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Five men, one room, and a national crisis. The Esquire Commission to Balance the Federal Budget will
now report its findings.

A few months ago, we announced the formation and mandate of the Esquire Commission to Balance the
Federal Budget. The plan was simple: A group of former legislators from across the political spectrum
would convene, make the hard choices that our current leaders refuse to make, and erase the annual budget
deficit by 2020. Below, how they came to their decisions. You can also read the authors' introduction and
the full results (with statistics!) on our politics blog.

The two former Republican senators were the first to arrive, together. They walked into the conference
room on the forty-fourth floor of a midtown high-rise and situated themselves at the long conference table
facing sweeping views of downtown New York, and across the Hudson, New Jersey, and beyond that,
America. The two former Democratic senators briskly entered a few minutes later, said warm hellos, and,
the good seats taken, arranged themselves on the other side of the table, facing the Republicans and the
wall. From these positions, and over the next three days, they would face each other and talk. They would
argue, mostly, but also agree and reminisce and speak in Senate shorthand, and unlike the conduct that has
come to define our poisonous contemporary political moment, each side would not ascribe the absolute
worst motives to the other in order to make its points. No one would be accused of being out to destroy the
Constitution. No outlandish conspiracy theories would govern the judgment of the participants. No one's
values would be held as suspect. No one's very legitimacy would be in question. Rather, these senators
were the very picture of spirited and rigorously informed good government. And also unlike the prevailing
political class in Washington, this group of senators would accomplish something of seismic importance,
something that is currently far, far beyond the reach of Washington. Over the next three days, these men
would balance the federal budget of the United States of America. If these guys, operating above the
political fray and well versed in matters of federal budgeting, couldn't do it, who the hell could? It had to
work. How could it not work? It would work.

But is this even a good idea? After all, since Alexander Hamilton we have known that carrying a certain
amount of public debt is actually a good thing. It's how you go about building a great nation. That Inter-
state Highway System didn't build itself. The New Deal wasn't a church charity. The Junior League doesn't
cut Social Security checks, and a thousand points of light didn't conceive of the GI Bill — and the explo-
sion of the American middle class that followed. From the beginning, the greatness of America has
stemmed from the boundless industry of its people, but also from our willingness to invest in ourselves
through the expenditure of public moneys.




But too much public debt for too long can cripple a nation, and the only way to do anything about it is to
eliminate the annual budget deficits that pile up year after year. And so, with the nation's sense of
economic gloom and diminished futures pervading the room, the commissioners gathered in the middle of
a stifling heat wave that baked the East Coast to tackle the thorniest issues conceivable.

On the Republican side sat Bob Packwood, a senator from Oregon from 1969 to 1995 and the onetime
chairman of both the Senate Finance and Commerce Committees, and John Danforth, a senator from
Missouri from 1976 to 1995 who cochaired the Bipartisan Commission on Entitlement and Tax Reform in
1993. Both Packwood and Danforth are fiscal conservatives, though their positions on some social issues
— Packwood is famously pro-choice and Danforth has spoken out forcefully against the death penalty and
school prayer — would raise eyebrows among the Republican base today. Across from them sat two
former candidates for the Democratic presidential nomination: Bill Bradley, a senator from New Jersey
from 1979 to 1997 and a longtime member of the Finance Committee, and Gary Hart, a senator from
Colorado from 1975 to 1987 who served on the Budget Committee. At the head of the table was Lawrence
O'Donnell, who can best be described as a realpolitik liberal who has a finely honed intolerance for bullshit
from either side. As a top aide to Senator Daniel Patrick Moynihan and the chief of staff of the Finance
Committee in 1993, when Democrats passed the monumental Budget Reconciliation Act, O'Donnell was
one of the key actors the last time the nation set in place an actionable plan to balance the federal budget.
He is also the host of a new talk show on MSNBC, and as chairman of the commission, he would moderate
discussions, broker compromises, and, when the time came for the four former senators to vote on specific
deficit-reduction proposals, cast any tie-breaking votes.

The challenges before the group were staggering: projected budget deficits hovering around a trillion
dollars for the next few years; spending on Medicare, Medicaid, and Social Security doubling over the next
decade; a debt-to-gross-domestic-product ratio rising ever upward to heights known only to our diminished

friends in Europe; and a country full of men and women who don't want to pay more taxes, don't want to
see cuts in government services, and are outraged, outraged, with the state of the federal debt.

