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Committee for a Responsible Federal Budget



Fiscal Year 2009 Budget Resolutions

April 8, 2008
This Budget Update looks at the budget resolutions passed by both the House (H. Con. Res. 312) and Senate (S. Con. Res. 70), compared to each other as well as to the CBO March baseline and the President’s budget as reestimated by CBO.  

Major Points

· The House-passed budget should be commended for complying with pay-as-you-go (PAYGO) rules without exception. The budget plan assumes that all changes to revenues and mandatory spending would be offset so that deficits would not be increased over the six- and eleven-year time periods. 
· Neither the House nor the Senate budget makes any attempt to control the unsustainable growth of mandatory spending programs.  This is a disappointing shortcoming given the tremendous fiscal challenges the country faces.  Both the President's budget and the alternative budget proposed by Congressman Paul Ryan (R-WI) included significant savings in the areas of entitlements.  We would have liked to see these as the beginning of the discussion about how to slow the growth of the major entitlement programs.

· As was the case with the President's budget, both budgets achieve balance by 2012, but would do so only by omitting likely costs from the budget.  We therefore do not believe the small budget surpluses that are projected are realistic.  
· The major issues that will have to be worked out between the House’s and Senate’s budgets include: reconciliation, whether or not the resolution assumes the AMT patch is offset, the Baucus amendment in the Senate version that would reduce the budget surplus by extending specific tax cuts currently set to expire, the stimulus package, and discretionary spending.  

Deficits and Debt

The House and Senate budget resolutions—much like the President’s budget—show increases in the deficit relative to the CBO baseline in 2008 and 2009.  Projected deficits decline sharply in 2010 when each of the budget plans drop funding for military operations in Iraq and Afghanistan, and turn to balance in 2012.  As shown in Table 1, those surpluses are projected to be $178 billion and $4 billion for 2012 and $158 billion and $4 billion for 2013 for the House and Senate respectively.  The surpluses projected in the House budget resolutions are larger than those projected in the CBO baseline, which assumes both the extension of $104 billion in emergency spending included in the 2008 appropriations and the sunset of the 2001and 2003 tax cuts.
	Table 1

	Comparisons of Deficits and Debt

	(By fiscal year in billions of dollars)

	
	
	
	
	
	
	
	

	
	2008
	2009
	2010
	2011
	2012
	2013
	2008-2013

	
	
	
	
	
	
	
	

	CBO Baseline

	
	
	
	
	
	
	
	

	Deficit (-)/Surplus
	-357
	-207
	-213
	-93
	105
	70
	-696

	
	
	
	
	
	
	
	

	Debt Held by the Public
	5,367
	5,591
	5,822
	5,933
	5,845
	5,792
	na

	  As a percentage of GDP
	37.7%
	37.8%
	37.3%
	36.0%
	33.8%
	32.0%
	na

	
	
	
	
	
	
	
	

	House Passed Resolution

	
	
	
	
	
	
	
	

	Deficit (-)/Surplus
	-386
	-340
	-209
	-48
	178
	158
	-648

	
	
	
	
	
	
	
	

	Debt Held by the Public
	5,397
	5,754
	5,981
	6,048
	5,886
	5,744
	na

	  As a percentage of GDP
	37.9%
	38.9%
	38.4%
	36.7%
	34.1%
	31.8%
	na

	
	
	
	
	
	
	
	

	Senate Passed Resolution 

	
	
	
	
	
	
	
	

	Deficit (-)/Surplus
	-408
	-368
	-211
	-79
	4
	4
	-1,058

	
	
	
	
	
	
	
	

	Debt Held by the Public
	5,419
	5,803
	6,033
	6,129
	6,142
	6,154
	na

	  As a percentage of GDP
	38.0%
	39.3%
	38.7%
	37.2%
	35.5%
	34.0%
	na

	
	
	
	
	
	
	
	

	President's Budget (CBO Reestimate)

	
	
	
	
	
	
	
	

	Deficit (-)/Surplus
	-396
	-342
	-182
	-129
	0
	-21
	-1,070

	
	
	
	
	
	
	
	

	Debt Held by the Public
	5,409
	5,765
	5,965
	6,112
	6,128
	6,166
	na

	  As a percentage of GDP
	38.0%
	39.0%
	38.3%
	37.1%
	35.5%
	34.1%
	na


The 2012 and 2013 surpluses projected in the budget resolution reported to the Senate were virtually eliminated on the Senate floor.  Senate amendment number 4160, offered by Senator Baucus, reduced revenues by $340 billion and increased net interest spending by $20 billion, which the sponsors said was sufficient to accommodate extension of the 10-percent tax bracket, the child tax credit, and the marriage penalty relief provisions of the 2001 tax reduction package.  It increased the deficit by almost $173 billion in 2012 and $155 billion in 2013 (including additional debt service costs), leaving surpluses of $4 billion in each of those years.  It was adopted by a 99-1 vote, and was the only amendment of any significance adopted by the Senate that changed the deficit numbers. 
Discretionary Spending 

Just like last year, the House and Senate budget resolutions propose total discretionary spending that is modestly above that proposed by the President.  As shown in Table 2, when increases in 2010 advance appropriations are taken into account, total discretionary resources for 2009 provided under the House resolution would be $24.4 billion above the President’s request, and $22.2 billion above the administration under the Senate resolution.

