6 THE INSIDER

expense to the ultimate term of burthen which
the citizen can bear, it behooves us to avail our-
selves of every occasion which presents itself for
taking off the surcharge, that it never may be
seen here that after leaving to labor the smallest
portion of its earnings on which it can subsist,
Government shall itself consume the whole
residue of what it was instituted to guard.

In our care, too, of the public contributions
intrusted to our direction it would be prudent to
multiply barriers against their dissipation by

appropriating specific sums to every specific
purpose susceptible of definition; by disallowing
all applications of money varying from the
appropriation in object or transcending it in
amount; by reducing the undefined field of con-
tingencies and thereby circumscribing discre-
tionary powers over money, and by bringing
back to a single department all accountabilities
for money, where the examinations may be
prompt, efficacious, and uniform.

TEN GUIDELINES FOR REDUCING WASTEFUL
GOVERNMENT SPENDING

BY BRIAN M. RIEDL

Weary taxpayers are looking
to President George W. Bush and
Congress to reduce the tax bur-
den and set a course toward a
balanced budget. The President
has already proposed a bold
plan to reduce the high tax rates
currently weighing down the
economy, and an overhaul of the 44,000-page
U.S. federal tax code may also be proposed.
Lower tax rates will reduce barriers to working,
saving, and investing, and therefore promote
long-term economic growth.

Taxing Americans less also means that
Washington must learn to spend less. Lawmak-
ers courageously restrained spending in the
mid-1990s but have since abandoned fiscal
responsibility in favor of bloated budgets that
assume there is no problem bigger government
cannot solve.

All government spending—even that financed
by borrowing—must eventually be paid for with
taxes. The real cost of government therefore is
how much it spends, not how much it taxes.
The lesson is clear: Over the long run, low taxes
are possible only with low spending.

Tax reduction is not the only reason to take a
fresh look at federal spending. Many government
programs harm the economy because they cen-
tralize authority with politicians and bureaucrats
in Washington at the expense of entrepreneurs
and families. Special interests use government to
secure benefits and perks that private individuals

and businesses would not other-
wise provide them.

TIME TO BE BOLD

In 2003, reducing wasteful
spending is more important than
ever. Defense, homeland security,
and expensive entitlements are
stretching the federal government thin while a
high tax burden is weighing down the economy.

It is time to step back and think about the
role of government, the obligations of the pri-
vate sector, and the delineation between feder-
al and state responsibilities. For those
interested in lean, effective government with
low taxes, here are 10 guidelines to eliminate
wasteful spending:

1. Build a constituency for limited govern-
ment and lower taxes

Interest groups are always ready to defend
their special-interest subsidies. But taxpayers
rarely fight this wasteful spending because they
do not believe they will ever see the savings.
Policymakers can organize taxpayers in
opposition to wasteful spending by linking spe-
cific reforms and spending reductions to specif-
ic tax cuts.

Congress should create an independent com-
mission that would present Congress with a list
of all duplicative, wasteful, outdated, and failed
programs that should be eliminated—and ear-
mark all savings to an immediate across-the-
board income tax cut. The legislation would not



be amendable, so members could not preserve
their own special-interest programs. This is how
the federal government handled military base
closings in the 1990s. When faced with the clear
decision between funding outdated government
programs and reducing the tax burden, most
taxpayers will encourage their representatives to
let them keep more of their own money.

2. Turn local programs back to the states

Only the federal government can handle
national defense, international relations, and the
administration of federal laws. But why should
politicians in Washington decide what roads are
built in Appleton, Wisconsin? Or what commu-
nity development projects are undertaken in St.
Louis, Missouri? Or how education dollars are
spent in Cheyenne, Wyoming?

The federal government taxes families, sub-
tracts a hefty administrative cost, and then sends
the remaining tax revenues back to the state and
local governments—with specific rules dictating
how they may and may not spend the money. In
that sense, the federal government is merely an
expensive middleman, contributing little more
than meddling mandates that constrain the flex-
ibility that state and local governments need to
address their own issues creatively.

No distant bureaucrat in Washington, D.C.,
can know what policies are best for every state
and locality. One-size-fits-all federal mandates
rarely succeed as well as flexible programs
designed by state and local officials who are
closer to the people affected. Moreover, legisla-
tors have little incentive to design programs that
work beyond their home constituencies.

State and local governments, which often
consider federal grants “free money,” also lack
sufficient incentives to spend this money well
because they did not have to extract the taxes
themselves (many seem to forget the high feder-
al taxes that local residents paid for this “free
money”). Consequently, local officials rarely
object to federal grants for unnecessary projects.