Each commissioner would have to go along with proposals that he really would have preferred not to go
along with. Each of them would have to make compromises and concessions to reach the overall goal.
What follows is essentially a diary of their deliberations.




Day One

Hart enters the room a few minutes after nine, shakes hands warmly with his former colleagues, and
wonders aloud whether this isn't the same premise as that movie about a bunch of old-timers getting
together again. (We think he meant The Sunshine Boys. Or maybe Sex and the City.) After settling in, the
five men quickly come to their first agreement: The goal in front of them isn't impossible. "This is not
rocket science," says Bradley, who, at sixty-seven and a managing director at the investment bank Allen &
Co., 1s still very tall. "It's just politics. If you're freed from the politics, you can make decisions."

But the process for making these decisions isn't so clear. For starters, it must be asked: Do they really want
to start trying to balance the budget right now? The economy is still shaky, and making any major adjust-
ments to federal spending or revenue might only make current matters worse. And besides, each of them
points out, most of the major problems we face stem from long-term structural issues (Social Security, for
one) that can take years to fix. As a concession to the potential destabilizing effect of budget cuts while the
American economy is less than vital, the commissioners agree that any ideas on the table won't kick in
until 2013, the better to let the economy recover.

But there are larger issues that don't lend themselves to easy agreement. Danforth, the most fiscally conser-
vative of the bunch and currently a partner in the law firm Bryan Cave out of St. Louis, distills his
concerns about the budget to a simple question — "How much government do we want to pay for?" —
while Hart, a scholar in residence at the University of Colorado and perhaps the most liberal man at the
table, frames the same question very differently: "What kind of society do we want?"

A more elegant statement of the two halves of the American body politic never existed. O'Donnell seizes
on the tension between these two questions as the framing element of the debate — he rephrases it as the
difference between "What should government do?" and "What can government do?"

At this point we should introduce Barry Anderson, a former deputy director of the Congressional Budget
Office and the commission's numbers expert. Anderson sits opposite O'Donnell at the other end of the table
and crunches numbers at lightning speed to provide numerical weight to the commissioners' plans. (He is,
for the commission's purposes, apolitical; most of his numbers come directly from the nonpartisan CBO,
and as he points out, "I'm not an R or a D, I'm an SOB.") Annual government spending, Anderson reminds
them, can be understood as a percentage of GDP: It grew from 3.4 percent of GDP in 1930 to 43.6 percent
during World War II; it hovered around 20 percent since the mid-1990s before it increased to 23.8 percent
this year. Annual government revenues (or the total amount of taxes collected), meanwhile, were as low as
2.8 percent of GDP in 1932 and as high as 20.9 percent in 1944. Over the past decade, revenue has aver-
aged about 17 percent and, because of the recession's lingering effect on unemployment and income, is
expected to dip to 14.6 percent this year. That's a 9 percent difference, in other words, between what the
government is spending and what it's collecting.

So what should the spending- and revenue-to-GDP goal be for the United States now? The commission
gradually coalesces around a number voiced first by Danforth: 20. "And I'll tell you why I pick 20," he
says. "I pick 20 because since World War II, spending has averaged 20 percent of GDP and because
revenues have never averaged more than 20.9 percent of GDP." After a few minutes of talk as to whether
20 is too big or too small, too aggressive or not aggressive enough, the commissioners agree that 20 is just
right.




So with the terms set — a zero-dollar deficit with both spending and revenue pegged to 20 percent of GDP
— Packwood zeros in on the big four entitlements. "Medicare, Medicaid, Social Security, and other
government retirement programs are killing us," he says. "Both the Republican and the Democratic leader-
ship know that they're killing us, but each party is afraid to take the step without the other party going
along, for fear of getting the bejeebers kicked out of them."

Everyone has ideas and questions. Bradley suggests there's something to be gained from medical-
malpractice reform; Hart adds there's much to be done with reform of the Pentagon; Danforth, meanwhile,
asks how the government can raise additional money without driving up individual tax rates. Should the
commission recommend that the Bush tax cuts expire as scheduled, or should it try to find a way to keep
tax rates as low as possible and tap other sources of revenue — a consumption tax, maybe, or the repeal of
key tax expenditures — to make up the difference? The meeting adjourns with a broad consensus of where
they're going. The only problem is that no one's entirely sure how to get there.

Day Two:

The group dives right in with options on the spending side, and Anderson introduces a document created
by a bipartisan organization called the Committee for a Responsible Federal Budget; this group has been
relentless in trying to raise deficit awareness with the public (even creating an interactive Stabilize the
Debt! tool on its Web site, crfb.org), and the document lists dozens of options that could either cut spend-
ing or raise revenue by x amount in 2020. For the purposes of balancing the budget, this would be the one
indispensable document.

