
Issue Brief

With the government’s spend-
ing and debt crisis drawing 

nearer, the congressional budget for 
fiscal year (FY) 2014 marks a critical 
moment for the country. The chance 
to turn back Washington’s unyield-
ing and unsustainable growth, led 
by the Obama Administration’s 
progressive ambitions, is shrinking. 
The budget must play a key part in 
restoring the principles that made 
America an exceptional nation. To do 
so, it should:

■■ Achieve balance within 10 years 
and stay in balance;

■■ Fully fund national defense;

■■ Reform the major entitlement 
programs with real policy chang-
es that improve the programs, 
eliminate their shortcomings, and 
make them affordable;

■■ Repeal Obamacare;

■■ Reduce non-defense discretionary 
spending; and

■■ Adopt growth-oriented tax reform 
capped at the historical level of 
taxation. 

The Heritage Foundation’s budget 
plan, Saving the American Dream, 
achieves these aims and serves as a 
good benchmark for Congress’s bud-
getary efforts.1

Get to Balance and Stay in 
Balance. If left on its current 
course, total government spend-
ing—$3.6 trillion this year—will 
continue to swallow up more than 
a fifth of the nation’s economic 
output for at least the next 10 years, 
rising to ever higher levels thereaf-
ter. Even with the President’s $618 
billion tax increase, spending will 
continue to grow faster than rev-
enue, producing chronic deficits and 
keeping debt held by the public at 
around three-fourths the size of the 
entire economy or greater. 

Debt could approach 90 percent 
of gross domestic product (GDP) 
if Congress breaches the spend-
ing levels of the Budget Control Act 
and/or fails to uphold the amounts 
of sequestration reductions.2 These 

levels of debt will inevitably put a 
drag on the nation’s economy, threat-
ening to leave future generations 
worse off than their predecessors—
a morally unacceptable outcome. 
Beyond this decade the outlook 
worsens, with the potential that 
debt could near twice the size of the 
economy within a generation.3

This is more than a fiscal matter, 
however. As government expands, it 
increasingly intrudes on the primary 
institutions of civil society: families, 
communities, churches, charities, 
vocations, and so on. These are the 
real sources of Americans’ values 
and America’s prosperity. A principal 
aim of limiting government is to let 
these institutions flourish.

Balancing the budget without 
raising taxes would halt govern-
ment’s relentless growth; keeping it 
in balance would maintain an ongo-
ing check on the size and scope of 
government. Realistically and math-
ematically, staying in balance would 
require strong, substantive reform of 
entitlement programs. 

On the other hand, if heavy bor-
rowing remains a constant and 
acceptable element of government 
finance, government will always 
spend more than it would otherwise. 
That is why a balanced budget is also 
the proper condition for governing.
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Fully Fund Defense. Even with-
out the $43 billion sequestration that 
started March 1, the national defense 
budget under President Obama was 
contracting.4 The reductions are 
occurring at a time when U.S. forces 
need modernization and replenish-
ment following years of overseas 
combat operations. With or with-
out sequestration, the President’s 
defense budgets are clearly inade-
quate for current and future needs.5 

Without doubt, the Pentagon suf-
fers its share of wasteful and ineffi-
cient spending, and defense savings 
can be achieved. Nevertheless, the 
strength of U.S. forces is a critical 
element of global peace. Its budget 
should be built on sound strate-
gic principles that keep the United 
States secure and capable of deter-
ring threats from abroad—such 
as the nuclear ambitions of North 
Korea and Iran.

Reform Entitlement Programs. 
Entitlement reform—especially 
in Medicare, Medicaid, and Social 
Security—is indispensable to con-
trolling spending and balancing 
the budget. By 2025, these three 
programs, along with Obamacare 

and interest on the debt, will con-
sume the full historical average of 
annual federal revenue (18.5 per-
cent of the economy) and keep rising 
from there.6 In dollar terms, annual 
spending on Social Security and the 
health entitlements will more than 
double in the next decade—from 
$885 billion this year to $1.85 tril-
lion in 2023. The longer Washington 
waits to begin reforms, the more dif-
ficult the changes will be.

Some potential reforms—such 
as raising and matching up the 
eligibility ages for Social Security 
and Medicare and adopting a more 
realistic measure for cost-of-living 
adjustments—enjoy bipartisan sup-
port and should be adopted quickly.7 
Beyond that, the budget should call 
for transitioning Medicare into a 
patient-centered premium-support 
model in which seniors would receive 
a subsidy to help purchase insurance 
from the private market. This would 
free seniors from government-run 
Medicare and promote competition 
that would restrain insurance costs 
without price-fixing. The next five 
years is sufficient time for such a 
transition.

