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The Path to Prosperity:
Restoring America’s Promise

Americans face a monumental choice about the future of their
country.

This budget resolution reflects that choice. It disavows the re-
lentless government spending, taxing, and borrowing that are lead-
ing America, right at this moment, toward a debt-fueled economic
crisis, and to the demise of America’s exceptional promise.

It chooses instead a path to prosperity—by limiting government
to its core constitutional roles, keeping America’s promises to sen-
iors, and unleashing the genius of America’s workers, investors,
and entrepreneurs.

For too long, policymakers in Washington have traveled the path
of least resistance—a path that has, unsurprisingly, led the Nation
downhill. The empty promises made by Washington over the years
have resulted in economic hardships today and increasing pes-
simism about tomorrow.

Government at all levels is mired in debt. Mismanagement and
overspending have left the Nation on the brink of bankruptcy. Only
recently, millions of American families saw their dreams destroyed
in a financial disaster caused by misguided policies, perverse incen-
tives, and irresponsible leadership. The crisis squandered the Na-
tion’s savings and crippled its economy.

At a time when the free-market foundations of the American
economy were in desperate need of restoration and repair, the past
Congress took actions that further undermined them. The Presi-
dent and his party’s leaders embarked on a stimulus spending
spree that added hundreds of billions of dollars to the debt, yet
failed to deliver on its promise to create jobs. Acute economic hard-
ship was exploited to enact unprecedented expansions of govern-
ment power.

The American public swiftly rejected this approach. Citizens
stood up and demanded their leaders reacquaint themselves with
America’s founding ideals of liberty, limited government, and
equality under the rule of law.

Congress can no longer afford to ignore the demands of the
American public for honest leadership and real solutions. A govern-
ment that loses sovereignty to its bondholders cannot long guar-
antee its people’s prosperity—or secure their freedom. A govern-
ment that buries the next generation under an avalanche of debt
cannot claim the moral high ground in the world. A government
that allows economic destinies to be determined by political consid-
erations rather than merit cannot lead the world in productivity
and growth. A government that promotes dependency and under-
mines the institutions of faith and family will inevitably weaken
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the Nation’s greatest strength: the exceptional character of its en-
trepreneurial, self-reliant, and hard-working citizens.

This budget, The Path to Prosperity, heeds America’s political,
economic, and moral imperatives by confronting the Nation’s most
urgent fiscal challenges.

e It draws upon solutions from across the political spectrum and
builds upon the important work of the President’s bipartisan Com-
mission on Fiscal Responsibility and Reform.

o It reflects input from leaders at the State and local level,
economists and experts who have testified before the Committee,
and American citizens calling for honest leadership and real solu-
tions.

o It applies America’s timeless principles to today’s greatest
challenges by committing to three key goals: lifting the crushing
burden of debt, fulfilling the mission of health and retirement secu-
rity for all Americans, and strengthening the foundations of eco-
nomic growth and job creation.

e Above all, this Path to Prosperity calls for a government faith-
ful to its limited but noble mission: securing every American’s right
to pursue a destiny of his or her choosing. This budget rejects a
culture of complacency, offers reforms that promote initiative by re-
warding effort, and aims to restore the dynamism that has defined
America over the generations.

As President Lincoln said: “We cannot escape history. We of this
Congress and this administration will be remembered in spite of
ourselves.” This Congress will be remembered either for doing
nothing as the Nation slouched toward a preventable debt crisis
and irreversible decline, or for committing itself to the hard work
of preventing that crisis.

This budget cuts $6.2 trillion in spending from the President’s
budget over the next 10 years, reduces the debt as a percentage of
the economy, and puts the Nation on a path to actually pay off the
national debt. It brings Federal spending to below 20 percent of
gross domestic product [GDP], consistent with the post-war aver-
age, and reduces deficits by $4.4 trillion.

Here are its major components:

Reducing Spending. This budget proposes to bring spending on
domestic government agencies to below 2008 levels and freezes this
category for 5 years. The savings proposals in the budget are nu-
merous, and include reforming agricultural subsidies, shrinking the
Federal workforce through a sensible attrition policy, and accepting
Defense Secretary Gates’ plan to target inefficiencies at the Pen-
tagon.

Welfare Reform. The budget will build upon the historic welfare
reforms of the late 1990s by converting the Federal share of Med-
icaid spending into a block grant that lets States create a range of
options and gives Medicaid patients access to better care. The
budget proposes similar reforms to food stamps, ending the flawed
incentive structure that rewards States for adding to the program’s
rolls. Finally, this budget recognizes that the best welfare program
is one that ends with a job: it consolidates dozens of duplicative
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job-training programs into more accessible, accountable career
scholarships that will better serve people looking for work.

While strengthening welfare programs for those who need them,
the budget calls for eliminating welfare for those who do not. It tar-
gets corporate welfare, first by ending the conservatorship of
Fannie Mae and Freddie Mac that is costing taxpayers hundreds
of billions of dollars. It gets rid of the permanent Wall Street bail-
out authority that Congress created last year. It rolls back expen-
sive handouts for uncompetitive sources of energy, calling instead
for a free and open marketplace for energy development, innova-
tion, and exploration.

Health and Retirement Security. The budget’s reforms will pro-
tect health and retirement security. This starts with saving Medi-
care. The open-ended, blank-check nature of the Medicare subsidy
threatens the solvency of this critical program and creates inexcus-
able levels of waste. This budget takes action where others have
ducked—but because government should reorient its policies with-
out forcing people to reorganize their lives, the budget’s reforms
will not affect those in or near retirement in any way.

Starting in 2022, new Medicare beneficiaries will be enrolled in
the same kind of health care program that members of Congress
enjoy. Future Medicare recipients will be able to choose a plan that
works best for them from a list of guaranteed coverage options.
This is not a voucher program, but rather a premium-support
model. A Medicare premium-support payment would be paid, by
Medicare, to the plan chosen by the beneficiary, subsidizing its
cost.

In addition, Medicare will provide increased assistance for lower-
income beneficiaries and those with greater health risks. Reform
that empowers individuals—with more help for the poor and the
sick—will guarantee that Medicare can fulfill the promise of health
security for America’s seniors.

Congress must also reform Social Security to prevent severe cuts
to future benefits. This budget calls for policymakers to work to-
gether to enact common-sense reforms. The goal of this proposal is
to achieve a solution similar to the plan the President’s bipartisan
Fiscal Commission put forward to save Social Security for current
retirees and strengthen it for future generations.

Budget Enforcement. 1t is not enough to change how much gov-
ernment spends; Congress also must change how government
spends. Therefore, this budget proposes process reforms—including
real, enforceable caps on spending—to make sure government
spends and taxes only as much as it needs to fulfill its constitu-
tionally prescribed roles.

Tax Reform. The budget would focus on growth by reforming the
Nation’s outdated tax code, consolidating brackets, lowering tax
rates, and assuming top individual and corporate rates of 25 per-
cent. It maintains a revenue-neutral approach by clearing out a
burdensome tangle of deductions and loopholes that distort eco-
nomic activity and leave some corporations paying no income taxes
at all.
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Decline is antithetical to the American Idea. America is a Nation
conceived in liberty, dedicated to equal treatment under the law,
and defined by endless opportunity. In all the chapters of human
history, there has never been anything quite like America. This
budget’s goal is to keep it exceptional, and to preserve its promise
for the next generation.



Statement of Congress’ Authority
Under the Constitution and the Law

Article I of the U.S. Constitution grants Congress the power to
appropriate funds from the Treasury, pay the obligations of and
raise revenue for the Federal Government, and publish statements
and accounts of all financial transactions.

By law, Congress is also obligated to write a budget representing
its plan to carry out these transactions in the forthcoming fiscal
years. While the President is required to propose his administra-
tion’s budget requests for Congress’ consideration, Congress is sole-
ly responsible for writing the laws that raise revenues, appropriate
gur(lids, and prioritize taxpayer dollars within an overall federal

udget.

The budget resolution is the only legislative vehicle that views
government comprehensively. It provides the framework for the
consideration of other legislation. Ultimately, a budget is more
than a series of numbers; it also serves as an expression of Con-
gress’ principles, vision and philosophy of governing.

This budget resolution intends to recommit the nation fully to
the timeless principles of American government enshrined in the
U.S. Constitution—liberty, limited government, and equality under
the rule of law. It is submitted, as prescribed by law, to apply these
principles, to reflect this vision, and to provide a framework for the
orderly execution of Congress’ constitutional duties for fiscal year
2012 and beyond.

)






Components of the Federal Budget

Annually Approved Spending

Discretionary spending—funding debated and approved annually
by Congress and the President—accounted for slightly less than 40
percent of all Federal spending in 2010. This category includes
transportation, energy, education, foreign aid, and funding for most
government agencies.

FIGURE 1

TOTAL SPENDING IN FY 2010 = $3.5 TRILLION
OUTLAYS IN BILLIONS OF DOLLARS

OTHER
IMANDATORY

AuTOPILOT $433
SPENDING

MEDICARE
$519

SOCIAL SECURITY

$701

SOURCE: CONGRESSIONAL
BUDGET OFFICE AUGUST 2010
BUDGET & EcoNOMIC
OuTLOOK

DISCRETIONARY
SPENDING

More than half of the category goes toward national defense, but
it is important to put that number into perspective. Defense spend-
ing as a share of the budget has fallen from around 25 percent 30
years ago to around 20 percent today. Like all categories of govern-
ment spending, defense spending should be executed with efficiency
and accountability. But responsible budgeting must never forget
that the first responsibility of the Federal Government is to provide
for the defense of the Nation.

The category in Figure 1 labeled “non-defense discretionary”
spending is primarily devoted to funding other government agen-
cies. These agencies have been the beneficiaries of a major spend-
ing increase over the past 2 years. Since January 2009, there has
been a 24 percent increase in this slice of the pie—a number that
jumps to 84 percent when stimulus funds are included.
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Of the many new laws that made up the recent spending spree,
the 2009 stimulus law has gotten the most attention, with consid-
erable focus on the billions of dollars it wasted on dubious govern-
ment projects as well as the many promises it broke with respect
to job creation and economic growth. But domestic government
agencies also received large increases in their base budgets—the
Environmental Protection Agency [EPA], for example, received a 36
percent budget increase in just two short years.

An inevitable consequence of the past Congress’ decision to ramp
up spending so quickly was that billions of Americans’ tax dollars
were squandered. The Government Accountability Office [GAO]—
the non-partisan agency that audits the government’s books—re-
cently found between $100 billion and $200 billion in duplication,
overlap, and waste in Federal spending.! Clearly, Congress must
restore discipline to this category.

The Path to Prosperity builds on these efforts to cut spending, en-
suring government can efficiently and effectively meet its proper
responsibilities. But getting discretionary spending under control is
only a first step toward fiscal sustainability. The real drivers of the
Nation’s debt lie elsewhere.

Entitlement Spending

Spending for programs authorized under permanent law is usu-
ally referred to as “mandatory spending,” even though Congress
can change the law at any time.

As illustrated in Figure 1, this “autopilot” spending accounted for
nearly 60 percent of all Federal spending in 2010. Congress does
not regularly debate, annually appropriate, or properly scrutinize
this category of spending. If an individual meets legal eligibility re-
quirements for these government programs, he or she automati-
cally receives—or “is legally entitled to”—the benefit. This category
includes food stamps, unemployment benefits, and farm subsidies—
programs that are frequently referred to as “entitlement pro-
grams.”

The three largest entitlements are Medicare, Medicaid, and So-
cial Security. Congress created these programs in the middle dec-
ades of the past century in response to a problem that has pre-
occupied American lawmakers for more than a century: how can
government best preserve the freedom to risk and to dare, in pur-
suit of dreams large and small, while providing a safety net for
those citizens who meet with misfortune along the way?

For decades, seniors have been able to rely on Social Security
and Medicare for their basic retirement needs, while Medicaid has
sought to ensure that low-income Americans would not go without
essential health care. But Americans will not be able to rely on
these programs for much longer unless Congress repairs and re-
forms them. Medicare, Medicaid, and Social Security all face struc-
tural problems that are driving them—and the country—into bank-
ruptcy.

1Government Accountability Office: Opportunities to Reduce Potential Duplication in Govern-
ment Programs, Save Tax Dollars, and Enhance Revenue, March 2011. htip:/ /www.gao.gov/
new.items/d11318sp.pdf.
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Unlike defense, the share of the budget that goes to these entitle-
ment programs is growing rapidly. In 1970, these major entitle-
ments consumed about 20 percent of the budget—a number that
has grown to more than 40 percent today (see Figure 1). Unless ac-
tion is taken to reform these programs, they will continue to crowd
out all other national priorities until they break the Federal budg-
et.

Simply put, these programs were created with a 20th-century
economy in mind. They were not designed for the new demographic
and economic challenges of the 21st century.

There are three key forces driving Medicare, Medicaid, and So-
cial Security into bankruptcy. All three are interrelated, even
though some of them affect one program more than the others.

DEMOGRAPHICS

The first is demographics. This problem is most clearly seen in
the financing for Social Security.

Social Security is financed through a pay-as-you-go system,
which means that current workers’ Social Security taxes are used
to pay benefits for current retirees. In 1935 when Social Security
was enacted, there were about 42 working-age Americans for each
retiree. The average life expectancy for men in America was 60
years; for women it was 64. With these demographics, it was easy
for the program to generate sufficient revenue to meet its promises
to those older than 65.

FIGURE 2

TAXPAYERS SUPPORTING EACH

SOCIAL SECURITY RECIPIENT
RECIPIENT WORKERS

oot AR o
8.6

[ ]
2000 'I' 'l"ﬂ' 3. 1950 =
[ ] [ K 3 )
0L =
2040|i| ®i| 2.1 2009 78

SOURCE: SOCIAL SECURITY ADMINISTRATION, THE 2010 ANNUAL REPORT OF THE BOARD OF TRUSTEES;
CENTERS FOR DISEASE CONTROL, U.S. LIFE TABLES

The demographic situation has changed dramatically, however,
since the creation of the program. In 1950, there were 3.5 million
beneficiaries. Currently, there are more than 50 million bene-
ficiaries—a more than 14-fold increase.

The explosion of payments in the 75 years since the Social Secu-
rity system was enacted will be dwarfed by the demographic de-
mands about to come. The first members of the baby-boom genera-
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tion—those born between 1946 and 1964—are already eligible for
early retirement. At the same time, thanks to innovations in med-
ical technology and health care, life expectancies have lengthened
to an average of 75 years for men and 80 years for women, and are
expected to grow further.

Not only is the Nation aging, there has also been a demographic
shift to a lower retirement age. In 1945, the average age of retire-
ment was 69.6 years. In 2009, it was 63.8 years.

To put this in perspective, when Social Security was first enacted
in 1935, each worker, on average, was contributing less than 2.5
percent of one retiree’s benefits. By 2030, each wage earner will be
paying for nearly half of each retired person’s full benefits.

This represents a huge shift of earnings away from younger fami-
lies trying to build their futures, toward Social Security recipients.
No economy can grow and thrive under that heavy a tax burden.

Real reform—especially with respect to Social Security—must re-
flect demographic reality.

ECONOMICS

The second force is economics. For much of the past 2 years,
Washington has been embroiled in a bruising debate over a law
that was supposed to provide a “comprehensive” solution to the Na-
tion’s health-care problems by putting even more of the health sec-
tor under government control. Yet rapidly rising health-care costs
remain as big a problem as ever. In 2010, health-care costs rose by
more than 7 percent, compared to around 1 percent for all other
goods and services.

This is putting immense pressure on Medicare and Medicaid. But
these programs are not just affected by rapidly rising health-care
costs—they are actually a key driver of inflation in the health-care
sector. Nearly 50 cents of every dollar spent on health care in this
country is spent by Federal, State, or local governments. Because
of the design and structure of these programs, much of the govern-
rrfl‘ent’s money gets wasted—and shows up as inflation in the cost
of care.

Everyone who is on Medicare or knows someone on Medicare has
stories about waste in the system: unnecessary tests, redundant
treatments, and the cost in both time and money of mistaken bil-
lings and misplaced records. This kind of waste is inevitable in a
top-down, government-run system, and it is a big reason that costs
have spiraled out of control.

Moreover, America’s health-care entitlements are currently set
up as open-ended, blank-check commitments to reimburse health-
care providers for services—and this very structure raises costs and
reduces efficiency. Such commitments create perverse incentives for
everyone in the health-care system to maximize his or her share
of this apparently limitless government subsidy. This leads to
large-scale waste and fraud.

Last year’s health-care law—with its maze of mandates, dictates,
controls, tax hikes, and subsidies—exacerbates the flaws in this
model and will push costs further in the wrong direction. Already,
health insurance companies have announced big premium hikes re-
lated to the law’s new mandates. Its so-called cost controls amount
to the same kind of fee-for-service reductions that have failed to
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control costs in Medicare for decades. (Providers predictably in-
crease the number of services provided for each condition as the
government lowers fees). It will dramatically expand a Medicaid
program that is already breaking State budgets and adding to a
growing flood of red ink at the Federal level.

Real reform—especially with respect to Medicare—must elimi-
nate this unsustainable waste and reduce inefficiencies and costs
by giving beneficiaries themselves more control over their own
health-care benefits and decisions.

SKEWED POLITICAL INCENTIVES

As the central government increases subsidies and control over
the price and delivery of health care, it saps the system of innova-
tion and efficiency, and it pushes quality health care out of reach
for those who are not eligible for Federal programs. This results in
more demands to increase Federal subsidies and control. Any effort
to propose significant reforms to these programs triggers a barrage
of demagoguery and resistance.

Skewed political incentives have proved especially damaging in
the Medicaid Program. Because the Federal Government matches
every State dollar spent on the program, States do not pay the full
cost of expanding benefits. At the same time, every dollar in Med-
icaid expenditures cut from State budgets triggers more than a dol-
lar worth of cuts in Federal funding. These incentives encourage
States to expand the program beyond those who are truly in need.

Worse, States are not given the flexibility to design their Med-
icaid programs in smart or efficient ways. When even their smaller
share of the tab becomes unaffordable, as has happened in many
States recently, it is often the case that their only option is to im-
pose across-the-board reductions in reimbursements to doctors,
which leave many doctors unwilling to see Medicaid patients. As a
result, these patients are left with fewer options and lower-quality
care. The new health care law, with its large expansions of Med-
icaid, will funnel more people into a broken system.

Real reform—especially with respect to Medicaid—must give
States the flexibility they need to better assist their most vulner-
able populations.

EMPTY PROMISES

Policymakers have known about these problems for decades, but
few have been willing to propose real solutions.
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FIGURE 3

WHAT DRIVES OUR DEBT?
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Figure 3 makes clear that, absent action, Medicare, Medicaid,
and Social Security will soon grow to consume every dollar of rev-
enue the government raises in taxes. At that point, policymakers
would be left with no good options. Making do without any Federal
Government departments, including the military, is not really an
option, and neither is raising taxes to a level that no free and pros-
pering economy could sustain.

