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EXECUT IVE  SUMMARY

T he 119th Congress faces several critical fiscal 

deadlines, including the return of the 

statutory debt limit alongside the expiration 

of discretionary spending caps, expanded 

Obamacare subsidies, and several tax provisions. Congress 

will debate these deadlines amid unprecedented peacetime 

deficits, with the national debt now at around 100 percent 

of GDP. Failure to act in a fiscally responsible manner by 

cutting spending to reduce deficits and stabilize 

government debt will threaten economic growth, 

undermine confidence in the ability of the federal 

government to service its debts, and increase the chance of 

a fiscal crisis.

Congress should respond to these impending fiscal 

deadlines by reducing spending significantly, with the goal 

of putting the budget on a path to balance. Short of that, 

Congress should adopt a comprehensive fiscal strategy that 

pursues tax cut extensions and expansions in a deficit-

neutral manner and pairs any debt limit increase with 

meaningful fiscal restraint. Key fiscal priorities for the 119th 

Congress include establishing clear, enforceable fiscal 

targets; reforming entitlement programs, possibly by 

establishing an independent fiscal commission; pursuing 

pro-growth, deficit-neutral tax reform; reinstating and 

strengthening discretionary spending caps; and allowing 

temporary health care subsidies to expire. Congress should 

take decisive action on these priorities to set the nation on a 

sustainable fiscal path.
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I NTRODUCT ION

The 119th Congress will confront several fiscal deadlines 

that include reaching the federal debt limit in 2025, the 

expiration of statutory discretionary spending caps, 

expanded Obamacare health insurance subsidies, and 

a host of tax provisions.1 Those deadlines present an 

opportunity for Congress to adopt meaningful fiscal 

reforms, which are more likely to succeed if addressed 

comprehensively. Congress should aim to cut spending 

and reform entitlements to put the budget on a path to 

sustainable balance within the 10-year budget window. If 

that is not politically possible, Congress should commit to 

a sustainable fiscal policy by pursuing tax cut extensions 

and expansions in a deficit-neutral manner and pairing any 

increase in the debt limit with fiscal restraint to stabilize 

the growth of the national debt. This includes reforming 

entitlement programs; pursuing pro-growth, deficit-neutral 

tax reform; reinstating and strengthening discretionary 

spending caps; and allowing temporary health care 

subsidies to expire.

The Fiscal Responsibility Act of 2023 (FRA) suspended 

the debt limit until January 1, 2025. Now that the debt 

limit has been reinstated, the Treasury Department will 

deploy extraordinary measures—such as suspending the 

sale of State and Local Government Series (SLGS) Treasury 

securities and halting reinvestment in certain government 

funds—to continue meeting federal government 

obligations until these funds are exhausted later this year.2 

The debt limit is a critical opportunity for Congress to 

implement fiscal reforms that curb unsustainable spending 

and debt growth.

The expiration of key tax provisions from the 2017 Tax 

Cuts and Jobs Act (TCJA) at the end of the calendar year 

(CY) 2025 poses additional challenges and opportunities. 

Allowing these provisions to lapse would result in 

significant tax increases, but extending them without 

offsetting spending reductions would irresponsibly add to 

already unsustainable deficits.

Furthermore, the expiration of binding statutory spending 

caps after fiscal year (FY) 2025 opens the door to higher 

discretionary government spending. Similarly, expanded 

Obamacare health insurance subsidies, which Congress 

initially enacted as part of pandemic relief measures, are set 

to expire at the end of CY 25. Congress should reinstate and 

strengthen discretionary spending caps and allow temporary 

health care subsidies to lapse as scheduled (Box 1).

These fiscal deadlines arrive at a time when America’s 

fiscal situation is dire and rapidly deteriorating. In FY 24, 

the federal budget deficit totaled $1.8 trillion, or 6 percent 

of GDP. Federal debt held by the public—the debt borrowed 

from credit markets—is $29 trillion, or near 100 percent 

of GDP.3 By 2027, the Congressional Budget Office (CBO) 

projects that the national debt will reach its highest 

level ever, exceeding 106 percent of GDP—under the 

unrealistic assumption that Congress will allow the 2017 

TCJA provisions to expire as scheduled. The debt-to-GDP 

ratio will continue to grow unsustainably over the coming 

decades even with these far-fetched revenue assumptions 

(Figure 1).4 CBO’s bleak outlook is even more optimistic 

because it does not include the possibility of significant 

and unpredictable crises—such as another banking crisis, 

recession, war, or pandemic—and Congress’s tendency to 

respond to crises with additional deficit spending.

