WILL AMERICA GROW UP
BEFORE IT GROWS

OLD? -~

The long gray wave of Baby Boomers retiring could lead to an all-en-
gulfing economic crisis—unless we balance the budget, rein in senior
entitlements, raise retirement ages, and boost individual and pension

savings. Yet politicians of both parties say that most of the urgently
necessary reforms are “off the table.” by PETER 6. PETERSON
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A NATION OF FLORIDAS

EEN to Florida lately? You may not realize it, but

you have seen the future—America’s future, about

two decades from now. The gray wave of senior cit-
izens that fills the state’s streets, beaches, parks, hotels,
shopping malls, hospitals, Social Security offices, and senior
centers is, of course, an anomaly created by our long tradi-
tion of retiring to Florida. Nearly one in five Floridians is
over sixty-five. But early in the next century a figure like
that won’t be exceptional. By 2025 at the latest the propor-
tion of all Americans who are elderly will be the same as the
proportion in Florida today. America, in effect, will become
a nation of Floridas—and then keep aging. By 2040 one in
four Americans may be over sixty-five.

When we consider the great demographic shift that will
shape our national future over the next fifty years, we are
speaking not of a mere transition but of a genuine transfor-
mation. Just fifteen years from now the first batch of Bahy
Boomers will hit sixty-five, bringing changes—econom-
ic, political, social, cultural, and ethical—that will
transform American society. This transfor-
mation will challenge the very core of
our national psyche. which has al-
ways been predicated on fresh begin- - \
nings, childlike optimism. and aspiring 4 _
new generations. How we cope with the \i b
cultural dimensions of this challenge 1 .
will leave to others—to sociologists, politi- 8
cal scientists, historians, and philosophers. 1
am none of these. I am a businessman who has
long participated in public debates over the po-
litical economy of rising living standards. What
concerns me most about America’s coming demo-
graphic transformation is simply this: on our present
course we won't be able to afford it.

To provide for the largest generation of seniors in his-
tory while simultaneously investing in education and op-
portunity for the youth of the twenty-first century, we must
reject the prevailing “entitlement ethic™ and return to our
former “endowment ethic,” which generated America’s high
savings, high growth, and rising living standards in the past.
Endowment implies “stewardship”—the acceptance of re-
sponsibility for the future of an institution. But given our
current emphasis on individual self-fulfillment, we must, in
addition to endowing the future of our nation and its institu-
tions, endow our individual futures and those of our chil-
dren, because no one else is going to do it for us. What I am
talking about is self-endowment.

“Hope I die before I get old,” The Who sang in their clas-

IN 1900 ONLY ONE IN TWENTY-FIVE AMERICANS WAS OVER SIXTY-FIVE.
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sic sixties anthem, “My Generation.” That statement, like so
many slogans of the Baby Boomers™ youth culture, was
wishful thinking. The generation that once warned “Don’t
trust anyone over thirty” is now passing fifty.

= The real question is, Will America grow up before it
grows old? Will we make the needed transformation early,
intelligently, and humanely, or procrastinate until delay ex-
acts a huge price from those least able to afford it—and con-
fronts us with an economic and political crisis to which there
is no longer a win-win solution?

DEMOGRAPHICS IS DESTINY

ITHIN the next fifteen years the huge generation
of Baby Boomers, whose parents brought them
into the world with such optimism, will begin to
retire. As they do, they will expect the munificent array of
“entitlements” that were guaranteed (again with such opti-
mism) to every retiring American with no anticipation of
the ever-growing length of retirement as life expectancy in-

3 creases or the ever-rising expectations of independence, af-
' —} fluence, health, and comfort of life in retirement. But
" consider who is expected to pay for this late-in-life

consumption: the relatively small “bust” genera-

tion in whose productive capacity we have failed
1o invest. Neither the founders of Social Secu-
rity sixty years ago nor the founders of
Medicare thirty years ago imagined the
demographic shape of America that
will unfold over the next several decades.

Ponder the following:
* With 76 million members. the Baby Boom
generation is more than half again as large as
the previous generation. To get some idea of
how much the number of seniors could grow by
the time the youngest Baby Boomers turn seventy,
think of the entire population of California and the
New England states combined. Or think of it this way:
the number of Social Security beneficiaries will at least

double by the year 2040.

e In 1900 only one in twenty-five Americans was over sixty-
five. The vast majority of these people were completely selt-
supporting or supported by their families. By 2040 one out
of every four or five Americans will be over sixty-five, and
the vast majority will be supported to some degree by gov-
ernment entitlements.

* In 1960 there were 5.1 taxpaying workers to support each
Social Security beneficiary. Today there are 3.3. By 2040
4 there will be rio more than 2.0—and perhaps as few as 1.6.
* The number of “young old” (sixty-five to sixty-nine) will

BY 2040 THE FIGURE WILL BE ONE IN FOUR OR FIVE.
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roughly double over the next half century, but the number of
“old old™ (eighty-five and over) is expected to triple or quad-
ruple—adding the equivalent of an entire New York City of
over-eighty-five-year-olds to the population. Nearly three
quarters of those over eighty-five will be single, divorced. or
widowed—the groups most likely to need extensive govern-
ment assistance.

* In 1970 children under five outnumbered Americans aged
eighty-live and over by twelve to one. By 2040 the number
of old old will equal the number of preschool children, ac-
cording to some forecasts.

* The extraordinary growth of the old old population will
add especially to federal health costs. This is because the av-
erage annual medical-care bill rises along a steep curve for
older age groups. The ratio of Medicare and Medicaid
spending on the old old to spending on the young old is
about 2.5 to 1.

e In 2030 only about 15 percent of the over-sixty-five popu-
lation will be nonwhite. But about 25 percent of younger
Americans will be nonwhite. This will create a potentially
explosive situation in which largely white senior Boomers
will be increasingly reliant on overtaxed minority workers.
* In order to provide the same average number of years of re-
tirement benefits in 2030 that were contemplated when Social
Security was set up, in the 1930s, the retirement age would
have to be raised from sixty-five to seventy-four by 2030. But
this projection—daunting as it is—assumes that future gains
in longevity will slow as average life expectancy approaches
the supposed “natural limit” to the human life-span. Many
experts now question whether such a limit really exists. Sum-
ming up research at the National Institute on Aging, the de-
mographer James Vaupel goes so far as to suggest that we are
now on the threshold of a “new paradigm of aging,” in which
the average life expectancy could reach 100 or more.

Of course, the United States is not the only country acing
an “age wave.” Indeed. the age waves in most industrial
countries are approaching faster than ours, and—to judge by
official projections—could have an even worse impact on
their countries’ economies and public budgets. But these
other countries enjoy long-term defenses that we lack. Un-
like the United States, most can actually budget their public
spending on health care, and so have much greater control
over this potentially explosive dimension of senior depen-
dency. Unlike the United States, most generally tax public
benefits as they do any other income. And unlike the United
States, most have fairly healthy household savings rates
(generally well over 10 percent of disposable income, as
compared with about five percent here), and so can absorb
public-sector deficits much better than we can.

Most important, unlike the United States, these other
countries are unencumbered by the illusion that their people
have some sort of inalienable right to live the last third of
their adult lives in subsidized leisure. In other countries what
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government gives can be taken back if doing so is deemed to
be in the public’s long-term interest. In 1986, when Japan
enacled a major reduction in future pension benefits, the
Ministry of Health and Welfare issued a concise justification
that cited “equity between the generations.” Few if any
objections were heard. In a statement issued the day he as-
sumed office, Japan’s new Prime Minister, Ryutaro Hashi-
moto, referred to the “imminent arrival of our Aging Soci-
ety” as a priority imperative. Citing much longer life-spans
and a much reduced fertility rate, he told the Diet in his
opening speech that Japan would have to “overhaul those so-
cial arrangements premised upon a life-span of twoscore and
ten to suit our new expected life-span of fourscore.” Do we
recall any American President ever making such a statement
at any point in his term, let alone in the equivalent of an in-
augural address?

Australia has made employee pensions mandatory, in-
creasing coverage from under 40 percent to nearly 90 per-
cent of the work lorce. leeland has means-tested its social-in-
surance system, Germany has enacted, and France, Sweden,
Italy, and the United Kingdom are debating, increases in the
retirement age. Some of these changes have provoked fierce
controversy—or even widespread protest, as happened in
France last winter. But the disagreement is almost always
over how best to allocate public resources. No one questions
that government has the right to reduce benefits.

Even many developing countries with populations still
much younger than our own are preparing for their demo-
graphic future with astonishing resolution. In South Korea
the household savings rate runs at about 35 percent: “Work-
ing to make a better life for the next generation™ is a typical
company motto. Account balances in Singapore’s Central
Provident Fund—the country’s mandatory pension-savings
system—now total nearly three quarters of GDP. In Chile the
average worker owns $21.000 worth of assets in the fifteen-
year-old national funded retirement system—a sum about
four times the average annual Chilean wage. Argentina, Peru,
and Colombia are following Chile’s lead and setting up fund-
ed systems of their own. Here, nothing has been saved in any
national retirement system for any worker to own.

UNSUSTAINABLE PROMISES

HE economist—and sometime humorist—Herbert

Stein once said, “If something is unsustainable, it
tends to stop.” Or, as the old adage advises, “If your
horse dies, we suggest you dismount.”

