THE WALL STREET JOURNAL.

Wednesday, February 16, 2011 Al7

OPINION

After Obama’s Budget, Republicans Need a New Strategy

By David Malpass

federal budgets, but we should. We

live in a country where Washington
is an all-out boom town. The federal
government is happily spending $300
billion .every month. Of that, $120 bil-
lion is borrowed and added to the na-
tional debt backed by the full faith and
credit of our children and grandchil-
dren.

The “independent” Federal Reserve
is artificially funding over half the defi-
cit and has overtaken China as the big-
gest holder of Treasury bonds. This is
wrong and dangerous, creating a prece-
dent for future unelected officials to
buy anything on the pretext that it will
add to economic growth.

After a national election that dem-
onstrated public outrage over Washing-
ton’s out-of-control spending and
taxes, President Obama’s new budget is
simply galling. Over the 10-year budget
window, the president plans for Wash-
ington to extract $39 trillion in taxes
and spend $46 trillion. The debt limit,
currently $14.3 trillion, would have to
grow to over $26 trillion.

Making matters worse, these hor-
rendous spending, taxing and debt
numbers would be even grimmer if not
for the budget’s rosy assumptions. The
budget assumes that real growth will
climb from an already wishful 4% in
2012 to 4.5% in 2013 and 4.2% in
2014—despite plans for sweeping tax
increases. The assumed GDP growth is
well over any growth rate achieved in
the Bush expansion. The budget also
reflects the unrealistic assumption that
the Federal Reserve will be able to
keep interest rates very low and gener-
ate $476 billion in profits through
highly leveraged financial speculation.

Mr. Obama’s budget also assumes
that wages and salaries will grow 6.6%
per year in 2013 and 2014, when infla-
tion is assumed to be only 2%. This im-
plies big raises for workers, even
though the budget expects high unem-
ployment at 6%-8% in that period.

On top of no recessions, no inflation

I t’s hard to feel personal outrage at

and big tax increases, the administra-
tion’s budget assumes no wars. Defense
spending is held to $553 billion next
year and then grows only $100 billion

through 2021—while interest costs .

alone increase by $600 billion. Under
the president’s proposal, defense
spending would fall to 2.7% of GDP in
2021, half the normal peacetime rate.
For the first time, Americans would be
paying more to creditors than for de-
fense, a sorry state of affairs.

The budget mentions corporate tax
reform but doesn’t provide details or
leadership. Likewise, the severe prob-
lem with growth in Medicare and Med-
icaid spending is mentioned without
any proposed solutions. There is even
talk that Washington wants to begin is-
suing 100-year bonds—the government
gets the money now by promising that
our great-great-grandchildren will pay
it back.

Meanwhile, Republicans have frac-
tured. They know they are supposed to
do something about this, and they have
proposed welcome spending cuts. But
they don’t have the power to force last-

ing fiscal sanity. Some want a grand
compromise where everything is on the
table. This would inevitably lead to tax
increases rather than spending cuts.

Others oppose an increase in the
statutory debt ceiling. Since we’re al-
ready running huge deficits, a debt
ceiling would lead to a shutdown of
other government functions. The GOP
tried this under Newt Gingrich in
1995—producing a big political win for

- President Bill Clinton. Other.Republi-
‘cans want to amend the Constitution to
force a balanced budget. The problem

with an annual spending limit is that
Congress will often violate it and never
look back.

Excess federal spending has been
such an intractable problem since the
1970s that a lasting new check and hal-
ance is clearly in order. One approach
that would reassure financial markets
would be legislation to place a ceiling
on the debt-to-GDP ratio with a parallel
track to put this type of limit in the

Constitution. The U.S. desperately

needs a cumulative limit on govern-

'
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that the government might break the -

rules in one year but will then have to
get back on track.

The battle over curbing big govern-
ment will be intense. Big spenders in
both parties will stall the debate, hop-
ing to turn the vote on the debt ceiling
into an up-or-down decision on default.
And of course the bill to raise the debt
ceiling will eventually have to pass.
Then they’ll propose a comprehensive
deficit-reduction  negotiation—code
words for big tax increases and few
near-term spending cuts.

The sooner Republicans take a uni-
fied proposal to the public to create a
lasting ceiling on marketable debt,
with penalties for noncompliance, the
more chance it has of becoming law as
part of the debt-limit increase. A frac-
tious GOP attempt to block an increase
in the statutory debt ceiling might
please a few, but it is a sideshow. It
won’t have the broad public support vi-
tal for breaking Washington’s culture.
And it won’t succeed.

The president should be leading

ment spending that creates confidence now. He should be deeply involved in

the spending-reform efforts 'the way
governors are in New York, Wisconsin,
New Jersey, Indiana and elsewhere. 11:1—
stead, his administration’s b}tdge.t is
filled with dodges, scoring gimmicks
and unrealistic assumptions. With our
economic future at risk, that’s an out-
rage.
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