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Chairman Johnson, Ranking Member Peters, and Members of the Committee,
On behalf of FreedomWorks’ community of more than 5 million grassroots activists, thank you
for holding this hearing examining the root causes of America’s unsustainable fiscal path. We
welcome this discussion and hope to see more conversations on this very topic in the coming
weeks and months.1
Federal spending should be a concern for every American. Put simply, the path on which
Congress has put the United States is fiscally unsustainable and reckless. We disagree, in the
strongest terms, with President Donald Trump’s recent comments about federal spending, in
which he reportedly said, “Who the hell cares about the budget? We're going to have a country.”2
Budget deficits and debt impact Americans by creating a damper on the economy known as
“debt drag.” We may already be experiencing this.3 However, they can impact Americans in an
even more serious and tangible way should those who purchase our debt begin to lose confidence
in our ability to pay it back. This will lead to higher interest rates and an increase in the cost of
debt service, which will, in turn, crowd out private investment in the economy. As Kurt
Couchman of the Committee for a Responsible Federal Budget explained,4 “For the federal
government, each one percentage point increase in interest rates implies an additional $1.8
trillion increase in [the budget deficit] over the next decade.”
The estimate on the impact of interest rates come from the Congressional Budget Office. The
agency estimates that the budget deficit would grow by $182 billion over ten years if interests
rise by 0.1 percent.5 Extrapolated over ten years for a 1 percent increase in interest rates, the
budget deficit would grow by $1.82 trillion.
Sadly, previous administrations, and the current administration, and Congress have ignored the
growing problem with federal spending, choosing instead to increase discretionary outlays while
allowing mandatory spending programs to grow on autopilot. Addressing the United States’
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fiscally unsustainable path must be an immediate priority, and must be done in a way that
encourages economic growth to ensure that we remain internationally competitive.
Congress has tried to address federal spending before. In August 2011, lawmakers passed the
Budget Control Act (BCA).6 The BCA was the product of bipartisan negotiations between
President Barack Obama and Speaker John Boehner (R-Ohio) to reduce the budget deficit over
time, while immediately increasing the debt limit by $400 billion.
Spending had grown rapidly, and the United States saw budget deficits of more than $1 trillion
for four consecutive years, between fiscal years 2009 and 2012. The deficit as a percentage of
gross domestic product reached a peak of 9.8 percent during this time frame.
The deficit reduction part of the Budget Control Act set defined levels for discretionary spending
and created the Joint Select Committee on Deficit Reduction, also known as a
“super-committee,” which was tasked under the law to develop a deficit reduction package of
$1.5 trillion for FY 2012 through FY 2021. The package would receive expedited consideration
in Congress.
If the Joint Select Committee on Deficit Reduction failed to agree on a deficit reduction package
of at least $1.2 trillion, split evenly between defense and nondefense discretionary spending, an
enforcement mechanism called sequestration would kick in to reduce defense and nondefense
discretionary spending. The super-committee held five hearings but was unable to reach an
agreement on a package, which triggered the enforcement mechanism that statutorily required
reduced discretionary spending between fiscal years 2013 and 2021.
Speaker Boehner hailed the Budget Control Act. “I got 98 percent of what I wanted,” he said.
“I'm pretty happy.”7 President Obama pledged to “veto any effort to get rid of those automatic
spending cuts.”8
What has happened since this law was enacted has been a tremendous disappointment. In
January 2012, Congress delayed the auto-enforcement discretionary spending cuts required by
the BCA as part of the American Taxpayer Relief Act.9 With the passage of the Bipartisan
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Budget Act10 in December 2013, Congress began the often biennial process of busting the
spending caps,11 and Republicans and Democrats alike share the blame.
Congress has also routinely used the Overseas Contingency Operations (OCO) fund to bypass
the discretionary spending caps for defense.12 Although OCO is not off-budget spending, like
Social Security or the Postal Service, the money spent through OCO does not count toward the
discretionary spending caps; but it does result in higher discretionary spending.
Most recently, in July 2019, for example, Congress passed another two-year discretionary
spending caps deal, covering fiscal years 2020 and 2021, that busted the previous spending caps
by more than $320 billion. The Congressional Budget Office (CBO) projects a return to $1
trillion budget deficits in the current fiscal year. Those $1 trillion budget deficits will remain for
the foreseeable future. In fact, projections provided by the CBO likely understate the budget
deficit because of Congress’s proclivity for increasing defense and nondefense discretionary
spending.
