
The New York Times > Washington > Vast Borrowing Seen in Altering Social Security

Make NYTimes.com
Your Homepage 

  

NYTimes: Home - Site Index - Archive - Help Welcome, ctzcrank - Member Center - Log Out 

  Site Search:   

NYTimes.com > Washington 

 
ARTICLE TOOLS

E-Mail This Article

Printer-Friendly Format

Most E-Mailed Articles

Reprints & Permissions

 Single-Page Format 

TIMES NEWS TRACKER
  Topics Alerts 
Social Security (US)
United States Economy
Bush, George W
Republican Party

Track news that interests you.

NYT Store

Photo: George W. Bush, 2002
Learn More. 

What does A. O. Scott say about Liam 
Neeson’s portrayal of sex researcher Alfred C. 
Kinsey in the film “Kinsey?”   

• Watch the Movie Minute.
• Find showtimes for “Kinsey” near you.

 Vast Borrowing Seen in Altering Social Security

By RICHARD W. STEVENSON
Published: November 28, 2004

ASHINGTON, Nov. 27 - The White House and Republicans in Congress 
are all but certain to embrace large-scale government borrowing to help 

finance President Bush's plan to create personal investment accounts in Social 
Security, according to administration officials, members of Congress and independent 
analysts. 

The White House says it has made no decisions about how to pay for establishing the 
accounts, and among Republicans on Capitol Hill there are divergent opinions about 
how much borrowing would be prudent at a time when the government is running 
large budget deficits. Many Democrats say that the costs associated with setting up 
personal accounts just make Social Security's financial problems worse, and that the 
United States can scarcely afford to add to its rapidly growing national debt.

AdvertisementBut proponents of Mr. Bush's effort to make investment accounts the 
centerpiece of an overhaul of the retirement system said there were no 
realistic alternatives to some increases in borrowing, a requirement the White House 
is beginning to acknowledge.

"The administration hasn't settled on any particular Social Security reform plan," 
Joshua B. Bolten, the director of the White House's Office of Management and 
Budget, said in an e-mail message in response to questions about overhauling the 
system.

"The president does support personal accounts, which need not add over all to the 
cost of the program but could in the short run require additional borrowing to finance 
the transition," Mr. Bolten said. "I believe there's a strong case that this approach not 
only makes sense as a matter of savings policy, but is also fiscally prudent."

Proponents say the necessary amount of borrowing could vary widely, from hundreds 
of billions to trillions of dollars over a decade, depending on how much money 
people are permitted to contribute to the accounts and whether the changes to Social 
Security include benefit cuts and tax increases. 

Borrowing by the government could be necessary to establish the personal accounts 
because of the way Social Security pays for benefits. Under the current system, the 
payroll tax levied on workers goes to benefits for people who are already retired. 
Personal accounts would be paid for out of the same pool of money; they would allow 
workers to divert a portion of their payroll taxes into accounts invested in mutual 
funds or other investments.

The money going into the accounts would therefore no longer be available to pay 
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benefits to current retirees. The shortfall would have to be made up somehow to 
preserve benefits for people who are already retired during the transition from one 
system to the other, and by nearly all estimates there is no way to make it up without 
relying at least in part on government borrowing.

Mr. Bush and Republicans in Congress have paid little political price in the last four 
years for the swing from budget surpluses to deficits. But some polls show that 
Americans consider reducing the deficit to be a higher priority than many other goals, 
including cutting taxes, and embracing a new round of borrowing could pose political 
as well as economic risks.

A reasonable amount of borrowing now, the proponents say, would avert a much 
bigger financial obligation decades later. They say personal accounts would yield 
higher returns for individuals than the current system and could be a catalyst to 
broader changes that would bring the benefits promised by Social Security into line 
with what the system, which is also about to come under intense financial strain from 
the aging of the baby boom generation and the increase in life expectancies, can 
afford to pay. 

Mr. Bush has vowed to push hard to remake Social Security. Republicans in Congress 
say the White House has signaled to them that Mr. Bush will put the issue at the top 
of his domestic agenda in the coming year.

But the White House has never answered fundamental questions about Mr. Bush's 
plan. In particular, it has not explained how it would deal with the financial quandary 
created by its call for personal accounts.

