e *

o

S

RM

Chairman .
J Robert Kem:y (D~NE}

~¥ice Chairman:
_Iohn C. Danforth (R—MO)

BIU Archer {R—TX) ,
Dale Bumpers (D-AR)

Eva M. Clayton (D- NC)

_ Michael N. Castle (R DE)
Thad Cochran (R-MS).
Chnstopher Cox (R-CA)

E‘ (Klka) de la Garza (D TX)
Robert E Denham o ’“
)ohn D. Dmge (D- MI)

Pet‘e Domgmcz’(R NM)

'T}({QTna‘sj'. Downey " -

'Sa'ndraW Freedn;xan v '

Porter_] Goss (R FL)
leham H. Gray, 1

. Roben Greenstein

.Judd Gregg (R-NH) _ "+

7

_ Karen N Hom

Thomas H\ Kean

' J Alex Mchllan(R-NC)

Carol Moseley-Braun (D-IL)

Daniel Patrick Moynihan (D-NY)

»Péter G: Péterson

Harry Reid (D- NV) L

B Roy Romer

Dan Rostenkowski (D-IL)

" Martin O. Sabo (D- I\;{N)“

Jtm Sasse:r (D IN) -
Alan K. Sxmpson (R WY) -
Rlchard L. Trumka

Mal‘colmWaIlop(R-WY); IR .

s/

'
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D_eah_ Commis‘sion Mcrnberf !

Enclosed is a rev1sed version of the Comm;ssxon ﬁndmgs

“that wﬂl be discussed at the August 8, 1994 Commission teeting. |

‘This version incorporates comments we’ have received to date from

' ’members The meeting will be held in réom 210 Cannon House -

Ofﬁce Buxldmg at 1:00 p.m. (the same, Iocatxon and time as the

'-prevxous Comrmssxon meetmgs)
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s Draft Commission Findings

.. ""This. Commrssron will be asked 10 grapple with rea! issues of:

* ' entitlement reforms.... This panel,’| expect, will ask and-answer ' S
_.the tough questrons [M]any may regard. [thrs] as a thankless e

- task. It will not be thankless If it gives us a strong and sécure i L

t and healthy American economy and soc:ety moving intofthe 21st
o centufy " Presrdent Bill Chnton S

'Throughout Amerrcas hxstory, each - succeedmg generatron has enjoyed the L
' promise of a better standard ot living. ‘The goal of thrs Commrssron is to help; .
maintain that promrse -~ to help secure- for Amencas chttdren a standard of hvmg i
. that is better than that ‘which ‘we -enjoy today To _achieve this - goat the .
Commrssron will assess the'need for entitlement and tax reform and make specrftc .

~

L recommendatlons for reform to the Presrdent m December

These frndmgs are the Commrssron s trrst step in achlevrng rts goat The fmdmgs
" descnbe the economic future that will- confront Amencans during the first quarter '
of the. 21st century if the natron fails to act.. The plcture that they pamt is -
. unsettlmg The findings are not; however apredtctton of the future. ‘They are the

I product of srmpte arlthmetrc rf our current economrc pohcres are not changed

- ‘A better future for Amenca can be secured if the country embarks on the course 'j e
- of Iong-term reform We can-help Americans save and mvest in themselves and -
. the country We: can make the essentlal public investments in our workers and our | .
‘chrldren “And we can maintain the strength of vital government programs that B ’

support and protect many Amencans ; S ,\;



» Fmdmg #1 To ensure that today S. debt and spendmg commrtments do not

/ unfalrly burden Amerlca s children, the government must act’' now.’ A

blpartlsan coalition of Congress, led by the Presrdent must resolve the long-

. term imbalance between the government's. entrtlement promises and the
v funds it will have avarlable to pay for them S

r"- .
N f

|
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LY Although the short term flscal outlook has lmproved the long-term ’

- situation requrres |mmed1ate attentlon 'For the -next five years, the
e ‘Federal deficit is pro;ected to average 2. 5% of the economy, its lowest -
- level since the 11970s. After 1998, however, Federal spendmg is”
| pro;ected to grow faster. than revenues WhICh wrll cause Federal

| deficits to nse rapldly : L ~ :

. ~In 2012 unless benefnt growlh is reduced or revenues are mcreased

,m the interim, projected outlays for entltlements and interest’ on the
“national debt will consume all taxes collected by’ the Federal

.,

. government

k4 , :

e ln 2030 unless beneflt growth is reduced or revenues are lncreased '

s in the interim, projected spendmg for Medrcare Medicaid, Social -
L \Secunty, and Federal employee retlrement programs alone wrll
consume all taxes collected by the Federal government Even if all

' other Federal programs (except interest on the natlonal debt) ¢ grow no

. faster than the economy, total Federal outlays would exceed 37% of

- the economy Today, outlays are 22% of the economy and revenues
- are 19%. A ‘

.,

—

-+ To putthe long-term flscal lmbalance in perspectlve, in 2030 if no
L action is taken in the’ lntenm reducrng the Federal deficit-to 2.5% of
the: economy will require . a cholce between mcreasrng every. Federal
o ‘tax by 85%. and cuttlng every Federal program and entrtlement by

o _fmorethan half. - T
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‘Thzs chart shows the Iong-term budget rmpllcatlons of current spendmg and tax pohcnes
~In projecting entitiement spending, Medicare.and Social Security, outlays follow the .
Medicare and Social Security Trustees' "best estimates.”. Medicaid outlays are assumed
to reflect demographlc changes and the increases in health care costs that underly the
Medicare projections. All other spendmg and revenues are assumed to follow CBO -
pro;ectnons through 1999 and to grow in proportnon to the overall eoonomy thereafter
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Frndtng #2: To ensure the le\ret of pmrate rnvestment necessary tor long-

term economlc growth and prospenty, natlonal savlngs must be raised
substanttally . ‘ : o

Countrles that save and mvest more grow taster and have more rapld

, rmprovements in the standard of living of thelr mtrzens In the’ Unlted |
- States, decllnmg private savrngs and large government deficits lrmlt ~‘
o mvestment productlvrty, and economlc growth ‘

; v

- Slnce the 19603 prlvate savmgs have fallen from more than 8% of the >
‘ economy to about 5% today. At the same tlme government, deficits -
have mcreased from less than 1% of the economy to more than 3% .

today ' ' ' ' ‘

e
i

" Asa result the supply of savmgs avatlable for pnvate mvestment n'et‘
. national -savings," has dropped from more than 8% of the economy to

less than 2% today This restncts Amerrcan productl\rlty and growth

~

" Our Competitors Save and Invest More Than We Do

DA

-Pereentage of Gross D_‘omes'tlePro‘duét-, 1983-1992 o

Cu——

APAN. GERMANY\ ©% EC UNITEDSTATES

r Net Nattonal Savmgs 1983-1992 :
Net Domestrc lnvestment 1983-1992
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ffyFmding #3 To ensure that funds are. available for essentlal publlc
..'Investments and other important needs such as educatron chlldrens

‘ »programs, highways, and national defense, the natlon cannot contlnue to .

allow entltlements to consume an ever~increasmg share ot the Federal

. ,‘Entltlement spendlng and mterest on the natlonal debt consume more
than 60% of Federal outlays today, double the percentage of just 25.

. ,,years ago.- -
. o The Congressxonal Budget Office’ pro;ects that entltlement spendmg
. and mterest payments w:ll exceed 70% of total Federal outlays by
-2003 '7/ o «}’413: ,x;l L
- ’A-_ . By 2003 less than 15 cents of every dollar the Federal government
"spends wull be avallable for non- defense dlscrettonary programs that
can raxse productwlty and contnbute to economlc growth programs

| 'such as 1ob trammg and Head Start

~
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Fmdmg #4 To be effectlve any attempt to control long-term entltlement.""f
growth must take mto account the prolected mcreases m health care costs. .

T s
-
\
L
! iy
i
- L
¢

RN ,
RO

: 'The growth of publlc and lpnvate health care costs poses an"“ .
‘ ,lmmednate problem that must be addressed e : ;
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;ZFederaI health care. spendlng has been mcreasmg at annual rates |
‘L averagmg 10% or more durmg the last flve years far-in’ excess. of‘: S
~ overall econemxc growth R A : o

r'flf the mc:rease in health care costs lS not restrarned Federal spendmg o
on Medlcare and Medicaid is projected to triple as a percentage of the

-7 /" economy by.. 2030 Federal health .care spendmg is pro;ected to
. ,]f_'ymcrease from 3 3% of the economy today to 11% by 2030 Yoel
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B Federal Spendmg en HeaIth Carev |s' B
PrOJected to Tnple by 2030 EERE
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Thns chart shows the prolected long-term growth of Federal heatth care spendmg
asa percentage of the economy. ‘Medicare outlays follow the Medrcare Trustees’™
"bést estimates.”. Medicaid outlays are assurned to reflect demographic changes

and the mcreases in health care costs that underlle the Medlcare prolectrons
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Fmdmg #5 To be effectrve, any attempt to controI Iong-term entrtlementf )

7/
/

growth must aIso take mto account fundamental demographrc changes

\.

e,

1

'Amerrcas populatron is qrowmq oIder because of longer I|fe.

'expectanC|es and the -aging of the: babv boom generation. Today, e
there are aImost frve workrng age persons for each person over 65. -

- In 2030 when today's workers have retlred and todays chrIdren are

~.in their pnme workrng years; the Socral Securlty Trustees prolect that L

| there wrlI be fewer than three worklng age persons for each person _

over 65 o - : = - -

. An Agmg Populatron Means Fewer Workers |
h To Support Each Retlree s Benef” ts

oo

_—

A o

N w

1 i 1 1 A 1 4-I | N ] I‘I"I 1] 1 1 1

1950 _1960‘1970 1980 1990 2000 2010 2020 2030 ’

*Ratio of Persons Aged 20-84 to Persons 65 end Older ..

