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Executive Summary

In the past three years, the federal budget has exploded by more than one-half
trillion dollars, under a Republican Congress and a Republican president.
This paper presents a specific strategy for cutting programs and streamlining
government. The benefits of such cuts would be a windfall for America that
would lower the tax burden and fund new, critical policy initiatives.

If there is any overriding theme of the economic and fiscal policy making scene in Washington over the
past two decades, it might be this: we fought a war against big government, and big government won. In
just the past three years the federal budget has exploded in size by more than one half trillion dollars.

The sudden spurt of government spending and the resulting mountainous budget deficits are all the
most unexpected given that they have occurred under a Republican Congress and a Republican presi-
dent. After seven budgets designed by the Republican majorities in the House and Senate, the budget is
bulkier than ever before. The 108th Congress is spending at a faster pace than any Congress since before
Woodstock.

Starting in the mid-1980s, America’s private industries restructured themselves, sweated out inefficien-
cies, cut costs, and raised productivity levels. The only industry that has been immune from this produc-
tivity revolution has been government itself.

By two-to-one margins Americans still say they prefer less government services and lower taxes to more
government and higher taxes. Two-thirds of voters consistently say they think their taxes are too high,
not too low. The goal of government downsizing is not flawed, but the game plan has been. For one
thing, budget cutters have not made an effort to garner bipartisan support. Furthermore, they have failed
to convince the public that there is a financial and freedom dividend from smaller government.

This study argues for linking the crusade for a streamlined government with pro-growth tax cuts and
debt retirement to benefit future generations. It prescribes commonsense budget reforms that hopefully
will appeal to both fiscally conservative Republicans and Democrats, to the extent they exist anymore in
Washington. The plan would reduce the size of government by more than two-fifths over the next 10
years. Instead of the budget growing to $2.6 trillion by 2011 as scheduled, it would cost $1.5 trillion.

This comprehensive fiscal plan involves nine commonsense steps to shrinking the size of government: 1)
eliminate numerous programs that have either outlived their usefulness or proven their uselessness; 2)
privatize federal assets that belong in the private sector and use the proceeds to retire the national debt;
3) devolve transportation, education, housing, and economic development programs to the state and lo-
cal level; 4) replace all federal welfare programs with a generous earned income credit that ties public assis-
tance directly to work; 5) restructure federal entitlement programs ways that will promote cost saving,
better performance, and greater reliance on market principles; 6) abolish all corporate welfare in order to
save $100 billion a year; 7) end welfare for the affluent by eliminating all federal payments to Americans
with net assets or incomes of more than $1 million a year; 8) reform the federal budget rule-making process
to eliminate the pro-tax and spend bias in Congress; 9) tie tax cuts to federal spending reductions to build
political constituencies for smaller government.

The payoff would be huge: A freer and more prosperous America in this new century for our children
and grandchildren.
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Putting Taxpayers First
A Federal Budget Plan To Benefit The Next Generation Of American
Taxpayers

By Stephen Moore, Senior Fellow, IPI Center for Economic Growth

Introduction: Fiscal Meltdown In Washington
Call it fiscal malpractice. Call it the triumph of the special interest over the national interest. Call it
whatever you wish, but there is no denying the dismaying reality: Washington is hemorrhaging money at
the pace that one typically observes only in a bankrupt third world nation.

In just the past three years the federal budget has exploded in size by more than one half trillion dollars. This
108th Congress is spending at a faster pace than any Congress since before Woodstock. Milton Friedman, the
revered Nobel Prize winning economist, declares that this unbridled spurt in government spending “is the sin-
gle greatest deterrent to faster economic growth in the United States today.” Another former Nobel prize econ-
omist, James Buchanan worries that by allowing government to grow so rapidly ahead of the pace of the
private sector, we are “killing the goose of free enterprise that lays the golden eggs.”

The sudden spurt of government spending and the resulting mountainous budget
deficits are all the more unexpected given that they have occurred under a Republi-
can Congress and a Republican president. Under a Republican regime, Washing-
ton has enacted the most expensive farm bill, education bill, and Africa foreign aid
bill ever and has just passed the largest new federal entitlement program—
Medicare prescription drug benefits—since the launching of LBJ’s Great Society.

The fiscal nervous breakdown raises the unavoidable question of whether there is
any willpower left on Capitol Hill to restrain the size of the now $2.4 trillion fed-
eral enterprise. Is the fight for smaller and smarter government completely futile?
After all, Republicans were voted into power precisely because voters lost faith that the Democratic Party
was capable of delivering efficient and affordable government. But now the Republicans have metamor-
phosed into exactly what they replaced—spendaholoics.

The good news is that the fight for cost-efficient government is not futile at all. But we do know now that to
win requires a lot more than just changing from the Blue Team, the Democrats, to the Red Team, the Repub-
licans. The whole fiscal game plan is defective needs to be revised. We need a new budgetary weight loss plan.
That’s what this study offers: a dietary budget plan that protects the financial future of tomorrow’s taxpayers.
Whether the politicians want to take the weight off, is an altogether different question.

Immortality in Washington
Ronald Reagan once quipped that the closest thing to eternal life on this earth is a federal government
program. The last two decades of budget policymaking has confirmed that statement to be still sadly ac-
curate. There have been two major efforts to shrink the size and scope of the federal government in re-
cent times. The first was by Ronald Reagan in 1981. The second was by Newt Gingrich and the
Republican revolutionaries who seized control of the U.S. House and Senate after the 1994 elections.

Both the Reagan and Gingrich revolutions certainly produced impressive policy victories. Reagan en-
acted his landmark tax cut and much of his “supply side” economic plan that helped launch a
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two-decade long era of prosperity. In the mid 1990s the congressional Republicans helped further prod
faster economic growth by enacting welfare reform, a balanced budget plan, and a capital gains tax cut.

But the government did not shrink. Many of the federal programs that were
placed on the chopping block, ranging from Amtrak subsidies to the National
Endowment for the Arts and the Export-Import Bank continue to flourish. For
most of what the government was spending money on in 1980, Congress ap-
propriates even more money today—twenty-five years later. The number of
federal government programs has expanded by scores. Every federal agency, no
matter how antiquated and wasteful, is treated as a politically impenetrable for-
tress. As such, no more than a dozen or so federal programs were canceled in
the early 1980s or during the Contract with America “revolution.”

Most depressing of all, when the Reagan Revolution began, the federal budget was just above $600 bil-
lion. Now the budget costs $2.4 trillion.1 Even adjusting for inflation, federal expenditures have more
than doubled since the beginning of the Reagan era.

The special interests in Washington have become proficient at forever inventing new programs. But
no one has figured out a viable political strategy for getting rid of old ones. Many years ago, the late
and distinguished University of Maryland economist Mancur Olson wrote in his classic book The
Rise and Decline of Nations that government programs spawn and then empower their own special
interest constituencies, which quickly erect a protective political fortress around the agencies they
benefit from. The smart and prolific budget reporter Jonathan Rauch of National Journal has called
this phenomenon “Demosclerosis.”2

Rauch has noted that no matter how obsolete, inefficient, or counterproductive a federal program might
become, there’s very little political incentive to get rid of it, and therefore the federal budget has become
a cluttered closet of outdated and money-wasting agencies.

One cannot help but be struck at the difference in operating style between private sector companies and
public sector agencies in America over the past two decades. Starting in the mid-1980s, America’s private
industries—in computers, energy, autos, steel, pharmaceuticals, financial services, semiconductors, and
telecommunications (to name a few)—restructured themselves and began a process of sweating out inef-
ficiencies, slashing costs, and raising productivity levels. Productivity levels in the last ten years have risen
by 20 percent throughout the business sector, and by more than 25 percent in many key industries.3 The
result: the economy posted record growth rates from 1983-2000. U.S. indus-
tries are routinely out-competing once-dominant foreign rivals. Over the past
15 years private industry has continually produced more with less.

The only industry that has been immune from this productivity revolution has
been government itself. In 1980 there were 20 million manufacturing workers
in the U.S., 4 million more than government workers. By 2002 the numbers
were reversed, with the number of government workers reaching about 21 mil-
lion, and manufacturing workers falling below 17 million.4 Most federal agency budgets are two to three
times larger (adjusted for inflation) today than 30 years ago, but most Americans believe that public ser-
vices were better then than now.

What we have in Washington today is a bipartisan fiscal cop-out. No one in Congress or the execu-
tive branch has insisted that federal tax dollars be spent judiciously. Here are some recent examples
of absurd wastes of federal funds that incite taxpayer outrage, but elicit yawns and inaction from
Washington policymakers:
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• The General Accounting Office recently found that the Pentagon “has not properly accounted
for billions of dollars in basic transactions… DOD reported an estimated $22 billion in
disbursements that it has been unable to match with corresponding obligations.”5 In other
words, somehow the Pentagon lost track of what happened to the money. Secretary Rumsfeld
admits that antiquated business practices cost DOD at least $15 billion every year.6

• A federal audit of the Medicare program discovered that the federal government made
$12.5 billion in erroneous payments in FY2001.7

• The U.S. Department of Agriculture provides farmers with operating
income of more than $1 million four times the average subsidy that it does
to farmers with operating income of less than $50,000. Most farmers receive
none of the $50 billion a year doled out in crop subsidies.8

• The food stamp program routinely sends out food vouchers to ineligible
families. It’s difficult to estimate the amount of waste here the last couple of
years, because the federal government recently loosened the state reporting requirements
substantially. In 2000, the last year that estimates were provided, improper food stamp
payments cost over $1 billion.9

• The U.S. Department of Commerce spent tens of millions of dollars on Advanced Technology
Program grants to just 10 companies from 1990-96. These firms had combined profits of over
that period of $31 billion.

• The GAO estimated that $6 out of every $10 spent on Superfund is used for purposes other
than toxic waste cleanup.10 The money is spent on bureaucracy, like secretaries, laboratory
work, and office expenses. Superfund money is supposed to be spent on cleaning up waste, not
creating more of it!

• The U.S. Office of Management and Budget recently discovered that most programs don’t do
what they are created to do. According to the OMB performance assessments of 230 programs,
5% of the agencies were rated ineffective and 50.4% of the programs were rated “results not
demonstrated.” If programs cannot demonstrate results, why fund them?

There are six reasons why it is financially and ethically imperative for Congress to demand value for tax-
payer dollars and to identify activities that the government no longer should be spending money on:

1. Congress has a fiduciary duty to its citizens to provide the highest value for
the tax dollars it collects and spends. That is true regardless of whether the
budget is in balance, in deficit, or in surplus. Thomas Jefferson once de-
scribed “economy in government” as one of the first virtues of a good gov-
ernment. To require taxpayers to underwrite wasteful and inefficient
government is to cheat them out of their hard-earned tax dollars.

2. Demanding better value for our tax dollars is essential to restoring the citi-
zen’s faith in the political system. Americans are withdrawing from the polit-
ical process because they believe it is futile to try to reform a government
that is incapable of change. Our incapacity to end unnecessary federal activi-
ties only reinforces that sense of futility.

3. There are substantial economic gains from periodically clearing out the deadwood in government.
Stamping out waste and inefficiencies in government could save hundreds of billions of dollars a
year. These savings can and should be used for reducing the $500+ billion federal deficit, for cut-
ting the excessive federal tax burden now imposed on workers and businesses, and for covering
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some of the transitional costs to a personal investment alternative to Social Security. In govern-
ment, a tax dollar saved is a taxpayer dollar earned.

