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, , ,'''This, Commission willbe ,asked to ,grapple with rear issues of 
! ' 

, entitlement teforms .•~. This panel, 'Iexpect, 'Will as!! ari'danswer ': 
" ,.. th,e tough q(Jestions.~.. [M]any may regard<[tl?isj'as a thankless, I 

, ! 
,', task~' It, wI/I not bethankle$s Jfit,gives·us'~ :strong and secure Ii', 

I 
.., • " . , , . " . "/ ,. . • . :: I} , ' 

and healthy American economy and society moving into"the 21st [, . 
I 

century." Pr~sident Bill Clinton . , : I 

, ~.' f. • 

( 

.', ." ... I 'J. 
, Through'outAmerica's ,history, eachsucceedirig, generation' has enjoyed "th~ " 

. " promise ·of a better standard! of living. ,The goal of this :Commissionis t9 'help\ '::, 
maintain that promj'se ,-- to helpsecur,e'for America's children a standard'of,living 'i' 

" tha'i~ better than 'that 'which 'we 'enjoy tOday.T.o .achievethisgoal,::th~ r 
, Commission wilrassess the"ne,ed-for entitlement ana ta~ reform and.makespeCific ' 1'1 

, reco'mmendations for reform to the President in December~ ',:" ~I 

I 
i " 

. ,,'These findings are the 'Commissiol}is first step in achieving its, goal. , The findjngs i 
I 

, : describe th~ economic future'thatwill confrOlli:Americans during the ffrsf quart~r 
I' 

f 
'/ ", of, the 21 st century 'if the ',nation fails to ,ad., The,: picture 'th~r t'hey paint is· 

u'nsettling.: The findings ~renot, however',~ predidi'on:ot the)uture.' They 'are the' t·, 

, product of simple,a~ithmetic Hour current economic PQlicies are not changed,. ' 1 
.' . ' . " . I,' .' '., ..,." ",,}' i ;'." " •• i 

I 
" ' ! I.' 

A bette~ future ,for America can be secured if the' country embarkS' on the course " 
9f long-term reform. We can 'help' Americans save afld in\(est in themselves ~nd , I 

, 
, Ithe country. We(can~ake the essential publi~ investments i~ our'workers ~'nd'oLJr I ,I /I, children. ,And we can maint~in the, strength of vitql government programs that 
I,, , s~pport and prote,ct many Americans., ,',,' ' , ", ' ! 
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',Finding #1,:, To ensure that today's, debt and'spending commitments do'not, ",I 

unfairly; burden" America's' children, the government .l)ust act I now.' A,' '; " 
bipartisan coalitio1n of Congress, 'led by 'the Presid~rit,must resolve the 19n9

,term ,im'balance'betwe,en, the 'governm,ent's ,entitlement pr6mises and: ~h~ I" 
, ' ' " ", , " I' 	 " , IflJr:td~'itWili have available to pay for them., ' "'",' ,', " , ,,' ' ": , ' , I', 

!.. 

;' 
I ' 

I ' 	 ' ',. ' , I 
,., ,\, " 	 , , ' " , ,\,' " , ,I

• 	 \ Alth,ough the short-term fiscal outlook has, improved, the long·:.term , 
, -situation'requires,Jmmeqiate' attention., ' For the ,ne><t five years;: the' ), '/ 

"Federal defiCit is p~~jected to average 2.50/0 ofthe economy, i~s 10W'E)st "'"I 
level since the !f97ds. After 1998, however,' Federal spet1ding is' i' 

, 'projected :10 grow faster, than r~venues ,which, will cause Fe~er~1 ',;" 
deficits to, rise rapi,dly" ' -, ": \ 

,,' 	 " " . / ~. ., " .', ..: . , . . .~. 
• , " In 2012" unless bene'fit grdwthis reduced or revenues are' incre~sed' 

: l',in, ,the' interim, ,projected outlays for e~titlerne-nts and interest' on: the 
, ,'n'ationa" :debtwill consume' all taxes collect~d ,by' the, Federal 
,government. ":, ' " , 

, " 
" J, • 	 , • Y, ., . .. \ '. .'.' ..' . . . ' ." , . ~ 

'til' 	 '-, In 	2030; unless'benefit groWth ,is reducedorrrev~mues are increased 
" , 

<in 	the' interim, proje~ted: spending for Medi~are,;~ Medicaid, S6cial 
""Security, and 'Federal' employee ;reti~enient pr~grams 'alone<will; 'I 

• 1 	 " , ~".' - ! !' 

conslmiealftaxes coll~cted by ,the Federpl gove~nment. -Ev~n if all 
, , , other Federal programs (except interest 0'" the natrona! debt) grow no, ! 
" 

, faster than the economy~ total Federa.l outlays woul~d exceed 3.1o/~ of' j 

, tne e~bnomy. Today, outlays are 220/0 Ofthee?Onomy and rev~n'oes 
• 	 ~ ,j •are'190/0., 	 , 

,,' 	 \ 

, " 

• "To pui' the long-term ,.fiscal imbalance in perspective, in 2030~ if no 
\ . " .,. .'": ' . . f', _ . !, 

action is taken in the interim, reducing the' Federal deficit- to 2.'5% ot 
the'econ'o'my will require a choice betWeen'incr,easJng;every, Federal, 

, tax by 850/0 ,and 'cuttingevery,Federal ,pr6gr,am and entitlement by . 
" more th~m half.', ' , I 
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I, ,,Current Trends, Are Not S:ustainable,1 ' 
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, " 
This:chart shoW$ theJong-term budget implications ofcu'rrent spending and tax policies. , 

, In projecting entitlement spending, Medicare and Soyial'Security,outiays folloY.' the : 
Medicare and Social Security Trustee~' -best eStimates.-', M~icaid outlays are assumed 
to reflect demographic changes an,d the increases in health care costs thatunderly, t~e, 
Medicare p~ojections. All ,other spendinga:ndrevenues are'a~umedtoJoliow ceo .: 
projections through 1999 and,to grow in proportion to theov~ran economy thereafter; , 
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Finding #2: , Toensurethel~velof private' inves.t-:n~nt nec~ssary for, long-
I' 

term' economic' growth ,and prospe~ity~ 'national "savings, I'!lust be raised 
s~bstan~lally~ "', r , 

, 	 I • 

'. 
, i 

Countdes that ~ave and invest more grow:faster and have'more rapi'd 1 .' 

, improvements in the standard 'of"living of their citizens., In the Unitep I 
, 	 , , 

" , ' 	 1 ' ' , ,States, d~clining privaie savings and large government deficit~ limit' I 

, , ' investment, ptoductivity, andeconomic'grciWth. ' , 
, ',,' , 	 ' 1 ' 

) , 
.~ 

", , .' , ',Since th,e'1960s,private savings have fallen from more {har) 80/0 of the ' ' 1" 
.' I, .'" 1 j '. t •• t , I 

economy ,to about5%, today. At the sam~ ~hl1e, governmentdefi~its ,j \' 
haye' incre~s,ed ,from less than '10/0' ,of, theecoriomy to' more than '30/0 ' 

, ' . ' 	 ',' 

1 ' 

i ", 
J, 	 ,today. ' , 

",' I 

, ',' . 	 , : ~., 'Asa ~esult, the\supply 6fsavings available for private investment; "net 
, , nationalsavings," has dropped from mor;e than 8% of the economy to ' 

'less than 2% today. Thisrestricts"American'productivify and growth: " 
. ' . 	 . : . . 

1 
, , 
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; .\ 

'I ' Our Competitors Save and Invest Mote ~~anWe Do:," \ 

'I 

,J 

,.; 

" , JAPAN, GERMANY \ "'\; ,EC UNITED STATE$ 
: ,I 

III Net National Savihgs, 1983-199i " 

GNet Do~esticlnvestment. '1983-'1992 
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,Falling Private 'Savings'an'Q. Rising 'Gpvernment Deficits 
,'Mean Less Private Savings AvC!ilable For,lnvestment 
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'"Fi~ding ~:To'ensure' thatf~nds\ar4!, av~ilable ,for, ~,ssentiar 'public 
':" 

,Investment~ and ,oth~r important needs ,such as education,Childre~ts, " ' 
, ,programs" highways, and national def~'nse,the' nation cannot continue,ito ' 

• .j '" 	 " "",' • ' .,,"',' ~ 1 ~ . . I 

allow entitlements to consume an ever-I~creasing, shilre, , of the, Federal ' 
. ,\ ' . . . ,,budget-. 	 . !, 

I ' \ , " 

i, ' I 

, ; 	 I' 

i 
" . . J .',,' '-' '"..',' I 

I• .Entitlement. spending and ,interest on the natiQnal debt consume more 
I' , 

! " than 600/0 'of Federal outlays today, double the perQentag~ of just 25' 
,ye'ars ago. ' 

, , \ 

" . 'I 

,'" The Congressional Budget ,Office projects:' thatentitlement spendi'ng . 

I • 
and interestpayme'nts will. exceed 700/0 of ,total Federal, outlays' 'by' 'I 

, ': "I 

, 2Q03. 	 ) "'1, ' I; , 

'. \ 
r ''. 	 By 2003, I,ess than ,~5 cents of every ~ollar Uae Fed~ral 'government' ! 

:'spends~iII be avail'ablefor non-defense discretionarY' programs tt;lat : , ' I 
, . , "-. '.' .' 	 ",' ~ 

can raise productivity arid cohtributeto economic' growth; programs,' . I 

:'\ such ·as! job trainil"lg and ~Head Start., ' " [' 
, . '-. 	 ,. ' . '. 
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Growth·of Mandatory Spending ·1 nThe FederaIB~d9~t 

'. ", I • _ _ .' •• _. ?::. . , , 

, ' , 

'1963' '19,73 ' " 
Mandatory Speoding , Mandatory, Spending' 

, .29.60/0' 45~O% ' I , c 

I 
, ' 

, I 
i 

. , -I 

'Net. 
Interest' ,. ' 

" , 

, ,, 

· I,. 
. . t . . 

I: 1983 ,1993 , 
! 

. Mandatory~ Spending Mandatory Spending' '; 


/' . 
,56.3% ,':, 61.40/0' ' 
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Firiding#4: To 'bel ~ffective, ,anyattempf,tQco,ntrolilong-term entitlem"nt, 

. , , .' I . '..~ _,' " , , ) ; ~, '- , ' _ ' • ii' 

,gr,owth, must t~ke i~to~ccountthe projected, i~cr~a~~s'~n ~~alth care ,cos~s. ' 
, ,_' "Ii , ' > 	 '", 

"\/" 	 i, ' 
,- ',' - ; ", _' , ... , ,_' , ,<.' .... ' i ', 

','. 	 The ,grq>wtH" of public 'and1private health care -costs poses: ,an ' 
immediate, problem that must be addressed~ ,,' "";: ' 
,! " ,''1 " , ' \ " " , ' •> " " :, " , ' ' r- " 
,Federali health care spendingh~s beeninc(easing 'at annual rCl~es 
averagin,g 100/0 or more, durihg the .Iast fiv:e' years, far- in' excess of 
o~erall ~conomic groWth. ' 'I, 	 ,. " ' 

.", 	 ,If the, inqrease ih health care costs is-not res,trai~ed, F~deral spendi'r19 " , 
on Medicare and Medicaid is, proJected to triple as:a percentage of the ,". 
economy by ~2039~ 'Federal health .care:spending' is projected ,I to ,'. ,,' 

" i' 	 '.' increas~ from 3.30/0 of the es,onomy today to 11.0/0 b~ 2030. 
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.Feder~1 Spending on Health Care', is 
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,Pr;ojected ,to ,Triple by 2030 
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.This' chart shows the projecledlong-termgrowth of-Federal.health' care spending. 
, as ~ percentage of the economy. 'Medicare outlays folloW the Me~:U98re Trustees" 
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"best estimates.~·, Medicaid loutlay$, areassuriled'to reflect demographic changes ' 
: " 

and the increases, in health care'costs. that,underlie the Medicare, projections. " ' . :, 
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'. Finding #5: To be: effective, any .tternpt to contro,I-long~terrn'e'ntitlement . 
'1 
I 

'growth . must also t~ke into, acc;ount funda,mentalciemographic changes., , ·1 
1 . ' , .: I 

• \ . America;s,' Pd~ulation isgro~ind'older because6f' ·Ionger life, I. 

