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Republicans will need courage to cut spending
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Did you know that federal government spending awvénues in 1968 as a percentage of gross domestiogi
(GDP) were almost identical to the levels in 2008@ surprising fact is that for thmast 50 years (until the last
years) federal spending and tax revenues baee remarkably constant as a percentage of GD&arabe seen
the accompanying chart.

What is new is the big jump in federal governmgmrgling in the past two years, from an averagdofibone-
fifth of GDP to about one-quarter of GDP, and tis thust be added another 13 percent for statecaad |
government spending as a percentage of GDP, catigrtgtal government sector to rise from abouttbivel of
GDP to almost 40 percent.

Federal spending during the last half-century ayedlaslightly more than 20 percent of GDP, and raesn
averaged slightly more than 18 percehGDP, leaving an average deficit of slightly mdhan 2 percent of GLC
From 1984 to 2008, average economic growth waderéaan the average deficit, so government debt as
percentage of GDP actually fell. (An individual daorease his absolute amount of debt each yeabahetter
if the value of his assets is growing even fasterifhis income grows more rapidly than {heyments requirec
service the debt - the same is true for governments

From 1968 until 2008, the federal government gramidrger in absolute terms, but not relative o¢bbonomy.
But over the past half-century, the governmentdeome far more intrusive, with ever-expandingtlgos
regulation and mandates on state and local govertame

As everyone knows, the United States is runningmeand unsustainable deficits of roughly 10 peroéGGDP.
President Obama's solution was to appoint a "deBduction” commission this past February - thédl
Commission on Fiscal Responsibility and Reform ialvhis due to report no later than Dec. 1. Betbis month
election, the betting had been that the commissimmd propose $3 in spending reductions for evetiadin
proposed tax increases. A spendimgblem cannot be solved with tax increases, ihlpecause tax increases
economic growth, thereby fueling the demands forenspending.

The majority of the members of the commission aeeimers of Congress, one of wheras defeated (Democt
Rep. John M, Spratt of South Carolina) and a cowbleare retiring. Most of the Republican members ailike
to go along with any proposal for tax increaseghsoe will not be a consensus.

The Republicans' big test is that because theysmptax increases - correctly in my judgmettitey must propo:
ways to bring down government spending to the histverage of about 20 percent of GDP. Tax revemaee
only been running about 15 percent of GDP for #s¢ touple of years, but that unusually low legddécause of
the recession. Given the progressive nature of)tBe taxsystem, revenues fall more rapidly during an eoans
slowdown and rise more rapidly during good timdse Turrent tax rates, which include the so-calledr@e W.
Bush tax cuts, produced tax revenues slightly greagan thenistorical average of 18 percent in 2006 and 26
again, the problem is r one of tax revenue; the problem is spent
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Remember, fractions have b a numerator and a denomina- the numerator being the level of governn
spending and the denominator being the size oé¢baomy. Government spendiag a percentage of GDP ce
brought down by increasing the size of the econaije holding government spending constant, byigtt
government spending or by engaging in some conibimaf the two. President Reagan was constraingtidoy
Democrat-controlled Congress as to how much domsptnding reduction he could achieve while astrae
time wishing to increase defense spending to wenGbld War. He was able to meet most of his objestby
engaging in pro-growth tax-rate cuts and regulatesgraint, which resulted in an economy growiagidly enot
to bring down government as a percentage of GDRedute deficits to a sustainable level.

If Mr. Obama is wise, he will allow Congress toed all of the Bush tax-rate cuts, allow the Rejealls to cut
wasteful and counterproductive spending and cut bacexcessive regulations bpt vetoing their proposals. |
is not wise, he will continue with his anti-econamrowth, tax, spending and regulatory excesses.

The Republicans will be able to cut some discretigrspending, but they will not be able to deahwiite real
problems of "entitlement" spending - the biggesiybems being Medicare and Medicaid - without thesptent's
cooperation. The real test for the Republicans! gy be courageous and responsiblprimposing real solutio
to the spending problem, or will they "punt” likeetDemocrats and watch the economy go over tHe clif

Rep. Paul Ryan, Wisconsin Republican, one of thertest members of Congress and the most econoynicall
literate (and also a member of the "deficit redutticommissionhas shown the way by developing his "roac
to deal with the entitlement problems and bringnsiieg back to its historical levels. Mr. Ryan maesitp be re-
elected by wide margins in a majority Democratriisbecause votensnderstand that he is serious about de
with the federal budget in a responsible way thdtminimize hardship and not add to tax burdensskoters :
not stupid, and most of them are already awarectim@miges must be made in Social Security and medica
entittements. If the Republicans get smike Paul Ryan, do their homework and learn howxplain constructi
solutions to the entitlement problems, they cana@sapite the childish rants of knawething Democrats who w
to pretend that the current course is sustainable.

Richard W. Rahn is a senior fellow at the Cato Institute and chairman of the Institute for Global Economic Growtl
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