4. If the government is incapable of ending wasteful and obsolete federal programs, it will never have
the resources available to solve tomorrow’s problems. Even liberals should endorse eliminating ab-
surd programs like the Agriculture Department’s advertising subsidies to Ocean Spray and
Ralston-Purina, because these dollars are unavailable for higher priorities in the future. Our de-
mocracy becomes paralyzed by our inability to say “no” to the special interests.

5. Many federal activities today do not pass constitutional muster. We no longer ask the question
that Congress should ask every day: Where is the constitutional authority for subsidies for the arts,
the sugar producers, or the Cowgirl Hall of Fame? Where is Congress authorized to take money
from middle-income workers to provide free drug benefits to H. Ross Perot?

6. More activities can and should be devolved to state and local governments and in many cases to
private charities. Programs like job training, road building, crime fighting, public housing, and
school funding are much more appropriately handled by the states and localities. Our founding fa-
thers ingeniously and intentionally established a federal system where most domestic governmen-
tal activities would be provided by state and local governments, not the federal government.
Welfare reform in the 1990s worked because it relied on the ingenious model of the Founding Fa-
thers. The best welfare, homeless assistance, drug treatment is often serviced by private charities,
not governmental entities.

Congress needs to understand that there ought to be a natural life cycle to gov-
ernment agencies, just as there is to private firms. In the private sector, compa-
nies are launched; they (hopefully) go through a phase of rapid growth and
profitability; and eventually they go through a period of retrenchment and de-
mise. The fact that government agencies never pass through this last phase of
life, and are never sent to the graveyard is a primary reason that public agencies
are so unproductive, bulky and bureaucratic.

This study offers an antidote to the fiscal sclerosis in Washington that has cul-
tivated waste, neglect, and inefficient use of taxpayer dollars. It is meant to prescribe common sense bud-
get reforms that hopefully will appeal to both fiscally conservative Republicans and Democrats, to the
extent they exist anymore in Washington. The plan herein would:

• Reduce the size of government more than half over the next 10 years. Instead of the budget
growing to $3.2 trillion by 2013 as scheduled, it would cost $1.6 trillion. This would still leave
the United States with the largest government in the world.

• Cut the burden of the federal government from 20% of GDP to less than 10% for the first
time since the early 1930s.

• Eliminate more than 300 useless federal agencies.

• Get corporations off the federal dole.

• Preserve a safety net for the lowest income Americans but require work by the able-bodied as a
condition for all welfare.

• Use market incentives to give Americans a better deal for Social Security and Medicare.

• Keep the budget in balance for at least the next decade while using asset sale proceeds for
debt retirement.
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• Offer Americans a large tax cut (of more than $2,000 per family per year) and help pave the
way to a simplified and pro-growth federal consumption tax system that would abolish the
current IRS tax code.

This plan will require a new culture of fiscal austerity in Washington, but the payoff is huge: a freer and
more prosperous America in this new century for our children and grandchildren.

The Triumph of Big Government
In 1995, when Republicans seized the reins of control in Congress, it appeared that the inexorable
growth of government would come to a screeching halt. And for a while it did. In 1996, for the first
time in years, many federal agencies saw a decline in their annual budgets. There was clearly a new ethic
of fiscal restraint, rather than fiscal expansionism. But that ethic was short-lived.

The original “Contract with America” budget in 1995 slated more than 300 pro-
grams for termination. Some of these programs were little more than political slush
funds for special interest constituencies-such as the Legal Services Corporation, bi-
lingual education funds, and Bill Clinton’s army of $7.27 Americorps “volunteers.”
Others—like the TVA and the Rural Electrification Administration—are so anti-
quated that Barry Goldwater pledged to shut them down some 35 years ago when
he ran for President. The price tags and the cobwebs are much bigger now. And most of the others on
the list are hopelessly ineffectual: including the Economic Development Administration, Amtrak operat-
ing funds, federal transit grants, the Appalachian Regional Commission, and maritime subsidies. In
many ways the original Contract with America budget was reminiscent in its audacity of the first Rea-
gan/Stockman budget back in 1981.

Unfortunately most of those programs are still flourishing. A 2000 Cato Institute study entitled “The
Living Dead of the Federal Budget,” found that very few programs were actually eliminated and that the
combined budgets of programs that were supposed to be eliminated in 1995 was higher, not lower than
when the GOP took over Congress. We’ve updated some the calculations from that study through 2003.
Here are some examples of the fiscal deterioration:

• The Corporation for National and Community Service (known best as the administrator of
President Clinton’s pet-project, AmeriCorps) has seen its budget increase by more than a factor
of six, from $81 million to $631 million.11 And typical AmeriCorps employees are overpaid;
they make about $12 an hour for minimum-wage tasks.12 Why in the world does a program
that is supposed to rely on volunteers have to cost taxpayers close to $1 billion a year?

• Most farm programs were supposed to be phased out entirely with the
passage of the Freedom to Farm Act back in 1995, but it turns out that over
the past 7 years payments to farmers have reached an all-time high when
“emergency funding” is included. And under the latest scheme, concocted by
farm-state Republicans and farm-state Democrats alike, the federal taxpayer
will now dole out at least $100 billion over the next 6 years to farmers. And
the Heritage Foundation has discovered this outrage: many farmers will
receive more than $1 million in subsidies over the next 6 to 10 years.13

• Amtrak was supposed to be made financially self-sufficient, meaning that it would no longer
require taxpayer subsidies, by 2002. It has made miserable progress toward this goal. In 2000,
it only reduced its budget gap by $5 million, leaving it $281 million short of paying its own
bills.14 By law, Amtrak’s assets should have been liquidated over a year ago, and the Amtrak
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Reform Council’s recommendation put into effect. Instead, it continues to operate at a huge
expense to taxpayers.

• Runaway entitlement programs created America’s budget crisis, so naturally Congress wants to
create new ones. The Medicare prescription drug benefit that Bush requested in his
2004 budget and signed into law just weeks ago was projected to cost $400 billion over the
next 10 years—almost double the price tag that Bill Clinton and Al Gore recommended. And
yet congressional Democrats are arguing that the Bush plan is too skimpy; they are pushing for
a staggering $700 billion plan.15 They may get their wish: Updated cost estimates for the new
Medicare prescription drug benefit are already running well over the President’s projection,
and not one pill has yet been distributed under the program.

• In 2001, a bill to raise the budget for the Peace Corps by 50 percent over four years passed the
House by a margin of 326-90. This prompted a Washington Times headline: “Republicans
Retreat from Battle to Shrink the Size of Government.”16

The end result is that after ten budgets designed by the Republican majorities in the House and Senate, the
budget is bulkier than ever before. The federal budget in 2003, after adjusting for inflation, will be some
$700 billion higher than when the GOP took over the reins of Congress in January 1995. Figure 1 shows the
growth of federal appropriations over this period. These have not been lean times for federal agencies.

Figure 1

The five-year spending total of $11.8 trillion planned for 2003-2007 is more money—adjusted for inflation
than America spent to fight World Wars I and II, the Civil War, and the Revolutionary War. In fact, in today’s
dollars, it is more money than the United States government spent on everything from 1800 to 1960.

Then-Rep. David McIntosh of Indiana concluded that the GOP’s efforts to control spending had be-
come “anemic and an embarrassment.”17 It would appear that the culture of spending in Washington that
caused Democrats to finally lose control of Congress in 1994 has spread like a virus to the Republican
side of the aisle. Government is growing rapidly again. And the most immediate repercussion of this
spending spree has been a budget deficit that may reach $400 billion in 2004. Washington is again col-
ored in red ink.
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Pork Is Served Again

The 105th, 106th, 107th, and 108th Congresses have even shown reluctance to eliminate programs with
almost no public support or broad-based constituency. Programs falling in this category would include
foreign aid, the Department of Energy, and Uncle Sam’s $90 billion a year corporate welfare slush fund.

The reluctance to attack corporate welfare is particularly distressing. Funding cor-
porations only reinforces the public’s general suspicion that the GOP is the party
of the rich, the privileged, and the corporate lobbyists. The discredited mercantilist
policies of the Commerce and Agriculture Departments are the antithesis of the
free market policies Republicans say they espouse. The handouts have merely cre-
ated a constituency of statist businessmen who have joined forces with the left to
lobby for ever expanding government. “If you can’t push AT&T and GE off the
dole,” Silicon Valley venture capitalist Tim Draper told the Senate Government
Affairs committee in 1997, “how can we ever expect to get farmers, unions, artists, and seniors to give up
their subsidies?”

The story of the Department of Education budget is most revealing of all. This was an agency that Re-
publicans had argued in the Reagan years and then after the GOP takeover of Congress in 1994, should
be shutdown because it has had no impact on school performance. According to a recent report by Edu-
cation Week: “federal education spending has not only survived under the Republican Congress, it has
grown—by nearly 38 percent since the fiscal 1996 budget.” In 1999 Congress approved a record
$33.1 billion for education spending. In 2000 it increased funding by another $6 billion. By 2002, the
total reached $55 billion, and this year the Bush budget plan calls for it to rise to a staggering $70 billion
by 2007. Once-fiscally conservative Republicans now openly boast of outspending the Democrats on ed-
ucation programs.

Another disturbing trend has been the re-emergence of the very kind of pork barrel spending that minor-
ity Republicans for years derided as inexcusably wasteful. In each of the past four years the trend has
been toward more obese budgets for pork programs. In 2003, an unprecedented amount of pork was
pushed through in a huge omnibus spending bill. The total pork budget for 2003 is a record $22.5 bil-
lion for 9,262 parochial projects. Some of the highlights include a DNA study of bears, catfish health,
and the International Coffee Organization.18

Congress also saw fit to give tax dollars to the Rock and Roll Hall of Fame, the
Baseball Hall of Fame, and the Cowgirl Fall of Fame, prompting spending hawk
Jeff Flake of Arizona to comment: “I must confess that after sifting through this
bill I am tempted to nominate its authors to a fictional “Pork Barrel Hall of Fame.”
On second thought, I’d better not. They’d probably find a way to fund it.”19

Why It Is So Hard to Cut the Budget

Fiscal conservatives in Congress have made only slight progress in reversing the underlying trend of big-
ger government in America. Figure 2 below shows the long-term trend of ever-rising federal expendi-
tures. Real federal outlays have climbed from $11 billion in 1900, to $325 billion in 1950, to over
$2.2 trillion in 2003. Even as a share of national output, the federal government now takes 20 percent of
GDP, up from 15 percent in 1950 and 4 percent in 1930.
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Figure 2

Republican control of Congress has done nothing to stop the expansion of government. The Democratic
cardinals on Capitol Hill have simply handed over the reins of power to a cast of Republican cardinals.
Some analysts conclude from all of this that the goal of limiting government is simply futile—that politi-
cians are giving the voters all the government they want. That’s wrong. By two-to-one margins Ameri-
cans still say they prefer less government services and lower taxes to more government and higher taxes.
Two-thirds of voters consistently say they think their taxes are too high, not too low. The goal is not
flawed, but the game plan has been.

The GOP’s policy failures on the budget fall into four categories:

1. Since the Penny-Kasich effort in 1993 to eliminate wasteful programs, there hasn’t been a bi-
partisan effort to cut government spending. Republican budgets have been devised in a purely
partisan way that fails to reach out to moderate, “blue dog Democrats,” many of whom are more
fiscally conservative than old-bull Republicans. One lesson of the Reagan and Gingrich eras is that
cutting even the most unjustifiable programs in Washington is unachievable unless there is bipar-
tisan consensus to do so.