Excessive spending and high debt further threaten the 

federal government’s ability to supply essential public 

goods and respond effectively to unexpected crises. High 

debt is a symptom of excessive government spending 

that directs scarce economic resources toward low-value, 

politically inspired projects and imposes significant 

burdens on future American taxpayers. Debt that 

persistently grows relative to GDP will eventually cause a 

fiscal crisis with dire economic consequences domestically 

and internationally.5

COMMITT ING  TO  A  CRED IBLE 
F I SCAL  STAB I L IZAT ION  PLAN

At about 100 percent of GDP and growing rapidly, the US 

national debt drags down economic growth and threatens 

Americans with reduced opportunity and the consequences 

of a severe fiscal crisis. Without significant spending cuts 

and, most importantly, entitlement reforms, the United 

States faces severe long-term economic consequences 

from excessive spending and debt, including higher 

inflation, higher interest rates, and the possibility of severe 

and sudden austerity when debt financing becomes too 

expensive. Congress should recommit to fiscal responsibility 

by adopting clear, enforceable fiscal targets.
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The return of the statutory debt limit following its 

temporary suspension presents a key opportunity for a 

credible fiscal stabilization package, one that cuts spending 

immediately and reduces future spending growth by 

reforming unsustainable entitlement programs. There is 

strong precedence for Congress to agree to deficit reduction 

before raising the debt limit. Every major deficit deal 

between 1985 and 2011 was tied to a debt limit deal.6 Indeed, 

the most recent debt limit suspension was paired with 

new discretionary spending caps under the 2023 Fiscal 

Responsibility Act.7

Putting America on a sustainable budget path starts with 

adopting clear and enforceable fiscal targets. A familiar, 

intuitive goal such as balancing the budget is called the 

overall balance. That goal is most desirable over the long 

term, but achieving a balanced budget in 2025 is unrealistic 

due to the size of present and projected deficits, the 

elimination of which would require economically damaging 

and politically unfeasible deficit reductions. 

There are two other metrics commonly used to assess 

balance in government budgets. The first is structural 

balance, which is the government’s budget balance when 

the economy is operating at its full potential, removing 

fiscal effects from economic cycles and temporary or 

emergency spending. The second is primary balance, which 

is the government’s budget balance excluding interest 

payments. One reason to focus on primary balance is to 

reduce spending that is within Congress’s direct control, 

since interest costs are largely a function of past borrowing 

decisions.8 Achieving primary balance is significantly more 

attainable than overall balance, requiring about half the 

amount of deficit reductions over the next decade. As a 

result, primary balance is more politically feasible in the 

short term and creates a solid foundation to achieve overall 

balance in the longer term.9

Another popular fiscal target is stabilizing the publicly 

held debt as a percentage of GDP, which ties government 

debt levels to the economy’s capacity to service that debt. 

US debt expected to exceed the record high of 106 percent of GDP in 2027

Figure 1

Sources: The Long-Term Budget Outlook: 2024 to 2054 (Congressional Budget Office, March 2024); and An Update to the Budget and Economic Outlook: 2024 to 

2034 (Congressional Budget Office, June 2024).

Notes: GDP = gross domestic product; data between 1900 and 2034 use the latest Congressional Budget Office data; projections beyond 2034 rely on the more 

optimistic 2024 Long-Term Budget Outlook.
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This approach allows for a more comprehensive picture of 

fiscal health, a particularly salient consideration given rising 

interest costs and the potential for economic downturns. 

