PoLicy CHALLENGES WITH THE RETIREMENT OF
THE BABY BooM GENERATION: AN INTERVIEW

wiITH MR. BiLL NoveLLl, CEO or AARP

On March 23, 2007, Jessica A. Defenderfer and Scott A. Olson had the opportunity to sit down with
AARP’s CEO, Bill Novelli, to discuss the upcoming policy challenges associated with the retirement of
the baby boom generation, the role of the U.S. government in addressing these policy needs, and the
responsibility of AARP in crafting effective public policy.

Poricy PersPECTIVES: In 2011, the first wave of
America’s 76 million baby boomers will to turn 65,
Can you narrow down the ... biggest challenges facing
this group and the policy implications associated with
these challenges?

Bir NoveLLl: Yes, I can. First of all, a lot of these
baby boomers—perhaps as many as half of them—
have not saved enough for retirement, and ... they
are going to be challenged in terms of retirement
security. ...[This] has implications for continued work,
implications for basic retirement security, and it has
implications for health care reform. [I]n this country,
[because of] the way our health care system operates,
you cannot have retirement security without proper
health care. When you getto be 65, you have Medicare;
but ... many people between ... the ages of 50 to 64
...[Second], the old
concepts of retirement ate fading fast. That is not to
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say that there are not still people who want to go play
golf and sit on rocking chairs; but for the most part,
the idea of retirement is changing and people are, in
essence, reinventing what they mean by retirement. And
the boomers are definitely going to reinvent
retitement—that is a gigantic population cohort. They
have transformed every aspect of life as they have
gone through the life cycle; and I think we can expect
that they will do the same in retirement. They are
going to be better educated; they are going to be
healthier than previous generations; and for those who
can afford it, they are going to be doing a lot of
different kinds of things.

...{L]et [me mention] ... what retirement security
consists of from a policy standpoint. It consists ...
of four things: one is Social Security. Second, as we
define it, is pensions and savings combined, and the
reason we combine them is that pensions are changing
very rapidly in this country. So the pensions of our
parents—my parents—are different from the pensions
of people today because companies are moving away
from these defined benefit plans to defined
contribution plans like 401(k)s. ...[T]he result of that
is that responsibility is on the employee not the
employer. [TThe employee has got to invest that money,
and the employee has to make wise financial decisions.
The employee has to essentially treat savings and
pension money as the potential nest egg, ...[A]nother
thing that is related to that is that we have a terrible
savings rate in America; we have a negative savings
rate. ...[S]o the question is: what are the policy
implications for that? How do we change that? So
you have got Social Security, and then you have got
pension and savings combined, and then youhave gor
earnings from work. ...[Mfun people are going to
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want to work into their retirement years, and they will
benefit from continued earnings; and many people will
have to work into their retitement years, and they will
have earnings. ...[Tlhe fourth policy implication is:
how do you have adequate health care in retirement?
... The Social Security system in this country is going to
come under tremendous pressure, and there are a
couple of reasons for that: one is we ate not saving
the money, we are not using the Social Security surplus
money to pay down debt or in some other way prepare
for the future. Instead, Congress is spending it as
general revenues so the Treasury gives an IOU, in
effect—a treasury bond—to the trust fund, and
Congress takes the money and spends it. [I]a about
2017, it is estimated the surplus will be gone, [and] ...
you will have more money going out for the first time
in decades than is coming in. And then the trust fund
has to begin drawing down the interest, and then the
principle, and that money does not exist so the
government has to get it somewhere. So they can get
it, they can print more and raise inflation, they can raise
taxes, they can cut benefits, but they are going be in a
difficult policy situation unless we do something soon.
[Tlhere a lot of policy implications around Social
Security, especially for [young people], but certainly
for middle-aged people as well.

Poricy PERSPECTIVES: In your opinion, what is the ideal
role of government in providing for the economic
and health care needs of mature citizens?

