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1. SUSTAINING GROWTH

Six years ago, our economy lagged behind the rest of the world, so we changed course, with a
new strategy for economic growth founded on fiscal discipline and lower interest rates. It has
worked. It has helped to produce an American economic renaissance with low inflation, low un-
employment, low welfare rolls, rising wages, the highest rate of home ownership in history, the
first balanced budget since Neil Armstrong walked on the Moon, and the smallest Federal Gov-
ernment since John Glenn [first] orbited the Earth.

President Clinton
October 1998

President Clinton took office in 1993 com-
mitted to a policy of fiscal discipline and
economic expansion. By nearly every measure,
his policy has been a remarkable success.
But there is perhaps no better measure
of that success than the impressive turnaround
in the Federal budget deficit. At the start
of his term, the President inherited a Federal
budget deficit of $290 billion; six years later,
with the President’s strategy of fiscal discipline
while investing in people, the budget produced
a surplus of nearly $70 billion. This accom-
plishment resulted in the first surplus in
a generation, and the largest deficit reduction
since the years immediately after World War
II, when massive war-time deficits were wiped
out by vast contractions in defense spending
and strong peace-time growth.

Last year, the Federal Government began
to retire some of the Federal debt held
by the public, reducing the accumulated total
of deficits and the ongoing interest cost
of financing them. Again, this is a milestone;
not since 1969 did a year end with less
debt held by the public than it began.
The last budget of this century will preserve
these historic achievements.

The private sector of the economy has
been the driving force behind this economic
progress; but the President’s commitment to
fiscal restraint has helped create an environ-

ment where the private sector of the economy
can flourish. During the President’s first
year in office, financial markets responded
to the enactment of his deficit reduction
plan by reducing long-term interest rates.
Lower interest rates prompted more business
investment, leading to faster economic growth,
more job creation, and lower unemployment.
Interest rates remained near or below the
lowest levels of the preceding two decades.
The economy continued to thrive, in part
because moderate inflation accompanied rapid
growth. Indeed, price inflation has dropped
during President Clinton’s term of office.
The decline in the inflation rate, along with
the falling unemployment rate, have produced
the lowest ‘‘misery index’’ since the 1960s.
(This index combines the unemployment and
inflation rates.)

The Nation’s economic growth continues
its record-setting pace. At last year’s close,
current data indicated that the expansion
had stretched to 93 months, breaking the
record set in the 1980s for peace-time growth.
Like most private-sector projections, the Ad-
ministration’s forecast anticipates that growth
will continue, which would put this economy
on track early in 2000 to surpass the two-
century record for economic expansions set
in the 1960s under Presidents Kennedy, John-
son, and Nixon.
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Economic Growth and Fiscal Discipline Benefit the American People

From the very start, President Clinton’s economic program has been focused on changes that
will benefit the American people—their well-being, their economic security, and their prospects
for the future. The success of this strategy is clear:

• The economy has created more than 17 million jobs since 1993, nearly all of them in the
private sector. Most of them are in the high growth, higher-wage sectors of the economy.

• The unemployment rate is at its lowest in 29 years; the unemployment rates for African
Americans and Hispanics are the lowest in the more than quarter-century history of those
statistics.

• Work has begun to pay more, reversing a two-decade trend of declining real wages. In-
stead, inflation-adjusted wages have grown sharply, boosting household incomes through-
out the economy. Americans at the lower end of the income scale, those in the poorest 20
percent of households, have seen their incomes (as measured in inflation-adjusted terms)
rise in the past four years, after nearly two decades of stagnation and decline.

• Four million people have left the welfare roles in the past six years. Welfare recipients ac-
count for the lowest percentage of the U.S. population in 29 years, as more Americans hav-
ing learned to be self-reliant and productive have entered the work force. A strong econ-
omy and plentiful job opportunities have helped make this transformation possible.

• The number of poor people in America has declined by nearly four million from 1993 to
1997. There are 1.6 million fewer poor children in America. The poverty rate has declined
sharply as well—from 15.1 percent to 13.3 percent. And crime rates are at the lowest level
in 25 years; scholars have argued that a strong economy provides lawful opportunities that
are superior to crime, and, therefore, reduces the incidence of crime.

• A record number of Americans now own their own homes, due in large measure to condi-
tions brought about by lower interest rates. More than seven million more families have
bought homes since 1992. And 18 million homeowners have taken advantage of the low in-
terest rates to refinance their homes, enjoying a virtual tax cut that saves them hundreds
of dollars on their monthly mortgage payments.

Conservative Forecasts: Continued
Growth

Continuing its practice of using conservative
economic assumptions, the Administration
projects that growth will moderate somewhat
in 1999, but it will continue at an average
pace of two percent per year for the next
three years. Last year’s unemployment, the
lowest in three decades, is likely to rise
somewhat, and inflation may increase slightly
as well. Still, the Administration believes
that the economy can continue to outperform
this conservative forecast, as it has for the
past six years, if policy remains sound. The
expansion is expected to continue, which
should sustain many of the economic gains
of the last few years. Ultimately, the Adminis-
tration expects the economy to return to
higher but sustainable growth early in the
next century, accompanied by low levels of
inflation and unemployment.

The longer-term economic and budget out-
look is also more favorable than it has
been for many years. With prudent fiscal
policy, the budget could remain in surplus
for many decades. Still, there will be chal-
lenges that threaten budgetary stability in
the 21st Century. In less than 10 years,
the large generation of people born between
1946 and 1964—the ‘‘baby-boomers’’—will
begin to become eligible for retirement with
Social Security benefits. A confluence of addi-
tional demographic factors will compound the
retirement of the baby-boom generation to
put intense pressure on the Federal budget
through Social Security and the Federal health
programs—Medicare and Medicaid. These
demographic changes only increase the
uncertainty in all long-range economic and
budgetary forecasts. Reforms will be needed
to preserve the affected programs; and budg-
etary restraint will be needed to preserve
the fiscal soundness that this Administration
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has achieved in the past six years. These
issues are what prompted the President to
declare last year that the surplus must
be preserved until the long-term problems
of Social Security are resolved.

