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INTRODUCTION

Five years ago, we had a financial crisis. It flared up suddenly,
though the tinder had built up over time. And the damage was se-
vere. Four million families lost their homes.? Nine million people
lost their jobs.2 In some ways, Washington helped put out the
flames. But much of what the government tried—more regulations,
more spending—didn’t work. In fact, it may have delayed the recov-
ery.

Today, we face a crisis of another sort—one more predictable
than the last and more dangerous than ever. We face the threat
of a debt crisis.

Our national debt is growing faster than our economy. In other
words, our obligations are growing faster than our ability to pay
them. Debt held by the public is 73 percent of our economy. By
2023, the Congressional Budget Office [CBO] expects it to hit 77
percent. In fact, under an alternative scenario that assumes a plau-
sible set of policy choices, it could hit 87 percent by 2023. And total
national debt is already bigger than our economy.

Federal spending is the problem. In 2023, the CBO expects rev-
enue to be double last year’s total. Yet the deficit will be nearly $1
trillion. As 80 million baby boomers retire and the population gets
older, our entitlement programs will start bursting at the seams.
In the next decade, Social Security will grow at an annual average
of 5.8 percent. Medicare will grow at 6.2 percent. And Medicaid—
thanks in part to its expansion under the health-care law—will
grow at an astounding 9.9 percent.

Without reform, entitlement programs will overwhelm all other
items in the federal budget. And our national debt will overwhelm
our economy. At some point, lenders might question our ability to
pay our obligations. They might demand higher interest rates. If
they did, we would have a debt crisis, and the pain would be in-
tense. This budget offers a way to avoid this crisis. And it does so
with an appreciation of what a debt crisis would mean to the coun-
try—and the individual.

Impact on the Country

Today, we’re enjoying historically low interest rates because in-
vestors have retreated to U.S. securities amid global turmoil. But
the federal government’s growing obligations may shake their con-

1Tara Steele, “Nearly Four Million Foreclosures Completed since Housing Crash,” AGBeat, 3
December 2012.

2 Christopher J. Goodman and Steven M. Mance, “Employment Loss and the 2007-09 Reces-
sion: An Overview,” Monthly Labor Review, April 2011.

3
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fidence. In return, they might demand compensation for that high-
er risk. Foreigners own almost half of our publicly held debt.3

The Federal Reserve is also buying large amounts of the federal
debt as part of its quantitative-easing program to keep interest
rates low. The combination of a large and growing debt and low in-
terest rates makes the country vulnerable to a sudden shift in for-
eign-investor sentiment. In addition, we will have to roll over much
of our debt in the next two years—when interest rates might be
higher.

As interest rates rose, debt payments would crowd out other
parts of the budget. At some point, rates would reach prohibitive
highs. Unable to borrow more money, the federal government
would have to resort to austerity: big tax hikes and big spending
cuts. To put that into perspective, Bill Gross, bond-fund manager
at PIMCO, estimates that we would need to cut spending or raise
taxes by 11 percent of GDP (or $1.6 trillion) over the next five to
ten years to keep our debt below a crisis level.

If we waited until a debt crisis broke out, the pain would be
worse. Treasury bonds are the lynchpin of global debt markets. Vir-
tually all financial institutions consider them safe, liquid assets. If
interest rates rose, bond prices would drop, tearing up these firms’
balance sheets. Len Burman, former director of the Tax Policy Cen-
ter, warns that such an event would be “disastrous.”4 The federal
government would be unable to borrow money to support private
enterprise, as it did during the financial crisis. As a result, he esti-
mates that the economy would shrink by 25 to 30 percent—a con-
traction rivaling the Great Depression in size.® He writes that “it
could easily take the nation a generation or longer to recover from
[such a] disaster.”é

Impact on the Individual

The effects of a debt crisis would cascade through the economy—
all the way down to the individual. Nearly all consumer-borrowing
rates are linked to long-term Treasury rates. As Treasury rates in-
1creased, rates on mortgages, credit cards, and car loans would fol-
ow.

Roughly half of all household debt consists of variable-interest-
rate loans, so a spike in Treasury rates would lead to higher bor-
rowing costs for families. One estimate suggests that an interest-
rate increase of just one percentage point would increase annual in-
terest payments for the average family by $400.7 In fact, the added
costs could easily exceed $1,000 per year. To a new homebuyer, a
one-percentage-point increase in mortgage rates would add as
much as 19 percent to the total cost.8

A debt crisis would not only mean higher interest payments. It
would also cost jobs and slow wage growth. The corporate sector

3“Major Foreign Holders of Treasury Securities,” Treasury Department, Accessed 3 March
2013.

4Len Burman et al. “Catastrophic Budget Failure,” Presented at Joint TPC-USC Conference,
15 January 2010.

5Ibid.

6Ibid.