Birr NoverLL: Government has a big role to play, but
it is only one of the actors. We have to also think
about employers, and we have to think about
individuals, To give you my opinion—and I will say
AARP’s opinion—we need to have universal health
coverage. We need to have everybody covered as a
moral
imperative, if you will. And [universal health coverage]
is a very difficult thing to do in this country; and if we
did it and we did not do anything else, it would not
really be sufficient because the health care system does
not work; itis enormously inefficient. [I}f you covered

matter of policy. And as a matter of ...

everybody, you would now have everybody insured
dealing with an inefficient system that would not have
changed. [S]o the government’s tole ... is to figute out
how to have universal coverage and to figure out how
to set up a system that people can thrive in that
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employers can thrive in because right now employers
are really hurting; they cannot compete with the curtent
[Glovernment has the biggest job.
...[E]lmployers have a job as well in terms of watching

system.

out for their employees and playing a responsible role
within the system. And individuals have a job of
personal responsibility: taking care of thier health,
consuming health wisely. And so we have to fight this
out in such a way that the policies impact on all three
of those. '

Poricy PErRsPECTIVES: Has the US. made any positive -
strides towards anticipating this demographic shift that
is going to occur and the challenges that will come
with the boomers?

Bl NoveLLE: I think we have taken some minor
steps, but I would say that we have not made any
major policy strides to prepate for this.

Poricy PERsPECTIVES: What are some examples of
the minor steps that we have taken?

BrL NoveLL:: We have tinkered with some policies
that would encourage people to work longer. That
would be 2 good example. We have put drug coverage
into Medicare—that is more than minor; that is a good
step forward—and that is going to make a huge
difference in terms of keeping people out of hospitals,
out of nursing homes, [and] able to work longet.
Those are good steps forward. The big steps we have
not taken—==to make social security solvent, to fix the
health care system, and to deal [with] long-term care.
The long-term care in this country is a mess. So all of
these huge issues—all these huge problems—are out
there in front of us while we have got this tidal wave
of boomers coming into retirement.

Poricy PersPECTIVES: AARP, the Business Roundtable,
and the SEIU have started a new campaign, Divided
We Fail, to create a bipartisan political climate that will
create solutions to health care and financial security
policy. In your opinion, what is the role of ptivate
and nonprofit organizations in influencing policy?

Bil NoverLn: First of all, those organizations,
including AARP, have a very important role to play in
terms of advocacy; so advocating for change and that
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is what Divided We Fail is. And then, as part of that,
we have got an obligation as organizations to model
the kinds of behaviors we ate advocating; but I would
say the principle role is eidvocacy. And all three of
those organizations can influence different audiences
and different constituencies.

Poricy PerspecTIvES: What steps are you taking to
successfully influence these policies?

BiLr NoveLLi: We are taking steps now to essentially
create public demand for change. We have got good
research showing that the public is very wotried. They
are worried about being able to affotd health coverage;
they are wotried about losing their jobs and losing
insurance coverage because those two ate linked; they
are worried about not having enough savings and
having to work until they are 90 years old. Oldet
people are wortied about their children; they are
worried about the generation coming and their
grandchildren. And we have done a lot of research
among young people—people 18 to 49—and we see
that they are wortied also. There is a high degree of
angst out there at all age levels, all adult age levels,
there is a lot of concern about saving enough; about
pottability of coverage; about keeping coverage; about
being able to afford to retire; or if you ate middle
aged ot younger, afford to have a family or buy a
house. So there is a lot of concern out there at this
point. Divided We Fail aims to take that concern and
turn it into demand. We are going to collect stories;
we ate going to help people raise their voices; we are
going to help them to be activists. Because you need
consumer demand, you need public demand to
motivate policymakers to change. [Plart of that is a
campaign strategy so that each of the political
candidates—certainly the presidential candidates, but
_also other candidates for other offices, senatorial
candidates, House candidates, even gubernatorial
candidates—in each of those cases (with an emphasis
on presidential ones) to really set up kind of a no-
escape strategy with them. They should not be able to
go into a meeting anywhere in the country, to campaign
anyplace without somebody saying to them: What is
your plan to fix health care? What are you going to do
about Social Security? Do you have any thoughts about
long-term cate? How ate we going to financeit? Those
kinds of questions, so that they will be forced to come

up with ptograms and policies and defend them and
then to be accountable for them if they are elected.
So that is what Divided We Fail is about,

Poricy PERSPECTIVES: It sounds like this strategy is
mitroring the campaign that you did with Medicare
Part D, creating demand among yoxir constituents that
prescription drug coverage was necessary.