( expecta~cies,·and. the.agi ng of the' b~lt)y boom generation. '. Today, . 
". : there are almost five worki,ng-age :persons' for each . person over~5.' 1 

.' J. 1 '. ." , , •.••• , • 

rr,.,2030,:when today's workers ha~e retired and today's children ,are 
,I 

, 

'.J 
I 

, 

r 
in their prlme.~or~ing yearsj'the Socia'i Security Trustees prc;>ject t~at: 

.:) , there wil;1 be fewer than thre~ ~orking~age Ipersons for each 'pers?n r " 

over'65.! . , ' , .. '. 
. " I " 

, " \' 

'\-, . ... I, . 

i' 
" .An Aging Population Means Fewer Workers 

", . • I 

, . \. i~'i ,To Support Each Retiree's Be~efit~, ,'. " 
, .,'~8~~-----~~~~------~~" , 

o,., 
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.~i '1; ~---"- ------~~~ 
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1950 1960 ,1970, 1980 '199() 2000: 2010 . 2020 
i . i 

, ,Social Security Trustees' Bas! Estimates . 
,
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! 

. " 
:1 ., '.. .' . " . 

1 

I 

• . The aging of the 'population iwillsignificantlv increase Federal health . i 
I .," care and ,retirement outlays .. 'Even if the, e~raordinary increases: in' i 

health c~re costs were eliminated afte~ 1999 (so 'that costs for each , i , 

, t • ,/ , , ' '. '1 \ . 

'person ?f a given' ,a~e . grew .no faster tha~ the e?oQomy)" Federal.' .1'-. 

outlaysfpr Medicare and Medicaid would still double as a,perce.nt~ge .1 

'of the: ~conomy by 2030. The aging 9t'the' p~pulation ',dri~e~< 
. "..! ' ~ "..'. , .. . . . i 

'combin¢a Medicare" Medicaid, ·and 'Social' Security spending' from ,: 
" about 8~/0,of\ the economyt()day to aoout: 140/0 of the economY, in ! 

2030.·,~ , ., , . ,' .. \' '," ' I . • . '; 

. \ . 
I . I
I.; : 

' . " ,'., j ','~, ' , . I ' • ',' " , , \"', ~ ':,'. '( I 

.', To. fund the' annual increases,in Medicare',' Medicaid, and: SoCial ! 
. '. ",. .". . , . . ," \ " : I, ..... 

Securityl spending, every Federal tax would,increase by more than , I 
"" 300/0 by r2030. ,_. " I 
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',Even if we ControliHealthCare Inflation~, 
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Federal HealthJCare Spending Double's I:)y 2030 ' if 
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'This chart divides 'the projected long-term growth of Federal health care spending into the portion 
itiat is attributable to the extraordinary health care cost jncreases and the portion that would remain 
even if health 'care Costs for eacti PerSon bf a given age' grew,no faster' than the econor:nv, after'1:999! 
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,Finding 116: ',To respond to 'the' ~edicare,Trustees' 'call 'to action and, ens~re 
Medicare's long-term viability, Mec:l'icare spe~~ting ancir~venues available for "I 

the program must be brought Into' long-te~mb~lante. Health care speQditag , , ' I 

must."e red!Jced,revenues, raised, or a 'comblnatiQO' of both.: ' , . "" , 	 ',' .. j. 
l 
i ' 

'...; 	 . 
, , , 

, , ' ." 	 , Medicare Hospitallnsurance,(HI).' The 'P.ubJicTrustees conclude that il
, I' 

I 

, (. f''th~'Medicare HI p'rogram'i'is' severely ,out of "finan<?ial balance an~is 
! 

" :unsust~linabl~jn 'jts ',present form'.'" Med,icare HI'butlaysalready, '!' 
, ',' exc~ed taxrevenpesdedicated' to the ,!program and are' rapidly , 'I 

, 	 ,", ','" I, ' " " ,I ' 
, " 	depleting Trust Fund assets: The Trust J:u'nd is projectedtd'n.in out 

, ' 

I ~f 	money by 200 L ,," , : 'I" / , ' ' 

i 
, , 

.... '" • J 	 , 

, , 

• 	 In the "ong, run, the situationgets,e~en worse.• By 2030~ projeded, : ' 
,'Medicare HI ,outlays exceed dedicatedt~ revenueS by more thanSC%' ',[" 
,of the payrolUax base. If the increase :in Meaicare HI outlays were ',i 
paid for by increasing payroll 'taxes,' the Meqi,tare payroll ,tax r~te ',,' i 

'would increase 'from 2~9% today to more than 8% by 2030. ' . " ' 
, 	 ," , ' '" ' ' , ,I, " , ' 

. \.j 

I ' 

• " 	 ',Medicare Supple~entarv Medical Insurance, (SMI)., "The Pu~lic",;' 
Trustees urge ,'!prompt, effective, and decisive action ..." to ensure the 

/' , lo~g~termfina~dng ,of Medicare·SMI.' Today, '75o/~ 'of .Medicare SMI 
.. 	 , spending, is fundeo from general revenue's, while 25% is .from, !'. :, \ 

premiUmS paid by beneficiaries. " ,',' ' "/, , 
, 

, I 

~ \ . 

,.", In the long run, the Trustees project- th~tMedicare sMI outlays will, I 

,rise 'from just over 1% .of the payroll tax ba~e today to more than 70/<\ , ['" 

of:payroU' by 2030. If individu_al income taxes were ,'used to payfo~ , 
'this fnc~ease'in Medicare SMI; income/taxes wguld increase by, mbr~' ,!" 
toan 	300/~. ' , ' " ' , 1, 

:' ! , !. 

,t, 
,. ; 	 " ' 

I, , ' 

; \. 	 . . r .. 

I.' 	. 
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I· 
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Medicare HI is Projected TO,Be'lns,olvent ~y 200t 
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'.' Finding #7: TO respo~d to the Social 'Security Truste~s'. call toaction;and 
" ' ensure the lon'g~term viabilitY ,0fSoc'i~' Secutity~ S()cial SeCU.ritY spending 

and' 'reven~~s . avaiiable' f9r ,ih~ ,prog'ram must, be ,bro~ght into, lo-:-g-te'~m' 
: balan~e. Social S~curlty, spending. must be reduced, revenues ,rai,sed, ora·1 

',' combination of 'both. Any .avings that r:esult'should be ~sed to'restore the ,.!, ,'. 
. 	 " -, I ' 

, long-term soundness of th~ Social Security Trust F~nd. , , ' '1'.1 '" 

'. \. 1r 
, 

,r :'" i .' 
. \ 	 ,. , 

• 	 Soci~1 S~curityis' an important' 'source of support 'for' 'manyoflhe . 

.' nation's' citizens'; , Today, .the poyerty rate ,fo.r ,se,r)ior house~olds: is ,! 
about 13% 

{ b~t without Social Security, itwould ;increase to about' : 
50% . .'Social .Security provides' 90% or more, of the 'total income tor -'~. j -, 

.' alrDost ,half of;the 'seJli.or hous~hOldS. b~lolJV' the poverty line':1 .' . 
,. , 

. ., . The Public Trustees believe,thaL "legislative ,action .is· needed' to· 
:',1ensu.rethe!ong,"·r~mge financi~liritegrity ;.of 'the [Sotial ' Security]' . : 

, '" . . . I 	 " .,I 
i. program.", " 	

· " 

• 	 . Once the .baby b09m g~nerati~'n begins to retire Oin 2010; the cash. 
, ,;,.flow ~urplus froni Social Security will·rapidly: decline.' By 20'13"Social 

, Security benefit payments will exceed the ta~reven!-les d,edicated :to .' '. !. 
". the program. At that time,. the cash now shqrtfalls in Social, Security ! 
.' will cause. the total Federal deficit to increase unless taxes are. raised '. l 

I" . " or programs are Cl,jt. ' 	 ','" I. 
',I 

\ . 
, 	 " , '" , . 'j _ I'.· " < , • 'I ' 

, ... The Tru~t Fund is projected to run' out of money in 202,9. Atthattime, ! 

projected 'outlays will .exceed.tax reve'nues by mOre than 4% of the .. ' .1 

, payroll tax base.l~ this shprtfall w~re p'aid[ for· by incr~asing. payroll' . 
. 'taxes'; the Social Security payroll tax rat~wo~uld ris'e frorn12.4% tbd~y, i 

.. , to;more than·16.5% by 2030." .' . , . 
I ' 
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',''Are these the' $hadows of the things' that Will be, ,or are they', 
,I 

shadows of the things that May be, only?;.. Men's courses will 
. ' \ . ~ -' - , " ~. . 

foreshadow certainencls, ,to' which, ifpei'severed in, they must ,r 
Jead..~ 'But if the cO,urses be departed from; the ends will change., ' .,.' .- . '. " 

Say It Is' thus with what you show mel'" .Charles Dickens' A ", 
~ '- ~ • I , , 

',_ I

Christmas Carol ' \' ." 
, , \ , ! . 

.:, . .' . , , ~, 

'\ 
" America·dan change course., if the government acts soon, it dm ~l'Jsure thaHutlj:re ' , 
generations are ,not unfairly' burdened" ~ithtoday's debt"and' spendlng- . 

commitments., It can ensure 'public ~mdprivate investments that are neeoedfor 
,\..' , ' " • " ' I ' " 

America's future prosperity.': And it can ensure the .solvency qf the Medicare and 
Social Security Trw~t Funds, th~t are:animpbrtantsourceofl support and, security', 

, ,for many Americans. 
I ' 
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"',Sources 'and Assumptions ,,: . , 

,i 
i ' 
I 

,.' The projections ',Presented ',here are intended ,to mustrate IQng-t~[m tr~nds, in the direction a~d 

,magnit4de of future outlays and reven~es..The approach' is simpli~ed ,to pro~ide 'clarity~ The 


,'projectiOns 'should' not be viewed ,as precise dollar estimates~ :" " ' , " , ; , " 
 , 
I' I, ' 

'Elndlrig~1,/ ,'Current' Trerids Am Not Sustainable' • 
" 

, 
, 

The economic:' and demographic ,projections (e!~g.,populationJ GDP ancj nominal interest' ' i 

, rates). used in the ~nalysjs ,are from the '1994 Anrmal Report of the Board of Trustees of ~the, ',,: 


Federal .. Old 'Age ,and Survivors Insurance and Disability ",surance' Trust Funds, inCluding ,I 

, unpublished', 1 annual ,data ("1994 Social'SeCurity Trustees' ,Report"). ,Entitlement, Spending ,~ 
", includes outlay' projections for Social Securltyfrom Jhe 1994 SoCialSecLirity' Trustees Report; , , , 
" The outlay projectlonsfor Medicare and, Medicaid ,are from the:: 9hart accompanying, ,Finding, 
,#4. Outlays forentitiements, other, than Social Security, Medicar~, and Medicaid, areproje~ted , 
" through' 1999 based on CBO. estimates 'from CBO's, The, E'ci)nomic and, Budget' Outlook: ' 

,Fiscal"Years 1995- 1999, JanuarY 1994C'1994 Budget Outloc;>k")"After'1999, the'se other 

'entitlements are assumed to grow in proportion,' to GOP .(M!,' Federal 'civilian' and military , I 

'retirement progr~ms '~re'projected to hea constant .9% ofGPP), Discretionary Spending "I , 


is projected ,through ·1999' based on 'CBO estimates in the 1994' Budget Outlook"·(which, 

~ssumethat thediscretipnary 'caps are 'met). After 1999, ~ Dlscretlpnary Spending 'is: ; 

assumed to grpw,' in pr.oportion' to ,GDP', In determining annual deficits" and Net"lnterest, ' 


, ", 'Federal revenues are assumed to follow' CBO projections: from the, '199'r Bl,Idget 'Outl.ook. 
. : through 2004 andJo"remain a,constantpercentageof GDP (1e.8%) ,after 2004. ',' 

, .'." ,
"~Indlng ,#2 ' Our Competitors 'Save/and Invest More Than, We/Do ..!, 

,", '. '.' . " .,: ' 

The data are fromtheOECD'~ National Accounts. Main 'Ag'greg~tes 1960-1992,"VOl.l(19~3)" 
, ' , I " . fl •. ,' .. " < 

. ... . "I' '.' . I .,'. • ,'.' , • 

Failing Private Savings, aqd Rising 'Government Deficits 
'I', " I

Mean Less Private Savings Available For Investment ','" I . 
• '" • •• k ,-' ',.' 

'/. I / . ~I 
The: data are derived from the Economic Report of the President; FebruarY 1994' ("1'994" , 


'Economic Report")." NetPrlvat.~ Savings is the s~m of personal saving and grossbu~iness 

,saving, ,reduced by 'consumption of, fixed capital (Le;, depreci~tion), "Net National S~wlngs, 

is Net Private Savings reduced, 'by ,Federal deficits 'and, increased .by stat~ and 'local 1" 

government surpluses (which were .04%, .86%,: 1.06%'and .18% of GDP in the four periods). , 
" ,I \ . . ,. , ' .. ".. .' ' ", • • ""","', " ':, I" :' 

, , 
. \, .' ' .' • . ,. , I' . 