: Socral Secunty Trustees Best Eshmates

i
[

The aqmq of the populatronfwrll sranflcantlv mcrease Federal health o
. care and retrrement outlays. Even if the. extraordinary increases:.in’
health care costs were eI|m|nated after 1999 (so’ that costs for each -
a_person of a glven age grew no faster than the economy) FederaI: .
'outIays for Medicare and Medicaid wouId st|II double as a. percentage' |

“of the economy by 2030 The aging of “the populatlon -drives -
ncombmed Medicare, Medlcald ‘and ‘Social Security spending- from'
about 8% of the economy today to about 14% of the economy |n
- .2030. "} ‘ ;o : :

1T_.
1'

To fund‘ the annuaI mcreases in Medrcare Medrcard and Socral- '
" Securlty spendlng, every Federal tax wouId mcrease by more than
‘ 30% by '2030. ' /

y .

‘ * . -
.

{
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ThlS chart dwades the pro;ected long-term growth of Federal health care spendlng mto the portlon
“that is attributable to the extraordmary health care costi moreases and the portion that would remain
even if: health care costs for each person ofa gnven age grew no faster than the economy after 1999,
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.Frndlng #6: To respond to the Medlcare Trustees call to actron and ensure o

Medlcare s long-term wabrlrty, Medrcare spendmg and revenues available for

the program must be brought Into long-term balance. Health care spendlng
must, be reduced revenues ralsed ora combmatlon ot both A

q -

e Medrcare Hospital Insurance (Hl) The Pubhc Trustees conclude that o
- the Medicare HI program "is severely out of tmancral balance and is
o }‘unsustalnable in its present form." Medloare HI outlays already?' ‘

exceed tax revenues dedrcated to- the . program ‘and are rapldly
S depletmg Trust Fund assets The Trust Fund is pro;ected to’ run out.

; sof money by 2001

o !
N

e In the long run, the s:tuatlon gets even worse - By 2030 prOjected_ \
. Medi care HI outlays exceed dedrcated tax revenues by more than 5% -
© ofthe payroll tax base. - f the mcrease in Medrcare HI outlays were e
pald for by mcreasmg payroll taxes the Medlcare payroll tax: ratef;‘-"

| would mcrease trom 2 9% today to more than 8% by 2030 E

. Medrcare Suoplementarv Medlcal Insurance (SMI)_ The'Public,“.
"~ Trustees urge. “prompt, effectlve and decisive. action...” to ensure the -

' long -term financing .of Medicare - SMLI. Today, 75% of Medrcare SMI

“'-‘»‘spendmg is ‘funded from general revenues whlle 25% is from.

4 [ . .
-4 } .
X . . L \

R premrums pald by benefacranes S ‘. s

s

e ln the long run the Trustees project that Medrcare SMl outlays wrllr o

. rise from just over 1% of the payroll tax base today to more than 7%

"~ of payroll by 2030. If individual income taxes were used to’ pay . for ». |
" this i lncrease in Medlcare SMI mcome taxes would mcrease by more -

than 30%


http:projectedtd'n.in
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Medicare Hl is Projected To Be Insolvent by 2001
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h ; . . .
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Fmdmg #7 To respond to the Soclal Security Trustees call to actlon and
- ensure the long-term \nablhty of Soclal Security, Socnal Secunty spendmgi' :
- and revenues available for the program must be brought into long-term e

- balance Soclal Securlty spendlng must be reduced revenues ralsed or a

‘l . comblnatlon of both. Any savings that result should be used to restore the -
long-term soundness of the Soclal Secunty Trust Fund |

- B . . + B P - -
A K S T . : T A !
- l

N Socral Secunty |s an |mportant source of support for many of the

B na’uons cmzens Today, the poverty rate,for senior households is

 about 13%, but wrthout Social Securlty, it' would mcrease to’ about '
- 50%. Socnal Secunty provides’ 90% or more of the total income for -
: almost half of the senlor households below the poverly Ime Lo

. prograrn

g The Publlc Trustees belleve that "leglslat;ve ‘action .is - needed toi‘

ensure - the long- range fmancnal mtegnty 'of the - [Somal Secunty]

N

L .
. .

- Once the baby boom generatlon beglns to retlre ln 2010 the cashv'
\[ ; flow surplus from Socral Secunty wnll rapldly declme 'By 2013, Socnal
- Secunty benefit payments will exceed the tax revenues dedicated’ to. -

“the program. At that time, the: cash flow shortfalls in Social Secunty

. will cause the total Federal deﬂcrl to mcrease unless taxes are razsed -
Lor programs are cut L - y

!‘
.

_ The Trust Fund is proleeted to run out of money in 2029 At that tlme |
_projected outlays will exceed tax revenues by more than 4% of the "
. payroll tax base. If this shortfall were pald for. by mcreasmg payroll‘ff
o taxes the Social Secunty payroll tax rate would nse from 12 4% today .
. to more lhan 16. 5% by 2030 ' '

)..

g

. .
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_ »"Are these the shadows of the thmgs that erl be, \or are they o
* shadows of the things that May be, only?... Men's courses will
A ' foreshadow certain ends, to which, if persevered in, they must -
N | lead... ‘But if the courses be departed from, the ends will change.

 Say it is thus with what you show me!” Charles Dickens” A o
’ _Chrtstmas Carol S

i Amenca can change course lfthe government acts soon |t can ensure that future -
( generatrons are - not unfatrly burdened ~with todays " debt - and spendmg
. commitments.. lt can ensure public and pnvate mvestments that are needed for'

America’s future prosperity.- ‘And it can ensure the solvency of the Medicare and

“Socnal Secunty Trust Funds that are. an |mportant source of support and secunty ) :

- for many Amencans

” K
e



*" . Sources and Assumptions '

e

,';‘The pro;ectrons presented here are. rntended 30) rllustrate long-term trends rn the drrectron and
, ,magnrtude of future outlays and revenues. -The approach is srmplrf ied to provrde clarrty The
-'projectrons should not be. vrewed as precrse dollar estrmates

1
. e

SR Flndlng #1 Current Trends Are Not Sustalnable

The economrc and demographrc projectrons (__g_ populatron GDP and nommal :nterest

. rates) used in the analysis .are from the 1994 ‘Annual Report of the Board of Trustees of the.
.. Federal -Old -Age .and Survivors  Insurance and Disability Insurance’ Trust Funds,. rnctudrng

unpublished .annual data ("1994- ‘Social’ Security Trustees' Report“) .Entitiement. Spendlng
.- includes outlay” projectrons for Social Security from the 1994 Social Security Trustees Report:
- The outlay prorectrons for Medicare and Medicaid are from the:chart accompanying. Frndrng

7Y Qutlays for. entrtlements other. than Socral Secunty, Medrcare and Medicaid. are projected

) through 1999 based on CBO. estrmates from CBO's. The . Economic and" Budget Outlook:
. Fiscal Years 1995 - 1999, January 1994 ("1994 ‘Budget Outlook”). After 1999, these other
‘entitlements are assumed to grow in proportron to GDP (e.q.. Federal ‘civilian- and military
retirement programs -are projected to be‘a constant .9% of GDP). Dlscretlonary Spending
is ‘projected . through 1999 based on- 'CBO estimates in the 1994 Budget Outlook " (which
assume that the drscretonary caps are ‘met). After 1999, Dtscretlonary Spénding 'is -

.- assumed to grow ‘in proportion” to GDP.. In determrnmg annual deficits. and Net Interest,

: ",‘—,Federal revenues are assumed to follow CBO proJectrons frem the 1994 Budget Outlook
: through 2004 and to. remam a constant percentage of GDP (18 8%) after 2004 g ,

‘ Flndlng #2 Orrr Competlfors ‘Save: and Imresf More Than We«Do N - L j ;

The data are from the OECDs Natronal Accounts Marn Aqqreqates 1980 1992 Vol l(1993)

Falllng Prlvate Savlngs and Rislng Govemment Deﬂclts [
- Mean Less Prlvare Savlngs Avallable For Investment SR ,’
The ‘data are derrved from the Economrc Report of the Presrdent February 1994 ("1994
" Economic Heport") ‘Net Private Savings is the sum of personal saving and gross. business
‘saving, reduced by consumption of fixed caprtal (re depreciation). . Net National Savlngs
-is Net Private Savings reduced 'by Federal deficits and - increased by state and local
. government surpluses (whrch were 04%, 86%; 1 06% and 18% of GDP in the four perrods}

»Ftndlng #3 Growth of Mandatory Spendlng In The Federal Budget

Data on outlays by type. are. from 1994 Budget Outlook For srmplrcrty, the total for. i
, Sk
" than interest), “ as ‘well as offsettrng recerpts and deposit . insurance - -premiums. For thrs ol
. purpose, Mandatory Spendlng rs the sum. of Entltlements and Net lnterest o

. ‘Entitlements ‘includes spending that is genérally referred to as mandatory spending (other

Flndlng #4 Fed’eral Spendlng on Healrh Care Is Pro/ected to Trlple by 2030

Outlay prolectlons for Medlcare are from the 1994 Annual Report of the Board of Trustees
B of the Federal Hosortal Insurance Trust_Fund and the 1994 -Annual Report of the Board of of
.Trustees of the Federal Supplementarv Medrcat Insurance Trust Fund lncludrng unpublrshed

1 .




annual data’ (1994 Medlcare Trustees Reports") Medlcare spendmg is: reduced by SMI‘
premlums paid by enrollees " The Medicare Trustees - project SMI -premiums ‘through’ 2006.
After: 2006, - the chart maintains the relatronshlp between SMI premlums -and ‘Medicare SMIC
outlays that the Trustees project for 2006 Medicald outlays are assumed. to follow CBO .

