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WHEN PRESIDENT JOE Biden Delivered His 2023 State Of The Union Address, Washington
Was Drowning In A Sea Of Red Ink. The Annual Budget Deficit Was In The Process Of
Doubling From $1 Trillion To $ Trillion In A Single Year Due To Some Student-Debt
Cancellation Shenanigans. That Year’s Budget Deficit Would Become The Largest Share Of
Gross Domestic Product (GDP) In American History Outside Of Wars And Recessions.
Economists At The Congressional Budget Office (CBO) And Across The Political Spectrum
Warned That Continuing To Ignore The Escalating Social Security And Medicare Shortfalls
While Also Opposing New Broad-Based Taxes Was Unsustainable And Could Bring A Painful
Debt Crisis.

How Did The Nation’s Highest Elected Officials Respond To This Economic Challenge? Biden
Promised That “If Anyone Tries To Cut Social Security [Or] Medicare, I'll Stop Them. I'll Veto
It.” He Also Accused Congressional Republicans Of Plotting To Reform These Programs —
Prompting Outraged Shouts From Republicans Who Resented The Accusation Of Caring
About The Looming Insolvency Of The Social Security And Medicare Trust Funds. When The
President Triumphantly Taunted That Such Boos Reveal A New Bipartisan Consensus To Do



Nothing About Social Security And Medicare Shortfalls, Both Republicans And Democrats
Leaped To Their Feet With Thunderous Cheers. For Good Measure, Both Parties Endorsed
Biden’s Prohibition On Any New Taxes For 95 Percent Of Families. Washington’s Dangerous
Borrowing Spree Would Continue With Enthusiastic Bipartisan Support.

Paradoxically, The Faster Government Debt Escalates Toward An Inevitable Debt Crisis, The
Less Politicians And Voters Seem To Care. In The 1980s And 1990s, More Modest Deficits
Dominated Economic Policy Debates And Prompted Six Major Deficit Reduction Deals That
Balanced The Budget From 1988 Through 2001. That Era Is Long Gone. In The Past Eight
Years, President Donald Trump And Then Biden Enacted $12 Trillion In Deficit-Expanding
Legislation Even As Social Security And Medicare Shortfalls Drove Baseline Deficits Higher.
When Even Liberal Economists Warned Politicians That The Post-Pandemic Economy Faced A
Modest Degree Of Rising Inflation And Interest Rates — And That A Federal Spending Spree
Would Pour Gasoline On That Fire — Lawmakers Responded By Enacting The $2 Trillion
American Rescue Plan. When Inflation And Mortgage Rates Resultantly Surged To 9.1 Percent
And 7.8 Percent, Respectively, Lawmakers Brazenly Continued The Inflationary Spending
Spree.

Why Are We No Longer Responding To Soaring Debt And Its Economic Consequences? While
There Are Many Factors, The Three Most Important Are These: 1) We’ve Convinced Ourselves
That Deficits Do Not Matter; 2) Partisan Politics And The Collapse Of Lawmaking Have



Turned Deficits Into A Weapon To Be Politicized Rather Than A Problem To Be Solved; And
3) Few Of Us Are Willing To Face The Unpopular Reality That This Issue Cannot Be Resolved
Without Fundamentally Reforming Social Security, Medicare, And Middle-Class Taxes.

DEBT DRIVERS

FEW VOTERS, OR Even Politicians, Have Fully Grasped How Perilous Washington’s Fiscal
Outlook Has Become. While Budget Deficits Have Historically Averaged 3 Percent Of GDP —
Ensuring The Debt Grows No Faster Than The Overall Economy — The Deficit Reached 7.5
Percent Of GDP Last Year And Is Projected To Swell To 14 Percent Of GDP Over Three Decades
If Current Tax And Spending Policies Are Extended. If The Federal Debt Continues To Roll
Over Into The 4.5 Percent Interest Rate Seen At Recent Treasury Debt Auctions, Then The
Budget Deficit May Surpass $4 Trillion Within A Decade.

When A Debt Becomes This Enormous, Interest Rates Become A Budgetary Time Bomb. Even
If Rates Stay Below 4 Percent Forever — As CBO’s Projections Questionably Assume —
Projected Interest Rates Will Consume A Quarter Of All Federal Taxes Within A Decade And
Become The Largest Federal Expenditure Within Two Decades. If Rates Rise, Each Percentage

Point Will Add $35 Trillion In Interest Over Three Decades — The Cost Of Adding Another
Defense Department. Again, That's For Each Percentage Point.



