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Abstract

The national debt is more than $18 trillion, and unless corrective ac-
tion is taken, the Congressional Budget Office estimates that the fed-
eral government will spend $7 trillion more in the next 10 years than it
will receive in taxes. Debt levels this high will further weaken econom-
ic growth, and federal interest payments will crowd out other spending
on the necessary functions of government. In the long term, Congress
needs to drive down federal spending to a balanced budget while main-
taining a strong national defense and without raising taxes. While
Congress cannot solve everything at once, it should seize the opportu-
nities it will have during the remainder of 2015 to cap and cut spend-
ing, move to budget balance, and take steps toward tax reform that will
allow free markets to grow the economy. These actions by Congress
would strengthen America’s ability to provide opportunity for all.

Congress has set the federal government budget on a dangerous
trajectory and must take corrective action now. Taxpayers pay
enormous amounts of money to the government, and the govern-
ment borrows additional huge amounts of money. The government
uses the taxes that it collects and the money that it borrows to pay
for excessive spending, including spending for ever-expanding enti-
tlement programs. As America’s national debt skyrockets, so does
the interest the government must pay on that borrowed amount.
Americans can no longer afford and should no longer tolerate the
government’s excessive spending and astronomical debt.

As of August 20, 2015, the U.S. national debt hovered at $18.1 tril-
lion.! According to the Congressional Budget Office (CBO), if the gov-
ernment remains on its currently planned trajectory, it will spend
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KEY POINTS

m The government projects that in
2025, it will spend more to make
interest payments on its debt
than it will on defense.

m The debt limit should be used to
motivate lawmakers to check and
correct the nation’s fiscal path.

m Congress should adopt a statu-
tory spending cap that encom-
passes all non-interest outlays
and achieves budget balance by
the end of the decade.

m As Congress devises legislation
to address highway funding fol-
lowing the expiration of author-
ity in October, Members should
start fresh to develop a truly
viable, long-term solution.

m Congress needs to reform the tax
code to restore economic growth
and opportunity for American
families and businesses.
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another $7 trillion more over the next 10 years than
it will receive in taxes, piling on even more debt.?

The CBO says that “net interest costs are pro-
jected to nearly quadruple from $227 billion in
2015 to $827 billion in 2025.”® That $827 billion
in interest that the government must pay in 2025
represents 59 percent of the entire amount of dis-
cretionary spending projected for the government
in 2025.* In fact, the government projects that it
will spend more to make its interest payments on
its debt in 2025 than it will lay out for the nation’s
defense in that year.® The country cannot and
should not sustain the current course of excessive
spending and borrowing.

In the long run, Congress needs to drive down
federal spending, including through reform of enti-
tlement programs, to a balanced budget while main-
taining a strong national defense and without rais-
ing taxes. While Congress cannot solve everything
at once, it can and must take the opportunities it
faces in September through December of 2015 to cap
and cut spending, move to budget balance, and take
steps toward tax reform that will allow the free mar-
ket to grow the economy.

Congress faces the duty to appropriate funds for
government operations, address the statutory debt
limit, reform and fund transportation programs,
and extend or end various expiring provisions of
tax law. In performing those duties in the coming
months, Congress should:

= Put the budget on a path to balance. Cut
spending and get on a path to balance the budget
before considering any increase in the debt limit.

m Establish spending caps that include man-
datory spending. Put mandatory spending pro-
grams on abudget and adopt an expenditure limit
on all non-interest spending.

= Move toward a balanced budget amendment.
The nation needs a balanced budget requirement
inthe Constitution to enforce fiscal sustainability.

= Adoptafull-year continuing resolution (CR) for
non-defense programs before the end of this
year. The CR should be set at the levels established
in the Budget Control Act (BCA), with the neces-
sary policy changes, and should fully fund defense
through the normal appropriations process.

= Enact highway funding reform focused on
the states and private sector. Devolve surface
transportation funding to the private sector and
local governments.

= Do not reauthorize bad tax extenders. Move
the tax code closer to an ideal system while mak-
ing fundamental reform easier to achieve.

Congress should approach each of these matters
based on five overarching principles.

1. Congress should build on the fiscal achievements
thathavebeen made withrespecttodiscretionary
spending by expanding the spending cap to cover
mandatory spending and entitlement programs.

2. Congress should live by its own budget plan and
adopt reforms that put it on a path to balance
within 10 years.

3. Congress should not increase taxes and should
fully fund defense.

4. Congress should use the appropriations process
for funding government operations to address
specific policy concerns.

1. U.S. Department of the Treasury, Daily Treasury Statement, August 20, 2015,
https://www.fms.treas.gov/fmsweb/viewDTSFiles?dir=w&fname=15082000.pdf. Of the $18.1 trillion, the government has borrowed $13.1
trillion from the public. The remaining $5 trillion reflects borrowing by one part of the government from another part of the government.

2. Congressional Budget Office, The Budget and Economic Outlook: 2015 to 2025, January 2015, Table 1-4, p. 22,
https://www.cbo.gov/sites/default/files/cbofiles/attachments/49892-Outlook2015.pdf (accessed August 24, 2015).

Ibid., p. 85.

4. Ibid., Table 3-1, p. 60. CBO projects outlays of $1.4 trillion in 2025 for discretionary government spending.

Office of Management and Budget, Budget of the U.S. Government: Fiscal Year 2016 Mid-Session Review, Table S-4, p. 28,
https://www.whitehouse.gov/sites/default/files/omb/budget/fy2016/assets/16msr.pdf (accessed August 24, 2015). The OMB estimated

that government outlays for defense in 2025 will be $771 billion.
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5. Congress should address each of the issues sepa-
rately. Both the debt limit and the annual funding
of government operations are critically important
issues that require much debate and scrutiny to
ensure that resources are allocated appropriately
and that the nation’s priorities are reflected cor-
rectly. Furthermore, the federal surface transpor-
tation program is in desperate need of reform, a
need that is reflected in the impending exhaustion
of the trust fund used in its financing.

In implementing these principles through the
actions discussed below, Congress should cut and
cap spending, move to a budget balance, and take
steps toward taxreform that helps to bring economic
growth. These actions by Congress would strength-
en America’s economy, society, and defense.®

Cut and Cap Spending:
Adopt a Path to Balance Before
Considering the Debt Limit

Congress should adopt a two-pronged strategy
now to put the U.S.budget on a path tobalance before
the end of the decade, and it should do so before con-
sidering whether to raise the debt limit.

First, Congress should enact the spending
reforms included in its fiscal year (FY) 2016 con-
gressional budget resolution (S. Con. Res. 11, 114th
Congress).”

Second, Congress should adopt a spending cap,
enforced through sequestration, to control all non-
interest mandatory spending as an important part of
putting federal spending on a path to balance. Such a
spending cap would strengthen the debt limit by limit-
ing non-interest spending—the driver of growing defi-
cits and debt and something that Congress can directly
control. It would also build on the success of the Budget

Control Act by expanding its spending cap, enforced by
sequestration, to include those parts of the budget that
present the greatest threat to the nation’s fiscal health.

The Debt Limit: An Important Fiscal Policy
Tool. The debt limit is the legislative limit on the
amount of national debt the U.S. Treasury may issue
to meet federal payment obligations.® The limit was
reinstated on March 16, 2015, after Congress had
temporarily suspended it in 2014. Now at $18.1 tril-
lion, debt subject to the limit exceeds what the U.S.
economy produces in goods and services as mea-
sured by gross domestic product (GDP).?

The Constitution grants the power to borrow to
Congress, thereby denying it to the President as an
additional check on public debt. The statute setting
the debt limit is part of how Congress retains some
of its authority to borrow money on the credit of the
United States. As Michael W. McConnell of Stanford
Law School explains:

Article One, Section Eight, Clause Two allows
Congress to borrow money on the credit of the
United States. It imposes no limit, but note that
granting this power to the legislative branch
denies it to the executive. Under the unwritten
British Constitution prior to the Glorious Revo-
lution, the king could borrow money as a matter
of his own prerogative authority, which kings fre-
quently did, with disastrous results.

