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Abstract
America is never going to fix its 
structural fiscal problems until we 
recognize that we face a political 
science problem more than an 
economic policy problem. The 
legislative process has become 
increasingly unable to crystallize the 
public mood into policy decisions and 
enact them, and this has contributed 
to the steady and alarming erosion 
of public confidence in Congress and 
the executive branch. To address this 
we need to apply the lessons of game 
theory to the challenge of achieving 
action on deficits and debt. By 
learning from negotiators who use 
game theory, such as arms controllers, 
we could make progress in such areas 
as entitlements and revenue.

An increasing number of 
Americans are contemplating 

the beginning of next year with both 
fear and dread. that is when dramat-
ic fiscal changes are due to take place. 
these include sharp increases in tax 
rates, huge cuts in national secu-
rity, and major reductions in other 
programs.

It is important to recall, how-
ever, that we face this grim prospect 
because of legislation intended to 
produce a very different result. the 
idea behind the legislation setting 
up a fiscal “supercommittee” last 
year was that by creating the right 
incentives, there could be a landmark 
bipartisan deal that would avoid 
the drastic changes we now have to 
contemplate.

 specifically, the legislation sought 
to create an “Armageddon” scenario 
that would push panel members 
towards a significant agreement, 

since failure to reach a pact would 
trigger deep cuts in defense and 
domestic discretionary programs 
in 2013 as well as additional cuts in 
projected Medicare spending. On 
the revenue side, the scheduled 
sunsetting of the Bush tax changes 
threatened a sharp increase in 
rates. But it turned out that these 
threats failed to produce conces-
sions during the negotiations and the 
supercommittee collapsed.  And so 
now the country faces the prospect 
next year, under current law, of huge 
tax increases and what many consid-
er to be dangerously deep reductions 
in defense and other programs.

Meanwhile, fear continues to 
grow about the potential economic 
consequences of America’s long-term 
enormous annual deficits and rapidly 
accumulating debt. Mounting debt 
risks a loss of confidence by inter-
national lenders and may threaten 
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a sudden future financial crisis that 
could be far more severe than the 
country endured in 2008.

America’s Governance Crisis
But the fears prompted by the 

failure of Congress to agree on a 
solution to the fiscal situation are 
not only economic in nature. there 
is also a widely held feeling in the 
country that the failure underscores 
a governance crisis in America, 
compounding the economic cri-
sis. to Americans, this makes our 
predicament especially frustrating 
and dangerous. the worry is that 
the American political and legisla-
tive system has become incapable of 
resolving hard issues, and this poses 
a threat to American democracy 
itself.

that worry has contributed to the 
public’s trust in government fall-
ing to an all-time low. It’s true that 
Winston Churchill once said that you 
can always count on Americans to do 
the right thing—after they have tried 
everything else first. But to many 
Americans, it appears that their law-
makers are incapable of trying.

THE WORRY IS THAT THE AMERICAN 

POLITICAL AND LEGISLATIVE 

SYSTEM HAS BECOME INCAPABLE 

OF RESOLVING HARD ISSUES, AND 

THIS POSES A THREAT TO AMERICAN 

DEMOCRACY ITSELF.

How is it possible to deal with 
these twin crises? getting the right 
thing done requires two critical 
actions. 

the first requirement is well 
understood: there needs to be a seri-
ous public discussion about the ideas 

to combat the fiscal problems facing 
America. that means lawmakers and 
policy organizations need to offer 
the American people fully developed 
proposals that reflect their visions 
for the future of the country and that 
would be real solutions.

the Heritage Foundation rose to 
that challenge last year with its plan 
Saving the American Dream, which 
would bring the nation into perma-
nent fiscal balance without raising 
taxes.1 Other organizations and some 
politicians have also laid out detailed 
proposals based on very different 
visions for the nation. Elections are 
occasions to debate such visions.

second, to help address the gov-
ernance crisis, policymakers need to 
take a fresh look at the deep-seated 
difficulties our legislative system has 
in reaching agreement on major but 
sensitive issues. that’s a political 
science problem, not a policy design 
problem. Even if the next election 
results in a significant gain by one 
party with a set of ideas, achiev-
ing politically sustainable long-
term fiscal solutions likely will still 
need wide agreement in Congress. 
Whether or not one agreed with the 
supercommittee approach, its failure 
underscores just how difficult it is to 
create the right dynamics to build 
broad support for decisive action.