I",Flndlng#3 Growth: of MalJ~atOIY Spend~ng, In:The Fede~a/~,!.'idget 
! \ ? t 

1D,ata on outlays 'by 'type ,'are .from 1994 Budget butlook.' ~'For simplicity, 'the total' for, 
, 
, 
I 


, iEntltle'mentsincludes spending that, is generally referred' to 'as mandatory spending (bther 

'than interest), a.s'well as 'offsetting,: receipts and' deposil:insurance premiums,' For':this 

purpose, Mandatory, Spending is the sum'of Entitlements and Net Interest, 

, " '- i ,. t' .' .'" 

Flndl~g,,#4, "Federal Spending on Health Care is ProJected, to Triple ,by 2030" 
i, 

,I ' '", ,! ,'...;,,' , . . '. I' • '.' ; • ' I 

Outlay projections fer Medicare, are from the 1994 Annu'al, Report of· the Board of Trustees, 
, of the Federal .Hospital 'Insurance Trust Fund and' the 1994' Annual Report of the Board of i. 
, Trustees of the Federal Supplementary Medical, Insurance Trust Fund, including unpublished' ,i'/, 

, I 

I', 

! 

1 

I 



I, 

" 

i 
1 ' 

, 	 \ 
! 	 ' 

' ,', ' ' ' , ',1 	 ' " '" , , 

,annual data ("1994 Medicare, Trustees' Report~"). Medicare spending is reduced: by SMI 
, premiums paid, QY enroilees." The'Medicare Trustees project SMlpremiums ,through 2006: " 
After.20Q~,· the chart maintains the relationship betWeen, SMl'premiums 'and MeSiicare SMI'! 
outlays that the Tru!?tees' project for 2006. . Medicaid outlays are assumed, to follow C'BO, i 

•estimates' through 	 2004 'from ,the 1994
1 
Budget, Outlook. After 2004 t Medicaid' spending is' " 

projected using a simplifield outlay model. The model assumes' that Medicaid, costs per I ' 
'member of specific population 	groups~, persons 65 to 84',persons 85'and over,' and the r 

disabled)' grow ,in 'proportion' to'the projected ,increases in Medicare cos~s(after adjustment 
.for d~mographic ,change). The model, adjusts total,; Medicaid 'costs to' reflect· projected, , i 

changes in' the demographic composition ,of the population' from the 1994 Social SeCurity, t' 

Trustees' Report: ' , ' , ~ , " ,( .': : 
" 	 , . . 

, ', 
,Flndlng#S 'An Aging Pop,!latlon Means Fewer Workers ,', ' 

To Support Each RetIree's ,Benefits 
1 
I ' 

',I ' , Population history and proj~tions' are from' the 1994' Social Security 'Trustees' Report. The 
'Social Security Trustees' , Reports generally present a similar ,chart which compares cov~red' 
workers' to, beneficiaries., If the chart' were formulated ·inthat manner, the, ratio of covel-ed ' 
'workers to beneficiaries would be'16.5, 3.4, and2.3,for1950, 1990,'and 2030, respectively.' 

• ; , ' , ~. , , • ~'.' " 	 " i' . 

Even If we, qo~trol,Health Care InflatlQn, , ' , 
,',Federal Health Care Spending Doubles by 2030' 1

, The Quiiay projections for Medlc~re and Medicflld through '1999 are the same: as rn F~inding • ' 
#4. Forye,arsafter 1999; Medicare HI, Medipare, SMI, and Medicaid spending are projected 

,based on simplified outlay' models... The models assume that Medicare, and MeQicaid, costs ' I. , 
,per member of specific population groups ~, for Medicare ,HI and SMI; persons ,65 to 69, i 

, persons -70 to 74, persons 75 to 79; persons' 80 to 84, persons' over 84, and the disabled) 
, , 

, grow in: ,proportion ,to GOP per worker. The models adjust total Medicare HI, Medicare SMI, 
, and,' Medicaid costs to reflect projected' ,changes~,' in, the, demographic comp¢~ition: of me 

population from the 1994 Social Security Trustee's Report., :Medi9a~e SMI spending )is 
'redu.c~ by 8Mlpremiums paid 'by enrollees. After'1999, the chart maintains the relationship 
betylfeen' Medicare:SMI pr~miums and outlay~ that the Trustees':project for 1999. 

• - . 	 ,'. L 

Fhidlng#6, 	 Medicare fills Projected 7hBelnsolventby 2001 
" I, . I , ,\ '. f • • "., ~ 

,, 
, ,Projected ,Medlc~re HI Outlays and HI Payroil Tax' and' Bel)eflts Tax', revenu~s are' from 

the, 19~4- Medicare, Trustees' Reports. Benefits TaX revenue('are 'projectooincome, tax 
receipts' from, the taxation' of $9cial S~uritY benefits that' are' allocable to' the Medicare" H I 
Trust Fund. ,.., 	 " . "" 

, (, 

-
Finding, #7 	 Soctalsecurlty Tax Collections ExceE!d Current ' 


Benefits, But Aren'i Enough' to Fund Future Promises 
 ,
" ' 

I, 
~ I, ,Projected Social Securlt'y Outlays and SOCial "Securlty "Payroll' Tax and B~nefltsTax 

revenues are from the 1994 Social Security 'Trustees'Report. Benefits Tax· revenues are 
projected ,income' tax' receipts from, the' taxation of Social SecuritY benefits ,that are allocable· 

, to the Social Security Trust Fund. Arguably, 'receipts' ,associated w'ith theSoci~1 Security 
, '; payroll tax are overstated 'because • they ~renot redu~ed by' the ,lost inc:omet~ revenues ' ,,resulting from 	employers deducting their portion, of ,the payroll 'tax. . '. , , ," , ' ,,: , I 

I ' ,,', ", • • 	 ';\)' 

.~ , 
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" 
-c ILLUSTRATIVE ~U.,?GET OPTIONS -'. STAFFDRAFr

-
/ 

Impad inFY 2000 .' 	 Illustrativ:e funding and magnitude·in FY 2000 
'Likely deficit IJ:lv~trrientincreaSe. 'Nafl savings 


. Option- (\15. $1678 in FY95) 'overFY 1995 ·rate· , Sources ($8) Uses ($8) 


.. <,"Steady 8ta~" -. '·$223 8 $2084 3.00/0 . 	 .... . - Incremental increases in. ' 
';' 'I' 

cUrrent investments,.irtcl . 
'." , '. ~ < .- . . fina.ncing of crime pill

'. '-. \~-; "Modist:~lftctt~"· })I~90B .. $328' :v., :. 3.4%' - Tax savings: $22 8· . . - Increment aboye steady state 
:. '·Liniite~ increase in.;' . - . .Entitlement savings: $158 to be applied to children's' 

.:. >public !Snd pn.vate .'.:. .:. - Debt serVice savings:'SS 8 programs (including. . 
" . '. ';. 

':···.investment . .. (inCluding adjustment of education,school"to-work, 
. " ':retirement age to solidify and urban initiatives) 

; . '.';:. Requires $45 Ifo/budKtt ~8s·in~.2000" $169 Bwe:fifJ! years ' fund ing of SOCial Security) , 
.. ' . . 	 '.'. . 

,~.. 	 ' l 

,~.~.)' ., 

;:~~ $1598 	 :$44 8 . :3.7% , -.TaX sa"ings: $44 8 .. - 'Increment above steady state ;', "Sipificant neW; , 
.: -:; prlorl~e8" . ". '- .Entitle,ment savings:. $29 8 to be applied to children's . 
'" :,Greater change in . - Debt service savings: $15 8 , programs (including . . 

'alloCat~6ri 'of resourees 	 -(i"c1u~ing more ~tensive edu!=ation, schoql-to-work, 
~; .  reforms) . and urban initiatives) 

RequireS $88 S'of Iiu4gt~ s4vings In FY2ooo, $330 BoverjiVt years - Plus life-long learning and 
. infrastructure . 

..··"TrUly bOld" 	 -0, $608 5.4% -Tax sayings: $1328 - Allow~ full implementation ! 

, 	 Dramatic increase.in . . - Entitlement and discietion- . , . of original investment . 
public and private . _ ary savings: $85 8 program, including national 
inveStment . -. Debt Service-savings: $46 8 service,school-~ work, etc. 

Jincluding bold reforms) 
Requires $263B ofbudget _gs In FY 2000, $633B mierft~ years, 

.; ;~.,,':' '. ·Assum~~ntinuc!d,in~e~tal ~ifting of discretionary spending towar~ th~ Administration's investmentS through 1998, and use forinv~tment.of all 
.. \ • ". . , . " .... . • .!. . . '.' . . ,', .' ... 	 • 

of the ass.uined upward:i,rtf1ation'adj~tmentfor discretion~ry: sp!!'IdiOg inl99ll and '2000. 	 '., '. . , ..'. 

. ,':... :', i'~:;€"i':::. . .. . ',' ";"t:{,, ,... > 'B/3~6:I~PM 
>. .. , 	 . . ' .... ", '. ... ~. ..' 
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ILLUSTJt.MiI'IB souaczs or BUDGft SAn.GS 

"._a••, 
'- It.. 

Suspend indexing, for one year 

; n Repeal indexing 1"'-I 

Eliminate lower'corporate'rate 


.' Cap' mortgage'deduction at $300,000 of. debt 


Cap mortgage,dedu~ion at' $20,000 of interest 

($12',000 for sinole.persons) 


"Limit S~ate and local tax ,deduCtions to excess o.er 
 $7.7' 
'.'1 percent of income 


Limit charitaJ;».le contributions' d~ucti6n.1:o excess· 
 ' .$9.5 
.	over 2 'percent of income·, 


Limit ~alue of itemized deductions to 15 percent I $67.9. 

'" 

Decrease limits on contributions to pensi,ons ,and.' : '1"'$1'.4, 

profit-sharing plans 
 r , .. , 

! f' 
.'.· ImPo_se, 5 percent tax 'on ':lnside pensiorillRA buildup I $13.6' 

· Tax;,eaiploYer ...paid life: insurance 'pr~iUmB': . I $3.5. 

Ta.X:85, percent- of"~ll ~f 'sociaLse6urity b8n~fits'$23'~8 
Tax:SQ . percent ~~;'all~ ~f·~6cial. :S~C~r;itY~:'~nefitf'~,:r$1}~'6. .. 
below current· 85 percent..threshold .,' ~ .. " .,', 

Tax:. inside buildup of lif~ in~ur~~c~ products ";;. . .' l$s."3 . 

ExPand Medicare to 'all State/loca'l employees $1~5 ~, -"".1,", 

Expand-Social;Security to: a1-1 State/local employees' $2.9' 

rcent of 'ca ains frOm ... home s8.1es $5.5 ' 

Ena:ct carryover basis .for capital gains $3.8 

CUt, the estat~~' taxunified':credit b;"about"halfl $4.8 
I . , ~ ,~ ; -', . ~ I,',' , .'. .'1 'I·' , . 

,,~,~ :.' 1'$0:7 ..Tax credit unions :over:",$lO lilill1on":'!n"ssets" 

Repeal tax prEtferences' ,for extractive-· industries I $2.2 

· Elim!na:te' pri~~t~;;;P~~8~taX::,ei.·bOnd8'··' '1'$i~9"
'. '\ capit~ii~e '~~st~'~;oi:pi6d~cino'ti~~:');':' ::':.. '. 1.'$1·~3 ' 

Repeal' "~iCOh~':{'fil~i~" ~~~dit:and:·~rii~{';~~i~e 't'~,~" 1'$('~:1~'!
exemption' \. . .. :.... ..,' ..' .... :-:.',: .. 

j :r;mpos~ a 5~icEtrit.~~1.~~:::addEtd.:t(~C wit~..~x~Pti<?,~~ I; $96~'9~' 
for food". housing,·. "and medical care' . ;"".;" ..' ',,~ ...;, 

Increas~.mO~or'f~el: taxes by 10 cents.'·per·9a116~~.i" 
/" each 'year for :5 years .,/"'~ .... , ,".:' '7':··:,.,,::' "'''', ;.,:: ',: .. ' ..:.~:'.:.;, 

~
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agriculture deficien9Y payment'target pri~es I $4.1 
\ ' 

,Eliminate thA' 1I'!V'l"Il'l'l"'+ 

I Eliminate'the,'Harketpromotlon,'proqram',~:! 1$0.1' ';'1., 
Increase dairy assessment... J. ",' ":• $0.3,' , 

Charge for ai~rt t~kec;ff' and. land.1n,g 8lot~ ," $0.3" 

. ~ .,.-: 
. '1.'5' 

I g----- --_...... -_. --'"'--- :11.' 
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E X E C UTI.V E.' OFFICE o F THE PR E SID E N T 

02.-A'\ig-1994 02: Q3pm, 

TO: (See Below) ~ll~rrL\ ,I . 

