Burden Set to Shift
On Balanced Budget

Bush Likely to Force Democrats’ Hand
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When he takes the House ros
trum next week for the State of the
Union address, President Bush will
list among his goals a balanced fed-
eral budget, a shift for a president
who has presided over record del-
icits while aggressively cutting tas-

es,

Palitically, analysts say, the presi
dent is calling the bluff of Demo-
crats, who won control of Congress
in part by accusing Bush of reckless
fiscal policies. While Bush now
shares the Democrats” goal o erase
the deficit by 2012, the politically
petilous work of making that hap-
pen — cutting spending or raising
taxes — falls to the Demoeratic-run
Congress,

*The Democrats have assailed

deficits under President Bush. The
White House is telling Democrats to
walk the walk,” said Brian M. Riedl,
a budget analyst at the conservative
Heritage Foundation.

Budget experts and economists
from across the political spectrum,
including some who worked in the
Bush White House, say that Bush is
unlikely to offer real concessions
toward a balanced budget in the plan
he delivers to Congress next month.

Still, the administration appears
o be stepping away from an eco-
nomic argument that has worked
well for Republicans  throughout
Bush’s presidency: that federal def-
icits, though at record levels, are not
egpecially large as a percentage of
the econoimy and therefore offer lit-
tle cause for concern, a view famous-
ly encapsulated in 2002 when Vice
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President Cheney told Paul H. O°Neill,
then the Treasury secretary: “Deficits
don't matter.”

Historically, the deficit is nol particular-
ly large. During Bush's presidency, it
peaked at $413 billion in 2004, the biggest
ever in dollars. At 3.6 percent of economic
output, hewever, it did not approach the
historic high, in 1943 during World War I1,
when the deficit exceeded 30 percent of
gross domestic product . Last year, the def-
icit dropped to 8258 billion, or about 1.8
percent of the economy.

But that view satmne important
facts, U.S. comptroller general David
Walker said. The government is living far
beyord its means, he said, and il not for ex-
cess cash in the Socdal Security trust fund,
it would be recording deficits on a magni-
tude not seen since the recession of the
oeomlue 100G, Talee savmat b Cood ol S anus et
$434 billion last vear, about 3.3 percent of
GDP, which rose 6 percent in 2005, coim-
pared with 2004,

‘That point i eritical, Walker told a Sen-
ate committee last week, because the So-
cial Security surplus will begin to shrink in
2009, as the baby boomers start to retire.
It is it estimated that the fund will dry up
completely in 2017, At that point, the na-
ton's rosy fiscal picture will darken rap-
idly. Costs for entitlement programs —
Social Security, Medicaid and Medicare
— will explode. Without radical changes
in tax policy and retirement spending, the
deficit will make up more than 24 percent
of the economy by 2060, Walker said.

This month, Bush cited the “challeng-
es” of entitlement spending as a factor in
his decision to offer a balanced budget
plan. Analyste said foreing the govern-
ment to live within its means in the short
terin wiould lend credibility 1o the presi-
dent’s campaign to address the entitle-
rrnent problem during his final vears in of-

Bush has given two newcomers, Trea-

Putting It In Context

By historical standards, the U.S. budget deficit is not particularly large, compared with the overall economy.
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Among them was Isabel V. Sawhill, a
sendor fellow at the Broakings Institution,
who welcomed Portman’s participation.
Sawhill said she believed Porlman and
Paiilson were responsible for the presi-
dent's new enthusiasm for deficit redue-

"T'm guite sure they want to get the
word out about entitlements and educate
the public. This could be a new way of put-
ting Social Security and Medicare at the
top of the agenda,” Sawhill said. “T have
this sense that these guys like Portman
and Paulson have been unleashed.”

In an imterview, Portman said enti-
tlements factored in to the adminisira-
tion’s budget planning. But the primary
reason Bush decided to offer a plan for
erasing the deficit, Portman said, is “be-
cause we can.”

‘When Bush took office in 2001, he in-
hedledahurjgetl’mm the Clinton adnu'nisr

Bush's own Treasury Department.

“We have managed to work our way
through seme tough budget and economic
challenges over the past six years ...
which caused revenue o decline dramat-
ically,” Portman said. Now, he said, “the
economy is back on its feet and has gener-
ated record levels of revenue in the last
twi years,” making balancing the budget a
realistic goal for the first Ume in Bush's
presidency.

Budget analysts on the right and left are
skeptical. In past years, Bush has proposed
spending cuts that the GOP-controlled
Congress refused to support. Also, any
five-year plan could put off much of the
hard work of cutting spending and raising
revenue until after Bush leaves office in
2008,

“T get the impression they're trying to
el up his reputation for Gscal responsi-
bility, nnl by doing heavy lifting and actu—
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i.ng technology stock bubble, as well the

“peace  dividend” of reduced defense
spending that aceompanied the end of the
Cold War.

Today, forecasts show the econormy
growing by a moderate 24 percent in
2007. War costs, which have topped $300
billion sinee 2001, are heading higher. In
their most recent official projections, the
White House and the nonpartisan Con-
gressional Budget Office said they expec
ted the deficit to rise in the Gseal vear that
ends in September.

Palitically, the White House and Demo-
cratic leaders are far apart. Bush has said
he would balance the budget without rais-
ing taxes. House Speaker Nancy Pelosi (D-
Calif.) said Sunday on CBS's “Face the Na-
tion™ that though she wanis o make per-
manent the Bush tax cuts that benefit the
middle class, House leaders are consider-

ing repealing those that benefit “people
making over half a milion dollars a year.”

By insisting that all of his tax cuts be ex-
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