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The mission of the As America Ages Initiative is
to foster cross-sector collaboration to address the
challenges and opportunities created by an aging
society. To this end, the Initiative strives to:

* accurately describe how an aging population

affects America

» produce analysis and research that informs
policymaking towards aging

* inspire the next generation of thought leaders to
find creative solutions and opportunities for an
aging America
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INTRODUCTION

merica’s getting older and we’re not ready. While

the increasing energy and vitality of our aging
population is a success, immediate actions are now re-
quired to sustain this victory. Now is an historic op-
portunity to fully address the impact of our aging pop-
ulation. Between increasing longevity and the aging
Baby Boomer generation, by mid-century, the number
of Americans aged 65 and older will increase by over
200 percent from roughly 40 million people today (13
percent of the total U.S. population) to 86.7 million by
2050 (20 percent of the population). Debilitating dis-
eases continue to plague our aging population. Health
care and Social Security expenses will grow exponen-
tially over the coming years creating unsustainable de-
mand. The U.S. needs to redesign social programs that
currently leave the
many depending on
the few. These threats
apparent, we need to
act now to reconfig-
ure such programs.
We recommend im-
mediate steps in three
areas to address these

challenges:

. Financial Prudence

. Investments

. Transforming Attitudes

Americans are living longer, healthier, and more
productive lives due to improvements in the public and
private sectors. While increased longevity and better
livelihood are rightly encouraged, absent is the assur-
ance that these improvements will remain sustainable.
This is because established fiscal and social policies do
not protect Americans against their own gains. The
current financial crisis on Wall Street has had a dev-
astating effect on Main Street. Yet, the recent market
collapse pales in comparison to the price an aging so-
ciety will cost Americans over the next 50 years. With
public and private efforts at all levels of governance, we
can put steps in place to impede this looming disaster.

There are manageable first steps to addressing
the national aging crisis, which give us unprecedented
opportunities for public and private sector collabora-
tion. These actions can be thought of as priming the
pump for strategic plans of ongoing management on
the issues. Personally and collectively, we are all re-

America’s getting older
and we are not ready.
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sponsible for taking steps to combat the aging crisis.

FINANCIAL PRUDENCE

The economic consequences of our growing elderly
populationareheadedtowardsafinancialmeltdown.
Social Security, Medicare, and Medicaid spending has
dramatically increased since the programs’ inceptions.
By 2017, Social Security’s trust fund will face a cash
deficit (see Figure 1.2). Medicare’s hospital insurance
trust funds began facing cash deficits in 2007. By 2030,
Social Security alone will run an annual cash deficit of
at least $666 billion. To finance Medicare, Medicaid,
and Social Security by 2040, every household will have
to incur twice their current Social Security tax rate.>

Individuals and the government need to spend
less and save more
to avoid this impend-
ing financial crisis.
We need to make
changes immediately
in order to buy time
as we develop effec-
tive long-term solu-
tions. Some chang-
es that can be made are immediate-impact solutions
that will begin right away to reduce payouts and in-
crease income/contributions to Social Security and
Medicare. The impact of other actions that can be
taken will develop over a longer period with the goal
of helping America segue to necessary long-term so-
lutions—yet to be devised—and the dramatic chang-
es these may entail. Immediate-impact proposals:

« Raise the age of entitlement. To reduce Social Se-
curity and Medicare expenditures right away, we
must increase the age of eligibility for both entitle-
ment programs.

« Tax all income for Social Security and Medicare.
To increase the income of the Social Security and
Medicare programs immediately, we must elimi-
nate the income cap on payroll taxes for these pro-
grams.

Buying Time

The main purpose for these recommendations is to
buy America time—a few decades at most—while the
U.S. designs and then implements long-term solutions
to keep social programs solvent and affordable for the
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long haul. The normal retirement age, the first year a
worker can receive a full Social Security benefit, is 65
years for those born before 1960, and 67 years for those
born in 1960 or later.s For Medicare, eligibility begins
at age 65. As Americans live longer and the retirement
age remains the same, the federal government must
pay out benefits for more
years for each retiree (on
average), placing unsus-
tainable financial demands
on the system (see Figure
1.3). By raising the age of
entitlement (both the nor-
mal retirement age and the
early eligibility age), Social
Security will be more sus-
tainable. Workers should
be capable of working a few