7Center for American Progress, “Payment Due: The Effects of Higher Interest Rates on Con-

sumers and the Economy,” 20 September 2004.
8 “Interest Rates Have Nowhere to Go but Up.” New York Times, 10 April 2010.
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has roughly $11.5 trillion in loans that will mature over the next
five years.® A sharp rise in interest rates would force businesses to
curb investment. They would cut the amount they spent on equip-
ment and plant development—which workers need to earn higher
wages. Over time, lower investment would depress wage growth, as
productivity slowed.

A debt crisis would also mean higher taxes. If current federal in-
terest payments were allotted to taxpayers, they would equal about
$255 per month, according to Deloitte LLP. Under Deloitte’s alter-
native scenario, that amount would jump to $424 for each taxpayer
over the next decade.10

Finally, a debt crisis would hurt the most vulnerable worst of all.
During the financial crisis, the federal government was able to bor-
row money to finance higher spending for unemployment insur-
ance, Food Stamps, Medicaid, and other programs that assist low-
income families. In a debt crisis, however, the government would
be unable to provide that assistance.

We do not need to look far for examples of a debt crisis in action.
There are examples in the United States, where municipalities
have gone bankrupt and been unable to provide basic services. In
Central Falls, Rhode Island, for instance, retirees’ pensions have
been slashed by up to 55 percent.1! In Stockton, California, the city
has laid off 25 percent of its police force in the face of increasing
pension costs.12

Millions of Americans—the elderly, the handicapped, the poor—
depend on assistance from the federal government. If we had a
ilebt crisis, we wouldn’t be able to keep our promises to these fami-
ies.

The Solution: A Balanced Budget

The greatest threat is inaction. Allowing the status quo of uncon-
trolled spending and ever rising a debt invites a debt crisis. The
federal government can avoid that outcome by taking steps to get
its fiscal house in order. That is why this budget achieves balance
within the next ten years. It does so with emphasis on six areas.
It expands opportunity by growing our economy. It strengthens the
safety net by retooling federal aid. It secures seniors’ retirement by
reforming entitlements. It restores fair play to the marketplace by
ending cronyism. It keeps our country safe by rebuilding our mili-
tary. And it ends Washington’s culture of reckless spending.

1. Opportunity Expanded

This budget offers a plan to expand opportunity. While not suffi-
cient by themselves, policy reforms at the federal level can help fos-
ter an environment that expands opportunity. This budget seeks to
equip Americans with the skills to succeed in a 21st-century econ-
omy and to grow that economy through long-overdue tax reform.

9“The Untold Story of America’s Debt,” Deloitte LLP, June 2012.

10Thid.

11Bidgood, Jess. “Plan to End Bankruptcy in Rhode Island City Gains Approval.” New York
Times. 6 September 2012.

12 Gonzales, Richard. “An Example to Avoid: City of Stockton on the Brink.” NPR. 11 March
2012.



6

Both reforms work off the same principle: The American people
know their needs better than bureaucrats thousands of miles away.

Higher education and job-training in brief

¢ Encourage policies that promote innovation.

¢ Adopt a sustainable maximum-award level for Pell.

e Ensure aid for higher education is targeted to the truly needy.

e Eliminate ineffective and duplicative federal education pro-
grams.

e Consolidate job-training programs, based on reforms in the
SKILLS Act, and provide for a career-scholarship fund.

Tax reform in brief

o Simplify the tax code to make it fairer to American families
and businesses.

e Reduce the amount of time and resources necessary to comply
with tax laws.

e Substantially lower tax rates for individuals, with a goal of
achieving a top individual rate of 25 percent.

e Consolidate the current seven individual-income-tax brackets
into two brackets with a first bracket of 10 percent.

o Repeal the Alternative Minimum Tax.

¢ Reduce the corporate tax rate to 25 percent.

¢ Transition the tax code to a more competitive system of inter-
national taxation.

2. Safety Net Strengthened

This budget applies the lessons of welfare reform to all federal-
aid programs. It gives states more flexibility to tailor programs to
their people’s needs. It gives those closest to the people better tools
so they can root out waste, fraud, and abuse. Finally, it empowers
recipients to get off the aid rolls and back on the payroll. By enlist-
ing states in the fight against poverty, this budget builds a part-
nership between the federal government and our communities.

Health care in brief

e Provide states flexibility on Medicaid.
¢ Repeal the health-care law’s expansion of Medicaid.
¢ Repeal the health-care law’s exchange subsidies.

Welfare reform in brief

o Allow states to customize SNAP to address the needs unique
to their citizens.

o Address barriers to upward mobility.

¢ Reinstitute welfare’s work requirements.

3. Retirement Secured

This budget protects and strengthens Medicare for current and
future generations. It also requires the President and Congress to
work together to forge a solution for Social Security. This budget
recognizes that the federal government must keep its word to cur-
rent and future seniors. And to do that, it must reform these pro-
grams.