We cannot sustain the unsustainable. Nor can we finance
the unfinanceable. By 2013, when Baby Boomers will be re-
tiring en masse, the annual surplus of Social Security tax
revenues over outlays will turn negative. By 2030, when all
the Boomers will have reached sixty-five, Social Security
alone will be running an annual cash deficit of $766 billion.
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NEARLY TWO FIFTHS OF ALL SOCIAL SECURITY BENEFITS NOW GO TO

If Medicare Hospital Insurance is included, and if both pro-
grams continue according to current law, the combined cash
deficit that year will be $1.7 trillion. The horse, in other
words, will be quite dead. By 2040 the deficit will probably
hit $3.2 trillion, and by 2050, $5.7 trillion. Even discounting
inflation, the deficit that year for these two senior programs
will come to approximately $700 billion—four times the
size of the entire 1996 federal deficit. Long before that time
we will have had no choice but to dismount.

Wall Street has yet to react to these obviously unfinance-
able numbers. When will it? Since financial markets try to
anticipate events, the reaction will surely come years before
the first Boomers start retiring on Social Security, in 2008.
How severe will the reaction be? Should the markets con-
clude that America has lost any chance to deal with this chal-
lenge in advance, we will almost certainly see a full-scale
economic emergency as interest rates roar into outer space.

Apologists for the status quo dismiss these numbers as
“mere projections.” So let me emphasize that the numbers 1
have used for Social Security and Medicare are official pro-
jections, calculated by federal actuaries and economists work-
ing for the Social Security and Health Care Financing Ad-
ministrations. The same experts also calculate an alternate
and much worse “high-cost™ projection, which has historical-
ly proved to be more accurate than the forecasts I have used
here. Moreover, the retirement and medical-care needs of the
Boomer generation are by no means hypothetical. The Social
Security Administration’s former chief actuary A. Haeworth
Robertson points out that fully 96 percent of senior benefits
payable over the next seventy-five years will go to people
who are already alive (and therefore countable) today.

Well, say the skeptics, if we can’t borrow trillions of dol-
lars, maybe we can raise taxes a bit and muddle through. But
this isn’t a viable option either. Let’s start with the political
fact that both parties in Washington are currently hawking a
tax cut, though they disagree about its size. A tax increase is
unmentionable. Then consider the magnitude of the tax in-
creases we would need. By 2040 the cost of Social Security
as a share of worker payroll is expected to rise from today’s
11.5 percent to 17 or 22 percent—depending on whether you
accept the official or the high-cost projection. Add both parts
of Medicare, which currently cost the equivalent of 5.3 per-
cent of payroll but are growing so rapidly that they will
eventually overtake and surpass Social Security in size, and
we're talking about 35 to 55 percent of every worker’s pay-
check before we even start to pay for the rest of what gov-
ernment does.

Obviously, tax increases of this size would destroy the
economy. More to the point, they would kill the taxpayers.
There is also the interesting question of whether American
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taxpayers could be expected to comply with them. The ex-
perience of runaway pension systems in Latin America and
Eastern Europe teaches us that when payroll taxes begin
even to approach these levels, tax evasion becomes wide-
spread and much of the economy moves into the tax-exempt
*gray market.” In other words, it may be impossible to fund
the future cost of our current benefit promises no matter how
willing we are to legislate higher tax rates.

The senior lobby asserts that whatever the economic con-
sequences, future American workers are duty-bound to fulfill
their side of an ill-defined “contract between generations.”
Yet one group’s “earned right” to a benefit is another group’s
“unearned obligation™ to pay a tax. It is to this second group
that our children and grandchildren belong. Understandably,
they are suspicious of a binding “contract” to which they
never agreed. According to a 1994 poll, Americans under
thirty-five are much more likely to believe in UFOs than to
believe that they’ll ever receive Social Security benefits.

There’s an old adage about robbing Peter to pay Paul. In
the entitlement shell game we're proposing to rob Peter Ir. to
pay Peter Sr—even when the Peter Sr. in question may not
need the money. In fact, Peter Jr. is already paying plenty.
Because so much of Social Security is tax-free (and because
retirees no longer pay FICA taxes), a typical retired couple on
Social Security in 1994 with $30,000 in total cash income
paid, on average, only $790 in federal taxes. Meanwhile,
their son and daughter-in-law, struggling to raise a child on
the same income, had a total federal tax burden of $7,033, if
you include both the FICA tax they paid and that paid by their
employers. No other industrial nation tilts its tax system
away from the elderly—or tilts its benefits system toward
the elderly—as much as the United States does.

The present system’s true believers dress up Social Securi-
ty and Medicare in the reassuring rhetoric of “insurance” and
“pensions” and claim that beneficiaries are only getting back
what they paid in. They’re wrong. The majority of today’s
beneficiaries are getting back far more than they ever paid in
FICA contributions: given an average life expectancy, the av-
erage one-earner couple retiring today will get about
$123,000 more out of Social Security than the average earner
and his or her employers ever paid into it, plus interest. Omit
the employer’s contribution and calculate only the payback
on the personal taxes paid by the employee, and the windfall
rises to $173,000. With Medicare thrown in it rises to nearly
$310,000, much of that tax-free. These are not “earned ben-
efits” but unearned windfalls that our children will have to
pay for and certainly will never enjoy themselves.

Moreover, since FICA contributions have never been saved
by the federal government, the point is moot: regardless of
what a worker paid in, the federal trust funds now possess on
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HOUSEHOLDS WITH INCOMES THAT

that worker’s behalf nothing but claims on future taxpayers.
The term “trust fund™ may suggest a vault in which one’s
Social Security taxes are stacked up, to be paid out later. But
the Social Security “trust fund” is the ultimate fiscal oxy-
moron. Its “assets,” which we are told will keep the system
“solvent” until 2030, consist of nothing more than Treasury
10Us—claims against future generations. When it comes
time to redeem these claims and the interest they have accu-
mulated, where will the Treasury find the cash? Either by
borrowing from the public or by raising taxes. Either way,
absent any policy change future taxpayers will have to pay
again for today’s Social Security “surplus.”

If the Social Security and Medicare balance sheets were
evaluated according to private-sector accounting standards,
both would be declared disastrously insolvent. How disas-
trously? Consider that the federal government has already
promised to today’s adults $8.3 trillion in future Social Se-
curity benefits beyond the value of the taxes they have paid
to date—a figure more than 250 times as great as the much-
decried “unfunded liabilities™ of all private-sector pension
plans in America! If federal law required Congress to fund
Social Security the way private pensions must be funded, the
annual federal deficit would instantly rise by some $675 bil-
lion. Add in our lavish and unfunded federal-employee pen-
sions and the deficit would rise by $800 billion. Add in
Medicare and it would rise by more than $1 trillion. If pri-
vate-sector executives ran their pension systems this way,
they would be thrown in jail for wholesale violation of
federal pension-plan regulations.

Meanwhile, Congress has attempted to ban what pol-
icy wonks call “unfunded mandates”—federal laws
that impose costs on the states without providing
funding for them. That’s fine—but worrying about
such mandates while ignoring Social Security
and Medicare is like mistaking Woody Allen
for Arnold Schwarzenegger. Social Security
and Medicare are the mother of all unfunded
mandates.

It’s time to face up to the fact that trust-
fund accounting is a hoax, that Social
Security is in fact a pay-as-you-go
system. Payroll taxes go directly to
today’s beneficiaries; benefits come
directly from today’s workers.

Since FICA i1s a tax, and tax rev-

enues are fungible, any annual

surplus of FICA taxes over

benefits is used to cover other government spending. A trust-
fund ledger for such transfers is a waste of time. Does it real-
ly help anyone to know that Social Security is a bit richer and
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ARE ABOVE THE U.S. MEDIAN.

the Treasury is a bit poorer? Given the apparent congression-
al appetite for constitutional amendments, why not consider
one banning government trust funds?

As Federal Reserve Chairman Alan Greenspan has
summed it up, the only bottom line that really counts is gov-
ernment’s total borrowing balance with the public—other-
wise known as the annual consolidated budget deficit or bud-
get surplus. Transferring IOUs from the right pocket to the
left pocket does nothing to bridge Social Security’s and
Medicare’s enormous funding shortfall.

Along with this melancholy list of fiscal unsustainables we
should consider some troubling moral unsustainables. Social
Security was established to protect the elderly from indigence
late in life—to prevent a “poverty-ridden old age,” in the
words of Franklin D. Roosevelt. If we allow it to go bankrupt
by paying benefits to middle-class and affluent Americans,
many of whom can live well enough without these benefits,
what will happen to those who really need them? Among So-
cial Security recipients whose incomes are under $20,000,
Social Security accounts for more than half of the total. In
spite of this sobering dependence, many political leaders im-
ply by their inaction that it’s fine to wait until trillion-dollar
deficits have devastated our
economy, and then slash
benefits at the last
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minute. By doing so we would then deprive Americans at all
income levels of the chance to plan for their futures. Millions
of lower-income beneficiaries would be stranded in what
might be called a demographic Depression, as the safety net
that Social Security was enacted to provide suddenly van-
ished. Future historians may record that Social Security’s
“defenders” were the ones who most wanted to exempt the
program from a balanced-budget amendment and thus from
gradual and timely reform.

Paul Tsongas likes to say, “It’s not enough for our children
to love us. We should want them to respect us.” When our
children look into the Social Security trust fund and find
nothing there but IOUs with their own names listed as pay-
ers, they will surely wonder how we could have treated them
so shabbily.

THE INESCAPABLE
BOTTOM LINE

OTWITHSTANDING its strengths, real and imag-

ined, the U.S. economy since the early 1970s has

failed at what matters most: raising productivity.
Why should the average American care about such a seem-
ingly abstract concept? Because working longer hours—or
putting everyone’s spouse (or child) to work—is not the way
to raise living standards. A higher standard of living means
producing more while working the same or a lesser number
of hours—in other words, being more productive. Only thus
can real (after inflation) hourly compensation and take-home
pay rise. The astute economist Paul Krugman once summed
it up this way: “Productivity isn’t everything, but in the long
run it is almost everything. A country’s ability to improve its
standard of living over time depends almost entirely on its
ability to raise its output per worker.”