As the Committee for a Responsible Federal Budget explained, the Bipartisan Budget Act of
2019 will have a $1.7 trillion impact on baseline discretionary spending that the CBO would not
account for in its recurring ten-year budget and economic outlook report.13
“By convention, the Congressional Budget Office (CBO) assumes that uncapped
discretionary spending grows with inflation, so increasing the 2021 cap raises the level at
which that spending would grow from, building in higher spending in future years as
well. As a result, the two years of cap increases will actually raise spending by $1.7
trillion over ten years.”
The fifty-year average of federal spending as a percentage of gross domestic product is 20.3
percent.14 This range includes several higher-than-average years, such as fiscal years 2009
through 2012 when Congress attempted to spend the United States out of a lengthy recession.
Outlays averaged 23.3 percent during this four-year period.
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Federal outlays are projected to rise, even without the increased baseline caused by the
Bipartisan Budget Act of 201915 factored into the equation. By fiscal year 2028, federal outlays
will be 23.1 percent. Assuming the Tax Cuts and Jobs Act of 2017 is not made permanent and
the individual tax changes expire at the beginning of calendar year 2026, revenues are projected
to be 18.1 percent.

The fiscal picture gets worse the further out the CBO looks. Federal spending will rise to 25.6
percent of GDP in 2039 while revenues will come in at 18.8 percent.16 The share of the national
debt held by the public will be 113 percent. By 2049, federal outlays will consume 28.2 percent
of GDP. Although near historically high revenues are projected, 19.5 percent of GDP, the deficit
will be 8.7 percent of GDP and the share of the national debt held by the public will be 144
percent. Again, it is important to keep in mind that these projections are based on current law and
does not make assumptions that current laws will be extended past their scheduled expiration.
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Although Congress has rarely passed up any opportunity to increase discretionary spending, this
particular aspect of federal outlays represented 30.4 percent of all spending in fiscal year 2018.
By 2029, based on current law, discretionary spending will represent 24.9 percent of all federal
outlays. Discretionary spending should not be ignored, but spending cap battles over the past
several years have avoided the larger problem with federal spending. Ultimately, the root cause
of the United States’ unsustainable fiscal path is mandatory spending.
Mandatory Deficits
The runaway growth of mandatory spending (defined as outlays that are scheduled to occur
outside of the annual Congressional budget process) is astonishing in its rapidity. In 1965, the
first fiscal year of the existence of Medicare and Medicaid, net mandatory program spending and
interest payments on the debt together constituted just over 34 percent of total federal outlays.
For fiscal year 2019, that combined percentage was projected at over 70 percent and is expected
to increase to more than 75 percent over the next ten years.
Social Security spending alone (including disability insurance) exceeded $1 trillion per year for
the first time in fiscal year 2019, while Medicare is projected to do the same in fiscal year 2023.
In addition to Medicare and Medicaid, which projected to clock in at $768 billion and $404
billion respectively for fiscal year 2019, the Affordable Care Act insurance premium subsidies
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have reached $57 billion and the Children’s Health Insurance Program (S-CHIP) costs an
additional $17 billion.
According to the GAO, the trust fund for Medicare Part A (traditional, fee-for-service hospital
insurance) will be depleted by 2026, while the trust fund for Social Security pensions will be
depleted by 2034. What were once alarming but distant deadlines are now looming ominously
close.17
In the case of Social Security, the very structure of the program has set itself up for crisis, as its
sustainability was tied to always being able to pass its costs along to the younger generations of
taxpayers. As demographics have shifted and the massive Baby Boomer generation nears
retirement, the ratio of taxpayers to retirees whose benefits their payroll taxes fund has shrunk to
fewer than 3-to-1.18

More so than any of the entitlement programs, the time window is shrinking quickly to be able to
fix social security in a way that doesn’t sabotage the benefits of those already enrolled in the
program. Any solution to the program’s solvency is going to have to tamp down on future
outlays, whether by adjusting eligibility requirements or the benefit formula.
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The combined health care entitlements are also structurally biased against containing costs, and
not only because their rolls are rapidly increasing. Both Medicare and Medicaid, although very
different programs, contain massive structural flaws that encourage overspending and fraud.
Between overpayments and outright fraud, CMS estimates that there were over $103 billion in
improper payments from just those two programs alone.19
Medicare’s fee-for-service payment model practically begs for overuse, as it pays a set
reimbursement rate per test or procedure, encouraging quantity of billable items over quality of
care. Although its relatively low administrative costs are often touted as a superior feature
compared to private insurance, Cato Institute scholar Michael Cannon points out that the lack of
administrative overhead merely diminishes oversight over the rampant abuse of Medicare
services.20 Thus, reforming the payment model itself in a way that is less prone to abuse will be
more efficient than simply policing the current system more aggressively.