Medicare in brief

¢ Preserve Medicare for those in or near retirement.
¢ Reform Medicare for younger generations.

¢ End the raid on the Medicare Trust Fund.

e Repeal the Independent Payment Advisory Board.
¢ Reform the medical-liability system.

o Means-test premiums for high-income seniors.

Social Security in brief

¢ Require the President to submit a plan to shore up the Social
Security Trust Fund.
¢ Require Congress to submit a plan of its own.

Federal-workforce retirement in brief

e Reform civil-service pensions.
¢ Reform the Pension Benefit Guaranty Corporation.

4. Fairness Restored

The administration’s uncontrolled, wasteful spending in combina-
tion with an overzealous regulatory agenda has weakened an ane-
mic economy and created barriers to job creation, especially for
small businesses. To restore fairness—and vitality—to our econ-
omy, this budget ends cronyism; eliminates waste, fraud, and
abuse; and returns the federal government to its proper sphere of
activity.

Energy in brief

o Restore competition to the energy sector with the goal of en-
ergy independence.

e Unlock America’s vast energy resources in an environmentally
responsible manner.

e Stop the government from buying up unnecessary land.
Housing in brief

¢ Wind down Fannie Mae and Freddie Mac.
e Accurately account for trillions in federal loans and guaran-
tees.

Financial services in brief
¢ Revisit flawed financial regulations.

Health care in brief

¢ Repeal the President’s health-care law.
e Move toward patient-centered reform.

Cutting spending in brief
e Cap spending.
¢ Eliminate waste.
5. A Nation Protected

The first job of the federal government is to secure the safety of
its citizens from threats at home and abroad. Whether defeating
the terrorists who attacked this country on September 11, 2001, de-
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terring the proliferation of weapons of mass destruction, or battling
insurgents who would harbor terrorist networks that threaten
Americans’ lives, the men and women of the United States’ military
have performed superbly. This budget provides the best equipment,
training, and compensation for their continued success. It also
keeps faith with the veterans who have served and protected the
nation.

Defense in brief

e Provide $579.2 billion in defense spending for fiscal year 2014,
an amount consistent with America’s military goals and strategies.
e Fully fund our nation’s commitment to veterans.

6. A Budget Process Reformed

When it comes to fixing the broken budget process, the choice
facing Americans could not be clearer: The President and his par-
ty’s leaders have failed to meet their budgetary responsibilities.
The President has failed to submit his budget by the statutory
deadline in four of the past five years. It appears his budget will
be two months late, the latest submission by a President since the
statutory requirement to submit a budget was enacted nearly 100
years ago. The Senate has failed to pass a budget in four years.

By contrast, the Republican majority in the House has met its
legal and moral obligation by passing a bold budget that tackles
America’s most pressing fiscal challenges. Last Congress, the
House Budget Committee authored and advanced several statutory
reforms to bring more accountability to the federal budget process.
This budget continues in the spirit of those proposed reforms,
which the Committee will again pursue after this resolution has
been adopted by the House.

Budget reform in brief

o Extend the Budget Control Act’s federal spending caps through
the end of the budget window.

e Create a budget point of order against legislation that in-
creases net mandatory spending beyond the ten-year window, a
limitation that can help check Congressional appetite to create
costly open-ended entitlement programs.

e Close the loophole that allows discretionary limits to be cir-
cumvented through advance appropriations.

e Require that the costs of legislation related to housing be cal-
culated on a fair-value basis and authorize the use of fair-value-
costs estimates for other credit programs.

e Call on congressional committees to regularly review programs
for waste, fraud, and abuse.

L S N

By submitting this budget resolution, the House Budget Com-
mittee has fulfilled its responsibility—a full month before the April
15 deadline for completion of the budget resolution by Congress.
The budget resolution is the only legislation that views the federal
government as a whole. As such, it serves many functions: It re-
solves conflicting judgments about our national priorities. And it
reconciles divergent views of our country’s future. Ultimately, the
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budget is more than a list of numbers. It’s an expression of our gov-
erning philosophy. The Committee on the Budget will again com-
plete its budget on time—in recognition of the need for transparent
government. And it will do so with great purpose: to provide for the
orderly execution of Congress’s duties and to restore the promise
of this exceptional nation.
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BA, 43459 33,357 A58 44,343 47,342 43,349 44,356 44,598 A8 Al 47,304 TO4ALY 430,564

Qr, #42,00% #3876 40,0318 39828 39432 40,248 43,076 43,37 43,308 44030 302,643 413,269
Ganargl Scleace, Space andd Erotonioay {750} .