BiLr. NoveLLl: We are taking that success process, and
[what] we ... learned in terms of how to reach out to
people, from our campaign to fight against private
accounts out of Social Security in 2005. ...[W]e can
learn from those expetiences and apply them now.
[Olne of the lessons we learned was that even though
... we are a membership organization of people 50
and older, you cannot just talk to people 50 and older.
You have to talk to younger people as well.  So we
conduct out research among younger people, we test
our message among younger people. And what we
say has to resonate among all generations.... And we
are doing other things as well. When you do a program
like this, you have to have mass media and advertising,
But you also have to go to the grassroots, and we will
be doing all those things.

Poricy PersrEcTIVES: Consistently, we hear the
concept of “strengthening” Social Security and
Medicare. I think people have different definitions of
what that means. What is AARP’s position on
strengthening Social Security?

BiLL NoveLL: What it means is [that] we have to make
Social Secutity solvent for decades to come. The Social
Security Administration uses a 75-year hotizon. So it
would be good if we could do policy change that
would make the program solid for 75 years. Others
want to do an indefinite horizon, which I think is folly.
But what this requires is that we ... strengthen the current
program.... [W]e have to get it back into balance,
back into solvency-—and this requires additional
revenues and benefit adjustments. The mostimportant
benefit adjustment is that we have to take longevity
into account; people ate living longer, that means they
will draw on Social Security longer. [T]here are two
essential ways: one way is to raise the retirement age.
It used to be—when Social Security began—when
people retired, they would live rwo years on Social



Security and die. Now you tetire at 65 and you live to
83 or 85. So you are talking about 20 years of drawing
down Social Security on average. And we have to
take that into account. [TThe second way to do itis to
do what they call longevity indexing. Some countties
do this now. They estimate how long somebody will
live; they do actuarial calculations, [and] then they spread
your payments out so you get the same amount of
money over a longer period of time. So thatis another
way that is reducing benefits just as raising the retirement
age is reducing benefits. So our view is: we need to
increase revenues and we need to adjust benefits. And
this can be done in balance so that it is fair, it is equitable,
lit] takes low-income people into account, and it
spreads the pain,

Poricy PERSPECTIVES: You launched a campaign with
Social Security in 2005, What were the political
challenges that you came across? Were you able to
overcome any of them? Do you expect for them to
arise again?

BiLr. NoverLr: The first political challenge was that
the president of the United States put forward a plan
that we felt was unworkable and that we did not agree
- with. But we are talking about the president; the man
with the “bully pulpit.” And so that was a challenge
right off the bat. He put it on the agenda; he laid out
the program; he got the attention; he got the headlines.
[Dlealing with that was a big challenge. [W]e dealt
with it in several ways: one is we acted very quickly.
We began to counter [the president’s] message very,
very eatly. So it was not like he had six weeks or six
months to get the message out before we responded;
we responded immediately. A second big challenge
was younger people were essentially interested in these
carve-out accounts because they did not believe that
Social Security was going to be there otherwise. And
so that was another challenge, to figure out how to
deal with that attitude or that perception they had. And
I guess the third big challenge was to communicate a
message about what would work. [Tthose were the
three challenges we faced. And I think we met all
three. Now, we won the battle, but we did not win
the wat. The war is solvency, and we are not there.

Policy Perspectives

Poricy PersPECTIVES: Do you see any other challenges
that will arise with solvency?

Bir Noverur: There are a number of political
challenges. [One] political challenge is that we are in
stalemate right now. The Democrats do not want to
do anything for a variety of reasons: They do not
trust the White House; they do not think they can do it
without the White House; in my view, they do not
want to do this and give Bush credit; in other words,
do it on Bush’s watch. [T]hey have got other things to
worty about, Iraq being a perfect example. So there
is no real appetite among Democrats to ... fix Social
Security; they would just as soon fix it under a
Democtatic president. And on the other side, the
Republicans were saddled with the Bush plan; not many
of them loved it. But the congressional Republicans
went along with it.... And so you have this political
stalemate. Meanwhile the clock is ticking; the boomers
are moving into their retirement years. Next year, the
boomers will begin to draw on Social Security, because
the oldest boomers will be 62, and that is when you
begin to draw early retirement benefits. So, the
challenges are not policy; the challenges ate politics.
Povicy PerSPECTIVES: You have observed in some
of your writings that the burden of saving for
retirement, paying for health cate, and supporting aging
parents falls much more heavily on individuals today
than it has in the past. In your opinion, what has caused
this shift?