- estimates- through 2004 ‘from the 1994 Budget Outlook. After 2004, Medicaid spendrng is -

_ projected using a simplified outlay model. The model assumes "that Medicaid costs “per
. “member of specific ‘population groups (e.g. persons 65 to 84, persons 85 and over, and the

. disabled) grow .in proportion to the projected increases in Medicare costs (after adjustment -
for demographic .change). The model adjusts total' Medicaid costs to- reflect - projected.
" changes in the demographic composmon ot the populatron from the 1994 Social Secunty- ’

Trustees Fteport Lo T

| Flndlng #5 An Aglng Populatlon Means Fewer Workers

To Support Each Retlrees Beneﬂts L C o ‘. o ‘ '

, Populatlon hlstory and projectlons are from the 1994 Socral Secunty Trustees Fteport The ‘

“Social Secunty Trustees' . Reports: generally present a similar- chart which compares covered

workers to- benefrclanes If the. chart were formulated in that. manner the ratio of covered .

orkers to beneflmarles would be 16.5, 34 and 23 for 1950 1990 and 2030 respecttvely

* Even If we. Control Health Care lnﬂatlon, . | o o
Federal Health Care Spend‘lng Doubles by 2030 - co T

BN

- The outlay projectrons for Medtcare and Medlcald through 1999 are the same. as in Fmdmg .
#4. For years after 1999, Medlcare Hi, Medlcare SMI, and Medicaid spending are projected -
~ based on srmplmed ‘outiay models. The models assume that Medicare. and Medicaid costs' ,

_ per member of specific populatlon groups (e.q., for Medicare HI and SMI, persons 65 to 69,

- persons: 70 to 74, persons 75 to 79, persons- 80 to 84, persons' over 84, and the drsabled)
- grow in.proportion to GDP per worker. The models adjust total Medicare HI, Medicare SMI;.

~and -Medicaid .costs' to reflect prolected changes_ in- the, demographic composition - of the ‘
~ population .from . the 1994 Social Securrty Trustee's. Report. Medicare SMI spending .is -~ .
‘ reduced by SMI premiums pald by enrollees After 1999, the chart maintains the’ relatronshlp
= between Medlcare -SMI premrums and outlays that the Trustees pro;ect for 1999. B

"“,Flndlng #6 Med!care HI Is Projected To Be lnsolvent by 2001 -

Prolected Medlcare H! Outlays ‘and HI Payroll Tax: and Benetlts Tax revenues are from
the. 1994~ Medrcare ‘Trustees' Reports Benefits Tax revenues are prolected income tax
receipts “from the taxatron of Socxal Secunty beneﬂts that are’ allocable to the Medrcare Hl
- Trust Fund . o L L S o
,Flndlng #7 Soctal Securlty Tax Collectlons Exceed Current S T
‘ : Beneﬂts, But Aren’t Enough to Fund Future Promlses S e

‘.,Projected Soclal Securlty Outlays and Soolal Seourlty Payroll Tax and Benefits Tax
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 Secunty Trust Fund. Arguably, reserpts associated wrth the -Social Securlty
- payroll tax are overstated ‘bécause they are not reduced by the lost income tax revenues
" resultmg from employers deductlng thelr portlon of the ‘payroli tax :

o .
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- . Chavrt" c
) Impact in FY 2000 o . Ilustrative fUndiﬁg and rﬁagﬁitdde~iﬁ'FY2000
S -Likely deficit - Investment increase. ‘Nat'l savings S * i E : '
.+ Option -. (vs $167B in FY95) : overFY1995 ~rate - - T Sources $B) . . U_s‘es ($B)
..,{‘}’,'Steadf state” ~ B $2233 L : $20 B* o . 30% | s e Inérgmental increases m
LT S - current investments, .incl.

,"Modéstzi"ediie‘ction

- -Limited increasein .~ - - ™ : o
"*pubhcand pnvate ST S
.mvestment e : T

7 2B

"Significantnew’ -
-+ priorities” Ca
*_", Greater change in .

"'gallocatnon of resources

" ReqmressssBofbudgttsavmgsinFYZOOO $33OBoverﬁveyears‘

. Dramatici increase in
o pubhc and pnvate
*investment  °

o Requires $263 B of budget savmgs in FY 2000 5633 B over ﬁve yeurs

Ceen s o e

54%

. VTax.S‘avings: 522 B
*_Entitlement savings: $15B

o * Debt service savings: $8 B

(mcludmg adjustment of
“retirement age to solidify
' fund!ng of Social Security)

.' '5? Tax savings: 5448 ’ -
- ¢ Entitlement savirigs:. $BB
. Debtserv:ce savings: $15B |

 (including more extensive |

. reforms)

- o Tax savings: $132B ,
« Entitlement and disc'retion-:
. ary savings: $85B .
* Debt service savings: $46 B

,(mcludmg bold mforms)

: i‘{ '. of the assumed upward mﬂahon ad;ustment for dlscrehonary spendmg in 1999 and 2000 ’

financing of crime bill * | -

e Increment 5boye steady state

to be applied to childi’e’n s’
programs (including
education, school-to-work,

~ and urban initiatives)

. Increment above steady state . .
" tobe applied to children’s ~

- programs (including _
education, schogl-to-work,
and urban initiatives)

. ® Plus life-long learnmg and

‘ mfrastructure o

* Allows full nmplementahon '
‘of original investment '

_ program, including national .

service, school-to- work, etc.

S 'Assumes oonhnued mcremental shlftlng of dlscretaonary spendmg toward the Admmlstratnon s mvestments thmugh 1998, and use for mvestment of all

8/3/94, 6:14 PM -


http:forinv~tment.of
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', Chart D

'ILLUSTRATIVE SOURCES OF BUDGET SAVINGS

e
' ‘ S ite; w ]': : f’, - "I'rx 1999 mevenue ||
| B ST " L -(Billions) |
Suspend indexing for one year o S 181007 ,
Repeal indexing Lo S ,xv> __]ss0.9 ;
.Eliminate lower corporate rate $3.7
“Cap mortgage deduction at $300 000 of debt -~4 SS.O‘
Cap mortgage deducticn at $20 000. cf 1nterest . 1 87.6
{$12,000 for single’ peraone} - ; -

1 percent of income

. ¥ Limit charitable contributione deductien to excess: "] s9.5
"Il over 2 percent of income L )

Limit value of itemized deductions to 15 percent . | §67.9.

Decreaee limits on contributione to penslons and f‘f$1;4}f'
profit-eharing plans o

'Impoee 5 percent tax on- inside peneion/IRA buildup $13.6

?,Tax employer~paid life insurance premiume B L;, $3 5 .

lLinit State and local ‘tax deductions to excese ‘over 37.73<
|

i Tax ‘85, percent of ali of 8ccie1 Security ‘benefits. 823 ai'

) rax:50. percent of all of - SOCial Secur;ty benefitS'fQ, $11 6;3

| below current 85 percent threeheld ‘

‘:.Tax inside buildup cf 1i£e ineurance ‘products Qif‘5"$8.3‘ ]

Bxpand Medicare to all State/local °m910yeea - 4e 3115'

Expand Social Security to all Statellocel employees‘ $2.9

| Tax 30 percent of capital gains_ £rom. home ealee "~ . | $5.5.

Enact carryover baais for capital gaine ’, C 53,81

-'Cut the estate. tax unified ‘credit by about half 4f".‘$i;8

f Tax credit unions: over«SlO milllon ‘in assete . -~ " |'s0i7.

| Repeal tax preferences for extractive industries : :$2.2*

; Eliminate private—purpoae tax-exehét bonda &f:"”zﬁ"‘Bix§‘ BN

¢

t Capitalize coets of producing timber B 31 3

'E:Repeal alcohol fuele credit ‘and” partial excise tax . SO 7 e
Q‘exemption R N CLen

v f’Impoee as percent value-added tax with &xemptio\ {
-} for food,. houei.ng, and” medical care L

fﬁ Increaee motor' fuel taxee by 10 cente per qallon
| each year for ‘5. yeare T
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S o T Chart D - . R
- N LT (Cont1nued) R

‘Spending cuﬁts S ,fi S T

N

o Y Ttem- . . .| #x 1999 savings |
. “ S L , o __(Billions) I

‘

Reduce agriculture deficiency payment target prices Sﬁei‘i
by 3 percent per. year T ; i

Eliminate the 0/92 and 50/92 programe . L S
Increaee "trip1e~baee" acreage to’ 25 pereent ' - ' )
Limit deficienc a'.ents to $40 ooo .
Eliminate the Bxport xnhancement Program

Eliminate the uarket Promotion Programy X gl‘

rson

«-'.3

Increase dairy assesamenteu‘~ ‘ B o o

Charge fcr airport takeoff and 1anding elots

Establish user fees for air traffic control

Impose user fees for inland'weterwaye

Charge in-echool interest ‘for: Staffatdxloane

‘Reduce the Federal share foz Hedicaid, AFDC. and
foster care and adoption aeaietance to 45. percent

Defer Fedetal retiree COLAantc‘age 62‘

Reduce Social Security rep acement’ ra'e°*’

Eliminate SOciel Security benefite for childzen of
retirees aged 62 64 . _

TRt wly,

Lengthen the Social Security benefit computation
‘period- from 35 +O- 38 yeare ~;¢;.' -t

COneider veterans' comp when determining 30cia1
‘Security. Diaability Insurance%benefite ,a“ﬁ N

Prospectively ‘end- veterane‘ disahilitygand death
awarda for dieabilities unrelated to service N

; (5100 000 for eingle pereone)
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EXECUTIVE OFFICE OF THE PRESIDENT

SUBJECT: 'NEC Meeting wiﬁh.ﬁheiPresident

© 02-Aug-1994 02:03pm.