BA 21733 B,338 28594 3677 30,388 31,088 31,798 32,506 33344 3,581 145,108 72,738

or. 2811 28,39% ®.681 il 25,932 30,574 34,275 33486 32508 33344 143828 3516
Enrgy 10}

BA 4218 1527 1433 bRy 1,764 3,833 fA) 2,200 2105 B3 £07% 13,430

or. 1,366 2028 4 1,093 333 1,685 1764 2,0%% 1,988 ~447 6,755 14,184
Neturas Resoaries & Endeparant 1300}

BA 18,146 457 36,445 37,395 38,520 38,552 19,540 38,730 48,124 38,752 187 463 385,191

OF 45,002 4,168 5,850 38642 83718 B9455 40,167 43,332 44,330 39,382 w0021 399,886
Agriediare 390}

BA, 1,73 16,737 25,254 15,344 18,776 19,087 19,380 43,858 18,736 0,335 §7,942 185,235

T, w37 18,452 2744 38,835 18,238 18461 13864 19,365 13,244 19,855 94,750 130,543
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TABLE 1,-~FISCAL YEAR 2034 BUDGET RESULUTION TOTAL SPENDING AND REVENUE

finmiifions of daﬁars;
Fiseal yeat 2034 2038 2016 2087 618 2019 2020 2025 3532 EivE) 218-2018 20542023
Commerce & Hausiny Credy (370)
GrrBudge; B
&4 1588 1,418 T 598 5,328 2,346 -B66 Bre 28% ~1 476 ~3,268 -£1,342 25,938
o1 9400 ~15A13 2L6¥ 208 -W34 23418 22,854 ~17,5%7 ~19405 ~0.654 93,332 ~497.283
£ dudget
B, ~3,48% 034 2,138 -214% 2048 -1,957 3,864 477 3,783 ~1,530 “SRAT ~18,352
aT. -148% JA34 2,133 3348 B2 »4,958 ~3,865 3772 3,784 ~3,581 ~BB50 18,820
Trasvpisetation (AO0}
Bh B7,056 A0 82,433 SLABE 68,776 92602 858 92,588 74,694 93,488 5813 $61,288
or 33,142 8088 74,235 #5795 24,548 £2,681 84,625 85,744 85,545 #8406 419,805 845,206
Comeanimicy & Regivast Devolopines (4505
B4, 5533 BADE 8,343 5442 8,556 8765 8962 9,172 G4 H641 42,274 #8238
0t i7,66% 258 %1 feR-y iy 18925 9,187 3416 9,283 5,208 3271 92,392 133,380
Eduratian, ¥raining, Employmata, and Sucia) Serkoes (565
B4, 56,440 FL848 BAT7 Y5462 WOFG 95,734 97329 98,900 39965 124,606 412,238 05712
28 17350 70482 34,250 BHLS 93,755 95,741 9788 8|ar 00,219 161,788 431871 325,899
Baaith D50} .
a4 363,762 358,156 359,420 395,308 8L 393,07 422,229 4B B34 441,287 456,535 1843578 3,977,864
ot 318645 FE3470 362,83% 375,956 386,264 394 A ATE 413,365 433,953 455,134 1,857,218 3,270,088
Meddicare {570)
BA, 515,544 534,844 581,788 5952 621,584 HIAGF Fi3A%3y 0766 BA%828 315,447 3B51,180 6,745,955
o, 515,713 $34400 581,834 592,637 621,450 613,661 123481 171,461 B43,904 874348 2,853,054 6,743,958
ncome Seoitty (6003
B2, 515,418 485,285 487,613 484,223 454,653 495,068 503,303 505,921 515637 50654 2,446,201 4,574,585
o, 508,082 475,597 487,006 413,516 AT5,612 450,660 495,983 H01,832 31635% 506,354 2427353 4,839,304
Sagat Secariny {650
Onvlsdpnt
B b1 30,233 33,368 L9 40,005 43421 46454 50474 %4,235 58,485 167,804 421,329
Q. 27,846 30,308 33,407 .59 AG005 43,421 46,954 53,474 54,235 58,443 s8,022 #21.%52
gt
BA, 826,158 81,740 30,243 S82450  LOIREWE  LONS3FS 1164492 1232928 1304245 L3190 448,365 10,849,256
o1 832,177 8717415 235618 77518 3,03%34% 1093665 1,158,753 1226488 1,282,708 1,370,083 4,645,964 10,734,678
Vetneans Barefik eod Services (200)
B 345,730 149,792 162,851 150,947 359423 171,022 3754674 174,585 193,254 187,945 7883 1683473
o 145,440 149,313 161,441 180,337 198,565 3150448 174,73% 176455 ¥90,344 348,882 TI,8T7 1675692
edrtiriishratiion of ustion {7503
BA, 51933 53,114 56,644 752 58,586 60,495 62A00 w507 0,159 3,803 2659 607556
. 3,37 52,548 5,745 57,344 52459 60,656 61,878 63,356 695463 F349% 27847 608,007
Gaoerdl Sovdecanent (3006}
BA 3.5 19820 33,263 Heis A8 25454 25433 2,178 27821 817 118,747 52360
o7, PR x4 0743 21,555 BA 4,158 15403 25,645 25,566 27,213 8,316 5073 27,422
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TABLE 1.~FISCAL YEAR 2014 BUDGET RESOLUTION TOTAL SPENDING AND REVENUE