Of course, if Congress continues to delay, it will lose even the
ability to make such choices on its own terms. The foreign govern-
ments and institutional lenders that finance America’s debt would
cut up the Nation’s credit cards before things got that far. That
would mean sudden, steep cuts in entitlement benefits to current
seniors, less help for the poor, and a crushing tax burden on young
families.

Each year that Congress fails to act, the U.S. government gets
closer to breaking promises to current retirees, while adding to a
growing list of empty promises made to future generations. The
government’s unfunded liabilities—promises the government makes
to current workers about their health and retirement security for
which it has no means to pay—are growing by trillions of dollars
a year.
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FIGURE 4

THE COST OF WAITING - THE FISCAL GAP
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America has seen unfunded obligations much less daunting take
down some of its proudest companies. In industries such as steel,
aviation, and autos, workers lost promised benefits when their em-
ployers failed to take timely, responsible steps to update their un-
workable, 20th-century benefit structures. Many retirees lost the
critical health and retirement benefits they were counting on.

Unless Congress acts, Americans can expect the same thing to
happen to Social Security and Medicare. Under current law, Social
Security benefits are scheduled to be cut by 22 percent in 2037,
when the Social Security trust fund runs out of assets and payroll
taxes are not sufficient to cover benefits owed. Medicare is on a
similarly unsustainable path: the Medicare trend line illustrated in
Figure 3 is a mathematical impossibility. Future benefit cuts—
against a backdrop of skyrocketing health-care costs—are a cer-
tainty if the program goes unreformed.

Americans deserve a Federal health and retirement safety net
they can count on. If Congress wants to avoid defaulting on Federal
health and retirement programs, it must adopt a program of grad-
ual adjustment—one that frees the Nation from the shadow of
debt, strengthens its health and retirement safety net, protects
those in or near retirement from any disruptions in their benefits,
and supports robust economic growth and job creation.

Taxes

The U.S. government is running sustained deficits not because
Americans are taxed too little, because it spends too much.

Over the past 40 years, Federal revenue has averaged between
18 percent and 19 percent of GDP. This level has generally been
compatible with prosperity, even though there is broad agreement
that the structure of the tax code should be simplified and made
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more conducive to economic growth, higher wages, and entrepre-
neurship.

FIGURE 5

WE ARE IN A SPENDING-DRIVEN DEBT CRISIS
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Figure 5 shows that Washington has a spending problem, not a
revenue problem. The President’s budget would drive both spend-
ing and revenues to historic highs as a share of the total U.S. econ-
omy. The trend is clear: chasing ever-higher spending with ever-
higher tax rates would leave the U.S. economy at a severe dis-
advantage compared to the rest of the world, to say nothing of the
pain felt by American families deprived of the chance to save for
a better future.

Nor can the government solve this problem just by raising the
top individual tax rates: even if it were wise to raise taxes on the
most successful small businesses in America—most of which are
owned by individuals and file at individual rates—the government
cannot even come close to closing the fiscal gap that way. To close
the fiscal gap by raising the top rates, the government would have
to collect an additional $500,000 each year on average from every
taxpayer in the top two brackets, on top of what these taxpayers
already pay.

The non-partisan Congressional Budget Office has concluded that
the tax rates needed to sustain the Nation’s current fiscal trajec-
tory into the future would end up sinking the economy.? That is
one reason why the President’s Commission on Fiscal Responsi-
bility and Reform proposed, as part of an overall effort to fix the
Nation’s unsustainable deficits, a fundamental tax reform plan that
actually lowered income tax rates to promote growth, while elimi-
nating tax loopholes to broaden the tax base.3

2 Congressional Budget Office. Letter to Congressman Paul D. Ryan. May 2008.

3The National Commission on Fiscal Responsibility and Reform: The Moment of Truth, De-
cember 2010. Atip:/ /www.fiscalcommission.gov / sites | fiscalcommission.gov / files | documents /
TheMomentofTruth12—1—2010.pdf.
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A broader base with lower rates is central to a fair, efficient and
sustainable tax code, and the economic growth spurred by such a
reform is a precondition to fixing the Nation’s fiscal mess.

Deficits and Debt

The deficit is how much the Federal Government has to borrow
to fund the excess of spending over revenue in a given year. The
debt is the total amount outstanding that the government owes; it
represents the accumulation of deficits over time.

This year is projected to mark the third straight year in which
the government borrows more than $1 trillion. Debt held by the
public stood a $6.3 trillion the day President Obama took office. Ac-
cording to the Congressional Budget Office, under the President’s
budget, the debt will double by 2013 and triple by 2021. Clearly,
Congress must address this crisis now—before it is too late.






The Crushing Burden of Debt

The United States is facing a crushing burden of debt—a debt
that will soon surpass the size of the entire U.S. economy and ulti-
mately capsize it if left on its present course.

FIGURE 6

CRUSHING BURDEN OF DEBT
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America’s unsustainable budget path is no longer a problem that
is far off in the future. The lenders who buy much of the Federal
Government’s debt have noticed the disconnect between the govern-
ment’s perilous fiscal situation and the low rates of interest it is
paying on the bonds that constitute the government’s debts. Some
have even decided to purge their portfolios of U.S. debt, and others
are advising their clients to do the same.*

Through its interventions into the economy, the Federal Reserve
has recently become the largest buyer of government debt in the
country, and these purchases have helped keep interest rates low.
But the Fed is scheduled to stop making these purchases this sum-
mer. Congress must show the market that it has a credible plan
for getting the national debt under control, in order to ease con-
cerns over the government’s credit-worthiness and stave off an in-
terest-rate spike.

4“Pimco’s Biggest Fund Dumps Treasury Bond Holdings.” Reuters with CNBC.com, 9 March
2011, http:/ /www.cnbc.com [id /41990901 (accessed 31 March 2011).

(19)
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This budget is offered in the hope that it might demonstrate the
new House majority’s determination to face the government’s most
difficult fiscal challenges.

An Unsustainable Path

The recent sovereign debt crises in Greece and other highly-in-
debted European countries provide a cautionary tale of the rough
justice of the marketplace—lenders cannot and will not finance
unsustainable deficits forever, and when they cut up the credit
cards of profligate countries, severe economic turmoil ensues.

Over the past few years, Americans have seen just how quickly
a severe financial crisis can create widespread pain and chaos. But
the last crisis was foreseen only by a small number of perceptive
individuals who recognized the implications of unwise decisions
being made in Washington and on Wall Street.

By contrast, nearly every fiscal expert and advisor in Washington
has warned that a major debt crisis is inevitable if the U.S. govern-
ment remains on its current unsustainable path. The government’s
failure to prevent this completely preventable crisis would rank
among history’s most infamous episodes of political malpractice.
Erskine B. Bowles, the Democratic co-chairman of the President’s
Fiscal Commission, said it best: “The era of deficit denial is over.”5

Nearing a Debt Crisis

Like a household or business, a nation’s indebtedness is best un-
derstood in terms of how much it owes relative to how much it
makes. By that measure, debt held by the public—money that the
U.S. government owes to others—will reach nearly 70 percent of
the entire U.S. economy this year.

If this were merely a temporary rise in the debt, it would not be
so alarming. But, the spending spree of the past 2 years, combined
with the coming retirement of nearly 80 million baby boomers,
threaten to turn these recent deficit spikes into a permanent
plunge into debt.

Debt in excess of 60 percent of the economy is not sustainable
for an extended period of time. That is bad news for the United
States. According to the non-partisan CBO, the President’s budget
would keep the debt climbing as a share of the economy in the dec-
ade ahead, from nearly 70 percent this year to more than 87 per-
cent of the U.S. economy by 2021.

How a Debt Crisis Would Unfold
SPIRALING INTEREST RATES

The first sign that a debt crisis has arrived is that bond investors
lose confidence in a government’s ability to pay its debts—and by
that point, it is usually too late to avoid severe disruption and eco-
nomic pain. Right now, the U.S. government is able to borrow at
historically low rates, partly because of the Fed’s interventions in
the market, but also because the bonds of most foreign countries

5Wolf, Richard. “Are We Ready to Cut the U.S. Deficit?” USA TODAY, 29 November 2010.
http: | |www.usatoday.com | printedition | news /20101129 [ 1adeficit29—cv.art.htm (accessed 31
March 2011).
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are looking even riskier. Neither of these conditions is going to last.
Interest rates—and the burden of paying interest on the debt—
have nowhere to go but up.

Interest payments are already consuming around 10 cents of
every tax dollar. But as interest rates rise from their current his-
torically low levels and debt continues to mount, interest payments
are projected to consume over 20 percent of all tax revenue by
2020.

That means that one in five tax dollars will be dedicated to mak-
ing interest payments by the end of the decade—and that’s accord-
ing to optimistic projections about interest rates. If interest rates
increase by a higher-than-expected amount in the future—which
appears to be more likely—then the Nation’s interest payments
could cost trillions of dollars more.

FOREIGN FLIGHT

It would be one thing if the U.S. government owed most of this
money to domestic lenders. But the Nation’s reliance on foreign
creditors has increased dramatically over the past few decades.
Foreigners now own roughly half of all publicly held U.S. debt, a
sharp increase from a generation ago when foreigners owned just
5 percent of U.S. debt. This makes the Nation vulnerable to a sud-
den shift in foreign-investor sentiment, particularly during a time
of crisis.

If foreign investors, especially foreign governments such as
China, begin to lose confidence in the U.S. government’s ability to
solve its most difficult fiscal challenges, they will demand higher
compensation to offset the perceived risk of holding U.S. debt—
meaning sharply higher interest rates.

FIGURE 7
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During the financial crisis, foreigners flocked to Treasury debt
simply because other investments looked so unsafe by comparison,
and this helped keep interest rates low. But these investment flows
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work both ways, as the heavily indebted nations of Europe have re-
cently learned. If Congress continues to put off difficult choices re-
garding the Nation’s long-term problems, foreign investors will re-
evaluate the creditworthiness of the United States and demand
higher interest rates.

The Consequences of Inaction
STAGFLATION

The economic effects of a debt crisis would be far worse than
what the Nation experienced during the financial turmoil of 2008.
For starters, no entity on the planet is large enough to bail out the
U.S. government. Absent a bailout, the only solutions to a debt cri-
sis would be truly painful: massive tax increases, sudden and dis-
ruptive cuts to vital programs, runaway inflation, or all three. This
would create a huge hole in the economy that would be exacerbated
by panic.

Even if high debt did not cause a crisis, however, the Nation
would still be in for a long and grinding period of economic decline.
A recent study completed by Reinhart and economist Kenneth S.
Rogoff of Harvard confirms this common-sense conclusion. The
study found conclusive empirical evidence that total debt exceeding
90 percent of the economy has a significant negative effect on eco-
nomic growth.?

The study looked specifically at the United States, focusing on
growth and inflation relative to past periods when this Nation has
experienced high debt levels. The study found that not only is aver-
age economic growth dramatically lower when gross U.S. debt ex-
ceeds 90 percent of the economy, but inflation also becomes a prob-
lem.

Essentially, the study confirmed that huge debts of the kind the
Nation is on track to accumulate are associated with “stagfla-
tion”—a toxic mix of economic stagnation and rising inflation.

REAL PAIN FOR FAMILIES

Warning signs in financial markets would merely be a harbinger
of the real economic pain that would eventually be felt by American
families in the event of a debt crisis.

Much higher interest rates on government debt would translate
into much higher interest rates on mortgages, credit cards, and
auto loans. These higher rates would most likely come as a shock
to most Americans, who have grown accustomed to borrowing in a
climate of historically low interest rates. It might even shock those
who lived through the double-digit interest rates of the early 1980s.

Despite the increase in saving rates that has occurred in the
wake of the financial crisis, U.S. households are still heavily in-
debted. The Nation’s households still owe $13 trillion in private
debt, or roughly 120 percent of their total disposable income. A
large chunk of that total debt consists of home mortgages, while
the rest is in credit cards and other forms of debt.

7Reinhart, Carmen M. and Kenneth S. Rogoff: Growth in a Time of Debt, January 2010.
http:/ |www.economics.harvard.edu /files [ faculty | 51—Growth—in—Time—Debt.pdf.
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It turns out that roughly half of all that debt is in the form of
variable interest rate loans, meaning that a sudden increase in
Treasury bond rates would lead to higher borrowing costs for con-
sumers relatively quickly. According to the current level and com-
position of U.S. household debt, estimates suggest that an interest
rate increase of just 1 percentage point would lead to more than
$400 in extra interest payments each year for the average family.

Given that a serious debt crisis could lead to a sharp increase in
Treasury rates, the added interest costs for the typical family could
easily exceed $1,000 per year. As household borrowing costs spiked,
growth in overall consumer spending, which accounts for nearly 70
percent of the U.S. economy, would decline.

REAL PAIN FOR BUSINESSES

Higher borrowing costs would also serve as a serious impediment
for businesses. The rise in interest rates would lead to lower busi-
ness investment as companies would face a much higher hurdle for
profitability on potential expansion plans.

Businesses would be doubly squeezed because, as their funding
costs were rising, demand for their products (particularly consumer
durables bought on credit such as cars, home furnishings, and the
like) would be slipping as consumer spending tailed off. Add in
higher taxes from a cash-strapped government trying to appease its
creditors, and the inevitable result would be less business expan-
sion and higher unemployment.

HARSH AUSTERITY

As economic growth deteriorates, it becomes harder for the gov-
ernment to raise revenue through taxes, and a vicious cycle ensues.
If the Nation ultimately experiences a panicked run on its debt, it
will be forced to make immediate and painful fiscal adjustments
(like the austerity program that has provoked riots in Greece).

Facing the inability to borrow at a reasonable rate in the market,
the government would have to slash spending and raise taxes to
narrow its large fiscal gap. In such a crisis, the Fed may also face
rising pressure to step in and “monetize” the government’s debt—
essentially printing money to buy up the public debt that private
investors refuse to finance.

The consequences of these actions would be disastrous for the
U.S. and the global economy. If the U.S. government were forced
to address such a situation by cutting domestic spending and rais-
ing taxes to close the budget gap, it would be compelled to do so
indiscriminately. Promises to current retirees would be broken, and
tax rates would be raised across the board, without regard for the
economic consequences. Monetizing the debt, meanwhile, would
soon lead to a destabilizing inflation. This would wipe out the sav-
ings of millions of Americans, hitting seniors the hardest. When
combined with benefit cuts, this would mean punishing seniors
twice.

FINANCIAL SYSTEM BREAKDOWN

The U.S. dollar is the world’s reserve currency, and U.S. Treas-
ury bonds are the lynchpin of global debt markets, considered to
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be safe and highly liquid assets by virtually all financial institu-
tions worldwide. A U.S. debt crisis would lead to sharp declines in
the dollar and in the price of these bonds, causing a deterioration
of the balance sheets of large financial institutions. The resulting
panic would be orders of magnitude more disruptive than the fi-
nancial crisis in 2008.

The Path to Decline

In the end, the debate about rising U.S. debt is not just about
dollars and cents, but also about America’s status as a world power
and its freedom to act in its own best interests. If the Nation stays
on its current path, interest payments on the national debt will
begin to exceed yearly defense spending just 11 years from now. In
just 16 years, yearly interest expenses will be double national de-
fense spending.

If it stays on its current fiscal path, the United States will be un-
able to afford its role as an economic and military superpower.
Otlher nations with very different interests will rush in to fill that
role.

Last year in Foreign Affairs magazine, financial historian Niall
Ferguson surveyed some of the great empire declines throughout
history and observed that “most imperial falls are associated with
fiscal crises. All the * * * cases were marked by sharp imbalances
between revenues and expenditures, as well as difficulties with fi-
nancing public debt. Alarm bells should be ringing loudly * * *
[for] the United States.”8

America must not lose its role in the world. For this and many
other reasons, Congress must act now to change the Nation’s fiscal
course. The new House majority was sent here by the American
people to get spending under control, keep taxes low, and confront
these great challenges today to allow this generation to pass an
even greater Nation along to the next generation.

Congress can choose to let this Nation go the way of fallen em-
pires, or it can begin—today—the work of restoring the vitality and
greatness of America.

8 Ferguson, Niall: “Complexity and Collapse: Empires on the Edge of Chaos,” Foreign Affairs,
March/April 2010.



A Reform Agenda for the U.S. Government

When it comes to this generation’s defining challenge—the explo-
sive growth of the national debt—the simple truth is that Wash-
ington has not been honest with the American people.

The past Congress added trillions to the problem, and the cur-
rent administration has offered no serious plan to address the sea
of red ink. There is a vacuum of leadership in Washington. This
budget attempts to lead where others have fallen short. To do oth-
erwise would consign the United States to a diminished future—
a future that disrespects the sacrifices that generations of Amer-
i&an families have made to secure the promise of this exceptional

ation.

This budget offers America a model of government guided by the
timeless principles of the American Idea: free market democracy,
open competition, a robust private sector bound by rules of honesty
and fairness, a secure safety net, and equal opportunity for all
under a limited constitutional government of popular consent.

In certain key respects, the Federal Government has strayed
from these timeless principles. This budget offers a set of funda-
mental reforms to put the Nation back on the right track.

1. Reform government to make it more efficient, effective,
and responsible

The role of the Federal Government is both vital and limited.
When government takes on too many tasks, it usually does none
of them well. Limited government also means effective government.
This budget recommits the Federal Government to the security of
every American citizen’s natural right to life, liberty and the pur-
suit of happiness, while fostering an environment for economic
growth and private-sector job creation.

Providing for the Common Defense. Recognizing that the first job
of government is to secure the safety and liberty of its citizens from
threats at home and abroad, this budget rejects proposals to make
deep, across-the-board cuts in funding for national defense. In-
stead, it reflects the $178 billion in savings identified by Defense
Secretary Robert Gates, $100 billion of which would be reinvested
in higher military priorities. American men and women in uniform
are currently engaged with a fierce enemy and dealing with emerg-
ing threats around the world. This budget achieves savings in the
category of national defense without jeopardizing preparedness or
critical missions.

Streamlining Other Government Agencies. Government spending
on domestic departments and agencies has grown too much, too
fast over the past decade, with much of the money going to pro-

(25)
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grams and projects the Nation can do without. This budget starts
to restore spending discipline to a government that badly needs it
by returning non-security discretionary spending to below 2008 lev-
els. It reduces the bureaucracy’s reach by applying private-sector
realities to the Federal Government’s civilian workforce. Similar to
the Fiscal Commission, the budget resolution would boost private-
sector employment by slowing the explosive growth of the public
sector, achieving, through attrition, a 10-percent reduction over the
next 3 years in the Federal workforce, coupled with a pay freeze
through 2016. It targets hundreds of government programs that
have outlived their usefulness. It reflects an extension of the mora-
torium on earmarks. It repeals the government takeover of health
care enacted last year and moves toward patient-centered reform.