feg . ~(See Below) S ‘ V‘ f r} IH ?’ QAA4U14ICQMY14

FROM: = Margaret P Smith . i~, o (EOHWWW\SS’QW

Economlc and Domestlc Pollcy

On Thursday, August 4 the NEC . has a meetlng scheduled with the\

President. Issues relating to the Kerrey Commission will be

~discussed. This is a "PRINCIPALS ONLY" meeting with no

substitutes. The meeting- ‘'will be held in the Cabinet Room from

10: 30a .m. to 12 309,m Part1¢1pants 1n thlS meefTﬁg”W“Ti be :

Vlce Pre51dent ‘
Secretary Bentsen
-Secretary Brown S
Secretary Reich : o o
Laura Tyson :

_-Alice Rivlin
" Carol Rasco
Leon Panetta’
Roger Altman
Bob Rubin
George Stephanopoulos

[ ~

1Dlstr1butlon i
70 FAX (9622- 0073, Secréetary- Bentsen}
TO: FAX (9395-6958,Laura Tyson)

"TO:. FAX o o
' TO: .FAX (9456-2883,Leon Panetta) . . =~ '

(
(

TO: FAX (9482-4576,Secretary Brown)
(9622-0404,Roger Altman)

TO:. Valerie M. Owens .
TO: FAX (9219-7659, Secretary Relch)
TO:. .Kristin A. Schneeman

.TO: Patricia E. Romani
. TO: Heather Beckel

.. TO: Linda J. McLaughlin

~ TO: Elisabeth L. Llndemuth
. TO: .Paul A. Deegan_
_'TO: " Matthew L. Miller

.
¢
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THE DIRECTOR -

. MEMORANDUM FOR THE PRESIDENT

" VFroni:f, Ahce M Rtvlm .

Re::‘ E Meetxng on budget and economlc agenda for 1995 and 1996

EXECUTIVE OFF'ICE OF THE PRES]DENT
' OFFlCE OF MANAGEMENT AND BUDGET
' WASHINGTON oc 20503 X

I

' The purpose of thlS meetmg is to start a dtscusswn about the major focus of economlc

and budget poltcy for 1995 and 1996

The Ume is nght We are commg up on the mldpomt of the ﬁrst term Tlus is the R
° moment to take stock of how far we have come; what remains to be done and what polxctes J
-~ we want to have in plaoe or well underway as we move 1nto the 1996 electxon A

There w1ll be both Opportunmes and pressures in the next few months to artmulate
" new themes and emphases and translate them -into.concreté ‘proposals. Final' decisions on the -
~FY 1996 budget (the last full ‘budget of this Presldenua.l term) will be made i in December.
The Kerrey ‘Commission is due to report on ‘Decermber 15 anid we will want to respond. The
 State of the Union address will mark the mid-point of the term. If we let this window of
- opportumty pass, we w111 riot have another window in which to formulate poltctes w1th .
51gn1ﬁcant chance of 1mp1ementatlon before the 1996 electxon ‘ - E

We have already accomphshed a lot and have much to. be proud of

. I4

‘ *  the deﬁc1t has come down faster than any of us beheved possxble when we put the .

' veconomlc plan together

. low

: ‘.lmproved tools for ﬁghtmg crime;

~%IGATT

n/ ' v‘ i

¢
I

i

l

BN

Sl We have mcreased fundmg for a w1de range of productxvny-mcreasmg pubhc SRR
- mvestments--m mfrastructure slolls and educatxon and technology, : '

B

e

s

* - . 'The’ economy is growmg at a healthy»-but not too rapxd—-rate and mﬂat10n remams

. -t * . wehave strengthened Amencan export prospects thh NAFTA and (soon we. hope)

A

- * we a.re reducmg the size of. the federal work force and demonstrably movxng toward a
IR govemment that works better, costs less and merits mcreasmg publtc conﬁdence

)

S we have launched mgmﬁcant reforms, such as GOALS 2000 and School to Work and o


http:formula.te
http:underWay.as

,. Gtven these accomphshments the magmtude of the legrslattve agenda still pendmg on
. the I-I111 and the prospect of a less hospitable Congress after the election, it 'would not be ‘

* unreasonable to devote 1995 and 1996 to implementing health care. reform, passmg welfare -
~ reform and reemployment Ieglslatton and consolidating the gains already made on other L
L fronts Indeed, this steady as'we go pohcy may well be the msest course

- But there is also a‘case for a bolder poltcy that takes major new steps to 1mprove the
" economic future of average Americans. Polls show the public is still deeply concerned about’
* the longer run economic outlook, which may help explain why we:have gotten so little credit
. for the accomplishments of the. last etghteen months Moreover there are real bases for o
.these fears about the future: . . BEE
o g wrthout srgmﬁcantly hrgher growth in productmty, the, standard of hvmg of
' - average Americans will continue to grow extremely slowly even when the |

o econormy is not in recession--and those wrth Tow sktlls are hkely to fall: further S

behind; o
.‘* : .the 1ncreased pnvate and publtc mvestment needed to accelerate growth m
‘ .productmty and wages 1s unlxkely to matenahze wrthout further actlon, .

. pnvate mvestrnent will be madequate because our low pnvatc savmgs rate f
~.. combined with continuing federal deficits will restrict national saving--and .
‘. .+ even if health reform successfully ‘controls future increases in federal health
Y. costs, deficits aré projected to remain substantial, (Our current forecast -
L assumpuons put national savings at less-than 3% of GDP into the next century
- . Vs, 8.4% between 1947 and. 1980, and net private domestlc investment at 4 to -
L 45 % of GDP, down more than a third from its 7.3% average in the 1950s,”
. 1960s and 1970s)- (See charts A and B attached on the long—term deﬁcrt and ’
| savmgs outlook) ' L S r o

i,

* pubhc mvestment wrll be madequate because freezmg dlscretxonary spendmg to
.t restrain deficits--combined with Congressional resistance to further cuts in.
_ ' . .other spending--will continue to make increases m federal mvestments ,
' 'y i agomzmgly dtfﬁcult to achleve ‘ : L &
S Hence bolder steps desrgned to put the economy ona more certain txack toward a
bnghter long-run economic future should be seriously considered. Indeed; we ‘may feel freer

‘ ~+ to examine such steps this 'year as opposed to last, when our nwd to assure a clear

Congressional focus on health Pplaced a-premium’ on'an uncomphcated budget G.e wrth no.
reconciliation bill). The overarchmg threshold question is whether we believe the. "steady as’
. .we'go" scenario is politically and substantwely adequate. Within this context, at least three
“ basrc and interrelated questions ought to be dtscussed and assessed 1n ltght of the pohtrcal
and substantwe ISSUCS they raise: - \ L t

¢



S Should further deficit reduetlon-involvmg entltlement reform or tax changm, :

-since more cuts in discretionary spending are likely to undermine public . .. ..

"mvestment—be undertaken now" If so, how mueh and what kmd"

‘”Substannvely, if we are serious about raxsmg nanonal savmgs and thus the domestxc

~' funds available for productx\nty-enhancmg private investment, then further deficit reductxon is

K . -more below), or should thls issue be deferred unnl after 1996"

requlred Options to increase private savings may be worth, exarmmng as well, but none
increase national savings as reliably as deficit reduction does. * ‘There may also be short-term
economic. benefits to a second round of deficit reductxon mcludmg lower long-term interest’
) rates as ‘Rob Shaplro and others have recent]y argued Pl
. . B ; . : S "'l
Polmcally, further deﬁclt reductlon may | be attractlve or.even 1mpemt1ve If a health '
" plan passes that is no more-than deficit neutral; we will face projections of nsmg deficits as
. we go into ‘the 1996, election and no longer be able to pomt to deficits "on a ‘downward -
path." Moreover, if we have no deficit reduction plan of our own; we may lose control of

the action in the next Congress Successors to Penny-Kasich and: "A to Z" could lower the
* discretionary caps and decimate our investments;. strmgent entltlement caps could force o

- enutlement changes not ofour own desxgn ST ;'v_ o

: I such consnderanons outwelgh those urgmg that we sock to our’ orxgmal budget

: bluepnnt ‘the quesnon of "how big a package and with what components?" remains. Smce

" entitlement reform or tax-(including tax expenditure) changes would be essential to reach any -
sxgmﬁcant amount of deficit reduction, one threshold question is whethér the polmcal clxmate
. - after the fall. elecnons will permxt the blpartlsan effort needed to achleve thls, and what role
" the Kerrey Commission can or should play in this regard. Altemanvely, is there a one- -

party package that would still deliver enough further deficit reduction to' show. meamngful
- progress? Should any package include a-fix for: Social Security’s. long-term problems (see

oL .
?

C 2 Should the long-mn structural problem of Soclal Securlty be addressed now,
possnbly in comunetnon thh pnvate pensxon reform" ' :
' The mterest in enutlement reform eould be focused on restructurmg pubhc and pnvate
. prov1smns for retirement to increase future mdxwdual security. and raise national saving at the-
same time. Comprehensxve reform of Social Secunty could restore that system to, actuarial
“balance and reassure, _currently contributing baby boomers that adequate beriefits will be there

4

" for them when they. retire. Such reform might make a contribution to near-term deficit -

' w»pensmn contnbunons more attractlve at all income levels

" “ reduction, as well. Simultaneously, changes could be made in pnvate pensxon systems to
make them both more affordable and more portable, and to make. savmg in the form of

; ] Although touchmg Soc1al Secunty is thought to be a polmcal no—no, restonng the
T system to health and assuring that 1t wﬂl be. there for the baby boomers in retlrement could

- tumn out to be a. b1g polmcal plus o

PR

vy



(E

S .Should the Admrmstratlon’s mvestment program be refoeussed (or mcreased) to | '

. ‘make a more substantial and visible unpact on.some aspect of the Natwn 'S R
C future-for example, a bolder effort on educatlon and trainmg or. a more _
o concentrated attempt to rev1tal|ze entles" B AR R

i s

' ‘The pubhe 1nvestment agenda we have been able to enact 1s arguably mcremental

Vcompared with:our view of the nation’s needs. . Moreover. we may want to develop in the’ -~ -
. .hext two budgets compellmg themes that ‘capture your vision for Amenca backed by the =

" resources to achieve them ~ a focus that showcases you ﬁghtmg for results average B
_’Amencans careabout : , S e . R

[ _‘\ "._‘ -

It is critical to consrder possrble optrons for such an emphasw or. mxtlatrve and to\ .

