The Big Fat GOP Budget Lie
Exclusive: At every turn of the debt-ceiling battle, Republicans repeat the
talking point that Washington doesn’t have a “revenue problem,” but a “spending
problem” as if saying so makes it true. But the reality is that today’s debt
crisis is driven more by George W. Bush’s tax cuts than anything else, as Sam
Parry explains.

By Sam Parry
Sometimes you just have to call something what it is. Simply put, congressional
Republicans are lying about the federal budget crisis and thus are suffocating
America’s chance for an open, honest debate about the tough choices that are
ahead.
The GOP’s bogus argument is built on the oft-repeated sound bite that the
federal deficit is a spending problem, not a revenue problem. That isn’t true,
as the data and U.S. history plainly show. The current budget deficit is MOSTLY
a revenue problem.
The most pronounced shift in budget calculations is that federal revenue has
dropped from 20.35 percent of the Gross Domestic Product (GDP) in 2000 when the
U.S. government was running a surplus to 14.41 percent of GDP today, with the
projected deficit for fiscal 2011 at about $1.5 trillion.
A fair-minded review of the budget shows, too, that most of the contributions
from the spending side of the ledger have almost nothing to do with President
Barack Obama or what is typically described as “reckless spending” in Washington
on domestic priorities.
The only “discretionary” item in the budget that has seen any significant
increase in recent years is Defense. The rest of these “discretionary”
categories Education, Transportation, Environment, Agriculture, etc. have
actually decreased as a percent of GDP from around 4 percent in the early 1980s
to less than 3 percent today.
What Spending Problem?
With few exceptions, national media pundits uncritically accept the “spending
problem” GOP spin without even consulting the data available online to anyone
with a search engine.
Yes, federal spending has apparently kissed 25 percent of GDP this year, which
is historically high. But, three points must be made:

1. It’s not off-the-charts high.
2. Much of the higher spending was reactive to the financial crisis of 2008 or
resulted from the deep recession that followed, not from new Washington
programs.
3. It is a relatively short-term blip that is projected to come back to a more
normal rate of around 22 percent to 23 percent in the next year or two.
First, some history.
Federal spending as a percentage of GDP reached a similar level 82 years ago in
1919, at the end of World War I. That year, the U.S. national budget hit 24.13
percent of GDP.
Of course, that was a far simpler time before the existence of Social Security,
Medicare, Medicaid or many of the other government programs so vital to modern
America. Spending at the start of the 20th Century reflected this, averaging a
trivial 2.5 percent of GDP.
The 1919 surge went almost entirely to support the U.S. military efforts, with
59.6 percent of the total federal budget going to Defense that year. After WWI,
federal spending declined, but the days of 2.5 percent were gone forever. In the
ten years after WWI, federal spending averaged 4.8 percent of GDP, nearly twice
the pre-war average.
And that is roughly where spending stayed until the Great Depression, when
spending rates doubled again and averaged 10 percent of GDP from 1933 to 1941.
Then came World War II, which saw a spike in federal spending well beyond
anything America had seen before or since. In 1945, spending as a percentage of
GDP was nearly double today’s levels, reaching 47.9 percent. That year, military
spending accounted for 88 percent of the entire federal budget as America fought
a two-front global war.
After the war was won, spending settled in at a new normal that reflected the
continuing funding of a larger permanent military as U.S. policymakers financed
the Cold War to “stop the spread of communism.” The federal government also
undertook investments and spending projects that helped build the country and
sustained the middle class from transportation and infrastructure spending to
Social Security and Medicare to developing a modern education system.
Between 1947 and 1980, overall federal spending averaged 18.3 percent and
spending levels remained relatively stable during these years, especially after
1951, as you can see:
The Reagan Binge