Budgetary Performance

Twelve years of spiraling budget deficits
before President Clinton assumed office in-
creased the public debt by $2.3 trillion.
In dollar terms, this was the largest buildup
of Federal debt in the Nation’s history. More-
over, if President Clinton had not acted,
the buildup in debt threatened to reach
nearly $7 trillion, or nearly 70 percent of
GDP, by 2002. The President set out first
and foremost to cut the massive deficit.
To that end, the President proposed, and
Congress enacted, the Omnibus Budget Rec-
onciliation Act (OBRA) of August 1993, as
a solid first step toward fiscal responsibility.
At the time, the Administration expected
OBRA to reduce the deficit significantly;
but budget improvement has far exceeded
expectations. Since OBRA was passed, total

deficit reduction has been more than twice
what was originally projected.

To finish the job, the President worked
with Congress to enact the historic and
bipartisan Balanced Budget Act (BBA) in
mid-1997, with the goal of reaching balance
in 2002. The policy of fiscal discipline produced
significant results much sooner than expected,
as the budget came into balance and then
surplus in 1998, four years ahead of projec-
tions. The cumulative results of OBRA and
the BBA are truly monumental. To appreciate
their scope, one need only to recall expecta-
tions at the time. The latest projections
show total deficit reduction from 1993 to
2003 reaching $4.4 trillion—a sum that ex-
ceeds the total amount borrowed from the
public by the Government from 1981 to
1992.

The Administration’s Deficit Reduction
Far Exceeded Projections: Upon OBRA’s en-
actment, the Administration projected that it
would reduce the accumulated deficits from
1994 to 1998 by $505 billion. Clearly, it has
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exceeded that goal. In fact, last year’s surplus
combined with the reduced deficits of previous
years account for deficit reduction of $1.2 tril-
lion since 1993—more than twice the projected
savings when OBRA was enacted (see Chart
1–1).

The Administration has begun to Re-
verse the Debt Buildup of the 1980s. The
Government must finance any deficit it runs
by borrowing from the public, thereby accumu-
lating its publicly held debt. As a share of
Gross Domestic Product (GDP), Federal debt
held by the public reached a post-World War
II peak of 109 percent in 1946. Because the
economy grew faster than the debt for the next
few decades, the debt gradually fell to about
25 percent of GDP in the 1970s. But the ex-
ploding deficits of the 1980s sent it back up.
In dollar terms, publicly held Federal debt
quadrupled, rising from $710 billion at the end
of 1980 to $3.0 trillion by the end of 1992.
Debt peaked at 50 percent of GDP in 1993,
but since then, thanks to the Administration’s
policy of deficit reduction, the ratio of publicly
held debt to GDP has steadily declined. The
surplus of 1998 will cut into the dollar amount
of the debt held by the public, driving down
the ratio of debt to GDP even faster.

Had this Administration done nothing, the
debt was projected by both OMB and the
Congressional Budget Office (CBO) to ap-
proach $7 trillion, or 75 percent of GDP,
by 2002. Instead, in 1998, the ratio of
publicly held debt to GDP fell about 16
percentage points below projections made be-
fore the Administration began pursuing its
concerted policy of deficit reduction (see Chart
1–2).

The On-Budget Deficit has Fallen: The
unified budget, the measure most commonly
used when tallying deficits and surpluses, in-
cludes all Government receipts and spending,
including Social Security’s contributions from
workers and their employers and Social Secu-
rity benefits paid to retirees. Because contribu-
tions in recent years have been greater than
the Social Security benefits paid out, the trust
fund has accumulated a surplus. Under the
accounting method of unified budgeting, that
surplus is counted and helps to bring down
the deficit.

Still, the on-budget (non-Social Security
trust fund budget) balance has also followed
the remarkable deficit reduction trends of
the past six years (see Chart 1–3). The
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1 The structural deficit is the deficit that remains after account-
ing for cyclical changes in the economy as well as purely temporary
factors, such as the annual costs and receipts from resolving the
thrift crisis.

deficit has fallen from $340.5 billion (a post-
World War II record) or 5.5 percent of
GDP in 1992, to $30 billion in 1998. Thus,
although the Social Security surplus helps
reduce the overall unified budget deficit,
the on-budget deficit has fallen by $310
billion since 1992, and this improvement
accounts for 86 percent of the reduction
in the unified deficit.

The Government’s Claim on the Economy
has been Reduced: In the previous two Ad-
ministrations, Federal spending was higher as
a share of the economy than at any point since
the end of World War II, reaching 22.5 percent
of GDP in 1992. The defense buildup in the
early part of the 1980s, higher Federal interest
payments because of increased borrowing from
the public, and large increases in the cost of
Federal health programs outpaced any efforts
to reduce spending during the two previous
Administrations. However, this trend has been
reversed under President Clinton, who, at the
same time, has been able to provide key in-
vestments in education, the environment, and
more. During the last five years, the ratio of
Federal spending to GDP has steadily de-
clined, and in 1998 it was only 19.7 percent,
a smaller percentage of the economy than at
any time in almost a quarter century (see
Chart 1–4).

Economic Growth has Spurred Higher-
Than-Expected Federal Receipts: A healthy
economy and a booming stock market led last
year to a surge of Federal receipts. In the past
five years, receipts have been higher and
spending lower than projected, leading to more
deficit reduction than projected. Last year’s
unexpectedly strong growth in receipts helped
bring the budget into surplus well before ex-
pected.