The British experience in the century prior to the
Constitution suggested that parliamentary con-
trol over borrowing was a real, substantial, and
effective check on excessive public debt. And so
the framers imitated that. Some people thought,
last summer, that President Obama should raise

For current assessments of the strength of America’s economy, society, and defense, respectively, see 2075 Index of Economic Freedom, ed. Terry
Miller and Anthony B. Kim (Washington: The Heritage Foundation and Dow Jones & Company, Inc., 2015), http://www.heritage.org/index/
pdf/2015/book/index_2015.pdf; 2015 Index of Culture and Opportunity, ed. Jennifer A. Marshall and Christine Kim (Washington: The Heritage
Foundation, 2015), http://thf_media.s3.amazonaws.com/2015/pdf/2015_Index_of_Culture_and_Opportunity.pdf; and 2075 Index of U.S. Military
Strength, ed. Dakota L. Wood (Washington: The Heritage Foundation, 2015), http://ims-2015.s3.amazonaws.com/2015_Index_of_US_Military_
Strength_FINAL.pdf.

Congress should be careful not to include lost revenues from the repeal of the Affordable Care Act (ACA) in their baseline if this policy is adopted
in balancing the budget.

31U.S. Code § 3101.
The Bureau of Economic Analysis reported a GDP of $17.84 trillion during the second quarter in 2015. See news release, “National Income
and Product Accounts: Gross Domestic Product: Second Quarter 2015 (Advance Estimate); Includes Historical Revisions,” U.S. Department

of Commerce, Bureau of Economic Analysis, July 30, 2015, http://www.bea.gov/newsreleases/national/gdp/gdpnewsrelease.htm (accessed
August 7, 2015).
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the debt ceiling on his own authority, which
would have violated this fundamental constitu-
tional principle. But Obama is only president of
the United States. He is not King Charles I1.°

Avote to increase the debt limit is a highly public
affair and an opportunity to revisit how the actions
of government affect spending and deficits. With-
out a rule imposing a periodic routine examination
of finances, Congress is more likely to disregard its
actions until some future fiscal crisis forces drastic
and especially painful action. Just as an occasional
check on blood pressure can lead to a course correc-
tion and avoid a massive heart attack, the debt limit
should be used to motivate lawmakers to check and
correct the nation’s fiscal path.

Politically Motivated Debt Limit Strategies.
Politicians have figured out ways to manipulate
situations or have found loopholes that allow them
to give the impression of doing something while
in reality maintaining the status quo. To avoid the
political pain of allowing for increases in the debt
limit without doing the hard work of cutting federal
spending, Congress has employed various strategies
to establish political cover to increase the debt limit.
What all of these strategies have in common is that
they allow lawmakers to neglect dealing with the
issue at hand: overspending. Two recent examples
are suspension and the resolution of disapproval.

Suspension. Since passage of the Budget Con-
trol Act of 2011, Congress has failed to put a current-
dollar limit on the debt, opting instead to suspend
the debt limit until a certain future date. A debt
limit suspension technically renders the debt limit
statute inoperative.

A suspension lifts the debt limit and allows for
unlimited borrowing by the Treasury through a cer-
tain date. In many ways, it is like giving the Trea-
sury a credit card with no limit or a blank check to
be cashed against younger and future generations."
When the debt limit suspension ends, the debt limit

is automatically increased to reflect the amount of
borrowing that occurred since the last debt limit
bound the Treasury. However, because there is no
actual dollar-denominated limit on the national
debt during the suspension period, taxpayers will
not know for certain just how much more borrowing
Congress authorized until after the fact.

This is the idea behind the suspension. Lawmak-
ers do not have to confront their constituents’ wrath
for increasing the debt limit by a specific dollar
amount—#$1 trillion, for example—without making
spending cuts of at least the same size or greater.

The argument that suspension gives lawmakers
more control as to when to schedule a more oppor-
tune legislative moment to enact spending control is
not valid. Given unpredictable cash-flow operations
and the Treasury’s authority to resort to so-called
extraordinary measures, or authorized debt limit
loopholes, Congress has very little control over when
Treasury’s borrowing authority is fully exhausted
and the debt limit is to bind.!? Moreover, recent histo-
ry shows that Congress does not in fact enact spend-
ing control following suspensions of the debt limit.

The Resolution of Disapproval. This proposal
would allow the President to raise the debtlimit unilat-
erally while allowing for a congressional resolution of
disapproval. The ideabehind this ruleis that Congress
could shift the blame for raising the debt limit to the
President while at the same time going on the record
forvoting against adebtlimitincrease. The resolution
of disapproval is designed to provide political cover for
lawmakers to do the wrong thing: increasing the debt
limit without first getting spending under control.

The Budget Control Act included something simi-
lar to this proposal. It scheduled automatic debt limit
increases into law unless Congress passed a resolu-
tion of disapproval that the President signed. Howev-
er, the Budget Control Act also included a mechanism
to cut spending by the amount by which the debt limit
was scheduled toincrease—the so called Boehnerrule.
The original proposal contained no such stipulation.

10. Michael McConnell, “Transcript of the 2012 Walter Berns Constitution Day Lecture: Spending, Public Debt, and Constitutional Design,”

American Enterprise Institute, October 25, 2012,

http://www.aei.org/papers/society-and-culture/citizenship/spending-public-debt-and-constitutional-design-paper (accessed February 13,

2014).

1. Romina Boccia, “Blank Check: What It Means to Suspend the Debt Limit,” Heritage Foundation Issue Brief No. 4149, February 14, 2014,
http://www.heritage.org/research/reports/2014,/02/blank-check-what-it-means-to-suspend-the-debt-limit.

12. Romina Boccia and Michael Sargent, “The Debt Limit is Back—What Now?" The Hill, March 17, 2015,
http://thehill.com/blogs/pundits-blog/economy-budget/235875-the-debt-limit-is-back-what-now (accessed August 7, 2015).
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Adoption of the proposal would effectively surrender
Congress’s authority over the debt limit to the executive.
It also would eliminate Congress’s ability to leverage
debt limit votes to exercise the power of the purse in
makingvital course corrections when confronted with
the results of unsustainable spending decisions made
by past Congresses or by executive orders.

A Wakeup Call to Control Spending. The debt
limitis mostuseful if it encourages lawmakers to take
action on implementing fiscal reforms. Hitting the debt
limit confronts Congress and the Administration with
the results of unsustainable budget decisions: massive
and growing amounts of debt. This should motivate
lawmakers to adopt spending cuts and other budget
reforms to address out-of-control spending and debt.

It is not uncommon for lawmakers to use the
statutory debt limit as leverage to enact deficit-
reduction legislation. Examples include the Bud-
get Control Act of 2011, which raised the debt limit
in exchange for dollar-for-dollar cuts in spending,
and the Balanced Budget and Emergency Deficit
Control Act of 1985 (Gramm-Rudman-Hollings),
which raised the debt limit in exchange for a five-
year plan to balance the budget.'

Congress should control spending before agreeing to
consider any increase in the debt limit. The debt limit
allows Congress to exercise its power of the purse in
makingvital course corrections when confronted with
theresults of unsustainable spending decisions. As such,
it presents a decisive, action-forcing moment for Con-
gress to take charge of the automatic spending increases
that are driving the U.S. spending and debt crisis.

Every few months, the Congressional Budget Office
releases a new report projecting deficits and debt over
the next decade. Despite a short-term improvement in
the 2015 budget year over the previous year, the CBO
projects that deficits and debt will grow to alarming
levels over the next decade and beyond. The CBO proj-

ectsthe 2015 deficit at $425 billion, down slightly from

the $485 billion level recorded in 2014. This marks the

end of a three-year period—following the great reces-
sion and its stimulus excesses—of declining deficits.™*

The deficit for 2016 is expected to come in at $414 bil-
lion, lower than the previous year’s level, and thenrise

steeply from there. According to the CBO’s more real-
istic alternative fiscal scenario, the deficit will exceed

$1 trillion before the end of the decade.

Growing spending, especially on entitlement pro-
grams and interest on the debt, is driving increases in
the deficit and the debt. The CBO projects that spend-
ingin 2025 will be $2.3 trillion compared to this year—
rising from a projected $3.7 trillion in 2015 to $6.0
trillion in 2025."° The CBO attributes this increase in
spending to the aging of the population, rising health
care costs, and a significant expansion in eligibility for
federal subsidies for health insurance (Obamacare).

The major health care programs (Medicare, Med-
icaid, Children’s Health Insurance Program, and
Obamacare) are driving 32 percent of the increase
in spending over the next decade, followed closely by
the Social Security program at 28 percent and inter-
est on the debt at 24 percent. All other spending pro-
grams will be responsible for the remaining 16 per-
cent of the projected increase in spending.'®

When past Congresses authorized Social Secu-
rity, Medicare, and Medicaid, they did not project
what the programs would cost several decades later.
Entitlement programs are prone to balloon after the
first decade, which is the period for which congres-
sional scorekeepers generally establish cost projec-
tions. Obamacare is a recent example: The Congres-
sional Budget Office predicted that the Obamacare
statute would reduce the deficit within one decade of
its enactment, while the Government Accountability
Office (GAO) predicted that the law would add several
trillions to the deficit over a 75-year period."”