To Many Economists, The Most Important Debt Figure Is The Total Federal Debt As A Share Of
The Economy. This “Debt Ratio” Has Already Leapt From 40 Percent To 100 Percent Since
2008, And It Is Projected To Exceed 230 Percent Within Three Decades Under Current Policies.
If Interest Rates Gradually Rise To 5 Percent Or Even 6 Percent, The Debt Ratio Could Surpass
300 Percent, With Interest Costs Consuming Nearly All Annual Tax Revenues. There Would Be

No Tax Revenues Left To Finance Any Federal Programs.

If This Sounds Unduly Alarmist, Consider That The Economists At The University Of
Pennsylvania’s Wharton School Could Not Even Project A Functioning Long-Term Economy
On Our Current Debt Path. The Economists Write That Their Economic Models “Effectively

Crash When Trying To Project Future Macroeconomic Variables Under Current Fiscal Policy.
The Reason Is That Current Fiscal Policy Is Not Sustainable And Forward-Looking Markets

Know It.

The Driver Of This Debt Is No Mystery. The Combination Of Rising Health Care Costs And 74
Million Retiring Baby Boomers Is Driving Annual Social Security And Medicare Costs Far
Above Their Payroll Tax And Medicare Premium Revenues. These Annual Program Shortfalls,
Which Must Be Funded With General Tax Revenues And New Borrowing — Will Exceed $650

Billion This Year On Their Way To $2.2 Trillion Annually A Decade From Now, When

Including Costs Of Their Deficits. Specifically, By 2034 Social Security And Medicare Will Be
Collecting $2.6 Trillion Annually In Revenues While Costing $4.8 Trillion In Benefits And



Associated Interest Costs.

And That's Just The Beginning. Over 30 Years, CBO Data Show Social Security And Medicare
Facing An Annual Shortfall Of $124 Trillion While The Rest Of The Budget Is Roughly
Balanced. By 2054, These Two Programs Will Be Contributing 11.3 Percent Of GDP To Annual
Budget Deficits, Or The Current Equivalent Of $3.2 Trillion In Annual Program Shortfalls
(Including The Interest Costs Of Their Deficits). As For The Rest Of The Budget, CBO Projects
That Tax Revenues Will Continue To Rise, And Other Program Spending To Fall, As A Share Of

The Economy. This Means The Entire Long-Term Deficit Growth Is Driven By Social Security,
Medicare, And The Interest Costs Of Their Shortfalls.

Baby Boomer Retirements, Health Care Costs, And Rising Interest Rates Combine To Create
What Bill Clinton’s Former White House Chief Of Staff, Erskine Bowles, In 2012 Called “The
Most Predictable Economic Crisis In History.” As Far Back As The 1990s, Experts Warned That
Surging Retirements In The 2010s And 2020s Would Push Social Security And Medicare Costs
Dangerously Far Above Their More-Steady Payroll Tax Revenues. Yet Attempts In The 1990s
And Early 2000s To Gradually Phase In Reforms While The Boomers Were Still Young Enough
To Adjust To Them Went Nowhere. Consequently, Stabilizing The Debt Will Now Entail
Deeper And More Drastic Social Security And Medicare Reforms — As Well As Increases In
Middle-Class Taxes — That Can No Longer Exempt Current And Near Retirees.



We Cannot Grandfather Out Of Reform The 74 Million Boomers Whose Costs Are Driving The
$124 Trillion Shortfall. Nor Can We Tweak Our Way Out Of This. If The System Is To Be Kept
Afloat, Social Security’s Eligibility Age Must Rise, Its Benefit Growth Formulas Must Be
Significantly Curtailed For Above-Average Earners, And Its Taxes May Need To Rise Too.
Medicare Premiums Must Steeply Rise For Above-Average Earners, And Its Elevated Costs
Addressed Either With A New Choice- And Competition-Based Premium Support System Or
With Ambitious Price And Payment Reforms To Scale Back Costly Procedures.

Washington Will Not Even Discuss This.

DEFICITS DO MATTER

YOUNGER VOTERS MAY Grasp How Much Deficit Concerns Dominated Economic Policy
Debates From 1982 Through The End Of The Century. As Deficits Widened Under President
Ronald Reagan, Due To Tax Cuts And Military Spending, Deficit Reduction Became A Top
Voter Priority, Driven By Concerns Of Elevated Interest Rates, Sluggish Economic Growth,
And Foreign Debt Ownership. These Deficit Concerns — Colored By A Modest Recession —
Helped Elect President Bill Clinton In 1992. In The Agenda, Bob Woodward Detailed The
Clinton White House’s Monomaniacal Focus On Budget Deficits, Interest Rates, And The Bond
Market When Pushing Its 1993 Tax Hike Bill. Even With The Debt Roughly Stable As A Share
Of The Economy, Both Parties Demanded Aggressive Deficit Reduction To Cut Interest Rates,



Spur Investment, And Encourage Economic Growth.