Medicaid’s growth has obviously been magnified by the expansion of eligibility for enrollment
under the ACA, which saw an additional 13.1 million people sign up for benefits in the states
which passed the expansion.21 This has had a disproportionate impact on federal Medicaid
expenditures because under the ACA the federal matching rate for Medicaid expansion enrollees
is much higher (currently at 90 percent) compared to original Medicaid patients.22
The design of Medicaid’s matching funds arrangement between the federal government and the
states also incentivizes states to keep increasing spending under the program without any regard
for misuse and outright fraud. This has combined with lax control over ineligible enrollees to
result in an improper payment rate in Medicaid that may be as alarmingly high as ¼ of total
federal spending on the program.23
As these behemoth programs continue to grow unconstrained, the deficit spending they grow
increases the threat of the other giant on the mandatory spending side - interest on the national
debt. These interest payments, currently projected to reach $390 billion just for fiscal year 2020,
are projected to increase to over $800 billion annually by fiscal year 2029, even assuming that
interest rates are not allowed to rise back to historical levels.
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Tax Revenues Are Not the Problem
Overall, the economy is in generally good shape. The unemployment rate is 3.5 percent,24 a low
rate not seen in more than 50 years. In December 2019, the unemployment rate for women was
3.5 percent, which is near a historic low. The unemployment rate for African-Americans and the
Hispanic-Latino community is 5.9 percent and 4.2 percent, respectively, both of which are near
record lows set in August 2019 and September 2019.
In 2018, the most recent data available, the poverty rate was 11.8 percent. As the Census Bureau
noted, 2018 was the “first time in 11 years” that “the official poverty rate was significantly lower
than in 2007, the year before the most recent recession.”25 In fact, 1.4 million fewer people were
in poverty in 2018 than in 2017.
Hopefully, the passage of the United States-Mexico-Canada Implementation Act and the “phase
one” deal with China will restore confidence in markets when it comes to trade, which has been
one source of volatility.
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Of course, much work remains to be done to continue to grow the economy, but it is impossible
to deny the benefits of the Tax Cuts and Jobs Act of 2017. This once-in-a-generation legislation
reduced income taxes across the board, nearly doubled the standard deduction, simplified the tax
code, boosted pass-through businesses, and slashed the corporate income tax to make the United
States more competitive internationally.
Despite the success of the tax cuts, one of the frequent complaints heard from many in the House
of Representatives and the Senate is that the Tax Cuts and Jobs Act of 2017 has exploded the
budget deficit. It is almost as though the budget deficit did not exist before the passage of the tax
cut.

The fifty-year average of the percentage of revenues to GDP is 17.4 percent.26 Although
revenues as a percentage of GDP are not as high as projected prior to the passage of the Tax Cuts
and Jobs Act, the tax cut has spurred economic growth and increased tax receipts. Tax receipts,
for example, were up 4 percent in fiscal year 2019 compared to fiscal year 2018. Spending,
however, is growing at a faster rate, with year-over-year increase of 7.1 percent.27
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Put simply, the reason the deficit continues to grow is overwhelmingly due to federal outlays,
with the primary driver being mandatory spending.
Some have complained that the higher income earners “need to pay their fair share.” In tax year
2017,28 the top 3 percent of income tax return filers earned 30.4 percent of adjusted gross income
but paid 52 percent of all income taxes.29 Those same voices have even advocated for a return to
70-plus percent marginal tax rates.
Those pushing this particular view claim that the level of taxation in the 1950s did not hurt the
economy. They say that this debunks the free-market view that confiscatory taxation has a
severely negative impact on Americans. Of course, their view misses some important things.
First, few people actually paid a 91 percent or 92 percent tax rate. Scott Greenberg of the Tax
Foundation notes this is likely due to “significant tax avoidance and lower reported income.”30
There were also deductions and exemptions that allowed tax filers a way out of the highest
marginal tax rate.31
Overall, as Greenberg explains, citing a study by Thomas Piketty, Emmanuel Saez, and Gabriel
Zucman, “the top 1 percent of taxpayers in the 1950s only paid about 42 percent of their income
in taxes.” That 42 percent includes federal individual income taxes, as well as state and local
taxes. “[T]he average effective tax rate of the top 1 percent has declined slightly overall,”
Greenberg writes. “In 2014, the top 1 percent of taxpayers paid an average tax rate of 36.4
percent.”
Second, the economy of the 1950s was not the boom period those who advocate for confiscatory
taxation would have us believe. Americans have an odd hindsight memory of the 1950s. This
nostalgia is extended to the economy of the time.