13.  See "1985 Balanced Budget and Emergency Deficit Control Act,” University of California, Berkeley, Bancroft Library, Regional Oral History
Office, http://bancroft.berkeley.edu/ROHO/projects/debt/1985grammrudmanhollings.html (accessed August 26, 2015).

14. Congressional Budget Office, An Update to The Budget and Economic Outlook: 2015 to 2025, August 2015,
https://www.cbo.gov/sites/default/files/114th-congress-2015-2016/reports/50724-BudEconOutlook-2.pdf (accessed August 27, 2015).

15, Ibid., p. 20.

16. Romina Boccia, “New Report: Deficit Will Exceed $1 Trillion Before Decade's End,” The Daily Signal, January 26, 2015,
http://dailysignal.com/2015/01/26/new-report-deficit-will-exceed-1-trillion-decades-end/.

17.  James C. Capretta, “Obamacare Remains a Budgetary and Policy Disaster,” Heritage Foundation Issue Brief No. 3689, August 2, 2012,
http://www.heritage.org/research/reports/2012/08/obamacare-remains-a-budgetary-and-policy-disaster; Patrick Louis Knudsen and Robert
E. Moffit, “The Affordable Care Act's Mounting Budgetary Pressures,” Heritage Foundation Backgrounder No. 2980, December 8, 2014,
http://www.heritage.org/research/reports/2014/12/the-affordable-care-acts-mounting-budgetary-pressures.
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Even if Congress tried to account for the cost of
program spending for several generations, forecast-
ers are often unable to predict expenditures very
far into the future with any real accuracy. The debt
limit presents Congress with a focused opportuni-
ty to implement reforms that control the growth in
spending programs enacted in the past.

Enact Congressional Spending Reforms. In May
2015, for the first time in more than five years, Con-
gress passed a congressional concurrent budget resolu-
tion. The plan would balance the budget by 2024 —but
onlyif Congress enacts additional enabling legislation
to carry out the plan set forth in the budget resolution.

Congress’s budget plan merely establishes a blue-
print for balancing the budget. Without separate
legislation to implement the called-for reforms and
spending cuts, the plan is simply a collection of non-
binding messages about policy priorities. The debt
limit presents Congress with a legislative opportu-
nity to put its budget into force.

Despite the shortcomings of this year’s bud-
get plan, enacting several of its reforms would be
an important step on the path to a balanced bud-
get. Along with the enactment of these reforms,
Congress should also adopt an aggregate spending
cap and a balanced budget requirement (both dis-
cussed below). Congress should pursue the following
reforms based on its budget resolution:

= Repeal Obamacare. The budget agreement pro-
posed to use the reconciliation process to repeal
Obamacare. As spending on health care entitle-
ments, including Obamacare, Medicaid, Medicare,
and others, drives about one-third of the projected
spending increase over the next decade, address-
ing the growth in health care spending, starting
with Obamacare, is critical to controlling the debt.

Full Obamacare repeal is an essential first step
toward controlling growing health care enti-
tlement spending and would pave the way for
market-based and patient-centered health care
reform that empowers individuals. On the way to
accomplishing full Obamacare repeal, Congress

CHART1
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the 2016 Budget Resolution
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Source: Concurrent Resolution on the Budget for Fiscal Year 2016,
H. Rep. 114-96, 114th Cong. Ist Sess., April 29, 2015, p. 109.
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should embark on a reform agenda that moves the

nation’s health care systems toward patient-cen-
tered, market-based approaches in which indi-
viduals, not the government, are the key decision

makers in the financing of health care.'®

Reform Medicare. The concurrent budget reso-
lution proposed significant savings from Medicare
reform. Although the House resolution included
the important transition to a Medicare premi-
um-support model, the Senate did not endorse
this specific reform. The Senate and the final con-
current congressional budget resolution instead
asked the appropriate committees to develop the
reforms needed to meet the savings target.

18. Center for Health Policy Studies, “After Repeal of Obamacare: Moving to Patient-Centered, Market-Based Health Care,” Heritage Foundation
Backgrounder No. 2847, October 31, 2013, http://thf_media.s3.amazonaws.com/2013/pdf/BG2847.pdf; Edmund F. HaisImaier, Robert E.
Moffit, Nina Owcharenko, and Alyene Senger, “A Fresh Start for Health Care Reform,” Heritage Foundation Backgrounder No. 2970, October
30, 2014, http://thf_media.s3.amazonaws.com/2014/pdf/BG2970.pdf.
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To achieve the savings in the budget resolution
and help put the budget on a path to balance, Con-
gress should:

1. Gradually and predictably increase the age of
Medicare eligibility to conform to Social Secu-
rity’sretirement age, beginning after five years.

2. Increase Part B and Part D premiums for
seniors from 25 percent to 35 percent over
five years.

3. Income-adjust Parts B and D premiums for
higher-income enrollees, asking individu-
als with $55,000 in income and families with
$110,000 in income to pay a larger share of
their Medicare premiums, and phase out pre-
mium subsidies for individuals with $110,000
in income, or for families with $165,000 in
income, immediately.

4. Immediately replace the Medicare Advantage
payment formula with pure market-based bid-
ding for the government contribution.

5. Phase in Medicare premium support in three
years, five years sooner than proposed in the
House budget resolution.

Reform Medicaid. The congressional budget
resolution would provide a capped allotment for
Medicaid and give states greater flexibility in
designing benefits and administering the pro-
gram for beneficiaries. These changes would
affect only able-bodied beneficiaries, leaving the
funding of services for the low-income elderly
and disabled unchanged. Congress should begin
to make these changes now.

Ultimately, however, Medicaid needs structural
reform that entirely reverses the perverse incentives
created by the program’s open-ended funding and
allows states to tailor their Medicaid programs to fit
the needs of their specific populations. In particular,

Congress should enable Medicaid enrollees to use
their Medicaid dollars to purchase private coverage of
their choice and control decisions about their care.”

= Reform welfare. While the congressional bud-
get resolution provides few details regarding its
strategy to control welfare spending in the U.S., it
does propose to reduce the rate of growth in wel-
fare spending significantly compared to current
law. Welfare spending has been rising rapidly for
decades.InFY 2013, government (federal, state,and
local) spent a total of $950 billion on means-tested
welfare. Thisis roughly a sixteenfold increase since
the government’s War on Poverty began back in the
1960s. Overall, government has spent $22 trillion
on welfare over the past five decades.

To get the U.S. welfare system back on track, proper

policy mustbe putinto place. Welfare reform should

focus on promoting self-sufficiency through work

as well as on curbing out-of-control spending. The

vast majority of the government’s 80 means-test-
ed welfare programs fail to include a work require-
ment for able-bodied adults. Programs such as food

stamps should require that able-bodied adults work,
prepare for work, or look for work in exchange for

receiving assistance. Also, total means-tested wel-
fare spending on the government’s 80 programs

should be scaled back and capped. This would

require policymakers to prioritize spending among

the vast array of welfare programs and put welfare

spending on a more prudent course.?°

Enact a Statutory Spending Cap Enforced by
Sequestration. The debt limit debate of 2011 was
resolved when Congress and the President agreed
to enact the Budget Control Act, which put a cap on
discretionary spending, including both defense and
non-defense spending. Spending caps can motivate
Congress to prioritize among competing demands for
taxpayer money and, if designed properly, can help
to curb excessive spending growth over the long run.
Representative Kevin Brady (R-TX) recently rein-
troduced the Maximizing America’s Prosperity Act

19. Nina Owcharenko, “Medicaid at 50: Reform Is Needed to Better Serve Low-Income Health Care Needs,” Heritage Foundation Issue Brief No.

4447, July 30, 2015, http://www.heritage.org/research/reports/2015/07/medicaid-at-50-reform-is-needed-to-better-serve-low-income-

health-care-needs.

20. Robert Rector, “Cap Total Means-Tested Welfare Spending,” Recommendation No. 90 in The Heritage Foundation, The Budget Book: 106 Ways

to Reduce the Size & Scope of Government, 2015, http://budgetbook.heritage.org/income-security/cap-total-means-tested-welfare-spending/.
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(H.R.2471), which would impose a statutory spending
cap in line with the spending targets established in
Congress’s budget resolution, enforced by discretion-
ary sequestration.