S choose among them rather than risk diluting our unpact and resources "by trying to do .
.- . everything. A renewed and larger scale hurnan capztalfmvestmg in people agenda has
- f'already been suggested. . Stressmg areas most likely to increase long-term productmty

- growth and the 1mprovement of opportunmes for those in the lower half of the income -

distribution suggest some illustrative options that mrght be developed further (thh assocxated A

- fmancmg altemauvees) for the fall For example Sl T o

. e Investment in chlldren. We could focus heavrly on mcreasmg opportumtxes for R

i .,~ch11dren especrally those who are Tikely. to fall behind.. We- could build on Head Start -,
" and WIC increases and the immunization initiative, for example, by worlong to
. improve child care and expandmg both Head Start and opportunmes for low mcome
' .chlldren in elementary school S - s

-~

e \Educatlon and training. Almost everyone agrees that if W we . could pull it off radlcal R

: 1mprovement in schooling and skills would be the greatest possible contributionto -~ ' ©
-, future productmty and expandmg opportumnes for low income.and minority.children:
- Hence, we mlght want to move beyond goal-setting and planning in educationto - .
-, launch a major federally sponsored partnership to spur more dramauc state/local - .
reform Training tmtxat:ves might build on the school to-work 1dea, using mnovatlve :

SN

Lt ,ways to leverage federal dollars to promote greater local efforts

e ‘Urban decay and concentrated soclal problems. ‘ We mxght propose new ways to

© leverage the federal role to address problems of urban _poverty, crime, and black male -
. unemployment and explore ways to.use federal dollar availability to create greater o
- . incentives for regional cooperation between cmes and suburbs on housmg (and
.mobxhty), educauun u'ansu and tmxmng Co e e

B Infrastructure bank/financmg - We mrght target hlgh-pnonty mfrastructure throughs o

creauon of new taxable infrastructure bonds, tax-credit bonds, a Federal loan facmty, o
~or other credit enhancement techniques, all designed to leverage ] Federal resources L
Potential targets of 'such an initiative include: severely congested = .. . ;

g'hxghwaysfbottlenecks tmportant mternatronal border crossmgs 1ntelhgent-vehlcle



-htghway deployments wastewater or clean water treatment plants that severely miss

EPA standards, pavement and bndge deficiencies on the Nattonal ‘Highway System

network, and 1mponant mtermodal transportat:on connechons (e g ports of-entry, R
rarl/tmck termmals) AR , ot , ! .

o e .. Technology We could increase our focus on commerc1ally-apphcable defense R & o

- D; extend efforts to. disseminate technology more broadly; more seriously target ‘
. "several priority areas for increased funding; and launch hlgher—proﬁle efforts to hnk

.schools ‘hospitals. and other pubhc facxlmes wrth the ernergmg mformatton hlghwaytj ‘,
: Y

. . B . © A

L ) - Env:ronment. We mlght burld on' current progress thh further clean alr/clean water

initiatives; heavier.emphasis on -environmental technologies as part of a producuvxty
o growth strategy, and an expanded pubhc land preservatlon agenda

L e Internattonal leadershlp. The U S today ranks l7th of the 18 major ard donors in
'  the share of GDP'we devote to foreign aid; the Economzst notes wryly that' Amencans ,
spend more on potato and tortilla: chtps each 'year than on forelgn economic . o
. - ‘assistance. ‘We could arguably stake a new claim to leadershlp in a changmg world
. with a package that echoed the scale of American initative in the post-war penod
- when we were half as rich but did ten times more, A Truman-style summomng to
our real long-term interests mtght be substannvely w1se and as with NAFI‘A ‘
polmcally beneﬁcxal L S I : 3
: ** ® R
e The spectrum of ehmces for our last full budget of thls term ranges from the steady
, as we go" scenario to a truly bold package that 1nvolves a major reconciliation bill (with-
" entitlement and tax changes) and BEA cap amendments (to accomodate sxgmﬁcant mvestment

. increases funded by part of the entitlement savings achleved) There is also. clearlya -~ . L

, nonoptxon that our team should understand and rule out as we begin. this discussion -- o
- namely, the illusion that we ¢an increase investments' substantlally without cutting '

L ‘substantially elsewhere to make the resources avatlable to' fund them. - With deficit

: pro;ectlons already heading from $167 billion this. year to $223 billion in 2000 and $28'1 -
: brlhon in 2005 we should not have a dlscusswn that contemplates rarsmg deﬁcxts further -

: The three quesnons above are hlghly 1nterrelated and need to be consxdered together )
"For example further near-term deficit reduction. could (but need not necessarily) involve an
. initiative to fix social secunty s long-term problems; a focus on particular investment themes .
could be achieved with significant new resources made avatlable by a bold successor to our
original bluepnnt or instead be more-a matter of rhetorical, or bully pulp:t emphasis and
‘marginal dollars in the steady-state scenario (charts C and D attached may help start your
thinking on the range of potential. options and- magnitudes mvolved) Fitting the many-

~. ‘moving parts into an 1ntegrated package thh substantive merit and polmcal appeal would be .

- the essential challenge of our team’s effort in oommg months.

e
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. ILLUSTRATIVE BUDGET OPTIONS

Impact in FY 2000

I4
,

5

PR

_STAFFDRAFT

. N B
e, Y rm——.

Likely deficit .
(vs. $167B i in FY95)

lnvestment increase

Na‘t'l savings '

I]lustratnve ftmdmg and magmtude in FY 2000 L

Sources ($B) Uses ($B)

" option

""Stemystate"f S $2238 : o “ oS08

i

. * "Modest redirection”. - -$199B ..  $32B. . -

*' Limited increasein -~ " . o
publicand private _ °

mvestment o

- 'I.

N Requlres $45 B of budgel savlngs in FY 2000 $169 B over ﬁve years‘ -

' .',"S!gniﬂcantnew
. priorities": ;
. Createrchange in

~ allocation ofresources L ,;,t"

o RequiressssBofbudgetsavmgs inPYZOOO $33OBooerﬁveyearsj o

'_"rmlybow L e s
Dramaticincreasein =~ . ' - . T :
.pubhc and pnvate
'mvestment

S ,Requires$26380fbudgetsavfngsin?¥2000 $633Boverﬁveyears

T/

over FY 1995

 $159B - . S4B

rate . .

3.0% -

L%

L '5.47%;‘

e  Tax sav:ngs $448

B T T U U

e Taxsavmgs $1328 .“:‘;'-.
* o Entitlement and d:screhon-

- Debt service savings:: 546'3

e T e lncremental increases in j. o

“'o~ . " current investments, incl.:
C ' ﬁnancmg of crime bill -

. Tax savmgs $223
"o Entitlement savings: $15B -

. Debt service savings: $8B - - programs (including

* (including adjustment of. education, school-to-wdfk, B
retirement age to solidify ,' ,' and urban mlhahves)
fundmg of Socaal Secunty} ST

CTe lncrement above steadystate
. Entntlementsavmgs $9B
* Debt service savings: $15B.
~ (including more extensxve L
reforms)

. programs (including -
education, schoo!-to-work,
" and urban initiatives).
.+ - Plus life-long. leammg and
g infrastructure T

P

“of onganal investment
ary savmgs $85 8B

- service, school:to- work, etc.
(mcludmg bold reforms) L S

\

'Assumes contmued incremental shnftmg of d:scretnonary spendmg toward the Admmlstratmn s mvestments through 1998 and use for mvmhnent of all

of the assumed upward mflatnon ad;ustment for dlscretnonary spendmg in 1999 and 2000.. S et e

T -

. Increment above steady state o
.- tobeapplied to children's -

"'to be applied to children’s = .- 5

f . Allows full 1mpleméht'atvnbnw' o

P RDY CRUREE SO

- program,-including national '-:7,1 '

" aBm4,6PM
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" Revenues:”

. ....r .. . chart'D’
o R
' ILLUSTRATIVE SOURCES OF BUDGET SAVINGS . . |
o 8 s . » ‘3 . ) ST ‘A; ; K

T Item”

FY 1999 Revenue |
(Billiona) .