Some conservative analysts and Republicans in Congress say a portion of the 
temporary financial gap that would be created by personal accounts could be closed 
through measures like holding down the growth in overall government spending. But 
nearly everyone involved in the debate over Social Security agrees that some 
borrowing will be necessary. 
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 Vast Borrowing Seen in Altering Social Security 

Published: November 28, 2004

(Page 2 of 3)

The main Republican players in Congress on the issue say they expect to endorse 
an increase in borrowing to finance the transition to a new system. But they remain 
split over whether to back plans that would include larger investment accounts and 
few painful trade-offs like benefit cuts and tax increases - and therefore require 
more borrowing - or to limit borrowing and include more steps that would be 
politically unpopular.

Advertisement"Anybody who thinks borrowing money for the transition to personal 
accounts is going to solve the problem of the long-term solvency of 
Social Security doesn't understand the size of the problem," said Senator Charles E. 
Grassley, Republican of Iowa, the chairman of the Senate Finance Committee, 
which has jurisdiction over the retirement system.

Mr. Grassley said Congress would also have to put benefit reductions and tax 
increases on the table, in part to hold down the need for borrowing and in part to 
assure that any changes restore Social Security's long-term financial stability.

Under current projections used by Social Security's trustees, the government will 
have to begin drawing on general tax revenue to pay benefits to retirees in 2018, the 
first year in which scheduled benefit payments will exceed revenues from the 
payroll tax dedicated to the retirement system. By 2042, the government will have 
exhausted the Social Security trust fund - its legal obligation to pay back to the 
retirement system the temporary surplus in payroll tax revenues it has borrowed 
over the last several decades to subsidize the rest of the budget - and after that 
Social Security would be able to pay only about three-quarters of promised benefits.

Opponents of Mr. Bush's approach say that Social Security's financial problems can 
be dealt with more easily without the addition of personal accounts, and that any 
large-scale borrowing would erase the presumed economic advantage of 
establishing the accounts: spurring more national savings, a goal that nearly all 
economists agree is worthy and important. Any increase in private, individual 
savings, they say, would be partly or wholly offset by an increase in public debt. 
National savings are what is left after counting up everything the nation spends. 
This pool of money goes to investing in the expansion and modernization of 
business. It is a vital component of economic health. 

"To the extent that the transition is debt-financed, the ostensible macroeconomic 
benefits from individual accounts are undermined," said Peter Orszag, an economist 
at the Brookings Institution who has been critical of personal account plans. "In 
particular, you do not get an increase in national savings. It's engaging effectively 
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in accounting gimmicks to make it look as if you're doing something when you're 
not."

In an effort to pressure the White House to acknowledge some of the financial trade-
offs in its approach, Democratic leaders in Congress this week asked Mr. Bush to 
include in his next budget an accounting of the money that would be needed for his 
Social Security plan.

Only by including such figures in the budget, the Democrats said in a letter to Mr. 
Bush, "will Congress and the American people be able to weigh the difficult trade-
offs between large-scale borrowing, Social Security benefit cuts, tax increases, and 
other spending reductions that may be required to fund your Social Security private 
accounts proposal. "

The White House, which has promised to cut the deficit in half while making Mr. 
Bush's tax cuts permanent, has signaled that it does not intend to include the figures 
in its budget, since the administration has not endorsed a detailed plan.

The budget deficit in the year ended Sept. 30 was $413 billion. The total national 
debt is about $7.5 trillion, including $3 trillion owed by the government to itself, 
much of it in the form of the Social Security trust fund. Rising debt forces the 
government to pay out more of its revenue in interest payments, and can put 
upward pressure on the interest rates paid by businesses and consumers.
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Some Republicans in Congress are concerned that too much borrowing would carry 
large economic and political costs. Senator Judd Gregg, the New Hampshire 
Republican who will be chairman of the Senate Budget Committee next year, said 
he would support borrowing money for Social Security if it was part of a plan that 
also included modest benefit cuts and tax increases. 

AdvertisementBut he said the additional debt might have to be accounted for on the 
government's books in a way that would not technically show an 
increase in the budget deficit in coming years.

"You've got to look at this as a very significant long-term fiscal policy decision 
where you're going to have a loss in the first 10 to 15 years and a significant move 
toward solvency in the last 20 to 30 years," Mr. Gregg said. "That mitigates against 
doing it in the context of a typical budget resolution."

To critics of personal accounts, Mr. Gregg's suggestion amounts to relying on 
budget gimmickry to hide the true costs. But supporters of the accounts say 
borrowing even a few trillion dollars now would be worthwhile, because it would 
help wipe out the retirement system's long-term unfunded liability - the difference 
between what it will owe retirees under current law and the amount it will take in - 
of around $11 trillion.