Creating a Different Dynamic
How could we create a different 

dynamic? As a thought experiment, 
let’s imagine that we gave the chal-
lenge of reaching a budget agree-
ment to arms control negotiators 
rather than to the budget experts 
and leaders who have so far failed to 
make much progress. Why might this 
seemingly bizarre idea be helpful? 
Not because arms controllers know 

more about budgets, but because the 
challenge of reaching a broad agree-
ment needs to be seen primarily as 
a political science and negotiation 
problem, and arms controllers see 
the process of reaching agreements 
in that way. so it could be helpful to 
draw on the expertise of those offi-
cials and experts who in their field 
are routinely engaged in what econo-
mists and political scientists refer to 
as “game theory.” 

game theory is the branch of 
analysis that explores situations in 
which one person’s best choices in 
a negotiation are dependent on the 
choices made by others. It recognizes 
that there may be common goals or 
fears that can induce rational coop-
eration between adversaries despite 
the desire of each side in the policy/
political process to be as success-
ful as possible at achieving its own 
objectives. And in these situations, a 
better understanding by each side of 
the other’s motivations, fears, goals, 
and perspective—which influence 
each side’s attitude to proposals—is 
critical to achieving a mutually ben-
eficial agreement.

the Prisoner’s Dilemma is a text-
book example. In its simple version, 
two men are arrested and will be 
tried for robbery with the prospect 
of 10-year sentences. Lacking enough 
evidence to convict, the prosecutor 
makes the following offer to each 
man:

If you confess and your partner 
remains silent, I’ll drop charges 
against you and your partner will 
serve 10 years, but if you remain 
silent while your partner con-
fesses, he goes free and you do 
10 years. If both of you confess, I 
will agree to five-year terms to 

1. See Stuart M. Butler, Alison Acosta Fraser, and William W. Beach, eds., Saving the American Dream: The Heritage Plan to Fix the Debt, Cut Spending, and Restore 
Prosperity, The Heritage Foundation, 2011, http://savingthedream.org/.
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get two convictions. If you both 
remain silent, I recognize I’ll 
have to settle for one-year terms 
on minor charges.

the dilemma is that if each pris-
oner thinks narrowly only of his own 
goal of serving the least time, he will 
confess, hoping the other does not. 
that gamble means that each will 
serve five years at most. But if the 
prisoners recognize their mutual 
interest, they will cooperate by each 
agreeing to remain silent. If they 
stick by this agreement, they can 
each be sure of just one year. But they 
have to be confident of cooperation, 
because if the agreement is broken, 
the silent prisoner will receive 10 
years.

WHILE THERE ARE COSTS 

ASSOCIATED WITH COOPERATION, IT 

CAN AVOID A FAR WORSE SITUATION 

THAT WOULD RESULT FROM 

NARROWLY PURSUING SELF-INTEREST.

the example illustrates that 
while there are costs associated with 
cooperation, it can avoid a far worse 
situation that would result from nar-
rowly pursuing self-interest. this 
essence of game theory is relevant 
to budget negotiations and many 
other areas of negotiation: It turns 
out that pursuing the “best case” for 
one negotiator often actually results 
in a worse result for that same player 
than the alternative of cooperating 
with his opponent. It is also the case 
that by better understanding the 
motivations, goals, and fears of the 
other player, it is possible to craft an 
agreement that moves towards an 
outcome that actually improves the 
outcome for both sides.

While game theory may seem 
abstract, it is routinely used in sev-
eral areas of policy and business.  

For example:

■■ Labor–management negotia-
tions. good negotiators for labor 
and management appreciate 
that there is a shared interest 
in achieving an agreement that 
avoids damage to their mutual 
long-term interests even as each 
side seeks to obtain the best 
immediate result for its side of 
the negotiation table. In an effort 
to combine the benefits of coop-
eration with the best deal for its 
side, each negotiation team at the 
bargaining table thinks carefully 
about the motivations and likely 
moves of the other side. If the 
negotiation is undertaken by indi-
viduals who thoroughly under-
stand the game theory approach 
in negotiations, there is a higher 
probability that the result will be 
seen as a win-win for each side. 
When that is not the case, or if 
there are misunderstandings or 
miscalculations, both sides end up 
losing.