FROM: 	 Margaret P. Smi,th , Q.brl,\Y'V\\'sS·r ()y) . 
EcoilOmic and Domestic P~licy 

SUBJECT: 'NEC Meeting with .the President 

On Thursday, August 4 .the NEC.has a meeting scheduled with the 
President. Issues. ating to the Kerrey Cqmmission will be 

- discussed. Thi~ is a IIPR~NCIPALS ONLY" meeting with .no 
substitutes. The meeting will be' held in the Cabinet R~ from. 
}0:30a~m. to 12:30E..:.t;n .. P<;:trti'cipants in this,meet~ng WiLL be: ' 

Vice,President 

Secretary Bentsen 

Secretary Brown 
 ': : 
Seciet~rYReich , 

Laura'Tyson 

Alice Rivlin 


-
'Carol Rasco 

Leon Panetta, 

Roger Altman 

Bob Rubin 

'George Stephanopoulos 


I 

:Distributiolf: 

TO: FAX (96-22-0073,Secretary-Bentsen) 

TO: FAX (9395:"6958,Laura Tyson) 

TO: FAX ('9482-4576, Secretary Brown) 

TO:. FAX (9622-0404, Roger Altman)


. TO: ,FAX (9456 2883, Leon Panetta) 
TO: . Valerie M.· Oweris I. 

TO: FAX (9219-7659,Secretary Relch) 
T.O: . -Kristin A. Schneeman . 

. ,'1'0: Patricia E. Romani 
TO: Heather Beckel 

.,TO: Linda J. McLaughlin 
TO: Elisabeth .L. Lindemuth 

, 	TO: Paul A.- Deegan , 
'TO: Matthew L.' Miller 
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Sylvia M. Mathews 
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,EXEClJ'TIVE OFFICE ,OF THE PRESIDENT ,,:' 
, 	 , j , 

,OFFicE OF MANAGEMENT AND BUDGET , 	 , .' . " I' 

. , WASHIN,GTONi D.C.' 20503 , 
, " , ~~ 

: " , 

THE DIRECTOR ' 	
. " 

, ", 

, . 
'. , ... 

'J 

, MEMORA~UMFOR, THE'f~m:SIDa-rr., 
From: 	. ' Alice M.Rivlin : . . '., , ". .'. 

\ I I 	 ~ , .. ' 
i! ..,,' .' .':- , " " ,,- ~ ,', - I'·· ;' . ';', ' ;' " . " 

Re,:, .,' ',Meeting on budget 'and ecoriomic:agenda for 199$; and 1996 ' 
" - . , ~, 	 . ; , . . 

, ' • ,_4,_ ;" 

',{' . 
('; ; 

, " , The purpose of this m~ting is to start a ,discussi~n'lbOu~ the maJor'foC~s ,of econonuc: 

,and budget policy for 1995 and 1996. . ,; , '., !, ", ' 


\ I ''. _". J ...,.,:".'. :", ,_e'.' ,',-. ~ " , !. . ,~ ',". I ,. " 

The time is right. We are coming"up on the mid~int ofPte fj.rst'term~This is the " 
,moment'to take; stock of how far we have come; what remains to be done"and what policies' 

.-' we want to have in pla~ orwell underWay.as wemov,ein~o the'1996 election." '( 
. '" ' " • ," " ,,' ",', . ' j 	 , 

, I" There will 'be both OPportufliti~s and ,pressures in the ne~t few months to articulate 
, new themes and emphases 'and translate them =into, concrete 'propOsals: Final.decisionson tile ' 
,FY 1996 budget (the last full budget of this Presid~tial tem) will be mad~ in December.' " 

'. The Kerrey'Commission is due to report on ,December IS and we,will want to respond. Th~ . \" 

'State of the Union address will mark the mid.:pointof the term:. Ifwe let this winc;lo~ 'of ... 

opportunity pass, we will riot have ,another window inwhicn 'to formula.te po~icies with a .. 

significant chance o'f implementation before ,the 1996 eiection. ::' ..', ',:, " '.," 


. 	 ,,;'" ' -, ' f , ' 

We: have already accomplished,a.16t and 'have muchtcf:be proud of: 
, 	 , . ".. ' , . ," 

, " ," , '.' "." .: r' '\. , .. . _ " ., i ,

• 	 , the deficit has come down faster thari any of us believed pOssible when we, put the 
economic plan together;, . " , ' , ' .', ',' " , 

, . , 	 . "" 

• 	 ,The i economy is growing at a healthy-~but 'ri~t ,tOQ rapid--rate and inflation 'remains, '., ' 
low; . ,/' ',~,: "'" "',' " ", :'. ',' ':. ,,' ',.' 

.. I' ' 
, , . . " ,. \,' ", 	 ' . 

, we have,increased funding, for ,a wide range of productivity-increasing puplic : \ 

" . investments-:'in inf~tructure; skil,ls arid educa~on,~djtechnology;,'; " . 
'j 

, .' , " ,,' , " (., 	 . , 

, .'
'. " • 	 • "i "

• 	 we have launched significant reforms, suchas GOALS 2000 and School to Work~ .and 
,improved tools for fighting crime; " - I, " 

. . r . 
'> ' ,. , 

.\ 
, ' ' , ..	 '. we ar~ reducing the. siie· of,:the federafworkforce and demo~s~bly movhig"towaid'a , ' 

. government-that works better, costs iess an,d 'merits increasing public confidence;",' 
. 	 !., " , . ' , ,It 

., ,we have stren~Ptened American'exportprospectswithNAf~Aand (soon,,'Ye,llOpe)
"GAJT. " " ,',; j , '\ 

. , i 

'\ ' 

http:formula.te
http:underWay.as
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' 
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" I 

.,Given these ~~mplishinerits~th'e .magnitudeof ,the legislativeage~da still ~ndirig on 
" 

\" '. 
"the Hill, and, the 'prospectof a'lesshospitable Congress after tpe,election, it 'would not-be ,. 1 

'. un~nable to devote 1995 and .1996 to, implementing health care reform,passing welfare, 
refQrm'and.reemployment legislationand'corlSolidatirig the gains already made' on other '..:. 

' fronts. Iildeed, ~s "steady'-aswego" policy may well be the WisesfcO'u~se.. " .. 
, -. .' ' '.:. " . " ., . , - ,- ~ 

, -\ 

But there is' alSo a .. ~ for a bolder pOlicy 'that:~e$ major!'n~w Steps 'to 'improve the 
~nomic future of average Americans.. Polls show the public is still deeplyooncern¢ about' 
the longer 'run ecOnomic outlook, which may help e",plainwhywe;have,gotten sO litiIec~it . 
for the accomplis~mentsofthe.last eighteen 'months. ' Moreover,'-there ,are lre& 'b~s for'.' . , r'. 	 ' " .- -,. j " .' . 

-these fears about. the.future: 	 / '. ,I ,. 

• , with~ut signifi~tly hi~her,growth,in productiVitY, the, standard of living 'of ,.' 
average Americans will continue ,to' grow extremely slowly even when the . : "" 

',economy is not in recession--and thoSe with 'low skills ar~ likely to fall 'further 
behind;' . 	 . . . .".;; :.'. ' , " .." 

\. ~,' • -. 	 , " "I _ ~ . --: ,

• 	 th¢ increased private and public investmenf,needed to accelerate' growth in 
prOductivity and wageS 'is unlikely'to materialize without further'~ctionf .. 

'/ . 	
" ' , ':, 

, ' i :,. pri~ate 'investment will be inadequate,because Qui lbw private savings rate, . 
combined with continuing federal deficits 'will'rest!ict iuitiorial' saving~-and, ., 
even if health reform su~s$fully 'Controls future increases in federal"he3Jth,' 

• ~ f ' .costs, deficits are projected to remain substantial. (Our current foreCast, . 
) . 	 assumptions put national savings at less"than 3% ({GDP into the ne~t century 


v,s. 8.4 % between 1947 and: 1980, and net privatedomesticlnvestinent at 4 ,to 

4.5% of GD}>,down more than athirdfrolTl its 7.3.% averageoirithe 1950s': i " . 


, 1960s and 1970s)·(See charts A and:B attached ori;thelong~terin,deficit and 
savingsoutlook): '. "" . ',: ',' " " , 

. '. 	 ,", \' ,-: '\ , " 

public investment will be inad~uatebecause freez~ngdiscretionary .'spending'to 
resti:ain deficits--combined ..with Congressional resistance 19 further cuts in, ' 

.: other .spendiQg-~will Continue to. make increases in, federal' investments 
: ag~nizinglydif~cultto ach~eve~' . :'" ,'; ',,' '. . 

) , ' . Hence~ bolder steps designed' to put the ~nomy on'.a-I'QQr~certaintrack,to~~d a 
brighter long-run econpmic futureshoul,d be seriously Considered. Indeed; we'mayJeel freer 
to examine such stepsthis year as opposed to last,' when our need to assure a ,clem' . , .. .. 

< ':'Congressional fOCus on health ,placed a-prerilium-o~"3nunCompli~~ bu4get (Le wi~ no . 
reconciliation bill). The overarc~ing threshQld question is whether we believe the, ",steady as 

·.we·go" scenano is politically arid subsmntiyety ad~u~te. Within this context; ~t least tliree 
'basic and interrelated,.questions o~ght to b,e~is.cussed,and as~,ssed'in·light ofthe poli~ca1 . 

"and substantive issues they raise:' -, . . 

, .' ,2 '.' .1 ",' 
, ' . .~, i 

'J ; 

'f' 
\" 



.. '. ,
.,1 ., ' •• \'/1 •.. .' ./ . ,,' " 

'. \.. .' 
,'~ 	 , ' , " , ' • A, , ' , 

Should further deficit reduction-involving erititlementrefonn or tax changes, ' 
" , since more cutSbi diScretionary sPendirig are likely to ,undefmine public " ' 

'investnient~be undertaken' now?Jfso, bow much ,.nd whatlWld?, ' " 
, 	 , . '. " , ".. I ':-". ~', . 

'. , '··'Substantively~'ifwe are seriousabOutralsi'ng'national savings ~d~us the dOOl~stic ' ,', ,., ',' . 
funds available for prOductiVity-enhancing private, investment, then further deficit 'reduction 'IS 
fequit:eci. Options to increase, private savings,may,,~ worth ;exami~ng as well, but none' ,', ',',' 

, 'increase national savings as reliably as deficit reduction does.. 'There may also be short-term ','," 
• 	 I economicbeneflt;s til a second round of deficit reduction,inc1udi~gilowerlong-term interest' . 

, 'rates, as'Rob Shapiro and otJlers have recently argued,,' ~" "";' , , '," . ' '. 
. . " 	 >, . • ' , • .- ' f' ',',' . ';:r . 

" Politically, further deficit reduction maybeittractive or ev~n imperative. ]f a health 
,plan passes that i~ no mpre than defiCi~,neutn,ll; we will faCe projections of rising deficits as 

'"we go into the 1996,e1eetlon and no 'longer,be able to point to defiCits "on a.'downward,' , 
path." Moreover, if we, have no deficit teducqonp1an of our own: we may lose control of ' 
the action, in the next Congress. Successors to Penny~Kasich arid "A to Z" eQuId lowerthe 

, discretionary caps and ,decimate our investments;, stringent entitlement' caps ,Could force, ' 

" 

, entitlement changes not of 0l!r own design: , " ~ " " ' ' 
.. , 

, . 	 "r . " ., .., " '. . , ", ..: 

" , " If such con,siderations outweigh those urging, th~t we stick to our' original budget ,', 
, ' blueprint, 'the qu'estion of "how big a paclc.age and with whatcomponents7", rel1lains. Since, 

" 
i 
' ~ntiUementrefo~ or·~,(induding taXexpendit~re)changes would ,be essentiallO reich any.· 

significarlt amount of deficit reduction, one threshold question is whether,the political climate, 
,afterthe,fallelectlons'YilI permit-thebiparti~:effort nee;ded to a~hieve this, and what role '" 

.'theK~rrey Commission can' or should phlY in this regard. ' Alternatively," is ,there a one-' .,' " ' 
partypac.kage that would,stm deliver'enough further deficit.reduction , to' show. meaningful, 
,prQgress'1 Should anypaCkage'jnclude ~efix forSocialSecuritY'sJoilg~term problems (see ;. ,,' 

,more below), or should this 'issue be deferred. until after 1996'1. ,;' 
, ',,_ .'1 

'.': 

~.' . Should the long':'l'1Jn struduralproblem'of Socbl SeCur~tybeaddressednow" 
, ,, po.~ibly 'in conjunc~ion with private pension refonn? ",:,," . 	 , 

. - ,':'. 
\. 