2. Would-be budget cutters have failed to recognize that the budget pro-
cess is still severely biased in favor of spending, rather than cutting.
Budget-cutters in Congress have devoted insufficient attention to insti-
tutional reforms—to changing the fiscal rules of the game to end the
pro-spending tilt.

3. Advocates of limited government in Congress need to constantly re-
mind voters of all the bureaucratically inept ways that Washington is spending their money.
One of the few GOP stars here is Michigan Republican Pete Hoekstra who publishes a monthly
Tale of Bureaucracy with easily digestible news horror stories of how Washington is spending our
tax dollars. Hoekstra’s reports show that most federal agencies cannot pass a simply audit—a re-
quirement for all private firms—and that dozens of agencies have tens of billions of tax dollars un-
accounted for by the bureau heads. Americans first realized how much waste there was in the
Pentagon when federal auditors revealed back in the early 1980s that the Defense Department had
spent $300 on hammers and $600 on toilet seats for military aircraft. Voters were outraged at how
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their tax dollars were being misspent and a political consensus began to emerge that waste in the
Pentagon had to be weeded out.

4. Budget reduction plans need to be perceived as fair-minded by the voting public. For example,
one of the reasons the Republican’s have lost credibility with voters when it comes to budget issues
is that the GOP’s budget knife seems to spare some of the worst welfare abusers. Liberals charge
that Republicans want to cut school children off the dole, but not the Fortune 500. The Washing-
ton Post assessed the budget plans by the Republican majorities by declaring, “Everything seems to
get cut—but not corporate welfare.”20

The Payoff from Smaller Government
This study provides the Bush administration and the 108th Congress a detailed
budget blueprint for reversing the growth of federal expenditures. It would cut
government expenditures in half by 2013. By achieving this goal, the plan would
allow Congress to:

• Balance the budget without relying on Social Security surplus money;

• Reduce the size of the federal government from 19 to 10 percent of GDP within 10 years;

• Eliminate some 300 unnecessary and unconstitutional programs;

• Reduce the federal tax burden substantially and in ways that would promote economic growth; and

• Retire some $1 trillion of the national debt.

This comprehensive fiscal plan involves 9 common sense steps to shrinking the size of government:

1. Eliminate numerous programs that have either outlived their usefulness or proven their useless-
ness. A long list of federal programs that should be canceled is offered at the end of this study.

2. Privatize federal assets that belong in the private sector and use the proceeds to retire the national debt.

3. Devolve a variety of programs to the state and local level. The federal government’s role in trans-
portation, education, housing, and economic development, should be shifted to the state level,
just as welfare programs were sent back to state capitols two years ago.

4. Restructure federal entitlement programs—most importantly Social Security and Medicare—in
ways that will promote cost saving, better performance, and greater reliance on market principles.
Most importantly, the government’s role in these areas must be restructured so as to reduce the
open-ended entitlement nature of these programs and encourage more personal responsibility
while preserving the safety net features.

5. End all corporate welfare programs in order to save $100 billion a year.

6. Replace all welfare programs with a generous earned income credit that ties public assistance di-
rectly to work.

7. End welfare for the affluent by eliminating all federal payments to Americans with net assets or
incomes of more than $1 million a year.

8. Reform the federal budget rule making process so as to eliminate the pro-tax and spend bias
in Congress.

9. Tie tax cuts and the promise of tax reform to federal spending reductions to build political con-
stituencies for smaller government.
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If Congress adopted all of these recommendations, they would generate more than $1 trillion a year in
taxpayer savings when fully phased in. Even assuming that half of those savings were used to retire fed-
eral debt, this would leave sufficient funds to completely finance the transition to a radically simplified
consumption oriented federal tax system with a single tax rate of less than 20 percent. This tax restruc-
turing in turn, would help generate substantially faster economic growth and thus higher living stan-
dards for our children.

Making The Numbers Add Up

The Congressional Budget Office estimates that between 2003 and 2013 the federal budget will increase
by about $1.2 trillion—from $2.2 trillion to $3.4 trillion.

But why? Why should the budget be on an automatic pilot switch that expands the federal enterprise by
more than $100 billion every year without forethought or debate? Given that we are now living in an era
of relative peace and prosperity, there is no essential economic or equity rationale for the budget to be
rising at all. In fact, throughout many previous post-war periods in American history, the federal budget
contracted, it didn’t grow. For example, in the 1940s and early 1950s, outlays were fairly stable and de-
clined in some years. Outlays declined significantly after World War I and the Civil War.

There is another reason why it would be reasonable to expect that the federal budget should be shrinking
over the next 10 years. We are now in the benign phase of the demographic cycle with the huge 75 mil-
lion plus baby boomer generation now at the peak of their earnings years and with very few new retirees
entering Social Security and Medicare. The baby boomers won’t start retiring until next decade. This
gives us 10 years to grow the economy and husband our resources at the federal level to prepare for the
fiscal tidal wave we know is heading our way.

In Figure 3, I show the expenditure path for a reasonable pro-taxpayer federal budget plan. Note in Fig-
ure 4 that after a few years the taxpayer dividends from this new budget path start to grow to enormous
proportions. Under this budget plan, by 2013 the federal tax bite could be cut in half. The savings per
household would be about $75,000 from 2004-2013 under this revised budget plan. This plan, by the
way, not only clears the way for a new tax system, but also reserves savings for converting Social Security
into a totally private IRA type system.

Figure 3
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Figure 4

The Putting Taxpayers First Plan
Step 1. Eliminate unnecessary and wasteful programs.

The federal budget now consists of several thousand line item agencies, bureaus, offices, and grant pro-
grams. Yet, as mentioned previously over the past 20 years very few of these programs have actually
ceased operation. In fact, since 1996 not a single federal program of any fiscal consequence has actually
been eliminated. Not one. No matter how outmoded, inefficient, duplicative, or even counterproductive
a federal program is, the cnstituents who benefit from the spending create a lobbying fortress to protect
their cash cow from the budget sword. For this reason, the $2 trillion federal government appears to be
the only institution in America immune from this competitive restructuring.

As much as $200 billion a year is spent on domestic programs that have been identified as candidates for
termination by such independent agencies as the Congressional Budget Office, the General Accounting
Office, the Grace Commission, the bipartisan Penny-Kasich spending reduction program, and even by
President Clinton himself in the budget submissions during his two terms in office. They survive not be-
cause they serve any national interest, but rather because of political or parochial considerations.

The list of obsolete agencies along with their latest budgets is shown in the appendix.

There is value, also, in reassessing whether some of the cabinet agencies that have been created over the
past 50 years are really necessary. The 1995 budget resolution crafted by then House Budget Committee
chairman John Kasich would have terminated 300 programs and would have closed down the Depart-
ments of Education, Energy, and Commerce. Unfortunately, Congress retreated from the plan. But
Kasich was right, these 3 agencies in particular serve almost no overriding public interest. The U.S. De-
partment of Education’s funding over the past 25 years has actually been negatively associated with test
scores and school performance. That is to say, the more the federal government spends on education, the
less kids learn in school. The Department of Energy has mainly worked since its inception in the late
1970s to try to keep oil and electricity prices high for consumers. It has also wasted tens of billions of
taxpayer dollars on alternative fuel projects (beginning with the mega-flop Synthetic Fuels Corporation
of the late 1970s), almost all of which have been commercial busts. Finally, the Commerce Department
is really the Department of Corporate Welfare. The party in charge of the White House has typically

Inst i tute for Pol icy Innovat ion: Pol icy Report #179 13

Savings per Household

$2,050

$3,428

$4,760

$6,299

$7,932

$9,487

$11,011

$12,651

$13,795

$15,407

$0

$2,000

$4,000

$6,000

$8,000

$10,000

$12,000

$14,000

$16,000

$18,000

2004 2005 2006 2007 2008 2009 2010 2011 2012 2013

Year

Do
lla

rs



converted the Commerce Department into a fundraising arm of the party committee, as its primary
function has been to milk industry groups of campaign contributions. (Remember Ron Brown, for
example.)

How can unnecessary federal programs be eliminated given that they have survived for so long against
prolonged attacks? Here are a few suggested strategies:

1. Start with the easy targets. Many programs have almost no constituency outside of Washington,
D.C. and thus should be relatively painless to zero out. Virtually all of the foreign aid programs
within the State Department, for example could be zeroed out without any public complaint
whatsoever. Programs that incite public hostility, such as Bilingual Education and the IMF, also
should be targeted for immediate elimination.

2. Approve Clinton’s spending cuts. Clinton’s budgets were notoriously lean in the spending reduc-
tion department, but they did call for the elimination or substantial funding reductions in low pri-
ority programs with annual savings of nearly $10 billion a year. These include:

• Wastewater treatment grants
• Nuclear reactor R&D
• HUD special purpose grants
• Small Business Administration grants and loans
• Impact Aid
• Uranium enrichment programs
• Selected student loan programs
• International security assistance
• Appalachian Regional Commission

3. Target programs that primarily benefit affluent groups who could pay for these programs them-
selves. Many federal domestic programs primarily benefit Americans with above average incomes.
Much of the money spent on the National Endowment for the Arts finances operas and art exhib-
its in affluent areas and serving a wealthy clientele. The beneficiaries can afford to pay for these
programs themselves, if they have value.

4. Eliminate defense pork. The nonpartisan General Accounting Office has identified more than
$5 billion in “nondefense” pork spending in the Pentagon budget. The list of high-priority “na-
tional defense” programs stuffed inside the defense budget includes $3 million for urban youth
programs, $9 million for the World Cup soccer tournament, $57 million for AIDS research,
$100 million for breast cancer research, and $10 million for U.S.-Japan management training.

5. Require independent audits of all federal agencies. As mentioned earlier, about half of all federal
agencies cannot pass a basic audit that all businesses must undertake. This is financial malfeasance,
which makes the Enron problems look like child’s play. An August U.S. General Accounting Of-
fice report indicates that taxpayers are being defrauded of billions of dollars by ineptitude, mis-
management, and fraud at government agencies. For example, 45% of school lunch payments are
erroneous. Medicare had an error rate in 2001 of 6.3% in payments (believe it or not, that was an
improvement from previous years), thus bilking taxpayers of $13.3 billion. Rep. Jeff Flake has pro-
posed common sense legislation to require all agencies to go through an independent audit. Any
agency that does not pass the audit would be ineligible for a budget increase in future years until it
can get its books in order and demonstrate that it is spending money efficaciously.
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Step 2. Privatize Federal assets and use the proceeds for debt retirement

The United States government is bleeding red ink even though it is the wealthiest entity on the planet.
The federal government owns almost one-quarter of all the land in the United States—and under the
Clinton administration millions of additional acres has been seized out west by Uncle Sam. Yet only a
tiny fraction of the vast federal land holdings are of environmental or historical significance. Moreover,
time and again, the federal government has proven itself to be a miserable and negligent custodian of the
acreage it does own. The Department of the Interior’s Let It Burn policies, for example, have destroyed
hundreds of thousands of land and millions of trees. These fires destroy not only economic value, but
also endanger health, safety, and the environment.21 The value of federal land holdings is clearly in the
trillions of dollars.