■■ Arms control negotiations. the 
use of game theory is also a fun-
damental feature of arms control 
negotiations for nuclear and other 
major weapons systems. Just as 
in pay negotiations, there is a 
common desire to avoid a mutu-
ally damaging result. Avoiding a 
potentially catastrophic war is 
almost always the paramount 
objective—the horror scenario of 
Cold War nuclear arms negotia-
tions—but the heavy expense of 
building weapons systems is also 
economically damaging. so while 
the sides would not entertain an 
agreement that tipped the mili-
tary advantage to the other side, 
there can still be a strong incen-
tive for both sides to agree to arms 
reductions. 

Thinking Differently About 
Reaching Agreement

It is certainly a little disconcert-
ing to compare solving the fiscal 
problem with negotiating a success-
ful nuclear weapons deal, but the 
political dynamic is actually quite 
similar. While each side has a pre-
ferred outcome, a lack of cooperation 
makes it more likely that the result 
will be far less beneficial to each side, 
with potentially very damaging eco-
nomic consequences compounding 
each side’s failure. 

A problem today is that while the 
process of arms negotiation has a 
rich literature and protocols asso-
ciated with it, and while top-level 
negotiators are well versed in the 
associated game theory, we are at a 
relatively primitive stage in apply-
ing the same techniques to finding 
a mutually agreeable solution to the 
budget and debt problem. It is in fact 
remarkable how little the principles 
of game theory are applied in prac-
tice to the area of budget and long-
term fiscal reform when compared 
with other fields.

true, in academia, the principles 
of game theory shape many a gradu-
ate seminar discussion on fiscal poli-
cy, as they do in seminars on defense 
strategy and international relations. 
But they are largely absent in the 
day-to-day world of budget negotia-
tions. Recalling the movie Beautiful 
Mind, it is time for something like 

“John Nash meets the National Debt.” 
We need to draw on lessons from 
fields in which competition, coopera-
tion, and negotiation are a routine 
part of reaching an agreement.

Arms controllers would explain 
that successful agreements in other 
fields indicate that three things are 
essential.

First, each side must attempt to 
fully understand the concerns and 
desires of the other side. Doing so 
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makes it less likely that discussions 
will collapse with a bad outcome for 
both sides. A good understanding 
allows skilled negotiators to explore 
solutions that advance the agenda of 
their side in ways that are least prob-
lematic to the other side.

Second, it is critical to use rules 
and procedures, such as monitoring 
and enforcement, to build the trust 
and comfort level needed for confi-
dence in any settlement. As Ronald 
Reagan put it, “trust but verify.” If 
one or both sides cannot be confident 
that all the elements of an agreement 
will be delivered, there will be no 
agreement.

WE NEED TO DRAW ON LESSONS 

FROM FIELDS IN WHICH 

COMPETITION, COOPERATION, AND 

NEGOTIATION ARE A ROUTINE PART 

OF REACHING AN AGREEMENT.

Third, it is important to appre-
ciate that success does not have to 
mean that one side “loses” and the 
other “wins” or that the only way for-
ward is to split the difference. Often, 
a good understanding of each side’s 
values and broader goals allows for 
a creative solution that enables each 
side to advance some of its goals.

Appreciating these elements could 
help us move towards a major budget 
agreement that wins broad support. 
that’s because in the fiscal debate, 
there are seemingly intractable posi-
tions that are actually more nuanced 
than they might seem. there are also 
internal tensions or contradictions 
that, if recognized, could pave the 
way for a broad agreement.

to continue the thought experi-
ment of arms controllers running a 
future round of budget negotiations, 
what approaches and lessons might 
they incorporate? there are several, 
but two are particularly relevant to 

our recent experience with failed 
attempts to address the budget 
problem.

Lesson 1: Artificial 
Armageddons don’t work.

In creating the supercommittee, 
Congress tried to set up an envi-
ronment to mimic the conditions 
needed to push hard-headed nego-
tiators towards an agreement by 
legislating a mutually unaccept-
able “Armageddon.” the statute 
passed by Congress and signed into 
law required automatic deep cuts in 
defense, Medicare, and other pro-
grams starting in 2013. they were to 
be so deep that the statute’s sponsors 
believed both parties would conclude 
that there must be a sweeping bipar-
tisan agreement to avoid them. 

On the face of it, this might seem 
to be right out of the arms control 
textbook—the prospect of nuclear 
Armageddon, after all, drove Reagan 
and Mikhail gorbachev towards 
major weapons reduction.

But the Armageddon scenario 
created for the supercommittee was 
to be an artificial and deliberately 
self-inflicted one very different from 
the fear of a catastrophic military 
action in international disputes—or, 
for that matter, a collapse in interna-
tional confidence by foreign lenders. 
those scenarios involve an “outside” 
risk from another source. A legisla-
ture creating a catastrophic adverse 
reaction for itself in order to increase 
pressure to do the right thing is 
quite another matter. that’s because 
it requires two key but dubious 
assumptions. 