	Table 2

	Increase in 2009 Discretionary Budgetary Resources

	Above the President's Request

	(In billions of dollars)

	
	
	
	
	

	
	
	House 
	Senate
	

	2009 Regular Appropriations
	22.393
	18.001
	

	
	
	
	
	

	2010 Advance Appropriations
	2.000
	4.194
	

	
	
	
	
	

	
	Total
	24.393
	22.195
	


It should also be noted that both the House and Senate assume higher supplemental appropriations than were requested by the President, which further increases near-term discretionary spending relative to the request (see Table 3).  The $10 billion increase in the Senate budget is part of a potential second stimulus package of $35 billion.  The resolution distributes the $10 billion increase principally across the budget functions for income security, transportation, education and training, and health.  The House increase of $1 billion is placed in allowances.  
Both the House and Senate plans provide exactly the level of defense appropriations requested by the President in every year covered by the resolution. A comparison of the 2009 functional distribution of the reported resolutions show that the House would place more resources into international affairs, commerce and housing credit, education and training, income security, and the administration of justice.  The Senate would use more budget authority for programs related to energy, environment, transportation, community and regional development, health, Medicare, Social Security, and general government. (The table giving these comparisons is included as an appendix.)
	Table 3

	2008 Supplemental Appropriations 

	Assumed in Budget Proposals

	
	
	
	

	House Reported
	
	
	

	Budget Authority
	109.056
	
	

	Outlays
	29.432
	
	

	
	
	
	

	Senate Reported
	
	
	

	Budget Authority
	118.056
	
	

	Outlays
	29.953
	
	

	
	
	
	

	President Reestimate
	
	

	Budget Authority
	108.006
	
	

	Outlays
	28.860
	
	


The Senate resolution is able to provide what, at first glance, might seem like larger increases for more functions than the House plan largely because the Senate resolution also includes $7.9 billion in unspecified spending reductions as allowances.  While this is common in budget resolutions, it is worth noting that the House does not take credit for proposed increases that were not able to be accommodated without the use of unspecified reductions.  The use of allowances was taken to an extreme on the Senate floor, which increased the figure from a net of $1.1 billion (discretionary and mandatory) in the reported resolution to a total of $14.9 billion in the resolution passed by the Senate. 
Over the 5 years covered by the budget resolution, the House plan would provide for an average annual increase in budget authority of 3.2 percent relative to the 2008 non-emergency base of $941 billion.  Under the Senate plan, average annual growth on the same basis would be 2.8 percent.  Average annual growth is 1.6 percent under the President’s budget.  

