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Mr. Chairman and Members of the Subcommittee:

As a member of the baby boom generation, I grew up with individuals who, whether conservative or liberal,
considered themselves idealists when it came to the role of the federal government. They might have
disagreed over optimal size of government or degree of taxation, but they did believe that government should
serve its citizens well and should promote civil rights, defend against totalitarianism, and provide opportunity,
especially to the poor. Today this cohort has come into full power as members of the labor force, of business,
and of Congress itself. It is ironic that the legacy that baby boomers would now bequeath is one where almost
the sole purpose of the federal government would be to care for their consumption needs in retirement . 

I do not believe this legacy was intended. Yet it would come about under current law, under the President's
proposals, and under many of the Republican and Democratic budget alternatives now being considered in
Congress. It is largely the consequence of laws written decades ago that are determining almost all the
spending priorities of future generations. The greatest difficulty with today's budget policy is not whether
either the surplus or revenues are too large or too small, but that the law itself would deny to posterity both
the right and the privilege to decide for itself the priorities and needs facing the nation. 
Let me use a few examples to convey the changes that are underway:

Using today's prices, an average-income couple retiring in 1960 received about $100,000 in lifetime Social
Security benefits. A typical couple retiring today would receive about $1/2 million in Social Security and
Medicare benefits (about equal amounts of each). Average-income baby boomer couples, on the other
hand, would receive around $3/4 million, and those who come later are scheduled as much as $1 million
(in today's dollars).

If the number of workers per beneficiary drop from more than 3-to-1 to less than 2-to-1, as scheduled, the
children of baby boomers would be required to finance many of these increases in benefits through taxes on
their earnings from work. Out of every dollar in cash wages, the government already requires workers to pay
15 cents in Social Security tax, plus several cents in other taxes, to support elderly and disability programs
alone. In the future that rate of tax could as much as double. This extraction of more and more out of each
wage dollar has been taking place for a long time now; its pace merely increases once the baby boomers
begin to retire.

One reason for these rising costs is that Social Security and Medicare dictate the successive generations
should receive higher levels of real benefits than all previous generations. For example, baby boomers are
told that, regardless of other needs of the population, they are entitled to receive higher levels of real
benefits from their children than they, the baby boomers, transferred to their parents—that this is an
entitlement.

Another reason that Social Security and other retirement programs take ever larger percentages of national
income is that people are living longer and spending more years in retirement—almost a decade more than
Social Security retirees in the early years of the program. Today individuals claim an entitlement to retire on
Social Security for about one-third of their adult lives. More years of retirement also reduce the number of
taxpayers for both Social Security and other purposes, thus raising tax rates on those still working.

Within a few decades, close to one-third of the adult population will be receiving Social Security benefits. Add
to those numbers the unemployed or unemployable, or those on other assistance programs, and a substantial
portion of the adult population will be largely—in many cases, primarily—dependent upon the children of
today to support them through their tax dollars. Of course, our children will need to support their own
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families, as well, but the share of the budget available to meet the educational, environmental, health
research, urban, justice and other needs of our children and grandchildren would be drastically reduced (see 
figure).

Eternal Commitments of Program Growth for an Unknown Future

The basic sources of these budgetary problems are the very high, real, growth rates built into programs.
EVEN if we save all of the currently projected surpluses—something not even the President is proposing—and
even if projected deficits were zero forever, we would not have gained control of our budget. That is, even if
we could avoid the threat of mounting public debt in the future, there would still be no fiscal slack—resources
to be allocated according to current, rather than past, perceptions of needs. Never before in the history of our
nation have so many commitments and so much growth been scheduled in our laws literally for an eternity.
Our laws now assert to our children—indeed to all future generations—that we know better today how to
spend ALL of the revenues they will have 10, 50, 100, or 200 years from today. By way of comparison,
imagine if at the time the Constitution was first ratified in 1776, our ancestors had put into law provisions and
promises for how to spend all the revenues that the government collected today. 

Never before have dead and retired policy-makers so dominated officials elected today. And never before has
so much of policy bypassed the traditional set of breaks applied through normal democratic decision-making.
When the nation has dramatically increased its financial obligations in the past—through wars, such enormous
land acquisitions as the Louisiana Purchase, assistance to workers and the unemployed in depressions—the
accompanying budgetary commitments were temporary no matter how large their initial impact. It is the
permanence of our newer obligations that is so different and so inappropriate. It makes no more sense to
commit today almost all of the future economic resources that will be available to government than it would
be to decide today where to station all of our troops for the next century.

How did we reach this state of affairs? The answer involves several factors. First, societal expectations were
built around a higher rate of growth in the 3rd quarter of the 20th century than in the last couple of decades.
Second, rapid growth in domestic spending as a percent of gross domestic product was also made possible
through peace dividends and reductions in defense spending. Indeed, most of the domestic spending growth
over this nation's entire history took place under Presidents Nixon, Eisenhower, Bush, and Truman, who
presided over the spending of Vietnam, Korea, Cold War, and World War II peace dividends. 

But the drying up of peace dividends and slower rates of growth still do not explain our fiscal straightjacket.
Even if the slower economic growth environment of the post-1973 period continues into the future,
government revenues per capita, after adjusting for inflation, will still double within another half century,
perhaps sooner if we are lucky and engage in good economic policy. Under normal circumstances, this
increase of more than one trillion dollars in annual revenues (in today's dollars) would yield significant fiscal
slack, projections of surpluses under current law, and new choices for our children and grandchildren.

