requires shifting away from the defined-benefit approach that characterizes Medicare and
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CONCLUSION
which are biased against saving and investmen
tax system and the estate and gift tax with a pr
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requires shifting away from the defined-benefit
approachInstitute
that characterizes Medicare and
Medicaid today to a defined-contribution philosophy that places a limit on federal spending
Percent
of GDP the changing needs of the population.
while recognizing
2021
2035
To develop an effective plan, it is necessary19.5
to repeal PPACA and replace19.9
it with a new set of
Revenues
policies based on market principles and budget realities. Nonetheless, the major objectives of
Spending
20.9marketplace for insurance, better
22.8 information for
that legislation (such as creating an organized
consumers, and expanded federal insurance subsidies for those most in need) are reflected in new
Deficit (-)
-1.3
-2.9
policies better able to achieve those goals.
Debt Held by the Public
62.6
59.6
The Social Security reform is designed to make the program more effective in protecting low
earners, simpler for individuals of all earnings levels to understand, more conducive to saving
and longer work lives, and better aligned with the work and retirement conditions that will
prevail in the coming decades. That will make Social Security solvent and sustainable over the
long term while reducing program outlays to better accommodate rising costs for other priorities,
including health care.
Our proposal eliminates unnecessary and duplicative programs government-wide, and focuses
the remaining programs on their core missions to maximize their value and efficiency. That does
not preclude expanding some programs that are particularly effective while contracting others
whose value is lower. Defense spending is subject to these budgetary restraints, but the proposal
maintains adequate military capacity to protect U.S. and allied interests. Moreover, in the event
of significant new threats, we assume that adjustments in other programs would be made to
ensure our country’s security.
The federal government raises much of its revenue from individual and corporate income taxes,
which are biased against saving and investment. Our proposed tax reform replaces the income
tax system and the estate and gift tax with a progressive consumption tax, thereby eliminating the
tax penalty on saving and investment. To address environmental concerns in a more marketfriendly manner, the proposal replaces an array of energy subsidies, tax credits, and regulations
with a carbon tax.
Our proposal seeks to bring federal spending and revenue into closer alignment, thereby sparing
future generations from the explosive growth of federal debt. At the same time, it promotes
economic growth by emphasizing spending cuts rather than tax increases and by using an
economically efficient consumption tax to raise the revenue that is needed. Real federal spending
would continue to increase under the proposal, but significantly slower than it would increase
without these reforms.
SPENDING
Medicare, Medicaid, and other federal health programs
Our proposal caps federal subsidies for insurance, promotes effective competition and innovation
in the health sector, reduces regulatory burden, develops better consumer information, and
lowers everyone’s unrealistic expectations. Subsidies in all federal health programs would be
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