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			Book Presentation: Running On Empty by Peter G. Peterson

			Book Abstract

			Praised by a range of prominent people including Senator John McCain, NBC News’ Tom Brokaw and billionaire investor Warren Buffett, Running On Empty is a nonpartisan work aimed at alerting the American people of the real impact being caused by the runaway deficits the United States is creating.

			In Running On Empty, Peterson goes behind what he believes are political smoke-and-mirror games and explains what Americans must do to rescue the future of the country from this economic crisis. Peterson explains why the deficits do matter to the future of our country, how both political parties created this problem and what steps need to be taken to get us out of this mess.

			About the Author

			Peter G. Peterson is a lifelong Republican and former secretary of commerce under President Nixon. He is chairman of The Blackstone Group, chairman of the Council on Foreign Relations and former chairman of the Federal Reserve Bank in New York. The author of several other books, Peterson is also the founding president of The Concord Coalition.

		

	
		
			Summary of Running On Empty (Peter G. Peterson)

			How Big Is the Problem?

			The numbers are staggering. When President George W. Bush entered office, the 10-year budget balance was officially projected to be a surplus of $5.6 trillion. Soon hit by recession together with the bursting of the stock market bubble and then by 9/11, the surplus fell. When Bush went ahead with two large and heavily back-ended tax cuts in 2001 and 2002, they fell much further. By the end of 2002, all but $1 trillion of the 10-year surplus had vanished. Unfazed by this turnaround, the Bush Administration pushed a third tax cut through Congress in the spring of 2003 – this was done despite new fiscal demands, which included a war in Iraq and an urgent “homeland security” agenda. By August 2003, the Congressional Budget Office officially projected the 10-year fiscal balance at a deficit of $1.4 trillion.

			There was more red ink to come. In November 2003, Congress passed the Medicare Prescription Drug, Improvement and Modernization Act – the largest legislated entitlement expansion since the glory days of President Johnson’s “Great Society.” The program is so expensive that budget experts still have trouble putting any upper limits on its eventual growth. The political goal behind passing the act was clear: to preempt the number one issue on the Democratic agenda, which was to provide medical aid to the elderly.

			Assuming that all the recent tax cuts will become permanent (which is what the President wants) and that total “discretionary” spending grows as quickly as the total economy, the CBO’s January 2004 10-year fiscal projection comes to a deficit of $6 trillion. In just three years, U.S. voters witnessed a negative swing of over $10 trillion in the ten-year federal deficit outlook.

			If we wanted to balance the budget by 2014, on our current track we would either have to raise both individual and corporate taxes by 38 percent or cut both Social Security and Medicare by 55 percent.

			Social Security and Medicare benefits currently account for the majority of our federal government’s unfunded liability. The total value of benefits that are payable to every American who could participate in these programs minus all the payroll taxes and premiums that are receivable from every American results in an unfunded liability of $27 trillion. Of course, government plans can lean on younger and unborn Americans for revenue. However, over the next 75 years, the future contributions of these younger Americans (in excess of their benefits) amount to $6 trillion, leaving $21 trillion (roughly $200,000 per U.S. household) as the net cash drain on our budget. And the trend over time is estimated to get even worse.

			Why Deficits Matter To You and Your Future

			Why should we worry about balancing the budget? After all, President Bush has said that the deficit is just “numbers on paper.” Vice President Dick Cheney claims that Reagan proved “deficits don’t matter.” However, the truth is that our deficits have a major impact on all Americans and the future of our country.

			Growing deficits can slow and even halt the steady growth in living standards that has always nourished the American Dream. Economically, deficits absorb national savings and crowd out productive investment. They do so by raising real interest rates (interest rates after expected inflation). The bottom line is, when the government reduces national savings by running a budget deficit, the interest rates rise and investment falls. Because investment is important for long-term economic growth, government budget deficits reduce the economy’s growth rate.

			Consider the supply of savings. The rest of the developed world is currently awash in excess savings. In unprecedented volume, much of that savings is now flowing into the U.S. economy, buying our stocks and bonds. This helps keep interest rates low, but the surging inflow from abroad can only be of limited duration. When it slows down, the impact on interest rates is likely to be dramatic. With our annual net borrowing from abroad running at about five percent of the GDP (the highest rate in our history), we must ask: what will happen when this massive foreign lending stops? There is great potential for financial crisis and we must not forget the simple fact that whatever America borrows will have to be paid back. Either way, future living standards will suffer.

			No nation can enjoy sustained living-standard growth without investing, no nation can sustain high investment for long without saving and no nation can save for long without fiscal responsibility.

			America’s vast prospective gap between outlays and revenue is more than just a number. It is more than just a potential fiscal or even economic disaster. It is a colossal mismatch between what Americans expect to give to their nation and what they expect to receive from it. Left uncorrected, this fiscal gap will force our nation to make a choice between our obligations to our children and our obligations to our elders. It will allow us to be either a forward-looking society or a humane society - but not both. No one wants to arrive at these decisions, but to avoid it, America must change course – decisively and soon.

			Both Parties Have Created This Mess

			The modern Democratic Party has followed President Franklin Roosevelt’s vision since the historic 1953 Social Security program was enacted. While the program has always been presented as a national “savings account” of some kind, the reality is that it is a program that taxes the next generation to provide benefits for the current generation. In 1965, President Lyndon Johnson launched the costly Medicare program and assured voters that the extra $500 million it would cost would pose no problem to our national budget. Today, Medicare spends $294 billion per year – more than 500 times that original estimate. In 1972, the Democrats enacted huge Social Security increases without any reference to their cost. Runaway spending has continued since as Congress has created no major structural reforms to correct the deficit.