Ending Corporate Welfare. There is a growing and pernicious
trend of government overreach into sectors of the private econ-
omy—a trend that stacks the deck in favor of entrenched interests
and stifles growth. This budget ends the taxpayer bailouts of failed
financial institutions and stops Washington from picking the win-
ners and losers across sectors of the economy.

Boosting American Energy Resources. Too great a percentage of
America’s vast natural resources remain locked behind bureau-
cratic barriers and red tape. This budget removes moratoria on
safe, responsible energy exploration in the United States, ends
Washington policies that drive up gas prices, and unlocks American
energy production to help lower costs, create jobs, and reduce de-
pendence on foreign oil.

Changing Washington’s Culture of Spending. The budget process
in Washington contains numerous structural flaws that bias the
Federal Government toward ever-higher levels of spending. This
budget locks in savings with enforceable spending caps and budget-
process reforms, addressing not only what Washington spends, but
also how tax dollars are spent.

2. Reform welfare to strengthen the social safety net

This budget builds upon the historic progress of bipartisan wel-
fare reform in the late 1990s. It strengthens Medicaid, food stamps
and job-training programs by providing States with greater flexi-
bility to help recipients build self-sufficient futures for themselves
and their families.

Repairing a Broken Medicaid System. Medicaid’s flawed financ-
ing structure has created rapidly rising costs that are nearly im-
possible to check. This budget ends an onerous, one-size-fits-all ap-
proach by converting the Federal share of Medicaid spending into
a block grant that gives States the flexibility to tailor their Med-
icaid programs to the needs of their unique populations.

Protecting Assistance for Those in Need. The welfare reformers of
the 1990s were not able to extend their work beyond cash welfare
program. This budget extends those successes to other means-test-
ed programs to ensure that America’s safety net does not become
a hammock that lulls able-bodied citizens into lives of complacency
and dependency.
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Preparing the Workforce for a 21st Century Economy. The govern-
ment’s dozens of job-training programs suffer from overlapping re-
sponsibilities and too often lack accountability. The government
must do a much better job of leveraging and targeting existing re-
sources in this policy area. This budget consolidates a complex
maze of dozens of job-training programs into more accessible, ac-
countable career scholarships aimed at empowering American
workers with the resources they need to pursue their dreams.

3. Reform government programs to fulfill the mission of
health and retirement security

This budget puts an end to empty promises from a broke govern-
ment, offering instead real security through real reforms. The
framework established in this budget secures health and retire-
ment benefit programs both for current beneficiaries, who will re-
ceive the benefits they have organized their retirements around,
and for future generations, who will inherit stronger programs they
can count on when they retire.

Saving Medicare. A flaw in Medicare’s structure is driving up
health-care costs, which are, in turn, threatening to bankrupt the
system—and ultimately the Nation. This budget saves Medicare by
fixing this flawed structure so that the program will be there for
future generations. These changes will not affect those in or near
retirement in any way. When younger workers become eligible for
Medicare, they will be able to choose from a list of guaranteed cov-
erage options, enjoying the same kind of choices in their plans that
members of Congress enjoy today. Medicare would then provide a
payment to subsidize the cost of the plan. In addition, Medicare
will provide increased assistance for lower-income beneficiaries and
those with greater health risks. Reform that empowers individ-
uals—with a strengthened safety net for the poor and the sick—
will guarantee that Medicare can fulfill the promise of health secu-
rity for America’s seniors.

Advancing Social Security Solutions. The risk to Social Security,
driven by demographic changes, is nearer at hand than most ac-
knowledge. This budget heads off a crisis by forcing action from the
President and both chambers of Congress to ensure the solvency of
this critical program—creating the space for bipartisan solutions.

4. Reform the tax code to promote economic growth and job
creation

This budget recognizes that the Nation’s fiscal health requires a
vibrant, growing private sector. It charts a prosperous path forward
by reforming a tax code that is overly complex and unfair.

Individual Tax Reform. The current code for individuals is too
complicated, with high marginal rates that discourage growth. This
budget embraces the widely acknowledged principles of pro-growth
tax reform by proposing to consolidate tax brackets and lower tax
rates, with a top rate of 25 percent, while clearing out the burden-
some tangle of loopholes that distort economic activity.

Corporate Tax Reform. American businesses labor under the
highest corporate income tax in the developed world. The perverse
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incentives created by the corporate income tax do a lot of damage,
yet the tax itself raises relatively little revenue. This budget im-
proves incentives for job creators to work, invest, and innovate in
the United States by lowering the corporate rate from 35 percent
to a much more competitive 25 percent.

The Choice

Throughout history, Americans have selflessly tackled the dif-
ficult challenges before the republic, whether civil war, economic
depression, or military threats from abroad. Each generation has
been tested, and each generation has found strength in America’s
highest principles and called forth its deepest virtues to make cer-
tain that the next generation inherited a stronger, more prosperous
and free America.

Today, the Nation’s crushing burden of debt jeopardizes this leg-
acy. This generation must not be the first to fail—to break the link
that binds the past, the present, and the future.

America is drawing perilously close to a tipping point that has
the potential to curtail free enterprise, transform its government,
alﬁd weaken its national identity in ways that may not be revers-
ible.

In this America faces two dangers: long-term economic decline as
the number of makers diminishes and the number of takers grows
and, worse, gradual moral-political decline as dependency and pas-
sivity weaken the Nation’s character and as the power to make de-
cisions is stripped from individuals and their elected representa-
tives and given to non-elected bureaucracies.

The Path to Prosperity charts a different course.

This budget provides a plan for assuring that this generation up-
holds America’s historic legacy, rediscovers her abiding principles,
and charts a new path to prosperity.

It marks a new Federal commitment, assuring this Nation’s
workers, savers, and investors that the new House majority recog-
nizes the threat that unlimited government poses to the American
way of life, and that it is determined to fulfill its commitments and
responsibly restrain government’s growth.

Restoring limits to the size and scope of government is not a par-
tisan issue. In his State of the Union Address on 4 January 1935,
President Roosevelt—in words later repeated by President
Reagan—warned of the threat to America’s national character from
permanent dependency on government:

The lessons of history, confirmed by the evidence imme-
diately before me, show conclusively that continued de-
pendence upon relief induces a spiritual and moral disinte-
gration fundamentally destructive to the national fiber. To
dole out relief in this way is to administer a narcotic, a
subtle destroyer of the human spirit * * * It is in violation
of the traditions of America.

Americans truly face a monumental choice—a choice that can no
longer be avoided.

The Path to Prosperity is the groundwork for a serious conversa-
tion about the future of this exceptional Nation.
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While an important statement of priorities, a budget is merely a
blueprint for the actual work of statecraft. The elected representa-
tives of the American people—in the House of Representatives, in
the Senate, and in the White House—now must take up the tools
and start building the future Americans deserve.

This generation’s defining moment has arrived.
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TABLE 4.—SUMMARY OF FISCAL YEAR 2012 BUDGET RESOLUTION
[As a percentage of GDP]

2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 verage

2012-21
Deficit:
Committee Recommendation ..........cccooeevrnenees 92 63 43 29 24 25 20 18 19 18 16 2.7
CBO 93 69 42 30 30 33 29 28 30 31 31 35
President’s BUdget .........ccoooocovmrveiieriiioneiinnnins 95 74 55 44 41 44 43 43 47 A48 49 49
Debt Held by the Public:
Committee Recommendation ...........ccccccevvunnee 68.8 72.8 74.5 74.2 73.2 72.5 71.7 70.7 69.8 68.7 67.5 na
CBO 68.9 73.4 75.1 74.9 745 74.6 74.7 747 75.0 753 75.6 na
President’s Budget .......ccccoooveriveevecieeiiieninns 69.1 743 77.2 78.3 789 79.9 81.1 82.4 84.0 85.7 87.4 na
Outlays:
Committee Recommendation ............cccocoveenens 24.1 225 21.7 20.8 20.2 20.2 20.0 19.7 199 19.9 19.9 205
CBO 24.1 232 23.0 22.9 23.0 233 233 232 236 23.7 239 233
President’s Budget ........ccooocommeeinnreennneiinnnens 24.3 236 23.2 23.0 23.0 23.4 23.4 234 238 24.0 242 235
Revenues:
Committee Recommendation ..........cccoocevrrenees 148 16.1 174 179 178 176 179 179 18.0 182 183 177
CBO 14.8 16.3 18.8 19.9 20.0 20.0 20.3 20.4 20.5 20.6 20.8 198

President’s Budget ...........ccccoourvvirncriiiiinncnns 148 16.2 17.7 186 189 19.0 19.1 19.1 19.1 19.2 193 18.6
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TABLE 6.—COMPARISON OF TOTAL BUDGET REVENUES FOR PRESIDENT'S REQUEST AND
COMMITTEE RECOMMENDATION

[In billions of dollars]

011 2012 2013 2014 2015 2016 2017 208 2019 2020 2021 FE
President’s Request ........c........ 2,229 2,544 2899 3,212 3,442 3,635 3,818 3,994 4,179 4,382 4597 36,702
Committee Recommendation ... 2,230 2,533 2,860 3,094 3,237 3,377 3,589 3,745 3,939 4,142 4,354 34870
Difference .......ocoovevvevevereriennne 1 —11 —39 —118 —206 —258 —228 —249 —240 —240 —243 —1,831

TABLE 7.—COMPARISON OF ON-BUDGET REVENUES FOR PRESIDENT'S REQUEST AND
COMMITTEE RECOMMENDATION

[In billions of dollars]

011 2012 2013 2014 215 2016 2017 2018 2019 2020 2020 FE
1,664 1877 2,167 2,443 2631 2,781 2,922 3,057 3,199 3,360 3,530 27,968
1,665 1,866 2,128 2,325 2425 2523 2,693 2,808 2,959 3,120 3,287 26,134
.................................. 1 —11 —39 —118 —206 —258 —229 —250 —241 —240 —243 —1,834

President’s Request
Committee Recommendation ...
Difference




Economic Assumptions of the
Budget Resolution

Introduction

The U.S. economy began to slowly recover, in the latter part of
2009, from the damaging effects of a long and deep recession and
financial crisis. Growth in gross domestic product [GDP] turned
positive, financial markets normalized, and major credit markets
began to function smoothly after an extended period of paralysis
and turmoil. Still, the recession and financial crisis put the econ-
omy in a deep ditch, and the climb out will take years. A prime
example of this uphill climb is the labor market. Total job losses
during the recession and aftermath summed to 8.7 million, and as
of early 2011, only 1.5 million of those jobs have been recouped. Al-
though the latest employment data are encouraging, at the current
pace of job creation it would still take until the end of the decade
to return to a pre-recession level of unemployment of around 5.0
percent.

The economic crisis and actions by the Congress also promise to
have long-lasting negative effects on the Federal budget and the
U.S. fiscal position more generally. Before the crisis, the Congres-
sional Budget Office [CBO] projected the budget deficit would be
about $250 billion in 2010, or 1.5 percent of GDP, with a debt level
just under the long-term historical average. Today, a budget deficit
measured in billions almost seems quaint; last year’s deficit was
$1.4 trillion, nearly 10 percent of GDP—the largest deficit, as a
share of the economy, since World War II.

The sources of this swift and sharp deterioration in Federal fi-
nances are easy to identify: the recession and financial crisis
shrank tax revenues while record spending across the entire gov-
ernment—from temporary initiatives aimed at addressing the fi-
nancial crisis, to permanent expansions—caused the public debt to
soar. In many important ways, the sizeable losses recorded by the
private sector in 2008 and 2009 have simply been transferred to the
public sector. While household and bank balance sheets have
mended, the public balance sheet has deteriorated and sovereign
risk has increased. Experts say that U.S. debt has now reached lev-
els that promise to hamper economic growth and job creation, or
even spark an economic crisis, in the coming years. The Nation’s
economic health and prosperity depend increasingly on reining in
budget deficits and getting debt levels under control.

(43)



44

The Current Economic Situation

The current data suggest the U.S. economy is expanding at a
moderate pace, though the recovery from the recession and finan-
cial crisis still promises to be long and difficult.

¢ Real GDP grew by just more than 2%%2 percent in 2010. Private
Blue Chip forecasters expect growth of just more than 3.0 percent
in 2011, rising toward 3%2 percent (with some upside potential) in
2012.

e Total payroll employment rose by 216,000 in March. Recent
monthly job increases have been encouraging, though at this pace
it would still take until the end of the decade to return to a pre-
recession level of unemployment (5.0 percent).

e Since late last year, the unemployment rate has declined from
9.8 percent to its current level of 8.8 percent. Still, a broader gauge
of unemployment, which includes individuals who are marginally
attached to the workforce, are closer to 16 percent. In addition, the
share of the unemployed population who have been out of work for
6 months or more is 45 percent.

e Food, energy, and other commodity prices have increased
sharply in recent months, straining family budgets. (Food and en-
ergy account for slightly less than 15 percent of consumer spend-
ing.) Oil prices are well over $100 per barrel heading into the
spring, pushed upward in part by continued turmoil in the Middle
East.

e These food and energy prices have caused headline inflation to
drift somewhat higher in recent months, although so-called “core”
inflation (excluding food and energy) is still well contained at just
more than 1.0 percent. This is still below the Federal Reserve’s im-
plicit target range of 2.0 percent to 2.5 percent for core inflation.

¢ The housing market is still quite weak and remains a lingering
headwind for the U.S. economy. New home sales continue to hover
at an all-time low and the excess inventory of homes continues to
weigh on home prices. Since their peak in 2006, national home val-
ues have fallen by about one-third.

e The manufacturing sector has been showing signs of strength
recently, after a significant decline. The Institute of Supply Man-
agement’s manufacturing index has topped 61 in recent months
(readings above 50 indicate expansion) and manufacturing employ-
ment is up by more than 125,000 in the past 5 months.

e The stock market has rallied sharply since last fall, helped
along by the Federal Reserve’s additional monetary stimulus
through “quantitative easing,” or QE2, over this period. For in-
stance, the Standard & Poor’s 500 has risen by more than 20 per-
cent since last fall.

The Economic Outlook

e The economic projections from the administration, the CBO,
and private forecasters generally show moderate to fairly strong
growth in the next few years (see Table 1).
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TABLE 8.—ECONOMIC PROJECTIONS: ADMINISTRATION, CBO, AND PRIVATE FORECASTERS

[Calendar years]

2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021

Percent Change
Real GDP:
Administration Budget ... 27 27 36 44 43 38 33 29 26 25 25 25
CBO (Jan. 2011) .. 28 27 31 31 35 38 30 25 24 24 24 23
Blue Chip* 29 31 33 32 31 29 28 27 26 26 26 26
Consumer Price Index:
Administration Budget ... 16 13 18 19 20 20 21 21 21 21 21 21
CBO (Jan. 2011) .. . L7 16 13 16 18 20 22 24 23 23 23 23
Blue Chip* .o 16 22 21 23 24 24 24 24 24 24 24 24

Annual Average, Percent

Unemployment Rate:
Administration Budget ... 96 93 86 75 66 59 55 53 53 53 53 53
CBO (Jan. 2011) .. 96 94 84 76 68 59 53 53 52 52 52 52
Blue Chip* 96 90 84 75 68 63 60 58 56 56 56 56
3-Month Treasury Bill:
Administration Budget ... 0.1 0.2 1.0 26 37 40 41 41 41 41 41 41
CBO (Jan. 2011) ............ 01 03 L1 25 35 40 43 44 A4 44 A4 A4
Blue Chip* w.ooooovvvereriinnne 01 02 11 29 36 38 39 40 39 39 39 39
10-Year Treasury Note:
Administration Budget ... 32 30 36 42 46 50 52 53 53 53 53 53
CBO (Jan. 2011) ... 32 34 38 42 46 50 53 54 54 54 54 54
Blue Chip* 32 37 43 49 52 54 54 54 54 54 54 54

*Figures for 2011 through 2021 are from the Blue Chip forecast of March 2011.
Sources: Office of Management and Budget, Congressional Budget Office, Blue Chip Economic Indcators.

e CBO sees economic growth improving at a moderate pace in
the coming years. GDP is expected to move into the 3-percent to
3V2 percent growth range in the next few years, even reaching
nearly 4.0 percent in 2015. The administration’s near-term GDP is
outlook is more optimistic than either CBO or the Blue Chip con-
sensus. For instance, the administration is calling for growth well
in excess of 4.0 percent in 2013 and 2014, just as significant tax
increases are being absorbed by the economy. Consecutive-year
GDP growth in excess of 4.0 percent has not been realized in the
U.S. since the latter part of the 1990s.

e Most forecasts see the unemployment rate declining slowly
from its current elevated level. Both CBO and the administration
do not see the unemployment rate falling back to the 5.0-percent
range until the latter part of the decade. The Blue Chip consensus
sees unemployment ranging between 5% percent and 6 percent
even in the latter part of the budget horizon.

e As the economy recovers, the forecasts predict that interest
rates will gradually move higher. The 10-year Treasury rate, for in-
stance, is expected to rise from its current level of about 3% per-
cent into the 4-percent to 5-percent range over the medium term.
Despite showing stronger economic growth than CBO, the adminis-
tration projects long-term interest rates at, or below CBQO’s. The
Blue Chip consensus expects higher interest rates over the near
term than either the administration or CBO. Over the medium
term, the private sector consensus sees the 10-year rate reaching
nearly 5.5 percent.

e Rates of inflation are also expected to normalize in the coming
years from their current very low levels. Both CBO and the admin-
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istration expect the consumer price index to move up to the 2.0-per-
cent range in 2015. The Blue Chip consensus sees inflation exceed-
ing 2.0 percent as early as 2012.

CBO’s annual economic assumptions were adopted for use in the
budget resolution and are shown in Table 9.

TABLE 9.—ECONOMIC ASSUMPTIONS OF THE BUDGET RESOLUTION
[Calendar years, 2010-2021]

2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021

Percent Change

Real GDP:

CBO (Jan. 2011) ...ooeoneeee 28 27 31 31 35 38 30 25 24 24 24 23
Consumer Price Index:

CBO (Jan. 2011) ...ccoovnueee 17 16 13 16 18 20 22 24 23 23 23 23

Annual Average, Percent
Unemployment Rate:

CBO (Jan. 2011) ... 96 94 84 76 68 59 53 53 52 52 52 52
3—Month Treasruy Bill:

CBO (Jan. 2011) ..o 01 03 L1 25 35 40 43 44 A4 44 A4 A4
10-Year Treasury Note:

CBO (Jan. 2011) ............. 32 34 38 42 46 50 53 54 54 54 54 54

Sources: Office of Management and Budget, Congressional Budget Office, Blue Chip Economic Indcators.
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Function-by-Function Presentation

The budget resolution often is described as the “architecture” of
policy—and the metaphor is fitting in several ways. First, the
structure of the resolution is built with myriad technical compo-
nents—numbers, legislative text, procedural mechanisms—nec-
essary for the budget to stand. Second, the measure’s allocation of
resources creates a framework in which the government is intended
to function. Third, as a whole—in its choices of priorities, and its
overall fiscal policy—the budget resolution stands against the back-
drop of the economy, expressing its authors’ vision of governing.
The budget’s role is to set the Federal Government’s fiscal policy
to reflect the Nation’s priorities, and establish the foundation for
the legislative decisions that will be made by the committees of ju-
risdiction.

