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Following a massive bipartisan increase in emergency spending during the COVID-19 pandemic that contributed to inflation reaching a 40‐​year high, the 118th Congress should shift fiscal gears. It’s time to cut deficit spending to spur economic growth and complement the deflationary actions of the Federal Reserve. Federal debt is at economically damaging levels and growing at an unsustainable rate. Additional deficit spending threatens to make inflation worse and burden the economy by misallocating resources from higher‐​growth projects toward politically‐​directed spending. The 118th Congress has a key opportunity to adopt responsible, pro‐​growth fiscal policy that controls spending and stabilizes the debt. Fiscal year (FY) 2022 ended with a $1.4 trillion deficit (how much Congress spent by borrowing) that consumed 5.5 percent of U.S. GDP. To put that in perspective: The first time ever the deficit exceeded $1 trillion was in 2009, when the U.S. was in the deepest economic crisis since the Great Depression. Not that Congress can cure a global financial crisis by throwing money at it, but they did try. The next time deficits exceeded $1 trillion we were in a 100‐​year pandemic and Congress tried to spend its way out of that, too. Now that the pandemic is over, why is it that trillion‐​dollar deficits go on for as far as the eye can see? Members of Congress worked so well across the aisle together to increase spending, certainly they should have no problems working together again. Only this time, their charge should be to stabilize debt with a credible fiscal plan and legislation that enacts it. Such a plan should achieve a firm target, such as freezing debt as a percentage of gross domestic product (GDP) or achieving primary balance (balancing non‐​interest spending with revenues) before the end of the decade. Congress’s plan should be backed up with concrete policy proposals that score sufficient savings to achieve the fiscal target. How hard could this be? It’s not like bipartisanship only works in the context of increasing spending. Or does it? Recent spending increases benefited from horse trading of “your pet project for mine,” as evident by the return of earmarks—parochial spending that was banned for a decade due to frequent instances of waste and corruption. A recent Peterson Foundation poll identified that 9 out of 10 voters expect members of Congress to work together to reduce the federal debt. Constituents are about to find out if bipartisanship will also work when it comes to making tough choices. The gross federal debt (including government trust fund debt for programs like Social Security) approached $31 trillion (120 percent of GDP), of which debt borrowed in credit markets reached $24.3 trillion (95 percent of GDP). Debt that’s this high, compared to the size of the economy, and growing from there, is bad. It hurts growth and makes a fiscal crisis more likely. The fiscal outlook is yet worse. After adjusting the most recent Congressional Budget Office (CBO) projections, federal debt held by the public is projected to grow to 138 percent of GDP by 2032. Adjustments include higher‐​than‐​expected inflation and interest rates, new deficit spending in late 2022, slower‐​than‐​expected economic growth, and the likelihood that middle class tax cuts will be extended past 2025. See figure 1 for alternative projections, compared to a scenario assuming tax cuts will expire (don’t hold your breath), and CBO’s original projections. And even these debt growth scenarios could be too optimistic if there’s a major crisis or prolonged recession. So, let’s not make things even worse. The federal debt limit specifies the maximum amount of government bonds that Treasury may issue. Treasury is projected to run up against this limit sometime in the summer or fall of 2023. When Congress confronts the federal debt limit this year, members should pair the inevitable increase in the debt limit with reforms that reduce spending and debt growth. Yes, I said it: Congress will eventually increase the debt limit. But before doing so, they should change the course of future spending. Whether to increase the debt limit or not is the wrong question. Lawmakers should instead grapple with “How will we slow the growth in the debt and avoid a fiscal crisis?”. Effective policies will reform health care and old‐​age entitlements, the main drivers of rising debt. Congress should also cut and cap discretionary spending for most government programs, including seizing such low‐​hanging fruit as eliminating parochial spending by restoring the earmark ban. With deficits in the trillions, just say no to that overpriced trolley extension in your downtown restoration plans that few people will ever ride. Hundreds of millions of taxpayer dollars would be wasted, except for the giggles and maybe the cute Instagram reel.
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