Since the early 1970s real national income per full-time
worker (as calculated by the Commerce Department) has
grown by approximately 0.4 percent a year. Total worker
compensation has grown at about the same meager pace. This
rate of growth is so low that a debate rages among econo-
mists over whether—after accounting for inflation and the
rising costs of employer-paid health care—the typical U.S.
worker has seen any perceptible wage growth since 1973.

We can no longer ignore what economists from Adam
Smith to Karl Marx to Alfred Marshall to John Maynard
Keynes to Paul Samuelson have insisted is the bottom line:
sustained productivity growth requires investment, and no
country can sustain high rates of investment without saving.
These economists all understood that productivity growth de-
pends on many underlying conditions, such as technological
innovation and efficient markets, but they all agreed that cap-
ital accumulation is essential to productivity growth—and is,
moreover, the one condition over which society can exercise
direct control. Few experts disagree, especially when “capital™
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is defined, as many economists define it, to include such in-
tangible collective investments as infrastructure, research, ed-
ucation, and training. Yet we now face public budgets strained
to the breaking point by the costs of demographic aging,
which will crowd out all forms of capital accumulation—pri-
vate and public, material and human. Without fundamental
policy reform a graying America cannot be a saving America.

But thrift is precisely what we’ve forgotten. From an aver-
age of 8.1 percent of GDP in the 1960s, the net national sav-
ings rate dipped to 7.2 percent in the 1970s and then plunged to
3.9 percent in the 1980s and to 2.3 percent thus far in the
1990s. Net domestic investment has fallen in tandem, from 7.3
percent of GDP in the 1960s to 3.5 percent in the 1990s—a de-
cline that would have been much steeper if we had not
switched from investing abroad to borrowing abroad.

Our structural deficits drain our already shallow pool of
private savings—and hence crowd out private investment. To
the extent that we try to control these deficits by reducing
“discretionary” federal spending (a category that includes
most future-oriented programs), they also crowd out public
investment. Out of every nondefense dollar the federal gov-
ernment now spends, only about five cents builds tangible
things that remain after the fiscal year is over. Recently a Gen-
eral Accounting Office study suggested that we must invest
$112 billion to bring the infrastructure of schools back to ac-
ceptable levels. But where can we find such a sum when enti-
tlements and interest on old debts crowd out everything else?

Long before the Boomers reach retirement age, we're pre-
paring to cut everything from Head Start and school lunches
to rapid transit and space shuttles in order to pay the rising
cost of senior entitlements. Despite the radical rhetoric in
Washington, the recent budget plans I have seen don’t reverse
but accelerate our current fiscal trajectory. Each of them pro-
poses to slash appropriated domestic spending in real dollars
while only gently restraining the growth in senior entitle-
ments. Even in Congress’s plan senior benefits in 2002 would
consume still another record share of the budget—nearly 50
percent of noninterest outlays, up from 40 percent today and
just 17 percent in 1965. This is in a benign demographic pe-
riod, when the relatively small Depression generation (born
before VI Day) is still retiring and the relatively large Boom-
er generation (born after 1945) is still working and paying
taxes. And remember: this is the Republican plan, widely at-
tacked as a “declaration of war” on America’s seniors.

To break out of this slow-growth, low-investment cycle we
must set a higher productivity goal and then dedicate the re-
sources required to meet it. A sensible objective would be to
increase the rate of growth in real per-worker national income
by a percentage point, from the post-1973 average of 0.4 to
about 1.5 percent a year. Even this substantial increase would
not equal American growth rates of the 1950s and 1960s, or
match Japan’s record during the 1970s and 1980s. But it
would come close to returning U. S. productivity growth to its
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average rate over the past century—and it would bring
growth close to the rates of most of our European competi-
tors. If we raise productivity to 1.5 percent, twenty years
from now national income per worker would be nearly
$10.000 higher in today’s dollars, and federal revenues (at
the same tax rates) would be nearly $400 billion higher, than
will be the case if we continue on our current course.
Conventional economic theory suggests that this ambitious
goal requires a shift of six to eight percent of GDP from con-
sumption to savings, giving us a long-term savings and in-
vestment rate of about 10 percent of GDP. But where will
these extra savings—an average of at least $4.500 per U.S.
household annually—come from? About a third can be fi-
nanced by balancing the federal budget and keeping it bal-
anced. The rest will have to come from greater private saving.

AMERICA’S SAVINGS GAP

HUS we come to what we Americans as individuals
can and must do for ourselves and the nation—
ichthyology from the standpoint of the fish. There
are four main sources of income for those over the age of
sixty-five: continued employment, government benefits,
private pension income, and accumulated personal savings.

AMERICANS SEEM TO THINK THEY HAVE AN INALIENABLE RIGHT TO LIVE

As we shall see, the adequacy of each of these sources is
uncertain.

When it comes to our retirement plans, we are a nation in
denial. About nine out of ten Boomers say they want to retire
at or before age sixty-five (about six out of ten before age
sixty). More than two thirds say they will be able to live
“where they want™ and live “comfortably” throughout their
retirement years. A stunning 71 percent expect to maintain
in retirement a standard of living the same as or better than
what they enjoyed during their working years.

Yet probe them more deeply about their retirement
dreams, and most Boomers admit that they are terrified that
neither they nor their government is saving enough. Some
two thirds confess that they’ve never even calculated how
much they need to save for their retirement, and an amazing
86 percent acknowledge that “future retirees will face a per-
sonal financial crisis 20 years from now.” Yet at the same
time, they do not expect or even want much from govern-
ment. Nearly nine out of ten Boomers agree that “the gov-
ernment has made financial promises to [their] generation
that it will not be able to keep.” For every Boomer who
says that government should shoulder the “main responsi-
bility for providing retirement income.” five say that indi-
viduals should. They will very likely get their wish. From
all the numbers we have seen, it is obvious that government
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retirement benefits (mainly Social Security, Medicare, and
Medicaid) are likely to be severely reduced by the time
most Boomers retire.

What could take their place? Thirty years ago experts
hoped that private pensions would become a universal sup-
plement to Social Security. Such hopes never panned out.
Today less than half of all U.S. private-sector workers are
covered by pensions. Overall coverage has been flat since
the early 1970s, and in recent years coverage has actually
dropped sharply for younger men. This stems from long-
term changes in the work force and in the nature of work—
part-time work, working at home, multiple careers. Rates
of pension coverage have always been highest for full-time
career jobs, unionized jobs, and jobs in government and
large corporations—in short, for jobs that are becoming in-
creasingly scarce. As for Americans lucky enough to have
pensions, they will be surprised, if not seriously disap-
pointed, by how little their plans have set aside for them:
the typical defined-benefit pension plan for average-earn-
ing workers with thirty years of service replaces just one
third of pre-retirement earnings—an amount that is not in-
dexed for inflation.

Clearly. retiring Boomers will have to rely heavily on the
remaining source of retirement income: private savings
apart from pensions. But this source may be the most un-
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certain of all, for it is questionable whether the average
American is saving anything on his own: what one house-
hold saves in a bank account or a nonpension mutual fund
scarcely offsets what another household borrows. Whenev-
er the stock market or housing prices rise, many house-
holds may feel that they 're saving enough. But our aggregate
personal-savings rate, except for pensions, is now barely
positive,

Many have argued that the current bust is attributable to
the passage of so many Baby Boomers through the years of
household formation, and that saving will turn up again as
Boomers reach the traditionally high-saving middle years.
But for this explanation to be valid, the personal-savings rate
should have bottomed out by the mid-1980s—and climbed
back again. Many Boomers have already entered the tradi-
tionally peak saving years. But the savings decline persists,
contrary to predictions of a demographic reversal.

In 1992, according to the Federal Reserve Board, 43 per-
cent of U.S. families spent more than their income; only 30
percent accumulated assets for long-term saving. In 1993,
according to a Merrill Lynch analysis of Census Bureau
data, half of all families had less than $1,000 in net financial
assets—a figure that had not risen over the previous decade,
even in nominal dollars. Among adults in their late fifties.
the age at which workers are staring directly at retirement,
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median savings are still shy of $10,000. Even optimists ad-
mit that a bleak future awaits the approximately one third of
all Boomers who are expected neither to aceumulate finan-
cial assets nor to receive a private pension.

Ironically, the Baby Boom is the best-educated, most so-
phisticated, most well-traveled generation in our history.
This irony provides still another illustration of the depth of
our denial,

B. Douglas Bernheim, of Stanford University, concludes
that Boomers on average must triple their current saving if
they want to enjoy an undiminished living standard in retire-
ment. And if one assumes a 35 percent reduction in Social
Security benefits (which seems more than likely if not in-
evitable), then Boomers will have to guintuple their saving.
A recent study by the Committee for Economic Develop-
ment, Who Will Pay for Your Retirement? The Looming Cri-
sis, comes to a similarly stark conclusion.

It it's true that the promise of late-in-life government
benefits helped to suppress private savings in the past,
maybe the growing expectation of cuts in government ben-
efits will help to boost private savings in the future. Though
econormic theorists debate the point, people do take govern-
ment subsidies into account when deciding how much to
save. By thirteen to one, households say that they would
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save more if they knew that future Social Security benefits
were going to be cut.

