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Index, 40-year-old male = 1 Index, 40-vear-old male = 1 

SOURCES: U.S. Department of Commerce, Bureau of Economic Analysis and Bureau of the Census; and University of Michigan, Survey Research Center. 

Feclelal spencling has cot~sistently 
outpaceel fec1er;ll revenues since the 
1970s. Although the opposite is true 
for the sum of st;lte :~ncl local bud- 
gets, the total national clel2t (both 
nominal ancl inflation-adjustecl) has 
m~~shroomecl over the last 25 ye:trs. 

Many analysts vie~v the higher 
level of esplicit clel~t as 2111 indication 
of ho\\- fils the 1,urclen o f  paying for 
current government spencling has 

b been shifted onto future genem- 
A - 
s. tions. Some suggest that the level of 

explicit ciebt :tlone i~nclerestirnates - - the  extent of such 1,urclen-shifting, - 
- citing the government's implicit So- 
- 
4 

cia1 Security and Medicare liaf>ilities 
to current generations, which f ~ ~ t ~ i r e  
generations of workers will have to 
pay. Ho\vever, the paylnent burclen 
on fi~ture generations has itlcreasecl 
in a thircl \?ray---through struct~lral 
changes in fiscal policy. 

The government has man), fiscal 
instn~ments at its disposal. It obtains 
revenue through taxes on labor ant1 
capital income, payroll tases. ancl in- 
clirect (sales and escise) taxes, 
among others. Apart from spending 
to purchase goods and services for 
its own operation and to provicle 
puhlic goocls like national defense, it 

:tlso snakes Social Security, i\leclic;ue, 
Meclicaicl, ancl \velfare tztnsfers. 

A glance at the components of ag- 
gregate taxes ancl tmnsfers is suffi- 
cient to convince anyone of the sig- 
11ific:lnt structural changes in postwar 
[J.S. fiscal policy. As a share of GI)I', 
lal>or inconle taxes xncl pa)7roll taxes 
(which also fall on \vorltel.s) have 
trenclecl upwarel. Because ).ounger 
generations \\'.ark more than retirees, 
their taxes have incre:~sed snore. 011 

the other hand, taxes or1 capital in- 
come have declinecl over this period, 
reducing the t:lses of older genera- 

(cot2 titzzred orz tze.xip~/ge) 
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I L  I SOCIAL SECURITY AND HWLTH CARE TRANSFERS I 
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36 1 RELATIVE PROFILES OF MEDICARE AND SOCIAL 
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IRELATIVE PROFILES OF WELFARE BENEFITS BY AGE 

SOURCES: U.S. Department of Commerce. Bureau of Economic Analysis and Bureau of the Census; Social Security Administration; and Mark McClellan and 
Jonathan Skinner, "The Distribution of Medicare Benefits: A Lifetime Perspective," Stanford University, unpublished manuscript. April 1996. 

tions, who o\vn most of' the econ- 
omy's physical capital. 

Fu~-thec Social Security anel health 
care tmnsfers have risen ~;tpiclly as a 
share of GDI? i~nplying a clecline in 
the net tax burelens of oltler genera- 
tions, who  ~nalce up a significant 
~najority of recipients. However; the 
increase in these tl-ansfers implies a 
s~nal ler  decline in the net hurclens 
of younger ancl unhorn genemtions, 
who ~vill receive them in the c1ist:mt 
f ~ ~ t u r c ,  and then only after malcing 
substantial payroll contril,~itions 

while worlting. The sh:tre of \velf;u.e 
transfers that accrue mainly to 
young, poor indivicluals-single 
mothers a11d the une~nployecl-has 
;tiso increaseel, but at a IIILIC~I slo\ver 
pace than Social Security ancl health 
care transfers. 

The government's choice of a par- 
ticular  nix of taxes, spending, anel 
transfers cleter~nines the clistrihution 
of net p:iyment burclens (taxes net 
of transfer receipts) alllong current 
anel f~1t~ir.e generations. A str~~ct~ir.;tl 
ch:lnge in the mix of these instru- 

ments may not much affect overall 
revenue and spencling numl~ers- 
that is. annual cleficits Inay remain 
~~nch;lngecl. It m:ty nevertheless sig- 
nificantly alter the generational clis- 
tril>~ition of net payment hurclens. 
I3ecause cliffere~lt generations have 
clissimilar saving patterns and incli- 
nations to participate in the work- 
force (clepencling on their age), 
changes in this clistril,~ttion are likely 
to affect the nation's overall eco- 
nomic performance. 
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