After Six Major Deficit Reduction Deals And A Temporary Revenue Surge Finally Brought
Balanced Budgets From 1998 Through 2001, Triumphant Lawmakers Shifted The Debate To
How To Spend $5 Trillion In Projected (And, In Retrospect, Fake) 10-Year Surpluses. Even As
A Sluggish Economy Eliminated Those Surpluses, Washington’s Appetite For Replacing
Austerity With Tax Cuts, War Spending, And New Entitlements Could Not Be Stopped. Vice
President Dick Cheney Famously Declared “Deficits Don’t Matter” — And When Great
Recession Stimulus Spending Brought The First Trillion-Dollar Deficits Without Any
Immediately Apparent Danger, All Of Washington Wanted To Join The Party. Low Interest
Rates Made Federal Borrowing Cheap, And The 2016 And 2020 Presidential Campaigns Saw
Sen. Bernie Sanders (I-VT) Propose Between $60 Trillion And $97 Trillion In New Spending
Over A Decade. Then Presidents Trump And Biden Enacted $12 Trillion In Deficit-Financed
Legislation In Just Eight Years.

Progressives Even Invented An Absurd Justification For Enormous Deficits. Modern Monetary
Theory (MMT) Inexplicably Claimed That Scandinavian-Size Spending Could Be Financed By
Radically Expanding The Money Supply Without Significant Inflation. The 72 Leading
Economists On The Left And Right Responding To An Experts Survey Unanimously Rejected
The MMT’s Ahistorical And Nonsensical Claims. The MMT’s Real Purpose Was To Concoct
An Economic Justification For Progressive’s Longstanding Desire To Drastically Expand



Government Unconstrained From The Limits Of Plausible Taxation.

In Hindsight, The Economy Managed The Post-2000 Debt Surge Because The Initial 32 Percent
Of GDP Debt Level Provided Fiscal Space For Additional Borrowing. Furthermore, The
Sluggish Economy, An Accommodating Federal Reserve, And A Global Savings Glut Drove A
Historic Interest Rate Decline That Made Debt More Affordable For Families, Businesses, And
The Federal Budget.

That Free-Lunch Era Is Now Over. The Federal Debt Exceeds 100 Percent Of GDP And Is Set
To Double Or Even Triple Over A Few Decades. These Debt Levels Are Rendered Even More
Unaffordable By Rising Interest Rates, As The Structural Factors That Long Reduced Rates
Begin To Reverse. Consensus Economic Analysis Suggests That The Debt Surge Itself Will
Elevate Interest Rates By As Much As Three Percentage Points.

Unfortunately, American Politics Has Not Caught Up To This New Economic Reality — Which
Brings Us To One Of The Biggest Barriers To Reform.

PARTISAN POLITICS AND THE COLLAPSE OF LAWMAKING

WASHINGTON WAS NOT Always As Hyperpartisan And Dysfunctional As It Is Today. In
2019, I Analyzed The 14 Leading “Grand Deal” Deficit Negotiations From 1983 Through 2019



To Learn Why Six Negotiations Successfully Enacted Legislation And Eight Failed. The Most
Important Cause Of The Recent Failures, I Found, Has Been Congress Itself.

Up Through The Mid-1990s, Republicans And Democratic — Despite Public Bickering —
Often Collaborated Well Behind The Scenes. During The 1983 Social Security Negotiations To
Avert A Looming Trust-Fund Insolvency, Reagan And House Speaker Tip O’ Neill (D- Mass)
Pledged Not To Attack Each Other’s Approaches In Public. President George H W Bush And
Congressional Democrats Trusted Each Other In The 1990 Budget Deal Negotiations That
Brought You New Spending Controls And Tax Increases. Even The 1997 Balanced Budget
Agreement Between Clinton And House Speaker Newt Gingrich (R-GA), Coming Two Years
After A Rancorous Government Shutdown, Was A Model Of Healthy, Trustworthy, Bipartisan
Negotiations.

This Bipartisan Was Ended Abruptly In January 1998, When The Clinton-Lewinsky Scandal
Broke. Clinton And Gingrich Canceled A Bipartisan Fix To Social Security That Was Set To Be
Announced Just Days Later. Deficit Concerns Did Not Return Until 2009, And By Then
Washington Was Far More Polarized.