The intetest in'~ntitl~ment reform could be focused oil res,trl!ctunng public aIld private 
provisions for retirement, to increase future 'individual, security, anp raise national'saving at the, 
Same~me.'Comprehensive reform of Social Security could restore ~at systi!:mtoeac~al 

,,' b~ance and reassure,; cUJ;Tent1y contributing 'baby boomers, that adequate benefits will be there ,
for them when they 'retire. Such reform might make ~ cOntribution to near-term deficit ' , 

' 

"re4uctiori, as well. Simultaneously,'changes could be, :made in ppvatepension systems· to" ' , 
. make, them both more 'aff~rdable andrriore portable, ancpo make saving iii theform of 
',. pension .co~tributions more attractive at Jill income, levels: " ' 

'Alih~ugh to~chitlgSoCial Security'is thought tb be a political "no-no~ -restoring the 
system'to' health and assuring that it 'Will be, there for the ba\>y- ppomers in retirement could 
tum out to be a· b~g political plus., ' , - :," ,,' 

" 	 . ; . 

.' ," 	 " 

, 3 	 " 
"i . 

! 
" ' 

I ' , \ 

.: . . 

~ '. 	 " " 
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. . . "" - . 

~bouldtbe AdminiStratio~'s investmeqt program berefocussJ!d (or increasedlJo 
, 'make a more substantial and visible impact on. some aspect o(,tbe Nation~s <'. 

future-for'example,'a bolder errort on educationand,training:or II more', 
cOIlcentrated I!ttempi ;to revitalize cities?', ' "', J 

.' ".'" "'. • \ ;' r • J , " , c' 

, The public investJ!ientagenda, we have, been able to enact is ::~guably, mcremental 
, cOmpared with: our view of the nation's needs.. Mor~ver,we m~y:want todevelopin the: 

next two budgets compelling themes thatcaptu,re your vision for America backed by the' 
J:eSoUI:ces to achieve them- a fOcus that sho\vcases YO,u'fighting for results, average 
Americans care about., , ' ': ',' " " ., ,",' ',': "" " 

'\ 

" ' ',' Uis criticalto,co~siderpossibleoptionsfor~uch',~ emphasis or initiative and to,' 
. " \ I i' ", \. " ,., ,

,choose among them, rather than risk ,diluting our impactan~ resources' by frying to do " " 
,everything. A renewed and larger scale hwium capital/investing in peoplt!; .gerida has 
'already been suggested. Stressing ~eas ~ost likely to increase IQng-te!ID productivity , " - , , .". , I 

. growth and the improvement of opportunities for those in the, lowethalf of the inCome ,,', ' 
distribution suggestsome iUustrative options that might.b,e'developeeJ.'further (with~asSoci~ted ' 

, ~n3ncing alternatives) for the fall. forexainple:' " , " ' ' , i ' ' 
. ',I,. ' :::: i 

• 'fuvestment in cbildren. We cOuld focus heavi~y' on increasing opPortunities, for " 
",children, especially those who m;-e 'likely. to fall behind:: We 'could biJild on Head Start 

and WIC increases and the immur;aization initiative, fot exarople, By worldng to , 
improve child care and 'expanding,both Head Start and pppotful)itieS'for,low income· 
children in el~m,entary schOOL, ' '," ,~' ' 

Education a~d training. ,'.Almost everyone agree~th~t 'if ~e cOuld 'pUll it off, radical• 
. improvemen~ in schooling and skills would be the great~st poSSible oontrib.ution to " '. " 

", ifuture prodoctivity 3I1d expanding opportunities. for low inCome and minoritt c:;hi1dten~ .' 
~ ,- '. ,Hence, we might want to move beyond, goal-setting and pl*"nirig'in education to , ,... ' 

launch a major fedet:ally ,sponsored partne(ship to spur mor~ dramaticstatellOcaI .. _ '.' .'. 
,,/reform. Traihing initiatives might build on..the 'School-to-work idea, using innovative 

, ',~ ," ways to leverage federal ,dollars ~o promote greater local -,~ffortS. ' , 
, , 
" 

, ..•. Ui"b~n decay'and coric'entrated ,socia'l proble~. ,,'We might prqpose' new ways to 
leverage ',the federal role to.addressproblerils of urban poverty,crime, and black male' 

.', unemployment; and explore ways to, use fede,raldollai availability to cr~te greater .• 
, incentives·for regio!lal cooperation betweencities, and ,sub.urbson housiflg (and," 
,mobi1ity)~' education, transit-arid tnUning~ . " '" 

, "" " ' . " " :' '. ' !' ",' :""" ",' , , . '. ' 
, infrastructure bank.lfinancing~: We might, target high-pnority infraStructure through

:, '.
, 
\'l 

' ," cr~t,ioltof new taxable infrastruci!Jre bonds, tax:-c~itboPds,a Feder3.I lo,an facility, ,,' ' 
" , ·or other credit enhancement techniques, all designed ,to leverage federal resources~ '," . 

Po~ntial targetS ofsuch,anlnitiative}nclude;severely co~gested,' '.,' " ' . 
.highwayslbot~enecks, .impoz:tant 'intern~tional border ctossings, intelligent-yehicle 
, • '. j . ... ' . , ~ 

, 
: ' i, ' ' ' 

.'" - \ 



. . ",,'"> • 
' , , 

. ",' ~' , ,','. " 

:' " 
. , 

, ' '" 

" ' " .. ,", "',, , ' ;"",' (", , ", , 

).., ,,highway deployments,. wastewater or Clean water treatment plants thatseVer~ly miss 
EPA standards, pavement ,and pridge,.deficiencies on'the National Highway Sy~tem , 
network, ,'arid impllrtant intennodaltransportation connections (e~g., ports of-entry, ,,', 

,": r3.illtruck,tenninals).' , ,:, ' ',.,: ' ' , 1 

• 
 .i . ", . .: ~'. .' '. . . 


Technology. ,We Could increase our focus On commercially-applicable defen'se'R,& ' 
D;, extend ,effortS to dissemlnate .technology more broadly;,more seriously 'target, 
several priority areas for increased funding; and launch higher-profile efforts to link 
,S¢hools, 'hospitals ,and ollie! public 'facilities with the emerging infonnation highway~, , i 

. " ~ 

• ; ," <' .~ 

" ' 


,-''/ 

• 'Elrvironment.We,might build on: current progress :With'furthe,rcleanairiclci.n water,' ... '. 

initiatives; heavier. emph'\Sis on envir~nmental'tec~riologies as part of a productiVity ,",
I ' 

c' ' '.',", groWtlt ,strategy; and an expanded public land' presetvationag~nda:.' : ' , ' ' , 

InternationalleaderSbip~ ~ TheU~S.t9day rariksl7th of the ,18 m4!-jor'aiddoriors in.' .: j ... "the share of GDP',We elevote'to foreign 'aid; the.Economistnotes wryly thalAmericans 
spend more on potato and:tortilla' chips each, yeai than on foreign economiC, ' ' , ' 

, , .r , 

'assistance. We could arguably stake anew 'claim to leadership in a changing world :"., 
with a package that ech0e4 the scale'of American initative in the post-warpenOd, . -'. ' 

'. " , I ". ., ;

when we were halfas, rich but did ten time~ more., ATruti1'an-style summoning 'to 
o~r real long-term Interests might be substantively 'wiSe and, as with NAFrA,' " """ 

-politically beneficial. ' I , ' , ' 

", '", * - * '* ," ; 
1 

" ' The ~peciru~ :ofchoices:for ou; last fuil budget of this tenP ~g~s ,from the ~•steady 
, as',We go", scenario to a truly bold package that invo~ves: amajor reconciliation bill (with" ,<, 
, entitJeinent and tax changes) and BEA cap amendments (to accomOdate significant investment 
increases fun'de.fby ~ of the erititlementsavings achieved); ,There is also:cl~ly a '- '~ 
·nonoption· that our team,should uJ)derstand and rule out as we begin t~is discussion ~-' 

, namely ~ the iJlusion ,that we can increase investments substantially' without cutting ,,- , 
substantially elsewhere'to make ,the resources availabie)o' fund th~m. With defiCit " •. " 
projections'already heading, from $167 billion thkyear to $223 billion in 2000 and $2~1 . 

" billion' in 2005, we should ,not have a 'c:iiscussionthat contemplates raising deficitsfu~er.. , 
.'" .' , . l ../ " ~ 

, ,,' ',The three questions abQve~are highly inte~lated and need: to be' Considered together. " 
'For example, further near-:term deficit reductiori, Could (but need not necesSarilY)" involve' an 

"initiative to fix social ~unty's long'-tenn problems; ~ focus on particul,ar investmenttheples " 
could be achieved with significant new resources m~eayailableby abold 'successor ~ OlJr' ~ 
original' bluepririt; 'or instead be more a matter of rhetorical; orbupy pulpit emphasis arid, ',,' 
,marginal dollars in-,the steady-state scen~o (chartS C and D attach~ may help start your, " , 
thinking on the range of potenqal,options and'magnitudes involved). Fitting ~e many' 

'moying parts' into an integrated package with substan,tivemerit aridpqlitical apPeal,would be 
the essential Challenge ofoiJr'team~s effort'ln coming months. 

, , I' 

I ' 

!. " 

, , , 
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I ' ! ' 
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.: ...Chart,C ,

I 

ILLUSTRA TIVEBUDGET OmONS ,STAFFDRAFf . 

I r
Impact in FY 2000,' ' . ,'Illustrative funding and magnitude inFY2000 


,Likely'defi,cit ' .lJivestment increase Na,t'I savings 

. OptiOn" . (vs. S167" in FY95) over FY 1995 ' rate SourCes (SB), 'uSes ($B) 


"Steady state"' S2238 'S20B'" 3.0%,' -i , ~ lncrerrientaiincreases in 
" :'="';""' current in~estments; incl~. 

financing of crime ,bill 
i c

"MOdest redirection", .$l90B $32 B. ' ' ' " 3.4% • Tax savings~ $22 8 ' , 
, . Limited increase in • Entitlement savings: ,$15 8 

public and private • DebfserVices~ings: $8 8 " 
investment (including adjustment of. ' 

retirement !lge to solidify, ';, 

RequireS $4,5 DO/budget SlIVlngs In FY 2000,$169 Boverfivefiea.r~ 'funding of Social Security), 


~ 

... ' . 

... 
"SignlflciUlt new ," . ~$159 8 "$448 ',', ,'3.7% , '. Tax savlngs:'S448 .. :., .. .~ 'Incrementabov~ steady state 
priorities" , • Entitlement savings: $29 8, . to be applied to children's : 

, Greater change in • Debt servic;e savings: . $15 8, prograrris (including, , 
. allocation of resources , (including more eXtensiVe education,:sChoOl';to-wor~ . / 

, reforms) . arid urban initiatives), 
;' Requlrep$88 BoflnlJlgtfSavtngs In FY2000; $330B,overflve.years: . .• Plus life-long .learning and ' " .~--. . '. . .'"...2 ~ , " ' 

'., ',,' -.nfnistructure 

'"'fraty bold:"', 0,., ' $608 5.40/0 • 'Tax savings:$13~ 8 , ., Allows fuU'implementation 
'Dramatic, increase in • Entitlement and disCretion..' , of original investment 
public and private·' ary savings: $85 8 program,'including:national 
investment ." '.,. ~bt serviCe savings:~: $468 service, schooFto- work,.etc. 

(inclu~ing bQld reforms), 
'-'JRequires $263 B:ofbU4KetSllf1ln~.1n FY 2000, $633 Boverjif)t,years . 

. " , . ,~. ' . ,: 
·~sumes continued incremental shiftirtgof discretionarysperi~ing toward the Administrat~on'sinv~tments through 1998, and use for investment of all 

ofthe assumedupward inflation ac:ijustinentfor discretiOnary speridingin 1999 and 2000~'" ',' \, ' " ' 
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" ", . 

. lLLUSDATIVB SOURcBS OF' B1JDG~ ,sAVIHS, 
", " "': -' 

..:. . 
~ .. ' 

,. It.. : P.Y 1999 ae"eaue 
(BJ.IU.oD..) 

, . 