The United States is among World Lead-
ers in Budgetary Performance: In the
1980s, the United States drew criticism for its
large budget deficits. Other countries blamed
U.S. deficits for driving up interest rates and
threatening global economic growth. This Ad-
ministration, now embarked on an era of sur-
plus, can point proudly to its fiscal policy as
a model. The United States is a leader among
the G-7 nations; only Canada also runs a sur-
plus (see Chart 1–5). The reason for this out-
standing U.S. performance is not high taxes,

but low public spending. The share of GDP
devoted to taxes is lower in the United States
than in any other leading country. And while
the United States supports a much larger de-
fense establishment than the other G-7 coun-
tries, it is nonetheless able to hold its public
spending down to a low share of GDP.

Economic Performance

The Administration’s strategy of reducing
the deficit while investing in people unleashed
the power of the private sector. Shrinking
deficits, and now a balanced budget, have
freed capital for private investment, encourag-
ing businesses to borrow for improvements
and expansion, and encouraging Americans
to refinance their homes or buy homes for
the first time. Fiscal responsibility has pro-
moted business and investor confidence and
enabled the Federal Reserve to maintain
low interest rates that, in turn, have helped
maintain and strengthen the economic expan-
sion. The surge in business investment shows
that these policies are working, and with
the budget now balanced and producing a
surplus, prospects for continued economic
progress are excellent.

The Expansion Sets a New Record: In
December of 1998, current data indicate that
the economic expansion entered its 93rd
month, setting a new record as the longest
in peacetime. And next year, with most experts
and the Administration projecting continued
growth, the economy will set an all-time record
as the longest expansion ever measured.

The Administration’s Fiscal Policy has
Resulted in a Sound Expansion:
Unsustainable Federal deficits, in part, stimu-
lated both of the longer post-war expansions—
the first in the 1960s, the second in the 1980s.
The economy expanded because the Govern-
ment expanded, dragging the private sector
along.

In these earlier expansions, the fiscal stimu-
lus came at different times. In the 1960s,
the deficit was quite restrained early in
the decade, but grew sharply after 1965.
In the early 1980s, the ‘‘structural deficit’’1
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soared to almost five percent of GDP. That
large deficit helped pull the economy out
of the deep recession of 1981–1982, but
the Government’s subsequent failure to curb
it held up interest rates, led to the financial
problems that marked the end of the decade,
and likely helped to bring on the recession
of 1990–1991.

In contrast, during the current expansion,
the reduction and subsequent elimination of
the deficit has permitted private investment
to propel the economy forward.

This Expansion has been Led by a
Strong Private Sector: Since the start of
1993, when President Clinton took office, the
economy has grown at an average rate of 3.3
percent per year—faster than under the two
previous Administrations. Furthermore, recent
growth has been driven by the increased de-
mand for private goods and services. At the
same time, the Federal Government’s direct
claim on GDP (mainly defense and other dis-
cretionary spending, excluding transfer pay-
ments) has actually shrunk over the past six
years at an average rate of 2.2 percent per
year. Meanwhile, almost 93 percent of the 17.7
million jobs created during this Administration
have been in the private sector (and Federal
Government employment has shrunk by
365,000; see Section IV, ‘‘Improving Perform-
ance Through Better Management’’).

Business Investment has Led this Expan-
sion: Since the beginning of 1993, the share
of the Nation’s GDP dedicated to real fixed
investment in business equipment has reached
record levels. Equipment investment has
grown at an annual rate of 12.1 percent, more
than three times the annual rate of growth
from 1980 through 1992 (see Chart 1–6).

Investment growth is important for two
reasons:

• Investment adds to the economy’s produc-
tive capacity, and a larger economy gen-
erates more income leading to higher aver-
age living standards. The recent burst of
investment has helped lay the economic
foundation for continued growth in the
next century.

• New equipment contains advanced tech-
nology, making workers who use the
equipment more productive. Higher pro-

ductivity permits larger wage increases
without threatening higher inflation.

The Misery Index is at the Lowest Levels
in 30 Years: In the current expansion, both
unemployment and inflation have continued to
fall even with the expansion in its eighth year.
Last year, unemployment fell to its lowest an-
nual average since 1969, while inflation at 2.4
percent (as measured by the core CPI, exclud-
ing the volatile food and energy prices), was
virtually unchanged from its 1997 low of 2.2
percent. In fact, core inflation has not been
lower since 1966. And the misery index—the
sum of the inflation rate and the unemploy-
ment rate—is lower than at any time since
the 1960s (see Chart 1–7).

Unemployment Rates and Interest Rates
are Both Low: Never in the recent past has
the combination of interest rates and unem-
ployment been as low as in the past six years.
Generally, since President Clinton took office,
interest rates have remained near or below
the lowest levels of the 1970s and 1980s, with
the 10-year Treasury bond rate dropping in
October of last year to its lowest level since
1965. It is noteworthy that interest rates have
maintained their low level at a time of sus-
tained economic growth and low unemploy-
ment, when interest rates might be expected
to rise. This dampened unemployment rate sig-
nals a robust level of demand in the economy.
Relatively low interest rates, along with robust
demand, mark the success of the Administra-
tion’s fiscal policy in the following ways: it re-
duces the drain on savings, thereby freeing re-
sources for investment, while creating an envi-
ronment where a prudent monetary policy
holds down inflation.