Sequestration has been effective in getting Con-
gress to do what it for too long failed to do: cut spend-
ing. By the end of 2013, federal spending had fallen
for two straight years for the first time since the
end of the Korean War. While some of those reduc-
tions were the result of an improving economy and
the winding down of temporary, excessive stimulus
spending, the Budget Control Act and sequestra-
tion did succeed in limiting discretionary spend-
ing. Federal agencies (with the help of Congress)
for the most part were able to cope with the $85 bil-
lion in automatic cuts by prioritizing their budgets.
As The Wall Street Journal put it, “A testament to
the success of the [sequestration]| caps is that nearly
every Democrat and spending lobby in Washington
is desperate to get rid of them.”*

Although its across-the-board nature has its flaws,
sequestration is an important process mechanism that
often succeeds in bringing lawmakers to the table to
find common solutions. It is no accident that lawmak-
ers do not tackle most government programs that grow
on autopilot, except those with so-called fiscal cliffs.
Examples abound, including Medicare “doc fix” legisla-
tion,??the Highway Trust Fund (HTF) shortfall patch,?
and the imminent exhaustion of the Social Security
Disability Insurance trust fund,?* among others.

Budget experts across the ideological spectrum
recognize that Congress veryrarely acts unless forced
to act by a legislative action deadline with a painful
enforcement mechanism. This is why a bipartisan
group of experts who participated in the Brookings—

Heritage Fiscal Seminar agreed on three key budget
process steps to motivate lawmakers to make entitle-
ment spending reforms:*

m Enact a real long-term budget for entitlements
like Medicare, Medicaid, and Social Security that
limits their growth and their current ability to
preempt all other spending;

m  Requirereviewand action on the entitlement budget
atleast every five years to keep spending within bud-
geted amounts, enforced by automatic triggers; and

m  Reveal the programs’ long-term costs and consid-
er them when budget decisions are made.

Such process changes are key to paving the way
for much-needed debate and deliberation on the
structure and financing of entitlement programes.

One Cap for All Non-Interest Budget Authority.
One key failure of reinstituting the discretionary spend-
ing caps enforced through sequestration under the BCA
is that the caps excluded a large portion of mandatory
spending, the largest and fastest growing portion of
federal spending. Moreover, the BCA provides a num-
ber ofloopholes that are used to circumvent the caps.?®

In order to motivate lawmakers to tackle enti-
tlement reform, one promising approach would
include all non-interest budget authority under
one spending cap. Such a cap would include all
discretionary and mandatory spending, except
interest on the debt. Interest on the debt would
be excluded because it depends in part on interest
rates, inflation, and the maturity and structure of
outstanding securities—factors largely outside of

21, "The Next GOP Crackup?” The Wall Street Journal, December 3, 2013,

http://www.wsj.com/news/articles/SB10001424052702304017204579223971449861590 (accessed August 12, 2015) (subscription
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22. Robert E. Moffit, “The Best Sustainable Growth Rate Fix Is a Medicare Fix,” The Hill, March 13, 2015,
http://thehill.com/blogs/pundits-blog/healthcare/235594-the-best-sustainable-growth-rate-fix-is-a-medicare-fix (accessed August 12, 2015).

23. Michael Sargent, “Highway Trust Fund ‘Patch’ Uses TSA Fees to Fund Roads (Yes, Seriously),” The Daily Signal, July 15, 2015,
http://dailysignal.com/2015/07/15/highway-trust-fund-patch-uses-tsa-fees-to-fund-roads-yes-seriously/.

24. Rachel Greszler, “Social Security Trustees: Disability Insurance Program Will Be Insolvent in 2016,” Heritage Foundation Backgrounder No.

3033, July 24, 2015,

http://www.heritage.org/research/reports/2015/07/social-security-trustees-disability-insurance-program-will-be-insolvent-in-2016.

25. Stuart M. Butler, Alison Acosta Fraser, et al., “Taking Back Our Fiscal Future,” The Brookings Institution and The Heritage Foundation, April
2008, http://www.heritage.org/research/reports/2008/03/taking-back-our-fiscal-future.

26. Given Congress's failure to enact $1.2 trillion in deficit reduction in addition to the discretionary spending caps, the Budget Control Act
stipulates that mandatory spending is subject to a sequester. However, many mandatory programs (including most welfare programs,
Medicaid, and the Obamacare premium subsidies) are exempt from sequestration.
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Congress’s control. A statutory spending cap would
encourage lawmakers to prioritize federal spend-
ing, enable them to say “no” to special interests, and
help to protect American taxpayers from wasteful
spending burdens.

Spending caps could be implemented in a number
of different ways.?” It is important that any limit on
spending be simple to understand so that compli-
ance with it can be monitored easily by the public. It
is equally important that simplicity not come at the
price of political stability over time. As Alexander
Hamilton wrote in his First Report on Public Credit,

“exigencies are to be expected to occur, in the affairs
of nations, in which there will be a necessity for bor-
rowing.... [LJoans in time of public danger, espe-
cially from foreign war, are found an indispensable
resource, even to the wealthiest of them.”?®

The federal budget contains many automatic sta-
bilizers thatincrease spending and deficit pressures
during economic downturns, making a simple spend-
ing cap that provides little flexibility in times of eco-
nomic distress or as a matter of national security a
political challenge. More sophisticated statutory or
constitutional spending limits seek to balance the
budget or maintain a steady, sustainable fiscal course
across a business cycle.*

Lawmakers should adopt a statutory spending
cap that encompasses all non-interest outlays and
achieves budget balance, given current projections

about the economy, revenues, and interest costs,
by the end of the decade.?® Spending would then be
capped at a level that maintains balance, allowing
for certain annual adjustments. In the long run, dur-
ing periods of normal economic activity and absent
exigent national security demands, the spending
cap should grow no faster than the U.S. popula-
tion and inflation, similar to fiscal rules currently
in place in many U.S. states. The cap should bind
more stringently when debt or deficits exceed spe-
cific targets. Debt below 60 percent of GDP and defi-
cits below 2 percent of GDP are commonly accepted
as fiscally stable by a wide range of economists. For
such a spending cap to be effective at motivating
lawmakers to adopt spending reforms that elimi-
nate structural deficits in the U.S. budget, enforce-
ment by sequestration would be necessary.

Sequestration was first authorized by the Bal-
anced Budget and Emergency Deficit Control Act of
1985 (BBEDCA, or Gramm-Rudman-Hollings Act).
The 2011 Budget Control Act included a sequestra-
tion based on the rules established in the BBEDCA,
including its exemptions. Congress should review
the BBEDCA and its exemptions in light of current
budgetary pressures.® In particular, Congress should
not exempt most mandatory programs from seques-
tration. Mandatory spending is the fastest-growing
type of spending and for the most part lacks any
budgetary control.

27. Varieties of spending caps have been introduced in both Houses of Congress.

28. Alexander Hamilton, Secretary of the Treasury, First Report on Public Credit, January 9, 1790,
http://wwnorton.com/college/history/archive/resources/documents/ch08_02.htm (accessed August 25, 2015).

29. Arecent survey of fiscal rules by John Merrifield and Barry Poulson suggests that the Swiss debt brake represents one of the most successful
fiscal rules. While rather complex in design, the Swiss rule shows a tendency toward robustness, unlike many other countries’ attempts at
fiscal consolidation and stability. A key characteristic of the Swiss rule is that it seeks to maintain a steady, sustainable fiscal course across
a business cycle, allowing for deficit and surplus fluctuations from year to year. The Swiss debt brake imposes a cyclically adjusted spending
limit based on the difference between trend output and actual output. The spending limit loosens when actual output exceeds trend output
and tightens in the opposite direction. The spending limit seeks to track national income growth over the long run. In other words, the
mechanism allows budgeteers to target deficits better over time while maintaining flexibility. According to Merrifield and Poulson: “Deviations
from the spending limit result in a credit or debit to an account that provides a measure of the extent to which a cyclically balanced budget
requirement is met. Deficits accrued when real output is less than trend real output must be offset by surpluses when real output exceeds
trend real output. Deficits must be taken into account when setting the expenditures limit in following years. If the deficit exceeds 6% of
expenditures, the excess must be eliminated over the next three budget cycles by lowering the spending limit.” In addition to a deficit target,
a debt target could be implemented as a second layer that would trigger spending reductions in excess of the spending cap adjustment. One
debt target would be to tighten spending constraints at or above 60 percent of GDP (current public debt levels are at 74 percent of GDP). See
John Merrifield and Barry Poulson, “The Swedish and Swiss Fiscal Rule Outcomes Contain Key Lessons for the U.S.," paper presented at the
Southern Economic Association meeting in Atlanta, Georgia, November 2014.