Total spending in the budget is divided among 21 budget “func-
tions.” Each function represents a broad area of government activi-
ties—national defense, international affairs, transportation, edu-
cation, health, and so on. The functions have antecedents dating
back decades, but they are not directly linked to specific congres-
sional committees, agencies of the Executive Branch, or, for the
most part, particular programs; they transcend these units. Be-
cause the totals in the functions are prospective—the budget is a
planning document, not an audit—the function totals are not bind-
ing; they simply describe how the Budget Committee views the ex-
pected distribution of resources under the budget’s guidelines. But
the committee allocations that flow from these function levels (see
“The Congressional Budget Process” later in this report) do have a
means of enforcement; and in that sense, the function levels in the
resolution are relevant to the programs over which legislative com-
mittees have jurisdiction.

The budget functions presented here are the following:

050 National Defense

150 International Affairs

250 Science, Space, and Technology

270 Energy

300 Natural Resources and Environment
350 Agriculture

370 Commerce and Housing Credit

400 Transportation

450 Community and Regional Development
500 Education, Training, Employment, and Social Services
550 Health

570 Medicare

600 Income Security

650 Social Security
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700 Veterans Benefits and Services

750 Administration of Justice

800 General Government

900 Net Interest

920 Allowances

950 Undistributed Offsetting Receipts

970 Global War on Terrorism and Related Activities

When the committee allocations differ from those estimated in
baseline spending projections, it means some form of policy change
must occur to meet the budget levels. The budget does not pre-
scribe the specific policies—the committees of jurisdiction make
those decisions—but it does drive changes in policy.

This budget assumes significant policy changes, and a major re-
adjustment of the Federal Government’s fiscal course. To dem-
onstrate the viability of these assumptions—and to prove the credi-
bility of the budget itself—this report offers a range of policy op-
tions to help demonstrate how the budget’s fiscal goals could be
achieved. These options are illustrative; as noted, any actual policy
changes are the discretion of the committees with jurisdiction over
the programs involved. Nevertheless, the assumptions are based on
the Congressional Budget Office estimates and justified in the re-
port text.



FUNCTION 050: NATIONAL DEFENSE

Function Summary

The first job of a nation’s government is securing the safety and
liberty of its citizens from threats at home and abroad. Recent
events in the Middle East, South Asia, and East Asia have dem-
onstrated again that the demands on the American military are
unpredictable both in geographic location and in the mission to be
executed. Whether supporting transitions to democracy in the Mid-
dle East, providing disaster relief in Japan, combating piracy off
the Horn of Africa, or suppressing the terrorist networks that
threaten Americans’ way of life, the men and women of the United
States military have performed superbly. As reflected in the Na-
tional Defense function, this budget maintains funding to provide
the equipment, training, and compensation for their continued suc-
cess.

National Defense includes funds to develop, maintain, and equip
the military forces of the United States. More than 95 percent of
the funding in this function goes to Department of Defense [DoD]
military activities; the remainder applies to atomic energy defense
activities of the Department of Energy, and other defense-related
activities (primarily in connection with homeland security). Fund-
ing for global war on terror and related activities is included in
Function 970.

Summary of Committee-Reported Resolution

The resolution calls for $582.6 billion in budget authority and
$593.6 billion in outlays in fiscal year 2012. Most of the spending
in the function is discretionary, which in fiscal year 2012 totals
$575.8 billion in budget authority and $586.8 billion in outlays.
Mandatory spending in 2012 is $6.8 billion in budget authority and
$6.8 billion in outlays. The 10-year totals for budget authority and
outlays are $6.461 trillion and $6.383 trillion, respectively.

A robust national defense requires a substantial commitment of
national resources, and Congress and the administration must re-
main vigilant to ensure the national defense program is executed
efficiently and accountably. The Armed Services Committee has
outlined an aggressive oversight agenda for the 112th Congress
that is intended to “ensure that the Department of Defense is oper-
ated efficiently and with fiscal discipline in order to maximize the
return on the taxpayers’ investments.” A critical element of that
oversight agenda is a review of acquisition programs with an eye
toward reevaluating those programs that “no longer represent the
best value for the taxpayer.”
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Congressional efforts to increase accountability and efficiency in
the national defense mission dovetail with the efforts of Secretary
of Defense Gates. After an exhaustive review of the Pentagon’s op-
erations, the Secretary, together with the uniformed military, iden-
tified $178 billion (over 5 years) in efficiencies and savings. This
budget reinvests $100 billion of that amount in higher priority mili-
tary capabilities. The remaining $78 billion is dedicated to deficit
reduction. As Admiral Mullen, Chairman of the Joint Chiefs of
Staff has said on many occasions, the national debt is a threat to
the economic foundations of America’s national security. The De-
partment’s reform efforts, and the oversight program of the Armed
Services Committee, are critical to ensuring the defense budget
p§t9vi(§:1es the capabilities America needs at a cost the country can
afford.

The rising share of total defense spending consumed by com-
pensation costs is putting pressure on the defense budget. On a
per-troop basis, the military personnel account has reached record
levels over the past decade, rising at a real annual rate of 3.4 per-
cent (excluding war funding). This growth has been driven by ris-
ing basic pay, new and enhanced benefits for service members, and
growing health care costs. Generous compensation is essential to
the maintenance of the all-volunteer military, but the tremendous
growth in these accounts raises fundamental questions about the
risk of personnel costs crowding out needed investment in defense
modernization.

Discretionary Spending Policies

Fully Fund the President’s Military Force Request. Within the
National Defense category, subfunction 051 represents the Depart-
ment of Defense military activities. The budget resolution assumes
full funding of the request developed by Secretary Gates in this
area.

Prioritize Nuclear Modernization. The independent Strategic Pos-
ture Commission identified a “pattern of underinvestment [in the
nuclear weapons complex] over the last two decades.” This resolu-
tion addresses to reverse the pattern by prioritizing the nuclear
modernization work of the National Nuclear Security Administra-
tion [NNSA]. This includes providing fiscal space for the mod-
ernization of the nuclear weapons complex and in connection with
the implementation of the New Strategic Arms Reduction Treaty
with Russia.



FUNCTION 150: INTERNATIONAL AFFAIRS

Function Summary

The past decade has seen a 167-percent increase in resources de-
voted to the international affairs activities of the United States.
Numerous factors have driven this rapid expansion of government
spending: efforts related to the war on terrorism, increases in staff-
ing levels at the State Department and USAID, the expansion of
U.S. aid for global health, and the adoption of a new model for de-
livering development assistance, the Millennium Challenge Cor-
poration.

Unquestionably, many vital U.S. interests can best be achieved
through the foreign affairs budget. But it is also necessary to step
back and ask what results are being achieved through this rapidly
growing commitment of resources—especially in light of the domes-
tic challenges to the Federal Government’s fiscal condition. Fund-
ing in the International Affairs function reflects this re-evaluation.

This category of the budget includes international development
and humanitarian assistance; international security assistance; the
conduct of foreign affairs; foreign information and exchange activi-
ties; and international financial programs. The major agencies in
this function include the Departments of Agriculture, State, and
the Treasury, the United States Agency for International Develop-
ment [USAID], and the Millennium Challenge Corporation.

In accordance with the administration’s request, funding for in-
cremental, non-enduring civilian activities in Afghanistan, Paki-
stan, and Iraq are reflected in Function 970 rather than in this ac-
count.

Summary of Committee-Reported Resolution

The resolution calls for $36.6 billion in budget authority and
$36.1 billion in outlays in fiscal year 2012. As with defense, the
majority of International Affairs spending is discretionary; in fiscal
year 2012, it totals $32.3 billion in budget authority and $39 billion
in outlays. Mandatory spending in 2012 is $4.3 billion in budget
authority and —$2.9 billion in outlays. (The negative outlay figure
reflects receipts from foreign military sales and foreign military fi-
nancing transactions.) Over 10 years, budget authority totals
$327.4 billion, with outlays of $324.5 billion.

This budget assumes funding for the essential missions of the
international affairs effort, while paring back spending in areas of
duplication or non-core functions. While the actual policies will be
determined by the committees of jurisdiction, options that could be
employed to meet budget targets include those listed below.
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Discretionary Spending Policy Options

While the committees of jurisdiction will determine actual poli-
cies, the illustrations below suggest some options for meeting the
budget’s parameters.

Eliminate Duplication in Development Efforts. President Bush
and Congress created the Millennium Challenge Corporation
[MCC] in January 2004 as part of a new approach to development
assistance. Its aim was to focus on promoting partnerships with
countries committed to good governance, economic freedom, and in-
vesting in their citizens. Since then, the U.S. Government has pro-
vided more than $10 billion in development assistance through the
MCC. Over the same period, the United States’ traditional Devel-
opment Assistance program has provided more than $13 billion for
these same development purposes. Now that the first round of
MCC compacts is complete, it is time to evaluate the relative per-
formance of these programs and to focus U.S. resources on the pro-
grams that produce the best results.

Protect U.S. Veto at Multilateral Development Banks. The U.S.
plays a leading role in the world’s multilateral financial institu-
tions, especially the multilateral development banks [MDBs], in-
cluding the World Bank and its regional counterparts. During the
financial crisis, these institutions increased lending volumes sharp-
ly in an effort to ameliorate the consequences of the economic slow-
down. Following years of negotiations, the Treasury Department is
now requesting increased U.S. contributions to bolster the core cap-
ital of these institutions, allowing the MDBs to continue lending at
these heightened levels. While these increased contribution levels
are subject to authorization, failure to participate would result in
the U.S. losing its veto over key decisions at these institutions. To
protect the U.S. veto at these institutions, this resolution assumes
full funding for the capital increases at the MDBs. The Budget
Committee notes the Financial Services Committee’s commitment
to thorough oversight of the Treasury request, and will look to its
conclusions in future years on the appropriate level of funding to
assume for the MDBs’ concessional lending windows.

Require Private Funding for the U.S. Institute for Peace. The U.S.
Institute for Peace [USIP] is a think tank that seeks to help pre-
vent and resolve international conflicts. While its goals are laud-
able, the contribution of USIP to achieving them is not unique
given the approximately 350 think tanks in Washington DC, and
another 1,500 across the country. Like other such organizations,
USIP should rely on funding from the private sector or contract-
based funding for particular projects of value to U.S. government
agencies. One way to encourage this is to adopt the position added
to H.R. 1, at the initiative of Representative Weiner of New York,
which calls for no further direct government funding for USIP.

Require Private Funding for Peripheral Foreign Affairs Institu-
tions. In the past, the U.S. has provided funding for a number of
smaller foreign affairs agencies, including the East-West Center
and the Asia Foundation. As noted by Chairman Ros-Lehtinen in
the Foreign Affairs Committee’s Views and Estimates letter, these
institutions engage in programming that could easily be supported
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by the private sector and is redundant of other U.S. Government
activities. Again, these aims could be achieved in a manner con-
sistent with the Committee’s recommendation by providing no fur-
ther government funding for these peripheral institutions.

Consolidate Foreign Affairs Bureaucracies. Since 2001, staffing
levels at the State Department and USAID have increased by 13
percent and 76 percent, respectively. Undoubtedly both organiza-
tions merited some increase in staff given the premature and exces-
sive reduction of staff during the 1990s peace dividend. Neverthe-
less, consolidation of staffing levels here as in other government
agencies is necessitated given the fiscal problems facing the U.S.
Government.






FUNCTION 250: GENERAL SCIENCE, SPACE, AND
TECHNOLOGY

Function Summary

The largest component of this function—about half of total
spending—is for the space flight, research, and supporting activi-
ties of the National Aeronautics and Space Administration [NASA].
The function also contains general science funding, including the
budgets for the National Science Foundation [NSF], the Depart-
ment of Energy [DOE] Office of Science, and the Department of
Homeland Security’s Science and Technology Directorate.

Spending for this function has grown by about 9 percent since
the start of the administration. The stimulus bill also provided
about $1.0 billion for NASA, $3.0 billion for NSF, and $1.6 billion
for DOE’s Office of Science.

Summary of Committee-Reported Resolution

The resolution calls for $27.5 billion in budget authority and
$29.8 billion in outlays in fiscal year 2012. Nearly all the spending
in the function is discretionary, which totals $27.3 billion in 2012
budget authority, and $29.7 billion in outlays. Mandatory budget
authority in 2012 is $119 million, with $123 million in related out-
lays. The 10-year totals for budget authority and outlays are $282.0
billion and $284.5 billion, respectively.

The budget builds on H.R.1 by reducing excess and unnecessary
spending, while supporting core government responsibilities.

The resolution preserves basic research, providing stable funding
for NSF to conduct its authorized activities. The budget also recog-
nizes the vital strategic importance of the United States to remain
the pre-eminent space-faring Nation. In the President’s request,
the administration shifted priorities away from the 2010 NASA au-
thorization, allocating about $2 billion to commercial cargo and
crew and Earth Science climate change initiatives. The budget re-
aligns funding in accordance with the NASA authorization and its
specified spending limits to support robust space capability.

Illustrative Discretionary Spending Option

The committees of jurisdiction will determine policies to align
with the spending levels in the resolution. The option below is of-
fered as an illustration of the kinds of proposals that can help meet
the budget’s fiscal guidelines.

Restore Core Government Responsibilities. The stimulus bill pro-
vided $1.6 billion, $800 million of which is currently unspent, for
the Department of Energy’s Office of Science. Included were some
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areas, such as biological and environmental research, that could
potentially crowd out private investment. The resolution levels sup-
port preserving the Office of Science’s original role as a venue for
groundbreaking scientific discoveries, while paring back applied
and commercial research and development.



FUNCTION 270: ENERGY

Function Summary

This category includes civilian energy and environmental pro-
grams of the Department of Energy [DOE]. Function 270 also in-
cludes the Rural Utilities Service of the Department of Agriculture,
the Tennessee Valley Authority [TVA], the Federal Energy Regu-
latory Commission, and the Nuclear Regulatory Commission. (It
does not include DOE’s national security activities—the National
Nuclear Security Administration—which are in Function 050, or its
basic research and science activities, which are in Function 250.)

Since the start of the current administration, total outlays in
Function 270 activities have increased by more than 200 percent.
The administration has pursued a heavy-handed compliance cul-
ture dependent on regulations and spending. Regulations have ex-
tracted some $1.75 trillion per year from the economy, according to
a recent report from the Small Business Administration, including
$281 billion for environmental regulations that disproportionately
hit small businesses. (Further discussion can be found in “The Im-
pact of Regulatory Costs on Small Firms,” by Nicole V. Crain and
W. Mark Crain, Small Business Research Survey, September
2010.) The stimulus alone allocated $80 billion of taxpayers’ dollars
specifically for politically favored renewable-energy interests. The
administration has also stifled domestic energy production by
blocking or delaying production both onshore and offshore, destroy-
ing jobs and idling American energy sources.

The results are plain to see: gasoline prices have more than dou-
bled since the President took office; and burdensome and ineffective
regulations have driven up the prices of many products and serv-
ices, while creating barriers for needed capital investment and job
creation.

All this for questionable gain. As The New York Times noted: “[A]
growing number of economists say that the environmental benefits
of energy efficiency have been oversold.” (See “When Energy Effi-
ciency Sullies the Environment,” The New York Times, 7 March
2011.)

Summary of Committee-Reported Resolution

The resolution calls for $7.0 billion in budget authority and $16.2
billion in outlays in fiscal year 2012. Discretionary spending is $1.9
billion in budget authority and $12 billion in outlays in fiscal year
2012. Mandatory spending in 2012 is $5.1 billion in budget author-
ity and $4.2 billion in outlays. The 10-year totals for budget au-
thority and outlays are $19.9 billion and $34.9 billion, respectively.
The large disparity between budget authority and outlays results
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mainly from a large infusion of stimulus funds that are still being
expended: the function grew by more than 200 percent since the
start of the Obama administration because of stimulus funding.
Over the course of the decade, outlays return to more normal
ranges.

H.R. 1 reduced funding for non-core energy research, loan guar-
antees for lower-demand programs, and excess and unnecessary
spending in Department of Energy’s civilian accounts which re-
ceived large funding levels in the stimulus bill.

Additionally, the House continuing resolution limited the Nuclear
Regulatory Commission from terminating the Yucca Mountain li-
cense review without due cause (e.g. a significant scientific or tech-
nical justification). The attempt by the administration to terminate
the Yucca geologic repository would exacerbate the Federal Govern-
ment’s current significant unfunded liabilities and ignore its legal
obligation to collect and manage commercial and defense waste
across 39 States.

The fiscal year 2012 budget resolution builds on H.R.1 provisions
and pursues a balanced approach to energy policy, domestic energy
production to help generate economic prosperity for job creation,
lower gasoline and energy prices, and greater revenues, while mov-
ing toward market-based solutions for sustainable energy sources.
The resolution draws on the American Energy Initiative’s efforts to
advance an all-of-the-above energy approach for the U.S.

Illustrative Policy Options

The committees of jurisdiction will determine policies to align
with the spending levels in the resolution. The options below are
offered as 1illustrations of the kinds of proposals that can help meet
the budget’s fiscal guidelines.

DISCRETIONARY SPENDING

Scale Back Corporate Subsidies in the Energy Industry. The reso-
lution provides sufficient funding for essential government mis-
sions, including energy security and basic research and develop-
ment. It recommends paring back spending in areas of duplication
or non-core functions, such as applied and commercial research and
development projects best left to the private sector. For example,
renewable projects have received substantial subsidies, increasing
prices across the board for consumers. According to the Energy In-
formation Agency, commercial solar and wind industries receive
subsidies of more than $23/Mwh (megawatt hour) compared with
$0.44/Mwh for conventional coal and $0.25/Mwh for natural gas.
This does not include the $27.2 billion allocated in the 2009 “stim-
ulus” bill for energy efficiency and renewable energy research and
investment. The budget aims to roll back such Federal intervention
and corporate welfare spending.

MANDATORY SPENDING

Repeal the Western Area Power Administration [WAPA] Bor-
rowing Authority. The $3.25 billion borrowing authority in WAPA’s
Transmission Infrastructure Program provides loans to develop
new transmission systems aimed solely at integrating renewable
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energy. To date, WAPA has announced only one project under the
borrowing authority: a wind transmission project owned by a for-
eign company. This authority was inserted into the stimulus bill
without the opportunity for debate. Of most concern, the authority
includes a bailout provision that would require American taxpayers
to pay outstanding balances on projects that private developers fail
to repay.