■■ Assumption 1: The conse-
quence of failure has to be 
dire and unacceptable for each 
party in the potential agree-
ment. It has to be far worse 
than conceding its primary 

negotiating position. that was 
quite evidently not the case with 
the scenario constructed for the 
supercommittee; otherwise, the 
sides would not have left the table. 

■■ Assumption 2: Congress 
will actually follow through 
with the threatened actions 
if negotiations break down. 
Lawmakers must be willing to 
press the button, so to speak, and 
allow unacceptable program 
changes to occur. this assumes 
that being determined to carry 
out the doomsday threat of 

“mutually assured destruction” 
tomorrow will force an agreement 
today. But once budget nego-
tiations fail, the logic completely 
changes, and it makes no sense to 
carry through with the doomsday 
scenario. that’s because there is 
a big difference between exacting 
retribution from an enemy and 
intentionally inflicting damage 
on oneself. It would be irratio-
nal and politically disastrous 
for lawmakers to permit budget 
changes that are truly unaccept-
able—changes that would threat-
en national security and poten-
tially harm millions of vulnerable 
Americans—to go into effect when 
they can forestall them. Because 
the budget supercommittee nego-
tiators evidently believed that the 
budget cuts ultimately will not go 
into effect, they lacked the incen-
tive to make concessions. 

the weakness of these assump-
tions undermined the artificial 
Armageddon strategy. that’s why 
many observers of Congress do not 
believe that the full force of the 2013 
tax and spending changes will occur. 
they expect that there will be steps 
to “fix” (i.e., roll back or eliminate) 
many or most of the major budget 
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reductions in the legislation and the 
large tax hikes from sunsetting pro-
visions in previous statutes.

the failure of the supercommittee 
would not be surprising to arms con-
trol negotiators. they recognize that 
the only nightmare scenario that 
actually forces action is one that is 
real and outside the ability of law-
makers to manipulate.

Lesson 2: Recognizing and 
addressing deeply held 
concerns can mean mutually 
beneficial solutions.

successful arms controllers and 
other negotiators know the impor-
tance of exploring the underlying 
goals, values, and fears behind seem-
ingly non-negotiable positions. they 
do this in an effort to find ways for-
ward that address these perspectives 
of each side in a way that hopefully 
benefits both sides.

In Middle East border negotia-
tions, for instance, the real issue is 
security rather than real estate, so 
finding creative ways to guarantee 
security can yield progress in who 
should own trees and houses. In the 
debate over retirement entitlements, 
there is an array of concerns, from 
the dread of economic insecurity to 
strongly held ideas of fairness, that 
have to be understood and addressed 
first if there is to be progress on bud-
get and health system changes.

thus, it is important to recog-
nize the underlying goals, values, 
and fears in the struggle over taxes, 
spending, and deficits. to most 
Americans and their representatives, 
fiscal debates are not really about 
numbers and bookkeeping. they are 
actually about profoundly different 
visions of the appropriate size, scope, 
and purpose of government and 
about ideas of justice. 

Competing visions of government 
and justice will continue to be debat-
ed by the American people, and over 
time, there will be shifts. that broad 
debate will set the broad parameters 
of the budget policy discussions, but 
without careful efforts to appreci-
ate and accommodate the underly-
ing desires and concerns, gridlock is 
likely to continue.

THERE IS A FEAR AMONG MANY ON 

THE LEFT THAT MOVING TOWARDS 

GREATER TARGETING IN SOCIAL 

SPENDING, ESPECIALLY RETIREMENT 

BENEFITS, COULD UNDERMINE 

BROAD POLITICAL SUPPORT FOR THE 

PROGRAMS.

Consider three examples where a 
better understanding of goals, values, 
and fears could be critical to making 
progress on the budget and debt.