After Ronald Reagan’s inauguration in 1981, federal spending began drifting up,
averaging 21.9 percent of GDP during the Reagan-Bush-41 years. Most of that
growth went to a mushrooming Defense budget as President Reagan issued warnings
about a supposedly expanding Soviet Empire.
In 1979, military spending represented 5.6 percent of U.S. GDP. Seven years
later, that had increased to 7 percent, a 25 percent increase relative to GDP.
At the same time, federal spending on Education was slashed from 1.2 percent of
GDP in 1978 to 0.5 percent of GDP by 1988. Other domestic programs were held
flat or were cut during this period.
Starting in the late 1980s, as Defense spending started to come down after the
collapse of the Soviet Union declining from 7 percent of GDP in 1986 to 5.35
percent by 1991 Health Care spending picked up much of the slack.
Federal spending on Health Care had steadily increased from relatively trivial
amounts in the 1940s to about 2.4 percent of GDP in 1989. However, starting in
that year, Health Care spending increased by an average annual rate of more than
six percent and today accounts for 5.9 percent of GDP, which is still less than
the Defense budget, which accounts for 6.4 percent of GDP.
Clinton, Bush II, and Obama
The Reagan-Bush-I spending binge left the Clinton Administration with difficult
choices on how to reduce the then-record budget deficit. Despite pressure from
liberals who favored a more aggressive strategy for addressing the nation’s
needs, the Clinton team reduced federal spending as a percentage of GDP every
year, getting it down to 18 percent by 2000, the lowest level of federal
spending relative to GDP since 1974.
You can see how significant these cuts were here:
Then came the Bush-II administration, which completely reversed this trend with
major spending increases for the military and intelligence services to conduct
the post-9/11 “war on terror” and the wars in Afghanistan and Iraq. George W.
Bush also pushed through a new prescription drug bill.
Increases in Health Care and Defense spending accounted for nearly all of the
spending increases during the Bush-II administration. Health spending grew from
3.8 percent of GDP in 2001 to 4.7 percent in 2008 and Defense spending increased
from 3.6 percent of GDP in 2001 to 5.1 percent of GDP in 2008.
Two unfunded wars and an unfunded prescription drug bill will do that to you, as
you can see here:

Still, George W. Bush left office with the federal government spending less as a
percentage of GDP 20.76 percent

than the average during the Reagan-Bush-41

years.
Which brings us to today. Over the last couple of years, federal spending as a
percentage of GDP has indeed surged topping out at 25.3 percent this year.
But that has little to do with so-called “reckless spending” in Washington and
has even less to do with Obama specifically.
First, an obvious point: The recession reduced America’s GDP from $14.44
trillion in 2008 to $14.12 trillion in 2009. This automatically increased
spending as a percent of GDP by lowering the denominator.
More importantly, the recession has led to hundreds of billions of dollars in
temporary spending to stabilize the economy, bail out the financial markets, and
provide support for the U.S. auto industry.
GOP talking heads like to complain about many of these programs. But several
points must be clarified:
1. These emergency measures are short-term stimulus spending and don’t have a
meaningful impact on spending in the coming years.
2. Most of the money used to bail out the banking and auto industries has
already been paid back to the Treasury.
3. The bank bailout occurred on George W. Bush’s watch and it took bipartisan
support in Congress to pass that bill.
4. Even accounting for all of these factors, which don’t even include the
multiple wars that the United States continues to fight, federal spending
as a percent of GDP is only a little more than half the emergency spending
levels of the mid-1940s during WWII, a surge in federal spending that is
classically viewed as ending the Great Depression.
In the next couple of years, assuming the economy recovers and stimulus funds
and other economic stabilizers can be withdrawn, federal spending as a percent
of GDP is forecast to decline to 23.6 percent next year and to 22.3 percent by
2015.
Which leads us to the debate around the stimulus bill.
Yes, Obama and the Democrats with only a handful of GOP votes pushed through a
$787 billion stimulus bill in early 2009. What GOP talking heads never mention,
however, is that more than a third of the package wasn’t spending at all. To
secure those few Republican votes, a total of $288 billion or more than onethird of the package was dedicated to short-term tax breaks.

That left $499 billion in actual spending, but much of that went directly to the
states to help rescue depleted state budgets and to avert large-scale layoffs of
public employees. Indeed, only about $85 billion of the stimulus package
actually went to things like infrastructure, new energy programs and
transportation projects.
Given the economic crisis the country was facing and continues to face an
allotment of $85 billion for capital projects and other infrastructure
investments seems like chump change. And, given the weakness of the recovery, it
appears that it was woefully insufficient to get the economy back on its feet.
But, even if you ignore these finer points and look at the $499 billion in
actual stimulus spending, this is a tiny fraction (about 1.7 percent) of the $29
trillion, two-year GDP of the U.S.
And the money has just about run out, which means that long-term it will have a
negligible impact on the overall deficit and will have no impact on long-term
federal spending levels.
When it comes to spending under President Obama, only two other areas are even
worth mentioning:
Defense has grown from 5.62 percent of GDP in 2009 to 6.4 percent this
year, and
Health Care has risen from 5.4 percent to 5.9 percent.
Otherwise, there have been no other net spending increases of any significance
added to the books since Obama was sworn in.
The one debateable caveat to all this is the controversial health care bill
signed into law in March of 2010. While there are spending provisions in that
law, there are also substantial cost savings. As Obama said repeatedly during
the debate, the bill is projected to add nothing to the federal debt.
Altogether, the CBO estimates a net cost savings of $143 billion over the next
10 years with more savings after that.
Going forward, President Obama has already committed the federal government to
significant cuts in discretionary programs. For example, the total cost of the
stimulus bill is more than offset by the Obama-ordered freeze in non-defense
discretionary spending over the next ten years, which will reduce spending in
that budget category from 3.4 percent of GDP to less than 2 percent.
In fact, taking these savings into account, the big GOP spending lie gets even
more outlandish. Even if you take into account all spending relative to GDP,