FUNCTION 300: NATURAL RESOURCES AND
ENVIRONMENT

Function Summary

The Natural Resources and Environment function consists of
major departments and agencies in the Department of Interior, in-
cluding the National Park Service [NPS], the Bureau of Land Man-
agement [BLM], the Bureau of Reclamation, and the Fish and
Wildlife Service [FWS]; conservation-oriented and land manage-
ment agencies within the Department of Agriculture [USDA] in-
cluding the Forest Service; the National Oceanic and Atmospheric
Administration [NOAA] in the Department of Commerce; the Army
Corps of Engineers; and the Environmental Protection Agency
[EPA]. The discussion below elaborates on the budget resolution’s
recommended policies in these areas.

Spending on programs contained in the Natural Resources and
Environment function has increased 45 percent since the start of
the current administration. The budget resolution recognizes the
importance of these activities—which include overseeing water re-
sources, conservation, land management, and recreational re-
sources—but bigger government has not equated to better govern-
ment; and the increase in resources has only invited mismanage-
ment and duplication.

The administration has blocked and delayed domestic energy
production both onshore and offshore, costing jobs and sidelining
American energy sources at a time of rising gasoline prices and un-
stable conflict in the Middle East and North Africa. The budget
resolution provides for a more measured approach, generating re-
ceipts from bonus bids, rents, royalties, and fees as a result of
unlocking domestic energy supplies in a safe, environmentally re-
sponsible manner. The budget also encourages the development of
American-made renewable and alternative energy sources, while
affirming the principle that environmental stewardship and eco-
nomic growth are not mutually exclusive goals.

In addition, the budget recognizes the importance of preserving
significant habitats, while properly maintaining America’s existing
public lands. The Federal Government owns and controls 650 mil-
lion acres of land in the United States—one out of every three
acres—especially in areas of the western U.S. But the government
has not adequately maintained this land, some of which could re-
turn value to individual States and counties through more produc-
tive use. The Federal Government opts instead to acquire more
while neglecting maintenance and upkeep of what it already con-
trols. While the President’s budget more than doubles funding for
the Land and Water Conservation Fund [LWCF]—from $346.1 mil-
lion in fiscal year 2008 to $900 million in his fiscal year 2012 budg-
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et—Federal lands suffer from a current maintenance backlog that
measures in the billions of dollars. The government has a responsi-
bility to maintain and care for existing resources before acquiring
more land.

Summary of Committee-Reported Resolution

The resolution calls for $31.9 billion in budget authority and
$36.8 billion in outlays in fiscal year 2012. Discretionary budget
authority in 2012 totals $28.8 billion, with $34.1 billion in related
outlays; mandatory spending is $3.1 billion in budget authority and
$2.7 billion in outlays. Over 10 years, budget authority totals
$274.0 billion, and outlays are $283.5 billion.

Illustrative Policy Options

H.R. 1 focused on paring back unnecessary spending and funds
to carry out overreaching regulatory expansion. Its provisions also
included funding limitations on EPA’s ability to prohibit or restrict
the emission of carbon dioxide or methane from any stationary
source, on the Bureau of Reclamation’s implementation of the San
Joaquin River Settlement, and on implementation of Federal regu-
lations on the Delta smelt thereby restoring water supplies to
farming communities.

The budget builds on the fiscal discipline of H.R.1, and supports
American energy production. The second largest source of revenue
to taxpayers comes directly from the multiple forms of revenues,
royalties, and payments generated from producing energy offshore
and onshore. Producing more American-made energy can improve
the Federal budget outlook, strengthen job creation, and reduce re-
liance on foreign oil.

This budget also emphasizes core government responsibilities,
while reducing spending in areas of duplication or non-core func-
tions. While the actual policies will be determined by the commit-
tees of jurisdiction, options to meet budget targets include those
listed below.

DISCRETIONARY SPENDING

Focus on Maintaining Existing Land Resources. Annual funding
for the Land and Water Conservation Fund [LWCF] has typically
ranged between $250 million and $450 million. The President’s
budget requests $900 million for fiscal year 2012—an increase of
more than 200 percent since the start of the administration—but
this allocation cannot be used for maintenance. As noted pre-
viously, the Federal Government already is struggling with a main-
tenance backlog on the millions of acres it controls—a backlog to-
taling between $13.2 and $19.4 billion—but the administration is
seeking to acquire even more land. Continuing the policy estab-
lished in H.R. 1 would focus on the maintenance backlog, before
moving to misdirected acquisition of additional lands.

MANDATORY SPENDING

Expand Onshore and Offshore Energy Production. Despite access
to abundant domestic resources, the Federal Government has
adopted policies that largely prevent American production of oil
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and natural gas. For the country to break free of excessive depend-
ence on foreign energy supplies, it requires producing more energy
at home.

Under this administration’s policies, 2011 will be the first year
since 1958 that there will be no lease sale in the Outer Continental
Shelf. As a result in 2011, revenue to the Federal Government from
bonus bids and rents was 1 percent the level of 2008, a decline of
nearly $9.9 billion. Unlocking domestic energy supplies in a safe,
environmentally responsible manner will increase revenues from
bonus bids, rents, royalties, and fees. The budget allows for further
access in areas such as the Outer Continental Shelf, including off-
shore sales off the coast of Virginia, the Eastern Gulf of Mexico,
and the Intermountain West. A reinvigorated offshore and onshore
energy program could create more than 1.2 million jobs annually.

Finally, the budget encourages the development of American-
made renewable and alternative energy sources, including nuclear,
wind, solar, and more, affirming the position that environmental
stewardship and economic growth are not mutually exclusive goals.

Revise and Reauthorize the Bureau of Land Management’s Land
Sales Process. Instead of requiring that all proceeds from land sales
be used to acquire other parcels of land and to cover sales ex-
penses, this option would direct that 70 percent of the proceeds, net
of expenses, go to the Treasury. It would limit the Department of
the Interior’s share of the receipts to $60 million per year (plus an
additional amount to cover BLM’s administrative costs) for land ac-
quisition and restoration projects on BLM lands. The option also
would reduce the amount of Federal spending not subject to reg-
ular oversight through the congressional appropriation process. The
change would reduce the Federal budget deficit and ensure that
U.S. taxpayers benefit directly from land sales.






FUNCTION 350: AGRICULTURE

Function Summary

The agriculture category includes funds for direct assistance and
loans to food and fiber producers; export assistance; market infor-
mation; inspection services; and agricultural research. Farm policy
is driven by the Food, Conservation, and Energy Act of 2008 (the
Farm Bill), which provides farmers protection against uncertain-
‘(ciies, such as poor weather conditions and unfavorable market con-

itions.

Farm safety net programs are divided into three areas: com-
modity programs, crop insurance, and supplemental disaster assist-
ance. Commodity programs, which the Farm Bill authorizes
through the 2012 crop/marketing year, include both direct pay-
ments and price-based counter-cyclical payments as well as the
marketing assistance loan program; and the new average crop rev-
enue election payment program. Due to recent strength in agricul-
tural markets, outlays for price-based programs have declined.
Nevertheless, direct payments, which do not vary with market
prices, have remained steady at $5 billion each year. Crop insur-
ance outlays, while volatile, have trended sharply higher and aver-
aged $5.6 billion over 2008-10, more than double their 2000-02 av-
erage level.

With farm income, crop prices, and Federal deficits hitting new
highs, and with food prices going up, it is time to reform agricul-
1f:ura1 support programs, while maintaining a strong safety net for
armers.

Summary of Committee-Reported Resolution

The resolution calls for $19.8 billion in budget authority and
$19.6 billion in outlays in fiscal year 2012. Discretionary spending
in fiscal year 2012 is $4.9 billion in budget authority and $5.6 bil-
lion in outlays; mandatory spending, the majority of the function’s
total, is $14.9 billion in budget authority, with outlays of $14 bil-
lion. The 10-year totals for budget authority and outlays are $175.8
billion and $172.8 billion, respectively.

Illustrative Policy Options

Specific policies in this category will be determined by the com-
mittees of jurisdiction. Among the options they may wish to con-
sider are the following.

DISCRETIONARY SPENDING

Adopt H.R. 1 Policies. This budget adopts the baseline of H.R. 1
as passed by the House on 11 February 2011. This would reduce

(75)



76

spending by the United States Department of Agriculture [USDA]
and other related agencies. Among other policies, this would reduce
funding for Departmental Administration and Offices as well as re-
quiring a more efficient use of existing funds.

MANDATORY SPENDING

Reform Agricultural Commodity and Insurance Programs. Under
this option, mandatory agricultural outlays, other than food and
nutrition programs, will be reduced by $29.3 billion relative to the
currently anticipated levels from fiscal year 2012 through fiscal
year 2021. These savings could be achieved by reducing both direct
payments and crop insurance subsidies, and by reforming export
assistance programs. The Committee on Agriculture is responsible
for implementing these reductions, and to maintain the commit-
tee’s flexibility, this option assumes the savings will not take effect
until the beginning of the next Farm Bill. Farmers will benefit
greatly from other provisions in this budget, including regulatory
relief, the maintenance of low capital gains and estate taxes, and
lower interest rates due to reduced Federal borrowing.



FUNCTION 370: COMMERCE AND HOUSING CREDIT

Function Summary

The Federal Government’s commerce and housing activities
should refocus limited resources on efforts to bolster free enterprise
and economic growth. Such an approach would have the additional
direct benefit of reducing government spending, easing the demand
for higher taxes or more borrowing, and would curb corporate wel-
fare in the housing, financial services, and telecommunications in-
dustries. This budget calls for an end to the cycle of future bailouts
perpetuated by the financial regulation law authored by Senator
Dodd and Representative Frank, as well as putting a stop to the
costly taxpayer ownership of Fannie Mae and Freddie Mac.

These government activities are included in the Commerce and
Housing Credit budget function. Overall, the category has four
components: mortgage credit; the Postal Service (mostly off budg-
et); deposit insurance (negligible spending due to reserve sup-
porting fees and the like); and other advancement of commerce (the
majority of the discretionary and mandatory spending in this func-
tion).

The mortgage credit component of this function includes housing
assistance through the Federal Housing Administration [FHA], the
Federal National Mortgage Association [Fannie Mae], the Federal
Home Loan Mortgage Corporation [Freddie Mac], the Government
National Mortgage Association [Ginnie Mae], and rural housing
programs of the Department of Agriculture. The function also in-
cludes net Postal Service spending and spending for deposit insur-
ance activities of banks, thrifts, and credit unions. Most of the
Commerce Department is provided for in this function, including
the International Trade Administration, the Bureau of Economic
Analysis, the Patent and Trademark Office, the National Institute
of Standards and Technology, the National Telecommunications
and Information Administration, and the Bureau of the Census.
Also funded through this function are independent agencies such as
the Securities and Exchange Commission [SEC], the Commodity
Futures Trading Commission [CFTC], the Federal Trade Commis-
sion, the Federal Communications Commission [FCC], and the ma-
jority of the Small Business Administration [SBA].

Summary of Committee-Reported Resolution

In this function, the budget resolution provides for $15.3 billion
in budget authority and $17.2 billion in outlays in fiscal year 2012.
Of that total, 2012 discretionary spending is — $4.2 billion in budg-
et authority and —$128 million in outlays. Mandatory spending in
2012 is $19.5 billion in budget authority and $17.4 billion in out-
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lays. The function totals over 10 years are $14.5 billion in budget
authority and —$140.1 billion in outlays.

On-budget totals for fiscal year 2012 are $14.3 billion in budget
authority and $16.3 billion in outlays. Of these amounts, discre-
tionary budget authority is —$4.4 billion, with outlays of —$388
million. Mandatory on-budget spending for fiscal year 2012 is $18.8
billion in budget authority and $16.7 billion in outlays. Over 10
years, the on-budget totals are $11.9 billion in budget authority
and —$142.7 billion in outlays.

Negative discretionary totals for budget authority and outlays
mainly reflect the negative subsidy rates applied to certain loan
and loan guarantee programs scored under the guidelines of the
Federal Credit Reform Act [FCRA], such as FHA and Ginnie Mae
programs. It should be noted that FHA loans are scored using a
different accounting method than the fair value estimates that
CBO applies to Fannie Mae and Freddie Mac, resulting in budget
disparities. (See discussion under Mandatory Spending.)

Negative mandatory totals for outlays in this function mainly re-
sult from the wind-down of several programs created in response
to the financial crisis that initially produced large positive outlays,
such as those associated with the Troubled Asset Relief Program
and various deposit insurance programs. It should be noted that
from 2008 through 2009, total outlays in Function 370 were a posi-
tive $319 billion.

Illustrative Policy Options

The resolution aims to draw the Federal Government back from
its overreach into the housing, financial, and telecommunications
markets, and curtail the corporate welfare that distorts and
misdirects the flow of free market energies. While the committees
of jurisdiction will determine the actual policies in pursuit of these
goals, the options below offer several potential approaches.

DISCRETIONARY SPENDING

Eliminate Corporate Welfare Within the Department of Com-
merce. Business subsidies distort the economy, impose unfair bur-
dens on taxpayers, and are especially problematic given the fiscal
problems facing the U.S. Government. With potential savings of
roughly $6 billion over 10 years, programs that should be consid-
ered for elimination include the following:

e The Holling’s Manufacturing Extension Program, which sub-
sidizes a network of nonprofit extension centers that provide tech-
nical, financial and marketing services for small and medium-size
businesses that are largely available in the private market. The
program already obtains two-thirds of its funding from non-
Federalsources, and was originally intended to be self-supporting.

e The Baldrige National Quality Program. This program pro-
vides presidential awards to applicable companies that are found to
be outstanding in certain categories of leadership and business.
Given the Nation’s fiscal condition, and the availability of quality
management assistance for companies in the private marketplace,
there is no justification for this subsidy.
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e Trade Promotion Activities at the International Trade Admin-
istration [ITA]. This agency, within the Department of Commerce,
provides trade promotion services for U.S. companies. The fees it
charges for these services do not cover the cost of these activities.
Businesses can obtain similar services from the State and local
governments, and the private market. The ITA should be elimi-
nated or charge for the full cost of these services.

Tighten the Belts of Government Agencies. Duplication, hidden
subsidies, and large bureaucracies are symptomatic of many agen-
cies within Function 370. Among them are the following:

o The General Services Administration [GSA] Federal Citizen
Services Fund. This fund is the e-mail, print, and telephone infor-
mation service of the GSA, managing websites for the general pub-
lic such as USA.gov. Many of its responsibilities, however, dupli-
cate those of other offices within the GSA, including the Electronic
Government Fund. In light of cutbacks in various government
agencies, this resolution supports rationalizing the GSA wherever
possible. As an agency whose mission is to provide services to other
parts of the government, the GSA stretches across many budget
functions: it has more than 12,500 employees; owns or leases about
9,600 buildings and related assets; and has a budget of more than
$900 million, an increase of 200 percent since 2008.

e The Small Business Administration [SBA]. The SBA provides
almost $60 million in grants, hidden in its discretionary salaries
and expenses budget, which could be canceled.

e The Securities and Exchange Commission [SEC]. In 2010, the
SEC spent more than $1.1 billion on salaries and expenses, with
more than $700 million going to compensation and benefits alone.
About 3,800 full-time employees occupied the SEC at the end of
2010, with an average compensation and benefits package of about
$187,600 per employee. The SEC’s budget has swollen by 20 per-
cent since 2008. The President’s budget requests $1.4 billion in
2012, an increase of 53 percent from 2008 levels. On top of this,
the Dodd-Frank Wall Street Reform and Consumer Protection Act
requests doubling the size of the SEC’s budget from current levels,
increasing it to $2.25 billion in fiscal year 2015.

In its Views and Estimates, the House Committee on Financial
Services notes the regulatory failures of the Commission leading up
to the financial crisis: “It is well-documented that prior to 2009, the
SEC failed to adequately fulfill its mission in the run-up to the fi-
nancial crisis—including its failure to adequately supervise the Na-
tion’s largest investment banks, which resulted in the bailout of
Bear Stearns and the collapse of Lehman Brothers and the ensuing
financial panic; its failure to supervise the credit rating agencies
that bestowed AAA ratings on securities that later proved to be no
better than junk; and its failure to ensure that issuers made ade-
quate disclosures about securities constructed from poorly under-
written mortgages that were bound to fail. In addition, subsequent
to the financial crisis, the SEC’s inability to detect the Madoff and
Stanford Ponzi schemes cast further doubt on its capability to su-
pervise the institutions under its regulatory mandate.”
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The Government Accountability Office [GAO] issued a report in
2010 in which it identified “material weaknesses in the SEC’s con-
trols.” It demonstrated deficiencies in the SEC’s reporting of finan-
cials, budgetary resources, and other internal controls.

While the administration requests expanding the SEC’s budget,
this resolution questions the premise that more funding for the
SEC means better, smarter regulation. It denies the claim that the
essential tasks of providing greater transparency, investor protec-
tion, and enforcement for increasingly complex markets can only be
achieved with reams of even more complex regulation, and by add-
ing scores of well-compensated regulators to government payrolls.
During a time when trimming the deficit is imperative, the SEC
should create headroom in its budget by streamlining and making
more efficient its operations and resources; defraying taxpayer ex-
penses by designating self-regulatory organizations (subject to SEC
oversight) to perform needed examinations of investment advisors;
and enhancing collaboration with other agencies, such as the Com-
modity Futures Trading Commission, to reduce duplication, waste,
and overlap in supervision. Ultimately, the committees of jurisdic-
tion will establish the specific policies.

MANDATORY SPENDING

Extend and Expand Auction Authority. Congress first granted
auction authority to the Federal Communications Commission in
the mid-1990s. Since then, auctions have generated more than $50
billion for the U.S. Treasury and created a vibrant wireless indus-
try that contributes hundreds of thousands of jobs and hundreds of
billions annually to the economy. With wireless usage growing ex-
ponentially every quarter, more spectrum is desperately needed.
But the FCC’s auction authority expires in 2012. Extending and ex-
panding the auction authority would enable the agency to conduct
voluntary incentive auctions that would encourage private entities
to vacate under-utilized spectrum and make it available for re-auc-
tion—and could generate more than $24 billion over 10 years.

Terminate the Telecommunications Development Fund [TDF].
This fund, created by the Telecommunications Act of 1996, is a
quasi-governmental venture capital entity that receives interest
earnings from deposits made on spectrum auctions. A portion of the
funding is used to invest in small telecommunications companies,
and the rest is used for salaries and administrative costs, including
lobbying. The fund has not demonstrated significant success in
meeting its statutory goals, and its efforts overlap with several
other Federal programs and the private sector. To date, the TDF
has collected $100 million that would have otherwise been depos-
ited into the Treasury and directly benefited taxpayers. Congress
should accept the President’s proposal to eliminate this program.