30. Spending caps can be manipulated and misused by Congress. To provide a safeguard against misuse, see Appendix discussing a balanced

budget amendment.

31.  Sections 255 and 256 of the Balanced Budget and Emergency Deficit Control Act (BBEDCA), as amended, list most sequestration exemptions

and special rules.
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Among the programs currently exempt from
sequestration, Congress should consider including
under sequestration the following:

m  Social Security cost-of-living adjustments;

m The premium assistance tax credits and cost-
sharing subsidies;*?

m Federal aid to highway programs;
m Certain programs administered by the Veterans

Administration (VA), including VA administra-
tive costs;

m Refundable tax credits, including the Earned
Income Tax Credit and the refundable portion of
the Child Tax Credit;

m  Child Nutrition Programs;

m The Children’s Health Insurance Program;

m Temporary Assistance for Needy Families;

m Federal Pell Grants;

m Medicaid, except for elderly and disabled care;

m  The Supplemental Nutrition Assistance Program; and

m Grantsin Aid to Airports.

The Continuing Resolution:

Adopt a One-Year Continuing

Resolution to Fund FY 2016 Operations
Federal funding for most government agencies and

departments expires on September 30, 2015. The con-

gressional budget process calls on Congress to pass 12

individual spending bills before that date to fund the
federal government’s operations. However, this year,

presidential threats to veto spending bills containing

policy riders and spending of which the President dis-
approved have ground the appropriations process to a

halt.**Some in Congress seek to pressure conservatives

and others who seek to protect taxpayers and cap and

cut federal spending to break the bipartisan spending

caps that limit the discretionary budget to $1.016 tril-
lion in FY 2016 (not including war or emergency fund-
ing).** Thatlimit has already been changed twice: by the

American Taxpayer Relief Act of 2012 (which reduced

the caps by $6 billion over FY 2013 and FY 2014) and

the Bipartisan Budget Act of 2013 (which increased the

caps by $64 billion over FY 2014 and FY 2015). Congress

must stand firm. The spending caps adopted in the Bud-
get Control Act represent a victory for Americans that

was accomplished with bipartisan support, including

support from President Barack Obama.

To ensure the maintenance of the cap, Con-
gress should adopt a full-year continuing resolution
for non-defense programs and fully fund defense
through the normal appropriations process before
the end of this fiscal year at the levels established in
the BCA and reaffirmed in the congressional bud-
get resolution passed by both chambers this spring.
While appropriations continuing resolutions are far
from ideal policy, under current circumstances Con-
gress can best serve the American people by holding
to the spending levels in current law. The alterna-
tive is much worse: greater deficit spending that puts
America deeper in debt, grows government, and clos-
es off opportunities for conservative reform.

Congress Should Enact Reforms Through

“Anomalies” and Legislative Provisions. The Con-
stitution unequivocally grants Congress the exclusive
authority to provide money for the functions of govern-
ment through its lawmaking power.?® In Federalist No.
58, James Madison wrote that budgetary powers were
acritical elementin maintaining freedom: “The power
of the purse may, in fact, be regarded as the most com-
plete and effectual weapon with which any constitu-
tion can arm the immediate representatives of the peo-

32.

Under OMB's FY 2014 sequestration report, the cost-sharing subsidies were considered non-exempt and subject to an automatic reduction.

However, the Administration has since moved the cost-sharing subsidies into a budgetary account with the premium assistance tax credits,
which are exempt from sequestration in order to shelter the subsidies important to the implementation of Obamacare.

33.

Jake Sherman and Burgess Everett, “Congress Faces Fall from Hell,” Politico, July 29, 2015,

http://www.politico.com/story/2015/07/congress-faces-fall-from-hell-120753.html (accessed July 29, 2015).

34.

Congressional Budget Office, “Final Sequestration Report for Fiscal Year 2015," January 2015,

https://www.cbo.gov/sites/default/files/cbofiles/attachments/49889-sequestration.pdf (accessed August 25, 2015).

35.

Article |, section 9, states: “No Money shall be drawn from the Treasury, but in Consequence of Appropriations made by Law...."
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ple, for obtaining a redress of every grievance, and for
carrying into effect every just and salutary measure.”

Congress provides money on an annual basis for the
routine functions of government through 12 appro-
priations bills. However, if those bills are not enacted,
continuing resolutions can be used to provide resourc-
es based on the current operations of government for
some specified amount of time. Under a continuing
resolution, Congress can exercise its unique privi-
lege to address “every grievance” and to provide for
every “salutary measure” by adding provisions to the
continuing resolution. These provisions, commonly
called “anomalies,” can restrict funds for certain uses
or designate specific funds for different purposes.

The full-year continuing resolution (i.e., continu-
ing appropriations for the government through Sep-
tember 30, 2016) should include the following anom-
alies and legislative provisions:

m Adjust for the use of budget gimmicks. Inrecent
years, Congress has used more budget gimmicks
(such as changes in mandatory spending programs,
or CHIMPs) and rescissions, the cancellation of
previously authorized funds, to mask higher annu-
al spending than allowed under the BCA’s spend-
ing limit. As a consequence of using inappropriate
accounting methods to evade the BCA limit, a con-
tinuing resolution for non-defense programs would
spend $7.1 billion above the BCA spending limit for
non-defense.®® Therefore, the continuing resolu-
tion should include a 1.4 percent across-the-board
reduction in non-defense spending programs to
honestly appropriate to the spending limit.

Defund Planned Parenthood. Recent infor-
mation that has surfaced shows unethical and
abominable conduct by Planned Parenthood, the
nation’s largest abortion provider, involving the
sale of organs from aborted babies. Planned Par-
enthood has also been accused of Medicaid fraud,
having paid over $4 million in a 2013 settlement.*”
The CR should prohibit any federal funds from
going to the Planned Parenthood Federation of
America and the organization’s affiliates.?®

Do not reauthorize the Export-Import Bank.
The charter of the Export-Import Bank (Ex-Im)
expired on June 30, 2015, but proponents are
intent on securing reauthorization. The bank pro-
vides discount financing to foreign firms and for-
eign governments for the purchase of American
exports. The program primarily benefits multi-
national corporations and puts unsubsidized U.S.
firms at acompetitive disadvantage and taxpayers
at risk. Ex-Im provides taxpayer-backed financ-
ing for just 2 percent of U.S. exports. Subsidies for
air transport comprise the vast majority of Ex-Im
financing—primarily benefitting Boeing.

Ex-Im was capitalized with $1 billion in taxpay-
er dollars, and its financing is backed by the full
faith and credit of the United States, which means
that taxpayers are on the hook for any losses that
the bank fails to cover with reserves. There is no
shortage of private financing available. By law (12
U.S.C. 635f), the Ex-Im Bank is limited now to
carrying out its “orderly liquidation.”?°

36. A continuing resolution for non-defense would spend $500.6 billion in fiscal year 2016, or $7.1 billion higher than the non-defense spending

limit.

37. Jill Stanek, “Texas Planned Parenthood's Fraud Was $4.23 Million, Three Times More Than Announced,” Life News, July 31, 2013,
http://www.lifenews.com/2013/07/31/texas-planned-parenthoods-fraud-was-4-3-million-three-times-more-than-announced/ (accessed

August 25, 2015).

38. Hans von Spakovsky, “How Specifically Planned Parenthood May be Violating the Law,” The Daily Signal, August 9, 2015,
http://dailysignal.com/2015/08,/09/how-specifically-planned-parenthood-may-be-violating-the-law/; Sarah Torre, “Congress Can (and
Should) Defund Planned Parenthood During Appropriations Process,” The Daily Signal, August 6, 2015,
http://dailysignal.com/2015/08,/06/congress-can-and-should-defund-planned-parenthood-during-appropriations-process/; Rich Lowry,

“The 3 Percent Dodge,” National Review, August 4, 2015,

http://www.nationalreview.com/article/421981/planned-parenthood-dishonest-3-percent-figure (accessed August 25, 2015); Barbara J.
Stock, “The Case Against Planned Parenthood,” BarbWire, August 1, 2015, http://barbwire.com/2015/08/01/case-planned-parenthood/
(accessed August 25, 2015). For the federal prohibition regarding trafficking in human fetal tissue, see 42 U.S.C. §289g-2 ("It shall be unlawful
for any person to knowingly acquire, receive, or otherwise transfer any human fetal tissue for valuable consideration if the transfer affects

interstate commerce.”).