Yet, the
recent market
collapse pales
in comparison
to the price an
aging society

will cost more years, as Americans
Americans over intheir 60s have seen their

health improve along with
the next 50 increases in longevity.4
years. Moreover, raising

ages of eligibility should
not be a one-time ad-
justment. With rising
longevity, the normal retirement age should be con-
tinually reset as a relative percentage point along the
life expectancy line.s Such a policy shift will be fair
(as long as special arrangements are made for work-
ers with poor health) and will help protect Social Se-
curity, Medicare, and Medicaid in the short-term.¢

Taxes Are Going Up
Inadditiontothereductionin prom-
ised benefits guaranteed by increasing
the age of eligibility for Social Security
and Medicare, the government can in-
crease contributions to Social Security
by increasing payroll taxes. In 2008,
the taxable maximum for Social Securi-
ty wages is $102,000. This means that
workers earning more than $102,000
per year only pay taxes on the first
$102,000 they earn.” The payroll taxable maximum
for Medicare taxes was eliminated in 1993. Removing
the taxable maximum cap for Social Security would
itself balance the Social Security system in 75 years,
according to estimates.! Because of Social Security’s
progressive benefits formula, this change would not in-
crease benefit payouts on the higher-earners affected.?

e

While the proposals above would have an immedi-
ate impact on the Social Security and Medicare systems,
they are by no means long-term solutions. Prudent
steps can be taken to ensure long-term fiscal solvency
of social programs for the citizens who depend on them:

« Mandatory Universal Pension System. Creating
mandatory savings accounts will increase retire-
ment income levels for all workers.

« Index new Social Security benefits to prices. By
indexing Social Security benefits to prices, rather
than wages, Social Security payouts will steadily
decrease over time.

Pensions For All

The creation of a mandatory universal pension sys-
tem (MUPS), in addition to Social Security and private
pension benefits, would increase the amount of income
for workers during retirement. Half of American work-
ers have access to some kind of pension plan through
their workplace, and fewer than 40 percent of those
workers chose to participate.© MUPS come at little
cost to government and effectively bolster worker sav-
ings and retirement income in the long-term. If work-
ing adults place 3 percent of their wages into manda-
tory retirement savings accounts as a supplement to
their Social Security benefits, they will make up for
inevitable declines in the amount of Social Security re-
ceived. Projections show that by 2040 Social Security
will cover only one-quarter of a worker’s earnings dur-
ing his or her retirement, much lower than today’s re-
tirees who draw 40 percent of their earnings.” Person-

By 2040 Social Security will cover only one-

quarter of a worker’s earnings during his or her

retirement, much lower than today’s retirees
who draw 40 percent of their earnings.

al Pension savings would replace 14.5 percent of wages
for men and 13.3 percent for women. Likewise, one-
worker couples would replace 14.5 percent of earnings,
while dual-worker couples would replace 13.9 percent.
Extra savings in personal pension systems will increase
retirement income replacement back to nearly 40 per-
cent.? However, mandating personal retirement ac-
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counts must be carefully designed and implemented.
The federal government should contribute to personal
accounts on behalf of low-income workers who would
otherwise be unable to contribute to their accounts.

Another mechanism for decreasing future Social
Security costs is to index new benefits to prices rather
than wages. Currently, the National Average Wage In-
dex (NAWI) determines initial benefits for new retir-
ees. NAWI is based on the average wage earned for all
workers. Historically, the wage index has grown faster
than prices (see Figure 1.4 and Figure 1.5). This index is
projected to increase by nearly 4 percent each year for
the next de-
cade.® How-

Over the next forty years,

e

INVESTMENTS

Over the next forty years, the number of individ-
uals aged 65 and older will almost double, from
13 to 21 percent of the U.S. population. As members of
this group grow older, they will place different needs on
society than were seen in years past. In particular, they
will require greater medical attention.®® Unfortunately,
these requirements come at a time when Medicare and
Medicaid threaten to become insolvent and health in-
surance premiums are outpacing inflation.” Accord-
ing to one study, health care spending will rise from
15.2 percent
to 19 percent

the number of individuals

ever, fore- ] of GDP by
casts show aged 65 and older will almost double, from 13 to 21 2015 under
the Consum- a business-

er Price In-
dex (CPI) to
increase be-
low 3 percent
each year up
to 2015, in-
creasing by half the amount of wages.* If instead new
benefits were indexed to the CPI, there could be a reduc-
tion of almost 30 percent in Social Security outlays by
the year 2050 (see Figure 1.6 and Figure 1.7)."> This re-
duction would put Social Security on a path to solvency
and would ensure thatall future retirees receive benefits,
adjusted for inflation, as received by new retirees today.