[in sithens of doflars)
Fisesl yesr 2014 2015 2056 2007 W18 2419 2020 0% 2022 033 3014-2018 2048-20283
Hat Intarest {900
Gty Sudper
84, 341,093 647 405,960 475,448 558,772 613,343 BELH0 34,647 T2 B3 745,963 2,586,925 5,586,678
a1 6 341099 367,847 405560 476,448 $55,772 513431 £63.816 §54.647 729,883 745,963 2,146,925 5586678
Dt dudger
8A. 38,714 A182% 005 3,529 «$00,302 ~10%,523 “202.457 <152.300 “134,54% -A15.585 ~488, 772 4046181
or 98,714 ~§7,622 26,004 46,124 100,302 105,513 309,457 332,300 -114,543 135,588 488,772 ~1,048 181
Allowanons {9205
8A, 58,061 5B.B4D 65587 21,859 77958 2,155 85,545 -AG3F -38,5%7 92,468 v332,646 ~F1L087
o, 44,044 53,255 ~59,258 £5,15% TL2T8 <18,146% 81,785 -85 845 B8 E5L 88,323 -RGR986 742,363
Gowernmera-Wids Savings (330}
gA 9,407 25577 17,647 13.37% 41,556 4,584 8457 7594 31,351 35,807 ~73528 355,623
at. 556 3,97% 2 5,738 . 3340 L] 1.240 3,666 200 ~13,355 35,583 47,537
Undistritnsind Qffsatting Revespts {950
[T
B4, 75,546 50,864 86,525 48,525 BL445 89,220 ~3,336 -1985,332 09,276 -L15049 425 505 455,699
OF. 75,946 80,864 36,525 40,525 93,643 89,2726 301,316 106,332 109,276 215049 A%%5,505% 955,698
CHSuager
Ba. -18,319 16,923 ~¥7.598 ~14,32% -19.076 -19,813 -20,545 21,288 “EEOAT ~22,8%0 85,241 ~194.765
OF. 16,319 36,923 ~17 594 ~18,32% ~1807% 15,813 ~20,54% 23,243 FLAT ~FAE5G 85,241 ~394,76%
¥ Giobs! War on
BA. 83,000 ERer 35,000 35,000 35600 35006 38000 35,600 35,000 35,000 233000 AOB,000
oF. 46,523 A0951 9,248 8789 37,453 32519 37435 37,466 38,102 37.654 203,660 391923
Hotes:

3. Only on-budget amsunts lor fiscal years 2013-2023 are entersd Into the budget resolution legisiative text. Difbudget amounts are shown for diplay purpoyes oniy.
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TABLE 2.-~FI5CAL YEAR 2004 BUDGET RESCLUTION DISCRETICNARY SPENDING