The market value of oil lands alone is estimated to be roughly $450 billion. Government also owns tens
of billions of dollars of other assets, including mineral stockpiles, buildings, and other physical capital.
Most of those assets are not put to productive use and thus yield little or no return to taxpayers. Some of
the federal activities that should be transferred to private ownership include:

• Federal lands that are not environmentally sensitive,

• Federal oil reserves,

• Certain Amtrak routes,

• The Corporation for Public Broadcasting,

• The $300 billion federal loan portfolio,

• The federal helium reserve,

• Public housing units,

• Federal dams,

• The Naval Petroleum Reserve and the strategic petroleum reserve, and

• The remaining broadcast spectrum.

Congress should begin a campaign to privatize those and other unneeded federal assets with a goal of
raising $50 billion a year. The funds raised from asset sales should be dedicated to retiring the national
debt and reducing federal interest payments.

Step 3. Devolve federal education, transportation and health and welfare programs to
the states.

Our federalist system is based on the sound principle that states should be “laboratories of democracy”
and that through competition, experimentation and innovation states would learn from one another and
adopt best policy practices. This was the type of governmental system our founding fathers envisioned
for the United States. The too-often forgotten and neglected 10th amendment of the U.S. Constitution
grants all authority not specifically designated to the federal government to the “states and the people.”

There are 3 areas in particular that the federal government ought to devolve down to the states: educa-
tion, transportation, and welfare.

Education

U.S. education policy has been the primary responsibility of the states and localities for at least
150 years. In fact, the word “education” is nowhere to be found in the U.S. Constitution. School fund-
ing was never envisioned as a congressional responsibility.

Inst i tute for Pol icy Innovat ion: Pol icy Report #179 15

Since 1996 not a single fed-
eral program of any fiscal
consequence has actually
been eliminated. Not one.



Efforts to end the federal role in education, which began on a widespread scale in the late 1970s, have
been undermined by the left’s effective response that to cut federal education funding is an assault
against America’s public schools and the children who attend them.

But there is almost no factual basis for this attack. Federal funding of the schools has not had any mea-
surable impact on student achievement. In fact, the evidence suggests that the school system in America
produced better results before the federal government intervened into educa-
tion policy. There are signs that the federal money is more of a hindrance than
a help to improving schools. Despite the fact that the federal government still
only accounts for about 10 percent of school funding, well over half of the
most expensive regulations imposed on schools are generated in Washington,
D.C., not at the state and local levels.

In any case, Washington now spends $60 billion a year and there is little sup-
port in Congress for retreating from that level of support. In fact, the cost of
these programs is expected to increase by another $11 billion over the next five
years at the insistence of the Republicans in Congress. The best solution would be to abolish this spend-
ing, cut taxes commensurately, and let the states deal with the consequences. But realistically the best we
could hope for is a policy alternative that is “pro-education” but at the same time returns much of the
funding responsibility for the schools to the states, cities, and local school districts.

Toward this end, Congress should end all federal education spending programs and divert $40 billion a
year to funding a universal education tax credit. This $1,000 tax credit should be made available to all
individuals. For families with school-aged children, the credit should be refundable, meaning that every
family would be eligible. For families without children, the credit could be counted against donations to
scholarship programs to allow lower income children to select better schools. These funds could be used
for tuition, tutoring, and purchasing school supplies.

The plan could be expanded to allow businesses to qualify for a $5,000 education tax credit. The credit
would offset up to $5,000 of funds that the business donated to school scholarship programs.

This approach would remove federal direct interference with schools, but would enhance the principle of
increasing parental choice in education. There is compelling evidence that support for such an education
tax credit system is far more popular with voters than a voucher program, which uses direct government
money for private and even religious schools. A tax credit program incites few of those “separation of
church and state” objections.

The education tax credit is also generally consistent with the goals of tax re-
form. Any consumption based tax system must regard educational expenditures
as at least part investment, which should be ideally exempt from tax.

Transportation

The original rationale for the U.S. Department of Transportation was to build
the interstate highway system. That was a legitimate federal function, since all U.S. citizens benefit from
a coordinated network of interstate highways. But the interstate highway system was completed almost
20 years ago. The vast majority of DOT funds are now spent on non-interstate highways, local roads,
and urban transit systems. It makes no sense to collect the federal gasoline tax, send it to Washington,
D.C., pass it through a federal bureaucratic maze at DOT with 50,000 workers, and then send it back to
the states where the funds originated.

In transportation policy, the federal government has become a costly and meddlesome middleman. Until
1996, states were forced to comply with a federal 55 mile an hour speed limit in order to get back their
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gas tax revenues from Washington. It was the federal government that mandated airbags. Federal high-
way funds come with other federal strings that inflate construction costs: the Davis-Bacon Act (requiring
union wages on federal highway projects); minority set-aside programs; and buy-America provisions.
These add about 30 percent to the cost of federal construction projects and thus contribute to the decay
of America’s public infrastructure.

Moreover, increasingly Congress uses the DOT budget as a pot of money to deliver pork barrel projects
that states would rarely fund if they were spending their taxpayers’ own money. No single bill exempli-
fied this GOP infatuation with pork more than the 1998 highway bill. This six-year, $214 billion bill
drafted by House Transportation Committee Chairman Bud Shuster was the most expensive public
works bill in American history. To my knowledge, no bill in the history of Congress has contained so
many special projects for members. The bill was crammed with some 1,500 white elephant transporta-
tion “demonstration” projects—for bicycle paths, bus museums, parking garages, university research
grants, and even $16 million to pay for artwork in the Los Angeles subway. That was ten times more
pork projects than in the Democrats’ highway bill that Ronald Reagan vetoed a decade ago. It passed
overwhelmingly in both houses.

Table 1 Earmarked Demonstration Projects in Highway Bills
Year # of Projects Cost (Millions $)

1982 10 386

1987 152 1,300

1991 539 6,200

1998 1,500 9,000

Source: U.S. General Accounting Office data.

Closing down the DOT and repealing the 18.4-cent federal gasoline tax could end all of this inefficiency
and redundancy. States could then raise the gas tax themselves (as much as they wish) to pay for what-
ever road building and repair is needed. By eliminating the cost of the federal bureaucracy in Washing-
ton, construction and maintenance costs for highways, bridge and transit systems will fall. Many
governors have endorsed this idea as consistent with federalism and the Tenth Amendment.

If closing the DOT is not politically viable, another option would be to limit the DOT to financing only
interstate transportation projects. This way, states would maintain the authority to implement these pro-
grams, eliminating a large amount of the bureaucratic waste in the current system.

Welfare Reform – Finishing the Job

Thirty-five years ago, when President Lyndon Johnson launched the “War on Poverty,” he declared: “the
days of the dole are numbered.” We have now surpassed day 10,000. Over this period, some $5 trillion
has been spent on this war—more in current dollars than the cost of fighting World War II.

The federal government, along with the states and cities, spend an estimated $300 billion per year on
anti-poverty programs. That is almost three times the amount that would be needed to lift every poor
family to above the poverty level. Still, the poverty rate in the United States remains extremely high and
is no lower than when the avalanche of spending to prevent it began. As Charles Murray of the American
Enterprise Institute emphasizes, “The tragedy of the welfare state is not how much it costs, but how little
it has bought.” The system does not work well for either the poor or the taxpayer.

The welfare state is fundamentally flawed because it rewards bad behavior—illegitimacy and family
break-up—and discourages good behavior—work, marriage, and individual responsibility. A 1996 Cato
Institute study originated in Texas by David Hartman and James Coder and written by Michael Tanner
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and me shows that welfare benefits are so high for the non-working, and taxes are so high for the work-
ing poor, that a typical female-head of household on welfare and receiving public housing would have to
find a job in most states that pays total benefits of $8.50 an hour to compensate for the loss of welfare
benefits.22 By not working, the poor are not lazy—they simply are responding to the monetary incentives
that the welfare state has created.

The 104th Congress enacted a major welfare reform bill that took several positive steps in ending the
welfare state. The primary cash assistance program—Temporary Aid to Needy
Families (TANF), which used to be called AFDC – is now run by the states.
The entitlement feature of the program has been ended in favor of an annual
appropriated block grant. The bill also technically requires work after two years
of assistance—but it remains to be seen whether the work requirements will be
enforced and, more importantly, whether the new system will discourage ille-
gitimacy and entry into the welfare system in the first place. Welfare caseloads
have fallen by 57% in the states since the 1995 bill was enacted.23 Congress
should finish the job by ending the TANF block grant and leaving the funding
to the states and private sector as well.

Congress must also recognize that TANF is just one small brick in the modern
welfare empire. In Washington there are now more than 60 means tested programs to help the poor.
Three of the most expensive “anti-poverty” programs are Medicaid, food stamps, and public housing. As
with TANF, they should now be returned to the states and to the fullest extent possible, private charities.

Devolving these remaining welfare programs to the states would be advantageous for several reasons.
First, it would allow states full flexibility in serving as innovators and laboratories to devise welfare pro-
grams that provide a basic safety net without rewarding destructive behavior. State governments have al-
ready begun to experiment with promising reforms in welfare. The most ambitious of those experiments,
designed to get people off welfare and into jobs, have been adopted in Wisconsin, under then-Governor
Tommy Thompson, and in Michigan under John Engler. Devolution of welfare to the states would help
quickly sort out approaches that work from those that do not. It would also end the federal government’s
meddlesome middleman role in welfare. In many cases it stymies reform, as when Washington recently
denied a waiver for the state of Texas to privatize welfare agencies. Second, interstate competition would
force states to control bureaucratic costs, hold down benefit levels, and impose meaningful restrictions
on eligibility—all things Washington has failed to do. Third, states are more
likely to see the role of government as one of augmenting successful private
charitable support systems, rather than supplanting them.

Step 4. Replace all federal anti-poverty spending programs with a
more generous Earned Income Credit that requires work as a
condition of federal income assistance.

If welfare cannot be fully devolved to the states, a second-best option is to
completely abolish all forms of welfare for able-bodied recipients—AFDC, food stamps, public housing,
Medicaid, SSI, etc.—and use part of the savings to expand the earned income credit (EIC). Created back
in 1975, the EIC gives low-income workers a cash supplement to their paychecks.

Here’s how it works. Suppose a low-income mother of two children owed $500 in income tax but quali-
fied for a $2,000 tax credit under the EIC. She would pay no income taxes and get a check for the
$1,500 difference. She could spend that money any way she chose.
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In 2000 the EIC provided some 55 million recipients with $25 billion, according to government statis-
tics.24 The amount of the tax credit depends on the income, number of people in the family and other
factors. In 2002 the EIC was modestly expanded—the benefit is now up to $4,140 for a family with two
or more children and $2,506 for families with only one child, and families can make more than
$30,000 and still be eligible for some money.25 Under this proposal the EIC would be made more gener-
ous. For example, the maximum EIC could be raised to $6,000 for a family with two children and with
at least one parent working 40 hours a week.

Let’s be clear: this is welfare. The program redistributes money from those who pay
income taxes to those who don’t. However, you might call it welfare with dignity,
since recipients, rather than the government, determine how the money is spent.
Many conservative Republicans hate the EIC. Republicans have consistently tried
to cut back on the program since 1995. Those efforts have been misguided. The
EIC has one huge advantage over almost all other welfare programs: the aid is tied
directly to work. Most other welfare programs require that the recipient not work.

