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This morning, I can sympathize with Daniel when h e
was in the lion's den . Here I am at the annual meeting of th e
Tax Foundation and my task is to urge one and all to shift
attention away from tax reform . Nevertheless, I do believe
that the rush to enact yet another major change in the Federa l
tax system—the fourth in five years—is misguided ; the car t
is before the horse .

The horse, of course, is the sticky issue that refuses to go
away : how to reduce the awesome gap between the Federa l
government's income and its outgo . Unfortunately, most
advocates of tax reform run out of time or rather, steam ,
before they get around to tackling this tough question .

Broadening the Tax Base

Let me emphasize that merely maintaining "revenueneu-
trality" under a flatter tax structure is no easy matter. It is no t
an esoteric exercise in identifying and closing technica l
loopholes discovered by tax attorneys and accountants .
Broadening the tax base involves choosing among substan-
tive but basically unpleasant alternatives . Suggestions that
are being seriously considered include limiting the amount o f
personal interest and taxes that can be deducted from taxabl e
income ; taxing items not now taxable, such as employer-pai d
fringe benefits ; and taxing all transfer payments„ such as
social security and unemployment compensation . To econo-
mists and business executives, these may be desirable moves
to a more efficient tax system . But to politicians, the idea o f
removing incentives to personal consumption (and henc e
disincentives to saving) is translated into very different lan-
guage : each of these base-broadening suggestions arouse s
the wrath of large groups of voters .

In this light, it is interesting to examine the three flatter tax
proposals that are now receiving the most attention—the

"In effect, the choice the Congress will face in broadening
the tax base will be between politically unpopular move s
that reduce consumption and economically undesirabl e
changes that reduce investment and economic growth '

Treasury proposal, the FAIR tax suggested by Senator Bil l
Bradley (D-NJ) and Congressman Richard Gephardt (D-
MO), and the FAST tax developed by Congressman Jac k
Kemp (R-NY) and Senator Bob Kasten (R-WI) . All three
would eliminate that key incentive for economic growth, th e
investment tax credit, and in other ways discourage capita l
formation . The result would be a weaker economy and higher

levels of unemployment than would result from keeping th e
existing tax system .

Tax Reform Dilemm a

In effect, the choice the Congress will face in broadening
the tax base will be between politically unpopular moves tha t
reduce consumption and economically undesirable change s
that reduce investment and economic growth . Thus, th e
dilemma faced by the proponents of tax reform is serious, bu t
it can be dealt with in a constructive manner. Nor do we have
to choose between reducing the deficit and reforming the ta x
code . But we have to do something else, and do it first .

The solution to the tax reform dilemma lies in steppin g
back and looking at the entire budget . When we do that, it i s
apparent that the pressure to raise Federal revenue—which s o
bedevils all tax reformers—arises from the continued rapi d
growth of Federal spending . It may sound like the long way
around Robin Hood 's barn, but the essential Iirststep toward
tax reform is to gain control over Federal spending .

Surely, a great deal has been accomplished in the past fou r
years in slowing down the growth of social welfare programs .
However, that entire effort—important as it is—has bee n
offset by the acceleration in defense spending, farm sub-
sidies . and interest payments . Simultaneously, the growth of
entitlement outlays has continued unabated .

As an aside, I still bristle over the current use of the term
"entitlement" to describe Federal income transfer payments .
I am old fashioned enough to recognize only the "entitle-
nett" described in the Scriptures, "By the sweat of thy brow

Pruning the Budget

In any event, every comprehensive examination of th e
spending patterns of the Federal government reveals an array
of waste, inefficiency, and low-priority and postponable ex-
penditures . That point has been made by an impressiv e
variety of organizations—the Congressional Budget Office ,
the General Accounting Office, the Heritage Foundation ,
and the Grace Commission .