Up first is Social Security. The seventy-five-year-old program is widely hailed as the most successful
government program ever, keeping hundreds of millions out of poverty. But at current spending levels, it's
expected to make up more than 20 percent of the federal budget in 2020, and with the ratio of payers to
beneficiaries now frighteningly low, it's also expected to become insolvent by 2037, at which point it
would be able to pay recipients only 78 percent of their expected benefits. The commissioners zero in on
options that could either lower future costs or increase future revenues. Chief among them:

* Increase the normal retirement age (i.e., when you're eligible to receive full Social Security benefits) to
seventy. It's currently sixty-six and is scheduled to begin to change to sixty-seven in 2021; every year that
you increase the retirement age is that much more money that Social Security doesn't have to pay out to
recipients.




* Increase the wage base to $125,000 from $106,800. Right now, only the first $106,800 of a person's
income is taxed for Social Security; anything more than that is exempt. Changing the wage base to
$125,000 would raise revenue by taxing that additional $18,200.

* Change the way cost-of-living adjustments (COLAs) for benefits are calculated. Every year, Social
Security recipients receive a little more than the previous year in order to keep pace with inflation, but
some measurements of inflation are more cost-efficient than others.

* Instead of calculating a recipient's initial benefits based on his thirty-five highest years of earnings,
benefits would be based on his thirty-eight highest years of earnings; this would potentially lower benefits
slightly.

* Add all new state and local government workers to the Social Security system.

Bradley embraces the idea of raising the retirement age, but with one significant caveat: "If we go to
seventy gradually over time, which I think is a good idea, I think that we also need to do something with
disability for people who are essentially working manual-labor jobs and would normally retire at sixty-
seven. For those three years, I think there should be a disability allowance for people who qualify." In other
words, a narrow liberalization of eligibility requirements for disability for anyone between the ages of
sixty-seven and seventy. With stunning alacrity, the table agrees to raise the retirement age to seventy,
making certain allowances for Bradley's exemptions.

Moving down the list, the proposal to increase the wage base to $125,000 doesn't go very far; Packwood
brings it up ("I'm just throwing out ideas"), but Danforth brushes it off as a backdoor tax increase on the
wealthy ("Terrible idea"). Packwood moves on to adjusting the COLA for Social Security recipients. It's
not a reduction in benefits, he emphasizes, but rather a reduction in the increase in their benefits, and if
there's a way to calculate inflation more effectively than the one currently being used and it saves the
government a little bit of money, why not use it? Increasing the years to calculate benefits from thirty-five
to thirty-eight seems to make sense to everyone — if you're going to increase the retirement age by three
years, it stands to reason that you should add three additional years to the calculation of benefits — and
there's broad agreement on the idea of adding all new state and local government workers to the system.

A general consensus emerges that any changes to Social Security should come in the form of gradual but
significant changes to the way the benefits are administered, not the way the moneys are raised. Through-
out the proceedings, both Danforth and Bradley return to the issue of long-term solvency; what impact, if
any, would these proposed changes have on the future health of the program? Anderson knows there would
be some impact, but he's just not sure what that impact would be. He would have to run the numbers
overnight.

The conversation moves to the area of health care, and the subject plays like a rehash of the long national
nightmare that was the health-care debate of 2009. O'Donnell broaches the subject by asking whether
anyone is interested in discussing repealing any parts of the recently enacted health-care-reform bill; the
commission, to a man, is not. "I would be inclined to skip that," says Packwood. Danforth is more blunt: "I
mean, it's not going to happen, so forget it."

"Make sure the article says Senator Danforth said that, not me," says Hart.

The conversation turns to cost-sharing provisions for Medicare and means-testing Medicare premiums and
all that wonky stuff that most Americans don't understand but that nonetheless turned many of them




against one another. The wheels of progress start to grind until the agenda moves to medical-malpractice
reform, and Bradley sees an opportunity. Instead of capping damages, though, he advocates "medical
courts."

"You'd have a judge like in a bankruptcy court who could determine what the award should be." He argues
that such a move could put a damper on all the defensive medicine that strains the public-health system. "If
Doctor X doesn't have to [worry about] a lawsuit, he's not going to order everybody to get an MRI."