Rather Than Stay In DC During During The Legislative Session And Build Bipartisan
Relationships — Which Voters Once Rewarded — Lawmakers Now Fly Into Washington On
Monday Evening, Attack The Other Party In Press Releases And Floor Speeches, And Then Fly



Out On Thursday Afternoon. The Media Landscape Has Become Fragmented, Partisan,
Paranoid, And Obsessed With Narratives Of Betrayal. Gerrymandered House Districts Leave
More Members Fearful Of Primary Challenges From True-Believing Than Of Losing Swing
Voters In The General Election. Most Congressional Policy Making Has Been Making Has
Been Removed From Relatively Bipartisan Congressional Committees And Centralized In The
Capitol Offices Of The House And Senate Party Leaders.

The Result Is 24 /7 Partisan Warfare, With Individual Issues Seen As Little More Than
Interchangeable Weapons In The Day’s Communication Wars. For the Past Two Years,
Republicans And Democrats Savaged Each Other Over Inflation — The Voters” Top Issue —
Without Either Side Bothering To Offer Serious Legislation To Solve The Problem. (The
Cynically Named “Inflation Reduction Act” Had Little To Do With Combating Inflation.) In
This Environment, Neither Dares To Push Politically Risky Entitlement Reforms Or Broad-
Based Taxes. Just Ask Former House Speaker Paul Ryan (R-Wisc), Whose Earlier Efforts
Earned Him Bipartisan Hatred From Voters And An Attack Ad Portraying Him Murdering A
Senior Citizen.

Even If The Parties Could Trust Each Other To A Good-Faith Deficit Deal, Their Own Purity-
Test Voters Would Accuse Them Of Surrendering To The Other Side. So Republicans And
Democrats Just Point Fingers At Each Other. Deficits Are Not A Problem To Be Solved, But
Instead Another Weapon In The Partisan Communications War.



NO MORE EASY SOLUTIONS

IN THE 1980S And 90s, Lawmakers Could Tweak Their Way To Deficit Reduction. Nearly
Half Of Federal Spending Was Discretionary, And Cold War Victory Brought Vast Military
Savings That Minimized The Need For Austerity Elsewhere. A Late-1990s Revenue Bubble
Was Enough To Bump The Deficit Into Surplus For Four Years. The Political Payoff Of A
Balanced Budget Was Worth These Modest Reforms.

Today’s Deficits Of $2 Trillion — Headed Toward $3 Trillion Or Even $4 Trillion — Cannot Be
Tweaked Away. Balancing The Budget Is Virtually Impossible, And Even Stabilizing The
Long-Term Debt At Today’s 100 Percent Of GDP Requires Wildly Unpopular Changes To

Social Security And Medicare (And Will Likely Take Broad-Based Taxes). Other Reforms Are

Necessary But Far From Sutficient.

Yet Washington Refuses To Confront This Budget Math, Relying Instead On Publicity Stunts.
Voters Search For “One Cool Trick” That Would Quickly And Painlessly Balance The Budget If
Only The Out-Of-Touch Politicians Would Listen.

Start With The Republicans. The GOP Canon Begins By Asserting That Deficits Are Always
Driven By Democratic Spending. This Narrative Is Flatly Contradicted By Presidents George
W Bush And Trump, Both Of Whom Expanded Federal Spending By Trillions Of Dollars While



Enacting Trillion-Dollar Tax Cuts. The Last Time Republicans Controlled Both The White
House And Congress, In 2017 And 2018, They Immediately Cut Taxes By $1.5 Trillion,
Expanded Discretionary Spending By 13 Percent In One Year, And Rejected All Entitlement
Savings.

“But Those Tax Cuts Paid For Themselves,” Republicans Retort, Which Incorrectly Assumes
That Pre-Cut Tax Rates Are Always Above The Laffer Curve’s Revenue-Maximizing Rate. This
Math Also Requires That Every Tax Cut Dollar Adds At Least $5 In Economic Output, Taxed
At An Average 20 Percent Rate To Recover That Lost Revenue Dollar. While Tax Cutters Will
Point To Rising Tax Revenues As Evidence Of “Free” Tax Cuts, Even A Stable Tax Code Will
Produce Rising Revenues Due To Inflation, Population Growth, Rising Real Wages, And
Business Profits. Despite The Many Positive Attributes Og GOP Tax Cuts, They Undeniably
Result In Lower Tax Revenues Than Otherwise.