The federal government can promote
accountability, flexibility, and local control by
eliminating many of the mandates on how state
and local governments address their own issues,
and by letting them raise their own revenues
and create their own programs without med-
dling from Washington, D.C.

FEATURES

3. Privatize activities that could be performed
better by the private sector

Over the past two decades, nations across the
globe have reaped the benefits of privatization,
which empowers the private sector to carry out
functions that had been
performed by the govern-
ment. In the 1980s, British
Prime Minister Margaret
Thatcher saved taxpayers
billions of dollars and
improved the British econo-
my by privatizing utilities,
telecommunications, and
airports. More recently, the former Soviet Union
and China have seen the promise of privatiza-
tion. The United States, however, has been
uncharacteristically timid in recent years.

There is no justification for the govern-
ment’s running businesses that the private sec-
tor can run itself. Even when there is a
compelling reason for government to regulate
or subsidize businesses, it can do so without
seizing ownership of them. Government fail-
ures are often larger than market failures; and
anyone who has dealt with the post office,
lived in public housing, or visited the local
Department of Motor Vehicles understands
how wasteful, inefficient, and unresponsive
government can be.

Furthermore, government ownership crowds
out private companies and encourages protect-
ed entities to take unnecessary risks. After
promising profits, government-owned business-
es frequently lose billions of dollars—and leave
the taxpayers to foot the bill.

Entrenched opposition to privatization, which
comes mostly from interest groups representing
government monopolies, has been overcome
elsewhere by (1) working with government
unions and relevant interest groups to design pri-
vatization proposals; (2) offering low-cost stock
options to current employees; and (3) assuring a
transparent, open bidding process.

Government-owned enterprises are not the
only candidates for privatization. In 2001, tax-
payers were on the hook for the federal govern-
ment’s $242 billion in outstanding direct loans
and $1,084 billion in outstanding guaranteed
loans. Government loans typically undercut the
financial services industry, which has sufficient

One-size-fits-all federal man-

dates rarely succeed as well as
flexible programs designed by
state and local officials who are
closer to the people affected.
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Lawmakers should focus on
the future by asking them-
selves the following question:
“If this program did not exist,
would | vote to create it?”
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resources to provide loans to businesses and
individuals. Therefore, Congress should begin
selling government direct loan programs to the
private sector.

4. Terminate irrelevant programs and reform
wasteful programs

President Ronald Reagan once pointed out that
“a government bureau is the closest thing to eter-
nal life we’ll ever see on earth.” A large portion of
the current federal bureaucracy was created dur-
ing the 1900s, 1930s, and 1960s in attempts to
solve the unique problems of those eras.

Instead of replacing the outdated programs of
the past, however, each period of government
activism has layered new programs on top of
them. Ford Motor Company would not waste
money today by building outdated Model T’s
alongside their current Mustangs and Explorers.
Yet in 2003, the federal government still refuses
to close down old agencies such as the Rural Util-
ities Service (designed to bring phones to rural
America) and the U.S. Geological Survey (creat-
ed to explore and detail the nation’s geography).

Government must be made light and flexible,
adaptable to the new challenges the country will
face in the 21st century. Weeding out the failed
and outdated bureaucracies of the past will free
resources to modernize the government.

Status Quo Bias

Lawmakers often acknowledge that certain
programs show no positive effects. Unfortunate-
ly, they also refuse to terminate even the most
irrelevant programs. The most obvious reason
for this timidity is a cautious aversion to fight-
ing the special interests that refuse to let their
pet programs end without a bloody fight.

A less obvious reason is
that eliminating government
programs seems reckless and
bold to legislators who have
never known of a federal
government without them.
Although thousands of pro-
grams have come and gone
in the nation’s 227-year his-
tory, virtually all current programs were created
before most lawmakers came to Washington.
For legislators budgeting and implementing the
same familiar programs year after year, a sense
of permanency sets in, and termination seems
unfathomable. No one even remembers when a

non-government entity addressed the problems.

Instead of just assuming that whoever creat-
ed the programs decades ago must have been
filling some important need that probably exists
today, lawmakers should focus on the future by
asking themselves the following question: “If
this program did not exist, would I vote to cre-
ate it?” The answer for scores of programs
would likely be “no.”

Congress must also provide stronger financial
management oversight for federal programs,
which are losing billions of dollars every year
from mismanagement.