			The Republicans have done their part as well. Beginning with Ronald Reagan, Republicans have started cutting taxes while also expanding government. When President Bill Clinton introduced a plan in 1993 to reduce the national deficit, not a single Republican voted for it. Instead, they introduced their own plan to reduce the deficit, which included a $350 billion tax cut. Today, George W. Bush has pushed through three major tax cuts despite many warnings from government groups about the damage it would do to the national deficit. And in 2003, Bush passed the Medicare Prescription Drug, Improvement and Modernization Act, which added $535 billion in projected outlays over the next decade.

			Both parties have launched America into the new century on a course of vast and mounting budget deficits. First, we saw the Democratic ideologues of tax and spend and then, the Republican ideologues of don’t tax and spend. Today, both have triumphed, with the result being that the United States is committed to spending trillions of dollars more in personal benefits and collective services over the coming decades than citizens either expect or can afford to pay. The Democrats and the Republicans, with their lopsided and mutually conflicting worldviews, have found only one important way to compromise, and this is for both sides to take what they want (low taxing and high spending) and send the bill to our children.

			How We Can Rebuild Our Future – And Our Politics

			What must Americans do to set our republic back on course? First, we must educate each other about what’s at stake. This means raising public awareness about the economic, political and geographical perils of living beyond our means. From there we must all take a serious and honest look at the decisions we need to make to keep our fiscal ship afloat and headed in the right direction.

			Yet raising public awareness alone is not enough. We must also reform the way Congress goes about making budgets and setting priorities so that both members of Congress and the rest of us are fully informed about our long-term fiscal choices and have some way to bind ourselves to those choices once they are made. We need to fix the dysfunctional polarization of our major political parties and enlarge the breadth and depth of the public’s participation in politics.

			When voters are concerned, leaders can start talking responsibly about our future. When concerned voters are informed, leaders can start taking action. And when concerned and informed voters mobilize and create a nonpartisan consensus - that’s when the whole direction of national policy starts turning around.

			America must act soon on a long-term reform agenda. Some of these reforms do require sacrifices (more taxes than we like to pay and fewer befits than we expect). But, these sacrifices are minor when compared to what we and our children are likely to endure in the future if we fail to live within our means.

			We must reform four policy areas:

			Reforming Social Security

			The day is soon coming when the president and Congress will no longer be able to keep their hands off Social Security reform. By 2018, the system is projected to start paying out more in benefits than it takes in from taxes. Between 2020 and 2040, Social Security’s annual cash deficit will get deeper by roughly an extra $45 billion each year. No longer will Congress be able to divert the Social Security surplus to pay for Medicare or other government operations. Instead, other government resources will have to be diverted to keep Social Security checks flowing.

			To save Social Security, we must reform it with a three-part plan:

			
					Index New Benefits to Prices Instead of WagesCurrently, Social Security promises ever higher benefits to each new generation of retirees. This is because your pension is calculated as a percentage of your lifetime earnings, but these earnings are “indexed” to the average earnings or “wages” of all workers in the year you reach age 62. Since wages tend to grow faster than inflation, each generation receives pensions that have more purchasing power.
To reform Social Security, the average new benefit calculated each year for people reaching age 62 could be adjusted upward by the increase in the consumer price index rather than by an index of average wages. The result would be that all future retirees would receive the same average benefit (adjusted for inflation) that new retirees receive today. Under current law, higher real-benefit levels will account for about 30 percent of total Social Security benefit outlays by the year 2050. By saving that extra 30 percent, we would nearly bring the system back into balance by then.


					Mandate Savings in Personal Retirement AccountsSince wages usually rise faster than prices, price-indexing will eventually lead to a sizable decline in the share of pre-retirement wages that Social Security replaces. Most workers will want to avoid a large drop, but to do so they will have to save more. And the most effective way to


					Fortify Social Security’s Safety Net

			

			Reforming Medicare 

			
			
			
			
			
					Move Toward Managed Competition

					Promote Cost-Sharing and Gatekeeping 

					Establish Best Medical Practices 

					Reduce Litigation Costs by Instituting Malpractice Reform

					Promote Public Health

					Initiate a National Reform Agenda

					Introduce Global Caps and Face Hard Choices

			

			Reforming the Budget Process

			
			
					Reinstate the Budget Enforcement Act

					Issue a Comprehensive Long-Term Budget

					Develop Accrual and Generational Accounting

			

			Reforming Politics and Parties

			
			
					Fix the Gerrymandering of House Districts

					Neutralize the Campaign Funding Problem

					Educate Young People about Fiscal Realities and about Civil Rights and Duties

			

			A Positive Vision of Our Future

			
		

	OEBPS/image/9782511001578_title.png
SUMMARY

eeeeeeeeeeeeeeeee
eeeeeeeeeeeeeeeeeee

Running On
Empty

—— BusinessNews Publishing —





OEBPS/image/9782511001578.png
SUMMABY

eeeeeeeeeeeeeeeee
eeeeeeeeeeeeeeeeeee

Running On
Empty

—— BusinessNews Publishing —





OEBPS/image/pagepromo-top.png
Get the main ideas
of this book in less
than 30 minutes ___

American
Creation

AnimalSps

Buy the books you really need thanks
to our must-read summaries!

Available on all devices

Www.mustreadsummaries.com





OEBPS/image/1.png
SUMMARY

eeeeeeeeeeeeeeeee
eeeeeeeeeeeeeeeeeee

Running On
Empty





