Deficit Hawk Plays Against Type

Orszag Seeks Ways to Sustain Recovery Amid Mounting Concerns Over Red Ink

By JONATHAN WEISMAN

Peter Orszag spent most of his professional career mapping out the dangers of budget deficits and devising such solutions as restructuring the tax code and revamping Social Security.

Now, as director of the White House Office of Management and Budget—the nation's bean counter-in-chief—he has found it's not easy being a deficit hawk in the Great Recession.

Chief of Staff Rahm Emanuel and National Economic Council Director Lawrence Summers believe moves to reduce the deficit would throttle recovery. Republican leaders refuse to consider higher taxes. Democrats who had championed fiscal responsibility fear the impact of spending cuts when unemployment stands at 10%.

Mr. Summers said spending on administration priorities would not be sacrificed to the deficit: "If we as a country are not successful in establishing job growth and economic growth soundly, we will not achieve any of our other objectives."

    * Peter Orszag, 41 years old, earned an economics degree at Princeton and a doctorate the London School of Economics.

    * He joined the Clinton administration as a staffer for the Council of Economic Advisers. He was appointed in 2007 to be director of the nonpartisan Congressional Budget Office.

    * President Obama appointed him to head the Office of Management and Budget.

    * He has two school-age children, Leila and Joshua, with his first wife, as well as a two-month-old child, Tatiana Zoe, with ex-girlfriend Claire Milonas, daughter of Greek shipping executive Spiros Milonas

    * He is engaged to ABC News reporter Bianna Golodryga. 

Mr. Orszag's dilemma will be seen Monday when the president unveils a 2011 federal budget that expresses concern about the deficit but offers only modest solutions to reduce it. The White House proposes freezing a slice of domestic spending, and projects the deficit falling from a sum equal to 10% of U.S. gross domestic product to half that by 2013, according to officials briefed on the budget. That's still about $800 billion.

By comparison, federal deficits have only climbed to 5% of GDP four times since the end of World War II—in 1946 and three years under President Ronald Reagan.

Mr. Orszag said in an interview that his views of deficit spending have not changed. But for now, he said, the private sector's demand for capital has collapsed, leaving the U.S Treasury as the "last borrower" in the market.

White House political officials worry, meanwhile, about raising taxes in an election year, especially if it means breaking Mr. Obama's campaign promise to shelter families earning less than $200,000 a year. 
The deficit is hard enough to tackle, said Wall Street economist Allen Sinai, a former collaborator of Mr. Orszag. But, he said, "you don't just have deficits. You have the worst joblessness and economic conditions that we've seen since the Depression. You're in a political world, and people have societal goals, especially the people who voted for Barack Obama."

In 2004, Mr. Sinai wrote a paper with Mr. Orszag and former Treasury Secretary Robert Rubin warning the federal debt—the total of all government obligations—could hit 50% of GDP by 2013 and cause a financial crisis. The debt is now 60% of GDP and heading to 100% by 2019, according to the Congressional Budget Office.

The widening deficit and growing federal debt show how the political ground has shifted. During the Clinton administration, deficit concerns were pre-eminent. "Rubinomics," named for then-Treasury Secretary Rubin, said balanced budgets helped the economy flourish and kept interest rates down.

By the time Vice President Dick Cheney famously said deficits didn't matter, the pendulum had swung back. Republicans passed tax cuts totaling nearly $2 trillion over 10 years and approved a Medicare prescription-drug benefit, the largest entitlement expansion since the 1960s, without considering whether to pay for them.

Now, there is a new orthodoxy. Democrats argue that fiscal discipline must be restored—but not before the nation regains its economic footing. The debate is how quickly to shift from fiscal stimulus to fiscal austerity.

Economists who have worked with Mr. Orszag say he's on the do-something-sooner side of the argument, which his political rivals suspect, too. "You look at Peter's track record, and it's pretty impressive," said Rep. Paul Ryan of Wisconsin, the ranking Republican on the House Budget Committee. "I just think the president has revealed himself to be an ideologue, and his people are more interested in advancing the ideology."

Mr. Orszag told The Wall Street Journal that the "unusual situation" the government finds itself in—with other countries willing to finance U.S. debt at low rates—"won't last." And, he added, "when it flips, the question is how do you get ahead of that to avoid the downward spiral" of rising interest rates, a plunging dollar and a sinking economy.

It is not as if the answers aren't known. Many of them have come from Mr. Orszag himself. He served as an economics aide in the Clinton White House before joining the Brookings Institute. He was the first director of Brookings's Hamilton Project, started by Mr. Rubin in large part to tackle long-term fiscal problems. In 2007, he became director of the Congressional Budget Office, the official deficit-and-spending scorekeeper of Capitol Hill, before being tapped as OMB director after Mr. Obama captured the White House.

In a 2004 paper with Brookings economist William Gale, Mr. Orszag suggested tackling the deficit through a tax on carbon emissions and a value-added tax—a sales tax levied on all retail and wholesale transactions. 
In 2006, Mr. Orszag proposed restructuring the U.S. tax code to eliminate tax deductions and use only tax credits, which could be better targeted at poor and middle-class families. A year later, with Massachusetts Institute of Technology economist Peter Diamond, he wrote a book detailing how to save Social Security by trimming benefits and gradually increasing taxes.

But those ideas were hatched during a different era. Now, even deficit hawks are cautious about acting too quickly. Kenneth Rogoff, a Harvard University economist thinks a debt-induced crisis is almost inevitable. He also thinks cutting the deficit even in 2011 would be "nuts," given economic conditions.

Mr. Orszag can't call for changes to Medicare and Medicaid while the fate of Congress's health-care bills remains unresolved. White House officials have made clear the president won't break his pledge to shield middle-class families from tax increases. That rules out the VAT.

Mr. Diamond suggested Mr. Orszag tackle the other driver of future deficits: Social Security. That wouldn't hurt short-term economic growth, but could soothe the nerves of bond traders who would see it as a good-faith effort. "It's small potatoes," he said. "And it fits brilliantly with current needs."

Democratic economists familiar with the federal budget deliberations say a Social Security fix was never seriously considered. Congress was overloaded by health care, financial regulation and energy. "There comes a point where you break your troops," said one.

White House officials said they could not cut defense or homeland-security spending. That leaves about 17% of the budget to target for cuts—domestic programs funded annually by Congress. The president will ask for a freeze on those programs Monday.

Even if Mr. Obama eliminated every program at the departments of Justice, Education, Housing and Urban Development and Interior—and he abolished the Environmental Protection Agency, the National Aeronautics and Space Administration and other independent agencies—he would still face a deep budget deficit in fiscal 2011 and beyond. 
In the meantime, a bipartisan commission—a time-honored Washington way of putting off difficult problems—will hunt for ways to meet Mr. Obama's goal of reducing the deficit to 3% of GDP by the end of his term. 