The Near-Term Economic Outlook

The Administration expects the economy
to continue to grow in 1999, while inflation
will remain low. However, growth is expected
to moderate from its recent pace of 3.7
percent per year for the past three years,
which is much faster than the economy
has been able to sustain in recent decades
without higher inflation. The Administration
projects a diminished but healthy rate of
growth, accompanied by low unemployment
and inflation.
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Domestic Economic Strength at a Time of
International Turmoil

Though the American economy remains
strong, last year there were some troubling
developments in the world economy. The
dislocations in financial markets that began
to spread in Thailand, Korea, Indonesia,
and elsewhere in Asia in 1997 developed
into a severe economic downturn; and Japan,
which had not fully recovered from the collapse
of the bubble economy in the early 1990s,
has fallen back into recession. The effects
spread to Russia and threatened Latin Amer-
ica; the decision of the Russian Government
in August to delay repayment of some of
its debt further roiled world financial markets.
Concern spread to the United States last
summer, but a combination of decisive action
by the Federal Reserve and new resources
provided to the International Monetary Fund
(IMF) helped contain the spread of the crisis.
Conditions have not returned to their status
prior to the August upheaval, and risks
remain, but in the United States, most compa-

nies in need of credit have been able to
return to the capital markets, and stocks
have recovered their lost value.

Despite the disruptions in financial markets,
the U.S. economy slowed very little following
the economic weakness in Asia and Russia
in 1998. Growth through the first three
quarters of the year held up extremely well,
at a 3.7 percent annual rate—which exceeds
the mainstream estimate of the economy’s
potential growth rate of about 2.4 percent.
Despite a declining trade balance, strong
consumer and investment demand combined
to keep the economy healthy.

Though the economy has outperformed the
mainstream forecast for the past six years,
the Administration continues to use main-
stream projections, in which the growth of
domestic demand moderates in 1999. Con-
sumer demand has been outpacing income
growth, and cutting into personal saving.
With the saving rate now near zero, it
is likely that consumption spending will grow
more slowly in the future. Business profits,
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which were rising strongly through 1997,
have fallen over the past four quarters.
Although profits are expected to stabilize,
the abnormally rapid growth is not projected
to return. Furthermore, business utilization
of capital is currently estimated to be below
its long-run average, suggesting less pressure
to invest in additional capacity.

Highlights of the Economic Projections

The budget relies on conservative economic
assumptions that are similar to those of
private forecasters, as well as CBO. Currently,
the consensus among these other forecasters
is that the economy is due for some modera-
tion in growth, and over the next few quarters
the growth rate could average about 2.0
percent, as the unemployment rate retreats
somewhat from its current three-decade low.
Eventually, however, the economy should re-
bound and return to rates of growth nearer
to potential, estimated by mainstream fore-
casters at around 2.4 percent per year. The
Administration believes that if the Nation
maintains the sound economic policies of
the past six years, with budgets in surplus
for the foreseeable future, economic perform-
ance could be even better than this. Recent
experience suggests that sound policy decisions
are rewarded with superior economic perform-
ance. Under this Administration, the economy
has consistently outperformed the consensus
forecast. However, in making budget projec-
tions, experience shows that it is prudent
to follow conservative assumptions.

Real GDP: Real GDP growth is expected
to average 2.0 percent on a fourth-quarter-
over-fourth-quarter basis for the next three
years. It is highly unlikely that growth
will be this smooth over this period, but
the Administration believes that growth over
the next three years will average this rate.
For 2002–2007, the Administration’s estimate
of potential growth is 2.4 percent. Beginning
in 2008, the rate of growth is expected
to slow gradually as the retirement of the
baby-boomers begins to cut into the growth
in the labor supply.

Unemployment: The unemployment rate is
projected to rise gradually to 5.3 percent.
This is a mainstream estimate of the threshold
level below which inflation would be expected
to accelerate. Once the unemployment rate
reaches this level, it is expected to stabilize
there.

Inflation: After rising by 1.6 percent in
1998, the CPI is expected to pick up at
a rate of 2.3 percent in 1999, and to maintain
this rate for the rest of the projection period.
Special factors have been holding down con-
sumer price inflation recently, including falling
prices for oil and other imported goods.
The world economic crisis has reduced prices
in world markets which has redounded to
the benefit of American consumers, and Amer-
ican businesses that use foreign goods and
services as inputs. The chain-weighted price
index for GDP is also expected to increase
somewhat faster than 1998’s low rate. After
rising 0.9 percent in 1998, it is projected
to increase 1.9 percent in 1999, and 2.1
percent in 2000 and thereafter.

Interest Rates: Interest rates on Treasury
debt last year fell to extremely low levels,
under five percent, due to the financial
crisis. As financial markets stabilize, and
as special factors reducing inflation dissipate,
interest rates should increase somewhat. In
the Administration projections, the 91-day
Treasury bill rate is 4.2 percent next year,
and it rises to 4.4 percent by 2002 and
thereafter. The yield on 10-year notes is
projected to rise gradually from 4.9 percent
next year to 5.4 percent in 2003 and after-
wards.