Birr NoveLwr: There is a great book on this called
The Great Risk Shift by Jacob Hacker. What has caused
this shift is the pension changes primarily. Pensions
have gone] from defined benefits whete you pay into
and the
employer invests the money. [T]hen the employer pays

a pension and your employer matches ...

you a set amount of money over your lifetime in
retirement. That is the old way. The new way is you
have 401(k)s or IRAs or whatever. You pay in; your
employer may match. Half the people in the country
do not have access to those plans, and the individual is
tesponsible for making investment decisions. [S]o the
primary risk has sifted because of the change in
pensions. Also, boomers themselves have created
problems by having children later and by having their
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parents live longer. [M]any boomers are in a situation
whete they have children living athome and have aging
patents that they ate caring for. [I]f you have got
both of those, or either one of those, it is hatder to
save for retirement. [A]lso, I think the savings ethic is
eroding in this country. We have become a plastic
society. [Slo you combine all these things and you
have got more and more pressure on individuals.

Poricy PerspecTIvES: In light of this, should the
government play a bigger role in relieving these
burdens, or atethe private and nonprofit sectors better
equipped to deal with these issues?

BiL Noverin: The government can play an important
role, but it does not have to be a bigger role. The
goverament has to take responsibility for setting up
some kind of a universal 401(k) or some other way
for people to save at the workplace.... They have to
also make sure that pensions are adequate for people
and that employers take responsibility. These are not
new government responsibilities; these are old
government responsibilities. They have to fix Social
Secutity, to bring it back into balance, to bring it back
into solvency. Again, not new—it is a responsibility
the government has had since 1935 when [Social
Secutity] began. I think government has to also focus
on the entitlement programs other than Social
Secutity—Medicate and Medicaid—and the way to
do that is to bring health care costs under control.
You always have this debate in this country about big
government versus small government. [People] start
with ideological frameworks, and they try to cram
solutions into there, when actually we would be a lot
better off if everybody could just pragmatically say:
What is the problem? What is the evidence-based
approach to solving this problem? It might be more
government; it might be less government, [I]t is the
ideology that, in my view, often gets in the way of
pragmatic problem solving,

Povicy PERSPECTIVES: You have also wtitten that AARP
is perhaps the best-positioned organization in the U.S.
to lead America towards a better state of health care
and financial security. Why do you think AARP is in
this position?

BiLr. NoveLL:: Several reasons: Numbet one, because
we are a big organization, and we have resources. [Tthe
reason we ate a big organization is that our members
like what we have to offer them. [T]here are more
and more people coming into their fifties and therefore
more and more opportunities for us to increase our
membership, So we are at a kind of a sweet spot in
the demographic picture right now. [T]hat leads to
two things: one is members—and older people tend
to vote in high proportions. As you may know, last
Novembert, 52 percent of all those who voted were
50 or older; and 25 percent of all those who voted
were AARP members. So you have got that political
weight, The second thing is we have resources because
we have got a lot of members, and they pay dues, and
we can take those dollars and apply them to lobbying
and driver safety programs and social change initiatives.
So that is one reason why we are in a good position.
Another reason why we are in a good position is that
we are totally nonpartisan. We do not support a party;
we do not suppott a candidate; we support issues.
[T]hat is a critically important position to be in if you
are going to affect change. [Tlhe third thing is that we
have high credibility among the public—both among
members and nonmembers. On an issue like Social
Security, the credibility that we have is way above the
Congress’, way above the president’s, way above any
corporate sector. [TThe same thing goes for Medicare
as well. So if you combine numbers of members
who vote, resources, nonpartisanship, and credibility,
that is a potent formula.

Poricy PerspECTIVES: How does AARP envision
moving into the future? '

Brir Noverrr: We want to continue to grow——50
million members is a goal; and it is a reasonable gbal;
it is a stretch goal, but it is also a goal that is achievable
given the demographics that are out there. We also ...
want to be international, which we are working on.
We want to be larger in terms of members. We want
to be more diverse. We want to increase our Hispanic
members, out Aftican American members, our Asian
American members—so it is not just large, it is also to
reflect the face of America. ... We want to be stronger
in out state offices, which are growing in strength very,
very nicely. We want to do a better job of achieving
our key objectives; and our kev objectives are economic
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security, health and health services, and then what we
call “livable communities;” in other words, enabling
peaple to live independently longer. And to me, we
are sort of on a roll. Things are going well for AARP,
for obvious reasons: We have worked hard, we have
grown, [and] we have got the demographics going
for us. So for me, I envision that all of those things
are achievable.
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