39. Diane Katz, “Export-Import Bank: Propaganda versus the Facts,” Heritage Foundation Issue Brief No. 4430, July 13, 2015,

http://thf_media.s3.amazonaws.com/2015/pdf/1B4430.pdf.
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Abolish the Consumer Financial Protection
Bureau or, failing that, make it more account-
able. The Consumer Financial Protection Bureau
(CFPB) was created in 2010 by the Dodd-Frank
Wall Street Reform and Consumer Protection Act
and imbued with unparalleled powers over virtu-
ally every consumer financial product and service.
There is ample evidence that agency operations
represent a radical departure from long-standing
regulatory standards. The CFPB’s actions are con-
stricting the availability of financial products and
services and raising costs—all of which will under-
mine business investment and consumer credit.

The CFPB was designed to evade the checks and
balances that apply to most other regulatory
agencies. Although established within the Feder-
al Reserve System, it operates independently and
with virtually no oversight. CFPB funding is set by
law at a fixed percentage of the Federal Reserve’s
operating budget. This budget independence lim-
its congressional oversight of the agency, and its
status within the Fed also precludes presidential
oversight. Even the Federal Reserve is statutorily
prohibited from “intervening” in bureau affairs.
The CFPB should be abolished or, at a minimum,
put on budget so that it must seek appropriations
from (and be accountable to) Congress.*°

Prohibit funding for WOTUS rule. The CR should
prohibit the Environmental Protection Agency (EPA)
from using funds to implement the final “waters of
the United States” (WOTUS) rule. This controver-
sial rule, published by both the Army Corps of Engi-
neers and the EPA, would greatly expand the types of
waters that could be covered under the Clean Water

Act (CWA) from most ditches to so-called waters that
are actually dry land most of the time.*

Rein in the EPA’s ozone standard. The CR
should prohibit the EPA from making the current
ozone standard of 75 parts per billion (ppb) any
more stringent. The EPA has proposed making
the standard as low as 70 ppb or 65 ppb and is even
considering 60 ppb. This drastic action is prema-
ture. States are just now starting to meet the cur-
rent 75 ppb standard. According to the Congres-
sional Research Service, 123 million people live in
areas that have not attained the current standards.
Infact,105 million people live in areas that are still
considered nonattainment for the less-stringent
1997 ozone standard. When nearly 40 percent of
the nation’s population lives in areas that have not
met the current standard, adopting an even more
stringent standard is at best premature.*

Maintain funding for Yucca Mountain. The
Department of Energy (DOE) has stopped col-
lecting the nuclear waste fee, as ordered by the
D.C. Circuit Court, since May 2014. However,
there are more than sufficient resources*® in the
waste fund to complete the Nuclear Regulatory
Commission’s (NRC) review of the DOE’s license
application for a permanent nuclear waste reposi-
tory at Yucca Mountain. The NRC has yet to
complete a supplemental environmental impact
statement on groundwater (which the NRC has
begun and expects to complete in spring 2016),**
public hearings, and other requirements such as
securing land and water rights, agreements for
flight restrictions over the facility, and reporting
requirements.*® The NRC anticipates that the pro-

40.

41.

42.

43.

44,

45.
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25, 2015).

News release, “NRC Staff to Prepare Supplement to Yucca Mountain Environmental Impact Statement,” U.S. Nuclear Regulatory Commission,
March 12, 2015, http://pbadupws.nrc.gov/docs/ML1507/ML15071A143.pdf (accessed August 5, 2015).

News release, “NRC Publishes Final Two Volumes of Yucca Mountain Safety Evaluation,” U.S. Nuclear Regulatory Commission, January 29,
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cess will cost another $330 million, an amount the
President’s budget did not request.*®

A continuing resolution should provide $50 million
to the NRC for the next fiscal year. It should further
stipulate, as the FY 2016 House Energy and Water
Appropriations bill did, that no funds may be spent
on any alternative nuclear waste management plan,
notably the President’s shortsighted Strategy for
the Management and Disposal of Used Nuclear Fuel
and High-Level Radioactive Waste, unless and until
Congress passes legislation specifying otherwise.
Further, a continuing resolution should clarify that
no funds may be used for “actions that irrevocably
remove the possibility that Yucca Mountain may
be a repository option in the future.”” Congress
should bring to an end the Obama Administration’s
refusal to carry out the Yucca Mountain laws.*®

Prohibit any agency from regulating so-called
greenhouse gas emissions. The Obama Admin-
istration has proposed and implemented a series
of climate change regulations, pushing to reduce
greenhouse gas emissions from vehicles, heavy-
duty trucks, airplanes, hydraulic fracturing, and
new and existing power plants. More than 80 per-
cent of America’s energy needs are met through
conventional carbon-based fuels. Restricting
opportunities for Americans to use such an abun-
dant, affordable energy source will only bring eco-
nomic pain to households and businesses, with no
climate or environmental benefit to show for it.
The cumulative economic loss will be hundreds of
thousands ofjobs and trillions of dollars of GDP lost.

= Open access to natural resource develop-

ment. Open all federal waters and all non-
wilderness, non-federal-monument lands to
exploration and production for all of America’s
natural resources. Congress should require the
Department of the Interior both to conduct lease
sales if a commercial interest exists (whether for
offshore oil or for offshore wind) and to use its
flexibility under its current authority (whether
streamlining of red tape or lower royalties) to
attract interest to federal lands.*

Lift the ban on crude oil exports. The Depart-
ment of Commerce should change the definition
of allowable exports, and the President should
determine that exports are in the national inter-
est. Ultimately, Congress should end the ban by
reforming the Mineral Leasing Act of 1920, the
Energy Policy and Conservation Act of 1975, and
the Export Administration Act 0£1979.5°

Repeal the Renewable Fuel Standard (RFS).
By requiring fuel blenders to use biofuels regard-
less of the cost, the RFS has made most Americans
worse off through higher food and fuel expenses.
The higher costs paid by American families ben-
efitaselect group of special interests that produce
renewable fuels. Tinkering around the edges will
not rescue this unworkable policy. Moreover, the
federal government should not mandate which
type of fuel drivers must use in the first place.
Congress should repeal the RFS.*
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m End renewable energy mandates in the
Department of Defense. Such mandates under-
mine the incentive for producers of renewable
energy to develop competitively priced products,
thereby actually impeding the availability of alter-
natives to carbon-based fuels. In particular, under
Section 2911(e) of Title 10 of the United States
Code, the Defense Department is obligated to gen-
erate 25 percent of its electricity using renewable
sources by 2025. This mandate, which is forcing
the Pentagon to expend increasing resources on
renewable energy rather than on military capabil-
ity, should be ended immediately.>*

The Highway Trust Fund:
Devolve Surface Transportation
Funding to the Private Sector
and Local Governments

Congress most recently addressed the troubled
Highway Trust Fund, which faced a $13 billion def-
icit for FY 2015, at the end of July when lawmakers
passed a clean extension that authorized highway
and transit programs through October 28.5® To keep
the Highway Trust Fund balance afloat for several
months, Congress transferred $8.1 billion into the
trust fund from the Treasury’s general fund while
maintaining current policy, laid out in 2012’s Moving
Ahead for Progress in the 21st Century Act (MAP-21).
This measure followed a two-month extension in late
May, which required no immediate transfers into the
fund because it was projected to maintain balances
in excess of $5 billion (the minimum amount needed
to maintain regular payments to states) through July.

The House originally favored a short-term mea-
sure and passed a precursor patch on July 17.°* This
measure, which led to the bill that became law, was
another short-term bailout of the trust fund—the

34th since 2008—and did nothing to reform the
spending problems that have led to a projected $168
billion shortfall over the next 10 years.*® In addition,
the bill relied excessively on tax increases and bud-
get gimmicks to fund the $8.1 billion in transfers.*
In short, it was another tax-and-spend provision that
maintained the unacceptable status quo.