According to the Committee for a Responsible Federal 

Budget, stabilizing the public debt at current levels of about 

100 percent of GDP would require around $6.7 trillion in 

10-year savings, or the equivalent of an 8 percent overall 

spending reduction over the next 10 years. Achieving 

primary balance would require around $6.5 trillion in 

10-year savings. For comparison, reducing the debt-to-GDP 

ratio to 80 percent and reaching overall budget balance 

both require around $15 trillion in 10-year savings, or the 

equivalent of an 18 percent overall spending reduction over 

10 years.10 Congress should aim for this level of ambitious 

savings over the next decade. At a minimum, Congress 

should stabilize the growth in the debt at no more than 

100 percent of GDP.

Overall balance, structural balance, primary balance, and 

stabilizing the growth in the debt over 10 years all have their 

own merits. What matters most is for Congress to adopt 

credible fiscal targets backed by specific policies that allow 

the government to realize these targets. An overly ambitious 

target that is unachievable could result in abandoning the 

goal altogether, while a less ambitious but attainable target 

could make at least modest progress.

The second part of a credible fiscal stabilization plan 

involves adopting specific budget reforms to realize 

established fiscal targets. The evidence from fiscal 

consolidations in other developed economies around the 

world is clear: Spending reductions are more effective than 

increasing taxes for reducing deficits and debt. Spending-

based fiscal adjustments tend to be less recessionary, 

can be pro-growth, and achieve lasting debt reductions. 

Tax increases, meanwhile, can be damaging to economic 

growth, reduce revenues or not increase them as much as 

anticipated, and thus fail at sustainable debt reduction.11

Critically, any effective fiscal consolidation in the United 

States must reduce spending on the federal government’s 

vast network of social transfers. Spending on these 

programs, particularly on old-age entitlement programs 

like Medicare and Social Security, is projected to grow 

dramatically due to increasing longevity, declining birth 

rates, and rising benefit costs.12 Figure 2 shows that Social 

Security and Medicare alone account for 100 percent of the 

federal government’s 75-year unfunded obligation, which 

is the difference between projected non-interest spending 

and revenue in present value terms.13 Any serious effort to 

stabilize the federal debt or achieve budget balance must 

reduce the growth in major entitlement spending.

ESTABL ISH ING  AN  INDEPENDENT 
F I SCAL  COMMISS ION

The 119th Congress should seize imminent 2025 fiscal 

deadlines as an opportunity to put the budget on a path to 

balance by tackling necessary entitlement reform. Slowing 

the growth of old-age entitlements is an unavoidable part 

of restoring the nation’s fiscal health. However, political 

considerations over entitlement changes and how these will 

Box 1
Recommendations for Congress

The 119th Congress has the responsibility to address 

the 2025 fiscal cliff with prudence by reining in 

excessive spending and mounting debt to preserve 

opportunity and economic growth for the American 

people. Congress should:

	y Commit to a credible fiscal stabilization path 

before raising the debt limit.

	� Establish clear fiscal targets to stabilize the 

growth in spending and the debt, such as pri-

mary balance (see next section) or stabilizing 

debt at no more than 100 percent of GDP over 

10 years.

	� Reform Social Security and health care entitle-

ment programs by creating a bipartisan fiscal 

commission and adopting its recommenda-

tions, or by other means.

	� Cut and cap discretionary spending.

	� Pay for emergency spending.

	y Address the 2025 fiscal cliff responsibly.

	� Allow temporary health care subsidies to 

expire.

	� Pursue deficit-neutral, pro-growth tax reform.

	y Advance fiscal transparency and accountability.

	y Avoid new stimulus spending.
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play out electorally have delayed inevitable reforms for far 

too long. Americans at and near retirement age are more 

likely than younger Americans to show up at the voting 

booth.14 As a result, asking politicians running for office to 

reform entitlement programs is like asking astronauts in 

space to shut off their oxygen. Most politicians’ desire to 

be reelected is stronger than their willingness to make the 

tough choices needed to achieve fiscal balance.15

Here, too, the United States can learn from entitlement 

reform efforts in other countries. A fiscal commission’s 

success hinges on bipartisan buy-in and political insulation. 

According to the Government Accountability Office, successful 

entitlement reforms are more likely to occur when there is a 

broad consensus across parties about the need for change, 

and when entitlement reform proposals are developed in 

commissions that insulate legislators from political risk. 