Finzlly there is the prospect of inheritance. that magic
cure-all for any generation’s retirement worries. In recent
years Boomers have been cheered by a spate of upbeat sto-
ries about the “$10 trillion inheritance boom™ that today's
aftluent seniors are expected to pass on. These Boomers may
not have noticed the bumper stickers one sees in resort areas
frequented by seniors: I'M SPENDING MY CHILDREN'S IN-
HERITANCE. But even if the hoped-for hand-off takes place,
there’s a problem. Because this wealth is highly concentrat-
ed among relatively few families (what Donald Trump calls
the “Lucky Sperm Club”), bequests may average as much as
$90.000 per Boomer but will amount to only about $30,000
for the median Boomer. Muffy and Duffy will do fine, but
for most of this generation the typical inheritance will just
about cover the costs of settling Dad’s estate and pay off a
few lingering medical bills.

Dan Yankelovich, the dean of American opinion survey-
ors, has wisely said that our collective denial is not due to
emotional or moral pathology. Rather, it is a case of “cogni-
tive denial,” by which he means a failure to make connec-
tions between how we prefer to see reality and what reality
actually is. Clearly, this denial is manifest at the national lev-
el and at the personal level,




PRAYING FOR PRODUCTIVITY AND
OTHER 6GOOD THINGS

RE there any favorable trends under way that might
moderate these bleak forecasts? Perhaps. But there is
less to them than meets the eye. First, consider pro-

ductivity growth, which determines real wage growth and
hence tomorrow’s tax base. Those who preach that high tech
will bail us out and that we can avoid saving and investing
our way back to economic growth tell us not to worry: we're
in the midst of a productivity revolution. But we have good
reason to worry. For one thing, after the Commerce Depart-
ment recently updated its methodology, it became clear that
the much-touted productivity gains of the 1990s are just
about typical of earlier business-cycle recoveries over the
past twenty-five years. For another, the Social Security Ad-
ministration’s best estimate of future deficits presupposes a
permanent one-third improvement in productivity over our
actual historical record since 1973. In other words, produc-
tivity growth will have to accelerate simply to ensure that
the future isn’t worse than the SSA’s already unsustainable
official projection. It would have to accelerate still more to
ensure that things turn out better.

Well, if the productivity revolution—at least as it is now
unfolding—won’t save us, maybe the new baby “boomlet”
will. Tt's true that current fertility rates, of about 2.0 to 2.1 life-
time births per woman, are a bright spot when compared with
the low rates of 1.7 to 1.9 recorded during the “birth dearth™ of
the 1970s and 1980s. But even if these higher fertility rates
turn out to be lasting, they won’t have much effect on federal
tax revenues until the mid-2020s—long after fiscal meltdown
is scheduled to occur. Even then the positive impact will be
small. To stabilize the ratio of retirees to workers, U.S. fertili-
ty would have to surge to 3.0 or higher—in other words, back
to the Baby Boom levels of the 1950s and early 1960s, which
no one expects. For one thing, the share of American women
who say that a family of four or more children is “ideal” has
plummeted from nearly 50 percent to about 10 percent since
the 1950s. For another, the United States already has one of
the highest fertility rates in the developed world. Average fer-
tility in other major industrial countries is now 1.6; in Ger-
many and Italy it is 1.3.

Well, then, if not babies. what about immigrants? Isn’t im-
porting more young workers a viable solution to America’s
aging? Again, not really. Immigrants, too, eventually grow
old—and thus begin adding to Social Security and Medicare
costs. To make a substantial dent in the costs of America’s ag-
ing, huge and destabilizing waves of immigration would be
required. In fact, to cancel out the projected growth in the So-
cial Security payroll-tax rate over the next half century, to-
day’s level of net immigration would have to roughly quintu-
ple, to about five million a year, beginning now. The reality, of
course, is that America is in no mood to reopen Ellis Island.
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Finally, consider health-care spending. Some point to the
recent slowdown in medical-price inflation (as measured by
the Consumer Price Index) and conclude that our problem is
behind us. Not so. First, what matters is total expenditures on
health care, and thus far in the 1990s real federal health-ben-
efit outlays have not slowed at all. Second (and once again),
the bleak official projections already assume a dramatic
turnaround in recent trends. Over the past quarter century
real Medicare spending per beneficiary has increased at the
rate of five percent a year—several times as fast as real per
capita income growth. Over no five-year period since 1970
has the growth in spending been less than three percent a
year. Yet the Health Care Financing Administration’s offi-
cial projection assumes that the growth in real per-beneficia-
ry Medicare spending will slow to about one percent a year
by 2020. This projected cost-containment “triumph” is timed
to occur just as aging Baby Boomers begin to increase the
demand for every imaginable health-care service.

So let’s hope—or pray—for productivity gains, higher fer-
tility rates, and market-imposed discipline on health-care
costs. But let’s not forget the rosy scenarios of the 1980s that
never came true and the problems we never grew our way out
of. Public policy must be based on prudent expectations about
the future—and prudence suggests that on our current trajec-
tory the future may be worse than the bleak official forecasts.

No matter how clearly Social Security actuaries tell us
that financial trouble looms ahead, politicians on both sides
of the aisle are convinced that “middle-class™ entitlement
programs constitute the “third rail” of American politics:
“Touch it and you're toast.” So denial persists. It would be
pleasant to blame this denial on Washington and say that the
rest of us know better—that all we have to do is elect more-
principled public servants who will dare to confront these is-
sues. Bul the problem is interactive—the politicians and the
people have all become gifted deniers.

Consider this irony: the public enthusiasm for budget bal-
ancing and cuts in “wasteful” programs is inversely propor-
tional to the cost of those programs. Ninety-four percent of
those polled in one recent survey favored slashing foreign
aid, 77 percent wanted to cut public-housing funds, and 75
percent wanted to cut the space program. Yet these programs
together make up only about three percent of the federal
budget. Meanwhile, only 14 percent of respondents wanted
to cut Social Security, and only 22 percent favored cutting
Medicare. Yet these two programs together account for a
staggering one third of the budget.

Or consider how we deny the truth about entitlement pro-
grams. In justifying every new benefit increase and every
refusal to accept slower growth in expenditures for the el-
derly, the senior lobby talks as if “old” meant “poor.” But el-
derly Americans now have the highest level of per capita
houschold wealth of any age group—and, counting in-kind
income such as health benefits, a lower poverty rate than
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younger adults. Although
old-age benefits were origi-
nally intended to be a safety net for the truly needy, today’s
entitlement system more closely resembles a well-padded
hammock for middle- and upper-class retirees. One third of
Medicare benefits, nearly two fifths of Social Security bene-
fits, and more than two thirds of federal pension benefits
now go to households with incomes above the U.S. median.
Back in the early 1960s the typical seventy-year-old con-
sumed about 30 percent less (in dollars) than the typical thir-
ty-year-old; today the typical seventy-year-old consumes
nearly 20 percent more.

It is obvious that this senior affluence is not evenly dis-
tributed. Millions of seniors would be destitute without fed-
eral benefits. There is also no guarantee that this affluence
will continue for future generations of elders, which is
why Boomers must prepare for their own retirement now.
Households that are not saving enough must confront and
act on their retirement-income needs. In a recent study Pub-
lic Agenda found that only 20 percent of U.S. households
are “planners” who deliberately save toward a quantitative
goal. The rest—"strugglers,” “impulsives,” and “deniers™—
leave their future more or less to fate.
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Younger Americans need
to understand how great a
change in saving behavior is required, but that this change
will hardly be unbearable if they start now. Thanks to com-
pound interest, even small sacrifices count. A recent study
published in Fortune magazine found that if a couple at age
forty decide to go out to dinner and a movie only twice a
month instead of four times, and put the savings into a
401K plan, they will net $169,500 for their retirement at
sixty-five. Paying off credit-card bills when they come in
instead of incurring finance charges will yield another
$121.400.

But if Boomers don’t start providing personally for their
retirement, then their golden years will hold nothing like
the life of leisure that most of them seem to expect. In
The Retirement Myth, Craig Karpel warns that the genera-
tion we met in the 1980s as “yuppies™ may reappear around
2020 as “dumpies’—destitute, unprepared mature people
wandering the streets with signs reading WILL WORK FOR
MEDICINE.
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TAXES A BIT AND MUDDLE THROUGH? THIS IS NOT A VIABLE OPTION.

COMING
TRANSFORMATIONS

ODERN Americans are inverse Victorians. The

Victorians, of course, were famous for their prud-

ishness about sex. But they were loquacious in
planning for their old age and eventual death. A dignified
death and a proud cemetery site represented important so-
cial values. Their detailed wills were a boon to Britain’s le-
gal profession. We are just the opposite: We will talk to al-
most anyone and say almost anything about our sexual
experiences. Yet we deal with aging and mortality as reluc-
tantly as the Victorians dealt with sex.

Because we have difficulty talking about our collective
aging, the social, cultural, and economic transformations
that will be caused by it will come as a shock and a surprise

to many of us. “Shake the windows and rattle the walls”
is what Bob Dylan wrote about Baby Boomers
when they first came of age. My purpose
in this essay is to suggest how
aging Boomers might shake
the windows and rattle
the walls of our society one
more time.

The Retirement Transformation
As recently as 1950 most
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men who were physically capa-
ble of doing so continued to work
past the age of sixty-five: fully a
third of those aged seventy and up
were still in the labor force. Today just
16 percent of elderly men work. This
trend toward early retirement is no longer affordable. More-
over. given the growing number of Americans who reach the
late sixties and seventies in good health and with valuable
skills, it is no longer enlightened social policy.