I would add, from my own personal participation in th e
budget review process, that candidates for budget cuts exis t
in every Federal department and agency, without exception .
Let me provide some supporting detail for that position. I
will be drawing on the work of the organizations just men-
tioned, as well as the research of our Center for the Study o f
American Business at Washington University ;

I take as my inspiration the old motto of the budget office ,
"Good budgeting is the uniform distribution of dissatisfac -
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tion ." The truth of the matter is that not enough of the

	

much of these budget transfers occur in the last months of th e
spending agencies are dissatisfied . Far too frequently, pleas

	

fiscal year, projects of questionable need are sometimes
for additional spending cuts are brushed aside by pointing out

	

funded in an attempt to spend the money before year-end ,
that defense is too important to cut, entitlements arc too

	

according to the General Accounting Office .
difficult to change, and the "all other " category is not bi g
enough to bother with . However, anyone who has partict-

	

"I do not share the President's view that the defense
pated in detailed budget reviews must be convinced, as I in,

	

establishment should be exempted from the rigorous bud -
that opportunities for serious and careful budget pruning

	

„
abound in every department, military and civilian, social and

	

get review that every civilian agency undergoes .

economic . I would like to illustrate that key point .
In my own research, 1 have questioned the economic

Controlling Federal Spending

	

feasbility of the rapid buildup on which the Pentagon ha s
embarked . Studies such as the GAO's confirm this concern .

Cutting the Defense Budget

	

We have seen other reports of the Defense Department's rus h
to spend all its available money before the end of the fisca l

Let us turn to the admittedly difficult subject of delcnse

	

year. Hasty procurement moves included buying 57,600
budgeting . At least since the early 1970s . I have written about

	

softballs, a 14-month supply of paper, and piles of ice-cub e
the need to bolster our defense capabilities . `Thus, I strongly

	

makers and video-cassette players .
support the need for a substantial military buildup . But I am a
cheap hawk. I do not share the President's view that the

	

Tighter reins on defense spending will do more than con -

defense establishment should be exempted from the rigorous

	

tribute to a smaller budget deficit . Such improved manageria l

bud get review that every civilian agency undergoes

	

controls will solidify the necessary public support for th e

A report on the Department of Del ense's budget prohlems

	

continued high level of military strength that is required for

by the General Accounting Office underscores this point,

	

the dangerous world in which we live .

Here is a typical quote from the report . It deals with a major

	

It has become customary to relate the rapid rise in defens e
part of the military budget . the 65 hillion spent each veal on

	

spending to the national economy. Thus, during the 198 0
operations and nlaintenancc, or O & M .

	

campaign, candidate Reagan advocated a generous 5 percen t
Last year we also reported that DOD did not

	

annual growth in military spending, plus an allowance fo r
have a well-planned strategy and priority system

	

inflation . Many of us supported that move strongly. But, th e
for applying increased funding to 0 & M pro-

	

rationale for subsequently shifting from 5 to 10 percent o r

grants . Asa result, funds were-applied to some

	

more has never been convincingly explained . Surely, ou r
programs in excess of ss hat could be absorbed

	

military posture has not deteriorated in these last four years .
efficiently and effectively,

	

We should return to the 5 percent target now . A more mea -

DOD still does not have a well planned stmt

	

sured attitude to military preparedness avoids crash pro -

egy for applying increased funding to 0 & M

	

grams; it opposes the view that every nickel appropriated
must be spent at all costs . We do not promote the nationa l

programs,

	

security by showing the Soviet Union how fast the United
The GAO went on to point out specifics :

	

States can spend money.
n At Fort Lee $2 .7 million was received a few week s

before the end of the fiscal year. The money was used for

	

Controlling "Entitlement" Outlay s
projects that had not been validated, that were not in the
approved backlog, and that were not even in the work plans .

	

In the category of civilian Federal spending, the larges t
Weno longer call that Rine buying because the fiscal year

	

item is the "entitlements," which are dominated by Socia l

now ends in September.

	

Security outlays . Here I find it useful to analyze the proble m

n At Fort Stewart, year-end funding amounting to $92,000 in terms of three generations
. The first is represented by that

was used to construct a bicycle path . More mission-related

	

of my father, who is on Social Security . For most of thei r

projects were not financed :

	

working life, he and his counterparts were told that they wer e
pro earning a Social Security pension . In fact, the government se t

n At Little Creek Naval Amphibious Base, $300,000 was

	

up account numbers to record all of their contributions, an d

used to resurface tennis courts, widen sidewalks, and paint

	

those of their employers . You and I may know that those

signs . Roof repair projects went unfinanced .