Additionally, entitlement reforms are more likely to succeed 

if they allow for iterative adjustments, including mechanisms 

that automatically adjust benefits based on changing 

conditions such as eligibility-age changes determined by 

increases in life expectancy. This improves the chances for 

lasting success by focusing on long-term sustainability.16

In January 2024, the House Budget Committee advanced 

the Fiscal Commission Act of 2023, which aims to stabilize 

the debt over 15 years and address the insolvency of 

Medicare’s and Social Security’s trust funds. While this 

commission effort is a promising start, it has several 

shortcomings, such as including only elected officials 

as voting members and requiring an affirmative vote in 

Congress before proposals can go into effect.17

A more promising approach would apply lessons from 

the Base Realignment and Closure (BRAC) Commission to 

implement specific policies to stabilize the federal debt. 

A BRAC-like fiscal commission would be composed of 

independent experts whom Congress would task with 

clear fiscal goals—such as stabilizing the public debt, 

achieving overall or primary balance, or limiting spending 

to a defined percentage of GDP—as well as a time frame for 

achieving them, a concrete list of agencies and programs 

subject to commission review, and objective criteria to 

guide the commission’s decisions. So long as Congress 

sets out sufficiently clear standards, current case law 

allows Congress to empower a fiscal BRAC to implement 

a debt reduction program without Congress needing to 

take affirmative votes on the commission’s plan details. 

The commission’s recommendations would then be self-

executing in Congress by empowering the executive to 

take the up-or-down vote on the commission plan, while 

Congress would retain the power to object to the plan 

through a joint resolution of disapproval within a specified 

Unfunded obligations will total $73 trillion over 75 years

Figure 2

Source: “The 2023 Financial Report of the US Government,” Department of the Treasury, February 15, 2024.
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time period, such as 45 days from presidential approval. 

A BRAC-like process could overcome political gridlock by 

providing legislators with sufficient cover, as it would leave 

the details of entitlement program reform to outside experts 

and the approval mechanism to the executive.18 A BRAC-

like fiscal commission could help Congress accomplish 

entitlement reform before a fiscal crisis forces legislators 

to enact sudden and severe austerity measures, should 

concerned bondholders demand unaffordable yields to keep 

buying US Treasury securities.

REDUC ING  AND  CAPP ING 
D ISCRET IONARY  SPEND ING

As part of the FRA, Congress established binding 

discretionary spending caps for FY 24 and FY 25 and 

nonbinding spending targets for four more years. In other 

words, FRA spending caps for FY 26 to FY 29 are mere 

suggestions.19 The 119th Congress should reduce and cap 

discretionary spending as part of a broader strategy to 

stabilize the debt. Spending caps are critical fiscal tools 

to encourage budgetary discipline. Imposing transparent 

resource constraints should motivate Congress to prioritize 

core government functions by examining the trade-offs 

in spending decisions more carefully. With enforceable 

discretionary spending caps expiring after FY 25, legislators 

should reinstate spending limits, deter the abuse of 

emergency spending, and cut duplicative and wasteful 

discretionary programs.

The FRA and the Budget Control Act (BCA) of 2011 offer 

valuable lessons on the importance of discretionary spending 

caps. The BCA successfully reduced regular discretionary 

appropriations from FY 12 to FY 21 by $855 billion relative 

to CBO’s 2011 pre-BCA baseline projections.20 However, its 

effectiveness was hampered by later adjustments to the caps 

and the use of emergency designations to bypass them. The 

FRA, meanwhile, also placed statutory limits on discretionary 

spending but was much less successful in achieving real 

fiscal restraint due to its overly modest targets, short-term 

focus, and abuse by legislators of gimmicky side deals and 

emergency spending.21 The lessons here are clear: While caps 

can effectively control spending, their success hinges on well-

designed, enforceable rules and a genuine commitment to 

fiscal responsibility from the outset.