Suspend indexing fO'r O'neyear ::i 
,Repea,l : indeJ!:ing '$50.9' 

. Eliminate' lower ,CO'rporate rate ' ,. / $3.7 

cap'mortgage deductiO'n at $300,000 of debt $5.,0, 

Cap mortgage deductiO'n 8:t $20,000 of' ·interest 
($12,000 fO'r, single persO'ns) ." 'I 

$7.6, 

'Liinit State and lO'cal ,tax,deductiO'nia to' excess O'ver 
1 percent O'f income' 

, 
'$7.7 " 

r' 

Limit charitable'cO'ntributiO'ns de<iuctiO'n to' ~xceBs 
Over' 2 percentO'~ income' " ' 

" 

Limit"alueO'f itemized deductiO'ns to' 15 percent'..'. , ' ' ',,' - ' ,

Decrease limits O'n cO'ntributiO'ns to'pensiO'n. and 
prO'fit-sharing plans, . 

, 
$1.4· 

/ 
I~pose 5 ,per,cent t~ on, inside PEnisiO'n/iRA:, bulldu~' $ll3.6. 

c' ,'. ','
.Tax· emplO'yer-paid life 'insurance premiums $3.5 : 

. , 
Tax 85 percent O'f all of SO'ciaI; security benefits '$23'.8. 

Tax 50 percent O'f allO'f SO'ci.~ Security' benefits. 
belO'w current·8S percent threshO'ld 

\ ..... 
Tax inside buildup O'f life ,insurance produCts 

, 

$8.3 

Expand Medicare to' all state/1O'cal'emplO'yees $1.5' 
Expand'SO'c'iaisecurity to' all 'stateliO'caleinplO'yees $2.9 

,Tax '30 percent of capital' gains frO'm homesa'lee .$5.5 

Enact carryO'v,erbasi~ fO'r capital' gains \ 

CUt the estate tax unified credit by about half " 
"~=,;;"",;;,,,;;,;;=,,,,,;,,;,;,;;,;;;,,,,,;;;==,,,,;;;,;;;,;;,,,,;;,,;;;;~;;,,;;;;;....,jjI==-----"";"'--\";,:.

'$3.8 

.$4.8, 
..,...;:r..;;;..;;';';;;"---"!-"";"'---D 

Tax credit uniO'ns over $10 milliO'n 
! 

in"'assets $0.7 
( , ,,:. . . \" ' 

RePeal tax preferencesfO'r extractive,industries ", 

Eliminate private-purpose tax-exempt bonds. $1.9 

'CapitaiiZe'cO'sts O'f prO'ducing timber $1,.3 

Repeal, alcohO'l fuels credit .nd, partial exc:lBe tax 
exemption, 

~0.7 

·Impose a·5 pe~cent,~alue-added tax,with.exemptiO'ns
fO'r food, hO'using, and medical care 

$96.9 . :. 
. , . / 

.. 
I Incr~ase mO'tO'r fuel, taxe'; by 1~ cents par, gallon

·1 ,each year fO'r S" years ", _ 
.$42.2 :. I 

'. 
" . 
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Char,t, D , 
. '(Continued) , " 

... 
t" '. ( 

n1999 ,SaviDga l \' "f 

. (:iUU.OD!I) , ' 
.'1 .' 

$4.1,. Reduce:agrie;::ulture deficl.ency' Pa~ntt.arget pri~es , 
 . 'I,
,by 3 ,percent :per year. '; : ' 


El~inat~,the 0/92 and,50/92 'programs '$0.4, 


Ipcrease Wtrtple;"batae'w,' acreaqe to 25' percent. 

, ", 

, $Ci.3Limit deficiencY' payments to $40,000,Per'~rson' 
. ,,'..'., ! . 

, $0.9 t" .,Eliminate th6 Export- Enhancement Proqram" 
.' ' 

Eliminate the Market Promotion Praqram 


Increase dairy ass,essments, 'I, 
 $0.3 

Charge for airport takeoff and landlnq slots 


, '\ 
" ' 

$1.,7,Establish user fees for-air',traffic control' 
, " ' 

$0.7.,Impose user 'fees for inland, waterwaya: ( 
" I , . 

Charqe in~sch60l interest for,Stafford loans $2.1 
, , . ',I, ., " • 

,Reduce the ,Federal ,share for Medicaid~AFDC, ~d, $8.8 
',foster care arid adoption assistancEr ,to' 45 percent ' 


Defe~ Feder~l'retiree COLAs t~ age 62 " 
 $2~5, 
, ' , , '. ( . , ' 

Reduce, the' agency match on ,thrlft plan $0.5' 
I 'contributions to'50'percent ' 


Raise CSRS contributions from 7 to 9 'percent 

" ' 

Reduce Social Security replacement rates 
, " 

$,5.0,El,iminate Social security benefits for CJ'lUdren of 
,retirees aged '62-64' , , I 

"'.. 
, 

Lengthen'i the Social Security benefit:, computation , , 
I,",period from ,35, to 38, years',' , 

'Consider veterans' comp when determ'ining 's~~ial $0.1 
',' 


security Disability Insurance benefits' , , 

c 

,Prospectively ,end veterans' disability &r:ld ,death' $0.4 
I 

.'awards for disabilities unrelated to service 

,End veterans comp for low-rated disabilities $0.7, " 
.' 

.. r " 

Eliminate.COLAs for one year 
,I

Limit COLAs to two~thirds of the CPl 


Limit COLAs to' CPI minus 2 percent ' 


Subject alr,entitlements toiridividualincoine tax 
 $70,.0 
, ,

" Impose Concord Coalition clawback of entitlements $52.1 
, , . " (. 

"Deny all entHlElments~ver"$120;000 of:,income $.11.1' 
, , 

'($100,000 for 'single persons). 

.' " 


I, " 

, ' 

'\ .' 



..' 
'. , 

.~..... ". ,BIPARTIS~-'tOMiUSSION ON\ENririEM~NTAND TAX REFORM 
~~--~~~~~--~~----~~~~~ .~ ~, 'Se~teHan BUilding Room 825 • 120 Constitution Ave;, N.£ .• 'Washington. O.C'2PSl'O' • 202/224-2300, ' .'. . , I ,~', " " " ..', 

, 'Chatnnan: 

, ,J. Robe,n Kerrey (O-NE)~ , 


Vice Chillnnan: 
, John C. Danrorth'(R-MO) 

" 


" ' July 28. 1994 ' 
. '.'Bill/.r'rher (R-TX) 


, Dale Buinpers (D-AR) '. 

~ , 

, , 'Eva M. Clayton (D-~C) 

Michael N., Castle (R.DE)'. ' ' 

Thad Cochran (R-MS) ~ 
, , '. , . 

, ' 

_ Christopher Cox (R-CA) 

.',: 'Dear Corilri'lission Member. .' 


" ~ - ...~ " . E. (Kika) de Ia Garza ,(0-TX) . 

Raben E. Denham 
, '. 

, En'dosed is a revised .verSi~n of the, Coinmission 'findings 

that will be'discussed at' the August 8, 1994'Commission meeting.
John D. DingeU (D·MIl 


, , This version incoIporates comments, we have received to date from -,

Pete Domenici (R·NM) members.' The meeting will ,be held in room 210 Cannon Houser'", 

, , . . ~" 

Thomas J Downey 'Office Building at I:0.0 p.m. (the same location and time as the 

previous Commission meetings). ' 
Sa.ndra W. Free9man 


'PorterJ GO$S (R'f~) , " 

I Sincerely, ' 


_Wiliia~H. Gray, III .. 
, " ,". 

Roben Greenstein ' '!.', ...... '" '/'~ Judd Gregg (R·NH) 

" / 

"'~Ke~~' . 'ioh~rth 
. Karen N. Hom I 

. '. J 
, Thomas H. Kean Enclosures ' 

, . J. Alex McMillan CR-NC) 
. / 

,Ca~ol Mose1ey~Braun(D-U:) ~, '" .' 
, , 

Daniel PatrickMoynihan (D·NY) 


PeterG. Peterson 
. " 


" "" < 

, Harty Reid(D-NV} '\.,
" 

Roy Romer 


D2:n Roslenkowski (D-Il) . /' 


Martin O.5abo(P-MN) 
'\ 


jim sasser (0-TN) " 
I, 


#.Jan i<. ~~~pson(R:VJY) , .' / 


; , 

Richard L Trumka ' 


Malcolm WaIlop~R.VJY) 
\ . 
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\ '. , '," Dnsft ~ommlsslqri Findings'
" 

I , ' 

I 

'" "This' CommIssIon will bti asked to grapple .wltt/real Issuesof, ' 
-entitlement rejorms . ..,~; ThlsRane~-, expect, will, ask and answer, 


" ,'.the ioughquestlons..~~ IM}any may regard lthls} as Ii thankle,s" ' 

, , tas.k. ~t. will not be thankless If It, gives us ~' str~ng and SeCUfe ' 


'afJd healthy American economy arid society mOl(/ng, Into the 21st 
" _ !. . , . .". "t,' . 

:Century." President Bill Clinton' , 
\ " 

i ,, " , 
, ), ; 

, " 1 " 


I.} , I . • • " • 


. , Throughout ,'America's history,,' each succeeding generation has enjpyed the, ' 
promise of, ~ better standard of living. 'The' g08101 thi~ Commission' is ,to" heiR ' 
maintain, that' promise ~-to help secure for America's 'children a standard of living, '" 

, tnatis, better than that which ,we enjoy today." To,ac,hieve' this' goal,,' the' , 
, Commissionrwill ~ssess/thenef3d for'Emtitlement and tax reform and,ma,keispeclfic, , ' " 
, recommendations for reform to the .President in December~ 

The~e'findings are; t~e" ~ommission's first step!in aChiev,lng'its go~L ,,..he, findings_ ' 
describe the eC9nomicfutu're,that will. confront Americans during the first quarter " ' 

,',of the 21 st century, if tDe nation ,fails ',to act. ,The picture' that they paint is 
'unsettling; The findings are'not, however, aprediction of the fUtu~e. They are the' 

product of ' simple arithmetic if our 'current ~conomip pancies are liot changed; 
'.'-. '. ' . 

, ,'J 

, " A'better future for America' can be secured iftnecountry embarks on the cOurse ' \ 
I ' ,oflong~term, reform. W~ can help~American~save and ih~,est'in themselVes and, ' 
"the cOL!ntry~ We can make 'the essenfiai public investments In ou,rworkers andour, 

, childra'n. , And' we' can' maintain th~ str~ngth:of vital govern~nt programs that 
support, and protect many~Americans. ' , " ' .' ') '. 

,'

", ; 

. I 
, '\ 

I 
I, 

\~ . \: " 
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/' \ 

I . ". 

i ,. 

Finding ,#1; 'T~ ~nsure thfilt,todaY's'debtandsp~nding;,commltmentsdomot 
"unfairly bur~en', ~m~rlca's ch'I,ldren" the government must act now. ~ ,A ' 
,bipartisan coalition ofCongress, led by the Presldent,rnusfresolvethe 1011g

/ '~' term: Imbalance between th.e government~$'entlt.lemenJ, promises and,the, " 
, " funds ,It will have available to pay for, them. ',i" 

• f , • . .' '. .' '.' « 

," 1, 

" , 

.' ' Although theshori-~~r~'fiscal'outlook, hasir;nproved. the,' long-term' , 
situation ~equires immediate aH~ntion~ For-the,next five years, the 
Federal deficit is projecited to'average 2.5% ot:the economy~ its lowest 

,', 'Ievels'inca the 1970s. ~fter 1998" how~ve~, ,Federal spending is 
-, -	 " : . ) '. ,. • I ' '. " ,. , , 

,: projected to "grow' faster than revenues which 'will 'cause Fede'ral, 
, ' , d,eficits to rise, rapidly.. ':, " ' '\, 

I 

, 	
j

. In 2012,uhles$ benefit growth isreduc~ orirevenu'~s,are' i'ricreas~d 
in the interim', prOjected outlays forentitlernents and interest on' the' 

" national debt will I,'cons~me,' al/, taxes col,ected" by the' Federal ' 
, government. 

,. 'I n2030, unles:~, be~efitgroWth' is redoced~r:rev~nues are 'iricr~ased 
'in the int~rim" projeCt~dspending' for Medicare, ,Medicaid, Social 

" " ,,' , , ' ,' ' 

Security, apd, Federal employee retirement, programs alone will " 

'consume a/l taxes collected by, the' Federal government £v~n if all ' 


, other Federal'programs '(except interest on tije national debt) ,grow no ',: 

faster than the economy, total'Federal outlays woiJld exceeq3,7O/o' of , 

,the ecc:momy. Today,oytlaysate 22% of'the econc.nny and revenues 
" ".. "- • J' ~ , 

are 19%	 
\,• 

. , . L 

, 'I, 

• 	 ,To put the l'long-term fiscal.,hnbalance in perSpective, in' 2030, if no 
aCtion is taken in the interim~reducingthe Federal deficit to 2.5% of 
the economywill.require'a choice,between ,hcreasing everY Federal, " 

, ! . 	 ",.",.' I 

tax by ,85% and cutting every' F~e.ral program and entitlement by ,'" ",' 
.more than half. ' ." 

