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The United States’ deep and structural financial imbalances are the result of decades of overpromising
and overspending. With a near-stagnant economy, an already heavy debt burden, and the looming
explosive growth of programs such as Medicare, Social Security, and Medicaid, Washington must take
immediate, significant steps to get spending under control. If it does not, Americans will face very real
and very painful economic and fiscal consequences.

During the 2008 presidential campaign, then candidate Obama promised to streamline Washington so that
it would work in tough economic times. To achieve this, he would “conduct an exhaustive line-by-line
review of the federal budget and seek to eliminate government programs that are not performing and
demand that new initiatives be selected on the basis of their merits, not through a political process that
rewards lobbyists and campaign donors.”

After his election, President-elect Obama underscored this pledge, declaring:

In these challenging times, when we are facing both rising deficits and a sinking
economy, budget reform is not an option. It is an imperative. We cannot sustain a system
that bleeds billions of taxpayer dollars on programs that have outlived their usefulness, or
exist solely because of the power of a politicians, lobbyists, or interest groups. We simply
cannot afford it. This isn’t about big government or small government. It’s about building
a smarter government that focuses on what works. That is why | will ask my new team to
think anew and act anew to meet our new challenges....We will go through our federal
budget—page by page, line by line—eliminating those programs we don’t need, and
insisting that those we do operate in a sensible cost-effective way.

President Obama solidified this mission in his first budget proposal, stating:

The President believes that we should be investing taxpayer dollars in efforts and
programs with proven records of success and reallocating or cutting programs that do not
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work or whose benefits are not worth their cost. To this end, the Administration has
begun an exhaustive line-by-line review of the Federal Budget, the first stage of which
will be partially reflected in the spring release of the full FY 2010 Budget and will
continue in subsequent years.”

The president was right. Unfortunately, little evidence suggests that the president’s promise has been
realized. However, if Congress and the Administration replaced the institutional incentives that
sanction—perhaps even promote—waste and inefficiency with institutional incentives that encourage the
prudent stewardship of taxpayer dollars, the promise could become a reality. To this end, this testimony
highlights guiding principles and goals for a line-by-line review with which the agencies can assess which
programs must be eliminated.

GUIDING PRINCIPLES FOR A LINE-BY-LINE REVIEW

Eliminate the low-hanging fruit of wasteful spending

Some wasteful spending is so obvious that it is hard to understand how it continues year after year. The
federal government wastes money when it funds programs that duplicate another program or function,
such as the 47 job training and 56 financial literacy programs that exist throughout the federal
government.” The federal government also loses a considerable amount of money to overpayments or
improper payments, such as those made by the Department of Health and Human Services, which
estimates it made $48 billion in Medicare improper payments in fiscal year 2010.° Congress and the
Administration must take immediate steps to eliminate this obviously wasteful spending.

Eliminate programs that do not demonstrate or even measure their own impact

There is a troubling tendency among agencies to poorly, if ever, measure the performance of the programs
they manage. Agencies often fail to identify the goal a program is supposed to achieve or the need the
program is supposed to address, and they infrequently conduct rigorous cost benefit analyses that assess
whether there are any legitimate reasons to continue spending taxpayers’ dollars.

Take the Small Business Administration for instance. It has been often noted that the agency does not
collect any outcome-based information on its loan guaranteed programs, such as the 7a loan, and “none of
the measures link directly to the SBA’s long-term objectives.”’ In other words, the SBA touts the benefits
of its 7a loan program by reporting how much money the agency spends on it, a true measurement of the
performance of SBA loans should include the loans’ effects on economic growth. It is possible, for
instance, that even though a large share of SBA borrowers default on their loans, thus costing taxpayers
money, the economic growth triggered by the other borrowers compensates for the losses. In other words,
taxpayers are left in the dark about the performance and economic impact of SBA loans.

If a program cannot be bothered to measure its impact or if cannot demonstrate it is having an impact, it
should not exist. Agencies should eliminate any such programs.

Eliminate spending on goods and services that the private sector should provide
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Economic theory suggests that just as governments provide public goods more efficiently than the private
sector would, private markets provide non-public goods—especially commercial ones—more efficiently
that the government does. Unfortunately, according to OMB, about half of all federal employees perform
tasks that are not “inherently governmental.”® Having the government run businesses—such as Amtrak—
and oversee infrastructure—such as the air traffic control system—is not just inefficient, it hinders
economic growth, wastes taxpayers’ money, and results in lower-quality services to customers.” The
government should eliminate spending on goods and services that the private sector should provide.

Eliminate spending on programs and activities best provided by state and local governments

Just as the federal government is not the best-suited entity to deliver services that the private sector should
deliver, it also is not the best entity to provide public goods better delivered at state or local levels.

Take the protection of the United States. In theory, the protection of the country against international
enemies is a public good. Yet the federal government should not provide all of the protections. The
federal government should invest in areas that have national scope, such as espionage, intelligence, and
immigration control. But the protection of public infrastructure—such as bridges and water treatment
plants— that benefit the residents of a particular state or locality should fall to the state or local
government.'

Unfortunately, in recent history, the federal government has expanded its reach and taken over many state
functions.* This confusion over federal versus state authority extends to spending on programs in areas
such as education, transportation, and homeland security. As | have documented in detail during my
testimony before the House Committee on Oversight and Government Reform, federal spending on
programs that should be the responsibility of the state and local governments spurs wasteful spending and
should be eliminated.*

CONCLUSION

The federal government wastes a lot of money. Thus the president’s promise to go through the budget
line-by-line to identify and eliminate such spending is welcome.

Unfortunately, government agencies have little incentive to engage in such an effort. That is why
Congress and the Administration must outline some clear goals and principles that agencies could follow
to identify obsolete, mismanaged, or otherwise dysfunctional programs for elimination. Such principles
are a necessity for the effective implementation of the president’s promise: the line-by-line budget review
will not be able take place without them.
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