But before acquiescing to the short-term measure
favored in the House, the Senate took a radically dif-
ferent route to addressing the Highway Trust Fund
authorization. Senate Committee on the Environment
and Public Works Chairman James Inhofe (R-OK)
worked with Ranking Member Barbara Boxer (D-CA)
to produce the Developing a Reliable and Innovative
Vision for the Economy (DRIVE) Act, a comprehen-
sive six-year bill that would authorize $350 billion in
spending from the end of 2015 through 2021.%”

In addition to authorizing Highway Trust Fund
programs, the DRIVE bill included discretionary
grants, Amtrak, and various other transportation
programs. Rather than addressing the trust fund’s
chronic overspending, it would exacerbate short-
falls by increasing spending on existing programs
and establishing new ones. Inexcusably, the six-
year bill contains only three years of funding offsets,
leaving the $51 billion required to fund the remain-
ing three years to be decided in subsequent Con-
gresses or tacked on to future deficits.®®

As Congress devises legislation to address high-
way funding following the expiration of authority
in October, Members should start fresh to develop a
truly viable, long-term solution. This section will dis-
cuss the problems plaguing the trust fund and a solu-
tion to the way the nation invests in infrastructure.

Federal Highway and Transit Spending in
Need of Comprehensive Reform. The Highway
Trust Fund will expend roughly $52 billion on high-
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way and mass transit projects in 2015, although it
will receive only $39 billion in revenues, primarily
from the federal tax on gasoline and diesel fuels.®’

The federal role in transportation has expanded far
beyond national highway funding to include a host of
othertransportation areasthathave nothingtodowith
the highway system or other national priorities. Non-
highway projects are estimated to make up about 25
percent of trust fund outlays. These diversions include
mass transit and otherlocal projects such as sidewalks,
bike paths, and beautification.®® Mass transit spend-
ing alone accounted for over 17 percent of trust fund
outlays in 2014, diverting motorists’ gas tax money to
what should be local or regional projects. These expen-
ditures are grossly disproportionate, given that only 5
percent of American workers use mass transit to get to
work and just 2 percent of Americans’ personal trips
are made by mass transit.® Even if that were not the
case, these issues are best addressed at the local level.

The highway system has also expanded to include
state and local roads that should be outside the juris-
diction of the federal government. The road mileage
eligible for funding through the federal aid system
has expanded to 1,077,777 route miles, compared to
the 47,182 route miles that make up the Interstate
Highway System.®? A 2014 GAO report found that
only $3 billion (6 percent) of Highway Trust Fund
outlays was spent on the construction, reconstruc-
tion, or rehabilitation of major highway and bridge
projects (those with costs of over $500 million).¢?
This indicates a major shift away from the federal
government’s traditional role—funding large proj-
ects that are truly national in scope—toward exten-
sive involvement in projects that should be handled
by states and localities.

Rather than align spending with revenues, Con-
gress has bailed out the Highway Trust Fund with
money from the general fund, totaling over $70 billion
in transfers since 2008 (including the latest $8 bil-
lion transfer in July).%* Currently, the Highway Trust
Fund is projected to dip below critical levels ($5 bil-
lion) at the end of December, and the long-run picture
looks worse: Before the most recent bailout, which did
nothing to change spending patterns, the CBO pro-
jected a $168 billion shortfall over the next 10 years
if current spending levels continue.®® These trends
make it clear that the trust fund has become a favored
vehicle for overspending and pet projects in Congress.
Fixing it requires comprehensive reform rather than
perpetual bailouts or new streams of revenue.

A Responsible Way to Fund Surface Trans-
portation. Congress should develop a propos-
al that will lead to real transportation funding
reforms. In addition, transportation funding should
be addressed on its own and should not be used as
a bargaining gimmick in broader legislation that
addresses appropriations, tax reform, or the debt
ceiling. True reform would seek to accomplish two
complementary priorities.

First, reforms should end the fiscally irresponsi-
ble overspending of money from the Highway Trust
Fund, which will require billions in future bailouts.

Second, Congress should retool the current feder-
al role in transportation to focus strictly on national
priorities while giving states a greater role in funding
their own transportation systems, free from the feck-
lessness of Congress and costly federal mandates.

The best plan proposed in Congress that accom-
plishes both of these goals is the Transportation
Empowerment Act (TEA), introduced by Senator
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Mike Lee (R-UT) and Representative Ron DeSan-
tis (R-FL).%° The bill would reduce the federal gas
tax from 18.3 cents to 3.7 cents per gallon over five
years, limit spending to revenues, and prioritize
funding of the Interstate Highway System. The plan
would leave in place enough funding for the federal
government to uphold its core mission of maintain-
ing the genuinely national aspects of our transpor-
tation infrastructure. States would be responsible
for funding their transportation infrastructure on
their own terms, free from expensive federal man-
dates that make projects more expensive (such as
the Davis-Bacon Act, which increases labor costs by
more than 20 percent) and the uncertainty generat-
ed by inaction in Congress.%”

States have already begun to take a greater role
in funding their transportation systems. Accord-
ing to transportation analyst Kenneth Orski, 29
states have introduced measures to address their
transportation revenue this year.®® States are better
equipped to address their transportation systems
because they can craft measures to meet their own
unique needs more effectively, are more account-
able to users, and can bypass the legislative uncer-
tainty inherent in the current system managed in
Washington.®’

Any short-term patch should be offset with spend-
ing cuts related to highways and transportation. Off-
setting an extension from October 2015 until early
2017 would require roughly $15 billion.”” Typically,
Congress quietly and unwisely offsets new spending
related to the Highway Trust Fund by reducing pro-
gram spending unrelated to transportation or through
new revenues. The Highway Trust Fund is not sustain-
able, and these short-term fixes do nothing to address
the structural defects.

CHART 2

Projected Highway Trust Fund
Deficit Continues to Increase
If current trends continue, the CBO projects the

highway trust fund will spend $22 billion more
than it raises in revenue and interest by 2025.
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Repealing federal mandates that increase proj-
ect costs, most notably the Davis-Bacon Act, could
also yield significant savings by reducing the cost
of federal projects (as well as generating savings
for states).”” Revenue increases and budget gim-
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micks should never be considered to offset a problem
caused by expansion in the size and scope of spend-
ing on federal programs.

Instead of preserving the broken status quo with
a poorly thought-out long-term bill, Congress could
better serve the nation’s infrastructure by putting
the states in the driver’s seat for transportation fund-
ing. Congress should work to implement TEA—or a
similar solution that turns control back to the states—
before the Highway Trust Fund continues into its
projected fiscal morass and requires further bailouts.

Fixing a Broken Tax System:
Pave the Way for Reform

Congress needs to reform the tax code to restore
economic growth and opportunity for American
families and businesses.”” The current code levies
high tax rates on productive activities, such as work-
ing, saving, investing, and taking risk; taxes invest-
ment multiple times at high rates; and picks winners
and losers instead of allowing market forces to dic-
tate outcomes. All of these factors depress wages and
opportunities for American families.

The central purpose of tax reform is to alleviate
this harm, restoring economic growth, increasing
wages, and expanding opportunity. It does this by
lowering marginal tax rates on families, business-
es, investors, and entrepreneurs to increase their
incentives for engaging in productive activities. It
also establishes a correct tax base that does not tax
savings and investment multiple times (known as
a consumption tax base) and does not pick winners
and losers.

Despite the very urgent need, fundamental tax
reform is unlikely to occur before the end of this year.
However, Congress will work on tax legislation dur-
ing that time. All tax legislation that it passes should
help it to accomplish its ultimate goal of overhauling
the tax system. The impending tax extenders debate
is an opportunity to do this.

Tax Extenders. It is likely that Congress will
pass a tax extenders bill before the end of 2015. The
package of approximately 50 tax-reducing policies
expired at the end of 2014. Recently, the Senate
Finance Committee passed a two-year extension
that would retroactively renew them for 2015 and
extend them through 2016.72

Some in Congress may feel the urge to restore the
tax extenders simply because they have expired, but
Congress has often allowed their expiration to lin-
ger deep into a year before renewing them late in the
year. Once Congress allows the extenders to expire,
it gains little from retroactively reinstating them, no
matter when it does so. Hence, Congress should not
use their currently expired status as an excuse to
absolve it from handling them responsibly. There is
still plenty of time for Congress to follow a process
that will allow it to improve the tax code.