Each of the plans provides for discretionary spending growth that is below the rate of nominal GDP growth, which CBO expects will average 5.1 percent for calendar years 2010-2013. As CBO noted in its January baseline report, growth in discretionary budget authority over 1996–2006 averaged 7.2 percent per year.  Accordingly, it is unlikely that future Congresses will be able to hold to the modest future increases assumed in the budget resolutions.  For planning purposes, it would have been more realistic to use the CBO’s baseline level for discretionary appropriations, which increases at an average annual rate of 4.6 percent.  Under such an assumption, it is clear that the Senate resolution would not achieve balance, and that projected surpluses in the House resolution would be cut in half.    
Mandatory and Net Interest Spending
Neither the House nor the Senate takes on the issue of mandatory spending in the budget resolution. The House resolution increases mandatory budget authority for transportation, and provides for $750 million in budget authority and outlay savings as an allowance over fiscal years 2010-2013.  The Senate resolution provides similar budget authority increases for transportation.  It further provides for modest reductions in agriculture to offset increases in income security, which resulted from an amendment offered by Senator Allard that was adopted in committee, and modest changes in functions covering health, Medicare, and general government.  These net to a total increase in mandatory outlays of $2.3 billion over 6 years (2008-2013).  Finally, the Senate budget provides $20 billion as an allowance in 2008 and 2009 to provide for additional economic stimulus, which could include items like mortgage relief, unemployment insurance or additional food stamp spending.   
While the House includes reconciliation instructions to the Ways and Means Committee to reduce direct spending by $750 million, the reduction does not affect the rounding relative to the baseline except for the total over 2008-2013 (see Table 4).  As such, it is clear that the spending reconciliation in the House resolution is not intended to address the deficit, but rather to enable the Ways and Means Committee to send a package of entitlement changes to the Senate that would comply with PAYGO and be able to pass the Senate with a simple majority vote.  This evasive technique was used last year to make changes to higher education programs totaling tens of billions in HR 2669, while resulting in net savings of the same $750 million over the reconciled period.  
The Senate resolution does not include reconciliation instructions for either mandatory spending or revenues.  The Senate misses an opportunity to begin to take on entitlement spending by not including a meaningful reconciliation savings instruction. 
The President’s budget would begin the process of trimming the growth of entitlement programs, reducing mandatory spending by a net of $142 billion over 6 years.  The Republican substitute in the House offered by Budget Committee Ranking Member Paul Ryan would go well beyond the savings recommended by the President, totaling $412 billion over 5 years. 
Net interest spending would increase relative to the baseline under both resolutions as well as under the President’s request.  This is largely the effect of compound interest on the near-term increases in the deficit noted earlier, and in the Senate, the effect of the Baucus amendment. 
Revenues
Over the period of the resolution (2008-2013), the House resolution would not change the level of federal revenues.  It varies somewhat from baseline because it assumes that AMT relief would be enacted (see Table 5), but it also assumes that AMT relief would be paid for under PAYGO—though not fully paid for until 2013.  The House provides reconciliation protection to a deficit-neutral (over six years) AMT fix in an attempt to make it easier for offsets to be able to pass in the Senate.  

	Table 4

	Comparisons of Mandatory and Net Interest Spending

	(By fiscal year in billions of dollars)

	
	
	
	
	
	
	
	

	
	2008
	2009
	2010
	2011
	2012
	2013
	2008-2013

	
	
	
	
	
	
	
	

	CBO Baseline

	
	
	
	
	
	
	
	

	Mandatory Outlays
	1,577
	1,664
	1,740
	1,853
	1,889
	2,031
	10,754

	
	
	
	
	
	
	
	

	Net Interest 
	234
	214
	243
	270
	282
	281
	1,525

	
	
	
	
	
	
	
	

	House Passed Resolution

	
	
	
	
	
	
	
	

	Mandatory Outlays
	1,577
	1,664
	1,740
	1,853
	1,889
	2,031
	10,753

	
	
	
	
	
	
	
	

	Net Interest 
	234
	217
	249
	275
	285
	281
	1,540

	
	
	
	
	
	
	
	

	Senate Passed Resolution 

	
	
	
	
	
	
	
	

	Mandatory Outlays
	1,587
	1,673
	1,741
	1,853
	1,889
	2,030
	10,773

	
	
	
	
	
	
	
	

	Net Interest 
	234
	218
	250
	278
	293
	296
	1,569

	
	
	
	
	
	
	
	

	President's Budget (CBO Reestimate)

	
	
	
	
	
	
	
	

	Mandatory Outlays
	1,578
	1,653
	1,712
	1,810
	1,862
	1,997
	10,612

	
	
	
	
	
	
	
	

	Net Interest 
	234
	217
	249
	277
	293
	297
	1,566


The Senate, in contrast, does not include either the assumption that the AMT fix will be paid for or the procedural mechanism to facilitate passage of offsets.  As can be seen in the table, the Senate resolution assumes a net revenue reduction of $407 billion relative to the baseline.  This reduction in revenues is assumed to accommodate up to $10 billion for stimulus and AMT relief, as well as an extension of the 10-percent tax bracket, the child tax credit, and the marriage penalty relief provisions of the 2001 tax reduction package.  
The President’s budget goes well below the baseline level of revenues because it assumes both a one-year AMT patch that is not offset and extension of the 2001 and 2003 tax cuts.  
Barring changes, taxes will increase beginning in 2011 due to the way in which the original 2001 and 2003 tax cuts were passed. The argument that the budgets "raise taxes" is unfair. Both tax rates and tax revenues as a share of GDP will increase under the budget resolution but this is because tax increases are part of current law, not because of policies introduced as part of the budget resolutions currently under consideration. In order to decrease the number of votes necessary for passage and in order to comport with the assumptions in the 2002 and 2004 Budget Resolutions, the reconciliation process was used. Reconciliation rules, specifically the Byrd rule in the Senate, make it out of order to consider a reconciliation bill that increases the deficit beyond the budget window, therefore necessitating the expiration of the tax cuts. Accordingly, the assumed increase in taxes has been built into law for several years.  
	Table 5