■■ Example 1: Progressivism 
versus social solidarity on the 
political left. the political left 
harbors two values that are in 
conflict. the first is the progres-
sive value that the resources of a 
community should be focused on 
those in the community who are 
most in need. But there is also the 
value of social solidarity and eco-
nomic security for all. this second 
value tempers—actually, contra-
dicts—simple progressivity based 
on need by introducing the con-
cept of social insurance. As the 
basis of such programs as social 
security and Medicare, social 
insurance means that all contrib-
ute and all are entitled to a similar 
range of benefits and protections.

these two values lead to a 
dilemma on the left when deficit 

reduction discussions turn to 
budget discussions involving 
programs like social security 
and Medicare. the progressive 
value would endorse making the 
benefits received from these large 
and expensive programs strictly 
related to income. According to 
this view, Warren Buffet should 
receive little or no social security, 
and he should pay the full cost 
of his retirement medical cover-
age. But the social insurance/
social solidarity value would say 
that he should be able to receive 
benefits upon retirement as a full 
member of the insured commu-
nity by virtue of the earmarked 
contributions he has made. Hence, 
many on the left fiercely oppose 
reducing or eliminating cash ben-
efits for Buffet and other affluent 
Americans at the same time that 
they want to take cash from them 
in the form of higher taxes.

Ironically, it has been conserva-
tives in recent years who have 
been prominently associated 
with “progressive” proposals 
to reduce benefits (though the 
Affordable Care Act strengthened 
the income-testing of premiums 
for some parts of Medicare). In 
the conservatives’ case, income-
testing is motivated by a desire 
to reduce the size and scope of 
government by targeting social 
spending only to those who actu-
ally need assistance.

to be sure, there is a fear among 
many on the left that moving 
towards greater targeting in 
social spending, especially retire-
ment benefits, could undermine 
broad political support for the 
programs. the worry is that if 
middle- and upper-income people 



6

CPI DISCUSSION PAPER | NO. 05
August 27, 2012

do not receive a significant share 
of the benefits of programs like 
social security and Medicare 
and the programs evolve instead 
into more needs-based programs, 
support for them among power-
ful constituencies would decline. 
thus, the concern on the left is 
that agreeing to greater efficiency 
and targeting in social insur-
ance programs could lead to the 
eventual demise of the programs 
themselves.

this is an understandable politi-
cal concern for those who are 
committed to social solidarity and 
security for the needy, and it is an 
obstacle to gaining an agreement 
on entitlements. But the politi-
cal scenario has been questioned, 
including by some leading individ-
uals on the left.

the evidence is that programs 
like social security and Medicare, 
or the National Health service 
(NHs) in Britain, seem to have 
become such a part of the fabric of 
society that they have the strong 
support of even those that do not 
depend on them. that is one rea-
son why george Bush’s proposed 
restructuring of social security 
aroused opposition not just 
among lower-income Americans—
and why many Republican can-
didates in 2010 emphasized their 
commitment to social security 
and protecting full Medicare 
benefits for middle-aged and older 
Americans.

similarly, conservative govern-
ments in Britain, from Margaret 
thatcher to the current coali-
tion, have emphasized their 
commitment to protecting and 
even strengthening the National 
Health service, not eliminating it. 

Indeed, in 2009, William galston 
of the Brookings Institution ana-
lyzed the u.s. and European expe-
rience of budget cuts in the social 
welfare area and concluded that 
the evidence belies the thesis that 
income-relating benefits under-
mines support for the programs 
themselves.

Nonetheless, the fear exists 
among the center-left in the u.s. 
and needs to be recognized and 
addressed if there is to be a broad 
agreement on curbing long-term 
federal spending and debt. How 
might that be done in ways that 
would broaden the constituency 
for spending reduction? Perhaps 
first by conservatives empha-
sizing more strongly that they 
appreciate the progressives’ worry 
about the erosion of basic support 
for vulnerable Americans. that 
would need to be followed by con-
servatives taking the initiative to 
explore steps that would improve 
economic security while also 
creating more economic opportu-
nity for those at the bottom of the 
income ladder.

CONSERVATIVES SEEKING A SMALLER, 

MORE TARGETED GOVERNMENT 

COULD MAKE COMMON CAUSE WITH 

PROGRESSIVES SEEKING FEWER 

GOVERNMENT BENEFITS FOR THE 

RICH.

With those steps taken, conser-
vatives seeking a smaller, more 
targeted government could make 
common cause with progres-
sives seeking fewer government 
benefits for the rich. that could 
perhaps produce agreement 
on a redesign of today’s social 
insurance programs that would 

advance the goals of both conser-
vatives and progressives.