On The Spending Time, Republican Voters Are Quick To Claim That A $2 Trillion Deficit Can
Be Mostly Eliminated By Cutting Foreign Aid (Just 1 Percent Of Federal Spending) Or The
Classic “Waste, Fraud, And Abuse,” As If A Line-Item Exists In The Federal Budget To Be
Zeroed Out. Some Republicans Like To Talk About Eviscerating Social Spending, But That
Rhetoric Tends To Fall Apart When You Calculate How Much Of That Spending You’'d Need
To Cut To Meet The GOP’s Balanced-Budget Targets: You’d Need To Eliminate All Funding For
Veterans’ Benefits, Child Credit Payments, The Earned Income Tax Credit, School Lunches,



Disability Benefits, K-12 Schooling, Health Research, Unemployment Benefits, Food Stamps,
Homeland Security, Infrastructure, Embassy Security, Federal Prisons, Border Security, And
Much More. There Is Not Much Republican Appetite For That. (And, No, Immigration Does
Not Significantly Widen Federal Budget Deficits, Although It Can Raise State And Local
Government Costs.)

GOP Leaders Also Rely On Gimmicks. Trump Absurdly Promises To Pay Off The $27 Trillion
Federal Debt With Oil And Gas Revenues. One Recent Republican Presidential Candidate,
Vivek Ramaswamy, Promised To Grow The Economy To A Balanced Budget. That Lazy
Contention Not Only Requires Nearly Impossible Growth Rates; It Fails To Acknowledge That

Faster Economic Growth Also Raises Social Security And Medicare Costs And Interest Rates
On The Federal Debt.

Without A Consensus Around A Serious Deficit Reduction Agenda, Many Republicans Rely
Instead On Gimmicks And Publicity Stunts. So-Called Government Shutdowns Affect Less
Than A Tenth Of Federal Spending, Eviscerate Many Of The Most Popular Programs, And
Guarantee An Intense Voter Backlash. Similarly, Debt Limit Showdowns Offend Voters As A
Crude Way Of Eliminating An Undetermined Quarter Of Federal Spending, Defaulting On
Federal Contract Payments, And Potentially Defaulting On Federal Contract Payments, And
Potentially Defaulting On The Debt With Devastating Economic Consequences. They Never
Succeed.



Another Republican Gimmick Is Simply To Demand A Balanced Budget Amendment, Or Easy-
Sounding Spending Caps Such As The “Penny Plan,” Without Having To Specify How To
Meet Their Impossibly Tight Savings Targets. Empty Lawmaker Pledges To Quickly Balance
The Budget While Also Extending The 2017 Tax Cuts And Protecting Key Spending Priorities,
A Mathematical And Political Impossibility— Are Meant To Distract Conservative Voters
From Their Runaway Spending. Talk Like Barry Goldwater; Spend Like LB].

So George W Bush Signed Legislation Collectively Adding $6.9 Trillion In Debt, While Trump
Signed $7.8 Trillion In Just Four Years. The House GOP’s Balanced Budget Plan Consists
Nearly Entirely Of Gimmicks. Lawmakers Engage In Symbolic Fights Over Small Slivers Of
Discretionary Social Spending While Entitlement Costs Skyrocket. Freedom Caucus
Lawmakers Give Angry Press Conferences Demanding Colossal Spending Cuts Without
Bothering To Lay Out Any Specific Savings Blueprint To Meet Their Demands — Or Doing The
Necessary Outreach, Negotiating, And Coalition Building To Win Over Skeptical Lawmakers.
It’s All Just A Show; Performative Outrage For Gullible Voters.

Democrats Have Also Built Their Own Bubble Of Misinformation And Excuses. The Most
Basic Progressive Narrative Claims That Deficits Do Not Matter And Are Merely A Green-
Eyeshade Scheme To Serve The Wealthy Over The People. These Progressives Offer No
Answers For Who Will Lend Washington At Least $120 Trillion Over 30 Years, Or How Such
Debt Will Affect The Economy. The MMT Enthusiasts Call For Financing Such Deficits With



New Money Creation And Then Pretend Hyperinflation Would Not Result. “Zombie
Keynesians” Assert That Trillions Of Dollars In Deficit Spending Is Needed To Keep The
Economy Afloat, And That Even Slowing The Growth Of Spending Would Bring Recession,
Mass Poverty, And Social Collapse. (Real Keynesians Acknowledge That Recessionary
Stimulus Also Requires Offsetting Austerity During Economic Expansions.)