As Robert Butler, a former director of the National Insti-
tute on Aging, puts it. America must develop a new vision of
“productive aging” in which “work expectancy” increases
along with “life expectancy.” We seek satisfying love and
sex after sixty—why not satisfying work as well? The old
idea of a rocking-chair retirement is dead, and it is time for
the new idea of an active yet aimless and dependent retire-
ment to die as well.

The open question is when and how this transformation
will occur. Should we change the Social Security retirement
age to sixty-eight? seventy? seventy-two? When will we tell
those who will be affected. so that they can begin to adjust
their life plans? And how will employers keep so many se-
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niors on the payroll? What private-sector management and
training programs will make senior employees more attrac-
tive? How are we going to change the perverse Social Securi-
ty incentives that discourage seniors from remaining in (or re-
entering) the work force? What jobs will best suit seniors who
continue working, and how can we maximize their availabil-
ity? How do we revamp traditional career patterns to allow
for semi-retirement, phased retirement, and “un-retirement”™?

The Health Transformation

On the eve of the New Deal all levels of government spent
roughly $1.00 annually on health care for the typical older
American. By 1965 the figure had risen to roughly $100, by
1975 to roughly $1,000, and by 1995 to roughly $7.000.
Thirty years ago America spent more on national defense
than it did on health care. Health care is expected to con-
sume 18 percent of GDP by 2005—at least five times what
we are likely to spend on defense. And that’s before the spe-
cial multipliers of the age wave—especially the huge growth
in the old old, who are most likely to require extensive acute
and chronic care—even begin to kick in.

Americans prefer to believe that high and rising health-
care costs are primarily the result of waste, fraud, and abuse.
If only we got rid of all the unnecessary tests and treatments,
or slashed the excessive paperwork, or got tough on Medi-
caid cheats and profiteering drug companies, then presto, the
problem would be solved. But experts know that the real
causes are far more intractable: fabulous (and fabulously ex-
pensive) new medical technologies. cost-blind benefit and
insurance systems that exempt most Americans from having
to make choices about treatment, and the American tendency
to disdain limits, including the ultimate limit—death itself.

Heirs of Ponce de Leén, in search of the Fountain of
Youth? Perhaps that’s too harsh. But no other country switch-
es on multimillion-dollar MRI scanners for routine com-
plaints (we have eight times as many MRI units per capita as
Canada), commits terminally ill patients to intensive-care
units, or performs heart bypasses on septuagenarians at any-
where near the rates we do. Americans, a European once ob-
served, like to think everything is an option—even death.

The problern is that it is almost impossible to pinpoint as-
pects of our lavish style of medicine that are “wasteful” in
the sense that they are of absolutely no medical benefit. Little
of what physicians do is based on certain knowledge of the
outcome; most involves judgment calls about unknown prob-
abilities. Henry Aaron, the director of the economic-studies
program for the Brookings Institution, speaks for most
thoughtful observers when he writes that “sustained reduc-
tions in the growth of health-care spending can be achieved
only if some beneficial care is denied to some people.”



In the end the long gray wave will leave us no choice but
to rethink what we mean by health. Is it a consumer good
that can be purchased on demand at the doctor’s office, or is
it a lifelong investment? Should that investment be a person-
al choice, or should it be regarded as a public duty? How
much should government be responsible for health care and
how much should individuals? Most important, what share
of public resources do we wish to spend on health care for
ourselves, and how much do we wish to dedicate to such
economic and social goals as productivity-enhancing R&D
and a better education for our children?

No other transformation presents such profound ethical
questions. Who will decide what costly heart transplants and
similar death-defying high-tech operations are appropriate
for the growing elderly population, especially the burgeon-
ing old old group? When, and how, will society determine
that even if an eighty-five-year-old can enjoy another year of
life through an expensive high-tech intervention. this may
be the wrong value to pursue—especially when so many
children lack even basic health-care coverage?

The Yourh Transformation

In an aging America everything will depend on the skills,
education, productivity, and civic good will of younger gen-
erations—for their labor must support the elderly. Yet noth-
ing seems less obvious than their capacity to rise to the chal-
lenge we are passing on to them. They will be relatively few
in number. They will inherit a huge national debt and a high
and rising payroll-tax burden. To make matters worse, many
more of these future adults than today’s adults are growing
up in families, neighborhoods, and schools plagued by eco-
nomic hardship and social dysfunction.

Since 1973 the real median income of households headed
by adults aged sixty-five and over has risen by more than 25
percent, while the real median income of households under
age thirty-five has fallen more than 10 percent. Counting all
sources of income, poverty in America is three times as like-
ly to afflict the very young as the very old. The United States
is the global leader in the life expectancy of eighty-five-year-
olds but has fallen near the bottom of the industrial world’s
rankings in rates of infant mortality, marital breakup, child
poverty, child suicide, hours of school-assigned homework,
and functional illiteracy. Meanwhile, per capita federal
spending on the elderly towers eleven to one over federal
spending on children. The appropriate response to the outra-
geous is to be outraged. yet we seem oblivious of this devas-
tating disproportion.

How can we remain an economic superpower when nearly
a third of our children are born out of wedlock and few of
their fathers are willing to assume legal, financial, and moral
responsibility for them? How will America prosper in a com-
petitive technological and information-based global econo-
my when its children grow up te exhibit school-dropout rates
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and rates of functional illiteracy that are among the highest in
the industrial world? How do we answer Senator Daniel
Patrick Moynihan's haunting question: “Will we be the first
species that forgets how to raise our young?” Or, to para-
phrase Churchill, “Have we ever asked so much from so few,
having done so little to prepare them for their burdens?”

We're talking not about physical capital but about human
and social capital: the intact families, work habits, educa-
tion, and high-tech skills upon which any hope of increasing
productivity ultimately rests. If we are going to rely on just
1.6 to 2.0 workers to support every retiree, as the SSA fore-
casts suggest, we should want today’s children to become
the best educated, most skilled. and most productive citizens
imaginable. How does that square with our current rush to
cut discretionary spending and defund social programs, from
Head Start to vocational schools, that have long provided ed-
ucation and training”? How can we generate the funding and
the political support to educate our young in today's over-
burdened economy? How can we make the twenty-first cen-
tury the century for our children?

The Political Transformation

Today’s seniors, represented by powerful lobbies and vot-
ing in disproportionate numbers compared with the young,
are already a potent political force. Will the rapid growth in
the number of elderly enthrone the senior lobby as an invin-
cible political titan? Or will the young. who must pay for to-
morrow’s senior benefits, find their political voice while
there’s still time to do something about it? Averting a de-
structive conflict between the generations will require a po-
litical transformation. But how can the young be encouraged
to participate more aggressively in the political process?
How do we merge the public interests of young and old and
show how dangerous it is for them to become adversaries?

The Global Transformation

I recently asked the head of Japan’s Central Bank why
Japan has resisted America's requests to cut its budget sur-
plus and stimulate consumer demand. His immediate re-
sponse was “Because Japan must save so that it can afford its
coming retirement wave—a warning that the abundant and
relatively inexpensive supply of foreign capital we have de-
pended on for many years may soon disappear. The banker’s
reply underscores the high priority that some other industri-
al nations assign to the economics of aging populations.

Americans have paid little attention, but since 1980 rough-
ly a third of net U. 8. domestic investment has been funded by
foreign creditors. Although some have expressed concern
over how these capital inflows must give rise to a permanent
annual debt-service charge on our national income, virtually
no one has pointed out a more alarming prospect: not that the
inflows will continue but that they could slow substantially as
aging populations in other industrial countries consume more
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of their national income and savings at home. If America can-
not boost its domestic savings rate within the next decade, we
may enter an era of rising real interest rates, capital rationing,
and a forcible curtailment of domestic investment.

There is also the issue of our relation to the less-developed
world. When half the population in the United States is over
forty, half the population in some emerging markets of Latin
America and Asia may still be under twenty-five. Will the
current distinction between rich and poor nations gradually
come to be seen as a difference between old and young na-
tions? Will the former be characterized by creative consump-
tion, short time horizons, and the defense of the global status
quo, while the latter, mainly in Asia and Latin America, be-
come known for energetic investment, long time horizons,
and revolutionary changes in the global balance of power?
Will the newly democratizing economies of the former Sovi-
et bloc be deprived of the foreign investment they need? Or,
alternatively, will a high-saving Third World be exporting
capital to a low-saving First World—an ironic turnabout of
the policy recommendations of the 1970s? How will these
demographic and economic shifts affect global institutions
such as the United Nations, the OECD., and the World Trade
Organization? Will they effectively address the myriad issues
associated with the global age wave and enormous unfunded
retirement liabilities?

TURNING AMERICA FROM
CONSUMPTION AND DEFICITS TO
SAVING AND INVESTMENT:
WHAT NEEDS TO BE DONE

O argue in favor of thrift is sometimes enough to earn

one the label “declinist”—a person who believes that

America’s best days may be over. This is not my
view. Still, T want to explain why., if we do not face up to the
economic and social challenges ahead. America will age
prematurely and perhaps enter a precipitous decline. I do not
believe it is un-American to suggest that we live in a finite
world, that some desires can’t be satisfied, and that bad
choices can lead to tragic outcomes. On the other hand, some
good choices—eminently feasible, gradual, and humane
choices—can provide a sound future for all of us.

In an era crowded with social “crises”—from race to class
—it may seem presumptuous to say that here we have a
“real” problem that deserves our full attention. But let there
be no doubt: the economic implications of America’s aging
population over the next several decades will dwarf, in sheer
dollars. any other big issue one might name. Indeed, how
we deal with the entitlement and savings crisis may deter-
mine how the other issues we face will ultimately play out.