The United States economy experienced two minor recessions in the 1950s, preceded by one in
1949 and capped off by another in 1960. As Brian Domitrovic noted, “[T]here wasn’t significant
economic growth in the 1950s. It only averaged 2.5 percent during the presidency of Dwight D.
Eisenhower.”32
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Finally, individual income tax receipts as a percentage of the economy are actually higher today
than they were during any point in the 1950s. Individual income tax receipts as a percentage of
GDP reached a high point in the 1950s at 7.8 percent. Individual income tax receipts came in at
8.3 percent in fiscal year 2018. It is worth nothing that individual income tax receipts are at their
third-highest point since 2001 and are expected to grow to 8.6 percent in fiscal year 2025, the
last fiscal year before the individual tax cuts from the Tax Cuts and Jobs Act expire.
Another potential concern is pending legislation that would increase the payroll tax to address
the $13.9 trillion unfunded liability that Social Security faces.33 The most recent trustees report
also noted that the combined trust funds will be depleted in 2035. The pending legislation, the
Social Security 2100 Act,34 would eventually phase out the wage cap -- which is outside the
norm, as even Canada, Germany, Sweden, and many other countries have a wage cap35 -- and
gradually increase the payroll tax for employers and employees to 7.4 percent from 6.2 percent.
Although the payroll tax is paid by employees and employers, this still amounts to a tax on
employees. As Andrew Biggs of the American Enterprise Institute noted in testimony before the
House Ways and Means Committee, “Most economists, as well as both the SSA actuaries and
the CBO Social Security analysts, assume that employers fund payroll tax or other employee
benefit increases by holding back on employee wages. Thus, employees would bear the full cost
of higher Social Security taxes.”36
If Congress wants to address the budget deficit and the national debt in a meaningful way,
raising tax rates, payroll taxes, or other existing taxes, or creating new taxes is not the right way
to go about it. Tax increases reduce incentives to work and reduce investment. Addressing
spending, which is driving budget deficits, through entitlement reform is the only way to
accomplish the goal of reducing budget deficits without negatively impacting a growing
economy.
We Need More Workers
Another benefit of a growing economy is that there were approximately 989,000 more available
jobs than unemployed workers through November 2019. This is certainly good news, but it also
highlights an area of concern in the economy that needs to be addressed.
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The United States is experiencing a problem that plagues many other developed economies;
declining birth rates. According to the National Vital Statistics System at the Centers for Disease
Control, the birth rate declined to a record low, 1.73,37 below the replacement rate of 2.1.
Recently, Rep. David Schweikert (R-Ariz.), who regularly talks about the age-demographic
crisis that the United States is experiencing, spoke on the floor of the House of Representatives
about this concern:38
“Now, we still have a spending problem around here. We have a tremendous
demographics problem. That is one of the other things we never tell the truth about is the
substantial portion of our spending is actually driven by our demographics, which isn't
Republican or Democratic.”
“We are getting older very quickly as a society. But, once again, are we able to get up in
front of our groups at home or fellow Members of Congress and not see the math through
partisan lenses, because the math is the math.”
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The Census Bureau recently released new population data showing population growth slowed in
2019 when compared to 2018,39 with the natural population increase falling to just under 1
million. Including immigration, the population grew by 1.552 million. Live births declined in 42
states and the District of Columbia. Eight states experienced an increase in live births. Deaths
outnumbered live births in four states -- West Virginia, Maine, New Hampshire, and Vermont.
With an aging population and fewer available workers, this will pose problems for economic
growth in the long-run, particularly if deaths outnumber live births. We need more workers, and
one way to do that is through guest-worker programs and increased levels of legal immigration
to fill the gaps in our economy. FreedomWorks has been supportive of an overhaul of the United
States’ immigration laws to move toward a merit-based immigration system similar to those of
Canada and Australia.40
Rep. Schweikert is also a proponent of such an overhaul:41
“So what do you do to encourage family formation? For some Republicans we are going
to have to really step up and think about that. But also for immigration, you need to move
to a talent-based system. The elegance of that is you don't care about someone's religion,
their race, who they cuddle with, or where they come from. But what you do care about is
what they bring to our society to maximize economic expansion. In many ways it is a
much more honest and elegant system than this carve-out system that we have today.”
FreedomWorks is not wedded to a specific plan that reforms the United States’ immigration laws
into a merit-based system. However, we believe that such reforms, designed to boost legal
immigration and coupled with robust guest worker programs, could fill gaps in the United States’
economy and boost tax revenues without a tax increase. Obviously, the budget deficit must still
be addressed through entitlement reform and restraint on discretionary spending, but this may
lessen at least some of the impact of the looming debt crisis that America faces.
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