Liberal Democrats Suddenly Become Anti-Deficit When Hammering Republicans. Flipping
The GOP Argument, They Assert That Republicans Drive The Debt Because Deficits Expanded
During Recent Republican Presidencies And Declined Under Democrats. Yet Such Arguments
Measure Only The First And Last Years Of Each Presidency, Which Are Often Affected By One-

To Two-Year Fiscal Anomalies Outside Of Presidential Control, Such As The 2000 Revenue
Bubble , The 2008 Housing Crash, And The 2020 Global Pandemic. In Fact, The Partisan Effect
On Deficits Disappears If You Measure Deficits Across Entire Presidencies, Control For Factors
That Are Inherited Or Outside Presidential Control, And Incorporate The Partisan Makeup Of

Congress Passing The Budget Bills. Unfortunately, These Standard Economic And Statistical

Cleanups Do Not Fit In A Meme.

Perhaps The Most Persistent Democratic Myth Is That Tax Cuts For The Wealthy Caused
Today’s Deficits And That Taxing The Rich Can Eliminate The Problem. The Math Just Doesn’t
Back This Up. Annual Federal Budgets Since 2000 Have Fallen From A 2.3 Percent Of GDP
Budget Surplus To A 7.5 Percent Of GDP Deficit. That 9.5 Percent Decline Results From



Annual Spending Jumping 6.3 Percent Of GDP; The Bursting Of The 2000 Revenue Bubble,
Which Reduced Revenues By 1.5 Percent Of GDP; And Tax Cuts, Costing 2 Percent Of GDP.
Approximately 70 Percent Of The 2001 And 2017 Tax Cuts Costs (And Subsequent Extensions)
Went To Earners In The Middle And Lower Classes. Out Of 9.8 Percent Of GDP Fiscal Decline,
That Leaves Just 0.6 Percent That Can Be Attributed To “Tax Cuts For The Rich.”

So How Do Critics Claim “Tax Cuts For The Rich” Drive Deficits? By Including All Tax Cuts
Even For The Nonwealthy. Or Simply Giving A Free Pass To The 5.5 Percent Of GDP
Entitlement Spending Hike Since 2000 And Then Blaming Tax Revenues For Not Keeping Up.

In Its More Extreme Form, This Fiscal Fallacy Insists That Simply Taxing The Rich Can Not
Only Close Between $120 Trillion And $150 Trillion (Depending On Current Policy Extensions)
In Total Budget Deficits Over Three Decades, But Also Finance A Full Nordic Social
Democracy. The First Problem With This Claim Is Mathematical. Even Seizing Every Dollar
Of Wealth From America’s 800 Billionaires — Every Home, Yacht, Business, And Investment —
Would Merely Fund The Federal Government For Nine Months. So Would Your 401(k), Given
That Most Of This Wealth Would Be Seized From The Stock Market. Not Even The Sanders
Fantasyland Tax Agenda Of A 77 Percent Estate Tax, 8 Percent Wealth Tax, And Huge
Corporate, Income, And Investment Taxes Could Finance Washington’s Current Spending
Promises, Much Less His Enormous New Spending Agenda. There Are Simply Not Enough
Millionaires, Billionaires, And Undertaxed Corporations To Close A Minimum $120 Trillion



Shortfall Or Finance A Generous Social Democracy For 330 Million Americans.

The Second Problem Is Economic. Only So Many Upper-Income Taxes Can Be Layered On Top
Of Each Other Before Surpassing Their Revenue-Maximizing Rates. At Most, 1 Percent To 2
Percent Of GDP In New Taxes Could Be Raised From High Earners And Corporations Before
Their Tax Rates Reach Revenue-Maximizing Levels And The Economy Begins To Capsize.

The Final Problem Is Political. Even A Unified, Unconstrained Democratic Government In
2021 And 2022 Limited Its Tax The Rich To A Modest And Exception-Stuffed Corporate
Minimum Tax And Some IRS Funding. It Turns Out That A Lot Of High Earners And
Corporations Are Located In California And New York, Where They Help Elect Democratic
Congressional Leaders, Who Are Not Eager To Bury Them In A Socialist Tax Revolution.

Progressive Lawmakers Exaggerate Tax-The-Rich Savings By Recycling The Same Few Tax
Proposals To Pay For Countless Spending Proposals. Liberals Lionize The 91 Percent Income
Tax Rates Of The 1950s, Without Doing The Basic Research To Discover That: 1) Virtually No
One In Those Days Actually Paid Marginal Tax Rates Over 50 Percent; 2) Those High Earners

Paid Lower Effective Rates Than Today; And Therefore 3) The High Tax Rates Of The 1950s To
1970s Collected A Smaller Share Of GDP In Revenues Than The Post-1980 Era Of Significantly

Lower Tax Rates. And When Tax-The-Rich Progressives Call For Matching Europe’s Higher

Tax Revenues, They Ignore The Fact That Virtually All Of Europe’s Revenue Advantage



Results From Broad-Based Value-Added And Payroll Taxes, Not Additional Upper-Income
Taxes. Taxing The Rich Should Be On The Table — As Should All Savings Policies — But
Cannot Close More Than A Modest Fraction Of The Shortfalls.