including Defense and Social Security/Medicare, total federal spending on these
programs as a percent of GDP is projected to actually come down over the next
ten years — from 25.3 percent of GDP in 2011 to 19.7 percent in 2021.
Of course, these are projections and they depend, in part, on the economy
growing as expected and Congress adopting Obama’s spending priorities. But, even
if it’s half that reduction, the United States would still be well within the
recent historical range on federal spending as a percent of GDP.
It’s a Revenue Problem, Stupid
There is no question that if you look at this year’s federal spending of 25.3
percent of GDP, it looks high, relative to recent American history.
But, given today’s struggling economy and the projections for federal spending
to stabilize and come down — assuming the economy recovers — it should be clear
the United States doesn’t face an immediate spending crisis.
The nation does, however, face a revenue crisis. Largely because of George W.
Bush’s tax cuts, which he justified by noting that the government was running a
surplus in 2000, federal revenues have dropped from 20.35 percent of GDP in the
last year of the Clinton administration to 14.41 percent today.
So, no matter what spending programs get cut even if spending were rolled back
to around 21 percent of GDP, in line with the levels of spending under recent
Republican administrations – the United States won’t stanch the flood of red ink
without getting revenue up to about the same share of GDP.
That revenue target would be a bit higher than the historical average of 17.8
percent of GDP from 1947 to 2008. But, given that the United States has run up
huge deficits, which means higher interest payments, and given that our aging
population requires more Health Care spending, raising federal revenue back to
where it was in 2000 or even a bit higher doesn’t seem like such a huge
sacrifice.
But don’t expect the Republicans to be at all honest about this. Truth-telling
is not what wins most elections and political courage is in very short supply.
It’s much easier to get on the right-wing chat shows and repeat the comfortable
“It’s a spending crisis” mantra, no matter how inaccurate it is.
Sam Parry is co-author of Neck Deep: The Disastrous Presidency of George W.
Bush.
Sources for this article include:
http://cboblog.cbo.gov/?p=546
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How the Rich Won the Class War
Over the past several decades, the Right has convinced millions of Americans
that Government is the source of all problems, that Corporations must have neartotal freedom, and that the Rich must enjoy low taxes. The consequence has been
a devastated middle class and fiscal chaos, writes Michael Winship.

By Michael Winship
I ran into my friend Jeff Madrick a few weeks ago. Like a rabbit out of a hat,
or so it seemed, he whipped from his coat a copy of his new book, Age of Greed.
He gave the book to me and I’m grateful. It’s a compelling and worthy read.
Jeff’s an able journalist; an excellent and cogent storyteller in a field that
often defies the straightforward plot or easy explanation, economics.
The book’s subtitle says it all: “The Triumph of Finance and the Decline of
America, 1970 to the Present;” an ongoing saga of avarice told through profiles
of the men who confidently strode forth and marched us smack into the middle of
our current fiscal nightmare.
Milton Friedman, Richard Nixon, Ivan Boesky, Ronald Reagan, Michael Milken, Alan
Greenspan, Ken Lay, Walter Wriston of Citicorp and Sandy Weill of Citigroup,
Lehman Brothers’ Richard Fuld, they’re all here and more, presidents and
economists, CEO’s and masters of the universe, a veritable Murderers’ Row of the
rich and frequently reckless.
As Jeff writes in the introduction, the first part of Age of Greed “is mostly a
story of business pioneers who fought government regulation or, through
innovation, escaped government oversight,” building on fear from punishing
inflation in the seventies and a new post-Watergate distrust of government, “all
the while diminishing the power of government and reinforcing the changing
national attitudes.”
In the second part, “Once government was no longer a counterweight and a new
political ideology cleared their path, financiers led the way. Debts more than