Senator John E. Sununu of New Hampshire and Representative Paul D. Ryan of 
Wisconsin, both Republicans, have sponsored legislation that would allow workers 
to contribute more to their personal accounts than most other plans proposed by 
members of Congress and outside groups and would not require tax increases or 
benefit cuts. But by some estimates it would require nearly $2 trillion in borrowing - 
and, in the view of its critics, much more - and even then would rely on the idea that 
the new system would create so much more economic growth that it would partly 
pay for itself by generating additional tax revenues for the government.

Representative Jim Kolbe, Republican of Arizona, said the government could 
probably keep new borrowing to $800 billion over 10 years, but only if Congress 
and the administration are willing to back tax increases and benefit cuts as part of a 
broad overhaul of the retirement system.

"People do not understand that tough choices need to be made," Mr. Kolbe said.

 

http://www.nytimes.com/2004/11/28/politics/28secure.html?pagewanted=3&th&oref=login (1 of 2)11/27/2004 10:42:49 PM

http://www.nytimes.com/
http://www.nytimes.com/pages/politics/index.html
http://www.nytimes.com/adx/bin/adx_click.html?type=goto&page=www.nytimes.com/yr/mo/day/politics&pos=CircTop&camp=nytnyt-textlink2&ad=nythomepage_textlink&goto=http://www.nytimes.com/membercenter/faq/aboutthesite.html#homepageIEqa
http://www.nytimes.com/adx/bin/adx_click.html?type=goto&page=www.nytimes.com/yr/mo/day/politics&pos=CircTop&camp=nytnyt-textlink2&ad=nythomepage_textlink&goto=http://www.nytimes.com/membercenter/faq/aboutthesite.html#homepageIEqa
http://www.nytimes.com/
http://www.nytimes.com/ref/membercenter/help/siteindex.html
http://query.nytimes.com/search/archive.html
http://www.nytimes.com/membercenter/sitehelp.html
http://www.nytimes.com/mem/profile.html
http://www.nytimes.com/membercenter
http://www.nytimes.com/logout
http://www.nytimes.com/
http://www.nytimes.com/pages/politics/index.html
http://ea.nytimes.com/cgi-bin/email?REFURI=http://www.nytimes.com/2004/11/28/politics/28secure.html&position=
http://ea.nytimes.com/cgi-bin/email?REFURI=http://www.nytimes.com/2004/11/28/politics/28secure.html&position=
http://www.nytimes.com/2004/11/28/politics/28secure.html?th=&oref=login&pagewanted=print&position=
http://www.nytimes.com/2004/11/28/politics/28secure.html?th=&oref=login&pagewanted=print&position=
http://www.nytimes.com/gst/pop_top.html
http://www.nytimes.com/gst/pop_top.html
http://www.nytimes.com/2004/11/28/politics/28secure.html?th=&oref=login&pagewanted=all&position=
http://www.nytimes.com/2004/11/28/politics/28secure.html?th=&oref=login&pagewanted=all&position=
http://query.nytimes.com/search/query?ppds=des&v1=SOCIAL+SECURITY+%28US%29&fdq=19960101&td=sysdate&sort=newest&ac=SOCIAL+SECURITY+%28US%29&rt=1%2Cdes%2Corg%2Cper%2Cgeo
http://query.nytimes.com/search/query?ppds=des&v1=UNITED+STATES+ECONOMY&fdq=19960101&td=sysdate&sort=newest&ac=UNITED+STATES+ECONOMY&rt=1%2Cdes%2Corg%2Cper%2Cgeo
http://query.nytimes.com/search/query?ppds=per&v1=BUSH%2C+GEORGE+W&fdq=19960101&td=sysdate&sort=newest&ac=BUSH%2C+GEORGE+W&rt=1%2Cdes%2Corg%2Cper%2Cgeo
http://query.nytimes.com/search/query?ppds=org&v1=REPUBLICAN+PARTY&fdq=19960101&td=sysdate&sort=newest&ac=REPUBLICAN+PARTY&rt=1%2Cdes%2Corg%2Cper%2Cgeo
http://www.nytimes.com/premiumproducts/newstracker/index.html?incamp=tnt:article_subscribe
javascript:pop_me_up2('http://www.nytimes.com/ads/marketing/newstracker/Timestracker.swf','788495','width=788,height=495,scrollbars=yes,resizable=no,top=10,left=20,status=no,location=no');
http://www.nytimes.com/gst/poptoptnt.html?incamp=tnt:article_mostpopular
http://www.nytimes.com/mem/tnt.html?module=manage
http://www.nytimes.com/mem/tnt.html?module=precall&incamp=tnt:article_create
http://www.nytimes.com/adx/bin/adx_click.html?type=goto&page=www.nytimes.com/yr/mo/day/politics&pos=Middle5&camp=nytstore-cont&ad=NSBUSH&goto=%5F%5FQUERY%5F%5F&query=http://www.nytimes.com/nytstore/books/politics/NSBUSH.html
http://www.nytimes.com/adx/bin/adx_click.html?type=goto&page=www.nytimes.com/yr/mo/day/politics&pos=Middle5&camp=nytstore-cont&ad=NSBUSH&goto=%5F%5FQUERY%5F%5F&query=http://www.nytimes.com/nytstore/books/politics/NSBUSH.html
http://www.nytimes.com/adx/bin/adx_click.html?type=goto&page=www.nytimes.com/yr/mo/day/politics&pos=Right&camp=nytnyt-marketingmodule&ad=28-Nov&goto=http://query.nytimes.com/search/query%3Fquery=%22movie%20minutes%22%2f%26srchot=s%26srchst=m%26srcht=s%26sort=newest%26
http://www.nytimes.com/adx/bin/adx_click.html?type=goto&page=www.nytimes.com/yr/mo/day/politics&pos=Right&camp=nytnyt-marketingmodule&ad=28-Nov&goto=http://movies2.nytimes.com/gst/movies/showtimes.html?v_id=290324


