociery
graced with the pating «f age-won saving rather than coo-
sumption, on prudence rather thae desire. on coliective -
ssraimt ravher than ingdividuai satisfaeton As Amencans
grow ider, they will have 1 recogaize that the Hive-faco |
day attitude thaxt mav be endearing Or at least understandabie
in yowh is not just unseemly but ruinousty gysfunctional st
the fac end of life. They would do weil 10 heed the ¢ign-
teentivcentiry French moratist Joseph foubert, who wamed.

x‘:"!‘bc passions of the voung are vices in ihe old.™ &

LES IR L FJ
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DEPARTMENT OF THE TREASURY
WASHINGTONMN, D.C.

BECRETARY DF THE TREASURY jaﬂuafy 6’ Igg?

MEMORANDUM FOR PRESIDENT CLINTON
FROM:  Robert E. Rubin o\
SUBJECT: Treasury Accomplishments and Goals

Treasury is and will continue to be involved in a broad array of activities, from assisting in budget
negotiations with Congress to drug interdiction, from strengthening the stabifity of the
interniational financial system to improving the economic prospects of the poorest, from
enforcement of the Brady Law and the Assault Weapons Ban 1o auctions of government
securities, from negotisting international tax treaties abroad to tax legislation and improving the
H{S‘ B

This memaorandum broadly outlines Treasury’s current priorities, - Under each priority, there are
accomplishments from your first term and specific second term goals in areas where Treasury has
the lead responstbility or is significantly invelved. We lock forward to working with other
agencies and the White House in all of these areas.

. Balance the budget

’ Enact the President’s tax propuosals, simplify the Code and inoprove the IRS
’ Improve retivement security and increase savings

. Maintain 1.8, leadership on the issues of the global economy

* Help loweincome households and economically depressed areas

. Modernize the U.S. financial system

v Fight financial and other crimes

. Continue to build a strong institution

BALANCE 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 rarg,
historic moment {o adopt revenue and spending measures leading to 4 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 must do everything possible to defeat Congressional efforts to pass a
balanced budget amendment which would create the possibility of seriously exacerbating
downturns in the economy.

Accomplishmenis;
. Helped develop and win passage of the deficit reduction package in 1993 which

contributed substantially to diminishing deficits and continued economic expansson,



* Changed the maturity mix of Treasury debt to save interest costs.
«  Ficlped defeat the Balanced Bisdget Amendment in the 104th Congress.

. Provided aversight of & number of privatization projects including the National Petroleum
Reserves, Connie Lee and Sallie Mae, .

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

Goals

»  Help negotiate a balanced budget that preserves the Administration’s priorities,
. Help defeat a balanced budget amendment,

. Help develop a long-term s;trs,tégy and process for entitlement reform.

. Work with OMB to develop an agenda and timeteble for pessible privatizations, complete
pending privatizations and privatize significant additional government assets and
operations.

. Improve the liability side of the Federal balance sheet to further reducs interest costs.

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

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

. Congressional possibility, nor should this be an Administration prionity. Instead, 1 believe that
we should focus on enacting the President’s middie class tax cuts, on tax simphfication, and on
improving the IRS.

Accomplishments:

. Oversaw passage of the Tax Payer Bill of Rights 2 (TBOR 2} which strengthened the
rights of all taxpayers in dealing with the IRS in a reasonable fashion



. Toined the tax debate in Congress which included the development of coordinated
" responses to issues such as the Kemp Commission’s report on 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.8. companies abroad.

Goals:
e Negotiate the tax provisions of the Administration’s budget, 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
comphance, This includes improved management systemss, application of information
technology and changes in the organizational structure, including the possibility of making
the IRS into & performance-based organization (PRO).

o 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 2 quiet transformation of policy on national savings. Deficit reduction,
changing the matunty mix of the federal debt structure, pension portability and the introduction of
inflation-indexed securities have helped improve the prospects for savings. We must pursue other
means of increasing the savings rate and improving the security of retirement savings.

Accomplishments;
. Introduced inflation-indexed securities and condacted a vast marketing effort 1o educate

potential investors for first auction of inflation-indexed notes in January 1997

, Enacted pension reform to increase ponsion availability and portability.
. Presented new mcentives for savings with the proposed expansion of IRAs,
. Contributed to increased public savings by helping to develop and enact the President's

econgemic plan which brought down the deficit by over 60 percent.



. Develop and implement a package of initiatives to inorease savings and enhance retirement
security, including through IRAs and further pension refornn.

* ‘Evaluate the savings bond program and make changes to improve its contribution to
increasing private savings, including through the introduction of an indexed savings bond.

. Work with the rest of the Administration to develop a long-term agenda for the reform of
the Social Security system.

. Improve the liability side of the federal balance sheet to further reduce interest costs.
’ Laurch & major public education effort to encourage private savings.
MAINTAIN U.S. LEADERSHIP ON THE ISSUES OF THE GLOBAL ECONOMY

An overriding challenge for the Administration is to prevent the U.S. and other major powers
from turning 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 cconomy is
criticafty important to {1.8. 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 and most effectively
through the World Bank, the IMF and other international financial institutions, Global leadership.
also includes dealing with orises that affect the international economic system, such as the one that
occurred in Mexico in 1994,

H

Accomplishmonts;

[S

s Helped secure passage of GATT and NAFTA.

. Helped encourage and preserve international financial stability, including tiiwzzgh the
handling of the Mexico crisis.

o Guided international program of support for Russia which led to the stabilization of its
eCoNoOmYy.
. ’i‘hmagh the (3-7, brought about during the past two years an appreciation of the dollar

and a restoration of U 8. leadership in the international economy.

. Concluded a market-opening agreement with Japan for its financial markets, and
established a framework for WTO financial services negotiations.



Impliemented the Halifax agenda to create a truly global capital market with real
‘tran&parency and safeguands

Used U.S. leverage in the multilateral development banks to make them a key tool for
addressing global problems such as mvzmmmntai 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 fmdamental economic groundwork for a stable and

- lasting peace under the Dayton Accords. :

Created & process for regular consultations with Finance Ministries in Latin America and
APEC to strengthen our ties and their commitment to financial soundness and market-
based economic policies, inciaziizzg privatization and effective capital markets. .
Strengthened our bilateral economic and financial ties with key countries such as Chma.,
Russiz and Argentina.

Help to secure fast track authority.

Seck an IMF guota increase and authorization from Congress on New Arrangements to
Borrow, neither of which kas any budget outlay impact.

Seek Congressional support for the multilateral development tanks.
Help organize a successful 1897 G-7 Summit in Deaver which significantly furthers an

agenda of international cooperation on economic, environmental snd law enforcement
issues.

Work with the rest of the Administration 1o define a new approach to China and Africa,

Work with the rest of the 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 doliar consisient with economic fundamentals.



HELFP LOW-INCOME HOUSEHOLDS AND ECONOMICALLY DEPRESSED AREAS

Work to uise the tax tools and the tools of finance to address the persistence of high levels of

poverty and dependency, the social problems associnted with that poverty, and the acute
econanic isolation of large numbers of poor people.

Accomplishments;

+  Helped expand the Earned Income Tax Credit which provided tax refief o 15 milfion
working Americans,

' Helped secure a permanent Low Income Housing Tax Credit (LIFHC). Through the
LIHC, the flow of private investment dollars to rebuild housing expanded helping to create
aver 60,000 units of affordsble housing every year,

* Stood firm againat attempts to weaken the Comununity Reinvestment Act (CRA) and
reformed regulations of the CRA which has unleashed significant capital to our inner cities
by helping capital flow from mainstream financial institutions.

. Initiated 2 nationwide network of community development banks with the passage of the
Community Development Financial Institutions Fund (CDFI} bill which provides capital to
distressed commumitics across the 1.5,

* Worked with others in the Adminigtration on enactment and implementation of
Empowerment Zones and Enterprise Communities.