If my analysis so far is correct, we are heading for a major
crisis for which our society is unprepared. But our political
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leaders cannot be expected to take this challenge seriously
unless we as individuals do so as well. A program of thrift
thus has to work on all fronts, from the halls of Congress to
our homes. Here are some workable steps.

1. Achieve and guarantee long-term budget balance by
the year 2002. A campaign to boost saving must start with
the federal budget, which can no longer be a borrower but
must be a saver. Of all the policy choices directly available
to American voters, none would do a more reliable—and
faster—job of raising the national savings rate than elimi-
nating our chronic deficits. [ believe that we should achieve
budget balance no later than 2002—a date, happily, around
which a bipartisan consensus has finally emerged, after con-
siderable Republican pressure. The reforms we make, more-
over. should, at least provisionally, guarantee long-term bud-
get balance after 2002—not just temporary balance in 2002.

The federal deficit is now 2.4 percent of GDP. Over the
past thirty years the United States—along with every other
major industrial nation—has repeatedly achieved this degree
of public-sector deficit reduction in fewer than seven years.
Moreover, since the federal deficit is projected to grow rap-
idly after the year 2002, a longer timetable would only make
the long-term effort more difficult. Balancing the budget,
starting now, is like running to catch a train that’s leaving
the station. To catch it in two minutes we would have to run
harder than we would to catch it in one minute.

Some experts worry that this is not the right time in the
business cycle to initiate a balanced-budget plan. But accord-
ing to these critics, it may never be the right time. So long as
reforms are phased in gradually over seven years, there is lit-
tle danger that a shift from consumption to saving will seri-
ously depress the economy. Indeed, a credible budget plan
might boost the economy if—as many economists, including
Alan Greenspan, think likely—the markets react by lowering
interest rates, particularly long-term rates, by two percent.

But mere budget balance is too timid a goal. Given the
shortage of our national savings, I believe that Congress
should aim for a federal budget surplus of perhaps one or
two percent of (GDP through the first two decades of the next
century. to make up for our recent profligacy and, more im-
portant, to lay up stores during the Boomers” peak earning
years for the sudden burden that will accompany their retire-
ment. Or, better, Congress could aim for a smaller surplus
but substantially increase spending on targeted public in-
vestments in education, worker training, and research and
development—the kind of human-infrastructure investment
that is essential to an information-age economy, but in which
we are now sorely deficient. Either way, we would radically
change federal budgeting. We would no longer presume on
the good will of our children but would demonstrate our
good will toward them by moderating excess consumption,
which makes us net takers, in favor of investment. which
unites us as net givers.



2. Reform entitlement programs. Trying to
achieve long-term budget balance without re-
forming entitlements is like trying to clean out
the garage without removing the Winnebago.
The following reforms, taken together, would
put these programs in long-term sustainable bal-
ance well into the twenty-first century.

* Subject all federal benefits to an “affluence test.” The
first sensible step toward long-term budget balance is to

scale back entitlement subsidies flowing to people who don’t
need them. To this end I recommend that we enact a compre-
hensive “affluence test” that would progressively reduce en-
titlement benefits to all households with incomes over
$40.000—or more than $5.000 above the U.S. median house-
hold income for 1996. Households with lower incomes
would retain all government benefits. The affluence test
would be applied annually—protecting the elderly in the
event of an unexpected loss of income. Higher-income
households would lose 10 percent of all benefits that raised
their income above $40,000, and 10 percent for each addi-
tional $10,000 in income. Thus a household with $50.000 in
total income and $10,000 in federal benefits would lose
$1,000, or 10 percent of its benefits; a household with
$100,000 in income and the same $10,000 in benefits would
lose $6,000, or 60 percent; a household with more than
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$120,000 in income would lose $8,500, or 85 percent—the
maximum benefit-withholding rate. (This 15 percent exemp-
tion would ensure that even today’s most affluent beneficia-
ries continue to enjoy a respectable tax-free return on their
personal FICA contributions.) All income brackets would be
indexed for inflation.

Because the test would leave in place all benefits to lower-
income households, the original “floor-of-protection™ inten-
tion of nearly all federal benefits programs would continue to
apply. Because such a large share of entitlements now goes
to middle- and upper-income Americans (nearly 40 percent
of Social Security payments go to recipients with incomes
above the U.S. median), savings would be large and would
compound as the population aged and the number of benefi-
ciaries grew. Indeed, it is estimated that by 2040 annual sav-
ings would amount to more than $550 billion. Finally, be-
cause the test would also be comprehensive, covering not just
Social Security and Medicare but everything from farm aid to
federal pensions to veterans’ benefits, this plan would not pit
one special-interest constituency against another.

Since this affluence test was first proposed, in my book
Facing Up, it has attracted considerable interest from both
Democrats and Republicans. It has also elicited criticism
from those who for various reasons don’t want entitlements
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reformed. Some have said that an affluence test would con-
stitute a tax on savings, and thus would discourage thrift.
There is no evidence to support this hypothesis. More im-
portant, it ignores the larger issue—which is how to increase
national savings. Any decline in private saving caused by an
affluence test would be dwarfed by the decline in benefit
outlays—which in turn would translate dollar for dollar into
smaller deficits and greater net national savings.

It has also been said that an affluence test would under-
mine public support for Social Security and other universal
social-insurance programs. The theory seems to be that we
must bribe the affluent in order to ensure political support
for benefits for the needy. This is dead wrong. Of all major
proposals to reform entitlements, affluence testing receives
the greatest public support. According to a recent opinion
poll by the Concord Coalition—a group that I helped to form
in 1992, along with the former senators Warren Rudman and
Paul Tsongas—67 percent of those asked would support re-
ductions in Social Security benefits to higher-income house-
holds, and 77 percent would support reductions in Medicare
benefits. Even majorities of older and of affluent households
support such a reform.

* Raise the eligibility age for full benefits. Congress has al-
ready raised the Social Security full-benefit retirement age
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from sixty-five to sixty-seven, to be phased in from 2000 to
2027. This is a step in the right direction (although most
Americans are not aware of it), but the step is too small and
too gradual. My recommendation is that the Social Security
retirement age be raised by three months a year until a new
eligibility age of seventy is reached in 2015—a phase-in that
would leave Boomers plenty of time to plan ahead. In my
view, early retirement should still be allowed at age sixty-
two, but the benefits extended to early retirees should be re-
duced commensurately. When this reform had been entirely
phased in, workers would still enjoy more years of full ben-
efits than were envisioned when Social Security was found-
ed. As Social Security’s full-benefit eligibility age went up to
seventy, so should Medicare’s. Americans aged sixty-five to
sixty-nine could still participate in the program, but only by
paying extra premiums.

e Set limits on federal health-benefit spending. We must re-
structure health-care benefits to control federal health-care
costs. Currently we offer fee-for-service reimbursement to
all eligible comers, with few cost disincentives, and then sur-
round the process with a thicket of regulatory controls. I pro-
pose that Medicare, Medicaid, and other health-benefit pro-
grams offer three choices: take a fixed-dollar voucher and
use it toward the purchase of the health insurance of your
choice; enroll in an accredited managed-care program that

will then bill the government a fixed annual amount; or re-
main in the current fee-for-service system and face much
greater co-payments and deductibles.

Any reform that seeks to introduce market discipline into
our system of federal health benefits must give beneficiaries
real incentives to be cost-conscious. Hence the greater co-
payments and deductibles for those who choose the expen-
sive fee-for-service option. The Medicare plan that Congress
passed last year was all carrot and no stick. It gave benefi-
ciaries the choice of enrolling in new kinds of managed-care
plans, but would have imposed no penalty on those who opt-
ed to stay in traditional fee-for-service plans.

These measures would shift the task of cost control away
from regulators and back to patients and providers, where it
belongs. They would also allow Congress to live within a
health-benefits budget, like the government of every other
industrial country. As for the senior lobby’s attachment to a
“free choice of doctor” guarantee, voters must be reminded
that a declining proportion of today’s young workers—
whose FICA taxes pay for much of Medicare—enjoy the full
freedom of choice that was once common in American med-
icine. Most young workers consider themselves lucky if
their employer pays for any health insurance at all,

Another prime candidate for reform is the unlimited tax de-
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duction for company-paid health-care insurance (which now
amounts to a $92 billion annual subsidy from the federal gov-
ernment). This wasteful and regressive deduction should be
capped. Federal efforts to establish national health-practice
guidelines for doctors, hospitals, and insurers should be en-
couraged. Although these standards would not be mandatory
(patients or providers would still be free to spend their own
money for services above the guidelines), they would give
everyone a clearer idea of the cost-effectiveness of various
treatment options—something all experts agree we lack.

Finally, we need to reduce the huge costs of “defensive
medicine,” through malpractice reform, and of “heroic” in-
tervention when recovery is highly unlikely. Medicare
spends approximately 30 percent of its budget on patients in
their last year of life—often when the attempt to prolong life
merely prolongs a hospitalized death. Few Americans want
to end their lives this way. A recent survey shows that 89
percent of Americans support the concept of living wills. Yet
only nine percent actually have them. Until we launch a
widespread educational effort, make enforceable living wills
widely available at very low cost, and perhaps even provide
financial incentives to maintain them, doctors will continue
to perform costly and painful procedures on patients who do
not (or would not) want them and who will die in a few days
or weeks anyway.

“ENDOWMENT ETHIC,” ACCEPTING RESPONSIBILITY FOR THE FUTURE.

We should have no illusions about the future. Whatever
reforms we implement, federal health-care costs are going
to grow faster than our economy. This is one more reason
why we must do everything possible to reduce growth in So-
cial Security and other non-health-related programs.