While they're talking health care, Danforth brings up the planned implementation of an excise tax on
high-cost health-care plans. The recently enacted health-care legislation calls for an excise tax to take
effect in 2018, but Danforth has another idea. "What this health-care legislation did on cost containment
was not much," he says. He proposes that in place of an excise tax, an alternative approach would be to get
rid of the exclusion from income tax, meaning an employee's health-care benefits would now be counted as
taxable income, and to create a "refundable tax credit that creates a situation where individuals can shop
for their own health insurance. The advantage is that it could provide a disincentive to overusing health
care. Right now, the more health care I can get, the better. You know, why not? It's excludable from
income, there's no disincentive. But if you get rid of the exclusion and replace it with a tax credit, it gives
people a personal interest in how much health care they're getting and how much health insurance they're
buying." Bradley isn't receptive and has some questions about just how effective a tax credit would be as a
disincentive. It's a complicated idea and animates the discussion for about an hour, at which point, with no
consensus formed, they agree to table it.

Next up is national defense, the topic that Gary Hart has been waiting for. Over the years, there's been
much talk of a transformed Pentagon and very little action. And Hart, an expert on the U. S. military for
nearly three decades, is eloquent and persuasive: "We still have a cold-war military, but the number and
possibility of nation-state wars for which this military is configured is going down while the number of
irregular and unconventional wars is going up. What that tells reasonable people is that the entire defense
establishment has to be reorganized. For example, we don't need ten-thousand-man Army divisions. We
need battalions and regiments — we need smaller, faster, lighter forces. We don't need big aircraft carriers
that cost $15 billion — the Chinese are developing a missile that can knock them out, and missiles cost
$250,000. Warfare is changing, and we are building the wrong kind of military. We ought to build a differ-
ent kind, and it turns out that we'd save a lot of money in the process."

A'long overdue force-structure change would have profound budgetary consequences, and it would enable
the United States to stop building out weapons platforms for wars we will never fight. Hart makes an
example of our current approach to missile defense, which thus far has been an ineffective money pit; he
instead favors an alternative approach called "boost phase" missile defense, which largely relies on ships
that get as close as possible to the launch sites and then take out the missiles on their way up, when they're
most vulnerable. This isn't just a more effective program, Hart says, it's also much cheaper.

Everyone agrees that Hart makes a lot of sense, and that once it's reorganized along strategic lines, the
annual military budget will likely decrease from 3.6 percent of GDP to roughly 2.2 percent. This will save
taxpayers $169 billion in 2020 and will result in a military that is better equipped to meet the challenges of
our times. Danforth wants to emphasize that this decision is not just a budget consideration, it is sound
defense policy as well.

Hart then brings up the costs associated with continuing the wars in Iraq and Afghanistan. Nobody in the
room wants to dictate how and when the wars wind down, but they believe it's safe to assume that in a
decade, the cost of doing what we're doing in Afghanistan is going to be a fraction of what it is now.




That's even more savings in 2020.

The commission turns to a broader category of discretionary-spending programs. Reduce federal highway
funding by $8 billion? No way. (Hart: "Highways are falling apart.") Cut federal workforce by 5 percent?
Yes. (Bradley: "This is a real problem. I have friends who run federal agencies. They can't fire anybody.
They can't make anybody accountable.") And, yes, earmarks, the term for congressional provisions that
direct government funding to legislators' home states and districts. Though they account for less than 1
percent of the annual budget, they get 99 percent of the bad publicity. The proposal in front of the commis-
sion — to cut the budget for earmarks in half — is set aside in favor of something more aggressive. Hart:
"Eliminate earmarks. All of them. Why cut them in half?" Danforth: "Eliminate all earmarks. Why not?"
Elimination it is.

With all the spending proposals on board, they move on to revenue, or how the government collects all that
money it spends. There is no appetite for increasing individual income taxes; if anything, the proposals
tend toward business and consumption taxes. Hart proposes a carbon tax and doesn't get much traction, but
when he proposes a ten-dollar-a-barrel tax on imported oil, he gets everyone's attention. "We have a
national energy policy: It is to import 70 percent of our oil from abroad, including from the Persian Gulf, to
fuel energy-inefficient vehicles, and to sacrifice the lives of our sons and daughters to protect that oil so it
doesn't get cut off."