+ Assisted the D.C. Government in returning {0 financial stability by providing financial
assistance when market financing was unavailable.
Goals:

. Work with the rest of the Administration to shape the welfare-te-work program to
maximize results, i

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

. Secure Congresstonal passage of the Brownfields tax credit (o encourage the clean up of
abandoned industrial propertics in economically distressed areas and put them back into
productive usce,

* Create an initiative to facilitate the development of secondary markets for urban dett.



Coniribute to the effort to make D.C, ﬁnanc:ally sclf«suiﬁclent and better able to provide
for the needs of its citizens.

Expand the CDFI program.

MODERNIZE THE U.S. FINANCIAL SYSTEM

Updating the reguistory framework to take inle account the evolution of the financial services

sector is instrumental to increasing competition and containing threats to financial stability, In
addition, the advent of new technology poses fresh challenges to financial regulation and
opportunities to expand the delivery of services to those currently outside the system.

&gggmpliﬁhmgﬂg&:

Goals:

E ]

Secured passage of interstate bzmiang legislation which made banks miore campetmve and
allowed them to provide better service to their customers.

Secured the passage of legislation which merged the Bank Insurance Fund with the
Savings Association Insurance Fund (SAIF), thus, saving SAIF from its severe
undercapitalization and staving off its projected collapse.

Waorked with the rest of the Administration on reviewing and negotiating many of the
provisions in the securities law reform legisiation passed by the 104th Congress.

Delivered 425-million federal payments electronically (valued at nearly 3700 billion) in
199¢€ which represented over 50% of all federal payments and thus saved millions of
dollars for the government and the banking industry.

Significantly revised banking regulation, improved access to credit by ending the credit
crunch through strengthened economic policies, and promoted credit access for all
Americans, substantially increasing the share of mortgage lending going to minorities.

Seek passage of a financial modernization bill 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 all Federal payments be made electronically by

1999 including the development and implementation of a policy to facilitate the provision
of financial services to those who are currently unbanked.



FIGHT FINANCIAL AND OTHER CRIMES

Treasury will continue to be involved in a broad range of law enforcement issues from firearms to
drug interdiction, from protective service to money laundering, and the other roles in its law
enforcement mission. Treasury, with roughly 40 percent of the Federal government's faw
enforcement officers, will be s key player in the Administration’s overall crime-fighting efforts and
has a particularly important role to play in the area of financigl crime.

Accomplishments;

»

' 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-
Termfrism Bill, ' '

Successfully introduced new $100 note afler conducting an extensive public education
camgpaign 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 2t the Southwest Border and in the Caribbean
through expanded border interdiction efforts,

Conducted investigations into church fires which resulted in a permanent arson
datgbase, 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. assels,

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

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

Strengthen efforis o fight financial crimes (o support broader anti-crime activities and
{0 strengthen international cooperation against money-laundering, organized crime and
the trafficking of 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, .



Achieve more strategic Customs enforcement at the border to maximize mtcrdzctzcn
and the facititation of trade.

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

CONTINUE TO BUILD A STRONG INSTITUTION

Tmasury is & 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 fmprove its service to its
customers «- ¢.¢., instead of making trips to the IRS or the local public library,
taxpayers were able to download forms instantly through the IRS homepage on the
World Wide Web and now taxpayers with simple tax forms can file at home on the
phone. (The IRS Web page has recgived over 100 million “hits” thus far.)

Cut paperwork requirements, canceled many useless regulations, and overhaunled many
other regulations by rewriting them in plain English.

Led the multi-agency project named Simplified Tax and Wage Reporting System which
will significantly reduce the wage data seporting burden of employers and improve
Federal 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 23 percent rate by 1996).

Reorganized Customs (o eliminate two layers of bureaucracy and move more staff to
front-line jobs that provide service directly to the public.

Reform the IRS, as discussed above, .

Reinvent Treasury's personnel system 10 implement a process for strategic and effective
human resource management to identify, recruit, develop, reward and retain high
performing individuals,



Use new approaches and new technology (o work more efficiently and serve the public
batter. ’

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

Explore opportunities for further reinvention and deregulation.

Vice President Gore
Leon Pancita
Erskine Bowies
Donald Baer
Rahm Emanuel
Sandy Berger
Kitty Higgins
John Hilley
Frank Raines
Bruge Reed
Gene Sperling
James Steinberg
Dan Tanlio



THE WHITE HOUSE
WASHINGTORN

CLOSE HOLD
July 3, 1997

MEMORANDUM TO THE PRESIDENT
FROM: GENE SPERLING

SUBJECT: Long-fcrm entitiement reform

Az you know, our original game plan on kng-term entitlement reform was fust to pass
the balanced budpet agreement and then o turn our attention fo the longer-run challenges. But
we no longer have the juxury of waiting until after the budget agreement is implemented: both
the House anil 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 decide whether we want to set up a eommission on Social Security — probably separately
from the Medtcare commission ~ within the budget legisiation.

The purpose of this memorandum is to explore three related questions and to give you an
apportutiity to provide us with your guidance on these questions. Firsy, should our long-term
entitlement strategy put more priority on initial action on Social Security reform or Medicare
reform? Second, even if we believe that our best strategy is to focns 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 we support the creation of
Social Security commission now, or should we allow ourselves more time o analyze the best
way to proceed?

L. Where should we initially focus our efforts on long-term entitlement reform?
A first step in addressing our tmmextiate concerns is that you must decide where to place

gur initial emphasis in long-term entitfement reform. Senator Lot and other Hill keaders have
indicated that they want o tackle Jong-term Medicare reform first, Buf your economic and



Fe

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 least by comparison with Medicare — well-researched and relatively well-understood, Our
understanding of how to address the long-term solvency of Medicare is limited. Indeed, your
four top health advisers - Donna Shalala, Chris Jennings, Bruce Viadeck, and Nancy-Ann Min -
believe that the budget agrecrment embodies most of the obvious steps in reforming Medicare,
and that we need much more analysis before considering which additional long-term policies are
sensible. Even new proposals such as raising the eligibility age from 65 to 67 and introducing a
fiome health care co-payment will have only a small impact over the long run, Medicare
combines Social Security’ g demographic challenges with those posed by a health care delivery
systens characterized by generally rising health cosis per beneficiary but much uncertainty over
the dynamic evolution of those costs, making effective reform particularly complicated.

Chris Jennings will be submitting a separate memorandurm to you explaining why long-
termn Medicare reform is difficult. Nenetheless, 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 Medieare first. -

ecision
Put initial emphasis on Social Security reform
Put initial emphasis on Medicare reform

Idiscuss

Il. How should we respond ta the Medicare commission proposais?

While you ebvicusly have the option of opposing a Medicare commission in
reconcilistion, we believe that it is basically a done deal, and our focus should be oo how to fix it
to (it our needs. I you agree that we should focus our efforis on Social Security firgt, itis
impaortant that a Medicare comamission not hinder or undeoming that objective. For example, an
over-hyped commission on Medicare with key officials from both sides and un early reporting
date could divert attention away from Social Security reform. 1t could also lead to ill-conceived
and possibly harmful recommendations for Medieare,

' Under both the House and Senate plans, the commission would comprise 15 members
{eight Republicans and seven Demwocrats): six {{owr Republicans and two Democrats) chosen by

i



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 of HHS. 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 be May I, 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 be concerned that opposition to a Medicare commission may be incorrectly
viewed as indicating a lack of interest on our part in tackling entitlement reform. John Hilley
believes that the Medicare commission will survive 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
commission, 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 scems 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.



. Party balance. We should also insist on a truly bipartisan commission, with equal
‘ numbers of Republicans and Democrats. The current proposals would have eight
Republicans and seven Democrats, \

. Chair, The chair of the commission could set the tone for the entire exercise. Unlike
almost all previous commissions, the congressional proposals do not allow you to appoint
‘the chair of the commission, We could insist that you appoint the chair. As a fall-back,
“we could ask that the chair be chosen mutually.

. Consensus veting 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 represented in the commission’ s work. Unfortunately, even super-majority
voting may not be able to prevent bad ocutcomes, given the most likely makeup of the
commission, {A super-majority could likely be achieved even if only two of the four
congressionally-appointed minority members vote with the maiornity.)