Reinstating discretionary spending caps with a 2 percent 

annual spending growth limit and a longer 10-year time 

frame would be a prudent step toward restoring fiscal 

discipline. While a tighter cap on discretionary spending 

would be fiscally desirable, spending limits must not be 

overly strict, lest the current Congress or future Congresses 

forgo them altogether. Note that spending caps act as a 

ceiling, and legislators may pursue additional reductions 

to come in below the agreed-upon caps. A 2 percent annual 

growth limit on discretionary spending and a longer 10-year 

time frame for spending caps are reasonable targets in 

line with historical norms, which should encourage fiscal 

restraint and deter unchecked discretionary spending 

increases that contribute to rising deficits and debt.

Notably, one of the primary ways discretionary spending 

caps have been circumvented in recent years has been 

through the misuse of emergency designations. Both the 

BCA and FRA allowed spending to be exempt from the caps 

if labeled as emergency spending. While this provision is a 

necessary safety valve for genuine emergencies—such as 

major disasters or national security threats—it has often 

been used to fund unrelated or politically motivated projects 

and to increasingly federalize disaster relief and mitigation 

that should be the purview of the states. The abuse of this 

loophole undermines the effectiveness of spending caps, 

puts federal taxpayers increasingly on the hook for regional 

disaster expenditures, and weakens fiscal discipline.22

Without a process to offset emergency spending, Congress 

may continue to use emergencies as a pretext to pass 

budget-breaking spending initiatives with no plan to rein 

in future spending. Congress should establish a cut-as-you-

go (CUTGO) emergency spending mechanism to account 

for and offset new emergency spending with immediate 

or future spending reductions. Additional reforms, such 

as requiring written justifications for how new emergency 

funding meets existing emergency definitions and raising 

the voting thresholds necessary to authorize new emergency 

spending, could further deter the irresponsible use of 

emergency designations. Ultimately, emergency criteria 

are helpful only insofar as legislators support them and are 

committed to enforcing them.

Additionally, Congress should reduce or eliminate 

unnecessary, wasteful, or duplicative programs within 

the discretionary budget. Programs like the Community 
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Development Block Grant, which often funds local projects 

with limited federal interest, and outdated agricultural 

subsidies are prime examples of where savings could be 

found. Numerous other federal programs that overlap with 

state responsibilities, such as local transportation and 

education funding, should be scaled back.23

Reinstating and enforcing discretionary caps, deterring 

the misuse of emergency designations, and reducing 

wasteful and duplicative programs would help Congress rein 

in discretionary spending, promote fiscal discipline, and put 

the nation on a more sustainable fiscal path.

EXTEND ING  TAX  CUTS  RESPONS IBLY

The 2017 Tax Cuts and Jobs Act significantly reduced 

taxes for individuals and businesses. Most provisions for 

individuals are set to expire at the end of 2025, leading 

to an automatic tax increase averaging $400 billion 

annually over the next decade.24 The expiration of these 

tax provisions is one of the critical fiscal deadlines the 

119th Congress must address. Congress should extend the 

TCJA’s most pro-growth provisions under a deficit-neutral 

framework, pairing lower tax rates with spending cuts and 

limits on tax loopholes.

To offset the cost of tax cuts, Congress should eliminate 

inefficient and distorting tax loopholes and corporate 

welfare that benefit special interests. As Cato’s Adam 

Michel explains, eliminating $1.4 trillion in annual tax 

subsidies and loopholes ($14 trillion over 10 years)—

including those for certain industries, technologies, and 

demographic groups—would create more than enough 

fiscal space to offset all the revenue loss from extending 

the TCJA. Additionally, by pairing tax relief with reductions 

in corporate welfare and inefficient tax breaks, Congress 

could create a more efficient tax system that promotes 

long-term investment, innovation, and economic 

expansion without worsening the federal debt.25

While Congress should address the TCJA extension 

without expanding the deficit, by either repealing tax 

loopholes or cutting spending, ensuring that taxes can 

stay low for the long term will require additional spending 

cuts. If Congress fails to address the drivers of the nation’s 

mounting debt, particularly unchecked entitlement growth, 

borrowing today will inevitably have to be paid for with 

future tax increases, including hidden taxes when the 

government attempts to deflate away its debts by reducing 

the value of the currency through excess inflation. The 

threat of future tax increases to cover mounting deficits 

undermines the longevity and efficacy of tax cuts today.26 

Thus, pairing tax cuts with spending discipline ensures that 

tax reform is as effective as possible and has real staying 

power, preserving the fiscal credibility of the US government 

and strengthening the economy.