e L s of doflars] e .
Fistai yuar 2014 035 W06 20847 " 209 2020 w2 202 2023 2008 K8 20542023
Total Spending
a4 1059375 1029564 1050853 L0368 LIO0STE LIZVB6T LISSEINC  L181126  1,15748% 1233052 5,316,232 31,182,336
o, LIGDE8T  LAM08LE 1104872 L,310408  LA32.607 1157542 1183087 1208740 1285237 1246503 5640585  $1,671,884
Hase Defense {H50)
B4, 552,000 566000  S7/000 SO0O00  BO3000  AIS000 630000 644,000  6BOTSE 677,513 2,888,000 6,316,667
ar. S7LB10 SEENI9 961645 586557 SI3480  5909%4 604398 SIS095  638V12 SAM678 2828201 $,930,096
Ba5e Non Defanse: 4
A #14,375  ABAEE  4IBREI 450368 AGZ7F  ATEEET  4RUATD SO3,126 SO0LM4E 500329 2,195,132 #,667,665
ar. 543,250  $2%438 503279 G106} 521677 528978 541,458  SH3IS 558424 555434 2,608,705 5,349,874
f tiy Sunction -
fiationat Dpbense 0508
a4, S5L,000  SE66TN0 57000 SEONOG  BURLGG0 BIS000 SRGBON SM4000 68044 677923 2R88,000 6,116,667
318 5,010 635528 561645 566357  $73480 590894 604358 618835  G3ATIZ £4%678 2428241 5.930,096
st Atfaies (3
84, 38,703 39,507 40444 %1,373 A2,36% 43,322 44,295 45,272 46,325 47,366 104,385 428,970
0. 4307 41,948 41400 BT AR.032 42,353 43,196 44,108 45,316 45,948 0,07 430,53%
Geaeral $eigote, Sprce and Teghnology §250)
BA 37,833 18,218 28834 W57 30,345 10588 1698 32405 33,344 43,894 144,608 306,735
Q. b3 Wwhaz 28,541 85 29,532 0,474 31,175 31786 35503 43,244 43323 302531
Enengy (270)
B4 298 2928 3055 3388 3320 348 3,503 2,583 3675 3,748 15408 3,340
QT 5,454 193 3079 3,135 3345 3,374 3452 333 3,613 3,65 18,844 35463
Motural Bascarses k Enulinenent 3005
HA, 33533 31,238 3,822 uy2e 36069 37,356 IS 39,541 40,760 41,985 172,594 530
or. w127 7,952 37,568 3,306 35,80 374 EL% 32,458 40,604 41,330 147,671 384,935
Agricitre {350
BA 5,945 €153 6,338 6533 €738 5938 7433 7,340 7555 777 31,744 68,475
or 5957 5078 5,356 §445 6543 £,841 roa pr iy 7458 76568 21,377 57,623
Camnyeece & Housing Cradit 310
Ouctisdger
BA, ~HL944 3,866 8523 H417F 457 5,463 5527 S #,704 4,366 58 -71.683
o, 30,30 3,542 357 438K -FO57 8508 5,548 5,292 A,7F 4,239 45,708 71,330
O Budget
B4, f2-3 17 254 25 s 19 332 35 357 31 1423 3,145
or. p: 74 22 283 34 307 318 333 344 354 ER 148 3,137
‘Franipoctation (405}
B 331483 2101 33936 34955 #,136 3%.237 38,347 A% 20638 42,845 168,734 386,270
32 0,894 20,814 72,863 A 83072 81,176 83,068 B3,625% 54,500 25432 52,10t 839,907
Community & Regions! Demlopmens (456
#A, 7867 8,142 8,355 BEEY 8,787 S412 8,334 4,459 4,550 3,923 41,819 89,131
[437 26,164 22,087 16,652 13,925 15159 19,12% 8,760 2,556 4,508 9,558 89,982 138,565
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TABLE Z.~FISCAL YEAR 2034 BUDGEY RESCLUTION DISCRETIONARY SPENDING
{in inililons of doliars]

Fisgal yrar 314 pIiE 16 Bi7 g A zeab 2023 5] 023 TIAMIE 2042078
Training, Empk ia1 Services (300}
#A 95,097 46,753 98479 WOIAZ  J0LESE  I0%722 106664 0577 108302 111184 432,366 1,008,734
o7, 9443 3530 ST ABS SE553 100543 abL289 104087 w6003 AEVE 109530 494 455 1028712
Weaith 1550}
84 41343 58,404 S5.843 61,303 62,348 4,375 5,908 &7 451 68,053 70,685 182558 £20,030
ar. 57,648 A4 9,395 578 61,470 62,71 85002 85,50 6,976 £8,561 257537 625,197
Mngicurs {570}
BA. $,658 7068 7,514 Toss 2.49% 926 9,573 18,155 10950 13,376 37,723 88,607
o 6533 1012 1457 7923 8,422 8,548 9,501 0073 10,667 13,288 37442 7,922
meome Setarity {590}
BA SLO6T 61,373 61,858 £1,320 63,194 $4,848 66,538 68,113 69,710 71244 308814 650,263
or. 54048 §2.926 £2,155 2,258 52,825 64,446 65,751 82,315 58,830 w0932 314,205 650,569
3ad3l Setyrty {650}
n-Biget
BA, g 6 <l & a o 4 4] ¢ g 2 4]
O, 130 % 38 4 [ 3 [+ o ] G 223 233
D Bodyer
BA. 5784 5,568 6,176 $,382 6819 &B46 7,873 7304 7548 7,79 30539 67498
Qr. 5303 5,943 §,146 4,360 5,588 5812 1038 7.26% 7,508 1754 30838 67,220
Vateras Berfits aont Seedices {005
BA, 63,357 BAS4F 65,63% £8.92% 272 73584 75.53% 78,315 5,379 83,315 134,724 7684
v, £3,125 84,167 66,168 68,3544 A8 12,764 75,122 TIA5F 73,915 82,363 332,306 718,725
Admsinisteation of Justion {750}
#h. 53,375 53,944 33402 55741 57,782 59,806 61828 63,878 BhAE 63,233 259 55 548,406
ar. 53,815 52,652 53,573 55,72% 57,475 55436 55,3402 §3,35% 3468 2,670 7633 588860
Getra Goerrnmunt {806}
BA. 16,862 15529 16.81% 1145% 18,118 18,867 19,633 26,409 21104 22,037 84,778 186928
28 17,363 14157 18,588 JrAxt 17,764 18,280 18040 15830 20837 23496 82514 381,857
Alwanees (520}
a4, 53,008 S3127 0228 w6830 G20 A EuI2L 55,184 ~B4 827 -BZA63 -305,913 730,838
&, 38,004 47543 S3EIS 0N 6599 S7L73 76,963 51,648 85661 49,333 265,453 EIrR¥et
Gawernsranc-Wide Savings {830}
BA, BADT S2LSTF AZEIF S1337% 0 (11556 8584 BAST -2.604 23,151 35807 ~11.528 -355,621
ar, BAR 2751 8873 £,739 <3340 ~0 1,748 3565 2 0% ~13355 ~35,543% 47,137
Oversets Comingenty { Glotat War o7 (970}
BA F3,604 35006 35,000 350 34,000 35,000 35040 35,00 35,000 35,000 23000 AR50
o7, 46,521 49,851 39,548 28,788 37,451 31,570 37,438 37,456 38,102 37,654 103,560 381,823
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TABLE 5.-FISCAL YEAR 2044 BUDGET RESOLUTION MANDATORY SPENDING

