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Deficit? What deficit? 
 

Republicans and Democrats are quarrelling about the 

budget again, but not about the deficit 
 
Dec 6th 2014 | The Economist 

 
IMMEDIATELY after last month’s congressional elections, leaders of both parties swore to halt 

the partisan combat that had paralysed budget policy for years. The government would not shut 

down or default on its debt, pledged Mitch McConnell, the Republican who will become Senate 

leader in January. 

 
A shutdown seems unlikely; a default even more so. But the hoped-for comity has yet to 

materialise. Under current arrangements the government’s funding runs out on December 11th 

and bipartisan efforts to extend it until next September have been waylaid by Republicans 

seeking to stop Barack Obama’s order suspending deportations of millions of illegal immigrants. 

A separate deal to make permanent and expand a host of business tax breaks all-but collapsed 

when Mr Obama signalled he would veto it. As The Economist went to press, the fate of both 

bills was in the balance. On December 3rd the House of Representatives passed a scaled-back 

one-year retroactive extension of the tax breaks; it is likely to pass the Senate. 

 
Little of the partisan sniping has anything to do with the short-term deficit. The numbers explain 

why. The deficit peaked at $1.4 trillion in 2009—a massive 9.8% of GDP. By the fiscal year that 

ended in September, the gap had narrowed to 2.8% of GDP, not far above the 2.5% average from 

1980 to 2008. As the deficit has dropped, so has its political potency. In early 2013 a quarter of 

Americans thought the deficit was the country’s most pressing problem. Now, barely a tenth do. 

 
The repercussions have been perverse. In 2011 Congress and Mr Obama agreed to cap federal 

discretionary spending (which must be authorised each year by Congress) when the economy 

was least able to withstand such austerity. The real threat to America’s finances is the long-term 

cost of entitlements such as Social Security and Medicare (pensions and health care for the old), 

which went largely unaddressed. 

 
The deficit has now all but dropped off the political agenda. For example, Republicans used to 

demand curbs to entitlements. But during the election, many switched places and attacked 

Democrats for wanting to raise the retirement age, a sensible way to make Social Security more 

solvent. The same insouciance shows up on taxes. Some 55 tax breaks expired last year and 

another six this year, ranging from credits for research and development, to breaks for racehorses 

and NASCAR race tracks. Republican and Democratic negotiators originally planned to expand 



 

and make permanent many of them, at a cost of $409 billio n over 10 years, according to the 

Centre on Budget and Policy Priorities, a liberal think-tank. Mr Obama killed the deal not 

because it would increase the deficit but because it omitted his own favoured giveaways: the 

permanent expansion of two tax credits for the working poor now scheduled to expire in 2017. 

 
For their part, Republicans reportedly wanted to leave out Mr Obama’s tax credits not because of 

their cost but for fear that illegal immigrants would apply for them. It now seems that 

immigration, rather than the deficit, is holding up funding the government. Republican leaders 

have proposed to pay the bills of the Department of Homeland Security, which enforces 

immigration rules, only until the end of March, while funding the rest of the government through 

to September, when the fiscal year ends. Conservatives object even to that. Mick Mulvaney, a 

South Carolina representative, calls it “capitulation”. But he does not want to shut the 

government down. Instead he is pressing to fund it for just a month or two at a time, so a 

Republican-controlled Senate can address the issue next year. Maya MacGuineas of the 

Committee for a Responsible Federal Budget, a watchdog, thinks this bodes ill for future 

decisions on taxes and spending. By March Congress must decide whether to override a 

scheduled cut to doctors’ Medicare fees; later it must decide how to finance a looming shortfall 

in the Highway Trust Fund. Austerity exhaustion in both parties means they may simply choose 

to borrow the money. 

 
Another sign of the times is the debate within the Republican Party over who should run the 

Congressional Budget Office. The CBO’s non-partisan analysis can make or break proposed 

laws. Though the current director, Doug Elmendorf, was appointed by Democratic leaders of the 

Senate and House, he has often embarrassed Mr Obama and delighted Republicans, for example 

by noting how Obamacare and a higher minimum wage could discourage work and hiring. 

Several Republican economists have called for his reappointment. But conservative Republicans 

want someone even more sympathetic to their priorities, for example who will use so -called 

“dynamic scoring” to show that tax cuts can help pay for themselves by encouraging more work 

and investment. Dynamic scoring is fine in theory. The problem arises if a CBO director is so 

wedded to supply-side theories that he or she downplays how tax cuts can widen the deficit. 
 
 
 

 

 

Please see the charts at 
http://www.economist.com/news/united- 

states/21635480-how-america-faring 
 

(copy the web address and paste it into your browser if 
clicking the link does not work.) 
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