The New York Times > Washington > Vast Borrowing Seen in Altering Social Security

Subscribe Today: Home Delivery of The Times from $2.90/
wk. 

<<Previous | 1 | 2 | 3

 

RELATED ARTICLES

THE 2004 ELECTIONS: NEWS ANALYSIS; Deficits and Tax System Changes In Bush's 
Second-Term Economy  (November 4, 2004)  $

Consumer Price Rise Quickens, Giving Fed a Basis to Raise Rates  (October 20, 2004)  $

THE 2004 CAMPAIGN: SURVEYS; POLL SHOWS TIE; CONCERNS CITED ON BOTH 
RIVALS  (October 19, 2004)  $
Kerry Says His Economic Plan Calls for Federal Spending Caps and Clinton-Era Rules  (April 8, 
2004)  $
Find more results for Social Security (US) and United States Economy 

TOP WASHINGTON ARTICLES

Vast Borrowing Seen in Altering Social Security

Hydrogen Production Method Could Bolster Fuel Supplies

Colombian Tells of Marxist Plot Against Bush

Techno Files: Electronic Voting 1.0, and No Time to Upgrade

Go to Washington

OUR ADVERTISERS

 Copyright 2004 The New York Times Company | Home | Privacy Policy | Search | Corrections | RSS | Help | Back to Top 

http://www.nytimes.com/2004/11/28/politics/28secure.html?pagewanted=3&th&oref=login (2 of 2)11/27/2004 10:42:49 PM

http://www.nytimes.com/adx/bin/adx_click.html?type=goto&page=www.nytimes.com/yr/mo/day/politics&pos=CircBottom&camp=nytcirc_footerb&ad=subscribetoday-circulation.html&goto=http%3A%2F%2Fhomedelivery%2Enytimes%2Ecom%2Fcgi%2Dbin%2Fgx%2Ecgi%2FAppLogic%2BFTContentServer%3Fpagename%3Duser%252FContentMgt%252FPromoFeature%252FPromoFeatureT1P%26ExternalMediaCode%3DW93AA
http://www.nytimes.com/adx/bin/adx_click.html?type=goto&page=www.nytimes.com/yr/mo/day/politics&pos=CircBottom&camp=nytcirc_footerb&ad=subscribetoday-circulation.html&goto=http%3A%2F%2Fhomedelivery%2Enytimes%2Ecom%2Fcgi%2Dbin%2Fgx%2Ecgi%2FAppLogic%2BFTContentServer%3Fpagename%3Duser%252FContentMgt%252FPromoFeature%252FPromoFeatureT1P%26ExternalMediaCode%3DW93AA
http://www.nytimes.com/2004/11/28/politics/28secure.html?pagewanted=1&th&oref=login
http://query.nytimes.com/search/abstract?res=F50916F83C580C778CDDA80994DC404482&fta=y&archive:article_related
http://query.nytimes.com/search/abstract?res=F50916F83C580C778CDDA80994DC404482&fta=y&archive:article_related
http://query.nytimes.com/search/abstract?res=F30C1FF8385E0C738EDDA90994DC404482&fta=y&archive:article_related
http://query.nytimes.com/search/abstract?res=F20E1FFF385E0C7A8DDDA90994DC404482&fta=y&archive:article_related
http://query.nytimes.com/search/abstract?res=F20E1FFF385E0C7A8DDDA90994DC404482&fta=y&archive:article_related
http://query.nytimes.com/search/abstract?res=F60816FB3F5C0C7B8CDDAD0894DC404482&fta=y&archive:article_related
http://query.nytimes.com/search/query?ppds=des&v1=SOCIAL%20SECURITY%20%28US%29&fdq=19960101&td=sysdate&sort=newest&ac=SOCIAL%20SECURITY%20%28US%29
http://query.nytimes.com/search/query?ppds=des&v1=UNITED%20STATES%20ECONOMY&fdq=19960101&td=sysdate&sort=newest&ac=UNITED%20STATES%20ECONOMY
http://www.nytimes.com/2004/11/28/politics/28secure.html?8br
http://www.nytimes.com/2004/11/28/politics/28hydrogen.html?8br
http://www.nytimes.com/2004/11/28/international/americas/28colombia.html?8br
http://www.nytimes.com/2004/11/28/business/yourmoney/28techno.html?8br
http://www.nytimes.com/pages/politics/index.html
http://www.nytimes.com/ref/membercenter/help/copyright.html
http://www.nytco.com/
http://www.nytimes.com/
http://www.nytimes.com/ref/membercenter/help/privacy.html
http://query.nytimes.com/search/advanced/
http://www.nytimes.com/corrections.html
http://www.nytimes.com/rss
http://www.nytimes.com/membercenter/sitehelp.html