* Keporting deadline. The House proposal includes a May 1, 1999 deadline. The Senate
~proposal seis a deadline of one year after passage of the act - inplying a likely deadline
of August 1998, An August 1998 deadline is Likely to be too soon to permit the
commission to conduct a careful analysis. And the May 1999 deadline would allow us
time to make proposals on Social Security before the Medicare commission reports.
. Analysis. The House proposal requires the coramission to use CBO rather than HCFA

estimates, HCFA has produced the numbers for previous commissions, and HCFA
should produce them here as well,

Decisi
support changes to Medicare commission proposals outlined above
Do not support changes to proposals outlined above

Discuss



I, Should we sapport a Social Security commission within the budget legislation?

Az noted above, vour advisers believe that we should initially focus our long-term
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, the Administration would need to spend much of next year --
perhaps starting as early as this fall - educating the American public and reaching out across
the political spectrum to builld support for reform. Historically, a short-term crisis has been
necessary for change. {Scholars argue, for example, that the success of the 1983 Greenspan
comimission was due in iaz‘ge part to i}‘m zmmmem tf:x}zazzstwn ot the Trust Fund.) ‘J&Ze do not face

undesstanding of thase 1SSULS ~ thrmgh 3%;1 madequazf: - 1% far greatér 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. g

The immediate question before us is whether creating a bipartisan Social Security
commission in reconciliation will help our chances for achieving long-term reform. Somic think
the best way io proceed on Social Security is to include a commission in the budget legislation.
(thers think that we should take more time before pushing for 2 comenission, so that we can
more carefully consider our options. Then if we decide that we want & commission later, we
could always create one by executive order {as with the Greenspan commission in the early
1980's) or by a separate stalute,

Option 1: Try lo negotiate a bipartisan Social Security commission in the budget legistation

Under the first option, we would eagage the Republicans immediately 1o create a
bipartisan Social Security commission within the omnibus budget legislation. The goal would be
to make the commission gredible and specific: It would he charged with issuing its
weeommendations within a relatively short time penod, perhaps by next summier,

* Under one approach, the commission’ s membership could nclude all key policy players
from the beginning. This approach would facilitate rapid implementation of proposals.

s An aliernative approach would have the commission reprasent a broader array of relevant
groups: older Americans, younger Americans, the unjons, corporate leaders, ete. The
cormmission”s proceedings would then be used as part of our public cducation effort.



Following the commission’s report, we could hold a smaller high-level negotiating
process or look to ancther process -~ pethaps including announcing our own proposals -
to implement reform. :

While a commission was undertaking its work, an inter-agency team within the
Administration would put together our own proposals. The Administration would then work
with the comnission and the Hill to reach consensus op an acceptable package that would carry
bipartisan suppost, and to translate the commission’ s proposals into legislation.

Option 2: Do not create a Social Security commission within the budget legistation — instead
act later, either with or withont o commission

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

For example, our strategy could invelve holding our own series of public education
events, while reaching out {o prominent Republicans like Bob Dole or Warren Rudman, 1t could
include a series of regional public bearings. And it could include a commission created by
executive order, or one created by statute. There are many possibilities, and with more time we
could think through which encs are most promising,  After we reached internal consensus on the
right appreach, we would be able to present a coherent, unified front and would be more likely to
achieve success. And after we evaluate our options, it may turn out that we do not even need a
cammission: Frank Raines points out that President Carter was able to reform the Social Seourity
gystem without one.

Pros and cons of including a Social Security commtission in the budget legistation

Bros

¢ It dissipates some of the focus away from a Medicare commission, maintaining
momentum behind Social Sceourity reform,

» You would clearly signal your commitment (o Social Security reform.

v Secrelary Rubin and John Hilley {eel that we have a short window of Qpp@nuniiy:to

engage in a bipartisan process, and that opportunity could be Jost if we wait o analyze



our options further.

Lons
. it may not make sense {o create a commission before we have carefully explored the best
strategy for achieving reform, ‘
-- Moving now would not allow us time to congider our options and to consult
with the Republican and Democratic leadership, Senator Moynihan, the AARP,
and others on how best {0 procesd.
. Given that Senator Lott and other Hill feaders want to focus imtially on Medicare, we
may not even succeed in getting a Social Secwrity commission into the budget legislation,
. Some are not sure that 3 commission 15 beneficial or necessary for effecting reform.
Decision
Create Social Security commission within budget legislation
Do not create Social Security commission withia budget legisiation to allow more
time to consider strategy
Discuss
Aclion

We will be convening an NEC inter-agency process with your budget team, HHS;, DPC,
and others apprapriate to consider both the strategy and substance of Medicare and Social
Security reforms. [ will talk with Erskine about how best to design a process for ensuring that
we maintain the appropriate degree of confidentiadity while still benefitting from the insights of
relevant agencies and officials.

I you want to create a Social Security commission within the budget legisiation, we will

hold an expedited process 1o present you with oplions on how that commission should be,
structured.



THE WHITE HOUSE
WASHINGTON

July 12, 1997

MEMORANDUM FOR THE PRESIDENT
FROM:; GENE SPERLING

SUBJECT: NEC Weekly Report

Social Security Reform. FPollowing up on my memorandum (o you last week, Iled two |
meetings on our strategy for Social Secarity reform this week, including one in Erskine’s
office with your economic team. One conclusion from our internal meetings was that we did
not want a Sacial Secyrity commission included in the budget legisiation — the collective
judgement of Erskine and your top advisers was that such a move would unduly complicate the
-budget negotiations, would not allow sufficien: time for carefully desigaing a commission, and
would represent too stark a contrast with the Medicare commission already included i the
legislation (which we are trying to shape into more of an advisory commission).

The discussion therefore moved on to other related and complicated issues. A key question is
whether we should come out with our own specific proposal early next year. Some felt that
we can not afford to wait until past the fall 1998 clections, 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 the time (o invest in a public education effort and a bipartisan process, and were
concerned that 2 proposal without bipartisan support would politicize potential solutions and
harm prospects for legisiation. Related questions include how we should approach the
Republican leadership to sound them out on how they want to proceed; whether you should
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 10 appomt a group of eminent Americans {0 serve on an
education panel or an advisory commisston. These are huge questions, and we plan o meet
again 5000 10 refine the various options before presenting a memo and, if appropriate,
arranging a meeting with vou on the topic.

Erskine and Secretary Rubin did consuit, as you requested, with Senater Moynihan. He said
he would get back to us, although his initial response 1o Erskine was a pne-page substantive



plan -- of which 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-refated premium. NEC has been coordinating an interagency working
group comprised of staff from Treasury Beonomic Policy, Tax Policy, and IRS; HCFA; Secial
Security Administration; and OMB. This group has thoroughly examined issues associated
with administering the premium through Treasury versus HHS/SSA. We have produced
internal documents detailing concerns and costs, as well as summary documents for public
distribution. ‘

Climate Change. Dan Tarullo, Katie McGinty and I hosted & principals meeting on climate
change 10 resiart the decision process in light of your U N, speech calling for 2 dialogue with

- the American public. We will hold principals meetings every week for the next five weeks so
that, by carly September, we will have developed the best ways of reaching different emissions
target fevels. 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 spécific questions (such as how to design the best possible emissions 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 Todd Stern. Todd and others, as you know, will
help us in ensuring that we are aware of, and are addressing a5 much as possible, concerns
being raised in the business, environmental, and other outside communities.