■■ Example 2: Revenues and the 
political right. Conservatives 
are very clear that they oppose 
raising taxes as part of a budget 
agreement. But this is another 
case where it is wise to explore the 
meaning of terms and the values 
and principles behind them.

to be sure, there is generally 
strong or implacable opposition 
among conservatives to new taxes 
or tax rate increases and—if not 
offset in a budget-neutral manner 
by other tax reductions—even to 
the elimination of those special 
tax credits that might appear to 
be the equivalent of spending. 

the resistance of conservatives 
to a tax component in a budget 
agreement is seen by most liber-
als as ideological intransigence. 
But it is important for liberals to 
look more carefully at the con-
servative position. there are two 
broad reasons for the opposition 
to new revenues even if these were 
part of a strategy that promised 
to reduce the total size of govern-
ment. the first is the concern that 
tax increases will harm economic 
growth and damage the economy 
even if they reduce the deficit in 
the short term. the second is the 

“political science” concern that 
new taxes—or, indeed, any new 
revenue—would merely reduce 
the underlying pressure to curb 
spending and thus contribute 
to an expansion of government 
(see the “land for peace” problem 
described below), possibly ending 
up with little ultimate progress 
in addressing the fiscal gap but 
with spending and taxes at a new, 
higher level. For progress to occur, 
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both of these concerns need to be 
recognized and addressed by poli-
cymakers on the left.

One step in doing that is to recog-
nize that “taxes” and “revenues” 
are not always the same for con-
servatives. As one might say, there 
are revenues, and then there are 
revenues. Putting aside for one 
moment the conservative fear that 
new revenue will merely trigger 
new spending, there are actu-
ally some three forms of revenue 
that generally are acceptable to 
conservatives.

1. Asset sales. the sale of a gov-
ernment asset, such as federal 
buildings, air rights, or western 
lands, does bring in revenue to 
the government, but that is in 
return for government becom-
ing smaller by relinquishing 
its control over property and 
returning that property to 
the private sector. this form 
of revenue has three attrac-
tive attributes for those on the 
political right.

■■ Revenue to government in 
return for asset privatiza-
tion is seen as a net gain by 
reducing government own-
ership and economic control 
in the economy. If this rev-
enue is the “concession” for 
spending reductions, then it 
is a double gain.

■■ sales revenues, unlike a new 
tax or increase in rates, are 
a strictly temporary rev-
enue source—unless the 
government keeps shedding 
assets for additional reve-
nue, which would be seen by 
conservatives as a continu-
ous and welcome reduction 

in government control. this 
reduces the probability that 
a revenue concession will 
become a permanent rev-
enue stream.

■■ A short-term revenue source 
can be used directly to facil-
itate a structural program 
reform that leads to long-
term spending reduction by 
covering transition costs. 
For example, the temporary 
transition costs associ-
ated with creating personal 
accounts in social security 
would be large and add to 
the short-term deficit. such 

“buyout” costs are often 
associated with gaining sup-
port for reducing or ending 
popular programs. Asset 
revenue can offset those 
short-term costs.

2. Revenues from faster 
growth. subject to the con-
cern noted about encourag-
ing further spending, revenue 
that is generated by improved 
economic growth through tax 
reform or deregulation is gen-
erally seen as acceptable on the 
center-right. For instance, few 
conservatives would object to 
the additional revenues that 
might follow from tax reform 
simplification and marginal 
rate reduction that expands 
the economy and leads to “sup-
ply side” increases in both 
after-tax personal income 
and government revenues. 
Indeed, many Republicans 
have expressed their openness 
to a budget-neutral tax reform 
(based on Congressional 
Budget Office scoring) that 
spurs the economy and produc-
es increases in both after-tax 

household income and govern-
ment revenue.

Of course, tax reform to 
achieve simplicity leads imme-
diately to a discussion of what 
credits and deductions should 
be abandoned to broaden the 
tax base and permit lower gen-
eral rates in a budget-neutral 
way. Conservatives see many 
dubious credits and deductions 
in the tax code that should 
be swapped for lower rates 
and greater tax efficiency—
such as credits to encourage 
Americans to buy goods and 
services favored by the govern-
ment, like electric vehicles and 
high levels of health insurance. 
But they see others, such as the 
deduction for IRA accounts, as 
key elements in a sound pro-
growth tax system that reduces 
the double-taxation of income.

A significant obstacle for 
conservatives in offering 
growth-related revenue as 
part of a bargain, and for lib-
erals in accepting such pro-
posals, is how such revenue 
will be “scored” and guaran-
teed. Among the outstanding 
questions: How could future 
lawmakers, both left and right, 
agree that additional revenue 
was truly due to a pro-growth 
tax reform “concession” rather 
than some other factor (such 
as improvements in the world 
economy) if that were to be 
the quid pro quo for spending 
cuts? As yet, nobody seems to 
have been able to answer that 
question.