5. Terminate corporate welfare and other
mistargeted programs

There is no justification for taxing waitress-
es and welders to subsidize Fortune 500
CEOs. Mistargeted programs, such as $85 bil-
lion in annual corporate welfare spending,
come in many forms—direct payments, low-
cost loans or insurance, subsidized services—
but they all provide these services to special
interests that are neither entitled to nor in
need of such assistance.

These programs harm the economy. Oper-
ating subsidies and loans to private businesses
overtax productive sectors of the economy
and redistribute that money to less productive
sectors, based on the fallacy that it will some-
how create jobs. Programs subsidizing start-up
companies represent a misguided attempt
by government to pick the market’s winners
and losers.

In addition, research subsidies for profit-
seeking businesses (which already have an
incentive to fund their own profitable
research) merely displace private research
funding with taxpayer funds; and emergency
grant and loan programs encourage business-
es to take irrational risks with the assurance
that taxpayers will cover any losses.

6. Consolidate duplicative and contradictory
programs

Government’s layering of new programs on
top of old ones inherently creates duplication.
Having several agencies perform similar duties
creates administrative waste and confuses pro-
gram beneficiaries who must navigate each pro-
gram’s distinct rules and requirements.

And overlap is inevitable. Some agencies are
defined by whom they serve (veterans, Native



Americans, urbanites, rural families), while oth-
ers are defined by what they provide (housing,
education, health care, economic development).
So when these agencies’ constituencies overlap,
as they do in veterans housing or rural econom-
ic development, each relevant agency will often
have its own program. With 342 separate eco-
nomic development programs, the federal gov-
ernment needs to make consolidation (if not
elimination) a priority.

Consolidating duplicative programs will save
money and improve government service. Merg-
ing related block grants will give states better
flexibility to target their funds. A recently
announced consolidation of the 22 different fed-
eral payroll systems into just two will save $1.2
billion over the next decade.

7. Convert programs into vouchers

Government programs should not be bloated
bureaucracies shepherding recipients into one-size-
fits-all programs. Voucher programs, which allow
individuals to purchase goods and services on the
open market rather than receiving them from the
government, have two distinct advantages:

—Choice: Instead of having to take what a
bureaucracy gives them, vouchers allow pro-
gram recipients to shop around and find the
goods and services that fit their needs.

—Efficiency: Providing housing vouchers is
much less costly to government than the con-
struction and maintenance of government-
owned housing. Competition among private
firms for vouchers will bring about lower prices
than government monopolies.

Some policymakers believe that low-income
individuals cannot be trusted to make intelligent
economic decisions with their vouchers, imply-
ing condescendingly that government employees
know best how to run the lives of poor families.
Those worrying that private markets could not
accommodate the influx of voucher-wielding
families fail to recognize that vouchers create
markets by strengthening demand and thereby
inducing new supply.

Instead of building a bureaucracy to grow
and distribute government food to low-income
families, the food stamp program simply pro-
vides families with vouchers to purchase food
themselves. Housing vouchers that subsidize
private rent costs have proven better for low-
income families than dilapidated, dangerous

FEATURES

public housing. Most child-care programs sub-
sidize the private facilities parents choose
instead of forcing them into government-fun
facilities. Federal student loan programs exist as
a type of education vouchers.

Vouchers can provide choice without bureau-
cracy in many other areas. Medicare and Med-
icaid could be made more like the Federal
Employees Health Benefits Program (FEHBP),
in which federal employees choose between
competing private health plans with the federal
government subsidizing the premium. Congress
could provide school vouchers to families in
Washington, D.C. More pub-
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lic housing programs can be
replaced with rent vouchers.

8. Terminate programs
rather than trimming them or
phasing them out

Budget cutters often com-
mit the tactical error of set-
tling for small reductions or
lengthy phase-outs of obso-
lete programs instead of
immediately terminating

Retaining a program means
retaining a bureaucracy
dedicated to self-preserva-
tion, interest groups dedi-
cated to aiding the
bureaucracy, and a budget
line item that Congress can
easily attach a larger num-

them. They  mistakenly

believe that securing small program reductions
now will allow them to come back and cut the
program more next time.

But leaving obsolete programs in place sim-
ply creates an opportunity for future Congress-
es to restore funding. Furthermore, retaining the
programs leaves the bureaucracy in place and
allows it to enlist interest groups in a counterof-
fensive against spending reductions. The old line
that “those attacking the throne had better kill
the king on the first shot” applies to government
programs as well.