EU Review of Boeing-McDonnell Douglas Merger., Dan Tarullo chaired an NEC principsls’
meeting on Tuesday to decide what (if any) actions the Administration should take toward the
European Union, which has voled preliminarily o prohibit the proposed merger of Boeing and
" McDonne!l Douglas. Even though neither company has operations in the Europe, the BU has
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:
First, the Justice Department requested formal consultations under the 1991 U.S.-EU
agreement on antitrust cooperation. The EU agreed to consultations, and Joel Klein and others
will meet with EC counterpants over the weekend in Brussels. Second, senior Administration
officials communicated to EU officials their serious concerns about the EU merger review
process and what 2 prohubition of the merger would do to 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 1o try 10 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 threaten prior to the EU’s final decision on July 23.
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NAFTA Report. We released the NAFTA Report Friday at a press briefing with Secretary
Rubin, Secretary Daley, Ambassador Barshefsky, Special Envoy Mack McLarty and me. The
event drow an overflow crowd of reporters, Yress reports previewing the NAFTA report on
Friday morning were balanced and generally favorable. We arranged (o have surrogates, such
as Mickey Kantor, provide validation on television and in the papers, while Charlene and 1
made calls 1o editorial boards and handled requests from the financial cable stations. The
usual NAFTA opponents were very well organized and very quick to react.

Family Friendly Internet. Tom Kalil on the REC staff is working with OVP and others to
prepare for your meeting with industry executives, leaders of groups representing parenis and
teachers, and members of Congress next Wednesday to discuss making the Internet “family-
friendly.” Iuternet companies will be making commitments that will make it ¢asier for parents
to prevent their children from getting access to inappropriate material, Groups such as the
American Library Association will be {sunching an initiative to make it gasier for parents and
children to find educational resources on the Internet. ‘

Fed Nominees. We announced on Thursday your nomination of Edward M. Gramlich and
Roger W, Perguson, Jr., to the Federal Reserve Board. I held a conference call with

. reporters; the reception to the formal 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 Conunitiee. As you know, we will have to fill
another stot on the Board early next year, whun Susan Phillips's term 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
mdependent students ~- both required by the budget agreement. We are hearing a similar message
from the Senate. Secretary Riley is sending a [etter today to the Hill on the issue, We have been
working with Education and WH Legislative Affairs to send a strong message to the Committees
on this issug, and the education groups have become more engaged.

America Reads Work-Study Commitments. We now have more than 300 colleges signed on.
You recently asked about the number of sfots that are filled in the coming year. We had found
that many colleges were reluctant to sign up if they were required to commit to a specific number
of slots. Working with Carol Rasco, we therciore determined that our priority should be getting
the colleges to commit to the concept, then working with them to develop a high-quality,
high-participation 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 iraining sessions around the country scheduled for the next two weeks. Colleges were
reluctani o promise a particalar number of slots for several reasons, including: (1) they want to
run piiot efforts in the fall before they expand; 12) there are not yet significant resources for
training farge numbers of tutors; (3} they want to base the size of their program on the interest
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" Jevel from students, which they could not predict without having experience first; {4} they were

afraid that they would be audited based on the conmitment level, and {5) they {especially some
of the sectarian schools) want to focus on volunteers, not paid tutors,

Tax Package Rollout ~ Lirban 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 ax credit, Brownfields tax incentive, and CDFI tax credit. There was good coverage
by National Public Radio, US4 Today, The Washington Times, The Los Angeles Times, Dallas
Morning News, and other regional papers.

Tax Package Rollout ~ Roundtable on Higher Education Tax 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 Mavor 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 from the plan compared with the congressional 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 Media Affairs to distribute the state-by-state (o
regional media and the wires. :

Tax Package Rollont - Fress Event on Tax Cuots 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 @ax credit. Joining the Vice President were Sen. Daschle, Rep.
Gephardt, Sen. Landrieu, and Rep. Rangel, as well as several lower-income families who
would benefit from our child 1ax credit, but would be shortchanged by the congressional
aliernatives. We released a packet on our ehild credit, as weli as a state-by-state analysis of
the four million families that are left out of the congressional alternatives. There was solid
coverage on CNN and in the Washingion Posi, New York Times, and LA Times.

Electricity Restructuring. The interagency process is preparing to advance options and
recommendations to the NEC principals later this month, and we expect (o have a

number of meetings 1o consider the issues relating to possible Administration legislation on
this subject. We are also working closely with CEQ on possible linkages between electricity
restructuring and global climate change to see whether it would be prudent to pursue carbon
reductions in the electricity restructuring legislation, and to assess whether it would be
possible (o do so without making the Administration's bill non-viable, Secretary Pena and 1
met Friday about possibly accelerating 2 memo to you on the gencral parameters of the
lepisiative options.



Tobacco Seiflement, As a part of the DPC-led effort, NEC staff continued to participate in
meetings relating to the tobacco settlement. In the economics/industry meetings, we are
assessing how much of the payments will be passed through to consumers m the form of
higher prices, how effective the youth “fookback” provisions will be, and what the impact of
the settlement on government revenue will be.

Product Liability. NEC staff went over some last guestions with Saff 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 (committes and
legislative counsel) and CRS staff {0 discuss concerns legislative counsel and CRS had raised
about the pension provisions.  The meeting was productive, and legislative counsel better
understands what we were irying to do. Rep. Davis® staff was very supportive. We will meet on
Monday with Senate staff.

Black Colleges. Bob $§1i:eman. on the NEC staff spoke to HBCU cellege presidents at the annual
meeting of the National Association for Equal Opportunity in Higher Education. Me emphasized

the investments in higher education in the budget agreement, the improvements in the tax package

{and the cortrast with the Republican plans), concern about the direction of Congress on affirmative
action, and made a pitch for America Reads involvement by the colleges. He responded to guestions
about the need for more effort to increase the number of minority graduate students, and a concern
abowt the lack of refundability in the HOPE Scholarship and tuition credit. Privately, some of the
NAFEOQ leadership expressed concerns about the Education Department’s plan to elevate the status
of Hispanic-Serving Institutions in the reauthorization of the Higher Education Act.
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Auvgust 3. 1997

MEMORANDUM TO: ERSKINE BOWLES

FROM: GENE SPERLING
SUBJECT: Social Security

Now that the budget lepislation has boen passed, we must tur our atiention 1o long-teem
entitlement reform. The President has already indicated that in tackiing entitlements, wu should
pul o indtial focus on Social Security reform, The purpose of this memorandun is 1o

. Provide an overview of the Social Sceurity probleny

. Cutline the three schemes proposed by the Gramlich commission on Social Security;

» Examine a series of scenarios that may help us to think strategicallv aboul how o
maxtmize the probability of effecting reforny

* Use those scenarios 1o examine whether we should have the President lay down a marker
o Social Seeurity this week; and

* St forth o proposed workplan,

L Overview of the Social Security challenpe

Ther: are currently just over 3 workers for every Social Seeurity beneficiary, By 2040, it
is expected that there will be only 2 workers for overy beneficiary,  These demographic
pressures are at the heart of the Social Security challenge: According 1o the 1997 intermediate
projections of the Social Securlty acluuries, the combined Old-Age and Survivors and Disability
hsurance {CASDD) Trust Funds would be exhausted in 2029, The same projections suggest a
75-vear actuarinl deficit in the OASDI program equivalent 10 2.23 percent of taxalbic payrall In
ather words, imediately raising the combined employer-employee ©ASD payvroll wx by 2.23
percent (from 124 percent 1o 14,63 percent) would produce tong-rint batunce in the program --
icomce from payroli taxes and interest on the Trust Fund assets would be sefficient to meet
projected expenditures over the next 75 years. If the payroll tax rate is net increased mmmediately
by 2.23 pereent, other changes to the tax system or benefit provisions would be necessary fo
ehiminate the long-run actuarial deficit,

One underlying question that we must address is what our goal is in retorming Sociul
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puutity. One goal is w climinate the 73-yeur petuarial imbalance and exiend the e of the Trust
Fund. But that may be oo narrow; wi may want w ensure that reaching baiwnce douesn’t involve
ensustainable flows cither into or out of the Trust Fund duriag sub-periods of that 75-vear
horizon, Or we may want to focus on the more fundamental goat of ensuring that any reform
boosts nationa! saving. thereby raising future income and reducing the burden implied by our
falling worker-benefictary ratio. The decline in that ratio noted above means that every worker
in 2040 would have lo work 30 percent miore efficiently than today (s order to support today’s
standard of living for both benefictaries and workers.