.. v' 	 \ .' 

! ' 

. ,', 	 '\ 
I ( " 

"". I 	 I 

" \ 

. '. , ~ 
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"1 ., Cutrent-Trends'Are'NotSustainable ; , 

5 

o 

-. '-.-.~-~.- ~.:..,: - -..-,-~-''-""--:-":",,, ~ .::..-;~~.:.-.-- ' 

.. '/ " ,'\ , : 

, ' 

- •• ,!. --'·-~--··---·7·-·" -;-.""';"--~. 

rotal ~evenUes 

, ' . ' , 

! 

, \ 

._,-_.. --.-~ .. -

" 

" ~'. ' 

"r 

/ 

1970 19~ 199O'
i 
,2000 , 2010' 2020 ' 2030. ' 

",
I., .. 

this~hartshows the 'long-term b~dgeUmplications of,c~rrent spe~dingand tax,polipies; , 
In projecting, entitlementspending. M~icare and Social Secl:lrity outlays follow the ,', ) 

. ~edicare an~ Social Security Trustees' -best estin1ates.- Medicaid outlays are asSumed 'f " 

to reflect demographicchanges and the increa$es in' hearth .care costs that underlythe. " 
~edicare projeCtions. ,All other spending and revenues are aS$umed to, fOllow ceo I 

'projections through 19,99 and,to.grow in pr()Po.rtion to the ~verall eco:nomythereaft~r. 

: , -' 

• ,i 
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, , ' . \ "'.~ ; . , 

( 

. , finding.~: To ensure,the lever of' p~lvate Investment n*cessary fe)r, long
,ter'm 'economic growt~' and, prosperity, ~atlonal savings must be raised 

, 'substantlally.: ,,"" ,- I ',' !" ',,< , 

. - '_. 
, ) 

i" ' : 
\ ~ " ' < - I ~ , • " ~ ,

.' , Countries that-save and invest moregr()w faster and have more rapid 
improvements: in the 'standard of living pftheir citizens. In the United 
States, declining private 'savings,' an~, large' government deficits, limit '. 
~nve~tmen., pr~uct,iv~, a,nd' economic grOWth., " , \ ' 

": ' 
\ ' 

• 'Since the 1960s, private savings have fallenfrpm ",or~ than B% bfthe' 
,'.economy to about 5°k today. At the same time, govemmani deficits' " , 
,have increased from less than' 1% of the economy to more than 30/0

.) " " ' "" ' " 

, , , today. , ' i 

, " " ' , J" , 

,\' ,• , As a result, the ~upply 'of savings available for: private investment, "net 
A'national savirigs, • has dropp~dfr6mmorethan B% ofthe'8con,omy'to' 

, less than 20/0 tOday. Thi~' restricts A,me,rican prodL,JCtivity, and growth.,
.' , ,. - . - j" c.. , 

, ", 

,/, . 

J ' 

, ',Our Competitors Save and 'Invest More Than We Do 
N ,.' . ' " . . ' 

, g 20,'r --;...,.------=---....,.--....;........----~-:--'----"--..:..----'---~____i 

oro 

, th' 
, CI)


,0) 

oro 

.-g 15 

'~" .. 
. " .. '. :8 

' 'tJ')' 

.. " . 
I ' 

.. 15.9:--

;-- ------ .. -- ..... . - -' .... 

, 
, " . 

( 

, \' ,i ,10 
\'\.tJ') . 

, ,"e:' 
c> ' 

'6 5 


& s 

,10 
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oNetr>omestic In~estment:\ 1983-1992 
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·.' 	 FallingPtivate Savings'and RishlgG6vemmentD~fic~ts ' 
\ ,Meah, Less Private Savings.AvaiiablErFor Investmenf:':." 

" ".' ' 	 ' . , ,\' . 

/ i 

, I 

,.'. 

\ 

'\ " 
';' 

' 

.' , 

• I 

\' " 

· , 	 , ,' 

, ! . 

, r' 
, , \ 

-
j , 

I .' f".' 

8.3%, 

-:.-----"-- .•---~---- -----I 
{ I; '. ' ..'/ 

\ i ' 

~ \ . .. ", "i .. 
I, 

. 
, , . 

.. 
! 

.. , 

o. 
" ;1970.79 " 

I . 
'1980:-89 

, 



'-, I 

, ' 

, i' 
, . , , 

.,", , 

; ,-, ' 

:, ,Finding #3: ' ' 'To 'ensure that fUnds sr. avallalliefor essential :pubIlC" ' 
',Investments 'and other Important' neeCls , such, as' education, children's, " 
programs, highways, and natlQnal defen.e, the nation ean'not ~ontlnue to' ,( 

allow entitlementstoconsurne '.n', ever-Increasing ~hare 'of the Federal' 
, '. .', 

" budg.t. 
, " 

, .. 
, / 

• ,"Entitlement spehding and interest on the ..nationa) debt consume mor,e, " 
. . . . . . '., '. 

: than 60% of Federal outlays tod~y; doublE} the percentage6f just 25, ' 
, ' " .' . . .. i' . " " ' ' , ' . ~ . . " . . . . . . •.~ . . 

years agC?~ , " .. , 
, \ 

,.' " 

• , , !he Congressi()nalBudget Office pr(jjectsth~t entitlement spending 
, . ,, .and interest payments will exceed 70%' ,of tbtal Feqeral outlays by

2003.' '~" ' ' , ' 
\' . 

. . : 

, I • I 

• By 2003, less than 15 cEmts of everY dollar ,tije, Federal government 
> "., • \" •• ' •••••• • , ,!.' ' " . ' \ , 

, spends will be' available for non-defense discretionary programs that\ 
,can raise productivity and contribute to eco~()mic growth; program.s ' 
such as job training, and Head S~art. : 

. .".)" , 

,', ;. , I 
, , 

~ ~ , 
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.. 
(3rowth ofMandatory. Spending l'nTheFederal Budget .. 

., ' : ,1973" ',,,1963 ' , 
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. 29:60/0' ' , , ': 45.00/0 " 
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'Finding #4: To be, effective, any attempt to .control long-term eot,ltlement 
growth must take Into account the projected Increase$ ':in health cafe costs~ , 

, , ': , .' ,.,. -' '.~ \ 

, • "The growth 'of . publiC and private health, care· costs' .-posesan ' .' ' 
" immediate problem thatmust' be addressed.: ,,' ' , ,', ' 

, • j ','. --! ' " 

, , ;',.,,',. I ' , ' ,\ , ' , 

, ,.', Federal 'Jlealth Care ~pending has, oeenlncreasing at ,annual rates" ' 
'averaging 10% or more during the last five, years,' far in',excess of, .. 
" overall'ec~momic growth! " ' : '.' 

.' " If the increase in health car~ costs is not restrahied~'Federal spending, ',' 
'on' Medicare and Medicaid is projected to triple as a,percentage of the '" 
.economy by 2030. 'Federal ,health care spen~ing is projected to {, 
increase from 3.3%,ofthee~nomy today to :11 % by .2030;' , ' , 
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ThiS' ch'art stio~s the projected I~ng-tenn groyju, ofF8de~fhe,alti)' ca~e spending, 

'as a percentage of the ecOnomy. MediCare outlays follow the Medicare Trustees' 


, '-best estimates~", MediCaid outlays a'r8,assumedto refleCt demographic changes 

, ,'and the increases in health Care costS that underiie the Medicare projections., ' 
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I Finding #5:', To be effettlv~.any aHemptto' control 'Iong'-ter~ 'el1tlile~ent 
growth must alsotakelntoaccoQJnt f,..ndamental demographic changes: , 
.'.' -: 

. . , Amenca's ,population, is growing, old~r because' of 'longer 'life 
expectancies and the <aging of the baby boom generation.' 'Today, ' 
,th~re are almost five working-age,persons' for ~ each ,person' over 65~, ' 

.. " In 2030, when today's worke~ :have retired' andtoday's children are 
-in their prime workingyears,the'Social' SecLirity Trustees' proje,ct that 

, 
" , there will ~e fewer than three working-a.ge pe~ons for each person' 

over 6S. i' " ,I" , ' , 

,;. 

" 
, j I' 

, I , ,', ,. ': ' " 

,An Aging, Population Mean$ ,F~wer Workers 
" 

To SupportEachRetir~'s Benefits' 
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, The' aging of the population 'Will significantly Increase Federal health, 
care 'and retirem'ent outlays. Even if, the extraordinary increases in, 
health care costs were eliminateci after:1999 :(so that costs for each ' 
'person qf a given age ,grew'no faster than the~conomy), Federal', 

, outlays for Medicare and ,M~dicaid would.still'~ouble ,as a percentage ' I 

of ,the economy by 2030. "rhe aging. ,of: the pOPlilation drives " ' 
·,combined Medicare,' _Medicaid,'a"d Social ~ecurity spending ,from, 

about ,8~k of theeconorOY today to 'abqut '1.4.% of the economy in' , . 
,2030.'," '. ' . '." ' . 

, '" I 

.' To fund ,the annual increases in 'Medicare; Medicai~, an,o' Social' 
'"Security spending, ,every Federal ,ax would ~increaseby' rrlore·t~an'. 

, .' . . \ ' , ' , 

30% by 2030. ' ( , I. j 
',I' 
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" . . .. Even ,if we 
, 

Control Health Care Inflation,\ 
, .1 'FecJeralHealth Care Spe~ding Qou~les :by 20.30. > 
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" ' This' cha,rtdivides the projected long:.te~ gro~ of Federsl health eire sPending into the portion, , . 
.·that is attributable to the extraordinary health care cost, increases and the portionthatwouldrem,ain 
even if health care CQsts for e~chpersonof a giy(itn age grew'no taster than the economy after 1999. '. 
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, "Finding 116: To respondt~the MedlcareTrustees'~c8nto,action 'and ensure" 
Medicare's long-term viability, Medicare spending and tevenues avallable'for, , ,', 
'the program must 'be brought Into IOl1g~term balance. ;Healt~ Care spending' 
must be reduced, 'revenues raised, ora combination of both..,' , 

, _' f ","," 	 , .' '\ " • 

• 'Medicate Hospital Insurance (HI): Tt:aePublic:Trustees concl~de that 
", the.MedicareHi prOgram~i~ severely ,out of financial balance and is ' . 

unsustainable in its present form.'" Medicare, HI outlays .already 
exceedtaxreyenues dedicated, to"' the program and' are,'rapidly' 

, , depleti,ng Trust, ,Fund:assets. 'The Tnist ,Funq' is projected tp :run out ,: 
, of money by'2001. " 	 " ", r , , 

• 	 In the I,ong run; ,the'situation gets even worse." By 2030; projected 
,Medicare HI outlays exceed dedica~ed tax rev~nues by more than 5% 

:. • . • • \", ' ' ',' ,r .' ,ofthe payroll tax base .. '.If the increase in Medicare HI outlays were 
,';paid, 'for by'increasing' payroll t~es"the Medicare payroll, ta>crate ',,' 

would increase from 2.9% todayto more than,,8% by 2030. 
" , ' 	 _. A • 

'. :Medicare Supph~mEmtary' Medical Insbrance' (SM!).: , The Public' 
Trustees urge "prorript,"effeetive, and decisiveaetion .•.~ to ensure the' 

" long-terni financing of Medicare SMI.TodaY, 750/0 of Medicare, SMI 
, '.' , " ,''\, ' " .' , ' , , 

, ,'"
'. ': '. spending i~ funded from, general' revenues, while 25% ' is" from " 

pre,!,iums paid by beneficiaries. ,'! ' ' 

, ~ 

• '. '" -j " . ' " • ~j '. ' • ;' ' '" " • :- • ,-.,' 

• 	 I n the long run, ~ the Trustees' project that Medicare SM I outlays WIll, ' " 

rise from just over 1%'of thepayrou. tax base 'today to more thar:t 70/8 ' " , 
of payroll by'2030. 'If'i'ndividual i~c;:ome taxes were 'used to pay for', , 

'this increase'in Medicare SMI, income taxes would increase by more 
, ", \ ~ 	 i 

than 30%~': " ' " 	 " , 
, \ 	 I 
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Finding #7: 'To respond.to;the Social S'ecurlty truste~s"~11 to action and, 
, ensLlre'the lon'g..term'vlabllity of Social Securlty,JSoclal Security spending , 
and revenues' avallable',for the program:. must be br~ughtlnto long-term 
bal~nce. ,~oci.i S~curlty spending must be redu~ed, revenues ~Ised,or a . 
'combination of both.·.·Any. savh1gs that result,should be used to restore th, , 
.Iong..term soundness of the Social SecurltY'Trust Fund •., . .,.. 	.' " 

. ",,' 
\ 

'. . \ /, . 