Democrats Offer Other Dubious Easy Solutions To Deficits. The Popular Target Of Pentagon
Spending Has Already Fallen From 6 Percent To 3 Percent Of GDP Since The 1980s And Is
Projected To Continue Declining To 2.5 Percent, Which Is Not Far Above NATO'’s 2 Percent
Target. Moreover, Congressional Calls To Dramatically Slash Military Spending Have Not
Been Backed Up By Specific Proposals, Because Even Progressive Lawmakers Cannot Figure
Out How To Meet Their Savings Targets.

Similarly, Medicare For All Is More Of A Talking Point Than A Serious Savings Proposal. Bills
From Sanders And Pramila Jayapal (D-Wash) Promise Nearly Impossible Efficiency Savings
Yet Fail To Specify Any New Provider Payment System To Achieve Them. Instead, The Bills

Lamely Assign Someone Else To Figure Out How To Make It All Work. Meanwhile,
Economists Estimate That Any Modest Efficiency Savings Would Be Spent On Expanded
Benefits, Leaving National Health Expenditures Largely Unchanged. Additionally, No One
Has Yet Designed A “Medicare For All” Tax Large Enough To Replace The $3 Trillion In
Annual Private Health Spending That Would Be Nationalized. Most Crucially, None Of These
Proposals Would Affect Medicare’s Projected $87 Trillion Three-Decade Shortfall, Because,
Obviously, Old-Age Medicare Already Pays Medicare For All’s Lower Provider Rates.



Some Myths Are Bipartisan, Such As Claiming That Social Security And Medicare Cannot
Legally Run Deficits, That Most Seniors Are Impoverished, And That Retirees Collect Only As
Much As They Paid Into The Systems. In Reality, Those Two Programs Will Run A Combined

Deficit Of $650 Billion This Year, Senior Incomes Have Soared Four Times As Fast As Worker
Incomes Since 1980, And Most Retirees Receive Social Security And Especially Medicare
Benefits Substantially Exceeding Their Lifetime Contributions.

Another Myth Is That The Social Security Trust Fund Contains Real Resources To Pay Benefits,
Or Would Have If Politicians Had Not “Raided It” For Other Spending. Some Claim That
Long-Term Social Security And Medicare Projections Are Just Guesses, Even Though Their
Retirees Already Exist With Benefit Formulas Set In Law; Or That We Can Shield Everyone

Over Age 50 From Reform, Even Though That Window Closed 20 Years Ago.

The Media Often Encourage Fake Solutions And Actual Deficit Denial. Bloomberg Has Hyped
The Mathematically Impossible Free-Lunch Fantasy That Billionaire Taxes Can Fix Social
Security. Not Surprisingly, It Proved Popular. Leading Media Organizations Criticize
Runaway Deficits But Then Respond To Even Modest Proposed Spending Cuts With
Apocalyptic Coverage Of Families Who Supposedly Will Be Driven Into Destitution If Their
Social Security Benefits Grow At A Slightly Reduced Rate Or Their Medicare Co-Pays Rise By
A Few Dollars.



BACK TO REALITY

OUR FISCAL LIES And Myths Reflect Motivated Reasoning Because We Refuse To Confront
The Inevitable Tradeoffs For Social Security, Medicare, And Middle-Class Taxes. I Have
Briefed Dozens Of Lawmakers And Some Top Presidential Candidates. They Are Aware That
The Untenable Fiscal Situation Is Heading Toward A Painful Reckoning. But Most Simply
Refuse To Discuss It Publicly — And Some Even Demagogue Political Opponents Who Try To
Address It — Because They Admit That The Brutal Politics Of Deficit Reduction Leave Them
No Choice.

And For That, The Voters Are To Blame. We Oppose Real Deficit Reforms In Favor Of “One
Cool Trick” Gimmicks. We Make Self-Righteous Fiscal Demands That Are Incoherent,
Contradictory, And Reckless, Such As Simultaneously Calling For A Balanced Budget, Higher
Spending, And No More Taxes. We Vote For Santa Claus Candidates Of Both Parties Who
Promise A Free Lunch And Reject Candidates Who Acknowledge Fiscal Tradeoffs. We Blame
The Other Party For Deficits And Savage Any Politician Who Dares To Propose Real Reforms.
Ultimately, We Are The Reason That Admittedly Craven Politicians Won't Risk Addressing
Our Looming Fiscal Insolvency. And We Will Eventually Pay The Price.