	nytimes.com
	The New York Times > Washington > Vast Borrowing Seen in Altering Social Security
	The New York Times > Washington > Vast Borrowing Seen in Altering Social Security
	The New York Times > Washington > Vast Borrowing Seen in Altering Social Security


	HDOOFPFLDFIFLADGGHPLNIKLCGJDPLCM: 
	form1: 
	x: 
	f1: [Go to a Section]

	f2: 

	form2: 
	x: 
	f1: past30days
	f2: 

	f3: 

	form3: 
	x: 
	f1: 
	f2: By RICHARD W. STEVENSON
	f3: http://www.nytimes.com/2004/11/28/politics/28secure.html
	f4: default
	f5: NOV 28 2004
	f6: The New York Times


	form4: 
	x: 
	f1: http://www.nytimes.com/2004/11/28/politics/28secure.html
	f2: Vast Borrowing Seen in Altering Social Security
	f3: Social Security (US)
	f4: des
	f5: United States Economy
	f6: mdes
	f7: Bush, George W
	f8: nyt_per
	f9: Republican Party
	f10: nyt_org_all
	f11: call
	f12: 1

	f13: 
	f14: 
	f15: 
	f16: 


	LAGFFNKCBDHGADFLLLPGDLNKDIAPCHJH: 
	form1: 
	x: 
	f1: [Go to a Section]

	f2: 

	form2: 
	x: 
	f1: past30days
	f2: 

	f3: 

	form3: 
	x: 
	f1: 
	f2: By RICHARD W. STEVENSON
	f3: http://www.nytimes.com/2004/11/28/politics/28secure.html
	f4: default
	f5: NOV 28 2004
	f6: The New York Times


	form4: 
	x: 
	f1: http://www.nytimes.com/2004/11/28/politics/28secure.html
	f2: Vast Borrowing Seen in Altering Social Security
	f3: Social Security (US)
	f4: des
	f5: United States Economy
	f6: mdes
	f7: Bush, George W
	f8: nyt_per
	f9: Republican Party
	f10: nyt_org_all
	f11: call
	f12: 1

	f13: 
	f14: 
	f15: 
	f16: 


	NILNJFLBILNNMBBNLIMPEICDDADHAMKG: 
	form1: 
	x: 
	f1: [Go to a Section]

	f2: 

	form2: 
	x: 
	f1: past30days
	f2: 

	f3: 

	form3: 
	x: 
	f1: 
	f2: By RICHARD W. STEVENSON
	f3: http://www.nytimes.com/2004/11/28/politics/28secure.html
	f4: default
	f5: NOV 28 2004
	f6: The New York Times


	form4: 
	x: 
	f1: http://www.nytimes.com/2004/11/28/politics/28secure.html
	f2: Vast Borrowing Seen in Altering Social Security
	f3: Social Security (US)
	f4: des
	f5: United States Economy
	f6: mdes
	f7: Bush, George W
	f8: nyt_per
	f9: Republican Party
	f10: nyt_org_all
	f11: call
	f12: 1

	f13: 
	f14: 
	f15: 
	f16: 