Another advantage of the EIC is that it is less bureaucratic than other welfare programs, which require
huge agencies of personnel to provide and monitor the aid. For example, the food stamp program cost
$14 billion in 2000, plus another $4 billion for administration.26 The federal government also doled out
about $29 billion in housing benefits in 2000.27 The working poor could probably get better housing at a
lower cost if they simply had cash to pay the rent, and could choose their own housing.

Opponents of an expanded EIC complain that if you simply give low-income people cash, they will use
the money irresponsibly: to buy drugs, liquor, or lottery tickets, rather than food for their family. Alas
there is truth to that complaint. Many families are on welfare today because of the dysfunctional behav-
ior of one or both parents. But for these families, this problem of misspending government aid already
exists with the current plethora of welfare programs. There’s a thriving black market for food stamps in
most urban cities, where welfare recipients trade food stamps and welfare payments to feed an addiction
or other irresponsible behavior that harms blameless victims: their children.

The EIC is also riddled with fraud. Fraudulent claims for the EIC cost taxpayers billions of dollars a year
as ineligible clients sign up for the free payments. But the point here is that with all its flaws, the EIC is
still the welfare program that works best. It has the smallest moral hazard problem,
because it requires work. Any government-run welfare program will have some de-
gree of fraud and will impose negative incentive effects on recipients. The EIC is
least susceptible to these problems.

The proposal is not really new. Nobel laureate Milton Friedman, in his 1979 best
seller Free to Choose and his 1962 book Capitalism and Freedom, proposed what he
called a “Negative Income Tax,” the intent of which was to replace welfare with an
incentive to work by providing a federal cash supplement to low-income workers
even if they paid no taxes. Friedman’s Negative Income Tax proposal is very similar
to the EIC.

But there is one large condition attached to the expansion of the EIC: it must be a replacement, not an
add-on to the existing and uncoordinated array of welfare state programs. Special care also needs to be
made that marginal tax rates are not dramatically raised for working families who fall just outside the
EIC income limit.

Expanding the EIC — conditioned upon ending certain welfare programs — would meet liberals’ desire
to provide more cash assistance to low-income families. It would also reduce the size of government by
blending other bureaucratic welfare programs into the EIC.
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The best welfare program in America is a good paying job. Unlike almost all other welfare assistance
which is predicated on the recipient not working—the EIC only goes to those who do work. It has the
added benefit that it does not require a large welfare industry to deliver the benefits. Welfare providers
have been the primary beneficiary and advocate of federal welfare programs.

The ultimate goal should be to make the EIC generous enough so that it could
replace all other welfare programs. Instead of having 70 safety net programs, as
we now do, let’s consolidate down to just one. Why should liberals accept this
welfare reform? Because in exchange, conservatives should be willing to insure
that any family with an adult working 40 hours a week has enough cash in-
come to pay for food, adequate housing, plus health insurance for the workers
and their children, and basic child care. This plan is the most affordable and
efficient one we can think of to dramatically cut the number of families with
children lacking health insurance.

Step 5. Use market-based incentive structures to fix federal entitlement programs.

No plan to downsize the federal government and reduce its costs can possibly succeed if there is not a
strategy for reining in entitlement spending. Federal entitlements now account for well over half of the
budget, and these income transfer programs are by far the fastest growth areas of the federal budget. For
years, Congress has treated entitlements as if they were on automatic pilot and their costs were beyond
legislative control. Not surprisingly, these programs began in the 1970s to grow well beyond original ex-
pectations. For example, the price tag for Medicare was originally predicted to be about 1/6th what it
costs today.

Cutting the benefit structure of these programs has proven to be politically suicidal for elected officials.
This is why Social Security, for example, is often referred to as the “third rail of American politics.” If a
politician touches it, he will die. This means that a new approach to entitlement reform is needed, one
that will restructure these programs using market mechanisms in order to give better service and returns
to the Americans who benefit. In this section I discuss reform options for the 3 largest entitlements: So-
cial Security, Medicare, and Medicaid.

Social Security

Social Security is now running a $175 billion annual surplus of payroll taxes
collected over payments made to senior citizens—and it’s projected to grow to
over $300 billion by 2013.28 This situation will change, of course, when the
80 million baby boomers start to retire and start to depend on Social Security
checks as a primary means of financial assistance. In the longer run, the finan-
cial situation of Social Security is very gloomy—the program is set to begin
running cash deficits in 2018, and the long-term, 75-year unfunded liability is
more than $25 trillion.29 That massive liability, like a second national debt, will need to be paid by our
children and grandchildren unless we change the program today.

The private investment account solution to Social Security has been discussed at great length in other
publications, so I will not dwell on the merits of this proposal. I will simply make the point that the av-
erage young American today could get a 2 to 3 times higher pension benefit from an IRA type account
than by sending their dollars into the Social Security Administration for “safe” keeping. If the average
American with earnings of $40,000 a year were permitted to put 10% of those funds into an IRA (Cur-
rently the FICA tax taxes 15%), then that $4,000 a year investment at a 6% interest rate would allow
that American to retire with a nest egg of more than $1 million.
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To get started, Congress ought to devote the entire Social Security surplus amount to private investment
accounts. This would allow about 3 to 4 percentage points of the payroll tax to be placed in a retirement
account. Eventually, this “foot in the door approach” to private retirement accounts would become so
popular that the entire system could be privatized.

This plan would have two practical advantages over the current financing. First, it would prevent Con-
gress from spending the Social Security surplus as it did throughout most of the 1980s and 1990s. Sec-
ond, it would create the infrastructure and financial rewards of a personal account system, thus
facilitating their expansion in the future.

In Table 2 below I show how much of the payroll tax could be diverted into personal accounts
without running a deficit in the pay-as-you-go financing of the system. Eventually Congress should
use general fund surpluses from budget cuts, to help finance the transition to a private investment
option as well. The goal is to get the entire payroll tax diverted into Americans’ individual ac-
counts. This private system pre-funds Americans’ retirement and ensures the financial solvency of
Social Security for generations to come.

Table 2 CBO Projections: Payroll Tax and Social Security Surplus

2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 Total

Social Insurance Taxes 710 753 795 842 888 933 978 1,025 1,073 1,123 1,177 9,587

Social Security Surplus 162 164 179 199 219 237 255 273 289 304 317 2,436

Percent 22% 23% 24% 25% 26% 26% 27% 28% 28% 28% 28% 26%

Source: Congressional Budget Office, “Budget and Economic Outlook: 2004–2013,” January 2003, URL:
http://www.cbo.gov/showdoc.cfm?index=4032&sequence=2

Health Care

Without question the largest trouble spot in the budget over the next 20 years will be health care pro-
grams. The CBO recently estimated that the net present value of Medicare’s unfunded liability has sky-
rocketed to $6.1 according to the latest Trustees Report.31 (This is like a third national debt.) And this
liability will only continue to grow under current polices. By 2006 Medicare and Medicaid alone will
cost $600 billion, consuming about 20 percent of the budget. When the baby boomers start to retire,
costs will really begin to explode. By 2040 the Congressional Budget Office expects Medicare and
Medicaid costs to double from 4 to 8 percent of GDP. Yet, Congress and the White House continue to
bow to pressure from the senior citizen lobby to make Medicare more generous and more widely avail-
able to a greater share of the population. As Senator Phil Gramm put it: “If your mother is on the Ti-
tanic and the ship is sinking, the last thing on earth you want to be preoccupied with is getting more
passengers on board.”32

Revamping Medicare and Medicaid won’t be easy to do politically. Republicans in the 104th Con-
gress stepped on a hornet’s nest when they proposed relatively modest cost saving reforms of
Medicare. The tragedy of the GOP misadventure with Medicare in 1995 and 1996 is that Gingrich
and company took the heat for trying to fix the program, but they endorsed solutions that did not
fundamentally scale back the program in ways that would have gradually reduced senior citizens’ re-
liance on government for health care. Since then, Republicans and Democrats have gingerly nibbled
around the edges of the problem.
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Medicare

There are a number of common sense reforms to Medicare and the health care system in general that could
substantially reduce the escalating annual costs of the Medicare system. These include: 1) converting Medicare
into a means-tested catastrophic insurance program; 2) changing the tax treatment
of health care so that more Americans can participate in cost-saving Health Savings
Account (HSA) programs; and 3) raising gradually the retirement age for Medicare.

1. Converting Medicare into a catastrophic coverage program. The long-term
goal for Medicare should be to convert what is now an unjustifiably generous,
first-dollar-coverage prepaid health plan for seniors into a catastrophic insur-
ance “safety net” program. The Part B deductible for Medicare (physicians’
costs) is currently an absurdly low $100. If that deductible had been indexed to
medical inflation since the program was created 30 years ago, the deductible
would be $400 today. The deductible for Part A (hospital stays) is $792, but
most seniors have Medigap insurance to cover the deductible and other co-payments, so their out-of-
pocket costs are often negligible.

The way to convert Medicare into a catastrophic coverage plan is to raise the Part A and B deductibles
over time. Seniors should be responsible for covering routine medical expenses by either paying out of
pocket or purchasing Medigap insurance. (Ideally, when health savings accounts are made available to all
workers, seniors too should be permitted to create tax-free accounts for expenses up to $3,000.) The goal
for Medicare should be to lift the combined deductible to $4,000 as quickly as possible—and then index
that premium to the growth of wages.

One way to make this restructuring of Medicare politically salable is by income testing the deductible.
For example, the combined payments under Part A and Part B of Medicare could first be set at 2.5 per-
cent of adjusted gross income (AGI) and then increased 1 percentage point each year for five years.
Thus, beginning in 2008, the deductible would be 7.5 percent of AGI, the same rate that the tax code
now allows individuals. Payments above the deductible, in most cases, would be fixed payments to the
patient per illness or accident. A senior with an income above $40,000 would pay a total deductible of
$3,000. Seniors would have security in that they would be protected from the cost of major illnesses or
extended hospital stays. And a basic inequity in the health care system would be redressed. Mostly
nonworking senior citizens—the wealthiest age group in America—would no
longer receive a Cadillac health insurance plan paid for out of the paychecks of
relatively lower income working Americans.

2. Change the Tax Treatment of Health Insurance to Encourage HSAs. Con-
gress should change the tax treatment of health insurance to allow tax-free
health savings accounts (HSAs) as a way to reduce the inflation in private and
public health care. Congress must act quickly to make HSAs widely available,
because the left is working frantically to try to socialize the health care system
in the U.S. and the advocates of government run health care understand that HSAs are incompatible
with a one-size fits all program.

We have 30 years of experience that has taught us that a larger direct federal role in health care will al-
most certainly have three effects: (1) it will send medical costs soaring for everyone; (2) it will lead to a
deterioration in the quality of care that Americans have access to; and (3) it will bust the federal budget.

Probably the only viable defense against a national health insurance system—under which all Americans
are required to purchase uniform insurance directly or via the government and people with healthy life-
styles are forced to subsidize those with unhealthy lifestyles—is to make tax-free HSAs widely available as
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quickly as possible. The Kennedy-Kassebaum law enacted in 1996 provided for a limited Medical Sav-
ings Account (MSA) pilot project and the MSA’s are extremely popular with workers. This promising
option should be made available to all individuals and businesses that wish to participate.