It's Time For Voters And Politicians To Confront Some Inconvenient Truths. Washington Has
Promised Substantially More Spending Than The Economy And Tax System Will Be Able To



Deliver. There Is No Easy Solution That Everyone Missed Or That Politicians Are Hiding From
You. Washington Cannot Continue Its Current Course Toward A Debt Of 200 Percent Or Even
300 Percent Of The Economy. The Financial Markets Will Surely Not Be Able To Lend Us
Between $120 Trillion And $150 Trillion Over Three Decades At Interest Rates Of Just 2 Percent
Or 3 Percent. We Do Not Know Precisely When The Financial Markets Will Tap Out And
Demand Unaffordable Interest Rates, Creating A Vicious Circle Of Rising Debt And Interest
Rates. But That Day Will Almost Certainly Arrive Unless Congress Acts.

Here’s The Painful Reality For : You Cannot Stabilize The Long-Term Debt With
Tax Revenues Remaining At 18 Percent Of GDP. Federal Spending Is Headed Toward 32
Percent Of GDP, Due To 74 Million Baby Boomers Retiring Into Social Security And Medicare,
Rising Health Care Costs, And Debt Interest Expenses. You Can’t Simply Cancel Those Costs.
Nor Can You More Aggressively Eviscerate Popular Programs Just To Honor A Pledge To
Spare Millionaires, Billionaires, And Corporations From One Dollar In New Taxes. Everyone
Must Contribute. The Most Ambitious-Yet-Plausible Conservative Reforms Would Limit
Long-Term Spending To 23 Percent Of GDP, Which In Turn Requires Revenues Of 20 Percent
To Stabilize The Debt. This Means Ambitious Reforms To Social Security, Medicare, And
Defense, As Well As New Taxes. Every Year Of Delay Leaves The Debt Larger, Interest Costs
Higher, And Aging Boomers Less Able To Absorb Reforms — Forcing A More Tax-Heavy
Eventual Solution. Seek A Compromise Now, Not Later.



Here’s The Painful Reality For : You Cannot Chase Spending Heading To 32 Percent
Of GDP With Taxes. Even Maximizing Every Tax-The-Rich Policy Is Not Close To Enough.
Nor Could Deep Military Cuts Or Medicare For All Make A Major Dent In Deficits Heading

Toward 14 Percent Of GDP. Furthermore, Middle-Class Families Will Not Accept Their Taxes
Doubling To Ensure That Wealthier Baby Boomer Retirees Can Continue To Collect Social
Security And Medicare Benefits Far Exceeding Their Lifetime Contributions. Nor Is It
“Progressive” To Squeeze Every Remaining Progressive Funding Priority And Soak Up All
Plausible Upper-Income Taxes Simply To Subsidize Often-Wealthy Seniors.

And The Reality For Both Parties: You Need Each Other. You Need To Put All Spending And
Taxes On The Table To Achieve The Required Savings, And You Need Each Other To Provide
The Necessary POLITICAL COVER. No Party Is Strong Enough To Muscle Through A
Partisan, One-Sided Austerity Solution And Then Survive The Brutal Partisan Onslaught That
Follows. The Political Model Is The 1983 Social Security Reforms, Where Both Parties Held
Hands, Jumped Together, And Were Overwhelmingly Reelected.

The Most Important Reform Variable Is The Voters. Lawmakers Will Not Act As Long As They
Fear That Even Discussing Deficit-Reduction Proposals Will Provoke A Furious Backlash. For
Decades, We’ve Been Warned That A Debt Crisis Is Coming After The Boomers Retire. With
Budget Deficits Exceeding $2 Trillion And Likely Surging Past $3 Trillion Within A Decade,
Does Anyone Care To Stop It?
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[Ed. Note: This Is A Spectacular Piece Of Federal Budgetary And Financial Market Wonkism. The Technical Content Is Comprehensible And
The Balanced Realpolitik Of Riedel’s Analysis Is Outstanding. Disregard Or Otherwise Blow It Off At Your Peril. The Institute’s Site (And
Staff) Is Exceptional. Should THE DONALD Lose In November, Perhaps They’ll Take Him On As A “Very Stable Senior Fellow.”]
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