Freeze Universal Service Collections at Fiscal Year 2011 Levels,
and Reduce Spending. In 1997 the Federal Communications Com-
mission established the Universal Service Fund [USF] to preserve
affordable telephone service for rural areas to enable the tele-
communications industry’s transition from a cross-subsidized mo-
nopoly to a competitive marketplace. This fund collects receipts de-
rived by certain telecommunications operators from charges on
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their customers’ phone bills to promote service to high-cost areas,
low-income users, e-rate for schools and libraries, and rural health
care. But runaway costs and lack of accountability have left this
program in desperate need of reform. The USF fee now amounts
to a 15-percent surcharge on subscribers’ long-distance bills. Mean-
while, annual USF spending has doubled over the past decade,
growing from $4.5 billion in 2000 to an estimated $9.09 billion this
year, and is expected to reach $11.2 billion by 2021. The Energy
and Commerce Committee has thoroughly documented cases of
waste, fraud, and abuse in the USF programs, while the Office of
Management and Budget has designated it as one of 14 Federal
programs with “high-error” based on its level of improper pay-
ments. Moreover, the USF significantly overlaps with the Rural
Broadband Access Loan and Loan Guarantee Program, the Com-
munity Connect Grant Program, the Distance Learning and Tele-
medicine Grant Program, and the $7 billion allocated in the
broadband provisions of the American Recovery and Reinvestment
Act of 2009. A complete overhaul of funding in this policy area is
warranted. It might include freezing USF collections so they cannot
rise any further; eliminating duplication by consolidating all com-
peting broadband funding programs into a modernized USF; and
requiring a minimum $1-billion reduction in annual spending
through the elimination of waste, fraud and abuse.

Terminate Grants to Worsted Wool. The Miscellaneous Trade and
Technical Corrections Act of 2004 (Public Law 108-429) mandated
payments to certain manufacturers of worsted wool products to
ease adjustment to changes in trade law. The grants, originally
slated to end in 2007, still exist and have been extended until 2014.
Termination of this “temporary” grant program is overdue.

Restrict New FDIC Authority to Bail Out Bank Creditors. This
budget proposes to end the cycle of future bailouts perpetuated by
the Dodd-Frank Wall Street Reform and Consumer Protection law.

This financial regulatory overhaul is not reform. It expands and
centralizes power in Washington, doubling down on the root causes
of the 2008 crisis. It contains layer-upon-layer of new bureaucracy
sewn together by complex regulations, but fails to address key
problems, such as Fannie Mae and Freddie Mac, that contributed
to the worst financial meltdown in recent history. Although the bill
is dubbed “Wall Street Reform,” it actually intensifies the problem
of too-big-to-fail by giving large, interconnected financial institu-
tions advantages that small firms will not enjoy.

While the authors of Dodd-Frank went to great lengths to de-
nounce bailouts, this law only sustains them. The Federal Deposit
Insurance Corporation [FDIC] now has the authority to access tax-
payer dollars in order to bail out the creditors of large, “system-
ically significant” financial institutions. CBO projects the cost for
this new authority at $26 billion, although CBO Director Elmen-
dorf recently testified that “the cost of the program will depend on
future economic and financial events that are inherently unpredict-
able.” In other words, another large-scale financial crisis where
creditors are guaranteed government bailouts could cost much
more.
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This resolution calls for ending this regime, now enshrined into
law, which paves the way for future bailouts. House Republicans
put forth an enhanced bankruptcy alternative that—instead of re-
warding corporate failure with taxpayer dollars—would place the
responsibility of large, failing firms in the hands of the share-
holders who own them, the managers who run them, and the credi-
tors who finance them.

This resolution also supports cancelling ability of the Dodd-Frank
Bureau of Consumer Financial Protection to fund its operations
with the Federal Reserve’s yearly remittances to the Treasury De-
partment. The bill was written to provide off-budget financing for
the new Bureau, which will be housed at the Federal Reserve but
will have complete autonomy from the Fed. To preserve its inde-
pendence as the Nation’s monetary authority, the Federal Reserve
is off budget and its excess earnings from monetary operations are
returned to the Treasury to reduce the deficit. Now, instead of di-
recting these remittances to reduce the deficit, Dodd-Frank re-
quires diverting a portion of them to pay for a new bureaucracy
with the authority to write far-reaching rules on financial products
and restrict credit to the very customers it seeks to “protect.”

Privatize the Business of Government-Controlled Mortgage Giants
Fannie Mae and Freddie Mac. Since being placed into government
conservatorship in 2008, Fannie Mae and Freddie Mac, absent
major reforms, are expected to have an all-in cost to taxpayers of
more than $375 billion through 2021, according to CBO estimates.
This includes the losses on preexisting commitments, those entered
into prior to conservatorship, of about $248 billion. CBO has made
Fannie and Freddie explicit entities of the Federal budget, account-
ing for their liabilities as liabilities of the government. In contrast,
the administration does not fully account for the taxpayer exposure
of Fannie and Freddie, instead leaving them off budget.

So far, Treasury has bailed out Fannie and Freddie to the tune
of $150 billion. Fannie Mae, Freddie Mac, and the Federal Housing
Administration now own or insure 95 percent of the entire U.S.
housing market.

This budget recommends putting an end to the practice of cor-
porate subsidies and taxpayer bailouts in housing finance. It envi-
sions the eventual elimination of Fannie Mae and Freddie Mac,
winding down their government guarantee and ending taxpayer
subsidies. In the interim, it supports requiring Fannie and Freddie
to charge lenders to bring private capital back, shrinking their re-
tained portfolios. It also calls for various measures that would
bring transparency and accountability to these two government-
sponsored enterprises.

At the same time, the government should adopt measures to dis-
courage shifting of taxpayer risk to the FHA and other govern-
ment-backed entities as Fannie and Freddie are dismantled. Right
now, there are notable differences between the accounting treat-
ment of FHA-insured loans and Fannie- and Freddie-guaranteed
loans. The Federal Credit Reform Act of 1990, which determines
cost by taking net present value of the cash flows associated with
loans and discounting them using marketable Treasury security
rates, applies to FHA Mutual Mortgage Insurance loans. But this
understates the full costs associated with FHA loans. In contrast,
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CBO uses fair value scoring for Fannie Mae- and Freddie Mac-
guaranteed loans, which reflects the full financial risk incurred by
the taxpayer of backing these loans.

As a result, similar policies for Fannie and Freddie versus FHA
could have opposite effects on the budget. For example, a decrease
in the conforming loan limit for FHA loans under straight credit
reform would increase spending and the deficit. In contrast, a de-
crease in the conforming loan limits for Fannie and Freddie loans
would reduce spending and the deficit by reducing the expected
taxpayer subsidy. Put another way, if credit reform scoring used by
FHA were applied to Fannie Mae and Freddie Mac, it would show
a savings to the Federal Government—when in reality the Treas-
ury Department has provided more than $150 billion to date to
cover their past losses. This resolution authorizes the use of fair
value scoring for FHA loans. Without it, there is an opportunity for
credit reform arbitrage by shifting loan losses into FHA on the
budget, where they will appear as “gains” for the taxpayer.

As the government reforms its role in U.S. housing markets,
which this resolution supports, Fannie, Freddie and FHA loans
should be treated with parity and full transparency on the budget.
The housing-finance system of the future, however, will allow pri-
vate-market secondary lenders to fairly, freely, and transparently
compete, with the knowledge that they will ultimately bear appro-
priate risk for the loans they guarantee. Their viability and profit-
ability will be determined by the soundness of their practices and
the value of their services.






FUNCTION 400: TRANSPORTATION

Function Summary

Although transportation infrastructure is a vital component of
the U.S. economy—the mechanisms of Federal highway and transit
spending have become distorted. Further, however worthy some
transportation projects might be, their capacity as job creators has
been vastly oversold, as demonstrated by the extravagant but
unfulfilled promises that accompanied the 2009 “stimulus” bill. It
is not solely a matter of how much the public spends on infrastruc-
ture, but how effectively the funds are spent—and how that spend-
ing is financed.

This budget builds on H.R. 1, which returns discretionary Fed-
eral transportation spending to 2008 levels, and in particular re-
duces dubious high-speed rail projects that have failed the clear
basic cost-benefit analyses.

This budget category includes ground, air, water and other trans-
portation funding. The major agencies and programs here include
the Department of Transportation (including the Federal Aviation
Administration; the Federal Highway Administration; the Federal
Transit Administration; highway, motor carrier, rail and pipeline
safety programs; and the Maritime Administration); the Depart-
ment of Homeland Security (including the Federal Air Marshals,
the Transportation Security Administration, and the U.S. Coast
Guard); the aeronautical activities of the National Aeronautics and
Space Administration [NASA]; and the National Railroad Pas-
senger Corporation [Amtrak].

Summary of Committee-Reported Resolution

The resolution calls for $64.3 billion in budget authority and
$80.4 billion in outlays in fiscal year 2012. Discretionary budget
authority in 2012 is $23.8 billion, with outlays of $80.2 billion; and
mandatory spending is $40.5 billion in budget authority and $221
million in outlays. (The large discrepancies between budget author-
ity and outlays here results from transportation programs, such as
the Highway Trust Fund, through which funding is provided as
contract authority, a type of mandatory budget authority, while
outlays are controlled by annual limitations on obligations set in
appropriations acts.) Over 10 years, budget authority totals $661.7
billion, with outlays of $704.2 billion.

Illustrative Policy Options

The budget supports maintaining essential funding for highways,
aviation and safety, with reductions in other transportation activi-
ties of lower priority to the Federal Government. As is true else-
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where, actual policy decisions will be determined by the committees
of jurisdiction. Nevertheless, the options below suggest one set of
policies that can help meet the budget’s levels.

DISCRETIONARY SPENDING

Eliminate Funding for High-Speed Rail. With the Federal Gov-
ernment’s fiscal challenges making long-term subsidization infeasi-
ble, high-speed rail projects and any new intercity rail projects
should be pursued only if they can be established as self-supporting
commercial services. The threat of large, endless subsidies is pre-
cisely the reason Governors across the country are rejecting feder-
ally funded high speed rail projects. There are only two high-speed
rail lines in the world that break even: one in Europe and one in
Japan, and both in areas that have unusually high population den-
sity and gasoline prices.

Terminate the Transit Starts Programs. The budget calls for ter-
minating the New Starts and Small Starts programs within the
Department of Transportation. The benefits of these mass transit
projects are local, not national. They should be funded at the local
level.

Increase Registration Fees for the Federal Aviation Administra-
tion [FAA]. The FAA regulates the registration of aircraft and the
licensing and certification of pilots. Currently, taxpayers subsidize
aircraft owners and operators because there is no charge for some
of these licenses, while others are issued at below cost. The costs
for these services should be borne by those who benefit from them.

MANDATORY SPENDING

Balance the Highway Trust Fund. Federal surface transportation
programs are mainly funded through the 18.4-cent-per gallon tax
on gasoline and the 24.4-cent-per-gallon tax on diesel fuel that are
deposited into the Highway Trust Fund. This fund is on an
unsustainable path. Over the past decade, spending has mostly ex-
ceeded revenues because gas-tax levels plateaued while spending
grew; and spending increasingly has been diverted to non-highway
projects, such as bike trails and museums, and politicized through
earmarks such as the celebrated “bridge to nowhere.” To make up
for funding shortfalls, the trust fund has required three large gen-
eral fund contributions totaling $35 billion since 2008. To maintain
the current level of spending, the fund will require at least another
$134 billion in bailouts through 2021, with the next installment
due in 2013. The budget anticipates a long-term surface transpor-
tation authorization bill that keeps the Highway Trust Fund sol-
vent without additional general fund transfers or increases in the
gasoline tax. The legislation could achieve these goals by consoli-
dating the more than 55 separate highway programs into a small
number of core highway activities, and focusing every dollar on
pursuing a targeted and cohesive national transportation policy.

Under current law, the trust fund cannot incur negative balances
and therefore must maintain a $4 billion balance in the Highway
Account and a $2 billion balance in the Transit Account to prevent
a general fund transfer. This budget assumes these transportation
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programs are reformed and funding is reduced to maintain these
balances.

Make Airport Improvement Grants Sustainable. Through the Air-
port Improvement Program [AIP], the Federal Aviation Adminis-
tration provides capital improvement grants to airports. Between
2000 and 2010, spending on the AIP program increased by 47-per-
cent. In light of soaring deficits, these high levels cannot be sus-
tained. The budget calls for reasonable spending reductions con-
sistent with H.R. 658, the FAA Reauthorization and Reform Act of
2011, which maintains the ability for airports to obtain additional
non-Federalsources of funding for important infrastructure invest-
ments.

Require Airports to Fund a Larger Portion of the Cost of Aviation
Security. Taxpayers currently subsidize more than half the cost of
aviation security for the travelers who use and benefit from the
system. This burden could be eased by shifting greater responsi-
bility to those who fly. One way to do so would be by applying a
simple flat fee of $5 per one-way trip for security system users—
instead of a $2.50 fee for a one-way trip with no stops and a $5
fee for a trip with one or more stops.

Phase Out Subsidies for Essential Air Service [EAS]. EAS is a
classic example of a temporary government program that has be-
come immortal. EAS funding—originally intended to provide tran-
sitional assistance to small communities to adjust to the airline de-
regulation in the late 1970s—has not only continued, but has
grown rapidly in recent years. From $50 million in 2001, it quad-
rupled to $200 million in fiscal year 2010, with a 45-percent in-
crease since 2000 in the number of communities using these sub-
sidies. According to the Transportation and Infrastructure Commit-
tee’s Views and Estimates, 34 EAS communities in fiscal year 2010
averaged fewer than 10 passengers per day; and in 22 EAS commu-
nities, pilots often outnumbered passengers. Further, last year sub-
sidies in 16 EAS communities exceeded $1,000 per-passenger on a
round-trip basis, while one community had a per passenger round
trip subsidy of $8,224.

Offset the Cost of Federal Rail Safety Activities. Private-sector
passenger and rail freight companies should assume responsibility
for government-provided safety services by paying a fee to the Fed-
eral Railroad Administration.

Terminate the Ocean Freight Differential Program for Food Aid.
Current law requires the Department of Transportation to reim-
burse other Federal agencies for the subsidies they must pay to the
U.S. shipping industry to transport food aid. The budget rec-
ommends ending these subsidies.






FUNCTION 450: COMMUNITY AND REGIONAL
DEVELOPMENT

Function Summary

This category includes programs that provide Federal funding for
economic and community development in both urban and rural
areas, including: Community Development Block Grants [CDBGs];
the non-power activities of the Tennessee Valley Authority; the re-
gional commissions, including the Appalachian Regional Commis-
sion; the Economic Development Administration [EDA]; and partial
funding for the Bureau of Indian Affairs.

Homeland Security spending in this function includes the State
and local government grant programs of the Department of Home-
land Security, including partial funding for the Federal Emergency
Management Agency [FEMA].

Aside from those programs related to emergency preparedness
and critical needs, this resolution supports streamlining non-essen-
tial community and regional initiatives that are not core functions
of the Federalgovernment.

Summary of Committee-Reported Resolution

The resolution calls for $11.6 billion in budget authority and
$23.6 billion in outlays in fiscal year 2012. Discretionary budget
authority in 2012 is $11.4 billion, with $21.3 billion in associated
outlays. Mandatory spending in 2012 is $157 million in budget au-
thority and $2.3 billion in outlays. The 10-year totals for budget
autlllority and outlays are $115.4 billion and $144.7 billion, respec-
tively.

The large gap between budget authority and outlays in the func-
tion totals and discretionary levels results mainly from prior-year
outlays from the stimulus bill.

Illustrative Policy Options

As elsewhere, the committees of jurisdiction will make final pol-
icy determinations. The proposals below indicate policy options that
might be considered.

DISCRETIONARY SPENDING

Eliminate Non-Core Programs. At a time when shrinking spend-
ing is imperative for the government’s fiscal well-being, this resolu-
tion recommends taking a hard look at community and regional
programs; focusing on those that deliver funds for non-core
Federalgovernment functions; and consolidating, streamlining and
jettisoning wherever possible. Among programs that should be con-
sidered in this review are the following:
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e The Community Development Fund [CDF]. Historically, about
80 percent to 90 percent of funding for the CDF is spent on the
Community Development Block Grant [CDBG]. CDBG is an annual
formula grant directed to State and local governments to address
a broad array of initiatives. In 2010, about $4 billion was appro-
priated for CDBG. Currently, there is no set community poverty
rate to be eligible for funds, nor is there an exclusion for commu-
nities with high average income. H.R. 1 reduced the funding for
CDBG sharply from more than $4 billion to $1.5 billion.

o The Department of Housing and Urban Development [HUD]
Role in Brownfields Redevelopment. This is a grant program for
cities to develop, for other economic purposes, abandoned and
unneeded properties that were formerly industrial and commercial
sites. The President’s budget and H.R. 1 both recommend termi-
nation of this program, which is duplicative with many existing
HUD and other community development initiatives.

e The Community Development Financial Institutions [CDFI]
Fund. The main purpose of the CDFI, which is in the Department
of the Treasury, is to direct funding to a range of financial institu-
tions to assist with community development. Spending for CDFI
has grown 43 percent since 2008, there is overlap with CDFI in
other areas of the government, and the core purpose of the program
is increasingly hard to define. Its New Markets Tax Credit Pro-
gram, designed to spur private capital investment in low-income
areas, has financed development in luxury hotels, condominiums,
and other projects for financial institutions such as The Blackstone
Group, Goldman Sachs, and JPMorgan Chase. In addition, the
President’s budget would use CDFI for the Healthy Food Financing
Initiative [HFFI]—part of the “Let’s Move!” program led by the
First Lady—provides financing from CDFI to certain retail oper-
ations that offer healthy food options.

MANDATORY SPENDING

Reform the National Flood Insurance Program [NFIP]. This pro-
gram, administered by the Federal Emergency Management Agen-
cy, is one of the major mandatory programs in Function 450. While
CBO’s budget baseline assumes collections from policyholders will
cover costs associated with flood insurance activities, the NFIP con-
tinues to owe a debt of $19.6 billion to the Treasury, on which it
must also pay debt service. Most of this debt accumulated during
the hurricane season of 2005. Currently, 20 percent of NFIP poli-
cies are subsidized. On average, taking into account subsidized and
unsubsidized policies under NFIP, premium collections cover only
40 percent of the actuarial value of the insurance.

NFIP, like many other government programs, was designed as a
temporary incentive for homeowners who were unaware of their
flood risks (before flood-mapping began in 1975) to purchase flood
insurance. At present, however, homeowners can receive NFIP sub-
sidies for new purchases of existing properties with high-flood risk
(even though flood mapping began decades ago), for second and va-
cation homes, and for properties that realize repetitive losses from
flood damage. While ultimately the authorizing committee will de-
termine the appropriate course to pursue for flood insurance re-
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form, this resolution supports options for NFIP that eliminate the
subsidy for those types of properties in particular, efforts that
would create more headroom for the private sector in flood insur-
ance, and any other policies that would make the NFIP more actu-
arially sound and reduce its deficit to the Treasury.