3. Raise the Eligibility Age for Medicare. Rather than allow younger workers to “buy-in to Medicare,”
as was proposed by the Clinton administration, Congress should move in the opposite direction by grad-
ually raising the age of eligibility for Medicare to 71. Beginning in 2001 the age of eligibility should be
lifted by three months per year for the next 24 years. That would mean that the age at which one would
receive Medicare benefits would be 66 in 2004, 67 in 2008, 68 in 2012, until the retirement age reached
71 in 2024. Workers could still retire at 65 but with a reduced benefit.

Due to a quirk in current law, the Social Security retirement age is scheduled to rise over time, but not
that of Medicare. Without question, any increase in the retirement age for Social Security should apply
to Medicare as well.

Medicaid

Perhaps no federal welfare program is more wasteful and inefficient than Medicaid. In 2000 there were
about 15 million children and 13 million adults who used Medicaid essentially as a health insurance pro-
gram. Together these two groups — about 28.6 million people — cost the program about $30 billion.

The EIC expansion option should be offered as a replacement for Medicaid. If we include the $9 billion
a year that is given to hospitals that provide care to a disproportionate number of low-income families,
the EIC could provide about $1,150 per person, or about $3,450 per family of three. With $1,150-per-
person, most families would be able to buy a health insurance policy on the private
market in most areas of the country. Under this plan, the poor would get better
care, and the cost to taxpayers would probably shrink if poor families shopped
around for the best health plan for their needs—which probably would not include
first dollar insurance coverage.

Step 6. Abolish all Corporate Welfare

America’s most costly welfare recipients today are Fortune 500 companies.33 In 2002 Uncle Sam doled
out about $93 billion in taxpayer subsidies.34

These welfare payments come in every conceivable shape and size. Including government grants, con-
tracts, cut rate insurance, loans, and loan guarantees, there are roughly 125 such business subsidy pro-
grams in the federal budget and they can be found in virtually every cabinet agency of the government—
including the Defense Department

If Congress were to eliminate all corporate spending subsidies, the savings would be large enough to en-
tirely eliminate the capital gains tax. This is four times more money than is raised each year by the death
tax. Eliminating either of those anti-growth taxes would do far more to benefit American industry and
U.S. global competitiveness than asking Congress to pick industrial winners and losers. Then Demo-
cratic Senator Bill Bradley’s attack against the corporate welfare state was accurate: “The best way to allo-
cate resources in America is through a market mechanism. Tax and direct-spending corporate subsidies
impede the market’s functioning for non-economic, special interest reasons.”35

One perverse, but predictable outcome of a corporate welfare state is that industry begins to view Con-
gress, rather than consumers, as their real customers. Firms begin to produce for government, not the
market. Corporate welfare, notes Wall Street financier Theodore J. Forstmann, has led to the emergence
of the “statist businessman in America.”36 The statist businessman is “a conservator, not a creator; a care-
taker, not a risk taker; an argument against capitalism even though he is not a capitalist at all.”37
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Business subsidies are often defended on the premise that they correct distortions in the marketplace. In
reality, the major effect of corporate subsidies is to divert credit and capital to politically well-connected
firms at the expense of their less politically influential rivals. This is precisely what Japan has found dur-
ing its economic collapse over the past decade. In Japan the myth of industrial policy as a competitive-
ness strategy has led to a 67 percent reduction in the value of Japanese stock market since 1991.

It is also argued that corporate subsidies are necessary so that U.S. firms can compete with their subsi-
dized rivals in other nations. But more than 90 percent of American businesses manage to stay in busi-
ness without ever receiving government grants, loan guarantees, insurance, or airplane seats on
Commerce Department trade missions around the globe. But they pay higher taxes, which lowers their
competitiveness, to support those businesses that do.

There is no evidence that the government can direct capital funds more effectively than the $100 billion
a year venture capital industry or private money managers. Decades of historical experience prove that
government agencies have a much less successful track record than do private money managers of cor-
rectly selecting winners. Example: the average delinquency rate is almost three times higher for govern-
ment loan programs (8 percent) than for commercial lenders (3 percent).38 The Small Business
Administration delinquency rates reached over 20 percent in the 1980s; the Farmers Home Administra-
tion delinquency rate has approached 50 percent.39 The Federal Housing Administration’s default rate is
8 percent versus a 3 percent industry-wide average for private mortgage insurers.

Given that there are more than 1 million small and large businesses in the U.S.
today, the subsidies approach to prosperity is utterly futile. The only effective
way to enhance the competitiveness and productivity of American industry is
to create a level playing field, which minimizes government interference in the
marketplace and substantially reduces tax rates and regulatory burdens.

In Washington there seems to be a mighty fine line between too big to fail and
too big to succeed. Recently the federal government attacked Microsoft, per-
haps America’s most innovative and profitable high-technology corporation in
decades. Congress spent hundreds of millions of dollars trying to prop up the
firm’s less efficient computer industry rivals. Had the government succeeded in its quest to knock
Microsoft from its lofty perch, no doubt it would have had a taxpayer-funded safety net waiting to cush-
ion its fall.

We now have an unhealthy policy regime in Washington through which federal regulatory and anti-trust
policies are increasingly geared toward punishing success, while federal corporate welfare policies increas-
ingly reward the losers.

The main villain in corporate welfare is government spending, not tax deductions. To the extent the tax
code contains unjustified tax favors carved out for specific industries or firms, the loopholes should be
closed in conjunction with an overall reform or elimination of the income tax.

Even though both Congress and now the Bush White House have pledged to shrink the corporate safety
net, those promises are largely unfulfilled. In 1recent years, corporate welfare spending actually rose
slightly. Clearly, the strategies used in the past to combat the corporate welfare state have yielded disap-
pointing results for taxpayers.

Here are concrete steps Congress should take to shrink the corporate welfare state:

1. Congress should immediately enact a budget rescission bill, perhaps entitled “The Corporate
Welfare Elimination Act,” terminating a minimum of 40-50 business subsidy programs and
closing down the Departments of Commerce and Energy. Savings of at least $200 billion over six
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years should be targeted. The bill should be crafted in a bipartisan fashion by identifying those
programs that have been recommended for extinction by groups such as the Cato Institute, the
Heritage Foundation, the Progressive Policy Institute, and even in some cases the Nader group Es-
sential Information. Across the ideological spectrum, there is widespread support for reducing
these subsidies. Spending programs included in this rescission should include, but not be restricted
to:

• The Small Business Administration
• The Advanced Technology Program
• Forest Service Road Building
• Federal Housing Admin. subsidies to mortgage lenders
• The Agriculture Marketing Promotion Program
• Manufacturing Extension Program
• National Technical and Information Administration
• International Trade Administration
• Department of Energy R & D funding
• The Maritime Administration
• Overseas Private Investment Corp. (OPIC)
• Agriculture Research Service
• Minority Business Development Administration.
• The Export Import Bank
• Economic Development Administration

2. Form a Corporate Welfare Elimination Commission—modeled after the Military Base-Closing
Commission of 1995. This Commission should be given the charter to identify at least $50 bil-
lion a year of corporate subsidies for termination. Congress should then be required to vote up or
down on the entire package.

3. Eliminate double dipping. All but a small handful of America’s most profitable corporations have
participated in the hunt for federal or state government subsidies. Most of these companies are
double-, triple-, and quadruple dipping. In 1996 General Electric Co. won 15 grants for
$20.1 million. Rockwell International received 39 grants for $25.4 million. Westinghouse Electric
Corp. received 14 grants for $26.1 million. Yet each of these companies had profits of at least half
a billion dollars that year. Congress should enact a law that says that no company is entitled to
more than one corporate welfare grant per year. Sorry, GE and GM. One per customer.

4. Enact time limits on corporate welfare. In the mid-1990s Congress and the states—at the urging
of the American people—enacted major reforms in social welfare programs. There are now time
limits on welfare benefits. Work, training, or education is now typically required in exchange for
benefits. The result: welfare rolls are down by 40 percent over the past five years and record levels
of former-recipients now working and paying taxes, not collecting them. There is no such time
limit on corporate grantees. In fact, the business community has come to regard subsidy payments
as de facto lifetime entitlements. With AFDC the Congress enacted “two years and off.” We
should have a similar time limit on corporate pork with companies.

5. Require firms to report to Congress all of the federal money they receive each year and from
what programs and agencies. Right now it is virtually impossible to keep an inventory of what
companies are getting how much from how many agencies. The records simply do not exist. How
much total money does AT&T receive every year from taxpayers? The answer is we don’t know.
But we should.

Inst i tute for Pol icy Innovat ion: Pol icy Report #179 25



6. Prohibit private firms that receive federal grants, loans, or loan guarantees from lobbying. Most
Fortune 500 firms that receive federal aid turn around and use a portion of their grant money to
lobby for more and continued grant money. This is simply welfare for lobbyists. We should say to
these companies: you may lobby, or you may take federal handouts. But you may not do both. A
few years ago several Democrats proposed this idea when Republicans had proposed prohibiting
nonprofits that receive federal money from lobbying. The Democrats were right. Neither non-
profit nor for profit companies should be able to take federal tax dollars and use them to influence
policy decisions.

If Congress were to enact these recommendations, the corporate welfare state in Washington would fi-
nally start to shrink—perhaps rapidly. The beneficiaries would be taxpayers, workers, and the overall
U.S. economy. The corporate welfare model of economic development has been a stunning failure in
Europe and Japan. We should stop imitating the economic losers.

Step 7. Enact legislation that would make any American with a net income or assets of
more than $1 million a year ineligible for any form of federal aid.

Many federal domestic programs primarily benefit Americans with high incomes. In 1994 the National
Taxpayers Union conducted a study pinpointing just what groups get the benefits of federal income
transfer programs. The study discovered that Americans with incomes of more than $100,000 a year ac-
count for 5.1 percent of all households, but they receive 5.6 percent of all federal subsidies. Here are
some other prominent examples of welfare for the well off:

1. An estimated 40 percent of the $1.4 billion sugar price support program
benefits the 1 percent of sugar farmers with the largest farms. The
33 largest sugar cane plantations each receive more than $1 million. One
family alone, the Fanjuls, owners of several large sugar farms in the
Florida Everglades, captures an estimated $60 million a year in artificial
profits thanks to price supports and import quotas (and to its generous
campaign contributions to both political parties). The Fanjuls are fierce defenders of the sugar
program and to protect the cash cow, since 1992 this one family has contributed more than
$350,000 to political campaigns.40

2. The Wall Street Journal reported in 1995 that the third largest recipient of wool and mohair subsi-
dies in Lincoln County, New Mexico, is none other than ABC’s Sam Donaldson. Each year
$97,000 in subsidy checks is delivered to his house in suburban Virginia. The Journal reports that
farm price support checks worth millions of dollars are delivered to “farmers” who live in cities.
Here are other examples:

3. Amtrak riders—particularly on the Northeast Corridor routes—have average incomes far higher
than the national median.

4. Much of the money spent on the National Endowment for the Arts finances operas and art exhib-
its for wealthy clienteles in affluent areas. The beneficiaries can afford to pay for those programs
themselves, if they have value.

5. Federal subsidies for higher education and for student loans disproportionately benefit the wealth-
iest groups of Americans. All federal aid to universities should be eliminated and the student loan
program should be targeted to students from families with incomes below the national median.

One way to eliminate federal subsidies to the affluent would be to pass legislation proposed by George
Mason University economist Walter Williams and me. The act is called the Millionaire Subsidy
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Elimination Act (MSEA). The act straightforwardly prohibits any individual, business or other entity
with a net income of more than $1 million a year from receiving a federal grant, loan, or subsidy. No
exceptions.