; Suspend indexing for one . year $10 7 '
flRepeal indexing T - ‘sso 9
\fjsliminate lower corporate rate $3.7 i L
| cap mortgage deduction at 5300 000 of debt §5;0,njd T .'H[f‘ r?’
'E‘Cep mortgage deduction at $20,000 of interest ;ii s&r& tzlj”fm N B
: (512 000 for. eingle persons) - B RN T M , o
{Limit State and local tax’ deductions to excess over V~§7.5'f5;535l95if’;5.'_‘.iva
.} 1 percent of income ' ‘ . , N N S IR
.glbimit charitable ccntributions deduction to exceae "§9;5A;f -
over 2 percent of income - - - L -
ﬂ Limit value of itemized deductione to 15 percent c §$?;9& i
I Decreaae limits on contributions to peneione and T §1.4-v | P .
profit-aharing plane 5 « N <l 7/}
EﬁImpoae 5 percent tax on ineide penaioanRA buildup $13.6 . )
E Tax’ employerwpaid 1ife insurance premiuma 153.5:' ! f‘
H Tax 85 percent of all of ‘Social Security benefits . dézs;u"
'.é Tax 50 percent of all of Social Security benefite 515;6'
; below current 85 percent threshold - ; ‘
E\Tax ineide buildup of life insurance producte j;v 58.3: o .
}dzxpand Hedicare to all statellocal employeee 51.5‘. B
§ Expand Social Security to all Stetellocal employees $2.9‘.' .
'":vTax 30 percent of capital gaine frcm home’ sales : .§5.5 o :
:‘j Enact carryover baais fcr capital gains o A"$3 8"’ -
Cut the estate tax unified credit by about half '~\A5¢$4 8.
Tax credit unions over $1O million imassets ' ¢ ;'50.7 B
vRepeal tax preferences for extractive induetriea | sz.ﬁ ;‘.f';ii ‘
Eliminate’ ‘private-purpose tex—exempt bonde $1.9 ';‘.b“,~ v”'il;?r ;
'Capitalize coste of producing timber" : s1.3 . F NA':;¥;i 
Repeal alcohol fuele credit and pertial excioe taxr ;f$0.1 "f’f G o
~exemptien : , » R
-Impose a5 percent value—added tax with exemptione - #96;9 v -
for food, housing, and medical care C N . o _
. Increase motor fuel taxes by 10 cente per gallon'"vl ‘542§21f r1;~r: ' . 1l.
-;each year for 5 yeare ) ; B T R
1 ”
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Dol T e e Cpare B
R IR R (COntinued)

‘ ‘ e (Sillions)

‘ $4 1

: Reduce agriculture deficiency pnyment target pricea‘
by 3 percent per yenr ‘

Eliminate the 0/92 and 50/92 prcgrams:l\1f‘ ' -"3,*.50 4.

Increase 'triple-base"acreage tc 25 percent L f«f 'SI.O

‘Limit. deficiency payments to s40 000,° per peracn o ‘so 3

Eliminete the Export- Enhancement Prcgram ? _"N~'x "SO 9 A

Eliminate the Market Promoticn Program - ~:;A‘* 1$Q.1 " ?"~

Increese dairy aeeessmente ij?-.v_- o e '$é.3ﬂ:

Charge for eirport ‘takeoff and 1anding elcte »;v"c‘ 'sb;é". . e

Establish user feee for air traffic ccntrcl . 1§'$im5e : 7 ’
'l“_'___goee user feee for inland: waterways ( u L $0.7. A

Charge in—schccl interest fcr Stafford loane ) ;;§§;1 3‘5 ) N .

Reduce the ‘Pederal share for Medicaid; AFDC, end fn Eéia ;7"{ ST N

foster care and adoption assistance to 45 percent — ,"'w =

N Defer Federal retiree CDLAe tc age 62 R $2.5

i Reduce “the agency match on thrift plan’~lj; N :“ijisb.sj.*
) contributione to 50 percent . SR

i Raise CSRS contributione frcm 7 to 9 percent ) 3 - 'Si;o“ﬂ»

‘| Reduce Social Security replacement ratea 'f'“”. ~|s2.r -

. Eliminate Social Security benefits for- children of B ESS.OM o
| .retirees aged 62-64- = - ‘ L

Lengthen the Sccial Security benefit ccmputaticn ",‘Atinsg‘
_period from 35 to 38 yeare o IR

“~,g Consider - veterans' comp when determining SOcial . V 'so{i
N Security Diaability Ineurance benefite o o

. | Prospectively end veterans’ disability and death ﬁi“ §0.4
awards for disabilitiea unrelated to service. NS

e End veterane ccmp for low—rated disabilitiee R $b;7if; o
Eliminate COLAs for one vear o o "f"f CL ‘§12{41‘}f
Limit COLAs to two-thirds of the CPI - - j\); , ‘ sio 3
Limit COLAs to CPI minus 2 percent e 339 S

H Subject all entitlementa to individual income tax $70 0

Impoee COncord COalition elawback cf entitlements ‘552 1.

Deny. all entitlemente over'$120 000 of income 'H',f"’s11 1;,\ s
'($100,000 for eingle pereone) R S




e BIPARTISAN CoMMIsSION ON.ENTITLEMENT AND TAx ReForm.

, Chaiman R
- J. Robert Kctmy (D—NE)

" Vice Chainnan )
- JohnC. Danfonh (R-MO)

Bill\Arqbcr (R-TX)

‘ ﬁaleBumpcrs(D?AR)
U BaM. Clayton (D-NC)

M;chael N Cast.lc (R-DE)

K Thad Cochran (R-MS)

. Chnstopher Cox (R CA)
" E (Kika) dela Garza (D-TX)
' Roban Denham "

john D Dingell (D MI)
Pete Domcmc: (R NM} .

) 'Thomzs J D0wncy
,SandraW Frcedman -

* -Porter J. Goss (R-FL)- O
William H. Gray, 1 .

_ Robert Grcé’mtciﬁ: ‘

L Judd Gregg (R-NH)

’ ~_Karc§x.N, Hom
' Thomas H. Kean |

- \Vj Alex McMillan (R-NC)

Czrcl Moscl:y»Braun (D lL)

. Daniel Patrick ‘Moynihan (D NY)

Petcr G. Pclcrson

“ Harry Reid (D-NV)

;Ro'y Romer

‘ ﬁan Rosv.cnkowski (D IL.)

Mamn 0. Sabc (D- MN)

jxm Sasser (D»TN ) I

Alan K. Sxmpson (R WY)
chhard L Trumka -

MalcolmWaIlop ®wWy)

- Dear Cozmhission Memi;er: o ,3

Enclosures -

te .- Senate Hart Building Room 825 @ 120 Constitution Ave;,, N.E. '@ "Washington, D.C,'ZQSI’Q' o 202/2-24-»2300.

W i

.

T

 July 28, 1994 -

Enclosed isa revxsed vcrsnon of thc Com:mssxon ﬁndmgs T
that will be discussed at the August -8, 1994 Commission meeting.  *
This version incorporates comments we. havc received to date frorn :
members. The meeting will be held in roorn 210 Cannon House/

"Ofﬁcc Bmldmg at 1:00 p.m. (the. same locanon and tlme as the
prcvxous Comrmssxon meetxngs) N :

RN

‘_ Sincerely, * |

gpbért Kcr\réy‘ B . .‘.'IlqhnA'C. Danforth



" 'Draft Commission Findings ~~ . "

) e "Thls Commlsslon wlll be asked to grapple wlth real Issues of -

- 1entltlement reforms . ThIs panel 1 expect, will ask and answer .
. .the tough questlons . [MJany may regard [thls] as a thankless .
7 task. tt wiil not be thankless If it gives us a strong and secure o
. and healthy American economy and soclety mo vlng Into the 213t

- ‘:eentury ” Presrdent Bltt Ctmton S .

-
. B N ) v . . - . . ‘ .
- B . ) ‘ . ,‘

o

S Throughout Amerlcas htstory, each succeedlng generatton has en}cyed the .
promtse of a better standard of living. The goal of thls Commrssion isto'help

rnanntam that promise -- to help secure for Amenca s chlldren a standard of hvnng S

| that is . better than that which .we enjoy today To. achneve th|s goal ‘the

| Commnssron wm assess, the need for. entrttement and tax reform and make specrf c_ o

.‘ recommendatlons for retorm to the Presrdent in December

,These f ndmgs are. the Commrssnons ﬁrst step in achlevmg lts gcat The ﬁndlngs B

- describe the economlc future that will confront Americans during the first quarter < -

. .of the 21st century if the nation falls ‘to act. The picture that they pamt is .

" unsettling. The findings are not, however, a predlctuon of the future. They are the S

o product of. snmple anthmetrc 1f our current economtc pohcres are not changed

R

- A better future for Amenca can be secured if the cbuntry embarks on the course" |

. of. Iong-term reform We can help” Amencans save and invest: in themsetves and
. the country. We can make the essentlal pubhc mvestments in our workers and our.

o chltdren And we can' malntaln the strength of vrtal govemment programs that » '
- Support and pretect many. Amencans | ) .

e

“ = ..



) Flndlng #‘l To ensure lhat today S debt and spending commltments do not o
. unfairly burden America's chiidren,, the government must act now. A
- _blparllsan coalltlon of Congress, led by the Presldent must resolve the long- o

N term’ imbalance between the government’s entltlement promises and the .
o ,'lunds It will have avallable to pay lor them S , o

b

o | A“hough lhe shorl-term fiscal outlook has |mproved the long-lerm'o'v -

situation requires lmmedlate attention: For the next five years, the . -

‘ Federal deficit is projected to average2 5% of the economy, its lowest -
- ",Ievel since-the 1970s. After 1998, however Federal spendlng is
- pro;ected to grow faster than revenues whlch wrll cause Federal .

V'_defrcnls to rise rapldly L RN = ;-

e ln 2012 unless benef t growth is reduced or revenues are mcreased
in the interim, prolecled outlays for entitlements and interest on the

+ national debt wrll consume - all taxes collected by the Federal o

; 'govemment | . R

e o n 2030 unless benef t growth is reduced or. revenues are lncreased o
" in the interim, prolecled -spending’ for Medlcare, Medicaid, Social

'Secunty, and Federal employee: retlrement programs alone will -

'consume all taxes collected by.the Federal govemment Even ifall

~ other Federal programs (except mterest on the natlonal debt) growno |

: faster than lhe ‘economy, total Federal outlays would exceed 37% of |

o olhe economy Today, oullays are 22% of the economy and revenues

are 19% o . o '._' '_ -»il . _\‘_*

e .To put lhe long term ﬁscal lmbalance in perspectlve, in 2030 |f no
. actnon is taken in the interim, reducing the Federal deﬁcrt to 25%of = ‘
the economy will require'a choice between lnoreasmg every Federal

K ) .morethan half S S

- tax by 85% and cuttmg every Federal program and entltlemenl by S )
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 Federal ().mlays‘ as a Percentage of Gross Domestic Product

P

i

el Interest

Total Revenues

va‘“»

?ﬁntrtlement

1
|
|
f
|

© 1970 1980 ' 1990 2000~ 2010 2020 2030 - .