.
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At the same time, other prioritigs may include nmaintaining the svstem’s progressive
benefil structure and ity protection against elderly poverty. Social Security benefits currently
represent nmre than three-guarters of money ineome for elderly houscholds in the bottom two
quinttles of the sncome distribution. Secial Security benelits keep some 15 million people above
the povesty tine. and arc commmonly associsted with the dramatic reduction in eldedy poverty
over the past several decades, The eldetly poverty rate has fallen from more than 33 percent in
1959 1o just 10.5 percent in 1995, Balancing the desire to muintain the social insurance aspects

~of the program against the desire 16 restore long-run solvency and raise ustional saving is
perhaps the fundamental trade-off in the cffort to reform Social Seeurity.

Fl

H. Gromlich Commission options

The Advisory Counal an Sociad Sceursty led by Ned Gramlich. produced three different
plans for addressing the long-run sotuarial inbulunee i the progrom: the maintain benefits (M3}
plun. the tndividund sccounts (A} plan, and the personal seounity accounts (PSA) plan. The plans
inchude severnl exiremely controversial proposals, imdluding estublishing individual accounts -
cither managed by the government {as i the 1A plan), or by individuals themselves {as in the
PSA plan} -- und investing the Sovial Security funds in equities,

The Maintain Benclits (IMB)Y plan would (numbers 1n parentbesis show the reduction in the Jong-
run actuonal imbuabunee reseling from the ehange):

r locreuse the payeoll ax rate v 2043 by 1.6 percentage poinis {0,232}

t Considor investing 40 poreent of the Trust Fund in equities {0.82);

* Change w bonefit computation peoiod from 53 years 1o 38 years (0.28);

» Phase out the low-income thresholds for taxaton of Social Sceurity benefits (0016

. Hedireed revenug for taxation of hgh-income benefits from FI 1o QOASDY Trost Fund
IR N K

» Tax benefits i the swme manner a8 private defined benelit pension plans (.15); and

* Cover all state and loca!l employees (0.22)

The ndividual Accounts (TA) plon wanld:
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* Reguire ol workers 1o contribute 1.6 percent of their taxable wages to government-
administered individual savings accounts;

. Aceelerate the increase in normal retirement age and index it W e expeciancy {0.50);

* “Reduce benefits to middle- and upper-income recipients by roughly 20 percont (1,32

. Claange the henefit computation period frons 33 vears to 38 vears (0.28):

* Phase out the low-income thresholds for axation of Social Security benefits (0161

. Reduce the spousal benelit from 50 percent o 33 percent (017

. Replace the surviving speusal benelit with highest of spouse’s banelit, own benefit, or 73
pereent of combined beneti {-0.323,

. Vax benefits iy the same manner ss private defined benelit pension plans (.18} and

" Cover all state and local employess {0.22)

The Personal Sceurity Accounts (PSA) plan would:

. Redireet 5 percentage points of combined cmployer-cmplovee OASDI taxes 1o Personal
Security Accownts {-4.60%

. Repluce cusrent benefits with basic flal benollt equivaient 1o $410 per month (3.82):

» Accelerate the increuse in the normial retirement age, index to 1ile expectaney, raise carly
retirement age, and hmil disability binelits (1.25),

. Increase payroli tax by .52 percent o taxable payroll irom 1998 to 2069 (1.42)

» Phase out e low-1nconie thresholds lor taxation of Social Sceurtty benelits (0,16}

* Reploce the surviving spousal benefit with highest of spouse’s benefis, own benefit, or 75

percent of combined bencfit (-0.39); and
. Caover all state and local employces (0.22)

Wiile the three plans clearly adopt different approaches o fundamental sspoets of Boclal
security - differences with which we will lave o grapple in formulatiog an Administration
position - they do share several comnion clements. Tt is ofian argned that (hese clomunts could
form the basis [or un Administegtion approach o Socinl Security reform . I iy important o
recognize. however, that these steps woukd nof suffice to address the Jongerun agtoarial
imbalance by themscives., And muony of them could prove quiic sontroversial, The conumon
clemenyts include:

. Al three oluns would ¢xnand coverage 1o siate and Jocal sovermmenl workers, narrowing
the 75-year delict by 8.22 percent of taxable payroll. Since the Sociul Securnity Act ol
1933, coveragy has expanded from workers in busioess and industry 1o include the self-
emploved, noaprofit groups, agriceliurd and houschold workers, ihe Armed Serviees,
Congress, aid all other Federud employees hived aller 1983, Despite efforts to include
thur 1o the Y983 Greenspan refosms, state and focal government employees ave the find
stvable groun of workers nat universally covered (only about 70 percent of state und ol

-
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workers are covered for various reasons).

. All three plans would tax Social Security benefits for lower-income recipients. Currently,
the partial tax on Social Security benelits does not apply to seniors with income below
$25.000 1f single or $32.000 if married. In calendar vear 1997, according to CBO
estimates, only 25 percent of beneficiaries will be subject to taxes on their Social Security
benetits. All three plans would tax aff recipients by phasing out the low-income
thresholds by 2007. Nonctheless, other provisions in the tax code (¢.g., standard
deduction and exemptions) would eonsure that 30 percent of beneficiaries would still not
have 1o pay taxes on their benefits. The change would reduee the Tong-run actuarial
deficst by 0.16 pereent of taxable payroll,

. The MB and IA plans would tax Social Sceurity benefits like other pensions. 3oth plans
would replace the current rule under which seniors count up to 83 pereent ot their hencelits
as taxable income if their income is more than $34.000 (single) or $44,000 (married).
[nstead, the ptans would tax benefits -- on an individual-by-individual basis -- to the
extent that benefits exceed what workers had paid in. This trcatment, which would
reduce the long-run actuarial imbalance by 0.15 percent of payrotl, would mirror the tax
treatment ol other defined benefit pension plans.

. The MI3 and [A plans would also change the way in which benefits are compuled.,
Currently, Social Security retirement benelits are linked to a recipients” average wage
aver the 35 highest-caming years of employment. The two plans would extend the period
(o 38 years, thereby adding in more relatively low-carning years, 'The change would
reduce benetits by an average of 3 pereent and cut the long-run deficit by .28 percent of
taxable pavroll,

. The A and PSA plans would accclerate the increase in the normal retirement age and
then index it to life expectancy. Under current law. the normal retirement age (the age at
which the beneficiary 1s entitled 1o full retiremient benefits) will gradually increase [rom
age 65 1o age 66 by 2009, It will then remain there for over a decade, betore gradually
rising again to rcach age 67 by 2027. Both the IA and PSA plans speed vp this schedule
s0 that the normal retirement age reaches 67 by 2011, Both plans subscquently index (he
normal retirement age to life expectancy. The combined elfect of these two provisions is
to reduce the long-run actuarial imbalance by 0.50 percent ol taxable payroll. (The PSA
plan also increases the early reticement age, at which workers can retire and aceept
actuarially reduced benetits).