Bradley suspects the tax on imported oil might violate the terms of the GATT agreement, so he turns
instead to the idea of a gasoline tax. "Phased in over a period of years. And if, at the same time, you require
the automobile companies to double their mileage from twenty-four to forty-six, which is what it is in
Europe today, you could have people paying no more for their gasoline than they pay now, because they'd
have a car that gets double the mileage. So those two policies together would produce less dependence on
oil and would produce revenue that could be used to offset taxes on income, whether it's payroll or income
taxes. From my perspective it's kind of a no-brainer." Danforth, no friend to taxes, nonetheless agrees with
Bradley. Danforth then floats an idea to substitute a "business activities tax" for the corporate income tax
and for half of the Social Security tax; it's a form of consumption tax, and Danforth believes it would be
more friendly to economic growth than the corporate income tax. There's only one hitch — the proposal is
revenue neutral.

Next up is tax expenditures, which are those items in the federal budget that give money back to the
taxpayer in the form of deductions and exemptions. Danforth favors cutting back on expenditures, as does
Packwood, who worked closely with Bradley on the Tax Reform Act in 1986 to decrease individual rates
and reduce the number of expenditures in the tax code. They run through various proposals.

 Limit the mortgage-interest exemption. Currently, most people don't have to pay taxes on the interest they
pay on their mortgages; were the government to do away with this expenditure, there would be people
living in homes that they could no longer afford. This proposal doesn't get very far.

e Eliminate subsidies for biofuels. (Read: ethanol. "I'm not going to be running in the Iowa caucuses," says
Hart.)

e Limit state and local sales-tax deductions. (Packwood to Bradley: "What about the state and local sales-
tax deduction that you and I eliminated in '86 and they only put it back a few years ago?" Bradley: "They
put that thing back that we eliminated? Get rid of it!")

And so forth. The commissioners agree on a wide array of proposals, and adjourn so that Anderson can nail
down figures. It's not at all certain that they have anything resembling a balanced budget.




Day Three

Bradley enters the room and wants to make a deal on health care. Turning to Danforth, he says, "I thought
about this last night, and as a part of an overall deal, I'd take the refundable-credit idea that you had. There
are aspects of it that we haven't tested in the real world, but as a way to move forward and a way to make
people aware of the cost of their health care, the general principle is one that I can agree with." Based on
the deliberations of the previous two days, Anderson then runs through the specific proposals that the
majority of the commissioners have agreed to, and attaches numbers. (See the full results on page 159.)
With all spending and revenue proposals calculated for 2020, Anderson informs them that projected
revenues in 2020 total $4.693 trillion (20.8 percent of GDP) and projected spending in 2020 totals $4.681
trillion (20.8 percent of GDP). It's not the 20-20 ratio that they'd set out for, but it's pretty damn close. It's
also not a balanced budget — it's a budget with a $12 billion surplus.

What's more, Anderson has some interesting news. After doing some research, he's calculated that to shore
up the long-term solvency of Social Security, the government needs an amount equal to 0.6 percent of
GDP; the four Social Security — related proposals on the table would save and generate enough revenue to
equal — wait for it — 0.6 percent of GDP. The group is shocked. (Packwood: "Jesus." Bradley: "I can't
believe that.") The commission, which had only been concerned about easing the weight of Social Security
on the 2020 budget, has guaranteed the solvency of Social Security through 2085.

Anderson has another surprise. Because of the group's proposed cuts to tax expenditures as well as the
increase in the gasoline tax, it has managed to set aside nearly $3.2 trillion over ten years to keep tax rates
low and make adjustments to exemptions to the alternative minimum tax. In sum, the commission believes
the government can keep tax rates at or very close to their current levels for the next ten years. This is a
stunning outcome. Two days before, the general assumption had been that not only would the Bush tax cuts
be allowed to expire, but that tax rates would go up for at least somebody. And now this.

At the head of the table, O'Donnell has a typically inscrutable expression on his face. He has ably guided
the debate to its conclusion, but as chairman he has largely withheld his opinions of several of the big-
ticket items that make up the final plan. That's the influence of Moynihan, he says, who understood how to
compromise to get the best bill possible. Of course, that means there are parts of the plan O'Donnell doesn't
favor — the changes to Social Security, for instance, and he thinks earmarks are fodder for demagogues
and are mostly very sensible. But still, he is somewhat stunned and pleased at the result.

Their work done, the commissioners scatter to the airports. Packing his briefcase, Hart captures the feeling
of the room. "Somebody's going to say, Well, if these guys can sit in a room and do it in three days, why
can't they do it in Congress? And the answer is: There is not an army of lobbyists outside this door." He
smiles. "And these men aren't running for office. They're beyond ambition."

Source: http://www.esquire.com/features/balance-the-budget-findings-1110