S
f

This chart shows the Iong-term budget 'mphcahons of current spendmg and tax pohcxes
In projecting entitlement spending, Medicare and Social Securrty outlays follow the .

- Medicare and Social Security Trustees' "best estimates.” Medicaid outlays are assumed '

to reflect demographnc changes and the increases in health care costs that underly the

~ Medicare projections. All other spending and revenues are assumed to foliow CBO. -

y Aprojecuons through 1999 and to grow in propomon to the overall eoonomy thereaﬂer

oo

i,

i
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Findlng #2 To ensure the level of prlvate Investment necessary for Iong- o
term: economlc growth and prosperlty, natlonal savlngs must be ralsed: -

substantlally R O ST

-, o ' .' '.‘. '1. )

) ‘;,Countnes that save and mvest more grow faster and have more rapld o

|mprovements inthe standard of lwung of their citizens. In the Umted :
States, declining private savings ‘and large gcvernment defmts Ilmlt
mvastmant productuv:ty and aconomlc growlh '; ' -j S

,

‘mece the 19605 pnvate savungs have fallen from more than 8% of the‘:‘ ;' .
' 'economy to about 5% today. Af the same time, govemment deficits ..
.have lncreased from less than 1% of the economy to more than 3% '

4 As a result the supply of savmgs avallable for pnvate lnvestment net :
: *natlonal savings,” has dropped from more than 8% of the economy to" ‘
" less than 2% today. Thls restncts Amencan productlvnty and growth

i o

- Percentage of Gross Domestic Product, 1983-1992°

: ;QU"‘COU"PéfthFS' ".S‘avéand"lnyest More Than We Do

e S e ERTR——

. 5 3 ,

o i -
*
i B .
B

unneosmTes o

JAPAN

4 INet Natlonal Savmgs 1983-1992 :
| ENet Domestic Investment,\1983-1992 B

i -
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4Ftndmg #3: To ensure that tunds are avallable tor essenttat publtc'-. -

‘ﬂtnvestments ‘and other Important needs ‘such as educatton, children's
- programs, hlghways, and nattonal defense, the natton cannot continue to

aliow enttttements to consume an ever-lncreastng share ot the Federat'
.:‘budget T -

{

e V'Entltlement Spendmg and mterest on the natnonal debt consume more

" than 60% of Federal out ays today, double the percentage of just 25~ - -

years ago
e ‘The Congressnonat Budget Off ce pro;ects that entltlement spendmg -
" and mterest payments w:tt exceed 70% of total Federat outlays by

B 7‘2003

. ‘;By 2003 tess than 15 cents of every dotlar the Federal govemment
' spends will be' available for non-defense drscretlonary programs that o
~-can raise productwnty and contribute to economrc growth programso :
~such as 1ob trammg and Head Start / .



Growth of Mandatory Spendmg In The Federal Budget

e 1973
R Mandatory Spendmg R Mandatory Spend_mg
o 298% 450%

" Net Interest

i

1083 SRR ,Vi77,:' 0 joga
Mandatory Spendmg B L Mandatory Spendung
563% T _ 61 4%

 Net l‘ntereét S o N Nettmerest‘

SN - , R 2003(pro;ected) T o
R MandatorySpendmg Lo
L T20% A

i : .
N
. L . .
\ . i . ' - X
; 3
T~ - '
.
kY
s
Ny 4 oy 4 .
o
1 N . .
. ‘0 A3

'lnterest

5



Flndmg #4 To be ettectlve, any attempt to control long-term entitlement
growth must take lnto account the pro]ected lncreases ln health care costs. -

[N ~ . . N A . s», . - \ “

. The growth - of publrc and pnvate health care costs poses an
R lmmedlate problem that must be addressed e o :
RO ,\
e Federal health care spendmg has been mcreasrng at annual rates
- /- averaging 10% or more during 1 the last f ve years, far m excess of .
k ovefall economlc growth O T T
.- " If the increase in health care costs is not restramed Federal spendung
" -onMedicare and Medicaid is projected to tnple as atpercentage of the
‘A,economy by 2030.  Federal health care spendmg is pmJected to
mcrease trom 3. 3% of the economy today to 11% by 2030

™

1



R . L . ‘ . . . \

R Federal Spendlng on Health Care IS; |
R PrOJected to Tnple by 2030

12

 Federal Medicare & Medicaid Outlays 18'5,18 Percentage of’GrossDomestig Product "~

-1

g Tms chan shows the prolected long-term growth of Federal heatth care spendlng :
‘asa percentage of the economy. Medicare outlays follow the Medicare Trustees’
' "best estimates.” Medicaid outlays are-assumed to reflect demographic changes -
and the i mcreases m health care eosts that undeme the Meducare projachons o
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Flnding #5 To be effectlve, any attempt to control long-term entit!ement R
growth must also take lnto account tundamental dernographlc changes o

rAmencas p pulatlon is g_owmg_plder because of Ionger hfe»}"\ R

__pectancles and the ‘aging of the baby b boom generatlon Today,

- ;fthere are almost five workmg age persons’ for each person over 65.
L ‘In 2030, when today's workers have retired and today's children are

- -in thelr pnme working years, the Social Secunty Trustees pro;ect that o
- . there wsll be fewer than three workmg age persons for each person: -

'over65 N

A Agmg Populataon Means Fewer Workers |
T° SUPPOrt Each Retlree s Beneﬁts S I

!_

“.

L ’ %

Ratio of Persons Aged 20.84 o Persons 65 and Oider -

N W

T 71‘960”1970‘1'680 1880, zooo 2010 2020 moo |
‘ SoeialSeammistees BestEsﬂmatas

i

“ ;'The agmg of the Qogulatron will srgmﬂcantly mcrease Federa! health»,
- care and rehrement outlays. Even if the extraordmary increases in. .
- health care costs were ehmmated after 1999 (so that costs for each -
~person of a given age grew no_faster than the. -economy), Federalk
. ‘outlays for Medlcare and Medicaid would stlll doubie asa percemage
. of the economy by 2030. The agmg of the populatron drives
--combined Medicare, Medncald “and Socra! Secunty spendmg from . 0
" about 8% of the economy today to about 14% of the- economy m; AR
.«&‘2030 ' . . . . '

I

o “To fund the annual increases in Medscare Medlcard and Socnal: : _
- ,';Secunty spendmg, every Federal tax wou!d mcrease by more: than,_ '
“30%by2030 . f.*(;: . ~
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Even |f we Control Health Care Inﬂaﬂon
Federal Hea!th Care Spendmg Doubles by 2030

.

SO e

#rowth of - JENE
F eralHealth .

#Spending
Even if Health

”Fe.dera‘l Medicare & Medicald Outiays as a Percentage of Gross Domestic Product

Thls chart dmdes the pro;ected long-term growﬁ'l of Federal health care spendmg mto the porhon ) i
‘that is attributable to the extraordinary health care cost increases and the portion that would remain
even if hea|th care costs for each person ofa gwen age grew no faster than the eoonomy after 1999

-


http:long:.te

BN

| ,.Findlng #6 To respond to the Medlcare Trustees call to actlon and ensure )

| Medicare’s long-term vlablllty, Medlcare spendlng and revenues avallable for . .‘ '
- the program. must be brought into Iong-term balance. Health care spendlng L

| must be reduced revenues ralsed ora cemblnatton ot both

L. 'Medlcare Hosgrtal Insurgnce (H) The Publlc Trustees conclude that l
- the. Medlcare HI program "is severely out of ﬁnanclal balance and i is -

. unsustainable in its present form.” Medlcare Hl outlays already
exceed tax revenues dedlcated to the program and are rapldlyf '
vdeplet:ng Trust Fund assets The Trust Fund ls prolected to -run out P

" ‘of money by 2001.

E ,.." In the long run, the sutuatron gets even worse By 2030 pmjected

. Medicare HI outlays exceed dedicated tax revenues by more than 5% o

of the payroll tax- base Af the increase in Medicare HI outlays were
E epard for by mcreasmg payroll taxes, the Medicare payroll tax rate " f
would mcrease from 2. 9% today to: more than 8% by 2030

. 7 ‘Medicare Sugplementagy Medlcal lnsurance LMl) The Publlc'
- Trustees urge "prompt ‘effective, and decisive action.. "to ensure the

’~ ~ long- term fi nancmg of Medlcare SMI. Today, 75%. of Medrcare SMI
spendlng is _funded from general - revenues whlle 25% ls trom

premlums pald by benefi cranes

. . ln the long run the Trustees pro;ect that Medncare SMl outlays wrllf o

rise from just over 1% of the payroll tax base today to more than 7% -~ -
of payroll by '2030. If mdmdual mcome taxes were ‘used to pay for - S
- *_thrs mcrease in Medrcare SMI mcome taxes would mcrease by more o

" than 30% N

Y — . .
. \ . Lo . - ' .
RN i . : ‘ PN . . -

[ A Y
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'Percentage of Med icare HI Taxable Payroll

b

0 —

* Medicare Hi is Projected To Be Insolvent by 2001 |

i

T, i
]

Hl TrustFund . . - y

- Exhausted in 2001~ SR
Co A : - Medicare Hl - - -
* Revenue. -
o ~ Shortfall .
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| Flndlng #7: To respond to. the Soclal Securlty Trustees call to actlon and‘ e

- ensure the long-term viability of Soclal Security, SOclal Securlty spendmg :