FUNCTION 500: EDUCATION, TRAINING, EMPLOYMENT,
AND SOCIAL SERVICES

Function Summary

The budget for the U.S. Department of Education, and the role
of the Federal Government in education, have grown significantly
over the past 45 years, but academic achievement has not seen a
commensurate improvement. Now more than ever, the Nation’s
students must have access to a high-quality education and skills-
training needed to compete in the rapidly changing global economy.
At the same time, Congress must make every dollar count by elimi-
nating wasteful, duplicative, and ineffective programs. The U.S.
Government Accountability Office [GAO] recently identified many
areas that are ripe for reform. In the area of education, their report
identified 82 separate programs designed to improve teacher qual-
ity across 10 Federal agencies, and dozens of overlapping job train-
ing programs.

Reforms in these areas are reflected in Function 500, which cov-
ers Federal spending primarily in the Departments of Education,
Labor, and Health and Human Services for programs that directly
provide—or assist States and localities in providing—services to
young people and adults. Activities reflected here provide develop-
mental services to low-income children; help fund programs for dis-
advantaged and other elementary and secondary school students;
make grants and loans to post secondary students; and fund job-
training and employment services for people of all ages.

Summary of Committee-Reported Resolution

The resolution provides $67.1 billion in budget authority and
$100.0 billion in outlays in fiscal year 2012. In that year, discre-
tionary spending is $77.3 billion in budget authority and $100.3
billion in outlays; mandatory spending in 2012 is —$10.2 billion in
budget authority and —$288 million in outlays. Over 10 years,
spending in this function totals $730.9 billion in budget authority
and $776.8 billion in outlays.

The large gap between budget authority and outlays in the func-
tion totals and discretionary levels results mainly from prior-year
outlays from the stimulus bill. The negative mandatory numbers
are due to the direct lending program, in which the Education De-
partment acts effectively as a bank making student loans.

Illustrative Policy Options

The committees of jurisdiction will make final policy determina-
tions, but options worthy of consideration include the following.
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DISCRETIONARY SPENDING

Reform Job Training Programs. As global economic forces churn
through old jobs and create new ones, more workers must obtain
additional skills to meet changing demands of the modern job mar-
ket. Unfortunately, Federal job training programs are balkanized,
difficult to access, and lacking in accountability. There are at least
49 job training programs spread across nine different agencies. In
January, the GAO issued a report that found almost all
Federalemployment and training programs overlap with at least
one other program, providing similar services to similar popu-
lations. Together, these programs spent $18 billion in fiscal year
2009, including stimulus dollars, and $14.5 billion in fiscal year
2010. Meanwhile, Senator Coburn recently presented a report high-
lighting the high amount of waste, fraud, and abuse that occurs in
these programs. All congressional committees with jurisdiction over
job training programs should look to consolidate as many adminis-
trative structures as possible to eliminate duplication and maxi-
mize taxpayer funds by focusing them on the most effective means
of delivering job training activities. A streamlined approach will
not only provide administrative savings, but improve access, choice,
and flexibility to enable workers and job seekers to respond quickly
and effectively to whatever specific career challenges they face.

Restore funding for the DC Opportunity Scholarship Program
[DC OSP]. The DC Opportunity Scholarship program, created in
2003, enabled thousands of the neediest children in the District of
Columbia’s failing public schools to attend participating private ele-
mentary or secondary schools of their choice. Even in the midst of
its stimulus spending spree, the 111th Congress refused to reau-
thorize this program, denying students access to a high-quality
education in the Nation’s Capital. This budget supports the rein-
statement of the successful DC Opportunity Scholarship Program.

Make the Pell Grant Program Sustainable. Pell Grants are the
perfect example of promises that cannot be kept. The program is
on an unsustainable path, a fact acknowledged by the President’s
own fiscal year 2012 budget. The College Cost Reduction and Ac-
cess Act of 2007 [CCRAA], the Higher Education Opportunity Act
of 2008 [HEOA], the ‘stimulus’ bill, and the Student Aid and Fiscal
Responsibility Act of 2010 [SAFRA] all made Pell Grants more gen-
erous than the Federal budget could afford. This, along with a dra-
matic rise in the number of eligible students due to the recession,
have caused program costs to more than double since 2008, from
$16.1 billion in 2008 to an estimated $35.0 billion in fiscal year
2012. The Department of Education warns that without changes to
reduce program costs, Pell Grants will have a shortfall of $20.4 bil-
lion at the end of fiscal year 2012.

Urgent reforms are necessary to enable the program to continue
as the foundation of the Nation’s commitment to helping low-in-
come students gain access to higher education. The budget rec-
ommends the following:

e End year-round Pell. The Higher Education Opportunity Act
expanded Pell Grant funding for eligible students to receive a sec-
ond Pell Grant in a single year to attend summer school. The De-
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partment of Education attributes 22-percent of program growth
since 2008 to this extra award.

o Set stricter lifetime limits. Currently, students can get Pell
Grants for 18 semesters (9 years). The budget recommends a limit
of 12 semesters (6 years), or their equivalents for part-time stu-
dents.

¢ Roll back certain recent expansions to the Need Analysis to
Ensure Aid is Targeted to the Truly Needy. The Department of
Education attributes 14 percent of program growth since 2008 to
recent legislative expansions to the need analysis formula. The big-
gest cost drivers come from changes made in the College Cost Re-
duction and Access Act of 2007 [CCRAA], such as the expansions
of the level at which a student qualifies for an automatic zero ‘Ex-
pected Family Contribution’ [EFC] and the income protection allow-
ance. These should be returned to pre-CCRAA levels.

¢ Eliminate administrative fees paid to participating institu-
tions. The government pays participating schools $5 per grant to
administer and distribute Pell awards. Schools already benefit sig-
nificantly from the Pell program because the aid makes attendance
at those schools more affordable.

e Consider a maximum income cap. Currently there is no fixed
upper income limit for a student to qualify for Pell. Figures are
simply plugged into a formula to calculate the amount for which
the student qualifies. The higher the student’s income level, the
less of a grant they receive.

¢ Eliminate eligibility for less-than-half-time students. Funding
should be reserved for students with a larger commitment to their
education.

e Terminate eligibility for those who currently receive the min-
imum award. Right now a student can get a minimum Pell award
of $278, which is unlikely to have much, if any, impact. Funding
should be more effectively targeted towards those who need it
most.

o Adopt a sustainable maximum award level. The Department of
Education attributes 25 percent of recent program growth to the
$619 increase in the maximum award done in the stimulus bill
that took effect in the 2009-10 academic year.

Eliminate Ineffective and Duplicative Federal Education Pro-
grams. The current structure for K-12 programs at the Department
of Education is fragmented and ineffective. Moreover, many pro-
grams are duplicative or are highly restrictive, serving only a small
number of students. Given the budget constraints, Congress must
focus resources on programs that truly help students. The budget
calls for reorganization and streamlining of K-12 programs and an-
ticipates major reforms to the Elementary and Secondary Edu-
cation Act [ESEA], which was last reauthorized as the No Child
Left Behind Act [NCLB]. The budget would continue the termi-
nations and reductions made in H.R. 1 to programs that are failing
to improve student achievement. It also recommends that the com-
mittees of jurisdiction address the duplication between the 82 pro-
grams that are designed to improve teacher quality.
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Eliminate the Even Start Program. Even Start provides family
literacy classes to low-income families. Evaluations have shown the
program to be ineffective.

Encourage Private Funding for Cultural Agencies. Federal sub-
sidies for the National Endowment for the Arts, the National En-
dowment for the Humanities, and the Corporation for Public
Broadcasting can no longer be justified. The activities and content
funded by these agencies go beyond the core mission of the Federal
Government and they are generally enjoyed by people of higher
education and income levels, making them a wealth transfer from
poorer to wealthier citizens. These agencies can raise funds from
private-sector patrons—which will also free them from any risk of
political interference.

Reform and Consider Eliminating the Corporation for National
and Community Service. Programs administered out of this agen-
cy—which created the oxymoron of the paid “volunteer”—provide
funding to students and others who work in certain areas of public
service. Participation by “volunteers” in these programs is not
means-tested. The Federal Government already has aid programs
focused on low-income students, and paying volunteers is not a core
Federal responsibility, especially in times of high deficits and debt.
Further, it is much more efficient to have such efforts operate at
the State and local level by the community that receives the benefit
of the service.

Accept the President’s Proposal to Terminate the Christopher Co-
lumbus Fellowship Foundation. This fellowship program has not
demonstrated clear outcomes and has high overhead costs.

Accept the President’s Proposal to End Funding for the Harry S.
Truman Scholarship Foundation. This program can continue to op-
erate on its endowed Trust Fund.

Terminate the Safe and Drug-Free Schools Program. This pro-
gram funds grants to reduce youth substance abuse. Program eval-
uations have repeatedly found the program to be ineffective.

Promote State, Local, and Private Funding for Museums and Li-
braries. The Federal Institute of Museum and Library Services is
an independent agency that makes grants to museums and librar-
ies. This is not a core Federal responsibility. This function can be
funded at the State and local level and augmented significantly by
charitable contributions from the private sector.

MANDATORY SPENDING

Repeal New Funding From the Student Aid and Fiscal Responsi-
bility Act [SAFRA] of 2010. During the debate on SAFRA, the Con-
gressional Budget Office provided estimates that showed projected
future savings from a government takeover of all Federal student
loans decreased dramatically when “market risk” was taken into
account. Since that time, the President’s National Commission on
Fiscal Responsibility and the Pew-Peterson Commission on Budget
Reform have recommended the incorporation of such “fair value ac-
counting” for all Federal loan and loan guarantee programs to en-
able the true assessment of their cost to taxpayers. Unfortunately,
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SAFRA used the higher non-adjusted savings projection to sub-
sidize the new health care law and to increase spending on several
education programs. Although much of the funding allocations have
already been spent, Congress could cancel the future spending in
the following ways:

o First, it could repeal the expansion of the Income-Based Repay-
ment [IBR] program. SAFRA made more generous the IBR plan for
new borrowers of Direct Loans. This program, created in the Col-
lege Cost Reduction and Access Act of 2007, is still relatively new.
Congress should ensure the program is meeting its intended goals
before it is expanded.

¢ Second, Congress could repeal the new mandatory College Ac-
cess Challenge Grants. SAFRA dedicated mandatory spending to
this discretionary program regardless of its effectiveness and cre-
ated a “funding cliff” with resources abruptly terminating in 2014.

e Third, it could make discretionary payments to non-profit
servicers, rather than mandatory payments. SAFRA established
two separate funding categories for Direct Loan servicing contracts,
a mandatory stream for eligible non-profit servicers and a discre-
tionary stream for other servicers. Both of these types of servicers
should be funded with discretionary funds.

e Fourth, it could make discretionary funding for the Community
College/TAA grants. SAFRA provides mandatory funding for fiscal
years 2011-14 for the Trade Adjustment Assistance [TAA] Commu-
nity College and Career Training program a competitive grant pro-
gram administered by the Department of Labor. This is a discre-
tionary program that should not be funded with mandatory funds.

Accept the Fiscal Commission’s Proposal to Eliminate In-School
Interest Subsidies for Undergraduate and Graduate Students. The
budget would accept the Fiscal Commission’s recommendation to
eliminate in-school interest subsidies for undergraduate and grad-
uate students. The Federal Government focuses aid on family in-
come prior to a student’s enrollment, and then provides a number
of repayment protections and, in some cases, loan forgiveness after
graduation. There is no evidence that eliminating in-school interest
is critical to individual matriculation.

Reform and Consider Eliminating the Social Services Block
Grant. The Social Services Block Grant is an annual payment sent
to States without a matching requirement, to help achieve a range
of social goals, including child care, health services, and employ-
ment services. Most of these are also funded by other Federal pro-
grams. States are given wide discretion to determine how to spend
this money and are not required to demonstrate the outcomes of
this spending, so there is no evidence of its effectiveness. The budg-
et recommends eliminating this duplicative spending.






FUNCTION 550: HEALTH

Function Summary

The principal driver of spending in this function is Medicaid, the
Federal-State low-income health program. It represents more than
70 percent of the function total, and is growing at a rate of 7.5 per-
cent per year—far faster than the growth of the overall economy.
The Congressional Budget Office [CBO] projects that Federal
spending on this program to be $259.7 billion in fiscal year 2012.
This is expected to more than double within the next 10 years,
reaching $559.9 billion by fiscal year 2021.

But this represents only the Federal share of Medicaid. State
spending on the program is expected to follow these same trends.
According to the Centers for Medicare and Medicaid Services’ De-
cember 2010 Actuarial Report on the Financial Outlook on Med-
icaid, total State spending will rise from $133.5 billion in 2010 to
$327.6 billion in 2019.

While these spending trends are clearly unsustainable, Medicaid
also has fostered a two-tiered hierarchy in the health-care market-
place that stigmatizes Medicaid enrollees. Its perverse funding
structure is exacerbating budget pressures at the State and Fed-
eral level, while creating a mountain of waste. With administrators
looking to control costs and providers refusing to participate in a
system that severely under-reimburses their services, Medicaid
beneficiaries are ultimately left navigating an increasingly complex
system for even the most basic procedures. Absent reform, Med-
icaid will not be able to deliver on its promise to provide a sturdy
health-care safety net for society’s most vulnerable.

Medicaid’s current structure gives States a perverse incentive to
expand the program and little incentive to save. For every dollar
that a State government spends on Medicaid, the Federal Govern-
ment pays an average of 57 cents. Expanding Medicaid coverage
during boom years is tempting and easy to do—State governments
pay less than half the cost. Yet to restrain Medicaid’s growth,
States must rescind a dollar’s worth of coverage to save 43 cents.

The recently enacted health care law adds even more liabilities
to an already unsustainable program. CBO estimates the new law
will increase Federal Medicaid spending $627 billion more than it
otherwise would be. This is due to the millions of new beneficiaries
that are being driven into the program. In fact, CBO estimates that
in every year for the next ten years, no fewer than 30 million new
enrollees will be added the Medicaid program.

For all these reasons, this budget anticipates a fundamental re-
form of the Medicaid Program. One potential approach is described
below.
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In addition to Medicaid, this budget function reflects spending
for the State Children’s Health Insurance Program [SCHIP], health
research and training, including the National Institutes of Health
[NIH] and substance abuse prevention and treatment; and con-
sumer and occupational health and safety, including the Occupa-
tional Safety and Health Administration.

Discretionary spending in this function includes funding for
Project Bioshield, the National Institutes of Health, including the
National Institute of Allergy and Infectious Diseases, the Food
Safety and Inspection Service, and the Food and Drug Administra-
tion.

Summary of Committee-Reported Resolution

The resolution calls for $341.9 billion in budget authority and
$346.6 billion in outlays in fiscal year 2012. Discretionary spending
for the year is $50.1 billion in budget authority and $60.2 billion
in outlays; mandatory spending is $291.8 billion in budget author-
ity and $286.5 billion in outlays. The 10-year totals for budget au-
thorlity and outlays are $3.53 trillion and $3.49 trillion, respec-
tively.

Illustrative Policy Options

The exact contours of a Medicaid reform—as well as other poli-
cies flowing from the fiscal assumptions in this budget resolution—
will be determined by the committees of jurisdiction. Nevertheless,
the demand for Medicaid reform, and other measures to slow the
growth of Federal spending, are unquestioned, and one set of po-
tential approaches is described below.

MANDATORY SPENDING

Transform and Strengthen the Medicaid Safety Net. One way to
secure the Medicaid benefit is by converting the Federal share of
Medicaid spending into an allotment tailored to meet each State’s
needs, indexed for inflation and population growth. Such a reform
would end the misguided one-size-fits-all approach that has tied
the hands of so many State governments. States would no longer
be shackled by federally determined program requirements and en-
rollment criteria. Instead, each State would have the freedom and
flexibility and to tailor a Medicaid Program that fit the needs of its
unique population.

This reform also would improve the health-care safety net for
low-income Americans by giving States the ability to offer their
Medicaid populations more options and better access to care. Med-
icaid recipients, like all other Americans, deserve to choose their
own doctors and make their own health care decisions, instead of
having Washington dictate those decisions for them.

Based on this kind of reform, this budget assumes $750 billion
in savings over 10 years, easing the fiscal burdens imposed on
State budgets, and contributing to the long-term stabilization of
the Federal Government’s fiscal path.

Repeal the Medicaid Expansions in the New Health Care Law.
The recently enacted health care law calls for major expansions in
the Medicaid program beginning in 2014. These expansions will
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have significant impact on the Federal share of the Medicaid Pro-
gram, and will dramatically increase outlays.

From fiscal year 2014 through 2021, however, the new law is ex-
pected to increase Federal spending by $649 billion more than it
otherwise would be.

This future fiscal burden will have serious budgetary con-
sequences for both Federal and State governments. While the
health law requires the Federal Government to finance 100 percent
of the Medicaid costs associated covering new enrollees, this provi-
sion begins to phase out in fiscal year 2016. At that time, State
governments will be required to assume a share of this cost. This
share increases from fiscal year 2016 through 2020, when States
will be required to finance 10 percent of the health law’s expansion
of Medicaid.

Not only does this expansion magnify the challenges to both
State and Federal budgets, it also binds the hands of local govern-
ments in developing solutions that meet the unique needs of their
own citizens. The health care law would exacerbate the already
crippling one-size-fits-all enrollment mandates that resulted in
below-market reimbursements, poor health care outcomes, and re-
strictive services. The budget calls for repealing the Medicaid ex-
pansions contained in the health care law, and removing the bur-
densome programmatic mandates on State governments. Adopting
this option would save $649 billion over 10 years.

Repeal the Exchange Subsidies Created by the New Health Care
Law. According to CBO estimates, the health law proposes to spend
$777 billion over the next 10 years providing eligible individuals
with subsidies to purchase government-approved health insurance.
These subsidies can only be used to purchase plans that meet
standards determined by Federal bureaucracies. In addition to this
enormous market distortion, the law also stipulates a complex
maze of eligibility and income tests to determine how much of a
subsidy qualifying individuals may receive.

The new law couples these subsidies with a mandate for individ-
uals to purchase health insurance and bureaucratic controls on the
types of insurance companies can offer. Taken together, these pro-
visions will dramatically undermine the private insurance market,
which serves as the backbone of the current U.S. health care sys-
tem. Exchange subsidies will undermine the competitive forces of
a marketplace. Government mandates will drive out all but the
largest insurance companies. Punitive tax penalties will force indi-
viduals to purchase coverage whether they choose to or not.

Left in place, the health law will eventually lead to a single-
payer system in which the Federal Government determines how
much health care Americans need and what kind of care they can
receive. This budget recommends repealing the architecture of this
new law and allowing Congress instead to purse patient-centered,
consumer-directed health care reforms that actually bring down the
cost of care rather than putting those decisions into the hands of
bureaucrats. For Function 550, repeal of the insurance subsidies
and other exchange-related spending would save roughly $760 bil-
lion over 10 years.
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Other Related Savings. Interactions from repealing unspent stim-
ulus funding and other associated provisions in the new health care
law save roughly $24 billion over 10 years.