The medium-term projections shown in
Table 1–1 are intended to represent average
behavior for the economy, not a precise
year-to-year forecast. In some years, growth
could be faster than assumed; in other years,
it could be slower. Similarly, inflation, unem-
ployment, and interest rates could fluctuate
around the values assumed. But the assump-
tions are expected to hold on average, and
thus to provide a prudent basis for projecting
the budget.
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Table 1–1. ECONOMIC ASSUMPTIONS 1

(Calendar years; dollar amounts in billions)

Actual
1997

Projections

1998 1999 2000 2001 2002 2003 2004

Gross Domestic Product (GDP):
Levels, dollar amounts in billions:

Current dollars .................................................. 8,111 8,497 8,833 9,199 9,582 10,004 10,456 10,930
Real, chained (1992) dollars ............................. 7,270 7,539 7,717 7,872 8,029 8,208 8,404 8,606
Chained price index (1992 = 100), annual

average ............................................................ 111.6 112.7 114.4 116.8 119.3 121.8 124.4 127.0
Percent change, fourth quarter over fourth

quarter:
Current dollars .................................................. 5.6 4.5 4.0 4.2 4.1 4.5 4.5 4.5
Real, chained (1992) dollars ............................. 3.8 3.5 2.0 2.0 2.0 2.4 2.4 2.4
Chained price index (1992 = 100) ...................... 1.7 0.9 1.9 2.1 2.1 2.1 2.1 2.1

Percent change, year over year:
Current dollars .................................................. 5.9 4.8 4.0 4.1 4.2 4.4 4.5 4.5
Real, chained (1992) dollars ............................. 3.9 3.7 2.4 2.0 2.0 2.2 2.4 2.4
Chained price index (1992 = 100) ...................... 1.9 1.0 1.5 2.1 2.1 2.1 2.1 2.1

Incomes, billions of current dollars:
Corporate profits before tax .............................. 734 721 724 739 765 787 826 867
Wages and salaries ............................................ 3,890 4,146 4,349 4,526 4,701 4,892 5,106 5,331
Other taxable income 2 ...................................... 1,717 1,763 1,815 1,863 1,921 1,980 2,051 2,126

Consumer Price Index (all urban): 3

Level (1982–84 = 100), annual average ............ 160.6 163.1 166.7 170.6 174.5 178.5 182.6 186.8
Percent change, fourth quarter over fourth

quarter ............................................................ 1.9 1.6 2.3 2.3 2.3 2.3 2.3 2.3
Percent change, year over year ........................ 2.3 1.6 2.2 2.3 2.3 2.3 2.3 2.3

Unemployment rate, civilian, percent:
Fourth quarter level .......................................... 4.7 4.6 4.9 5.1 5.3 5.3 5.3 5.3
Annual average .................................................. 5.0 4.6 4.8 5.0 5.3 5.3 5.3 5.3

Federal pay raises, January, percent:
Military 4 ............................................................ 3.0 2.8 3.6 4.4 3.9 3.9 3.9 3.9
Civilian 5 ............................................................. 3.0 2.8 3.6 4.4 3.9 3.9 3.9 3.9

Interest rates, percent:
91-day Treasury bills 6 ...................................... 5.1 4.8 4.2 4.3 4.3 4.4 4.4 4.4
10-year Treasury notes ..................................... 6.4 5.3 4.9 5.0 5.2 5.3 5.4 5.4

1 Based on information available as of early December 1998.
2 Rent, interest, dividend and proprietor’s components of personal income.
3 Seasonally adjusted CPI for all urban consumers. Two versions of the CPI are now published. The index

shown here is that currently used, as required by law, in calculating automatic adjustments to individual in-
come tax brackets. Projections reflect scheduled changes in methodology.

4 Beginning with the 1999 increase, percentages apply to basic pay only; adjustments for housing and sub-
sistence allowances will be determined by the Secretary of Defense.

5 Overall average increase, including locality pay adjustments.
6 Average rate (bank discount basis) on new issues within period.

The Near-Term Budget Outlook

The Administration projects that the budget
surplus first achieved in 1998 will continue
in 1999 and subsequent years. With no
change in policy, the surplus should reach
$79.3 billion dollars in 1999 and $117.3
billion dollars in 2000. All economic projections
contain uncertainty, and this is true for
budget projections as well. The further into
the future the projections go, the more uncer-
tain they are.

The Long-Term Budget Outlook

For many years, it was traditional to
make budget projections for a total of five
years—the budget year and the four beyond.
In recent years, however, attention has focused
on intervals of 10 years and even longer,
especially when it is necessary to consider
longer-term issues involving the aging of
the population, like Social Security. Because
the problems with that system will not even
begin to appear until 2008, toward the close
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of the current 10-year budget window, the
projections must be pushed out many decades
into the future to examine the full problem.

The unexpectedly swift success in reducing
the budget deficit since the passage of OBRA
in 1993 also bodes well for our long-run
projections. Without the changes enacted in
OBRA, the Federal deficit would have contin-
ued to spiral out of control, reaching over
30 percent of GDP shortly after 2020. Projec-
tions in the 1997 Budget estimated a budget
surplus for 2002, which was projected to
last for about 20 years. However, the current
long-run projection of the budget shows the
surplus could continue for many years to
come. Reform of Social Security is one of
the most important challenges remaining to
safeguard our hard won fiscal stability over
time. In that context, maintaining fiscal dis-
cipline and using resources for strategic invest-
ments must be balanced.

The beneficial long-term results of these
projections depend on prudent policy and
on avoiding sustained adverse economic
shocks. Permanent economic or technical
shocks could knock the projections off track.
However, ordinary business cycles should not
affect the projections over the long run.
In a typical cycle, a slowdown is preceded
and followed by more rapid growth, and
the budget regains in the rebound what
it lost in the slowdown. (For more details
on the long-run budget projections see Analyt-
ical Perspectives, Chapter 2, ‘‘Stewardship.’’)

Thanks to the policy initiatives taken by
the Clinton Administration and the BBA,
the budget provides a firm foundation to
reform Social Security and put it on a
solid long-term basis. Restoring confidence
in this vital program is a key Administration
priority. The long-term budget outlook summa-
rized here offers the opportunity to get the
job done.
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Investing in Federal Statistics

Our democracy and economy demand that public and private leaders have unbiased, relevant,
accurate, and timely information on which to base their decisions. Data on real Gross Domestic
Product, the Consumer Price Index, and the trade deficit, for example, are critical inputs to
monetary, fiscal, trade, and regulatory policy. They also have a major impact on government
spending, budget projections, and the allocation of Federal funds. Taken together, statistics pro-
duced by the Federal Government on demographic, economic, and social conditions and trends
are essential to inform decisions that are made by virtually every organization and household.