innovation and technological progress became the economy’s driving force.
Financial businesses doubled in size compared to the economy and profits grew
still faster. Hundreds of billions of precious American savings were wasted.”
I thought of all this last week when I read a report headlined “Fly on the
Wall,” on the website Politico.com:
“Fifty of the most prized donors in national politics, including several hedgefund billionaires who are among the richest people in the world, schlepped to a
Manhattan office or hovered around speakerphones Tuesday afternoon as their
host, venture capitalist Ken Langone, a co-founder of The Home Depot, implored
New Jersey Gov. Chris Christie to reconsider and seek the GOP presidential
nomination.”
Yikes. That prospect alone is enough to make sensible men and women weep. But
wait, there’s more.
Among those in attendance were at least three worthy of inclusion on Forbes‘
list of richest Americans, Paul Tudor Jones (hedge funds; $3.3 billion), Stan
Druckenmiller (hedge funds; $2.5 billion) and Bernie Marcus (Home Depot; $1.9
billion).
According to Politico, “Several of them said: I’m Republican but I voted for
President Obama, because I couldn’t live with Sarah Palin. Many said they were
severely disappointed in the president. The biggest complaint was what several
called ‘class warfare.’
“They said they didn’t understand what they had done to deserve that: If you
want to have a conversation about taxation, have a conversation. But a president
shouldn’t attack his constituents, he’s not the president of some people, he’s
president of all the people. Someone mentioned Huey Long populism.”
Huey Long populism? Give me a break.
Barack Obama’s about as much like Huey Long as I am Huey Newton of the Black
Panthers (or Huey Lewis and the News, come to that).
And as for class warfare, give me a double break. Who the hell started it?
“There’s class warfare, all right,” Warren Buffett told The New York Times two
years before the 2008 crash, “but it’s my class, the rich class, that’s making
war, and we’re winning.”
I’ll say. Which makes the whining of the moneyed, in addition to the winning,
all the more annoying.
Especially after the Obama White House has bent over backwards for them, simply

remember the concessions on health care and financial reform, for two, and all
too often has vassaled itself to the knights of the Fortune 500, kowtowing all
the way to the bank where they keep the big campaign contributions.
But I suppose in comparison to the Republicans’ even lower groveling for the
corporate table leavings, it’s conceivable the President and his associates
might seem to some of those residing in the economic stratosphere like wild-eyed
populists.
For one, that National Labor Relations Board of his is being too, too terribly
annoying. The NLRB has gone after Boeing, alleging that the aerospace giant
decided to move an aircraft plant to South Carolina in retaliation against
strikes by workers at its Puget Sound factory outside Seattle.
And now the Teamsters have filed a charge with the labor board that the car
company BMW of North America has failed to bargain in good faith, replacing
union members by outsourcing a parts distribution center in Ontario, California.
(The usual full disclosure: I’m president of a union affiliated with the AFLCIO.)
In 40 years of union representation, there has never been a labor stoppage at
the center; in fact, its employers have received gold medals from BMW for
efficiency. Average seniority is 20 years; five workers have been there 30 years
or more.
As Michael Hiltzik wrote in the July 3 Los Angeles Times, “These employees
exemplified the best qualities of the American worker. They devoted their
working lives to BMW, at a time when it was building and solidifying its US
beachhead.
“Their wages, with benefits, paid for a reasonable middle-class lifestyle if
they managed it carefully. Throw in the job security they were encouraged to
expect, and they had the confidence to make sacrifices and investments that
contributed to the economy for the long term, like college education for the
kids, an addition on the house, a new baby.
“Then one day they were handed a mass pink slip, effective in a matter of
weeks.”
You can argue that BMW, world’s largest manufacturer of luxury cars, has the
legal right to outsource. Yet by the same token, Hiltzik noted, “American
taxpayers had a perfect legal right to tell BMW to drop dead when the firm’s
credit arm asked the Federal Reserve for a low-interest $3.6-billion loan during
the 2008 financial crisis.

“BMW got the money then because US policymakers saw a larger issue at stake:
saving the economy from going over a cliff. Just as there’s a larger issue
involved at Ontario, which is saving the American middle class from going over
the same cliff.”
Last year, BMW posted profits of $4.7 billion and bumped up shareholder
dividends by $950 million. This year, they’re predicting a ten percent increase
in revenues. Will they be sharing with their American workers? Don’t bet on it.
Will they come running to the government for help next time they’re in trouble?
Count on it.
And as if Congress hasn’t done corporate America enough favors, next week House
Republicans will try to pass an anti-NLRB bill that will, in the words of
California Democratic Congressman George Miller, “eviscerate the rights of
workers, help ship more jobs overseas, undermine job creation in this country
and kill opportunity for people who are working hard and playing by the rules.”
HR 2587 takes away the NLRB’s authority, says AFL-CIO Government Affairs
Director Bill Samuel, “to restore workers to their jobs when companies simply
eliminate work in order to eliminate workers who are pro-union or when companies
eliminate work in order to avoid their legal obligation to bargain.
“[The bill] will have dire unintended consequences as well. It will make it
easier to ship jobs overseas because it legalizes the most despicable form of
outsourcing, the illegal kind, by keeping the NLRB from being able to stop it.
The bill will remove one of the only tools preventing work from leaving the US.”
And still big business will whine and complain, as per Politico, not
understanding what they have done to deserve opprobrium.
Yet all the while, as Jeff Madrick writes in Age of Greed, they take our economy
“along an unfortunate, tragic path for their own purposes from which it may not
be possible to turn back.”
Michael Winship is senior writing fellow at Demos, president of the Writers
Guild of America, East, and former senior writer of “Bill Moyers Journal” on
PBS.