ALLOWING  TEMPORARY  HEALTH 
CARE  SUBS ID I ES  TO  EXP IRE

The American Rescue Plan Act of 2021, enacted in 

response to the COVID-19 pandemic, included a wide 

array of provisions, from stimulus checks to additional 

unemployment benefits. Part of the legislation provided for 

a temporary increase in health care subsidies, expanding 

eligibility and increasing the amount of financial assistance 

for health insurance purchased through Affordable Care 

Act (ACA) marketplaces.27 In 2022, the Inflation Reduction 

Act extended these subsidies through the end of 2025. 

While these measures were originally justified as temporary 

emergency support, their continued extension raises 

concerns about long-term fiscal sustainability. Federal 

health care spending is already one of the fastest-growing 

areas of the budget. Extending enhanced Obamacare 

subsidies would worsen the already grim fiscal picture by 

offering more generous assistance levels and broadening 

eligibility to higher-income individuals.28 Critically, 

this spending does not make health care provision itself 

more affordable. It simply shields premium payers from 

increased prices, shifting that cost onto the government and, 

ultimately, the American taxpayer.

Congress should allow these temporary health care 

subsidies to expire to prevent additional strain on the 

federal budget. The Congressional Budget Office estimates 

that making the premium tax credits permanent would 

add $335 billion to federal deficits over the next 10 

years. Roughly one-third of this spending would benefit 

wealthy individuals with incomes over 400 percent of 

the federal poverty level.29 Additionally, the Paragon 

Institute has estimated that these expanded Obamacare 

subsidies contributed to enrollment fraud to the tune of 



8

$20 billion per year.30 Rather than give taxpayer handouts 

to insurance companies and the wealthy, Congress 

should take a meaningful step toward fiscal responsibility 

by allowing the temporary ACA subsidies to expire. 

In conjunction, Congress should reduce government 

intervention in the health sector. As Cato’s Michael 

Cannon explains, government intervention tends to have 

the unintended consequence of encouraging inefficient 

consolidation in health care markets, resulting in worse 

quality and higher prices. The solution, in this case, is 

less government, not more.31 Congress should eliminate 

distortionary taxes and excessive entitlement spending, 

not add new health care subsidies or expand existing ones.

ADVANC ING  F I SCAL  TRANSPARENCY 
AND  ACCOUNTAB I L ITY

An effective budget process is a critical part of responsible 

fiscal planning. The 119th Congress should not miss 

the opportunity to upgrade the current budget process, 

including by focusing on better oversight, increased 

transparency, and the adoption of additional spending 

controls to prevent further fiscal irresponsibility.

Tightening Controls on 
Executive Spending

Unchecked executive actions have increasingly 

contributed to the nation’s fiscal challenges, with the 

Biden administration’s major executive actions generating 

$2 trillion in 10-year debt. Administrative Pay-as-You-Go 

(PAYGO) rules were established to require executive agencies 

to offset the cost of new regulations by reducing spending 

elsewhere. However, the Office of Management and Budget 

(OMB) has issued broad exemptions, undermining the 

original intent of Administrative PAYGO. Congress should 

permanently codify and tighten these rules, limiting 

exemptions to genuine emergencies and requiring OMB to 

provide cost estimates and justifications for waived actions. 

This would close loopholes and ensure that executive 

actions do not contribute to unsustainable deficits.32

Additionally, executive spending during national 

emergencies often lacks transparency, making it difficult 

for Congress to oversee such actions effectively. Requiring 

detailed reports on emergency expenditures, including the 

long-term fiscal impacts, would increase accountability. 

