


Tax Rates Would Need to More Than Double Page
If Entitlements Are Not Reformed

Under current law, the costs of Medicare, Medicaid, and Social Security will rise substantially. If this spending were
funded solely through federal income tax increases, tax rates would more than double, even for the lowest tax bracket.

Increased Tax Rates Necessary to Pay for Entitlement Spending
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The Long-Term Entitlement Spending and Deficit Problem Page

Could Be Resolved Without Tax Increases ”

In May 2008, Congressman Paul Ryan (R-WI) introduced The Roadmap for America’s Future, a comprehensive bill
that would reform entitlements and hold taxes near their historical average of 18.4 percent of GDP. The Congressional
Budget Office scored his proposal and found that it would eliminate long-term deficits without tax increases.

Federal Spending as a Percentage of GDP Under Rep. Paul Ryan’s Proposal
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Repealing Tax Cuts and Not Fixing AMT Page
Won’t Balance the Budget

If the 2001 and 2003 tax cuts expire and the AMT is not fixed, taxes will soon grow to unprecedented levels.
Even this massive increase in federal revenue will not solve the spending imbalance driven by Medicare,
Medicaid, and Social Security.

Federal Spending as a Percentage of GDP Under the Extended Baseline Scenario
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Source: Heritage Foundation calculations based on Congressional Budget Office data.
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Obama’'s Budget Ignores Entitlement Crisis Page

The entitlements—Social Security, Medicare, and Medicaid—will impose costly burdens on future generations if they
are not modernized. Unfortunately President Obama’s budget fails to address spending on these programs and does
nothing to address America’s long-term deficit problem.

Federal Spending and Revenue as a Percentage of GDP Under President Obama’s Budget

70% Total Federal
60% Revenue as % of 30-Year Historical Spending
’ GDP If Congress Tax Revenue:
Does Nothing 18.4%
0% ~ Net
" Interest
40%
30% — Other
Defense
Social
20% < O Security
Medicaid
10% .
Medicare
0
2000 2010 2020 2030 2040 2050 2060 2070 2080

Source: Heritage Foundation calculations based on White House Office of Management and Budget and
Congressional Budget Office data.
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If Tax Revenue Is Held At Historical Levels, Total Spending Page
Could Reach 67 Percent of GDP

Historically, tax revenues have hovered around 18.4 percent of GDP. If taxes are kept at these levels, spending from the
three major entitlements, Social Security, Medicare, and Medicaid, will push spending levels to unsustainable heights,
crowding out all other programs by 2052.

Federal Spending and Revenue as a Percentage of GDP
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Social Security Spending Soon to Rise Rapidly Page

Although Social Security spending has remained relatively constant since the early 1980s, the approaching wave of
retiring baby boomers is set to send Social Security spending to levels never before seen.
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Technical Notes

The charts in this book are based mostly on data from
the Office of Management and Budget (OMB) and the
Congressional Budget Office (CBO). The charts using
OMB data display the historical growth of the federal
government to 2008 while the charts using CBO data
display both historical and projected growth from as ear-
ly as 1940 to 2082. Projections utilizing OMB data are
taken from OMB'’s February 2009 budget release “A New
Era of Responsibility: Renewing America’s Promise.”

The charts provide data on an annual basis (except
where computations are made for Administration aver-
ages), with vertical lines denoting different congressional
leadership. As a corollary, all spending and revenue data
are based on a fiscal year. However, for the purpose
of simplicity, they are treated as calendar years in the
charts. Prior to 1976, the fiscal year was from July 1 to
June 30. Following that year, the current format of Octo-
ber 1 to September 30 was implemented. In the charts,
the transition is omitted for clarity. Also, in all charts in

which spending or revenue is measured by taxpayer, tax-
payers are counted as the number of individual income
tax returns filed (according to data from the Internal
Revenue Service) per year. Thus, married couples that
both work but file a joint return are counted as a single
combined-income unit. Most of the data are adjusted for
inflation in 2008 dollars. Furthermore, specific informa-
tion regarding data is indicated at the bottom of each
chart.

Charts designating Presidential Administrations begin
with the fiscal year in which the Administration pre-
sented its first budget. In the case of 2009, an atypical
year in which much was spent before the Administra-
tion’s first fiscal year budget (FY2010), all revenue and
spending up to the CBO January 2009 “Budget and
Economic Outlook” was attributed to President Bush.
All revenue and spending thereafter is attributed to
President Obama.
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The Heritage Foundation is a research and educational institution—a think tank—whose mission is Page
to formulate and promote conservative public policies based on the principles of free enterprise, limited 0
government, individual freedom, traditional American values, and a strong national defense.

Our vision is to build an America where freedom, opportunity, prosperity, and civil society flourish. As
conservatives, we believe the values and ideas that motivated our Founding Fathers are worth conserving.
As policy entrepreneurs, we believe the most effective solutions are consistent with those ideas and values.

LeaderShipﬁr America Ten Transformational Initiatives

The Entitlements Initiative is one of 10 Transformational Initiatives making up The Heritage
Foundation’s Leadership for America campaign. For more products and information related to this initia-
tive or to learn more about the Leadership for American campaign, please visit heritage.org.
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