Despite these critical uses, rapid changes in our economy and society, and funding levels that
do not enable statistical agencies to keep pace with them, can threaten the relevance and accu-
racy of our Nation’s key statistics. Without improvements proposed in this budget, it will be-
come more difficult for our statistical system to mirror accurately our economy and society,
which, in turn, could undermine core government activities, such as the accurate allocation of
scarce Federal funds. Fortunately, the most serious shortcomings of our statistical infrastruc-
ture could be substantially mitigated by proposals set forth in the Administration’s budget.
These initiatives are documented in greater detail in Chapter 11 of Analytical Perspectives,
‘‘Strengthening Federal Statistics.’’
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2. SAVING SOCIAL SECURITY

‘‘For 60 years, Social Security has meant more than an ID number on a tax form, more than
even a monthly check in the mail. It reflects our deepest values, the duties we owe to our parents,
to each other, to our children and grandchildren, to those who misfortune strikes, to our ideals as
one America.’’

President Clinton
April 1998

Social Security is one of the most successful
Government programs in United States his-
tory. Since its creation more than 60 years
ago, Social Security has formed the bedrock
of retirement security for Americans. Social
Security is more than a retirement program,
though. It is a promise, a guarantee. For
millions of Americans who grow old after
a lifetime of work, who become disabled
or suffer the death of a family breadwinner,
Social Security has meant that America will
stand by them.

Right now, the future of Social Security
is uncertain. The pending retirement of 76
million baby boomers will put new financial
pressure on the Social Security system. By
early in the next century, the Social Security
trust fund will have to start drawing on
its own reserves in order to pay beneficiaries,
reversing the self-financing nature of the
system that has existed since its inception.
As this trend continues to grow, some thirty
years into the 21st Century, Social Security
will have only enough resources to cover
72 cents on the dollar of currently promised
benefits. Put simply, if no changes are made,
Social Security will eventually go broke.

In order to preserve the system that so
many Americans rely upon, the President
is urging the Nation to take measures this
year. In 1998, he has led the way with
a series of regional bipartisan forums to
build public awareness about the nature
and scope of the problem, and to build
public consensus for solutions.

This year, the Administration intends to
work with Congress on a bipartisan basis

to fix Social Security, guided by the five
principles he stated last year. The time
to act is now. First, if we take measures
today, the changes to fix Social Security
will be far simpler than if we confront
the problem after it has grown. Acting now
provides the opportunity to take advantage
of America’s strong economy and the Govern-
ment’s first budget surpluses in a generation.
The future of Social Security presents a
huge challenge for America, but with serious
effort and bipartisan engagement, it is a
challenge we as a Nation are well prepared
to meet.

A Long-term Commitment to Workers and
Their Families

Nearly every American is touched by Social
Security at some point in their lives, either
as a recipient of benefits or as a relative
of a beneficiary. Social Security, officially
known as Old-Age, Survivors, and Disability
Insurance (OASDI), provides families with
comprehensive protection against loss of in-
come due to the retirement, disability or
death of a wage earner.

While most Social Security beneficiaries
are retired workers, Social Security is more
than a retirement program. Nearly one third
of Social Security beneficiaries are disabled
workers and their families, or survivors of
deceased workers (see Table 2–1). Many bene-
ficiaries would face a high risk of poverty
without the income protection provided by
Social Security.
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Principles for Social Security Reform
The President has announced five principles with which to evaluate proposals for correcting

Social Security’s long-range imbalance.

First, any reform should strengthen and protect Social Security for the 21st Century. The
basic program has been one of this Nation’s greatest successes, and it should not be abandoned.

Second, reform should maintain universality and fairness in the program. For half a century,
Social Security has been a progressive guarantee for citizens.

Third, Social Security must provide a benefit that people can count on. Regardless of the ups
and downs of the economy or the financial markets, Social Security must provide a solid and de-
pendable foundation of retirement security.

Fourth, Social Security must continue to provide financial security for disabled and low-in-
come beneficiaries. Social Security is not just a retirement program. It is also a disability insur-
ance and life insurance program. One out of three Social Security beneficiaries is not a retiree.

Fifth, Social Security reform must preserve America’s fiscal discipline.

Table 2–1. SOCIAL SECURITY PROVIDES UNIVERSAL BENEFITS
(Thousands of OASDI Beneficiaries)

2000
Estimate

Retired workers and families:
Retired workers ......................................................................................................................................... 27,941
Wives and husbands ................................................................................................................................. 2,850
Children ..................................................................................................................................................... 447

Survivors of deceased workers:
Children ..................................................................................................................................................... 1,932
Widowed mothers and fathers with child beneficiaries in their care ................................................... 214
Aged widows and widowers, and dependent parents ............................................................................. 4,822
Disabled widows and widowers ............................................................................................................... 193

Disabled workers and families:
Disabled workers ....................................................................................................................................... 4,939
Wives and husbands ................................................................................................................................. 186
Children ..................................................................................................................................................... 1,459

Total ............................................................................................................................................................. 44,983

When President Roosevelt signed Social
Security into law, most seniors were poor.
Shortly before Roosevelt established the pro-
gram, one elderly person sent a letter begging
him to end the ‘‘stark terror of penniless
old age.’’ Since then, Social Security benefits
have significantly improved the well-being
of the Nation. The poverty rate among the
elderly declined by 64 percent over the past
three decades, in large part due to Social
Security. In 1967, 29.5 percent of the Nation’s
senior citizens lived in poverty. By 1997,
that figure had dropped to 10.5 percent.