	

contributions, including the interest earned, do not begin t o

Here is a sampling of other shortcomings found by the GAO :

	

cover their monthly Social Security checks . But the recip
ients do not know that nor do they want to learn that bad news .

n As much as 36 percent of the flying done by Navy Frankly, I do not have the nerve to tell my own father tha t
tactical and patrol acluadruns is for activities other than train

	

each month he is receiving the economic equivalent of wel -
ing . However, the budget is based on training for primary

	

fare, and I do not expect any elected official to be more
mission readiness .

	

foolhardy . The inescapable fact is that this nation has made a

n Each year millions of dollars "migrate "—isn't that a moral commitment to my father's generation to pay at leas t
beautiful phrase, dollars apparently have wings—from mis-

	

the current level of monthly payments and probably som e
lion-related programs to real property maintenance . Because

	

allowance to cover inflation . Advocates of budget restraint
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must accept that . It is intriguing to note that, under thes e
circumstances, the most effective way to limit the growth o f
Social Security spending is by keeping inflation low.

But my own generation is very different . We have the
opportunity to adjust to changes in future Social Securit y
benefits—provided the shifts are phased in gradually . At
least some of us are sophisticated enough to understand tha t
retroactive benefits, by their very nature, must represent a
hidden subsidy paid by someone else and thus are the eco -
nomic equivalent of welfare outlays . Key long-term changes
in benefits are, therefore, feasible .

But the most basic changes can be made in the generatio n
of which my children are a part . Only recently have they lef t
college and entered the workforce. Retirement benefits are
very far from their minds . Provided taxes are not increased i n
the process, these young people will likely go along with a
great variety of reasonable changes in the entitlement pro -
grams . This represents the long-term opportunity to reduc e
the welfare (or intergenerational transfer) aspect of these
Outlays .

Controlling Other Spending Programs

It has become fashionable to deduct defense and entitle-
ment spending from the budget total and show that th e
remainder is either too small to fuss with or already declin-
ing. Such an approach is far too gross for a satisfactor y
analysis of the budget quandary . It ignores the importan t
cross-currents that are occurring within the "all other" cate-
gory.

For example, the fastest growing area of spending in recen t
years is neither entitlements nor defense . Rather, it is a
component of "all other"—farm subsidies . This category of
Federal spending rose from $3 billion in 1981 to $21 billion i n
1983 . Moreover, Congressional action on the dairy progra m
ensures that the U .S . Department of Agriculture will con-
tinue subsidizing some of the wealthiest farmers at the ex-
pense of taxpayers and consumers .

An effective budget restraint effort must be comprehen-
sive . Sacred cows are not limited to the dairy industry . Tak e
the National Endowment for the Humanities . To urge a cut i n
that agency surely sets you up as a "heavy" who cares not a
whit for culture . But an examination of the details is reveal-
ing . When I looked at how such money was being spent in m y
own state, I found a portion going to finance a history of eac h
of the 14 branches of a municipal library. I do not believe that
you have to be a Philistine to have the gumption to say that
such expenditures show that we have not cut too much from
civilian budgets, but far too little .

Congress's Responsibilit y

By no means do 1 intend to let the Congress off the hook .
After all, each Federal outlay is made pursuant to an appro-
priation enacted by Congress. The House Rules Committe e
recently took action to eliminate a supposed inequity : the
members of the Committee were approving trips by members
of other committees, but had not gone on any themselves .
The chairman proposed to remedy this discriminatory state o f
affairs—at the expense of the taxpayers, of course—by a bus
tour across the Potomac to Alexandria, Virginia . That sug-

gestion failed to win sufficient support, but he persevere d
and succeeded in gaining approval for a trip to South Amer-
ica, Costa Rica . and Jamaica ,

When we turn to the wasteful expenditure of larger sums ,
we can recall the numerous military bases and other govern -
mental installations that are kept open only because th e
Congressional representatives from that area have insisted on
such wasteful use of Federal money to subsidize their constit-
uents .

I do not mean to ignore the tax-writing committees either.
Take the "love-boat" bill, for example . Professionals who
like sunbathing and shuffleboard while attending floating
"seminars in the Caribbean" can now write off those so -
called business expenses 	 provided they take one of the fou r
cruise ships that fly under the American flag . Such display s
of patriotism are truly touching .