While many of the reform suggestions are bitter
medicine, leading experts on aging have concluded
that financial prudence is the only way to avoid the
dire economic consequences facing our nation in the
immediate future.®® Today’s young workers, who will
live longer than generations before them, must ac-
cept that their benefits should start kicking in five to
ten years later than has been the norm, and plan ac-
cordingly.” Americans of all ages need to plan to live
longer than their parents and grandparents and make
longevity work financially. All Americans need to ac-
cept that they will receive less, but that they can make
up for that by the use of mandatory personal retire-
ment accounts. In advocating for financial prudence,
we advocate for all Americans, young and old. It
would be immoral to squander future generations’ re-
sources and leave an unsound economy in our wake.

percent of the U.S. population. According to one study,
health care spending will rise from 15.2 to 19 percent
of GDP by 2015 under a business-as-usual scenario.

as-usual
scenario.z°
To meet the
needs of an
aging Amer-
ica, long-
term, efficiency-driven investments in health
care are essential. We propose the following:

« Increase federal budget spending on medical re-
search to 3% of the nation’s overall health bill. In-
creasing the research budget of the National Insti-
tutes of Health (NIH) allows scholars to continue
working to find treatments for costly diseases. Al-
zheimer’s research funding, with the goal of devel-
oping a cure, should be a high priority.

e Provide universal health care. Investing in na-
tional health insurance would yield substantial
economic and social benefits in the long run.

e Education on leading a healthy lifestyle. Invest-
ing in programs that promote healthy lifestyles will
prevent or delay age-related diseases and condi-
tions, which will in turn help tame skyrocketing
health care costs. Targeting obesity is of primary
importance.

Biomedical Research Investments

Ranked only behind cancer and heart disease, Al-
zheimer’s expenses are estimated to cost the United
States a staggering $148 billion dollars annually.>* The
disease affects one in ten people over the age of 65 and
nearly half of people age 85 and over.>> Furthermore,
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Alzheimer’s-related Medicare spending is projected to
double from $91 billion in 2005 to an unsustainable
$189 billion by 2015. Studies published in Nature2
and the New England Journal of Medicine* show the
progress made toward a greater understanding of the
disease and provide hope for a cure. Yet, the organiza-
tions conducting research have seen NIH funding fall
13 percent since 2004. The NIH supports 28 percent
of all biomedical research conducted in the U.S. and
is the single largest not-for-profit biomedical research
funding entity in the country.> The average grant pro-
vided by the NTH has dropped roughly $27,000 over
the past 5 years to $408,000.2¢ Many laboratories have
seen their NIH research grants decrease significant-
ly, limiting their abilities to research. In some cases
grants to promising labs, which had been renewed an-
nually, have disappeared altogether.” Leveraging the
immense talent of American research institutions has
been successful in the past, and can once again lend
solutions if the necessary resources are made avail-
able. As of 2007, the NIH had financially supported
114 American winners of the Nobel Prize through its
intramural and external support programs.>® Increas-
ing support for the NTH will help keep the United States
the epicenter of biomedical discovery and provide es-
sential funds for the development of disease treatment.

Universal Health Care

The United States spends 15.2 percent of its GDP
or $2 trillion on health care, far more than any other
industrialized country, yet this expenditure does not
translate into superior health performance; Great Brit-
ain and France fare much better in life expectancy and
have lower infant mortality rates.® Nor does the U.S.
surpass other advanced countries in its quality of care,
as has been found in a recent study published in Health
Affairs.> The U.S. is the only industrialized country
that does not provide universal health care in some
form. Over 47 million individuals in the U.S. are un-

The U.S.isthe only industralized country that does
not provide universal health care in some form.

insured.>* This puts tremendous strain on our society
and economy. For individuals in the 55-64 age range,
who are at a greater risk of experiencing major health
problems, lacking health insurance may have dramatic
consequences. More than 13,000 people in this age
range die each year, mainly due to the lack of health

e

coverage.®> Others, absent early medical intervention,
may contract diseases, the treatment for which costs
substantially more than preventative care under a uni-
versal health care coverage would cost. Most likely,
these costs will be incurred by Medicare once they
reach 65 years of age.s
On top of that, the
unnecessary use of
emergency rooms
by the uninsured re-
sults in uncompen-
sated care costs of
over $30 billion.»