Social Security was founded on two impor-
tant principles: social adequacy and individual

equity. Social adequacy means that benefits
will provide a certain standard of living
for all contributors. Individual equity means
that contributors receive benefits directly re-
lated to the amount of their contributions.
These principles still guide Social Security
today.

Social Security was originally designed to
provide a continuing source of income to
help eligible workers maintain a household
when they retired. In 1935, personal savings,
family support, and State welfare programs
were the main sources of income for those
age 65 and older who did not work.
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PERCENTAGE OF BENEFICIARIES

Chart 2-1.  SHARE  OF  OASI  BENEFICIARIES  WHO  RELIED  ON
SOCIAL  SECURITY  FOR  A  GIVEN  PORTION  OF  THEIR  INCOME,  1996
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Before Social Security, about half of those
over 65 depended on others, primarily relatives
and friends, for all of their income. The
same was often true for people with disabil-
ities. Today, two thirds of those over age
65 get at least half of their income from
Social Security (see Chart 2–1). Social Security
benefits account for about 40 percent of
all income that goes to the elderly population.
For an average-wage worker retiring in 1998,
Social Security replaced more than 40 per
cent of his or her pre-retirement earnings.
With Social Security, the vast majority of
those over age 65 and those with disabilities
can live relatively independent lives. Moreover,
their families no longer carry the sole respon-
sibility of providing their financial support.

Disability Insurance (DI) provides income
security for workers and their families when
workers lose their capacity to work due
to disability. Before DI, workers often had
no such protection, although in some cases
employees whose injuries were job-related
may have received State worker’s compensa-

tion benefits. Congress enacted DI in 1956
to protect the resources, self-reliance, dignity,
and self-respect of those suffering from non-
work-related disabilities. DI protection can
be extremely valuable, especially for young
families who could not sufficiently protect
themselves against the risk of the worker’s
disability.

Social Security is especially important for
women, who make up 60 percent of all
Social Security beneficiaries, and an even
greater percentage—72 percent—of all bene-
ficiaries over age 85. Benefits to spouses
of retirees and survivors of deceased workers
are a critical source of old-age income for
women, who are more likely to take time
out of the paid workforce to raise children
or care for aging parents.

Social Security also makes up a larger
share of retirement income for women than
it does for men. The program accounted
for 51 percent of the total income of elderly
unmarried women in 1996, including widows.
It provided 39 percent of the income of
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Table 2–2. SOCIAL SECURITY IS CRUCIAL TO
RETIREMENT INCOME

(Percentage of those over age 65 who relied on Social Security for their entire
income, 1996)

Social Security is
sole income source

Unmarried women ........................................................................................... 25%
Unmarried men ................................................................................................. 20%
Married couples ................................................................................................. 9%

elderly unmarried men, and 36 percent of
income of elderly married couples. Moreover,
women are more likely to rely on Social
Security for all of their retirement income
(see Table 2–2).

Social Security plays a larger role in wom-
en’s retirement income than men’s for several
reasons. First, women live longer on average,
and the inflation-indexing of Social Security
benefits protects their buying power over
time. Second, women on average have lower
lifetime earnings than men due to the fact
that women in general take more years
out of the work force, are more likely to
work part-time, and are more likely to earn
lower wages than men, even in year-round
full-time work. Because women have lower
earnings, the progressive nature of the Social
Security benefit formula enhances the role
of these benefits in women’s retirement in-
come. Finally, women are less likely than
men to retire with private pensions, and
their pensions are smaller than those received
by men, again due to lower lifetime earnings.
While the differences between men’s and
women’s work patterns and earnings are
expected to shrink in next few decades,
they are not expected to disappear entirely.

Program Trends

Growth in Retirement Benefits: Social Se-
curity is facing financial stress due to changing
demographics and its own financing structure.
The program is largely ‘‘pay-as-you-go’’—cur-
rent retirement benefits are financed by cur-
rent payroll contributions. Such financing
worked well in the past, when five workers
paid for every retiree. However, when the
large baby boom generation retires, eventually
only two workers will pay for every retiree

(see Chart 2–2). Furthermore, while the sys-
tem’s financial burden will increase greatly
with the baby boomers’ retirement, the Social
Security Trustees do not expect demographic
trends to improve markedly in later periods.

Two demographic factors are especially im-
portant. Baby boomers and subsequent genera-
tions are having fewer children and are
expected to live longer than previous genera-
tions. In 1957, women had an average of
3.7 children, compared to 2.02 today. In
1935, life expectancy was 63 years for females,
60 for males. By contrast, baby boomers
on average have a much longer life expect-
ancy—73 years for females and 67 for males.
The life expectancy for people born in 2000
is 80 years for females, 74 years for males.
The longer people live, the longer they will
collect Social Security. The longer that people
spend in retirement, the larger the pool
of retirees who need to be supported at
any one time, and the fewer there are
working who can contribute to provide that
support.

Growth in Disability Benefits: Social Se-
curity’s disability component has grown rap-
idly since its inception. The program provided
about $48 billion to 6.2 million disabled bene-
ficiaries and their family members in 1998,
compared to $57 million for 150,000 disabled
workers in 1957.

What has caused the program growth?
Laws, regulations, and court decisions over
the years have expanded eligibility for bene-
fits. Recently, more and more baby boomers
are reaching the age at which they are
increasingly prone to disabilities, and the
number of women insured has risen. As
the caseload grows, it becomes more important
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to ensure that those on the rolls are all,
in fact, eligible for benefits. To maintain
DI’s integrity, the Administration proposes
to maintain support for additional continuing
disability reviews—periodic reviews of individ-
ual cases that ensure that only those eligible
continue to receive benefits.