3. Extend working lives. One of the best ways to reduce
the crushing burden ahead is to encourage seniors to work
longer—-and make it easier for them to do so. This would
require more than raising the age of eligibility for full ben-
efits under Social Security and Medicare. To encourage
longer working lives we should abolish the Social Security
“earnings test” for beneficiaries who continue to work. (Let
me stress that this reform must be implemented along with
the affluence test I have described; a stand-alone aberra-
tion such as what Congress has recently
proposed would be
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an unearned windfall for senior-citizen CEOs like me.) Yes,
there would be a small direct budget cost. But the benefits to
the economy and to society, and to seniors themselves, of
encouraging later retirement would be far more significant
than the small increase in outlays.

The maturity, wisdom. and experience of older adults
should not be lost to the workplace. This is a matter not just of
combating age discrimination but of unlocking a powerful hu-
man resource. The market for jobs for which the elderly
might be especially well suited should be explored: for exam-
ple, full- and part-time service jobs in health care, child care.
and various education and training efforts. It is time to do el-
ders the honor of making their phase of life one of ongoing
contribution—of genuine “generativity,” to use Erik Erikson’s
classic description—as long as they are willing and able.

Not everyone, of course, is able to go on working. Rich-
ard Trumka, the president of the United Mine Workers, who
recently served with me on the Kerrey-Danforth Commis-
sion on Entitlement and Tax Reform, warns that later retire-
ment is simply not a realistic option for worn-out industrial
laborers in physically demanding occupations. But such
workers make up a small and shrinking share of the total la-
bor force. Under my plan they would still have the option of
early retirement (though with reduced benefits) and would
be protected by federal Disability Insurance and Workers
Compensation, not to mention the system of mandatory per-
sonal retirement accounts that T propose below. 1 would also
use a small part of the savings achieved by raising the Social
Security retirement age to lower eligibility ages and raise
benefit levels under Supplemental Security Income, the
means-tested floor of protection for the low-income elderly.
In sum, we should encourage the elderly to work but not
force work on those who are truly incapacitated. In any case,
our national retirement policy should not be determined by
the miner retiring at age sixty-two any more than by the po-
lice officer retiring at fifty-two or the athlete at forty-two.

4. Establish a system of mandatory pensions or per-
sonal retirement accounts. I have concluded—reluctant-
ly—that a fully funded, privately managed, and portable sys-
tem of personal retirement accounts should be mandatory.
The system I envision would initially supplement Social Se-
curity—and over time might increasingly substitute for it.
But Social Security would continue to provide a floor of pro-
tection to all Americans, albeit one subject to the limits of
the affluence test described above. Governments around the
world have tried to achieve both these objectives—retire-
ment savings and poverty protection—in a single system.
They have achieved neither efficiently.

Why mandatory? In 1993 C. Fred Bergsten, the chairman
of the Competitiveness Policy Council (a publicly financed,
bipartisan group), asked me to chair a committee on capital
formation. An impressive group of the nation’s leading
economists joined me in this effort. I had expected to hear
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that certain tax favors for saving (IRAs, for example) would
significantly increase net savings—that is, savings beyond
the cost of the tax incentive that encourages them. I quickly
learned otherwise. The net effect of many of these conven-
tional incentives has been marginal, because much of the
money deposited in IRAs is simply shifted out of other in-
vestments. When I asked how we might increase net savings
significantly, one important area of agreement emerged:
mandatory pensions or savings accounts covering the entire
work force. In addition to boosting private saving, such plans
—by making tomorrow’s retirees more self-sufficient—
would allow us to reduce traditional Social Security gradual-
ly, thus reducing public dissaving as well. I am perfectly
well aware of the libertarian argument that decisions about
saving should be left entirely to individuals. The melancholy
truth, however, is that many Americans are currently too
myopic to save for the future unless compelled, and so end
up becoming free-riders in the government safety net.

Why fully funded? First, to boost national savings. A
funded retirement system would add to America’s capital
stock; a pay-as-you-go system does not. Second, because the
dynamics of pay-as-you-go financing have encouraged politi-
cians around the world to promise benefits that can be paid
for only by excessively high taxes on future generations. The
only way to avoid that temptation is to make it clear to every-
one that above some minimum safety net a worker’s future
benefits will be determined solely by the resources that have
been set aside for that worker, by some combination of em-
ployer contributions and the worker’s own savings. These
pensions must be invested in diversified investment-grade as-
sets and must be the worker’s personal property.

Why privately managed? A sound system of mandatory
pension accounts must be publicly regulated to maintain
fiduciary standards but should be privately managed to max-
imize returns. The evidence is overwhelming that publicly
managed systems, which are often required to invest in low-
return government securities, earn far less than privately
managed accounts invested in the real economy.

Why portable? The new and fluid global economy, charac-
terized by intense competition, rapid innovation, and relent-
less technological change, has made “lifetime employment™
with one company rare. Instead making several major job
changes in one’s lifetime—perhaps seven or eight for the av-
erage worker now in his or her twenties—is normal, and there-
fore many workers lack enough years of service in any one
job to qualify for a pension. The plan I propose would vest all
contributions immediately, and so workers could take their
pension savings with them as they moved from job to job.

To provide adequate retirement income, these accounts
would require substantial contributions. In my view, all
workers (in some combination with employers) should be re-
quired to contribute four to six percent of their pay—which,
added to FICA, would come to a total contribution of 16—18
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percent of pay. As a point of comparison, Australia’s new
system of mandatory pensions will ultimately result in total
contributions of 15 percent of pay. In the scheme I propose,
workers would have the option of making additional volun-
tary tax-free contributions. Employers who currently provide
pensions could divert their contributions to workers’ savings
accounts as well. The primary function of this system would
be to finance retirement and survivors’ benefits; in time it
might also pay for long-term medical care.

Although mandatory pension contributions would be
made in addition to current FICA payroll taxes, and thus
would decrease the consumable portion of each paycheck,
the system would be linked to the Social Security reforms
described above—and this would prevent FICA taxes from
rising to the alarming levels forecast for the next century.
Eventually workers would be paying no more (and maybe
substantially less) in combined FicA and savings contribu-
tions under my plan than they would be paying in FICA
taxes alone in a status quo future. By putting more of our in-
come into genuine savings today, we could relieve the crush-
ing payroll-tax rates that unfunded public transfers will oth-
erwise exact on workers tomorrow.

The reform I propose would also require that any current-
year Social Security or Medicare cash surplus be transferred,
on a pro rata basis, to workers’ personal retirement accounts.
This provision would be consistent with pay-as-you-go ac-
counting. Meanwhile, workers would have a direct stake in
reforms that constrain future growth in federal benefits. To
the extent that Social Security declines as a share of payroll.
a growing share of FICA taxes would automatically be trans-
ferred to workers’ savings accounts. Let me repeat: My pro-
posal is for a two-tiered system under which everyone would
continue to receive Social Security benefits. But over time
my proposal would also allow us to go a step further. As the
savings in private retirement accounts built, the current uni-
versal Social Security system could be converted into a pur-
er and much less costly floor of protection that paid out ben-
efits only to the truly needy.

A mandatory savings plan would generate substantial net
gains in household (and national) savings—and thus ulti-
mately gains in productivity and living standards. For mid-
dle- and upper-income workers subject to the affluence test
this system would at least make up for reduced government
retirement benefits—and probably go much further. For low-
er-income workers, who are the least likely to save (either on

their own or through pensions), it would vastly reduce the
chances of a destitute retirement. Seniors who were beneath
the affluence-test threshold would receive their private pen-
sion on top of full federal benefits. True, the deduction from
wages would be a burden, but it’s worth noting that because
of the Earned Income Tax Credit. the existing FICA Lax on
many of the working poor is now entirely borne by the fed-
eral government.
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Dismissed until recently as too “radical,” “privatization™
of Social Security has burst upon the scene over the past year.
Major proposals are under development at half a dozen think
tanks—Ileft, right, and center. Privatization has been featured
on the cover of Time and embraced by the presidential candi-
date Steve Forbes, and, in one form or another, is endorsed by
seven out of thirteen members of the Administration’s official
Social Security Advisory Council.

My plan has elements in common with many of these pro-
posals. Where it differs from most is that it would fully pay
for the transition to a funded Social Security system—and
would do so without adding to the national debr and without
new general-purpose laxes.

The challenge is that a single generation must somehow
pay for two retirements—its own and that of its parents. Some
proposals simply ignore the challenge. Take Steve Forbes's
plan to keep all benefits for current retirees intact and yet per-
mit younger workers to shift a substantial share of their FICA
contributions into personal retirement accounts. What his plan
would add to private savings it would cancel out dollar for
dollar by increasing the federal deficit. Other proposals would
issue Treasury debt directly to Social Security beneficiaries
in the amount of the system’s accumulated liabilities. This,
too, is a zero-sum game that will leave tomorrow’s workers
no better off than if we had never reformed the system. A few
proposals, like that of the Social Security Advisory Council,
are more honest. But to pay for the transition they would
resort to large general-purpose tax increases.

My plan would pay for transition costs the old-fashioned
way: not with smoke and mirrors but by taking the essential
step of asking current beneficiaries and current workers to
give something up—the former by forgoing some benefits,
the latter by saving more. This would not be painless. The
magic of compounded returns from the stock market and
other long-term investments cannot solve all our problems.
To save more, we must consume less, at least temporarily.
This “transition cost™ is the price of escaping the genera-
tional chain letter we have so far depended on.