Legislation like the National Emergency Expenditure 

Reporting Transparency Act offers a pathway for bringing 

these expenditures into the light, ensuring that emergency 

powers are not misused to circumvent fiscal controls.33

Reforming the Congressional 
Budget Office

The Congressional Budget Office plays a critical role 

in providing objective analyses of the federal budget and 

the economy. However, a few changes to its reporting 

requirements would improve Congress’s and the public’s 

ability to examine, comprehend, and change fiscal policy 

for the better.34 Legislators should consider the following 

reforms:

	y Require CBO to include projected interest costs 

in legislative cost estimates. Including debt service 

costs ensures that Congress considers the total fiscal 

impact of new policies, which is critical as interest 

costs continue to rise.

	y Remove emergency spending from the budget 

baseline. Excluding emergency appropriations from 

baseline projections reduces the bias toward higher 

spending and reflects the temporary, unforeseen 

nature of actual emergency spending.

	y Report regularly on emergency designations. 

Regular reporting on emergency-designated spending 

would improve transparency and reveal how this 

spending contributes to long-term fiscal challenges.

	y Report regularly on costly executive actions. 

Subjecting executive actions that carry major costs to 

the same scrutiny as legislative proposals enhances 

oversight and accountability.

	y Make appropriations scores publicly available. 

Making CBO’s appropriations scores available to the 

public and Congress would enhance transparency, 

accountability, and fiscal restraint by exposing budget 

gimmicks and misuse of emergency designations.

	y Require the use of fair-value accounting for federal 

credit programs. Fair-value accounting would 

provide a more accurate fiscal picture by incorporating 
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market risk and aligning federal accounting with 

private-sector standards.

Restoring the Earmark Ban
The return of earmarks, or congressionally directed 

spending, contributes to wasteful spending on politically 

motivated projects. Earmarks contribute to fiscal 

irresponsibility by diverting resources from competitive 

bidding processes and allowing politically connected 

interests to benefit from taxpayer dollars. Banning earmarks 

once again could help reduce unnecessary spending and 

encourage lawmakers to focus on national priorities rather 

than local pet projects.35

REJECT ING  NEW ST IMULUS  SPEND ING

Legislators may face pressure to introduce new stimulus 

measures in response to a recession. Should growth turn 

negative for two or more quarters in a row, members of 

Congress may be tempted to resort to fiscal stimulus to 

boost aggregate demand.

Additional fiscal stimulus would be misguided for at 

least two reasons. First, fiscal stimulus could undermine 

the Federal Reserve’s efforts to fight inflation, especially 

if it takes the form of new cash payments or enhanced 

unemployment benefits. Those are the same demand-

boosting subsidies the federal government pursued 

during the COVID-19 pandemic that contributed to higher 

inflation. Second, the government cannot spend its way 

into national prosperity. Higher government spending 

today comes with costs from the likely displacement 

of private economic activities by government-directed 

projects, misallocation of capital, more outstanding debt, 

reduced incentives to work and invest, and the likelihood 

of higher future taxes.36 Instead of implementing new 

subsidies, Congress should pursue reforms that promote 

sustainable economic growth—including cutting 

government spending, reducing regulatory burdens, and 

moving toward a more neutral tax base.37

CONCLUS ION

The 119th Congress faces a unique convergence of fiscal 

deadlines, including the debt limit and the expirations 

of a host of tax provisions, discretionary spending caps, 

and expanded health care subsidies. This 2025 fiscal cliff 

presents a critical opportunity to significantly improve 

the nation’s fiscal trajectory. Rather than address these 

issues piecemeal, Congress should tackle them together, 

committing to a credible fiscal stabilization path that aims 

at sustainable budget balance by the end of the decade 

and controls the growth in the debt as a percentage of 

GDP. Spending-based deficit reduction, primarily targeted 

at social and entitlement programs, is most effective at 

sustainably reducing deficits and the growth in the debt as 

a percentage of GDP. Accordingly, Congress should focus 

on establishing clear, enforceable fiscal targets; reforming 

entitlement programs, possibly by adopting an independent 

fiscal commission; cutting and capping discretionary 

spending; and pursuing deficit-neutral, pro-growth tax 

reform. Without meaningful fiscal reforms, the United States 

could become a nation in decline, burdened by high debt, 

slower economic growth, and diminished opportunities. 

The time to act is now, before the consequences of fiscal 

irresponsibility become irreversible.
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