Failure to reform
health care will en-
gender unsustainable

Ranked only
behind cancer
and heart disease,
Alzheimer’s
expenses are
estimated to cost

gost_s without pro-  the United States
uc1ng commensu- .

rate outcomes.?s On d Staggermg $148
economic  grounds billion dollars

alone, universal cov-
erage in the U.S. is
imperative. Routine
screenings and early
diagnoses would lower the occurrence of many costly
diseases, thereby reducing Medicare spending.s® A
healthier population would result in a more productive
and mobile workforce.”? American companies would
gain competitiveness in a globalized economy, absent
the need to sponsor employees’ health insurance.®

Funds to institute national health insurance in the
United States exist. Yet effective management of avail-
able funds and political have precluded the creation of a
national health insurance system. The American pub-
lic already bears the expense of the uninsured, through
provider “cost-shifting” (i.e. higher premiums). In fact,
the uninsured working poor themselves help finance
the health care system through taxation.* The initial
costs of switching to a public insurance system could
be offset by administrative simplifi-
cation, computerized physician or-
der entry and electronic billing sys-
tems among other measures.* Even
skeptics agree that national health
care coverage could save up to $286
billion annually by doing away with paperwork and
bureaucracy.# According to the National Coalition on
Health Care’s estimates, a single-payer system would
be less expensive than the status quo, let alone more
salutary to the public (see Table 2.1, scenario 4).%
The Declaration of Independence entitles all Ameri-

annually.
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cans to “life, liberty and the pursuit of happiness;”
does that promise not extend to basic health care?+

Healthy Lifestyles

By the year 2015, three-quarters of Americans
will be overweight or obese.# In the U.S., obesity is
most prevalent among men aged 65 to 74 and among
women aged 55 to 64 years. Moreover, the tendency to
be overweight or obese increases with age.#s The U.S.
Department of Health and Human Services estimates
that the burden of overweight and obese adults borne
by the health care system ranges from $69 billion to
$117 billion per year.# As demonstrated by numerous
studies, not only do costs for individual care and health
costs for businesses increase when workers are obese
and physically inactive, but workers’ productivity is
lower and their absenteeism increases.#” Moreover,
obesity is a risk factor for many chronic conditions
and contributes greatly to higher rates of disability
and ensuing loss of independence among the elderly.+

Therefore, we strongly advocate that the federal
government promote healthy lifestyles by reforming
federal farm programs so that fruits and vegetables
rather than corn are subsidized. We urge a more rigor-
ous implementation of the existing U.S. Department of
Agriculture regulations that prohibit serving foods of
minimal nutritional value during mealtimes in school
food service areas, launching national campaigns for
eating more fruits and vegetables, raising awareness
about the importance of exercise, banning highly del-
eterious trans fats, and levying taxes on junk foods.+
The two latter policy measures are controversial; how-
ever, they are effective tools available to the government
to affect consumer choices. A hike in taxes on tobacco
in Massachusetts and Connecticut led to a reduction of
cigarettes smoked in those states.>® A tax on junk foods
in combination with a national campaign encouraging
healthier lifestyles will most likely decrease the con-
sumption of the least nutritional foods.* The money

Health and Human Services estimates that the burden of
overweight and obese adults borne by the health care
system ranges from $69 billion to $117 billion per year.

levied should be used to subsidize healthier produce in
order to make it more affordable for the poor. It isin
our best interest that the government promote healthy
lifestyles for all, because that will allow for healthier
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and more robust aging. A healthy population is par-
amount to the economy and the country. When in
good health, people may remain active and productive
much longer and may enjoy fully their “golden years.”