The Medicaid program also needs 
reform—but real policy reform, not 
merely a block grant handoff to state 
governments. As with Medicare, the 
principal aim should be to main-
stream individuals and families out 
of Medicaid and into the private 
insurance market while retaining a 
safety net for the most vulnerable. 
Both programs should also be put 
on a budget to restrain their over-
all spending and should reflect the 

“broader goals of establishing patient-
centered, market-based solutions 
that reduce dependence on govern-
ment health care.”8

Other anti-poverty entitlements 
should be reformed as well to help 
recipients toward supporting them-
selves, which will result in sav-
ings. Congress should, for example, 
restore and strengthen work require-
ments in Temporary Assistance for 
Needy Families, which the Obama 
Administration has tried to unravel, 
and then expand these requirements 
to other programs, such as food 
stamps and housing.9 Ultimately, 
total spending in the government’s 
roughly 80 antipoverty programs 
should be capped. The main point, 
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however, is to help beneficiaries of 
these programs support themselves. 
Extending dependence on govern-
ment is not compassionate; promot-
ing self-sufficiency is.

Repeal Obamacare Now. 
The coverage component of the 
President’s costly and intrusive take-
over of Americans’ health care starts 
next year with its exchange subsidies 
and Medicaid expansions—the heart 
of the program. These provisions 
will increase federal spending by $1.8 
trillion over 10 years. 

The opportunity to turn back 
from this unpopular law and estab-
lish patient-centered, market-based 
health care is closing. Obamacare 
must be repealed, and Congress 
should then start the process of truly 
reforming Americans’ health care 
and coverage.

Reduce Non-Defense 
Discretionary Spending. Although 
entitlements are where the big 
money is, Congress should continue 
reducing non-defense discretionary 
spending. This category has surged 
78 percent since 1992, after adjusting 
for inflation, reflecting how far the 
federal government has overreached 
its proper role. 

A prime example is education, 
where increased federal spending 
and regulation has burdened local 
school districts and sapped their 
creativity.10 Similarly, Washington 
has long overstayed its welcome in 
transportation, where again states 
and localities should take back their 
initiative.11 

Apart from these large opportuni-
ties for savings, Congress should free 

taxpayers from supporting the myr-
iad activities Washington never had 
any business assuming. For example, 
at a time when hundreds of television 
stations are available, it is astonish-
ing that the federal government still 
feels a need to support a Corporation 
for Public Broadcasting.

Growth-Oriented Tax Reform. 
If the FY 2014 budget really restrains 
spending and reforms entitlements, 
it should be capable of balancing 
with federal tax revenue at no more 
than the historical average of 18.5 
percent of GDP. It is noteworthy that 
the budget surpluses of 1998 through 
2001 occurred as federal spending 
plunged to 18.2 percent of GDP, com-
pared with 22.2 percent today.

An important part of what hap-
pened in those years was that the 
economy, expanding at a rate of 4 
percent per year or greater, effective-
ly outgrew government. Balancing 
future budgets will also require 
strong economic growth—which 
calls for growth-oriented tax reform. 

Tax reform does not mean clos-
ing tax preferences (“loopholes”) to 
raise revenue. True tax reform is rev-
enue neutral. Any revenue raised by 
eliminating tax preferences should 
be offset by lowering tax rates. The 
code should encourage saving and 
investment, the essential elements of 
sustainable, long-term growth.12

Budget Benchmarks. There are 
many budgets designed to address 
the unsustainable spending and debt 
challenges that face the nation. The 
Heritage plan, Saving the American 
Dream, will serve as a useful bench-
mark for evaluating and comparing 

these budgets and those that will be 
developed in the coming weeks and 
months. Highlights of Saving the 
American Dream include:

■■ Swiftly overhauls entitlement pro-
grams, including Social Security, 
to guarantee economic security 
to seniors while making the pro-
grams affordable;

■■ Repeals Obamacare;

■■ Fully funds defense;

■■ Rolls back discretionary spending;

■■ Rolls back recent tax increases 
with a sweeping, growth-oriented 
tax reform plan and caps taxes 
at the historical average of 18.5 
percent;

■■ Balances the budget in less than 
10 years, without raising taxes, 
and keeps the budget in balance 
thereafter; and

■■ Stabilizes and reduces the debt 
burden to 30 percent of GDP 
within a generation. 

Congress Must Act Now. As 
Congress has mismanaged budgeting 
for the past several years, the oppor-
tunity to alter government’s disas-
trous fiscal course has narrowed. It 
still remains, however, an opportu-
nity. The imperative to rein in spend-
ing, eliminate deficits, and reduce 
debt to manageable levels should 
focus the federal government on 
the limited responsibilities it must 
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meet and can do well. They should 
drive Congress to adopt substantive 
policy reforms, return activities to 
state and local governments and the 
private sector, and limit government 
so the institutions of civil society can 
prosper. All these will help support 
America’s exceptional character. The 
process should start with the budget 
resolution for FY 2014.
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