	Comparisons of Revenues

	(By fiscal year in billions of dollars)

	
	
	
	
	
	
	
	

	
	2008
	2009
	2010
	2011
	2012
	2013
	2008-2013

	
	
	
	
	
	
	
	

	CBO Baseline
	2,546
	2,793
	2,916
	3,200
	3,463
	3,600
	18,519

	
	
	
	
	
	
	
	

	House Passed Resolution
	2,546
	2,723
	2,939
	3,214
	3,479
	3,617
	18,519

	
	
	
	
	
	
	
	

	Senate Passed Resolution 
	2,539
	2,708
	2,932
	3,177
	3,298
	3,458
	18,112

	
	
	
	
	
	
	
	

	President's Budget 
	2,537
	2,699
	2,900
	3,040
	3,215
	3,342
	17,733


Rather than fighting over whether the House budget resolution raises taxes by failing to make the tax cuts of 2001 and 2003 permanent, we should be talking about the real types of trade-offs we face regarding the upcoming expiration of the 2001 and 2003 tax cuts: what will it do to the economy if we allow all of the tax cuts to expire? If we are going to make the tax cuts permanent, which ones? If we are going to offset the costs—as we should—what other taxes will be increased or what spending decreased? Lastly, if we are unwilling to offset the costs, how can we justify the greater debt that will result? These are the important questions that the President and Congress should be addressing.

Budget Process and Other Items

PAYGO rules put into place last year are not changed by these resolutions.  In addition, the Senate continues its points of order against new changes in mandatory programs made in appropriations bills that increase baseline spending in future years, and against bills that would increase deficits over the next 40 years (measured in 10-year periods). The Ryan substitute in the House would adopt a similar point of order in that chamber, which would be helpful.   The substitute also provides that reconciliation bills could not contain increased spending that is more that 20 percent of the net savings provided in the reconciliation instruction, which would prevent reconciliation from being used as a procedure to provide program expansions without the threat of a Senate filibuster. This point of order was accepted as an amendment in the Senate passed resolution, and should be adopted in conference.  
[image: image1.emf]House Senate Difference

BA 1,089.77 1,085.38 4.392

OT 1,182.86 1,185.47 -2.612

BA 607.769 607.769 ---

OT 643.466 640.728 2.738

BA 482.004 477.612 4.392

OT 539.389 544.739 -5.35

BA 607.769 607.769 ---

OT 643.466 640.728 2.738

BA 38.313 35.674 2.639

OT 38.364 39.986 -1.622

General Science, Space,  BA 29.809 29.811 -0.002

and Technology (250) OT 28.586 28.567 0.019

Energy (270) BA 6.097 8.449 -2.352

OT 4.507 5.158 -0.651

Natural Resources and BA 37.556 38.653 -1.097

Environment (300) OT 34.946 35.6 -0.654

Agriculture (350) BA 6.013 6.013 ---

OT 5.961 5.961 ---

Commerce and Housing  BA 5.012 4.802 0.21

Credit (370) OT 4.852 4.894 -0.042

BA 4.754 4.544 0.21

OT 4.594 4.636 -0.042

BA 0.258 0.258 ---

OT 0.258 0.258 ---

Transportation (400) BA 24.682 27.27 -2.588

OT 78.354 81.222 -2.868

Community and Regional BA 14.528 14.999 -0.471

Development (450) OT 22.941 23.082 -0.141

BA 85.295 84.201 1.094

OT 82.951 83.116 -0.165

Health (550) BA 57.559 58.908 -1.349

OT 55.494 56.159 -0.665

Medicare (570) BA 5.227 5.425 -0.198

OT 5.2 5.376 -0.176

Income Security (600) BA 55.62 55.517 0.103

OT 59.704 62.707 -3.003

Social Security (650) BA 5.233 5.473 -0.24

OT 5.16 5.476 -0.316

BA --- --- ---

OT --- --- ---

BA 5.233 5.473 -0.24

OT 5.16 5.476 -0.316

Veterans Benefits and BA 48.15 48.15 ---

Services (700) OT 47.484 47.393 0.091

BA 45.122 44.336 0.786

OT 46.315 44.75 1.565

BA 17.788 17.838 -0.05

OT 18.263 17.901 0.362

BA -- -7.907 7.907

OT 0.307 -2.609 2.916

Allowances (920)



Administration of Justice (750)



General Government (800)



Off-budget



On-budget



Education, Training, Employment

and Social Services (500)



On-budget



Off-budget



International Affairs (150)



By Function



National Defense (050)



Nondefense



Total Spending



Defense

Fiscal Year 2009 Budget Resolutions, As Reported Comparison of 2009 Discretionary Spending

(In billions of dollars)
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