As the table betow indicates, these steps by themselves would not be sutficient to close
the projected 75-vear deficit. And several of them -- such as removing the low-income tax
thresholds and changing how bencfits are computed -- may be quite controversial.
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In addition o the steps noted above, alf threg plans recognize adiustments to the CPI
made by the BLS, But the Commission crphasized that it strangly oppeses “changes in the
COLA motivated by political considerations. Changes should be made only as a result of careful
expert consideration by the government agency charged with that task.” How o handle the O

issue will clearly be o erueial challenge in any reform effort,

Combinvd et af “contmon clemonts” frem Cramlich Commission plany

Maeasure Percent of 78-vear waxable payroll
Lxpund coverage 1o state and loeal workers : (.22
Remove low-income thresholds for taxation 016
of henefits
Tax benefiis ke othur pensions 0.15
Change hoew bepellis are computed, reducing (.28
sverage benefit by 3 porea
Accelorate inovease in aorma! relirement age. (.30
and index it 1o life expectancy thereallor
TOTAL OF ABOVE 1.31
PROJECTED 75-YEAR DEFICIT 2.23
“he OGramlich Commission plans illustrate two poimts;
« here is substantial controversy over whether to altow individue! secounts or investments
of the Trust Fund i equitics.
. Even the steps that are comumon to the plans -~ including changes i the coverage of the

gystem and the tax treatment of benefits - could be very controversial and would not by
themselves climinate the 73-ycar deticit in the progran:, :

" Al three plans include adjustments 1o the CPLonly because the report was written
before the actuarics could thactor in the effecis uf changes to the CPEmude by the BLS in 1996
Those changes are expoected to reduce the CPT iallation waie by 0021 poreenimge point por your,

*

redueing the tong-run actuarial imbalance by (.37 nercent of taxable payroll




1EL. Passible seenarios

One of our fundamental decisions is when we think it will be best 1o come out with
spectfic meform proposals:

. Siate of the Usion {968
s March/Aprit 1908; ar
» BPost-election/State of the Union 1999,

Within cach of these broad timing alternatives, there are a multitude of related xxt
difficudt gquestions: whether a commission would be helpful: whether we should seck other
bipartisan sources of support (Rodman, Peterson, Dole) if the Republican leadership initially
halks: how we should react if our proposals do sot generate support and how we should
casure that preposals for veform actundly beconw faw, ’

Scenario 1: Releaxe proposals in the Srate of the Union 1998

Under this scenario, we would need to develop a specific proposal quickly. The timing
constraint would probably not allow the creation of an ocutside commission, 5o we would need
to convene a rapid internal process for deciding the Admnistration’s positiens on inportand
substantive issucs: privatization. investing the tust funds in cquities, and the CPL AL the same
sime, we woukd be engaged in an putrench process o mmgrested partics, including the AARP,
AFL-CLO, eie. The ducision-making process would probably need 1o reach closure by late
Navember or 80,

Atier the Admimastratinn had decided an its position. the President would announce the
package in his State of the Union address. Then we could cither follow the normal tegistative
procedure or convene some sort of ad hoc high-level negotiating process wiath the Fill leadership.

Pros:

. A January proposal woukd demonstrate the President's Jeadership on Soml Secunity
the focus shifls from deficit reduction wo eraitfement reform,

. Our window of opportuniey miay be short-lived. especially given the budget and
clectoral eyele. Su acting in Jawary would push the process along, .

. An carly proposal could help to focus the debate and make the public education process
inore concrete,

Cons:


http:propos.il

Announcing proposals in Jamary — especially without bipartisan support -- may ¢xpose
them as a political targel, even i we were able to enlist the support of prominent
Republican outsiders.  H our proposals do not generate support, the President could call
for a bipartisan precess ta report back after the 1998 clections. Bul in the meanwhile, we
could bave ruined any chance we have for success and exposed our supporiers to
substintial eriticism.

It may not be possible to develop a cohorent proposal by carly 1998,

Acting soon may not peemit us enough time 1o invest in 4 public cducation and
outreach cifort helore releasing proposals.

Scenario 2: Release proposals i Murch or Aprif 1998

Aiming o release specific proposals in March or April 1998 alfows 4 longer

constltation and public vducation period, and opeas up the possibility of appointing a short-
terured commission of either outside speciulists or the read players. Possible approaches could’
uxciude:

Pros:

Turning the issue over 1o an official conunission comprising op-fevel representatives of
Congress and the Admanistration, perhaps with some sort of “fast-track™ mechanism
for ensuring passage of the commission’s proposals.

Convening a commission of eminent Americans-- such as Bob Dole, Warren Rudman,
B3ill Bradley, and George Mitchell -~ to report back by early next vear. We could flesh
out our own ideas internally over the same perfod, and theo engage in high-level
negotiations with the Republican leadership - possibly adse involving the eninemt
Americans, Such an approach would mirror the informal method uhtimatety used by the
Greenspan Commission.

Engaging in a more extensive public education s outreach effort, while allowing
more tine for an intermal policy process w develop our own proposals. We could then
release our propasals and either follow the normal legisiative process or engage in 3
specinl high-level negotiating process with the Hill leadership,

L3

Altows more tinwe to educate the public and generate bipariisun support bofore releasing
spoctiic proposals

Altows enouglt tine for & commission 10 report buck, if we want s commission



. May hecone o politicized with the run-up to the fall 1998 elections

Scenariv 3; Release proposals after the fall 1998 elections. perbaps in State of the Union 1999

[T we instead decide to move after the fall 1098 elections. we woald have more thine 1o
develop wn extensive public education effort and o allow the publin o digest the various options.
NMoving after the fall 1998 elections would aiso facitate, 1 we wanted, having o Jongor-term
outside commission that weuld 1ssue s own podicy recommadations. The basic options we
stnailar o those i Secnmrio 2 above, but with more thne to invest in edugation, bipurtisan

support, and intemnal policy development.

Pros;
* Allows more time to develon policies and support.
* Allows a full-fledged commission, i we want ane,
Cons:

. May look sweak.
. Runs into Medicare. since the Medicare commission must report by March 1, 1999,
Other related ivsues

There are at least two ether issues that we should consider: .

» Technicul advisory panel We may want te appomt a technal advisory pancl comprising
academies and oulside specialists to support our internal substance process. This pangd
would be sinnler to the pane! that advises CBO on s ceonomic foreeasts: i would bring
logether the most knowledgeshic outside people, and allow us o draw upon their
krowiedge. The Sucial Sceurity Trusices could appoint the panel.

» CPE 1 may be neeessary 1o form some sort of CPE paned 1o feed o thw policy-making
provess, given the large cutsianding questions surrounding the CPL One issue is whether
sucht o panel shoukl include BLS ceonomisis or members of the Boskin commission, [
not, thore men’t oo many experts el
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IV, Laving dosvn o macker this week

Prepending at feast in part on whon we dectde that we want to come out with proposals,

the President may want to lay down a marker soon to ensure that the Administeation s identified
as leading on the Social Security reform offint, His messape could ber

L 3

PPros

Pweleome the creation of the Medicare Commission, which will report back on March 1,
1094,

I the mearnwhile, though, we should address Social Scourity reform,

fam bastructing my ceonomic tean to condict an intensive outreach progriun on how
hest 1o ke actwn and to begin developing proposals,

i ope that the Republizan leadership will joinwogether with e o address this eritical
problem. just as wr worked toguther to produce the first balunced budget since 1969,

We will have specific proposals by [TBD]L

We will be fuking the nntiative and signalling our interest 1n Social Security relorm.
Reprosentative Rasich has abready stmed {on Meer the Press this weckend) that he intends
o hold heunngs on entitiement reform this $all Others will net be far behind.

The mwsanecement may give oo much of a role to the Republicans and thus patestially
reduce our chances of being bold,

I we decide on a post-election deadline, the announcement may ook o0 weak wisd i
may be botter not to say anything at this point,

V. Proposed workplan

4

Our workplan will depend on our general approach. But first steps should include:
Deciding now when we want 10 move

Deciding now whether to tay down POTUS markee on issug

Deciding on which ;:rfxz:-::ss*sccnizria IS pust pronuising: commission, ne comaussion, elc.
Giving alt refovant priveipads a background binder 1o review over the August break

It early September. holdiog special NEC principals meeting or cabinet meeting on nature

9



of the problem and on Administration approach re process. Have CEA brief on
demographic challenge. HHS brief on long-run imbatance o program, Treasury bricf on
Gramlich propasals. and NEC brief on process.