The MSEA would forever extinguish all forms of federal taxpayer assistance to the rich. Private utilities
would no longer receive billions in subsidies from the Rural Electrification Administration. Boeing,
Lockheed, and General Motors would have to wean themselves from OPIC and Export Import Bank
loan guarantees. Ernest and Julio Gallo and the Pillsbury doughboy would be prohibited from eating tax
dollars through $90 million of advertising subsidies every year. High-income families would no longer be
eligible for college aid. Fannie Mae and Freddie Mac could no longer help underwrite the mortgages of
high-income families who buy $250,000 homes. Wealthy senior citizens with million dollar pensions
and ritzy Palm Beach homes would no longer be allowed to send their medical bills to Washington so
that working taxpayers can pick up the tab.

The plan is not in any way meant to demean the rich or the successful. There is nothing wrong with
Americans accumulating wealth and profits. The gratuitous rich bashing by the national Democratic
Party is offensive and contrary to the American ideal that work and reward are inextricably linked. Bill
Gates, Michael Dell, Michael Jordan, and Britney Spears have earned their fortunes by giving the rest of
us products that we all want and that we voluntarily pay for. That’s the kind of wealth creation that
leaves all of us better off.

What is objectionable is income that is derived from the political marketplace.
Washington doesn’t create wealth. It reshuffles it. The federal government now re-
distributes at least $100 billion a year in income from ordinary working class tax-
payers to Americans who are already rich. Washington’s myriad subsidy schemes
betray the poor in ways that sanctimonious politicians who talk incessantly about
“fairness” seldom admit to.

The MSEA would set the budget debate in Washington on its head. This would be
the first budget plan ever proposed by the Republicans that even the most pro-gov-
ernment advocates in the Democratic party would be hard-pressed to oppose. How could anyone on the
left or right object to a law that said no more welfare for the well off? Big government advocates gain the
upper hand in budget fights by cloak their desire for more government in the rhetoric of fairness and so-
cial justice. Where is the social justice in redistributing billions of tax dollars a year that come from the
paychecks of schoolteachers and construction workers and computer programmers to Archer Daniels
Midland or the Fanjul family? These are incredibly politically powerful claimants with incredibly weak
claims to the federal treasury. Push these Welfare Kings and Queens and budget downsizers will regain
the moral high ground.

Step 8. Fix the federal budget making rules process to end the inherent bias in favor of
spending, rather than saving money and cutting taxes.

Congress has done little to change the budget rules that skew political decision-making in favor of ever-
larger federal outlays. Currently the deck is stacked against those who wish to reduce expenditures. The
lesson of the states is that budget rules that deny lawmakers the power to spend and tax recklessly can be
quite effective deterrents to fiscal irresponsibility.

1. Enact a New Budget Act to Better Protect Taxpayer Interests

Congress has done little to reform the budget rules that skew political decision-making in favor of ever-
larger federal outlays. Currently, the deck is stacked against those who wish to reduce expenditures
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and/or cut taxes. The lesson from the states is that budget rules that deny lawmakers the power to spend
and tax recklessly can be quite effective deterrents to fiscal irresponsibility.

Tax and Expenditure Limitation – This is the most crucial and overdue reform of all. There need to be
constitutional caps on spending and taxes to limit the growth of leviathan. The most effective measures
adopted by the states cap spending based upon an easily understood formula, such as the growth and
population plus inflation in the previous year. A federal tax/expenditure limitation would force Congress
to make tough choices about spending priorities. In recent years federal spending has been growing at
about twice the rate of inflation. This would not be permitted if a constitutional spending cap were
implemented.

Rebate Surplus Taxes – An annual tax rebate system would help deter the spending of budget surpluses.
The idea is to rebate surplus tax payments automatically back to taxpayers based on the percentage each
household paid in federal taxes. If taxes or spending were by law capped at the rate of inflation and pop-
ulation, the incentive for politicians to raise tax rates or introduce new taxes would be greatly diminished
because any extra tax revenue collections could not be spent. Raising taxes would be constitutionally pro-
hibited from fueling new spending. In fact, an automatic rebate mechanism might impel Congress to cut
tax rates in advance rather than have to return surplus revenues at the end of the year.

The rebate should be provided at the end of each fiscal year based on the size
of the actual surplus recorded during the previous year. Each individual’s tax
rebate would be determined on the basis of his or her share of the total income
and social security taxes paid. If Susan pays twice as much in income and pay-
roll taxes as John, her rebate check would be twice that of his. These rebate
checks would provide a constituency for restraints on federal spending. If this
mechanism had been in place during the boom years of the late 1990s it would
have checked the explosion in the federal spending that created the current sea of red ink.

Balanced-Budget Amendment. We still need a balanced budget amendment to the Constitution. Con-
servatives and liberals typically conjure up wrongheaded arguments against the balanced-budget amend-
ment. The standard flawed liberal attack is that a balanced-budget requirement would prevent Congress
and the president from using fiscal policy as a tool for stabilizing the economy. The evidence from the
past 40 years suggests that fiscal policy has been more destabilizing than stabilizing. Even under the
Keynesian model the idea is to run budget deficits during recessions and surpluses during recoveries.
Over the past quarter century Congress has run record deficits in good times and bad.

The flawed conservative attack is that a balanced-budget amendment would give rise to higher taxes.
The flaw in the thinking here is that it ignores the fact that the deficit is a tax. Deficits are simply de-
ferred taxes. If the balanced-budget amendment restrained spending, then the true tax burden on the
American economy would decline, not rise.

Challenge the Constitutionality of Federal Spending Programs. Where does the Constitution grant
Congress the power to spend money on swimming pools, Beef Jerky TV advertisements, parking ga-
rages, purchases of surplus cranberry juice, and midnight basketball leagues?

The U.S. Constitution confines Congress’s spending authority to a few limited areas. The powers of the
federal government to spend money are enumerated in the Constitution, mostly in Article I, Section 8.
They include the right to “establish Post Offices and post roads; raise and support Armies; provide and
maintain a Navy; declare War;” and other mostly national-defense-related activities.

Members of Congress take an oath to uphold the Constitution. They should start taking that oath seri-
ously. When dubious spending programs come before them for funding, they should first ask: is there a
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constitutional authority for Congress to appropriate this public money? In that way, Congress should es-
tablish a “constitutional veto” on federal spending that is clearly outside the bounds of the Constitution.
For too long, Congress has simply asserted an unlimited power of the purse. That attitude has under-
mined the role of the Constitution. It has also helped inflame our current fiscal crisis.

Impose Term Limits on Members of Congress. One lesson of the past several years is that the longer
Republicans hold onto power, the more tolerant they have become of expanding government. A
1998 Cato study by Aaron Steelman finds that the longer Republicans stay in office, the more supportive
they are of higher spending.41 Term limits would seem to be a critical political reform if the budget is to
be truly trimmed over time.

Step 9. Attach a tax cut dividend for all taxpayers to all spending reduction proposals as
a way to build a taxpayer constituency for smaller government.

A leaner federal budget must be sold to the voters as a means to promote individual liberty and eco-
nomic freedom. That is to say, there is a freedom and prosperity dividend from
cutting the budget—and the public needs to be made aware of that benefit. Ameri-
cans now pay roughly 40 cents for every dollar they earn to the tax collector in
Washington, or in their state capital, or in city hall —a tax burden that is incom-
patible with a free society. Voters need to understand that, if they want lower taxes,
they must support smaller government too. The two go hand-in-hand.

Corporate welfare cuts, for example, should be linked to a new round of personal
income tax relief. The conventional argument against tax cuts is that they will ben-
efit the wealthy. The best way to blunt this attack is by combining tax cuts with corporate welfare cuts.
This could not be said to benefit the wealthy, since the wealthy are the primary beneficiaries of business
subsidies.

Congress should eliminate the Departments of Energy and Commerce and use the savings for an imme-
diate repeal of the death tax. The Small Business Administration should be closed down and the savings
should be used for a new tax law allowing expensing of the first $100,000 of capital purchases. Corpo-
rate welfare savings in the Defense and Agriculture Departments could be used for cutting the capital
gains tax in half.

Linking an economic reward—pro-growth tax cuts—to reductions in corporate subsidies creates a con-
stituency for these program terminations. It also unambiguously benefits the overall U.S. economy.

What if all corporate welfare were eliminated? The savings would be huge. Table 3 below shows a sample
of the types of pro-growth tax reduction initiatives that Congress could afford to undertake without add-
ing a penny to the federal debt, if corporate welfare were entirely ended.

Table 3 What $93 Billion In Annual Corporate Welfare Savings Could Buy
Corporate Welfare Alternatives Annual Cost

Eliminate Capital Gains Tax $65 billion

Eliminate the Death Tax $20 billion

Cut Corporate Tax from 35% to 15% $82 billion

Cut All Personal Income Tax Rates by 10% $85 billion

Establish 20% Flat Tax $65 billion

3 Percentage Point Cut in Payroll Tax $70 billion

Source: Budget of the United States Government, Fiscal Year 2004
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Conclusion
Republicans have been given almost all of the levers of power in Washington. They’ve proven they can
cut taxes. They have half the equation right. But they have also proven incapable of cutting fat out of the
budget and of setting spending priorities. Instead we get more—of everything. Rep. Mike Pence of Indi-
ana summarized the problem when he recently complained: “I came here to Washington to get the gov-
ernment under control. But every vote we’ve had has made government bigger. We rarely if ever vote to
make government smaller.” It is as if “compassionate conservative” has come to mean never having to say
“no.” That isn’t compassion. And it isn’t conservative. It is the road to the poor house.

Fortunately, voters don’t want more of everything. When asked if they want more taxes and more gov-
ernment services, by large margins they say they prefer less of both. In other words, the Washington pun-
dits are wrong: Americans do want leaner, less bureaucratic, and less intrusive government in their lives.
Americans do care about the fiscal consequences of the decisions we make today and their impact on fu-
ture generations. This is why Americans are so insistent that the politicians keep the budget in balance
and don’t hoist upon future generations costs from our fiscal orgy today.

In this study I have laid out a fiscal game plan that would cut government in half relative to the economy
in 10 years. I believe this plan provides a rational bi-partisan approach to budget making in the first de-
cade of the next century. It is oriented toward

1. Demanding that citizens get maximum value from their federal tax dollars by getting rid of pro-
grams that don’t work.

2. Modernizing the government by requiring that federal agencies go through the same kind of cost
saving restructuring that private industry in America does every day.

3. Slashing economically burdensome taxes and federal debt to keep the American economy growing
in an era of global competition.

4. Returning more power that now resides in Washington to the states and localities and ultimately
to the individual as consistent with the vision of our Founding Fathers.