$in mithens of dofhars] - —
Fiscal year 2014 015 2518 24187 2018 2510 2029 2071 222 023 0342018 2054-20383
Total Spending:
BA. AVETY 2AIDVE JGIOB0T  2TIENGS  23209%5F 3125381 3782293  BASLAN3  3E43790 3783923 13,167,177 3483368
o RABGB58  2IVIAEY  LNBGABN 2687192 ABSBE03  3DA0ATI 3217939 BIVALNE 3591628 370785Q 13,858,783 79,794,365
On-Budget:
BA, 1,716,077 LESBASY  LSLZE65  LOU9402 220732  LIG0A4D 266873 2365488 2491818 2363061 $,137.233 20365114
or. 1E60,264  LE2IMS 1,751,807 LBARBES 1953582 1081230 2198415 2204363 244058 2483453 3831548 20328530
GH-Budget!
BA 713,594 758521 808,042 358167 31024 64941 1075421 LOERVIS  LISTRTL L230.562 4,048,845 4538855
Y, 108,554 s 03,087 254,267 804,523 g59.0a1  LUISSEL 1083515 RASIATL 122396 4026845 9/484.558
By Faon
Hationg Defense {050}
-1 8,38 8,358 8,556 8823 23,338 4,445 9,80 10,086 WAS? M7 43,087 93,362
. 6% 8,447 8643 8,90 $,198 2514 4852 10,170 10,563 20,763 43433 94,243
inernpionat Aftairs {350]
44 T30 150 B3 36 3 2F 7% 474 L] B 2,012 1,554
ar. ~1012 RE: sl +3,981 ~1,856 2350 ~& 505 2,126 <2,%58 <3508 -1,858 ~FARL 17,656
Geunes Soance, Spwce and Yechaalogy 2304
BA. 1% fiued 04 i e 10e fis ] o) 108 108 08 1000
or. i) 1w 00 00 300 109G W00 wi o fie] 505 1.00%
Enerpr {27
B4 4,336 “3A0% BE:>e3 4638 1,556 3,498 3582 ~1.383 3,566 “3.36% ~10,333 -19,929
[#13 4088 -394 2,685 204 ~1.944 1,762 -1.538 4,456 3,624 -3,28% <1248 ~23.399
Hawial Resources & Etwironment (40
#A 4633 3219 2,623 1368 pAi74] 3,296 1,151 i4g H3¥ 203 14,865 1,663
. 2815 P b 2,234 2566 2A58 2478 LI m 214 1,343 12,380 14,550
Ariutiste (150
BA, 15,746 10,584 4916 12,841 12042 12154 12,247 12556 12,383 12,564 66,009 137,781
or M40 w3 18573 12411 11,555 11680 11824 2323 13,789 12,433 63373 322,320
Gommerce & Nousing Credit (370}
Onatget
BA, 33,452 2,048 223 2845 4,051 597 4,948 4,327 368 1488 24,453 48.72%
o, 2,350 8,871 -12,148 13327 33,257 -17BE 37383 Rrire] 14,634 -36,415 41524 -128.34%
it Budger
24 ~375% 2,306 2,422 5437 £2,356 73,276 2,396 ~2,116 2,188 -3461 11,268 ok
GF. ~1,747 2,306 242 -2A37 2358 3,275 2,396 ~4,116 2,340 +1,88% <1368 ~21957
Tramportatian (400
B4 55,573 7833 41857 56,500 32,650 55,564 340546 53,538 33055 57,654 paisheri) 435013
o, 2,188 1278 1372 3437 1ATE 3505 1557 1518 1428 1484 7698 18,288
« & Regicans 14501
BA, 3 "I 34 128 ~231 245 267 387 -266 Rird 455 -§83
Of, 1,503 81 273 -39 <234 ~334 ~347 353 259 187 2430 795

