The Price of the New Health Care Entitlement; or, Peter, Paul, and Pickled Peppers

A new health care entitlement was signed into law today.  Entitlements already make up roughly 2/3 of the US federal budget already, so entitlements are nothing new.  Let’s review what we know about entitlement programs.
Entitlement programs are expensive, always cost exponentially more than their original estimates, and are politically difficult to cut.  Social Security wasn’t supposed to burden the federal budget.  This year it will run in the red.  Medicare is also set to run in the red.  In fact the sea of red ink for Social Security and Medicare makes the bank bailout bill seem like a drop of water in the Red Sea.
The current US tax code cannot handle the current level of entitlement spending let alone the new health care entitlement.  You cannot pay for free stuff for everyone with “taxes on the wealthy”.  There just aren’t enough wealthy people to go around.  By increasing income and capital gains taxes you discourage people from working and investing in the US.  By relying solely on income and capital gains taxes to fund broad, expensive entitlements, you would have to have confiscatory levels of taxation.

If you tax Peter to give a new entitlement to Paul, you need to have enough Peters to cover the Pauls otherwise you will squeeze the Peters so hard they either give up or take their pickled pepper picking businesses elsewhere (see how France scares off large numbers of wealthy people each year).  

Virtually every country with huge entitlement spending supports it with a broad based value added tax, VAT (sales tax).  The only way for everyone to get “free stuff” is if everyone pays for it.  Yes, that means it isn’t free, but did you really think that governments can create free stuff just by passing bills?  Laws of economics still hold: nothing is free.  Can Congress just pass a law banning gravity?  They might pass the bill, but gravity is going to do its thing whether or not Congress likes it.
The US debt/GDP ratio has been growing by leaps and bounds.  It will only grow faster by adding a new entitlement.  This fiscal train wreck can only be averted in one of two ways.  Either taxpayers will go to the polls and demand cuts in entitlements, or we can expect a new national value added tax to be added to everything we buy.  Hey, at least it’s a democracy – the choice is ours – just don’t pretend that we don’t have to choose.