Given this revenue growth, the only way one can explain the fiscal straightjacket is that past policy makers
essentially spent more than all of that growth by building more and more automatic growth into public
spending programs. It would be one thing if they merely bought too many goods and services in a current
year. Instead, they bought larger and larger levels of goods and services for decades and decades to come.

Two areas have dominated the built-in growth picture in the United States and other industrial nations: health
care and retirement security (see table). The demand for health care is virtually unlimited if we have no
incentives to care about costs when we go to the doctor or the hospital, or when we buy insurance. Not that
the costs aren't borne, they are simply shifted to other insurance buyers and taxpayers. Although most policy
makers and individuals define a thousand or two thousand dollars of health expenses as catastrophic, average
household expenses on all heath care goods and services is now around $12,000. Again, that's the average.
Most government insurance—and, until recently, most private insurance—hid these costs. This insurance has
yet to impose adequate incentives, or, alternatively, constraints on prices and utilization to slow down the
extraordinary growth in health costs—including growth in payments to doctors and other health care
providers.

Social Security and other retirement payments by government, in turn, have grown faster than the economy
largely because of improvements in health and longevity. For a typical couple retiring today, Social Security
benefits for the longer living of the two will last about 25 years. Those years of support would constantly
increase under current law Thus, the cost of the program to workers has risen significantly because there are
so many more years of benefits and fewer years of taxpaying.

These longevity cost increases are added to programs already scheduled to grow significantly, because annual
benefits to new retirees are indexed to grow as fast as average wages in the economy. This indexing system
not only protects retirees against inflation—a worthy goal, in my view—but also promises each successive
generation a higher standard of living. If benefits were held to a much more modest rate of growth, it could
much more easily finance the retirement of the baby boomers.

In effect, Social Security and Medicare have been designed for almost their entire history and for future
decades and centuries to grow faster than the economy. Moreover, more economic growth doesn't solve this
problem because if the economy grows faster, then so, too, do these programs. Yet it is impossible for any
program to grow faster than the economy forever. Hence the perennial pressure on the budget.

A political consequence of so much built-in growth is that it takes ownership of government away from current
voters and their elected representatives. This debate is sometimes framed in the language of mandatory or
entitlement spending. In the early 1960s, over 2/3rds of spending was discretionary; today it is less than



1/3rd and the fraction has been declining under both Republican and Democratic budget proposals alike.

Proposals that depend upon the continuation of this type of decline in discretionary spending to continue, as
would both the President's budget and many Congressional alternatives, simply has no theoretical or empirical
justification. One can assume it only through a mechanical calculation that has no relationship to foreign
threats, educational opportunities, transportation demands, the needs of the impaired and disabled, or other
future domestic concerns.

An Uneven Playing Field for the Setting of Priorities 
There are those who would argue that automatic growth in programs doesn't matter. The plea made is that,
well, we established them, we can get rid of them as well. What's wrong with making excessive promises or
committing the wealth of future generations as long as we can renege along the way?

Backing up a crystal ball predetermination of future needs with the force of the state is not costless. Extra
costs arise inevitably because of the uneven playing field among programs, between entitlement (including
entitlement to permanent tax breaks) and discretionary spending, and among entitlements with different
built-in growth rates. The impact of the vast differences in the way these types of spending are currently
treated can hardly be overestimated. To restrain the automatic growth of entitlement spending requires what
is really a super majority—the combination of a simple majority in the House, a simple majority in the
Senate, plus the President's support (i.e., no presidential veto), or, alternatively, the combination of
two-thirds majorities in both Houses. A super majority is now required to expand discretionary spending—that
is, for our children to set their own priorities. Thus, new needs, which must be funded out of new legislation,
are put at a dramatic disadvantage relative to old needs, already prefunded out of old legislation. This has
been and continues to be a practical recipe for stultifying the responsiveness of government to change.

Summary

In summary, we have only begun our journey toward a domestic policy in which our children are allowed
some choice as to what their government will do to meet their needs and those of their children. Getting our
budget into surplus after years of large deficits has been a positive development. However, obligating the
children of today to pay almost all their future federal taxes as transfers to support the consumption of their
parents is a recipe neither for citizen-led government nor for economic growth. The size of the deficit or
surplus has never been more than a symptom of the disease from which we suffer, and excessive attention to
that number has detracted from dealing with the longer-term direction of policy. 

Current law still has built into it extraordinary spending increases of as much 7 percentage points of GDP in a
few retirement and health programs within a little over three decades—and then even higher shares of GDP in
succeeding years. It is this type of automatic growth that must be brought under control. Our focus must
move beyond some narrow deficit or surplus target and toward building a government that is more responsive
to the needs and demands of all ages.
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FOUR PRIMARY SOURCES OF GROWTH IN OLD AGE PROGRAMS

Perpetual growth in annual benefits for each cohort of retirees
Longer retirement spans
Lower fertility rates (baby-bust/baby-boom/baby-bust)
Unlimited subsidies for health care

Notes

1. Portions of this testimony are taken from The Government We Deserve, by C. Eugene Steuerle, Edward
Gramlich, Hugh Heclo, and Demetra Nightingale (Washington, DC: Urban Institute Press, 1998).
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