In September. beginning substance process:

AL Convene regular small working proup of senior officials reporting directly o Erskine
- Suhstance group: Sperliog. Rabing Yellen, Sunurers. Ruinexs, Low, Klan,
Hilley. Shataia, and Apldd

£, Set up technical support group to work with senior working group

- Gothuum, Colien, Orszag, Minarik, Wilcox. Gruber, Stholz, Seidman, Carroll,
Montgomery, HHS, 85A actuaries (23, more OMB stailcrs ()

Begin outreach 10 AARP, AFL-CIG. and ether interested partics:
- POTUS mid VPOTUS phone calls wd mectings
- Cabiuet

« Whiic HMouse conlerence?

e
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August 5, 1997

MEMORANDUM FOR THE PRESIDENT

FROM: GENE SPERLING

SUBRJECT: Laying down a marker on Social Security

As today’s longer memorandum on Social Security notes, the decisions on Social

Security reform involve at least three different levels:

Overall process strategy: timing for a real deal, whether to call for a commission,
whether to make 2 unilateral announcement, i,

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-
early marker on the issue.  Your advisers have discussed this specific question both yesterday
and today, and have narrowed the options to the following three.

Possible language: “Wiule the Medicare commission is conducting itz analysis, we must
work in a bipartisan way 10 create solutions -- before the Medicare commission issues
its report -~ 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 Hot because we are in a state of crisis, but because we have the opporiunity fo act
wisely lo prevent a crisis fr;:Jm ever peerirving. I will be asking my econoniic team 1o
engage in broad consultation with the Congressional leadership, with Democrats and
Republicans, with those who represent seniors and vounger people, and with experis
and hard-working citizens, so that we can find the best way fe garner the full support of
our people for such a significant reform.”

PROS

. Signals that you want to do Social Security first and puts you oul fromt on issue
. Provides flexibility, since it commits us only to have proposals before March 1,
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1999 .- when the Medicare Commission reports.
* May lead to questions about timing and process, but at least the questions would
be about gur actions and gt strategy.

CONg

. {Could raise expectations for a specific proposal

. Endless questions could make us look evasive

v Could still be seen as not quite stepping up to the plate

Posstble language: “I wan! fo 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 are in a state of crisis, but
because we have the opportunily 10 act wisely 1o prevent a crisis from ever occirring.”

ERQS

* Until we know how to proceed, we should not make any pronouncerments
» Doesn’t lock us in 1o anything specific

CONS

* Some will say you didn’t seize the inihiative when you were strong

* Leaves door open to other political leaders t0 be first to ¢all for addressing
Social Security

. Doesn't break new ground or make news because i doesn't make clear that we

want to do this before Medicare.

’ Still allows us to lay a marker without drowning out budget stories this week
. Crives us more time o analyze options and speak to you about them

CONS

* Leaves door open over the next week for other political leaders w be first to

¢all 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 fimit our Jlexibifity on Social
Security reform ar all ~ including whether to act on Social Security before Medicare. Along
with Option 3, it deesn’t drown out the budget stories this week. The principal danger with
Option 2 is that the longer we wail 1o lay down a marker, the higher the likelihood that we will
be criticized &y opinion leaders and some on the Hill for not stepping up to the plate on
entitlement reform.

In terms 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 t© do a prominent newspaper
interview next week (Option 33, Secretary Rubin wanted to stress that he is not against the
idea of laying down a marker, but thinks that such a step should be taken onty after you have
had a chance to consider and internalize all the different options and constraints,
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August 5, 1997
MEMORANDUM TO THE PRESIDENT
FROM,: GENE SPERLING

SUBJECT: Social Security

While you have made clear your desire to enact meaningful long-term entitiement reform,
it is crucial that we decide our strategy for how best 10 aceomplish this goal, You have indicated
to us in response to a previous memorandum that we should proceed on parallel tracks on
Medicare and Social Security, but that you agreed with a strategy of putting an initial focus on
Social Security reform, Achieving Socinl 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 of the issues involved, we thought it would be
ugeful to think through o variety of strategic scenarios on how o achieve reform. This
memorandum examines some scenarios that may help you think about how to maximize the
probability of effecting reform, and discusses whether you should lay down a marker this week
on Sccial Security. Your immediate deciston is whether to make an announcement on Social
Security this week - and if so, what the anmouncement should say - while we are mapping out
our plan. An appendix provides a brief overview of the Social Security problem, and outlines
the three schemes proposed by the Gramlich commission on Social Security.

L Passible scenarias

We face an extremely complicated and difficult -- but compelling — challenge. While
there are well-defined options, it is important 1o realize that all of them {nvolve highly
controversial reforms that will be portrayed by critics as rassing Social Security taxes or
cutting Soctal Security benefits, {Investing the Trust Funds in equities raises other difficuit
guestions - such as perceived and real risks of market volatility -- and is seea 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 benefits {which we
learned was difficuls in 1993}, and extending coverage o state and local workers {which may
prove very unpopular in California and Ohio).



In considering our best strategy for going forward, we must consider the various
elements and steps that will 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:

- fnerease national savings

- Impact on budget reform

-~ CPL

- Acceptahility of partial solutions -

. Optional means:

-- Expert commission

-~ CP1 comruission ' !
-~ Public education advisory board

- Publi¢ education campaign

. Eventual real process for pm;aosaixr

- You simply announce z proposal (atone or following commission or public education effort)
-- Leadership-designated negoliating process

-- Non-leadership bipartisan process '

- Commission with fast-track/base-closing vote

-- Key players commission {similar to second possibility above), including chairs of relevant
committees, e,

Three scenarios

Keeping the above factors in mind, it may be helpful to think through the timing of
when gpecific proposals will need to be diseussed seriously and released publicly. This “real
deal” period could be the State of the Union 1998; March/April 1998, or post-election/State of
the Union 1999, Within these three different scenarios, there are stilf 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 proposals seems one
useful way of organizing our thoughts.



Scenario 1: State of the Union 1998 |

Elements:

Timing constraint would probably not allow the creation of an outside commission.
Since we would be acting soon, it may be difficult (if not impossible) to do a CPI
commission. If we want a CPI fix, we may therefore have (o do it our own,

Key to success may be large-scale consultations. Could ook to working with outside
Republicans and key Democrats 10 get buy-in and bipartisanship for announcement.

If our proposals do not generate support, you could cali for a bipartisan process (o
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 fall would likely be filled with stories of
our substantive discussions on controversial issues and specific proposals.

Ontions:

»

Option 1: You announce proposals in State of the Union 1998, We could then either
follew the normal legislative procedure or convene some sort of ad hoc high-level
tiegotiating process with the Hill leadership,

Option 21 You announce Leadership/POTUS 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-
term reform as the focus shifts from deficit reduction 1o entitlement reform.

If we use consultation period well, 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.

Qur window of opportunity may be short-lived, especially given the budget and
electoral cycle. $e acting in January would push the process along,

An garly move could help focus the debate and the public education process.

Given that it is unlikely that legisiation will be passed quickly, it may be helpful to
release proposals to demonstrate your leadership on this issue.

Even the most basic proposals are likely to create a firestorm in the absence of strong
bipartisan support. For example, taxing benefits proved to be extremely controversial
in 1893, and including state and local workers from California and Ohio is also likely
16 generate significant opposition,

Democrats may be upset at again having process that few coul d get involved in,
Acting scon may not permit us encugh time to invest in public education/outreach.
Putting out specific proposals without bipartisan caver may push Democrats and
Republicans to make “no Social Security tax hike or benefit cut” pledges in the fall
clections, thereby setting back our reform effort.

3



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 encugh time for a CPI technical advisory panel. But we may still have to
release a CPI adjustment on our own, with little bipartisan cover.
. Option 1: Turning the issue over to an official commission comprising top-level

representatives of Congress and the Administration, perhaps with some sort of “fast-
track” mechanism 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 our 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 normal legislative process or engage in a special high-level negotiating
process with the Hill leadership.

Pros;

. 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

Cons;

. 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.



Scenario 3: Release proposals after the foll 1998 elections,
perhaps in State of the Union 1999

We would have more time to develop an extensive public education effort and to allow
the public to digest the various options.

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.

Maoving after the fall 1998 elections would alse facilitate, if we wanted, having a
longer-term outside commission that would issue its own policy recommendations.
The AARP, Pew Foundation, and others will be undertaking veardong public education
efforts. Qur efforts could dovetail with theirs.