0. and revenues available for the program must be brought lnto long-term, - -
: balance Social Securlty spendlng must be reduced revenues ralsed ora. |
| “combmatlon of both.- Any savings that result should be used to restore the,_ e

- long-term soundness of the Soclal Securlty Trust Fund

. "";Socnal Secunty is an |mporlant source of support for rnany of the s
. nation's citizens. Today, the poverty fate for semor households is
about 13%, but without Socual Security, it would increase to about
o 50%. Socnal Secunty provndes 90% or more of. the total tncome for
L almost half of the senior households below the poverty Irne

Ce -The Publlc Trustees belleve that "leguslatwe actlon is. needed t0~ _
E ,ensure the. long- range ﬁnancral mtegnty of the [Somal Secunty]_,
,Drogram" e , _ , :

- o Once. the baby boom generatlon begms to retlre in 2010 the cash

~ flow surplus from Social Security will rapidly declme By 2013, Social

. Security benefit payments will exceed the tax revenues dedicated to :

- the program. At that time, the cash ﬂow shortfalls in Social Secunty_, N :

- will cause’ the total Federal deﬁcut to mcrease unless taxes are. ralsed e
' .,,orprogramsarecut ’ : f P S

. . | The Trust Fund is projected to run’ out of money m 2029 At that tlme, -
- _prOjected outlays will exceed tax revenues by more than 4% of the

~ ‘payroll tax base. If this shortfall were paid for by mcreasmg payroll‘ L

taxes, the Social Security payroll tax rate would rise from 12 4% today -; N

- tomore than 16:5% by 2 2030.

!
i



" Percentage of OASDI Taxable Payroll
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Socral Secunty Tax Collectlons Exceed Current
Benet~ ts But Aren't Enough to Fund Future Promlses
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' "Are these the shadows of the things that Wil be;-or. are they
. shadows of the thlngs that May be, only?... Men's courses will
: foreshadow certaln ends, to which, If persevered In, they must.
lead... But If the courses be deparfed from, the ends will change. »
Say It Is thus: wlth what you show me!" Charles chkens A ‘
Chnstmas Carol : . ST .

g "Amenca can change course tfthe government acts soon, ncan ensure that future
e generatnons are not’ unfalrly burdened - wrth todays debt and - spendmg

"~ commitments. It can ensure public and pnvate investments that are’ needed for =~

',.Amencas future prospenty And it can ensure the solvency of the Medxcare and
Social Security Trust Funds that are an rmportant source of support and secunty

, for many Amencans e
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rt,The projectlons presented here are rntended tolllustrate long-term trends in the direction- and o
magnitude of future outiays and revenues. - The approach is slmpllf ied to prowde clarity The o

projectrons should not be vlewed as preotse dollar estrmates B

S Ftndlng #1 Cun'ent Trends Are Not SUstalnabIe \

The ‘economic and demographic prolecttons (_g_ populatron GDP and nominal lnterest )
_rates) used in the analysis are from the 1994 Annual Report of the Board of Trustees of the

- Federa! Old 5ge and  Survivors - insurance - and- Disability lnsurance Trust: Funds,’ Including - 1_
unpublrshed annual data ("1994 Social Secunty Trustees' Report") “Entitiement Spendlng ;

includes outlay projections for Social Security from the 1994 Social : Secunty Trustees Report.-
The outlay projections for Medicare and Medicaid "are from the chart accompanying Finding:

. #4. Outlays for entitiements other than Social Security, Medicare, and Medicaid are projected:' .
-~ through 1999 based on’ CBO estimates from CBO's The Economic and Budget Outlook:" -
- Fiscal Years 1995 - 1999, January 1994 ("1994  Budget Outiook”). After 1999, these other -

. entitements. are assumed to grow in proportion ‘to GDP(e.q., Federal civilian. and military
retirement programs - are projected -to-be a constant 9% of GDP)." ' Discretionary Spending

is projected through 1999 based on CBO estrmates in the 1994 Budget Outlook (whlchy
assume that the discretionary caps are .met).- After 1999, Dlscretionary ‘Spending is B

’-assumed to grow in.proportion to GDP. ' In- determmmg annual deficits and. Net Interest,

Y,

\ through 2004 and to remain’a constant percentage df GDP (18 8%) after 2004

. - Finding #2 Our Competltors Save and Invest More Than We Do

o The data are from the OECDs Natronat Accounts Maln A re ates 1960 1992 Vol l(1993)

Famng Prlvate Savlngs and Rlslng Govemment Deﬂclts
- Mean Less Prlvare Savlngs Avallable For Investment

" The data are denved from the Economic Report ef the Presldent February 1994 (“1994
Economic. ‘Report”). ‘Net Private ‘Savings is the sum of personal - savmg and gross business’ -
saving, reduced by consumption: of fixed capital (i.e., depreciation). 'Net Natlonal Savings

" is Net ‘Private Savings reduced by. Federal .deficits and increased by state and local

- govemment surpluses (whlch were .04%, .86%, 1 06% and 18% ot GDP in the four penods) '

{ .
{

Flndlng #3 Growth of Mandatory Spending ln The Federal Budget o ‘fj

Data on outlays by type are from 1994 Budget Outlook For strnphcrty,, the total for T

‘Entitiements includes spending that is generally referred to as mandatory spending. (other

~ than interest), as well as ottsettmg recerpts ‘and deposit. insurance. premiums “For this

" purpose, Mandatory Spendlng is the sum ot Entltlements and Net lnterest
f ‘Flndlng #4 Federal Spend!ng on Health Care Is Pro}ected to Trlple by 2030

Outlay pro;ectlons ter Medlcare are from the 1994 Annual Report of the Board of Trustees

- of the Federal Hospital Insurance_Trust Fund and the 1994 Annual_ Re@rt of the Board of
Trustees of the Federal Supplementary . Medrcal lnsurance Trust Fund lncludmg unpubltshed ,

‘,tl'. e

" Federal revenues are assumed to foliow CBO projectrons from .the 1994 Budget Outlook“"” '

LA
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3 " “Flndlng #5 An Aglng Populaﬂon Meens Fewer WOrkers

. .
.

4

'annua! data (1994 Medloare Trustees Reports') Medlcare spendrng s reduced by SMI

premiums paid by enroliees. The Medicare Trustees _project SMI premrums through 2006.
After 2006, the chart maintains the relationship between SMI premrums and Medicare SMI

" outlays that the Trustees project for 2006. - Medicald - outlays are .assumed to follow CBO.

3

estimates  through 2004 from the 1994 Budget Outlook.  After’ 2004 Medicaid - spendmg is

pro;ected using .a simplified . ouﬂay model. ' The model assumes. that ‘Medicaid costs per’
member of specific population. groups (e.q., persons €5 to 84, persons 85 and over, and the

. disabled) grow In proportion to the projected increases in Medicare costs (after adjustmem
- for demographic change). The ‘model adjusts total "Medicaid costs' fo_refiect projected -
»+ ... changes ‘in the demographrc oomposiﬁon of the populatron from the 1994 Social Security

Trustees Report. IR RN

- To, SUpporr Each Retlrees Beneﬂts g T AT

‘.'Populatron hrstory and pro;ecnons are from the 1994 Socnal Secunty Trustees Report The 5

Social Security Trustees' Repons generally present a similar chart which compares. covered -

yworkers to beneficiaries.  If the chart were formulated - in that manner, the ratio. of covered ’
. workers to benefcranes would be 16.5, 3.4, and 2.3 for 1950 1990 and 2030 respechve

Even lf we Conrrol Healrh Care lnﬂatton, .
Federal Health Care Spendlng Doubles by 2030

The outlay pro;ectlons for Medicare and Medlcald through 1999 are the same as in- andmg

#4. For years after 1999, Medicare H, Medicare SMI, and Meducald spendmg are pro;ected

- . based on simplified - outlay. models The models assurne that Medicare ‘and Medicaid costs
* -~ per member of specific populat:on groups - (e.g., for Med:care HI and SMI persons .65 to 69,
.. persons 70 to 74, persons 75 fo 79, persons 80 to 84, persons ‘over 84, and the disabled)
. grow in proportion .to. GDP: per worker. _The ‘models adjust total Medacare HIi, Medicare . SM,
~and Medicaid, ‘costs to reflect pro;ected changes - in the demographrc -composition of the -~
- population from the 1994 ‘Social Security Trustee's - Report. ‘Medicare - SMI. spending. ls
- - ... reduced by SM! premiums -paid by enroliees.  After 1999, the chart maintains the relaﬂonshrp
: between Medncare SMI- prem:ums and outlays that the Trustees pro;ect for 1999 R

| vFlndlng #6 Medlcare HI ls Pro]ected To Be Insolvenr by 2001 '_ : o _:','";

,Projected Medlcare Hi 0utlays and Hi Payroil Tax and Beneﬂts Tax revenues are from’ _‘V

_the 1994 Medicare Trustees' Reporls. Benefits - Tax revenues -are projected’ income: tax .

rece:pts from the taxatnon of Somal Secunty benerts that are allocable to the Mednoare HI
TrustFund o S R ‘ N

i

N Findlng #7 Soclal Securlry Tax COIIectlons Exceed Crm'ent r ,

" Beneflts, Bur Aren't Enough to Fund Future Promlses e

, Projected Soclal Securlty Out!ays and Social Security Payro!l Tax and Boneﬂts Tax

revenues are from the 1994 Social Secunty Trustees' . Report.. ' Benefits. Tax revenues are

*_projected income tax receipts from the taxation of Social Security beneﬁts that ‘are allocable

- . o the Social Security: Trust Fund.. Arguably, receipts associated with the Socral Security -

~payroll tax. are overstated. because they are not reduced by the fost income tax revenues
resultmg from emptoyers deduchng their porhon of the payroll tax :
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