Go Through Policies One-by-One. The extend-
ers are a hodgepodge of good and bad policies. Con-
gress should go through each of the policies indi-
vidually to determine which of them should be
permanent and which should expire.” Policies that
Congress should unquestionably eliminate because
they particularly harm the ability to achieve tax
neutrality include:”®

m Credits for producing biodiesel and renew-
able diesel;

m Credits for producing or selling alternative fuel
and alternative fuel mixtures;

m The Alternative Fuel
Property Credit (for
fuel mechanisms);

Vehicle Refueling
installing alternative-

m Income tax credits and excise tax credits for pro-
ducing or using ethanol;
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m The renewable electricity production credit and
the optional investment credit (better known as
the wind tax credits);

m Credit for construction of homes designated by
the government as energy efficient;

m Credit for producing appliances designated by the
government as energy efficient;

m Credit for improving the energy efficiency of exist-
ing homes;

m The new-markets tax credit;

m Empowerment-zone tax incentives;

m Enhanced mass transit subsidies; and
m Low-income housing provisions.”®

Deemed Repatriation Only with Interna-
tional Reform. There is talk in Congress of replen-
ishing the Highway Trust Fund and reforming the
international portion of the business tax system at
the same time.”” International reform is an impor-
tant part of tax reform because the U.S. is essen-
tially the only developed country that taxes its busi-
nesses on their foreign earnings. Moving away from
that antiquated worldwide system to a modern ter-
ritorial one would be a boon for job creation and
wage growth for U.S. workers.”®

Such an improved policy, unfortunately, could be
tied toreplenishing the Highway Trust Fund through
the taxation of U.S. businesses’ unrepatriated for-
eign earnings. Businesses pay tax on their foreign

earnings when they bring them back to the U.S. Some
estimate the amount of untaxed foreign earnings to
be over $2 trillion,” although this figure is unofficial.
Businesses have invested some of that money abroad
while keeping some of it in cash. (The breakdown is
unknown.) That large amount of untaxed earnings
appeals to some in Congress who are eager to use
the revenue that would result from taxing it imme-
diately (deeming it repatriated and taxing it at a rate
lower than under current law) to fill the Highway
Trust Fund.

However, changes in the tax treatment of untaxed
foreign earnings should be linked only to a move to a
territorial system, not to anything else. Those earn-
ings have accumulated overseas because the U.S. tax
treatment of them is unfair and uncompetitive. Con-
gress should only tax that deferred foreign income to
undo that damage.®°

If Congress uses part of the revenue raised from
deemed repatriation of foreign earnings to offset the
move to aterritorial system and puts the other partin
the Highway Trust Fund, the portion going into the
Highway Trust Fund will be a tax hike. If Congress
declares the money raised from deemed repatriation
as offsetting the tax cut from moving to a territorial
system but directs the money to the Highway Trust
Fund, it will likely be double-counting the funds.

Fundamental tax reform, or even business-only
tax reform, would be difficult in the time remain-
ing in the current session of Congress. Reform-
ing the international portion of the business sys-
tem is sensible if it can be achieved in the coming
months where broader reforms are not. Interna-
tional reform can be broken off from those broader
reforms and accomplished separately. The remain-
ing parts of business taxes can be improved later. In
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fact, tackling a difficult portion of tax reform could
help efforts for abroader overhaul because that hard
work would already be done. Thus, it would be use-
ful if Congress could move to the territorial system
of taxation, which would increase America’s com-
petitiveness. However, Congress should be careful
not to accept scaled-back approaches to business
tax reform, such as the creation of innovation boxes,
which would hurt the chances of fundamental tax
reform in the future.

Congress should not use this opportunity to
increase spending by taxing income earned abroad.
Congress needs to cut spending—not increase it.

Time for a Course Correction

The need for external budgetary enforcement
to correct the U.S. fiscal course is clear. Congres-
sional Budget Office and Office of Management and
Budget data indicate that U.S. publicly held debt
as a percentage of GDP will grow to 183 percent by
2039 and that federal health care programs, Social
Security, and interest on the debt will consume all
projected tax revenues (assuming current policy) by
2031.%" Debt levels this high will weaken economic
growth, and significant federal interest payments
will crowd out other spending on the necessary
functions of government.

When approaching the fiscal challenges this fall,
Congress therefore should:

m Capand cut spending and put the budget on a path
to balance before increasing the debt limit.

= Put the major entitlements on a budget, adopt an
expenditure limit on all non-interest spending,
and pursue a spending-focused, constitutional
balanced budget requirement to strengthen bud-
getary enforcement in addition to the debt limit.

= Adopt a full-year continuing resolution before the
end of this fiscal year at the levels established in
the BCA, with the necessary policy changes, and
fully fund national defense.

m Devolve surface transportation funding to local
governments and the private sector.

= Move the tax code closer to an ideal system while
making fundamental reform easier to achieve.

Congress has the opportunity from September to
December 2015 to cap and cut federal spending, move
to budget balance, and reform aspects of taxation to
encourage the economy to grow. Such steps to cap
and cut, balance, and grow will strengthen America’s
ability to provide opportunity for all.

—Paul Winfiee is Director of the Thomas A. Roe
Institute for Economic Policy Studies, of the Institute
for Economic Freedom and Opportunity, at The
Heritage Foundation. Romina Boccia is Grover
M. Hermann Research Fellow in Federal Budgetary
Affairs and Research Manager in the Roe Institute.
Curtis S. Dubay is Research Fellow in Tax and
Economic Policy in the Roe Institute. Michael Sargent
is a Research Associate in the Roe Institute.
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APPENDIX

Securing the Future: The Need for a
Balanced Budget Amendment

The weakness of a statutory law imposing an
aggregate cap on spending is that a future Congress
can amend the law. Deficit spending almost always
favors the current generation over future generations
that will pay for the spending of today. Therefore, a
balanced budget amendment is needed to constrain
future attempts to eliminate the spending cap.®?

The balanced budget amendment is not a mech-
anism to achieve balance and should not be viewed
by Congress as a substitute for making necessary
reforms to federal programs. Rather, the balanced
budget amendment should be used to guarantee the
hard work of reforming programs cannot be easily
undone in the future.

Political analysts from James Buchanan to David
M. Primo have argued that in the long run, Congress
should establish a constitutional budget constraint
to rein in the political tendency to engage in deficit
spending. James Buchanan argued in 1995:

The proposed balanced budget amendment lays
outanewrule for making fiscal choices; it does not
lay down guidelines for what these choices might
be. In one sense, the proposal may be too simple
to be understood. In its bare-bones formulation,
the amendment requires only that congressional
majorities, within the other constraints through
which they are authorized to act, pay for what
they spend, with “pay for” being defined in a will-
ingness to levy taxes on those citizens who make
up the current membership of the polity.®?

David M. Primo laid out 10 principles for budget
rules in 2014, concluding that “While there are pros
and cons to Constitutional rules, without this exter-
nal enforcement, budget rules will always be vulnera-
ble to legislators’ propensity to break them.”®*Recent
International Monetary Fund research covering
33 expenditure rules between 1985 and 2013 fur-
ther suggests that spending limits perform better
over time than do balanced budget requirements or
debt limits:

Our findings suggest that expenditure rules are
associated with spending control, counter-cyclical
fiscal policy, and improved fiscal discipline. We find
thatfiscal performanceisbetterin countries where
an expenditure rule exists. This appears to be relat-
ed to the properties of expenditure rules as compli-
ancerates are generally higher than with other types
of rules (on the budget balance or debt, for example).
In particular, we find that compliance with expen-
diture rules is higher if the expenditure target is
directly under the control of the government and
if the rule is not a mere political commitment, but
enshrined in law or in a coalition agreement.®

A balanced budget amendment to the U.S. Consti-
tution is important because it can help to bring long-
term fiscal responsibility to America’s future. Amer-
ica cannot raise taxes to continue its overspending
because tax hikes take money from our people, shrink
our economy, and grow our government. America can-
not borrow more to continue overspending because
borrowing puts an enormous financial burden on
the American children of tomorrow and grows our
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government. America needs its government to spend
less because less government spending will advance
the interests of the American people in limited gov-
ernment, individual freedom, and free enterprise.
The balanced budget amendment must con-
trol spending, taxation, and borrowing; ensure the
defense of America; and enforce the requirement to
balance the budget. The constitutional amendment
ratification process may take time: The fastest ratifi-

cation took less than four months (the Twenty-Sixth

Amendment on the 18-year-old vote), and the slowest

took 202 years (the Twenty-Seventh Amendment on

congressional pay raises). Thus, House and Senate

passage of a balanced budget amendment must be in

addition to, and not seen by Congress as an excuse to

avoid, current hard work to cap and cut federal spend-
ing, balance the federal budget through congressional

self-discipline, and reform and reduce taxation.
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