If Congress and President George W. Bush will follow this plan, then the era of big government in
Washington really will come to an end. This is an agenda that both liberals and conservatives should em-
brace. A government whose energies and resources are devoted to solving yesterday’s problems can do
nothing to solve tomorrow’s. With a leaner and more effective federal government and more power and
financial resources residing with the American people, America’s potential in the decades to come seems
truly limitless.
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Appendix
Table A1$200 Billion in Program Terminations

actual estimate
2002 2003 2004 2005 2006 2007 2008

Department of Agriculture
Economic Research Service 67 73 77 78 80 82 84
National Agricultural Statistics Service 115 141 136 139 141 144 148
Agricultural Research Service 1,196 972 1,011 1,030 1,052 1,074 1,101
Cooperative State Research, Education, & Extension Service 1,046 1,026 1,015 1,174 1,216 1,278 1,305
Agricultural Marketing Service 969 1,062 1,233 1,234 1,236 1,238 1,240
Commodity Credit Corp. export loans program account 417 847 301 301 301 301 301
Natural Resources Conservation Service 1,626 2,285 2,673 3,009 2,922 2,906 2,966
Rural community advancement program 1,240 792 478 487 497 508 521
Rural Housing Service 261 185 257 375 413 519 645
Rural Business — Cooperative Service 182 145 35 35 36 37 34
Public Law 480 title I ocean freight differential grants 20 28 28 29 29 30 31
Public law 480 title II grants 864 1,185 1,185 1,207 1,232 1,259 1,291
Foreign Agricultural Service 798 916 1,007 1,158 1,157 1,205 1,258
Food stamp program 22,849 26,250 27,746 28,236 28,454 28,843 29,696
Commodity assistance program 155 160 181 184 188 191 195
State and private forestry 297 289 341 347 351 343 344
Land acquisition 151 132 45 46 47 48 49
Commodity Credit Corporation fund 16,745 15,178 14,971 17,907 17,360 16,076 14,195
Farm Service Agency 18,552 16,483 15,587 18,795 18,346 17,139 15,342
Total 67368 67935 68094 75554 74837 72995 70514

Department of Commerce
Total Department of Commerce 5,547 5,303 5,518 5,924 5,992 6,134 6,613

Department of Education
Department of Education 55,747 60,487 61,381 67,715 68,674 70,000 71,718
Proposed Universal Education Credit -40,000 -40,000 -40,000 -40,000 -40,000 -40,000 -40,000
Total 15,747 20,487 21,381 27,715 28,674 30,000 31,718

Department of Energy
Department of Energy 18,459 19,995 21,244 22,098 22,298 21,854 21,642
National Nuclear Security Administration (move to DoD) -7,619 -7,934 -8,759 -9,162 -9,471 -9,830 -10,015
Total 10,840 12,061 12,485 12,936 12,827 12,024 11,627

Department of Health and Human Services
Indian Health Services 2,864 2,923 3,045 3,099 3,159 3,225 3,303
Substance abuse and mental health services 3,136 3,195 3,393 3,418 3,439 3,516 3,605
Health care policy and research 333 275 304 310 316 323 331
Low income home energy assistance 2,000 1,700 2,000 2,038 2,079 2,125 2,179
Payments to States for the child care & development block grant: 2,100 2,100 2,100 2,139 2,183 2,231 2,288
Indian health facilities 375 369 393 400 408 417 428
State children's health insurance fund 5,934 5,382 742 1,229 337 1,291 1,167
Payments to States for child support enforcement & family support programs 3,846 4,037 4,346 4,694 5,015 5,669 5,607
Refugee and entrant assistance 460 486 462 471 480 491 503
Promoting safe and stable families 375 530 555 560 565 570 577
Social services block grant 1,700 1,700 1,700 1,700 1,700 1,700 1,700
Payments to States for foster care and adoption assistance: 4,886 4,802 5,103 5,364 5,677 5,996 6,371
Total 23,123 22,697 19,040 20,058 19,681 21,558 21,688

Department of Homeland Security
Transportation Security Administration 2,549 2,809 2,324 2,367 2,416 2,469 2,532
Coast Guard Pollution Control 17 17 17 17 18 18 19
Total 2,566 2,826 2,341 2,384 2,434 2,487 2,551

Department of Housing and Urban Development
Housing assistance for needy families 12,535 12,775 13,036 13,327 13,662
Project-based rental assistance 13,931 16,427 4,523 4,607 4,701 4,804 4,927
Housing opportunities for persons with AIDS 277 292 297 303 309 316 324
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actual estimate
2002 2003 2004 2005 2006 2007 2008

Community development block grants 7,783 4,732 4,732 4,820 4,919 5,027 5,154
Home investment partnership program 1,796 2,084 2,197 2,238 2,284 2,334 2,393
Homeless assistance grants 1,123 1,130 1,325 1,350 1,377 1,408 1,443
Rental housing assistance fund 7 16 16 14 13 13 12
Policy Development and Research 49 47 51 52 53 54 56
Total 24,966 24,728 25,676 26,159 26,692 27,283 27,971

Department of the Interior
Bureau of Indian Affairs 2,316 2,340 2,403 2,400 2,449 2,498 2,565
Bureau of Reclamation 1,180 933 955 972 990 1,011 1,037
Cooperative endangered species conservation fund 132 124 123 127 129 132 136
Land acquisition programs 418 401 304 308 315 321 328
National Indian Gaming Commission 7 10 8 11 12 12 13
Natural resource damage assessment fund 20 50 55 46 41 41 42
North American wetlands conservation fund 45 45 51 52 53 54 55
Office of Special Trustee for American Indians 352 419 550 568 588 610 634
Office of Surface Mining Reclamation and Enforcement 420 335 340 341 344 349 354
Sport fish restoration 357 330 337 363 377 392 404
United States Geological Survey 914 867 896 912 932 950 976
Total 6,161 5,854 6,022 6,100 6,230 6,370 6,544

Department of Justice
Assets forfeiture fund 368 445 621 624 632 640 648
Justice assistance 210 221 2,173 2,213 2,259 2,308 2,366
State and local law enforcement assistance 2,654 752
Weed and seed program fund 59 59
Community oriented policing services 1,050 1,381 158 161 164 168 172
Juvenile justice programs 299 251
Crime victims fund 674 605 625 675 725 775 825
Total 5,314 3,714 3,577 3,673 3,780 3,891 4,011

Department of Labor
Special benefits for disabled coal miners 447 432 397 364 333 303 276
Federal funds Employment and Training Administration 7,256 10,923 10,185 7,845 7,917 8,032 8,237
Black lung disability trust fund 1,032 1,043 2,894 605 624 636 650
Occupational Safety and Health Administration 444 437 450 458 467 478 491
Total 9,179 12,835 13,926 9,272 9,341 9,449 9,654

Department of State
Educational and cultural exchange programs 378 245 345 351 359 367 376
Contributions to international organizations: 899 891 1,010 1,029 1,050 1,073 1,100
Contributions for international peacekeeping activities 825 726 550 560 572 584 599
United States emergency refugee and migration assistance fund 15 15 40 41 42 42 44
Andean counterdrug initiative 645 731 731 745 760 777 796
Payment to the Asia Foundation: 9 9 9 9 9 10 10
National Endowment for Democracy: 38 36 36 37 37 38 39
East-West Center: 14 14 14 14 15 15 15
Total 2,823 2,667 2,735 2,786 2,844 2,906 2,979

Department of Transportation
Essential air service and rural airport improvement fund . 30 33 30 40 40 40
Grants-in-aid for airports (Airport and airway trust fund) 3,173 3,400 3,400 3,400 3,400 3,400 3,400
Motor Carrier Safety Grants 223 228 233 239 244
Motor Carrier Safety Operations and Programs 224 229 234 240 246
Federal Railroad Administration 1,043 707 1,089 1,109 1,131 1,156 1,186
Federal Transit Administration 3,272 1,445 1,290 1,314 1,341 1,371 1,405
Maritime Administration 581 159 301 316 322 329 335
Total 8,069 5,741 6,560 6,626 6,701 6,775 6,856

Environmental Protection Agency
State and tribal assistance grants 3,738 3,464 3,121 3,179 3,243 3,316 3,400
Hazardous substance superfund 1,330 1,273 1,390 1,416 1,445 1,477 1,514
Total 5,068 4,737 4,511 4,595 4,688 4,793 4,914
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actual estimate
2002 2003 2004 2005 2006 2007 2008

International Assistance Programs
Economic support fund 2,670 2,490 2,535 2,582 2,635 2,693 2,762
Foreign military financing program: 4,007 4,107 4,414 4,496 4,587 4,689 4,809
International military education and training: 70 80 92 94 95 98 100
Peacekeeping operations 164 108 95 96 99 101 104
International Bank for Reconstruction and Development: 101 178 185 188 192 197 202
International Development Association: 792 874 977 995 1,015 1,038 1,064
Contribution to Multilateral Investment Guarantee Agency: 5 4 4 4 4 4 4
Inter-American Development Bank: -141 30 31 32 32 33 34
Asian Development Bank: 98 147 152 155 158 161 166
African Development Bank: 105 123 123 125 128 130 134
European Bank for Reconstruction and Development: 36 36 35 36 36 37 38
Americas multilateral investment fund . 30 33 34 34 35 36
International Fund for Agricultural Development: 20 15 15 15 16 16 16
International affairs technical assistance program: 28 10 14 14 14 15 15
International organizations and programs 295 310 315 321 327 335 343
Agency for International Development 3,785 4,359 4,962 5,937 6,601 7,366 7,762
Overseas Private Investment Corporation program account 121 217 49 49 51 53 53
Trade and Development Agency: 62 45 60 61 62 63 65
Peace Corps 275 317 359 366 373 381 391
Inter-American Foundation 13 14 15 15 15 16 17
International Development Assistance 3,871 4,652 5,218 6,197 6,867 7,640 8,047
Total 16,377 18,146 19,683 21,812 23,341 25,101 26,162

Small Business Administration
Total Small Business Administration 604 1,643 801 814 831 849 870

Other Independent Agencies
Advisory Council on Historic Preservation 3 4 4 4 4 4 4
Appalachian Regional Commission 71 66 33 34 34 35 36
Architectural and Transportation Barriers Compliance Board 5 5 5 5 5 5 5
Barry Goldwater Scholarship and Excellence in Education Foundation 4 4 4 4 4 4 4
Broadcasting Board of Governors 447 468 525 535 546 558 572
Christopher Columbus Fellowship Foundation . 1 1 1 1 1 1
Commission of Fine Arts 8 8 6 6 6 6 6
Committee for Purchase from People who are Blind or Severely Disabled 5 5 5 5 5 5 5
Corporation for National and Community Service 755 1,042 977 992 1,008 1,030 1,057
Corporation for Public Broadcasting 375 390 380 388 396 405 415
Delta Regional Authority 10 10 2 2 2 2 2
Federal Maritime Commission 16 17 18 18 19 19 20
Federal Mediation and Conciliation Service 40 40 43 44 45 46 47
Institute of American Indian & Alaska Native Culture & Arts Development 4 5 5 5 5 5 5
International Trade Commission 51 54 58 59 60 62 63
James Madison Memorial Fellowship Foundation 3 3 3 3 3 3 3
Japan-United States Friendship Commission 3 3 3 3 3 3 3
Legal Services Corporation 329 329 329 335 342 350 358
Marine Mammal Commission 2 2 2 2 2 2 2
National Endowment for the Arts 116 117 118 120 123 125 129
National Endowment for the Humanities 126 126 152 155 158 161 166
National Labor Relations Board 226 233 243 248 253 258 265
National Mediation Board 11 11 11 11 11 12 12
Office of Navajo and Hopi Indian Relocation 15 14 14 14 15 15 15
United States Institute of Peace 15 16 17 17 18 18 19
Total 2,640 2,973 2,958 3,010 3,068 3,134 3,214
Total Budget Savings 200,845 209,044 209,790 223,494 225,969 229,615 231,273
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