As long as Congress keeps taking actions like these, it i s
hard to expect the Executive Branch to adopt a parsimoniou s
attitude . Par more depressing, such actions make it hard fo r
the public to take our governmentand its budget problem s
seriously .

Conclusion

Reforming the Internal Revenue Code is difficult . Bu t
surely it is an objective worth pursuing . Yet so long a s
pressure exists for raising ever increasing amounts of Federa l
revenue, it will be difficult if not impossible to introduc e
many improvements in the Federal tax system without offset-
ting them with undesirable revenue-raising changes . That
would resemble the proverbial case of taking several step s
forward, but then taking an equal number backward . Thus, at
best you wind up where you started .

This problem is compounded by the obvious fact that it is a
lot more fun to discuss how to change the tax system than to
struggle with the details and difficulties of controlling spe-
cific and often popular expenditure programs . Mine, there -
fore, is a plea to reverse that priority . II suggest that a success -
ful and lasting tax reform will come only after—not before—
we kim how to control our fiscal appetites .

Tools for more effective budgeting are readily available-
zero-based budgeting, benefit-cost analysis, cost-effective -

"Budget cutting will be successful only if each major
interest group supports the entire effort, including trim-
ming items that benefit them ."

ness analysis, etc . But the most powerful method of budget
control is none of these sophisticated approaches . To be sure ,
professional analysis can be of great value in identifying and
ranking candidates for budget cutting . But the most funda-
mental tool of budgeting is both simpler and harder to us e
than differential calculus or advanced econometrics . It is the
ability to say "NO!" and to stick with that position .

Let us not delude ourselves . One of the easiest things in the
world is to get a business group to advocate curbing welfare
programs and farm subsidies . Easy, but, if anything, coun-
terproductive . I do not mean to pick on business . I give a
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similar message to farm groups, when they enthusiasticall y
urge Congress to cut business subsidies and urban programs .

Budget cutting will be successful only if each major inter-
est group supports the entire effort, including trimming item s
that benefit them . That may sound idealistic, but it is onl y
enlightened self-interest . Every major segment of America n
society will benefit from an overall slowdown in Federa l
spending, and to a far greater degree than they now benefi t
from the existing crazy quilt of inefficient special spendin g
programs .

In contrast, trying to start a budget cutting campaign b y
focusing on the other guy's benefits only encourages othe r
interest groups to take the same short-sighted route . The sa d
result is that nobody then takes the budget problem seriously .

I would like to wind up with a revolutionary thought : le t
conservative groups—those who truly believe in the power o f
the competitive marketplace—start the budget cutting hal l
rolling by urging reductions in specific business subsidies .
There are many to choose from—subsidies to the merchan t
marine, the railroads, the fishing industry, the steel industry.
mining companies, and construction companies . I here are
entire agencies devoted to business subsidies, such as the
Export-Import Bank and the Small Business Administration .

Business taking the lead in urging the reduction of thes e
subsidies would get the attention of the public . But it would
do more than that . It would enhance the respect of ou r
citizens, especially our young people, for private business .
They now read and hear so much about the glories of th e
private enterprise system from business executives who, t o
put it kindly, do not always practiee what they preach .

Trimming the Fat

I do not intend to ignore other groups pressuring for thei r
share of the Federal budget . Rather, I mean to challenge eac h
of them—labor unions, farm organizations, senior citize n
groups, etc .—to join the effort to put Uncle Sam on a long -
needed diet . There are many wasteful and low priority pro -

grams in the Departments of Agriculture, Commerce, Inte-
rior, Labor, Housing and Urban Development, and Healt h
and Human Services . Only after we have trimmed all the fa t
contained in their budgets, can we begin in earnest and wit h
more confidence the needed effort to reform the tax system .

The kind of tremendous professional effort that the Treas-
ury Department put in developing proposals for tax reform
should now be devoted to preparing a similar agenda fo r
expenditure control . The Office of Management and Budge t
should quit playing it so close to its chest . Like the Treasur y
Department, they should take the public into their confidenc e
and reveal their alternate menus for reductions in Federa l
spending .

Rather than encouraging—as is now the case—a nationa l
debate on the details of the Internal Revenue Code, we shoul d
be having a serious citizens' discussion on an agenda fo r
controlling Federal spending . That is the brightest hope for
getting us on the true road to tax reform .
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