TRANSFORMING ATTITUDES

Cynicism Towards Aging

Central to solving the challenges facing our ag-
ing population is also a need to transform Ameri-
cans’ cultural attitudes and general cynicism toward
aging. Discrimination against the elderly is preva-
lent; older persons are disproportionally portrayed
as a drain on the economy, with their increasing need
for health and support services. Instead of view-
ing old age in terms of disability, decline, and dis-
ease, people need to recognize the value that the el-
derly contribute to society, both economic and social.
Steps to change the cynicism toward aging include:

« Enforce the Age Discrimination in Employ-
ment Act (ADEA). The Equal Employment
Opportunity Commission needs to imple-
ment the ADEA more rigorously to avoid
ageism and eliminate age barriers in the workplace.

« Implement human rights conventions to ensure
fundamentalfreedoms oftheelderly. Itisestimated
that as many as 1.2 million older adults in America
are physically abused or neglected each year.>> We
need to stop such widespread abuse by implement-
ing human rights conventions to protect the elderly.

« Promote understanding of aging through
public education. Policy makers should ad-
vocate public education efforts, using mass
media and educators, to highlight the past
and present contributions of older persons.

With public
education and leg-
islative  measures,
society’s  cynicism

towards aging can
be corrected. Con-
tributions to society by the elderly will be recognized
and older persons will have greater opportunities
to remain productive later in life and fuel continual
growth in the economy. This continual growth will
help fund the nation’s entitlement programs, health
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care system, and pension programs. There is a mor-
al aspect to the challenge of aging and health care. %

Indifference Towards Retirement Planning

Despite increasing longevity and escalating health
and long-term care costs, Americans are woefully un-
prepared for post-retirement expenditures. Retire-
ment savings are at a historic low and more than 75
million Americans lack employer-based retirement
plans (see Figure 3.1).53 The Employee Benefits Re-
search Institute concluded in a recent study that fewer
than 40 percent of baby boomers would have adequate
retirement income even if they increased

e

years. The world’s population has always been geo-
graphically, culturally, ethnically, and spiritually di-
verse. Increasingly, these rich global populations are
becoming diverse in age, and the United States is no ex-
ception. These great shifts have enriched lives by pro-
ducing relationships that would have never occurred
in years past. While these interactions bring great op-
portunities for new discourse and relationships, they
also present the significant difficulties outlined above.
This paper outlines some of the ways the United
States can address these looming challenges respon-
sibly and effectively. Financial prudence—in the form
of raising the age of entitlement, removing

e onms THETES L o cviogs. accounts. and indesing
w

retirement planning and start taking own- a moral entitlement benefits to prices—is necessary
ership of their fiscal future. Steps to encour- for America to avoid an impending financial
age this attitude transformation include: aspect meltdown. Targeted investment in medical
to the research, universal health care, and healthy

« Educate workers on retirement sav- lifestyle programs will make our nation’s
ing needs and opportunities. Em- Challenge health care expenditures more manageable.
ployees should understand that retire- of aging Changing thff general i(Iildifferen((:ie towards
ment planning involves more than just retirement planning and outward cynicism
paying into Social Security. We need and health towards aging will ensure that Americans
public education efforts to improve care prepare for and remain productive during

public knowledge and utilization of
available retirement savings vehicles.

« Increase tax incentives to encourage a greater
savings rate. Individual Retirement Accounts
(IRAs) offer tax advantages. However, less than 13
million Americans use such retirement savings ve-
hicles.ss Increasing the tax incentives (e.g. making
contributions fully tax-deductible, and earnings
and distributions tax-free) will encourage greater
use of IRAs to accumulate retirement savings.

With public education efforts and increased
tax incentives, Americans will have greater incen-
tives to shake off their current indifference to-
wards retirement planning.  Furthermore, they
will be encouraged to employ lifelong strategies
to build adequate savings for their retirement.

AGING: A PERSONAL AND
COLLECTIVE RESPONSIBILITY

nly one percent of humankind’s history has
been characterized as having life expectan-
cies 18 years old or greater. In fact, over the past 1000
years, the life expectancy has jumped from 25 to 76

their later years. We recognize that our rec-
ommendations can only go so far. What the
U.S. really needs is a re-conceptualization
of how aging in America should operate. This would
involve a newly defined set of expectations about the
roles of individuals and the role of the government.
The baby-boomer generation is comprised of those
citizens who were born between 1946 and 1964. Some
of the eldest members of this massive generation, those
born in 1946, began collecting Social Security this year
(having reached the early eligibility age of 62). The
time is now to begin addressing the aging crisis—a
more mature audience is waiting with bated breath.
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