3. Revenues from subsidy 
reductions. there are also 
situations where “revenue 
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increase” and “spending reduc-
tion” are interchangeable 
terms in an accounting sense 
and can be used for the same 
change in policy. For instance, 
requiring upper-income indi-
viduals to pay higher Part B 
and Part D Medicare premiums 
more in line with actual costs 
could be said by some to be a 
revenue increase for the afflu-
ent (i.e., more premium rev-
enue goes to the government). 
But the same policy change can 
also be seen as a spending cut, 
since the government would 
spend less on subsidies to these 
same individuals. Elastic lan-
guage of this kind can often be 
a key to justifying an agree-
ment to constituencies.

some may presume from this 
that there may also be pos-
sibilities for agreement in the 
area of so-called tax expendi-
tures—special tax preferences 
that some economists main-
tain are nothing more than 
spending via the tax code. But 
this is unlikely. Conservatives 
have rejected the elimination 
of such tax preferences as a 
device to raise revenue.

One reason for their opposition 
is that there is disagreement 
about what even constitutes a 

“tax expenditure” and what is a 
legitimate deduction in a sound 
tax system. Dollar-specific 
federal credits to buy certain 
types of automobiles are one 
thing, but investment prefer-
ences and deductions for sav-
ings are quite another.  

But the other, more impor-
tant, reason is that although 

conservatives are open to end-
ing tax preferences that distort 
the tax code, they see it strictly 
as part of a revenue-neutral tax 
reform with lower marginal 
rates, and not as a revenue 
raiser.

so, taking all these approaches 
together, conservative views on 
revenue are more complex than 
typically portrayed. Just as the 
subtleties of progressivism and 
social solidarity need to be better 
appreciated by politicians on the 
right in order to facilitate action 
on the debt, so politicians on the 
left need to appreciate the distinc-
tions between taxes and the many 
other meanings of “revenue.” 
Exhorting conservatives simply to 
agree to raise taxes is a recipe for 
continued gridlock.

■■ Example 3: The “land for 
peace” problem. the timing 
and sequencing of steps by either 
side in a proposed agreement are 
also crucial if there is to be suc-
cess. For example, let’s say for the 
sake of argument that conserva-
tives were pondering a package 
of revenues of the kind discussed 
above in return for the promise 
of spending reductions. Even in 
this seemingly win-win situa-
tion, many on the right would still 
be very reluctant to accept a deal 
because of what one might call the 

“land for peace” problem. 

As Middle East negotiators well 
understand, it is very difficult to 
get one side to agree to a tan-
gible and potentially irrevers-
ible immediate step, such as land 
concessions, in return for a future 
promised action, such as a prom-
ise to live in peace. this is because 

if the agreement were to break 
down later, then one side would 
lose the land but get no peace 
while the other side would gain 
the land without delivering on the 
peace. similarly, no sensible arms 
negotiator would give up a class of 
vital weapons this year in return 
for a promise by the adversary to 
eliminate an equivalent weapons 
system next year. If the timing 
of required steps in a proposal is 
asymmetric so that one side could 
gain by reneging after the other 
side has made concessions, it is 
very unlikely that the proposal 
will become a firm agreement.

this is why most on the right 
resist budget agreements that 
require a commitment to tan-
gible revenues now (such as a 
permanent change in the tax 
code) in return for a promise to 
phase in future spending reduc-
tions in entitlements and other 
programs. the reason is that if 
the left reneges, then those on the 
right are stuck with tax increases 
in statute without the promised 
future spending reductions. this 
is more than a theoretical fear, 
since it has been a familiar pat-
tern of budget “compromises” 
for decades: tax rates are raised 
permanently in return for reduc-
tions in entitlement spending that 
may require future Congresses 
to enact them, and many of the 
spending reductions do not 
materialize.

this is a classic land-for-peace, 
your-weapons-system-first pro-
posal that no serious negotiator 
would accept. But even seasoned 
politicians sometimes do, to their 
regret. Ronald Reagan described 
the budget agreement in 1982, 
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which immediately rolled back 
some tax cuts in return for the 
promise of future spending curbs, 
as perhaps his biggest mistake as 
President.

