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President Clinton has performed the miracles of the loaves
and fishes. He claims to have discovered how to "save"
Social Security without adjusting either benefits or payroll
taxes.

He proposes with the stroke of a pen and sleight of hand, to
extend the solvency of the Social Security system. Clinton wants to do this by crediting the trust fund with an
additional $2.8 trillion in federal debt that he says comes from 62% of the projected budget surplus.

Clinton's bookkeeping maneuver exploits one of the most enduring myths in the Social Security debate. That
myth equates Social Security's health with the size and solvency of the trust fund.

Ironically, the president's own budget exposes the shoddiness of this plan: "The existence of large trust fund
balances...does not, by itself, have any impact on the government's ability to pay benefits."

In short, the trust fund has the authority to pay future Social Security benefits. But this is little more than an
IOU; It doesn't actually provide the future means to do so.

Pouring more debt into Social Security's trust fund now will do nothing for the program's long-term health.
Demographic forces and the Ponzi-scheme design of Social Security are simply too powerful to overcome with
money from the surplus.

Trust fund debt is thus a distraction. The fiscal burden of providing benefits is felt as the benefits are paid.
Today, that burden is already substantial as Social Security benefits are equal to 4.5% of the gross domestic
product.

For 74% of all taxpayers, the payroll tax that provides the bulk of Social Security's financing is already more
burdensome than the federal income tax. Given current projections, the burden imposed by promised benefits
will drift up to 4.8% of the GDP by 2010.

Shortly thereafter, as baby boomers begin to retire, the burden will soar—reaching 6.9% of the GDP by 2035.

If current projections are accurate, Social Security's costs will begin to exceed payroll tax receipts shortly
after 2010. Once that happens, Congress and the White House will have no choice but to divert some or all of
the budget surplus (if one exists), hike taxes, prune spending, print money or borrow from the public to
finance the shortfall.

The main practical effect of Clinton's proposal is to put off these unpleasant choices until long after he has left
office.

By focusing the nation's attention on solvency while ignoring the severe fiscal imbalances underlying both
Social Security and Medicare, the president does the nation a great disservice.

Before Congress and the White House can "save" Social Security, they must identify and be willing to debate
the relevant issues. And solvency is irrelevant.

Ultimately, it is the economy's productive capacity that matters most. Even the president's Council of
Economic Advisers makes this point: "The core of the problem is how to provide a high standard of living for
both workers and retirees in the next century, even though a smaller share of the population will be in the
work force than today."

As is often the case in economics, the answer to this problem involves boosting productivity and economic
growth. To assess the extent to which productivity influences the federal government's long-term budget
outlook, the Congressional Budget Office performed 750 computer simulations last year using a variety of
productivity and demographic assumptions.

CBO concluded that "higher productivity and economic growth reduce the projected budget deficit and delay
the point at which budgetary problems become unmanageable."

Saving some of the projected budget surplus may help raise the economic growth rate. it is, therefore,
gratifying to see the president's budget advocate saving some of the surplus. The Republican budget
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gratifying to see the president's budget advocate saving some of the surplus. The Republican budget
resolution attempts to save even more.

But there is no panacea. While none of the incremental reforms proposed to moderate Social Security's
long-term fiscal imbalance currently have any political momentum, reform will be necessary eventually.

Regardless of how our political system ultimately addresses the projected imbalances, those decisions will be
much less painful if the economy is thriving and the debate is over how to share the growth dividend. The
right debate will have nothing to do with whether or not the trust fund is solvent.

Rudolph G. Penner, a former director of the Congressional Budget Office, is currently a senior fellow at the
Urban Institute. James Carter is an economist with the U.S. Senate.
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