" 

. ,. . ' , ;' , , "', . , 

,., "Social Sequrity is animportaht 'source or$UPport for many', of the 
. ,'" "'atio~;s citizens~ Today, the poverty 'rate for 'senior households 'is ',j • 

about' 13%, bLJt withdut Social Secu,rity,' it·would increase to about 
SO%."SodaISecurity: provides 90% 'or more: of ,the total income for 

i :1 ) " " . ,., , 'I' , !. .' , ..4' 

. " . , " almost half of the senior households below the poverty line. . . ' . 
, 	 ,~ , j ' ' • '" • 

/ I' 	 ., 

. i ' 

• 	 " Once, the baby 'boom generatiOn begins to retire in~01 0, ih~cash 
flow surplus from Soqial Security will rapid!ydeClh,e~ By 2013, Social I 

. , Security benefit pay mimtslwill exceed the tax revenues dedicated ',to ~. " 
. . , the program:- ' At that time, lhecash flowshqrtfalls hi Social SecuritY: 

. willcause'the total' Feder,aldeficitto'incre~s'e unlesst~es are, raised· 
,or programs are cut, ., I ' ! . " '. . 

• ,I ~ •• . . . 
• 	 .T~e Trust Fund is projected to run:~out 6fmon~y in '2029. ,At thaftime, 

' .. '. " ' , projected outlays will exqee~ tax revenues py'mare than 4% of the 
'. \ . 

, payroll tax ~ase. If this s~ortfall were paid for by increasing payroll 
taxes, the Social Security payroll tax rate would rise from 12.4%·today 

'. to more than,16;S% by 2030.· . /, . .;:,' . I 
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'Social 'Security T~x Colle~ions 'Exce.ed,C:urrent .,' 
Benefits. IB~t Aren't Enough to Fund Futur~:,.promise,S 

, I •. 

, OASDi Trust Fund ',." 
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.. '. ',"Are these. the shadows of the things that.WIII;be,~:orare they, 
shadows of the things that'MaY'be, only? •. Me~~ cOurses will 

. for,shadow certain ends, ';0 which, If persevered. In, they must· 
lead.~~ Sut «the courses IJe departed from, 'the ends wllfchange. 

/ 

Say it Is th.us:. with. what you show~ mel" ' Ch~rles., Dickens';A 
Christmas Carol '. " ",,' ' " 

'I ' 

Am,erica Can, change course .. If the government acts'soon, it can EmsurethatJuture 'J .. , 

\ '. generations are not' unfajrly burdened with ' ,'today's~' debt . and ",spending .. 
commitments.' It·can ensure public and private' investments that are'needed for. ~ 

.. America's' future' p~osperHy. And it canensl;Jre thesolvenpy of th~ Medicare and' . 
. Social SecLJrity trust Funds that are an important source of support and' securi~y' 

, . . , .' , . '. '. , . .' " .I 

,for 'many Americans .. ' ,. . '~' . 
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, ,The' projEK:tion~' presented ~re are intend~ ic,: 11'lustrate long-term 'trerids' in the direCtion ~ and 
magnitude of future outlays and . revenues. . The approach i~slrpplifi~ to provide clarity. The 
projection.s ,.' Sho~Id not be !i~w~8s precise, dollar estimate~~· ,.•' ,,' ",_ ,. 

,\ ' 

Finding 11 Current Trends Ate No.t Susta/n~~/e. 

The economic and demographic. projeCtions. C!&L, population, GOP and nominal. Interest 

rates) used ,in the analysis are :fromthe, 1994 Annual Report of the Board otTrustees of the 


. Federal Old "geand, Sur.vivors Insurance:' and Oisability InSurance Trust, Funds,'lncluciing 

" Impublished . annuSJ' d~ta("1994 Social Secl;ll1ty, Trustees' ,Report"). EntitlefTIent 'Spend1og : 

Includes 'outlay projections for Social Security'trom the 1994 Social :Security Trustees Report.' 

The outlayproj~~bns for MediCare and Medicaid" are from the ,chart accompanying FiJiding 

#4; Outlays for entitlements other than ;Social Securiij', Medicare, ;and Medicaid are projeCted ' 

through 1999 based on' CBO estimates from .CBO's The Economic and Budget Outlook:' 


, \ , 

, Fiscal Years 1995 - 1999, January 1,994r1994' Budget Outlook"); After 1999, these other 
entitlements are assumed to grow Inpr?portion 'to GOJ? (e.g., Fect,eral'clvilian and military 
'retirement progr~ms' are projeCted ,to 'be a constant .90/0 of GOP).'; Dlscretldna..ySpendlng 
is projected throogh 1999:, based on CBO .estimates In the 1994 Budget Outlook (which 

,assume 'that· the . disc~etionarY caps' are met).' After 1999" .Di,cretlonary Spending. is' 
. assumed to grow in ..proportionto GOP. ' In determining .annual~eficits~d: Net Interest, 

, ,Federalreveriues are assumed to follow' CBO projectio'ns' from', the 1994, Budget Outlook"" 
through ,200,4 and to remain' 'a constant percentage Of GOP 08.8I:yo) after 2004; " 

. , .\' \ ", ',.'" '" ; . , ". 

, . Finding #2 . ~Our t;ompetltors Sare and invest Afore TIll,,! w~ Do c," ' 

, ,',' ,', "," ',"'" '. .'. ",'" (' ".' '. ,,: t, "",:, ' ". 
, T,he data are frt)mthe, OECO's National Accounts. Main Aggregates: 1960;'1992, YOLI (1993). 

.' - " . . .' . . 

:, '. Failing Private Sa~/ngs and Rising Government Deficits' .... 
'. Mean' Less·Pi'lvate .SavIngs ,Available For-Investment . 

. '. '. " .. ,;' - . \ . . . ! . 

. The ' ~ata are' d~rivect . from the Economic Report of the .' Preside~tl 'February 1994, (~"~94' 
ECQ~omic Report"). 'Net P:rlvate Savings is the sum ·of personal saving andgross' business' . 
saving.r~uced by consumption, of fixed capital '(i.e.,. depreciation).' 'Net Natlona(Sav,ngs 
Is N~t :Prlv.te . Savings r~u¢ed' by: federal ! deficits and: Incre~sed by . ~tate .'and local . 
government su~luses (which were .040/0, .86%, .1.06% .and .18% ~f GOP 'In the four periods).' 

. \, 

i' 
F:lndlng #3' GroWth of MandatC?fy' Spending: In The federal ~Budget 

\ .' j \" 

qataon outlays' by type are ~0tT) 1994 B,uctQet Outlook. F~r simpl'icity"th. total'~r .. 

. Entitlements includes spending Jhat is generally re~e'Ted to as ~andatory. spendi'1g,(olt!er 


. than interest). as well as offsetting receipts and deposit, Insurance premiums. .' For this , 

'. 'pu~ose,Mandatory,Spendlng' isthe~sum of En'iltlements and Net ,Interest.' . 


~Indlng 14 Federal Spending 'on· Health CiJrelspto/ectei:ti,d Tripi,," by 2030' 
!." • . • _, " : ••' r :.' _ 

Outlay 'projections for, MediCare. are from the 1994 . Annual Report of the .Board 'of 'Trustees . 

. of the Federai. Hospital Insurance Trust Fuhd and the 1994 Annual. Report of the Board of ' 


Trustees of the Federal Supplementary. Medical Insurance Trust Fund, Including unpublished, . 
. , . . ~ . , , . . 
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',) .. 	 'annual' datart994 Medicare' Trustees' ~ReportS', Medicare, spending Is reduced by SMI.. ! 

premiums paid by enrollees. The Medicare Trustees' project SMI' premiums through, 2006. 
After 2006, the chart( m.aintains th~ rel,ationshlp , between, SMI pr~m,iums' and Medicare' SMI: , 
outlays ,that the Trustees project for 2006. ' Medicaid 'outlays are assumed to follow CSO, 
estimates througti2004 frotnthe 1994 Budgei, OutlooK After' 2004; Medicaid, 'spending is 
proj8Cled 'using a simplified, outlay" model.'" 'The model assume~: that' Medicaid co~~' per'" 
member 6f specifi~ population, groups ~, persons~5 to 84, persons' 85 and over. and'the, t 

" ' 

disabled} grow In propo~ontothe projected' Increases In Medicare costS (after adjustment "\ 
for derriographi~ change); The 'model adjusts tOtaI'Medicaid costS' to reflect projeCted 

, 'changes' in the demographic compOsition' of the population' ,'from the 1994 ',Social S~urity, 
Trustees' 'Report ' "\" ' : ": ' 

, 	 " 

...... ". 

" 
, ,, "Flndlng#s An:AglngpopUlatlon,'Mean~Fewer Workers 

, , " To, Support Each ,Retiree's, Benefits ' 
, 	 , .,'. " j.. ' 

J.. 

• " , • .", . • " .', ~ • .••. I 

, 	Popu.lation history and proj$Ctions' are from the 1994;'Social, SecuritY Trustees'" Report. ,The 
Social Security Trustees' Reports' genEn,ally ,present a similar' chat;t which compares cov~red ' 
workers 'to peneficiaries. ',If 'the chart were' formulated ,In that mariner,' the ratio. of covered:' ., 
workers, to beneficiaries would be 16.5, '3.4. ~d .. 2.3 f()r,1950,19~O, anf2030, respec~vely. ' 

. , 
, .. \ Even "we' Control H,eaJth Care Inflatlon~ , , . 

Fe,deral 'Health Care Spending Doubles by 2030: ,,' , 
J ' 

. . . . 	 . t " 

The outlay 'projeptions for Medlcar,e and Medicaid through 1999]are, the, same, as in Finding 

#4. For years, after 1999, Medicare HI, Medicare SMI~ and Medic~d. spending' are pr9jected 


" ,based on simplified -outlay, models. ,The models assume that Medicare, 'and Medicaid costs 

,'\ , per member of specific population' groups~, for Medicare HI ana SMI, persons, 65 to 69,
J 

, , 'perso'1s .70 to 74, persons 75 to 79, persons 80 to' 84, persons;over 84, arid the' disabled} , 
grow in proportion ,to,GQP per worker. ,.The:models'adjust total Medicare HI, Medicare .SMI, 


. and Medic~id! '.co~ts to reflect 'projected ~a.nges ,- In the demographic ,comP9sition' of the , 

pOPlJlation from'·th,e .1994 Social ~ecurity Trustee's, Report.. 'Medicare' SMI· spen(jing, Is" 


r " ' 

, reduced by ~MI premiums 'paid by~nrollees. After, 1999, the cha~maint8insthe relationship :" 
between ,Medicare SMl'premiums and outlays that, the Trustees; project-'for 1999. , 

• • 	 • -', J • , 

.Flndlng #6,' .Medlc~reHi Is ,Projected To, Be;nsolvent bY'2riOf " 
, " ", ',' , ,i '" 

PrOjected Medicare HI Outlays 'and' HI Payroll Tax and ,B~ne~lts Tax revenues' are from' 
the 1994 Medicare' TrusteeS' Reports. Benefits, Tax revenues ' are projected ' lricometax , 
~receipts from the taxation o(Social Se:cu~ty benefits that are &!Iocab!e 'to ttle Medicare, HI , 
Trust Fund., ' ,'of' 	 ~ 

Finding 117', Social Security Tax Collect/onsExceed Curren; I." 


, , , ' Sene;/ts,But Aren't Enough to Fund Future PromIses ',', 

. '"...' , )',' . 

, Projected ", SOCI.ISecurltY ,'Outlays' and Social ,security Payroll TaX: and Benefits Tax 
revenues 'ar~,tiom, the 1994 Social ,Secl,lrity Trust~s' Report .. : S'enefitsraxrevenues are 
projected income ~ receipts from itJe taxation of Social Security 'benefits'that 'are allocable,' 
to the Social, Security Tru~t Fund., Arguably, receipts, as~ociatf;ld ,with the SOci~ : Security' " 
payroll t~ are overstated because they are not reduced by the lost Income tax revenues , 
'resulting from employers deducting, their portion of the payroll tax.. .", 

. 	 ',". '. I 

, " 
", I . . " 