One must never assume that spending reduc-
tions today will be followed up with addition-
al reductions later. Retaining a program means
retaining a bureaucracy dedicated to self-
preservation, interest groups dedicated to aid-
ing the bureaucracy, and a budget line item that
Congress can easily attach a larger number to
next year.

9. Utilize the “ideas industry” for specific
proposals

Those seeking specific proposals to reduce
wasteful spending have several options available:
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Moving programs off budget,
enacting advanced appropria-

—The Congressional Budget Office (CBO) peri-
odically releases a “Budget Options” book con-
taining more than 200 specific reforms that
would reduce more than $100 billion in waste-
ful spending, complete with justifications and
savings estimates.

—The General Accounting Office conducts
hundreds of studies each year on wasteful and
under-performing federal programs. The GAO
also often releases a “Budgetary Implications of
Selected GAO Work?” for the current fiscal year,
which is a book similar to CBO’s “Budget
Options,” detailing hundreds of specific, imple-
mentable ways to reduce waste.

—The Government Performance and Results
Act (GPRA) requires that agencies lay out spe-
cific multi-year goals to improve performance
and reduce waste, and to report regularly on
their progress toward these goals. Together with
Inspector  General (IG)
reports, GPRA reports show
Congress which programs

are failing in their missions.
—Think tanks such as

tions, and labeling regular
spending as “emergency” to
circumvent budget rules all

The Heritage Foundation,
the Cato Institute, and
Citizens Against Govern-

keep government bloated and

taxes high.

ment Waste release hun-
dreds of studies each year
showing how to save tax-
payer dollars.

The President should try to eliminate waste-
ful programs in his budget. Legislators should
also examine every line item in the President’s
budget appendix and terminate programs lack-
ing sufficient explanations or justifications.

10. Remove procedural barriers to saving
taxpayer dollars

The federal budget process contains several
procedural biases that make it difficult to restrain
spending. Congress can create an environment
conducive to fiscal responsibility if it will:

—Allow trade-offs between mandatory and
discretionary spending

Congress is forbidden from financing tax cuts
through discretionary spending reductions, or
even transferring money across mandatory and
discretionary programs. These restrictions unnec-
essarily tie the hands of Congress and make it
more difficult to reduce wasteful spending. Con-

gress should create a new system of budget caps
that incorporates both discretionary and manda-
tory spending and allows all trade-offs.

—Move mandatory spending into the appro-
priations process

Only the one-third of spending that is classi-
fied as discretionary is subject to the appropria-
tions process every year. The two-thirds
classified as mandatory is left to grow uncon-
trollably from year to year without regular over-
sight. Thus, the budget process denies legislators
an opportunity to set annual spending and tax
priorities with all programs on the table.

—Require congressional votes to block
rescissions

Presidential rescission requests, which would
cancel previously appropriated budget authori-
ty, must be approved by both the House and
Senate to take effect. Congress can block rescis-
sions either by voting them down or by refusing
to schedule a vote on them all. A positive reform
would require Members of Congress actually to
vote down the rescissions they oppose. Rescis-
sion proposals not voted down by at least one
full body of Congress within 45 days would go
forward. Supporters of questionable spending
would no longer be able to avoid going on the
public record with their position.

—End baseline budgeting

This accounting method adjusts for inflation,
new enrollees, and increased benefits when pro-
jecting future program costs and then defines a
” as any spending increase that does not
incorporate all of those expenses. Smaller
increases may not satisfy the spending appetites
of some, but they are not cuts. Lawmakers
should not have the bar raised to a level where
they must vote for massive increases to avoid
the impression of cutting.

—Avoid accounting tricks

Shifting expenditures from the last day of one
fiscal year to the first day of the next creates an
illusion of fiscal discipline, not any real relief.
Moving programs off budget, enacting
advanced appropriations, and labeling regular
spending as “emergency” to circumvent budget
rules all keep government bloated and taxes
high. Long-term budget blueprints that delay
most spending reductions until the final years
should be viewed with suspicion.

143
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CONCLUSION

Difficult times present opportunities for lead-
ers to chart a new course. During World War II,
President Franklin Roosevelt reduced non-
defense spending by 36 percent to save
resources. Policymakers funded the Korean War
by immediately reducing non-defense spending
by 25 percent.

In 2003, defense, homeland security, and
expanding entitlements are placing enormous
demands on taxpayers and on the economy.
Congress and the President should seize this
opportunity to refocus the federal government
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