DISCRETIONARY SPENDING

Extend H.R. 1 Policies. This budget assumes the baseline pro-
posed by H.R. 1, the Full-Year Continuing Appropriations Act of
2011, as passed by the House on 19 February 2011. This will re-
duce aggregate spending for the Department of Health and Human
Services and other health-related agencies by requiring more effi-
cient use of taxpayer dollars and adopting recommendations made
by the Opportunities to Reduce Potential Duplication in Govern-
ment Programs, Save Taxpayer Dollars, and Enhance Revenue re-
port issued by the Government Accountability Office.



FUNCTION 570: MEDICARE

Function Summary

With the creation of Medicare in 1965, the United States made
a commitment to help fund the medical care of elderly Americans
without exhausting their life savings or the assets and incomes of
their working children and younger relatives. In urging the cre-
ation of Medicare, President Kennedy said that such a program
was chiefly needed to protect, not the poor, but people who had
worked for years and suddenly found all their savings gone because
of a costly health problem.

But spending for Medicare has grown quickly in recent decades—
in part because of rising enrollment and in part because of rising
costs per enrollee—and has reached unsustainable rates. Between
1975 and 2009, gross Federalspending for Medicare rose from 0.9
percent of GDP to 3.5 percent. Today Medicare outlays are growing
at a rate of 7.2 percent per year, and under the alternative fiscal
scenario in CBO’s The Long-Term Budget Outlook (June 2010),
mandatory spending on Medicare is projected to reach 7 percent of
GDP by 2035 and 14 percent of GDP by 2080. CBO’s March base-
line projects that Medicare’s Hospital Insurance Trust Fund will be
bankrupt by 2020.

Medicare’s imbalance threatens beneficiaries’ access to quality,
affordable care. The program’s fundamentally flawed structure is
driving up health care costs, which are, in turn, threatening to
bankrupt the system—and ultimately the Nation. Without reform,
the program will end up causing exactly what it was created to
avoid: millions of America’s seniors without adequate health secu-
rity and a younger working generation saddled with enormous
debts to pay for spending levels that cannot be sustained.

Letting government break its promises to current seniors and to
future generations is unacceptable. In addition, placing Medicare
on a sustainable path is an indispensable part of restoring the Fed-
eral Government’s fiscal balance. The reforms outlined in this
budget protect and preserve Medicare for those in or near retire-
ment, while saving and strengthening the program so future gen-
erations can count on it when they retire.

The Medicare Program’s spending appears here, in Function 570
of the budget resolution. The function reflects the Medicare Part A
Hospital Insurance [HI] Program, Part B Supplementary Medical
Insurance [SMI] Program, Part C Medicare Advantage Program,
and Part D Prescription Drug Benefit, as well as premiums paid
by qualified aged and disabled beneficiaries.

The various parts of the program are financed in different ways.
Part A benefits are financed primarily by a payroll tax (currently
2.9 percent of taxable earnings), the revenues from which are cred-

(103)



104

ited to the HI Trust Fund. For Part B, premiums paid by bene-
ficiaries cover about one-quarter of outlays, and the government’s
general funds cover the rest. (Payments to private insurance plans
under Part C are financed by a blend of funds from Parts A and
B.) Enrollees’ premiums under Part D are set to cover about one-
quarter of the cost of the basic prescription drug benefit, although
many low-income enrollees receive larger subsidies; the general
fund covers most of the remaining cost.

Summary of Committee-Reported Resolution

The resolution calls for $481.5 billion in budget authority and
$481.8 billion in outlays in fiscal year 2012. Discretionary spending
is $4.9 billion in budget authority and $5.3 billion in outlays in fis-
cal year 2012, and mandatory spending is $476.6 billion in budget
authority and $476.5 billion in outlays. Over 10 years, the function
totals are $6.32 trillion in budget authority and $6.32 trillion in
outlays.

Illustrative Policy Options

The Medicare Program attempts to do two things to make sure
that all seniors have secure, affordable health coverage. First, the
program pools risk among a specific population of Americans, en-
suring that seniors enjoy secure access to coverage. The policies
supported by this budget strengthen and enhance this aspect of
Medicare so seniors will have more health-care choices within the
same stabilized risk pool.

Second, Medicare subsidizes coverage for seniors to ensure that
coverage is affordable. Affordability is a critical goal, but the sub-
sidy structure of Medicare is fundamentally broken and drives
costs in the opposite direction. The open-ended, blank-check nature
of the Medicare subsidy drives health-care inflation at an aston-
ishing pace, threatens the solvency of the program, and creates in-
excusable levels of waste in the system.

While the committees of jurisdiction will make the final deter-
minations of specific Medicare reforms, the options described below
offer one clear and reliable path toward solvency.

PREMIUM SUPPORT

In the Medicare system, the Federal Government—not the pa-
tient—is the customer; and the government has been a clumsy, in-
effective steward of value. Controlling costs without limiting access
or sacrificing quality has proved impossible. In an attempt to get
control of the waste in the system, Washington has made across-
the-board payment reductions to providers without regard to qual-
ity or patient satisfaction. It has not worked. Costs have continued
to grow, seniors continue to lose access to quality care, and the pro-
gram remains on its path to bankruptcy. Absent reform, Medicare
will be unable to meet the needs of current seniors and future gen-
erations.

Reform aimed at empowering individuals—with a strengthened
safety net for the poor and the sick—will not only ensure the fiscal
sustainability of this program, the Federal budget, and the U.S.
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economy, but also guarantee that Medicare can fulfill the promise
of health security for America’s seniors.

The Medicare reform envisioned in this budget resolution begins
with a commitment to keep the promises made to those who now
are in or near retirement. Consequently, for those 55 and older, the
l\illedicare Program and its benefits will remain as they are, without
change.

For future retirees, the budget supports an approach known as
“premium support.”

Starting in 2022, new Medicare beneficiaries would be enrolled
in the same kind of health care program that Members of Congress
enjoy. The Medicare recipient of the future would choose, from a
list of guaranteed coverage options, a health plan that best suits
his or her needs. This is not a voucher program; a Medicare pre-
mium-support payment would be paid, by Medicare, directly to the
plan chosen by the beneficiary, subsidizing its cost. The program
would operate in a manner similar to that of the Medicare prescrip-
tion drug benefit. The Medicare premium-support payment would
be adjusted so that the sick would receive higher payments if their
conditions worsened; lower-income seniors would receive additional
assistance to help cover out-of-pocket costs; and wealthier seniors
would assume responsibility for a greater share of their premiums.

This approach to strengthening the Medicare Program—which
builds on the Rivlin-Ryan reform advanced in the President’s Fiscal
Commission—would ensure security and affordability for seniors
now and into the future. It would set up a carefully monitored ex-
change for Medicare plans. Health plans that chose to participate
in the Medicare Exchange would agree to offer insurance to all
Medicare beneficiaries—to avoid cherry-picking and ensure that
Medicare’s sickest and highest-cost beneficiaries received coverage.

While there would be no disruptions in the current Medicare fee-
for-service program for those currently enrolled or becoming eligi-
ble in the next 10 years, all seniors would have the choice to opt-
in to the new Medicare Program once it began in 2022. No senior
would be forced to stay in the old program. This budget envisions
giving seniors the freedom to choose a plan best suited for them,
guaranteeing health security throughout their retirement years.

This reform also ensures affordability by fixing the currently bro-
ken subsidy system and letting market competition work as a real
check on widespread waste and skyrocketing health-care costs. Put-
ting patients in charge of how their health care dollars are spent
will force providers to compete against each other on price and
quality.

ADDITIONAL IMPROVEMENTS IN THE MEDICARE PROGRAM

A Long-Term ‘Doc Fix.’ In recent years, Medicare’s physician re-
imbursement formula—the “sustained growth rate” [SGR]—has
threatened steep reductions in payments, leaving doctors uncertain
about their incomes and, in some cases, reluctant to take on addi-
tional Medicare patients. Congress has patched over the problem
numerous times with ad hoc increases in reimbursements—a prac-
tice known as the “doc fix.” These measures have become increas-
ingly expensive to taxpayers without stabilizing the program. With
the inclusion of a reserve fund this budget accommodates a fix to
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the Medicare physician payment formula for the next 10 years. It
supports reforms to provide for a reimbursement system that fairly
compensates physicians who treat Medicare beneficiaries while pro-
viding incentives to improve quality and efficiency.

Ending the Raid on the Medicare Trust Fund. Supporters of last
year’s government takeover of health care insisted the law would
both shore up the Medicare Trust Fund and pay for a new health-
care entitlement program. In testimony before the Committee,
Medicare’s chief actuary stated that the same dollar could not be
used twice. This budget calls for directing any potential Medicare
savings in current law toward shoring up Medicare, not paying for
new entitlements. As part of the repeal of the new health care law,
the budget eliminates its new rationing board (the Independent
Payment Advisory Board) and stabilizes plan choices for current
seniors.

Medical Liability Insurance Reform. This budget also advances
common-sense curbs on abusive and frivolous lawsuits. Medical
lawsuits and excessive verdicts increase health care costs and re-
sult in reduced access to care. When mistakes happen, patients
have a right to fair representation and fair compensation. But the
current tort litigation system too often serves the interests of law-
yers while driving up costs. The budget supports several changes
to laws governing medical liability, including limits on noneconomic
and punitive damages.



FUNCTION 600: INCOME SECURITY

Function Summary

The welfare reforms of the late 1990s are a success story of mod-
ern domestic policy, but they did not go as far as many think. Re-
formers were not able to extend their work beyond cash welfare to
other means-tested programs. Notably, programs that subsidize
food and housing for low-income Americans remain dysfunctional,
and their explosive growth is threatening the overall strength of
the safety net. If the government continues running trillion-dollar
deficits and experiences a debt crisis, the poor and vulnerable will
undoubtedly be the hardest hit, as the Federal Government’s only
recourse will be severe, across-the-board cuts.

Most of the Federal Government’s income support program are
included in Function 600, Income Security. These include: general
retirement and disability insurance (excluding Social Security)—
mainly through the Pension Benefit Guaranty Corporation
[PBGC]—and benefits to railroad retirees. Other components are
Federal employee retirement and disability benefits (including mili-
tary retirees); unemployment compensation; low-income housing
assistance, including section 8 housing; food and nutrition assist-
ance, including food stamps and school lunch subsidies; and other
income security programs.

This last category includes: Temporary Assistance to Needy Fam-
ilies [TANF], the Government’s principal welfare program; Supple-
mental Security Income [SSI]; spending for the refundable portion
of the Earned Income Credit [EIC]; and the Low Income Home En-
ergy Assistance Program [LIHEAP]. Agencies involved in these pro-
grams include the Departments of Agriculture, Health and Human
Services, Housing and Urban Development, the Social Security Ad-
ministration (for SSI), and the Office of Personnel Management (for
Federal retirement benefits).

Summary of Committee-Reported Resolution

The resolution calls for $501.7 billion in budget authority and
$501 billion in outlays in fiscal year 2012. Discretionary spending
is $56.9 billion in budget authority and $62.9 billion in outlays in
fiscal year 2012. Mandatory spending in 2012 is $444.8 billion in
budget authority and $438.2 billion in outlays. The 10-year totals
for budget authority and outlays are $4.60 trillion and $4.58 tril-
lion, respectively.

Illustrative Policy Options

Reforming the Federal Government’s income security programs
can both strengthen the safety net and ease their growing burden
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on taxpayers. Among reforms that could be considered by the com-
mittees of jurisdiction are the following.

DISCRETIONARY SPENDING

Return LIHEAP to Historical Levels. The President has proposed
to return the Low-Income Home Energy Assistance Program
[LIHEAP] to historical funding levels, consistent with those pro-
vided in 2008 prior to energy price spikes. The budget recommends
accepting the President’s proposal.

MANDATORY SPENDING

Block Grant the Supplemental Nutrition Assistance Program
[SNAP]. Spending on SNAP—formerly known as the Food Stamp
Program—has increased dramatically over the past 3 years. Projec-
tions for SNAP have increased by more than 75 percent since 2007,
or more than $300 billion. This program has grown more than four-
fold since 2001. While this is partially due to the recession, SNAP
spending is forecast to be permanently higher than previous esti-
mates even after employment has recovered. A variety of factors
are driving this growth, but one major reason is that while the
States have the responsibility of administering the program, they
have little incentive to ensure it is well run.

The budget resolution envisions converting SNAP into an allot-
ment tailored for each State’s low-income population, indexed for
food inflation and eligibility. This option would make no changes
to SNAP until 2015—after employment has recovered—providing
States with time to structure their own programs. This proposal is
estimated to save $127 billion over 10 years.

Reform Civil Service Pensions. In keeping with a recommenda-
tion from the National Commission on Fiscal Responsibility, this
option calls for Federal employees—including Members of Congress
and staff—to make greater contributions toward their own retire-
ment. This would achieve significant budgetary savings and also
help facilitate a transition to a defined contribution system for new
Federal employees that would give them more control over their
own retirement security. From a fiscal responsibility standpoint,
this option would replace a system that is creating unfunded future
liabilities for taxpayers with a fully funded system: it could save
an estimated $121.5 billion over 10 years. The overwhelming ma-
jority of private sector companies have transitioned to defined con-
tribution retirement plans for new employees. It is the public sec-
tor—at the Federal, State, and municipal level—that has been re-
sistant to change.

Reduce Incentives to Medicate Children. Currently, the SSI pro-
gram contains incentives for parents to place their children on
medication solely to receive SSI benefits. This option would remove
these incentives. This proposal is estimated to save $1.4 billion
over 10 years.

Reform the Pension Benefit Guaranty Corporation [PBGC]. Cur-
rently, the PBGC faces a $23-billion unfunded liability. While this
budget does not assume the President’s proposal, it recognizes the
need to reform the PBGC to ensure that a future taxpayer funded
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bailout does not occur. Potential savings could total an estimated
$2.7 billion over 10 years.

Eliminate the Failed Troubled Asset Relief Program [TARP]
Housing Subsidies. This resolution supports jettisoning the loan
subsidy initiative, Home Affordable Modification Program [HAMP],
created by the Obama administration as part of TARP for home-
owners delinquent on mortgage payments. While the program an-
nounced in early 2009 that it would help up to 4 million home-
owners avoid foreclosure, since then it has made only 600,000 loan
modifications permanent—just 15 percent of the target. Elimi-
nating HAMP could save $1.4 billion over 10 years.






FUNCTION 650: SOCIAL SECURITY

Function Summary

This category consists of the Social Security Program, or Old
Age, Survivors, and Disability Insurance [OASDI]. It is the largest
budget function in terms of outlays, and provides funds for the
Government’s largest entitlement program. Under provisions of the
Congressional Budget Act and the Budget Enforcement Act, Social
Security trust funds are considered to be off-budget. Therefore, al-
though the discussion below describes both the on-budget and off-
budget components, the budget resolution itself contains only the
on-budget portion.

Social Security must be reformed to prevent severe cuts in future
benefits. This budget strengthens the program by forcing policy-
makers to come to the table and enact common-sense reforms to
keep the program solvent for current beneficiaries and make it
stronger for future generations.

The President’s Commission on Fiscal Responsibility and Reform
put forward a proposal last December to make Social Security
sustainably solvent over the 75-year actuarial period that is used
to measure the soundness of the program—demonstrating that
there is a bipartisan way forward.

Summary of Committee-Reported Resolution

Social Security contains both on-budget and off-budget spend-
ing—the latter consisting of benefit payments for the OASDI pro-
gram. The budget resolution reflects only the on-budget spending.
In that category, the resolution calls for $54.4 billion in budget au-
thority and $54.6 billion in outlays in fiscal year 2012. Over 10
years, the on-budget totals are $461.8 billion in budget authority
and $462.2 billion in outlays.

Confronting Social Security’s Insolvency

Although Social Security is off budget, its impact on the govern-
ment’s overall fiscal condition is real and cannot be ignored. Re-
grettably, an all-too-common reaction to the fiscal problem in Social
Security has been denial. It is claimed that the Social Security
Trust Fund will remain solvent until 2037, at which point the gov-
ernment could theoretically cover any shortfall by raising taxes.
Others play down whether any changes to Social Security will be
necessary; they contend sustained economic growth could take care
of the problem all by itself.

Neither is correct. First, any value in the balances in the Social
Security Trust Fund is derived purely from government accounting.
The trust fund is not a real savings account. From 1983 to 2011,
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it collected more Social Security taxes than it paid out in Social Se-
curity benefits. But the government borrowed all of these surpluses
and spent them on other government programs unrelated to Social
Security. The Trust Fund holds Treasury securities, but the ability
to redeem these securities is completely dependent on the Treas-
ury’s ability to raise money through taxes or borrowing—or by
squeezing out spending from other government priorities.

Beginning in 2011, Social Security started paying out more in
benefits than it collected in taxes—in other words, running cash
deficits—a trend that will worsen as the baby boomers continue to
retire. To pay full benefits, the government must pay back the
money it owes Social Security.

Those who wish to solve this problem by raising taxes ignore the
profound economic damage that such large tax increases would en-
tail. Just lifting the cap on income subject to Social Security taxes,
as some have proposed, would, when combined with the Obama ad-
ministration’s other preferred tax policies, lift the top marginal tax
rate above 60 percent. Most economists agree that raising marginal
tax rates that high would create a significant drag on economic
growth, job creation, productivity and wages.

Social Security’s fragile condition poses a serious problem that
threatens to break the broader compact in which workers support
the generation preceding them, and earn the support of those who
follow.

The Committee believes there is a bipartisan path forward on So-
cial Security—one that requires all parties first to acknowledge the
fiscal realities of this critical program. The President’s Fiscal Com-
mission recently made a positive first step by advancing solutions
to ensure the solvency of Social Security. They suggested a more
progressive benefit structure, with benefits for higher-income work-
ers growing more slowly than those of workers with lower incomes
who are more vulnerable to economic shocks in retirement. The
Commission also recommended reforms that take account of in-
creases in longevity, to arrest the demographic problems that are
undermining Social Security’s finances.

In addition, there is bipartisan consensus that Social Security re-
form should provide more help to those who fall below the poverty
line after retirement. There is no security in a program that is
blind to the needs of the Nation’s most vulnerable citizens—lower-
income seniors should receive more targeted assistance than those
who have had ample opportunity to save for retirement.

While certain details of the commission’s Social Security pro-
posals, particularly on the tax side, are of debatable merit, the
commission undoubtedly made positive steps forward on bipartisan
solutions to strengthen Social Security. This budget seeks to build
on the commission’s work, forcing action to solve this pressing
problem by requiring the President to put forward specific ideas on
fixing Social Security. The budget also puts the onus on Congress
to develop legislation to ensure the sustainable solvency of this crit-