In any given year, very few DI beneficiaries
return to work. Many are just too severely
disabled to work. Others, however, could
work and want to work, but they face
significant obstacles to doing so. To address
this problem, the budget includes a com-
prehensive package of proposals to help dis-
abled beneficiaries enter or re-enter the work
force (see Chapter 3, ‘‘Investing in Education
and Training’’).

The Long-range Challenge

Social Security is designed to be self-
financed; its most important revenue source
is the payroll tax. Current economic and
demographic forecasts indicate, however, that
revenues will fall short of expenditures in

the next century unless corrective action
is taken. The combined OASI and DI trust
funds are not in balance over the next
75 years—the period over which the Social
Security Trustees have traditionally measured
Social Security’s well-being. The projected
financial shortfall is largely due to the demo-
graphic trends discussed above. In their 1998
report, the Trustees estimated that starting
in 2013, annual tax revenues coming into
the trust funds will fall short of benefit
payments.

For many years, annual tax revenues going
into the combined trust funds have exceeded
benefit outlays, a situation projected to con-
tinue through 2012. The excess revenues
are invested in special interest-bearing Treas-
ury securities. These securities, like regular
Treasury securities, are backed by the full
faith and credit of the U.S. Government.
The trust funds are credited with the amount
of principal as well as the interest paid
on the securities. However, with no changes
to current law, beginning in 2013, the program
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will use interest income from these trust
fund reserves to help pay benefits. Starting
in 2021, payroll tax and interest income
will no longer be sufficient. The program
will need to spend the principal held in
reserve in order to meet benefit obligations.
The Trustees forecast that the reserves will
run out in 2032. At that point, annual
payroll tax revenue will be sufficient to
pay about 72 percent of benefits promised
under current law.

The long-range fiscal health of the trust
fund is determined by economic as well
as demographic factors. Such things as produc-
tivity improvements contribute to economic
growth, which in turn bolsters revenues com-
ing into the trust funds as workers enjoy
low unemployment rates and higher real
wages. However, even under optimistic as-
sumptions about future productivity improve-
ments and real wage growth, the demographic
forecasts indicate that there simply will not

be enough workers in the labor force to
cover the expected retirement costs of the
baby boom and subsequent generations.

The President believes it is critical to
address this financing shortfall now, for sev-
eral reasons. First, addressing the issue now
expands the number of options available
for dealing with the problem. Second, there
is time to engage in careful deliberation
and develop a well-thought-out plan that
protects vulnerable populations. Third, the
healthy American economy and existence of
a budget surplus provides a rare opportunity
to tackle the problem from a position of
strength. Finally, making decisions now will
allow individuals sufficient time to adjust
their retirement planning, if necessary. Guided
by the principles he described last year,
the President believes the Administration
and Congress can fulfill America’s long-stand-
ing promise to future generations.
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The President’s Framework to Save Social Security

In his State of the Union address, the President unveiled his proposal to save Social
Security by using some of the projected budget surplus to strengthen the system and
by investing a portion of the surplus in equities to raise the rate of return. These ac-
tions will substantially improve the program’s fiscal position, strengthening it until
mid-century. It will require tough choices and a bipartisan approach to fix Social Secu-
rity, and to reach the President’s overall goal of saving the Trust Fund at least until
2075. During this year, the President will work with the Congress to restore the sys-
tem to fiscal health, and to address his other priorities including protections for the el-
derly at high risk of poverty.

Devote 62 percent of the budget surplus for the next 15 years to Social Se-
curity: The Administration proposes to set aside 62 percent of the projected unified
budget surplus of the next 15 years for Social Security. This amounts to more than
$2.7 trillion in additional resources available to meet future Social Security benefit ob-
ligations.

Increase returns through private investment: The Administration proposes
tapping the power of private financial markets to increase the resources to pay for fu-
ture Social Security benefits. Roughly one-fifth of the unified budget surplus set aside
for Social Security would be invested in corporate equities or other private financial
instruments. Because only about one-fifth of the surplus set aside for Social Security
would be invested in equities, the share of the stock market held by the Trust Fund
would be limited. A mechanism to insulate investment decisions from political consid-
erations would be developed. Under this plan, most of the surplus funds set aside for
Social Security would continue to be invested in special Treasury securities.

Provide additional fiscal reforms: The proposals described above will extend the
life of the Social Security Trust Fund until 2055—but do not achieve the President’s
goal of saving Social Security for 75 years. The President has called for a bipartisan
effort with all to make the difficult, but sensible and achievable choices to save the
system through 2075.

Reduce elderly poverty: Although Social Security has made great strides in re-
ducing poverty in the past 30 years, some groups among the elderly still face high pov-
erty rates. Elderly widows, for example, experience a poverty rate of 18 percent, nearly
eight percentage points higher than the general population of the same age group. The
President will work to see that Social Security protections for elderly women and other
especially vulnerable beneficiaries are improved.

Encourage work: Social Security’s rules discourage retired individuals from work-
ing because benefits are reduced when a retiree’s earnings exceed a certain level. In
1996, the President and the Congress raised that level of earnings—so that by the
year 2002, retirees could earn as much as $30,000 before their benefits would be af-
fected. The President believes that an overall Social Security solvency agreement
should remove the barriers to work that are a result of the earnings test.

Pay down the debt: This program will continue the Administration’s policy of fis-
cal responsibility, through which, for the first time in 29 years, the Federal Govern-
ment last year actually reduced the amount of debt that it must finance with the pub-
lic. The contributions to the Social Security Trust Fund will further reduce the level of
publicly-held debt by two-thirds, to the lowest percentage of GDP since 1917. This will
add to the Nation’s savings and help our economy continue to grow.
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