5. Shift our tax base from income to consumption. In
an aging society taxpayers should be penalized for what they
take out of the economy (consume) as opposed to what they
put in (save). I therefore propose that only “consumed in-
come’—spending, that is—be taxed. It is true that by ex-
empting savings from taxation this reform would narrow the
tax base. On the other hand, it would also widen the base, by
rendering taxable various forms of government-financed and

-subsidized consumption—from Social Security benefits and
the insurance value of Medicare to employer-paid health
care—which today are partly or fully tax exempt. Tax rates
thus need not be any higher than they are today.

Many will object that consumption taxes are regressive;
but the consumed-income tax plan introduced by Senators
Sam Nunn and Pete Domenici—in which the more one
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spends, the higher one’s tax rate—demonstrates that con-

sumption taxes need not sacrifice the principle of progressiv- ‘
ity, which I support. Moreover, without increased saving we fﬁ‘! i b

. X . - 5
cannot expect the real income of the typical American house- ) L

hold to grow again—and without such growth the distribu-
tion of incomes will continue to widen. The zero-sum politics
of economic stagnation will overwhelm whatever weak con-
tribution to economic equality we might continue Lo derive
from our current system of progressive income-tax rates.

We are currently bombarded with tax-reform proposals
of every variety—from sales taxes to flat taxes. Some
want to get rid of the Internal Revenue Service. Some
want tax returns that can be filled out on a postcard.
Who doesn’t want simplicity? And who likes the
IRS? But I would suggest a more important cri-
terion for evaluating tax reforms: Which is
most likely to increase net national savings?

6. Mount a broad-scale public-educa-
tion effort to promote saving. National
leaders must help to mobilize citizens by ar-
ticulating a sense of meral imperative. A
thrift plan needs a bully pulpit.

Can the right kind of education and exhorta-
tion make a difference? Consider Japan. Until
the 1950s, when the country rallied behind a
campaign to promote thrift, the Japanese were
poor savers. Since then they’ve become famous
for their saving. Or consider Singapore, whose
Central Provident Fund has furnished much of the
investment capital that has fueled Singapore’s leg-
endary economic growth—not to mention the sav-
ings that have enabled nine out of ten households to
become homeowners. Or consider Chile and Australia,
which have also established national pension systems
based on the principles of full funding and portability. In
each instance public education was crucial to securing
public support. In Chile, for instance, José Pinera, then the
Minister of Labor, went on national television, often week-
ly, to explain why the mandatory pension plan was such
good news for Chileans.

In a society like our own, where grassroots consensus is
so important to governance, public discussion and debate are
all the more important. The problem is that for at least three

decades leaders have been telling us that consumption, not
savings, is the key to prosperity. The campaign in favor of
consumption has worked—all too well. Now it’s time for a
different kind of campaign—one in which not only our po-
litical leaders but also our businesses, our universities, and
our public-policy institutions must persuade Americans to
adapt to the realities of our aging society.

THE FIRST STEP TOWARD LONG-TERM BUDGET BALANCE is TO
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What we need most of all is a moral vision, a Middle-
‘ ’ Class Bill of Responsibilities—not a gaggle of leaders falling
‘A . over one another in their rush to propose a Middle-Class Bill
~' : of Rights, or the middle class silently rehearsing the mantra
“We are not part of the problem and we need not be part of
the solution.” Instead we must be encouraged to ask, What
do we expect individuals and families to do for themselves,
and what do we expect federal, state, or local governments
to do for them? What are our responsibilities to our own
children and grandchildren? How can we strengthen
families so as to provide support for older people?
What are our obligations as a nation to our collec-
tive progeny?
The manual for Germany’s social-security
system looks, at first glance, a lot like our
own—page after page describing the bene-
fits due if one retires, is widowed, or loses
one’s job. The most obvious difference is
the generous benefits to German children.
But there is a more striking contrast. For
zach benefit, alongside a box describing
“Your Rights” is a box describing “Your Du-
ties.” Citizens are thus reminded that society
must always balance the payer against the pay-
ee, the future against the present. We need to
find that balance again in our culture.
Why can’t the President call for a White House
Conference on Aging different from the one held
last year—not one that panders to the senior lobby
but one that encourages serious dialogue between
old and young? Why can’t the President call for a
global summit at which the leading economies focus
on reducing their tremendous and unsustainable un-
funded liabilities, and at which developing economies
with younger populations concentrate on avoiding the
mistakes the industrial countries have made in providing
old-age security?

Companies also have a major educational responsibil-

ity. With their human-resources and accounting depart-
ments, they are able to educate workers on the basics of
saving—why they should save more, the power of com-
pound interest, how to invest. They can also make it easier
for their employees to save—through automatic salary de-
ductions, 401K plans, stock-purchase and dividend-rein-
vestment plans.

Bringing our youth into the savings crusade is another
key. John F. Kennedy once challenged us to ask not what our
country can do for us but what we can do for our country.
Today’s youth see the most conspicuous interest groups in
our political system busily asking what the country can do

REDUCE ENTITLEMENTS FOR PEOPLE WHO DON'T NEED THEM.
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for them. But who represents the future and the general in-
terest? The young, alas, are the new silent majority. The de-
mographer Samuel Preston once remarked apropos of the re-
lentless growth in senior entitlements that the political
system would behave a lot differently if people were forced
to live their lives backward—that is, if they had to look for-
ward to the burdens imposed upon youth as their own future.

1 suggest that young people embark on dual careers—a
private career and one as a citizen. As citizen lobbyists in
behalf of the future, they are responsible for becoming in-
formed about the debts they are going to assume. the un-
funded liabilities they are going to pay for, and the unsus-
tainable taxes they are going Lo bear. Once they are informed,
perhaps America’s youth will initiate an honest dialogue
with their parents and grandparents, without assuming that
their elders are greedy old fogies who don’t care. My gener-
ation may be uninformed and even misinformed, but we do
care about our children, our grandchildren, and our collec-
tive future. But if anyone is to create a general-interest lobby
in behalf of the future. youth must lead the way.

If we expect our leaders to lead, the voters must make it
safe for them to do so. The Concord Coalition is a bipartisan
grassroots “lobby for the future,” dedicated to breathing new
life into the American Dream. The warm reception we have
received from countless concerned citizens has rekindled my
faith that we can still build a special interest in behall of the
general interest.

CONCLUSION

ND what of the special role for geezers like me? Pes-
simists say, “Forget it"—Americans will not reform
senior benefits until a severe crisis is actually upon
us, but will persist in viewing them as contractual obliga-
tions that by definition are always affordable. After all, an
America that acknowledges limits is an America that has lost
the one illusion that makes it unique and creative. According
to this view, America must always be an unteachable force
of nature that can never back away from any promise or ex-
pectation, no matter how extravagant. This, pessimists say. is
why American voters repeatedly elect leaders who promise
lower taxes, higher benefits, rejuvenated economic growth,
and a magic bullet for every social problem—without caring
how the pieces fit together.

But I have a more optimistic view. Two years ago I was
interviewed by 60 Minutes about the need to enact gradual
but far-reaching structural reforms in federal entitlements for
the elderly. The show’s producers, after patiently taping my
arguments, invited me to join them at a middle-class retire-
ment community. Here, they said (with a few wry smiles), 1
could explain my suggestions to those who would be imme-
diately affected.

Standing before this group of retired grandparents, 1 be-
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gan by showing photographs of my own grandchildren. I ex-
plained my concerns about their future and the world they
would inherit. T then reminded the retirees how much ol our
national affluence today rests on the willingness we had to
make collective sacrifices during the Great Depression and
the Second World War. Back then we felt that we were “all
in this together” for the sake of tomorrow. I told them that
the German theologian Dietrich Bonhoetfer said it best for
us when he observed, at the height of the Second World War,
“The ultimate test of a moral society is the kind of world that
it leaves to its children.™

Sooner or later, 1 told the retirees, we will have to prepare
for the future. We will have to balance our public budgets,
trim back benefits to those who need them least, save more
as households, retire somewhat later from the work force,
explore innovative means of economizing on health care,
take a more effective public interest in the welfare of chil-
dren, and offer the rising generation some tangible evidence
that we are willing to make sacrifices in their behalf. If we
do so sooner, we still have time to plan for a gradual and hu-
mane transformation. If we do so later, the changes are like-
ly to be forced upon us, suddenly and painfully. in the midst
of an economic, political, and family crisis that will leave
the eventual outcome much in doubt.

Given all that, I asked them, if everything else were also
put on the table and it really would lead to a balanced bud-
get, how many of you would be willing to give up some
share of your federal benefits, above what you need to live
on, in order to ease the deficit burden on younger genera-
tions? To the visible surprise of the 60 Minutes producers
nearly everyone raised a hand.

The generation | was speaking to survived the Depression
and fought and won the Second World War. After the war
this generation provided its returned veterans with college
educations. built the interstate highway system, eradicated
polio, took us to the moon. and won the Cold War against
communism. Against these monumental accomplishments
what it would take to solve our current crisis seems small. I
believe that this generation is capable of doing the right
thing, and that politicians might well discover that it is bet-
ter to appeal to their nobler instincts than to pander to their
baser ones.

A people who have made a tradition of quick gratification
must now be asked to focus on the requirements of a society
araced with the patina of age—on saving rather than con-
sumption. on prudence rather than desire, on collective re-
straint rather than individual satisfaction. As Americans
grow older, they will have to recognize that the live-for-to-
day attitude that may be endearing or at least understandable
in youth is not just unseemly but ruinously dysfunctional at
the far end of life. They would do well to heed the eigh-
teenth-century French moralist Joseph Joubert, who warned.
“The passions of the young are vices in the old.” %%
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