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CAN AMERICA AFFORD THE FUTURE?
INTRODUCTION

Thank you and good evening.

The subject this evening concerns the nation’s financial future. And that future frankly does
not look good. We have heard a lot lately about the need to reform Social Security, for
example, to keep the program from going broke. But Social Security is not the only
problem. Rather, it is a major contributor to a much larger problem.

That problem is the huge deficits and consequent federal debt that will be generated by our
low level of national saving and the combined impact of all future entitlement spending.
Those deficits and debts are a looming financial tsunami that would engulf the entire
economy. As former Senator Paul Tsongas said: “The numbers are relentless.”

I’m going to show you some evidence of that problem, and hopefully it will convince you that
as citizens, voters and taxpayers we must persuade Congress to act now to avoid a future
that would be disastrous for our quality of life.

BACKGROUND

First, some background. There are two types of federal expenditures: Discretionary and
Mandatory. Discretionary outlays cover government operating costs such as Defense,
Homeland Security, Health, Education, Environmental programs, etc. Mandatory expenses
pay for entitlement programs such as Social Security and Medicare. A third category
sometimes shown separately is interest on government debt.



Major Components of Spending, 1962 to 2004
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This chart compares these three categories from 1962 to 2004 as a percent of
GDP. GDP stands for Gross Domestic Product. It measures the size of our
economy. During this period, GDP grew roughly five times in real terms.

Discretionary expenses were at a high of 14% of the smaller GDB in the late
60’s then steadily declined to roughly 7% today. Mandatory expenses that pay
for entitlements did just the opposite, climbing from a low 5% of GDP in the
60’s to over 10% of a much larger GDP today. As we shall see, this is an
ominous trend that continues into the future.



Mandatory spending is consuming a
growing share of the budget
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These mandatory outlays were 26% of the total federal budget in 1964. By
1984, they were 42%. In 2004, they were 54%. They will grow to an even
larger share of the total government in the future because unlike discretionary

expenses they are tied to demographics especially as that relates to older
segments of the population.



America is Projected to Become a Nation of Floridas
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Demographics

For entitlement programs like Medicare and Social Security, demography is
destiny. To understand why, look at this chart showing the percentage of the
total U.S. population over 64 from 1950 projected out to 2040. In 1950, there
were 12 million people over 64. Now there are over 35 million. As shown by
this chart, by 2030, the population of the entire U.S. will be as old, on average,
as the population of Florida is today.



U.S. Annual Workforce Growth Will Slow Almost to a Halt
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While the older segment of the population is growing faster and living longer,
the growth of working age people is declining. This chart shows that trend in
the labor force. This age shift in the population places an increasing burden on
working Americans for funding retiree benefits through payroll taxes.



The Number of Workers Per Beneficiary Is Falling
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An indication of that burden is the number of workers per retiree. In 1960
each retiree was supported by slightly over 5 workers. By 1999, that number
had dropped to 3.4 workers. By 2035, only two workers will be supporting each
retiree.

The burden on working Americans is not limited to the payroll taxes they pay
to support retiree benefits. Even more important is the burden of financing
that part of benefits not funded by taxes. To understand why, it is helpful to
keep in mind some basics about trust funds. This next slide summarizes
these basics.



TRUST FUND BASICS

* Trust funds contain no cash
* Cash from payroll taxes used
— to pay benefits or
— to pay discretionary expenses
» Cash used to pay expenses accounted for by Treasury IOU’s
* Treasury IOU’s earn interest for the fund paid with more IOU’s

+ Benefit payments from the fund that exceed cash income
require collecting on Treasury IOUs

» Possible cash sources to pay IOU’s:
— reduce discretionary spending
— raise income taxes
— issue more public debt

Trust Funds

Social Security and Medicare are paid for with payroll taxes. Since the taxes
collected each year are usually more than the amount of the benefits paid out,
the excess is recorded in a “trust account” or fund until it is needed to pay
benefits in the future. But these trust funds are not like your checking
account at the bank. They don’t hold any cash. Their balances are simply
accounting entries. That's because the money from payroll taxes not used to
pay benefits is borrowed by the government to pay discretionary expenses.
And those loans are accounted for by Treasury 1.0.U’s in the trust funds.

Those I1.0.U.’s are a special kind of debt. They are not sold to the public. You
can’t buy a government bond from a trust fund.