Options,

Option 1: Public education effort including public education advis

developing specific proposals. The public education affz}rz ::{wl{i mvolve: a paaei of
prominent Americans -- such as Bob Dole, Warren Rudman, Bill Bradley, and George
Mitchell - in addition 1o the Administration’s own efforts and those of the AARP and the
Pew Foundation. This approach would be a type of “commission-lite.”

Option 2: Engage in public education effort without blue-ribbon public education board
while developing cur own specific proposals. Then use a variety of inplementation
strategies: announcing our own package, conducting ad hoc high-level negotiations, or
forming a comamigsion of top officials with tight deadline and mandate to come up with a
specific package,

Optton 3: Form 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 Grambich commission. We would alse still need
an irmplementation strategy for turning the commission’s propoesals into law.

Allows more time 10 develop policies and bipartisan suppon 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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11, Laying down a marker this week

Depending at least in part on when you decide that you may want (0 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 bistory of the program.

“Yet because we must also prepare for te retirement challenges of the next century
created by the aging of the so-calied baby boom generation, 1 am pleased that this
budget legisiation includes a bipartisan Medicare commission that will report back by
March |, 1999 on how to keep Medicare strong for decades and decades to come.

Then you eould follow with one of the following options.

PROS

CONS

L]

"But while the Medicare commission Is conducting its analysis, we must work in a
bipartisan way 10 create solutions - before the Medicare commission issues its report -
~ that will sirengihen Social Security, so that Social Security will be just as strong and
secure for the next generation as it has been for past generaiions., We must act not
because we are in a state of crisis, but because we have the opportunity to act wisely 1o
prevent a crisis from ever occurring. 1 will be asking my economic team to engage in
broad consultation with the Congressional leadership, with Democrais and
Republicans, with those whao represent seniors and younger people, and with experts
and hard-working citizens, so that we can find the best way 1o garner the full support of
our people for such a significant reform.”

Signals that you want to do Social Security first and puts you out front on issug
Provides maximum flexibility, since it commits us only to have proposals before March
1, 1989 «. when the Medicare Commission reports.

May lead 1o questions about timing and process, but at least the questions would be
about gur actions and gyr strategy.

Could be seen as not quite stepping up to the plate
On the other hand, it may raise expectations for a specific pmpcsal
Endless questions could make us look evasive



Ontion 2: No deadli

“Bur I want to explore a bipartisan process for strengthening Sociad Security, so thar if
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.”

EROS

. Until we're sure of how we want (o proceed, we should nof make any pronouncements

. Doesn’t lock us in o anything specific

CONS

. Doesn’t break new groun or make news because ¥ doesn’t miake clear that we want to
‘ do this before Medicare.

. Leaves door open to other political leaders to be first to call for addressing Social

Security

“But while the Medicare commission is conducting {5 annlysis, we must wrk in a
bipartisan way 1o create proposais - before the Medicare commission issues is report
- that will strengthen Social Security, so thar Social Security will be just us strong and
secure for the next generarion as it has been for past generations. We must act not
because we are in a state of crisis, but becanse we have the ppportunily to aci wisely v
prevent a crisis fram ever occurring. We must start by addressing the bias in the
consumer price index. I am therefore calling for a commission on the CPL”

PROS

. Adds more specificity to commitment to address Social Secarity by calling immediately
far CPI commission

. Lives up to our commitment to address CPl outside budger

CONS .

. Putting initial Social Security emphasis on CPI 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 impact frony CPI fix could be mixed
together with other reforms that have progressive cffects
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“Bur while the Medicare conunission is doing its work, § want 1o expiore a bipartisan
process that Wil lead 10 proposais to strengthen Social Security. After broad
consultation with the Congressional leadership, with Democrats and Republicans, with
those who represesnt senlors and younger people, and with experts and hard-working

citizens, I will be announcing o plan to save Social Security in my next State of the
Union address.”

Will be a bold, news-generating step.

Will generate support and credit from important policy-makers, both Denmocratic 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.,

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 pul back and wait to see
appreach; 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 “rio 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.



Appendix: Overview of the Social Security challenge

According to the 1997 intermediate 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-year actuarial deficit in the OASDI
program equivalent to 2.23 percent of taxable payroll. In other words, immediately raising the
combined employer-ecmployee OGASDI payroll tax by 2.23 percent (from 12.4 percent to 14.63
percent) would produce long-run balance in the program -- 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 reforming Social
Security. One goal may be to climinate 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
reform 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 reform Social Security.

Gramlich Commission options

The Advisory Council on Social Security, led by Ned Gramlich, produced three different
plans for addressing the long-run actuarial imbalance in the program: the maintain benefits (MB)
plan, the individual accounts (IA) 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 [A 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):



Increase the payrell tax rate in 2045 by L6 percentage points (0.22);

. Caonsider investing 40 percent of the Trust Fund in equities (0.82};

. Change the benefit computation period from 38 years to 38 vears (0.28);

. Phase out the low-income thresholds for taxation of Social Sccurity benefits (0.16);

* Redirect revenue for taxation of high-income benefits from Hi 1w OASD! Trust Fund
{031}

* Tax benefits in the same manner as private defined benefit pension plans {(0.15); and

* Caover all state and local emplovees {(.22)

s {1A]) plan would:

. Require all workers to contribute 1.6 percent of their taxable wages to government-
adninistered individual savings accounts;

» Accelerate the increase in normal retirement age (0.10} and index it 1o life expectancy

(0.40);

Reduce benefits to middle- and upper-income recipients by roughly 20 percent (1.32);

Change the benefi computation period from 35 years to 38 years (0.28);

Phase out the low-income thresholds for taxation of Sacinl Security benehits (016}

Reduce the spousal benefit from 50 percent to 33 percent (0.17);

Replace the surviving spousal benefit with highest of spouse’s benefit, own benefit, or 73

percent of combined benefit (-0.32);

Tax benefits in the same manner as private defined benefit pension plans (0.15); and

. Cover all state and local employees (0.22)

* & * * »

*

The Personal Security Accounis {PSA] plan would:

* Redirect § pc%ccntage poinis of combined employer-employes OASDI taxes 1o Personal
Security Accounts {-4.60);

» Replace current henefits with basic flat benefit equivalent to 3410 per month (3.82);

* Accelerate the increase in the normal retirement age, index to Hife 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-incomé thresholds for taxation of Social Security benefits (0.16);

. Replace the surviving spousal benefit with highest of spouse’s benefit, own benefit, or 75
percent of combined benefit {-0.39); and

" Cover oYl state and local employees (0.22)

While the three plans clcarly adopt different approaches to fundamental aspects of Social
Security -~ differences with which we will have to grapple in formulating an Administration
position - they do ghare several common elements. 1t is oflen argued that these clements could
form the basis for an Administration approach to Social Security reform. It is important to
recognize, however, that these steps would not suffice to address the long-run actuarnial
imbalance by themselves, And many of them could prove quite controversial - we had difficulty
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passing raising taxes on benefits for high-income beneficiaries in 1993, and state and local
government workers in California and Ohio will resist inclusion in the Soeial Security system.
The common elements of the plans include:

Provision Percent of 75-year taxable
payroll

Measures included in all three plons:

Expand coverage to state and Jocal workers (.22
Remove low-income threshalds for taxing benefits .16
Sub-total, provisions included in all three plans 2.38

Measures bicluded in two of three plans:

Tax benefits like other pensions 0.15

Change averaging period for calculating benefits, (.28

reducing average benefit by 3 percent

Accelerate increase in normal retirement age 0.10
X ' age 10 Jife expectane 0.40

TOTAL ' 131

PROJECTED 75-YEAR DEFICIT ' 223

The Gramlich Commission plans illustrate two points:

. There is substantial controversy over whether to allow individual accounts or investments
of the Trust Fund in equities.

. Even the steps thal are common to the plans — including changes in the coverage of the

system and the lax treatment of benefits - could be very controversial and would not by
therselves eliminnte the 75-year deficit in the program.
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