Why Procedures  
Are Important

It is true that, in theory at least, 
the land-for-peace problem does not 
concern only the right. Politicians 
on the left would be leery of commit-
ting to, say, a change in the Medicare 
entitlement in return for a revenue 
commitment on the right if they 
believe that commitment might be 
broken. Historically, that has not 
been the typical reneging scenario. 
Obtaining promised real future enti-
tlement reductions seems to be the 
more common challenge. still, each 
side needs an assurance that a budget 
agreement will somehow be guaran-
teed over the long term—not much 
different from arms agreements.

FOR ANY MAJOR AGREEMENT TO BE 

CONSUMMATED, THERE HAS TO BE A 

HIGH DEGREE OF PROBABILITY THAT 

BOTH SIDES AND THEIR SUCCESSORS 

WILL STICK TO IT OVER TIME.

For any major agreement to be 
consummated, therefore, there has 
to be a high degree of probability 
that both sides and their successors 
will stick to it over time. If there is a 
legitimate worry that in the future, 
one side will walk away or could bend 
the agreement to its advantage, an 
agreement is unlikely. that worry 
is a significant aspect of the current 
impasse.

No agreement on the long-term 
budget is likely if either side per-
ceives itself to be vulnerable to the 

“land for peace” problem. this is 
why, for a truly successful budget 

agreement, three operational rules 
are crucial.

■■ There must be balanced steps 
taken in stages. Incremental 
steps promised by each side must 
be taken simultaneously so that 
one side does not lose significantly 
if the other fails to deliver. this 
reduces the advantage that one 
side can gain by reneging on an 
agreement, and it is why simulta-
neity and mutual steps in stages 
are well understood by weapons 
negotiators to be central to a 
sound arms reduction agreement.

■■ There must be agreed monitor-
ing and agreed enforcement. 
Any deal involving a series of 
simultaneous steps must be moni-
tored carefully and each side’s 
commitment adjusted if the other 
fails to keep up—the “trust but 
verify” approach emphasized by 
Reagan. Verification and enforce-
ment rules are critical to any bud-
get agreement. to provide insur-
ance against one side not fulfilling 
the agreement, this parallel step-
by-step process would require an 
accepted third party—perhaps the 
u.s. government Accountability 
Office—to certify that all commit-
ments had been met before the 
next stage of an agreement went 
into effect.

■■ Use long-term default budgets 
for entitlements and revenue. 
In addition to devices that serve 
as insurance against reneging, 
in budget agreements there is 
also the need to build confidence 
among negotiators that everyone 
will adhere to agreed levels of 
spending, revenue, and debt. that 
is difficult when one Congress 
cannot bind another and when 

much of the budget is on “autopi-
lot,” where program design and 
eligibility determine spending or 
revenue, not an explicit budgeted 
amount.

so there is a need both to make 
long-term budgets more pre-
dictable and to make the default 
automatic adherence to specific 
long-term spending and revenue 
agreements. that would mean 
moving towards a real long-
term budget (say, 30 years), with 
revenue and spending programs 
automatically adjusting to those 
agreed numbers rather than—
as today—requiring a future 
Congress to make the adjustment.

Doing so would mean effectively 
ending the distinction between 

“discretionary” and “mandatory” 
(or “entitlement”) program spend-
ing, most notably in the case of 
retirement programs. the current 
status of these programs means 
that they take precedence over 
other forms of “discretionary” 
spending, such as spending for 
housing assistance, defense, roads, 
and most federal education funds. 
Moreover since entitlements 
require the government to pay 
the cost of specified benefits, their 
costs are merely a forecast rather 
than subject to a predictable and 
legislated budget.

Conclusion
We are never going to fix our 

structural fiscal problems until we 
recognize that we face a political 
science problem more than an eco-
nomic policy problem. It is true that 
the size and scope of government and 
the degree to which it is financed by 
current or future revenue commit-
ments are ultimately matters for the 
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American people to decide. these 
broad and fundamental issues need 
to be resolved through elections. 
But as we have seen in recent years, 
the legislative process has become 
increasingly unable to crystallize 
the public mood into policy decisions 
and enact them. this has contributed 
to the steady and alarming erosion 
of public confidence in Congress and 
the executive branch.

to deal with that, we must get 
our legislative process back on track 

to carry out the will of the people, 
recognizing that the people’s voice is 
often nuanced and even contradic-
tory. Learning some lessons from 
those who use game theory in other 
fields to achieve progress towards 
shared goals might be a good way to 
get started on that task.

—Stuart M. Butler, PhD, is 
Director of the Center for Policy 
Innovation at The Heritage 
Foundation.