qI



YABLE 3. FISCAL YEAR 2004 BUDGET RESOUUTION MANDATORY SPENDING

- in millions of dailers
Fistal year 25148 2615 2016 2017 2058 018 2020 2821 30622 023 TR AR 2014-2023
Fduation, Tralning, Empiopmtat, sl Sodel Services (350)
A ~38,65¢ 22,905 145901 -4 5BG 484 7,988 -8,43% BEFT 9,437 “3.58% -80, 128 ~124,022
. 16,733 36,888 ~33,33¢ 5,238 Y86 515 -5,817 <186 7,859 7850 62,884 98,813
Health {3503
BA. 323,621 289,752 289,431 13,999 324,225 328,703 356,321 353,383 372,148 386,250 1563028 3,357,534
af, 321847 95004 303438 5378 324,794 329,440 FAE8T4 353,945 Fr2ant 385,573 1,559,681 3,346,891
Mexdhoges (570§
BA 505,286 537,426 85274 589381 612,892 670,431 713,734 e 808 535,078 64,041 2813459 5657352
234 409,680 527,388 574,34 543,714 S13,958 §20,18 713,980 761,188 832,837 863,700 2813812 6,856,037
income Secutity 4600]
A 448,354 438,954 425,765 223,902 £31,458 430,218 A3563 437,809 485,927 433410 4,136,381 4,324,336
at, 444034 413571 474,891 447,265 AL218% 436,514 435,232 434,537 447,532 436,032 2312348 4,288,795
Sount Secutity 16553
OreBusdgpt
BA. 27,508 248 33,355 36491 AQH05 43421 46,454 L8474 54,235 58,441 167,808 421,308
qr 1505 30,233 33,368 36,891 40,095 43,421 46,954 50474 54,235 SR44L 167,804 428,28
Gif-Sodger
BA, #30,374 878,772 4067 276058 1031955  L0%A553  LI57.619  LIXSAZ0 L29500% LV 4538236 10,783,758
o, 825,374 871472 215482 973,358 LOZEENS 1086853 LISLYIY L1923 LAg020:  1,364339 4515526 10727458
Veterins Penefis and Services {706)
B 82,433 BS, 245 95,356 92,024 88,151 57,444 99,73% LM 10515 104,536 443,200 555,785
o, 82,314 5,146 45,273 91.95% 88,08% 91385 43,653 3,198 1AW 204,514 442,771 955,566
Administration of hutise {750
84, 1,558 1,172 2.842 971 787 353 578 623 4,135 4575 7,340 17,344
or, 1561 256 st 2226 2389 130 576 59% 4,002 4,525 8214 38,237
Benerat Governmiat {500}
B4 £,363 633 $A444 6362 487 5,587 6,660 6,763 6617 £680 rsii) £5,932
o, £B04 6592 6,364 6,304 8,350 £.523 6,605 6738 6502 5,660 31455 85,565
Hs teerest {5900}
Oreudget
BA. 361,089 367,647 405,964 476,648 455,772 G134 661,810 534547 pras-ri] 745,963 2348585 5585678
ot 341,009 365,647 AGS,960 475448 435372 1313 61,810 694,647 prck s 745,963 2,386,925 5,545,678
Ot gt
84 58,714 Gr6ed 96,005 56,129 J1G0302  F108,523  ~108487 312300 114543 115586 AARTIE 108,181
Ot 48,714 B2 v 7] 96,0515 S6425 00302 106523 103457 L1300 G1i45aE 115586 88,772 -1046,181
Alawances 1570}
BA. 6,043 5,713 <5358 5,038 515 2496 A B2E 4,187 g ¢ 26,733 40,248
at. 843 5714 5358 5035 4879 4895 482 4,387 o & 26,733 49,248
Gavernsent Wids Ssvings (3303
84, o 4 [ 4 9 ] o o 2 o o a
o, 4 g 0 4 Q 9 Y ] 9 G B 4
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TABLE 3,~FISCAL YEAR 2014 BUDGET RESOLUTION MANDATORY SPENDING

i it of goitant]
Fiscal yasr 234 2015 2016 2087 258 2089 240 2028 2072 2023 20142018 2034-FHED
Unideratated fsetting Rackiols (3501

Onaiger

BA 75,546 40,864 86,525 80525 51,645 89,220 AR5 S106332 Q09276 -1LGIKY ~415,50% 956,638

413 15,846 50,864 g 528 BU52S 1545 S92 -GRL3E A106332 088 15048 425,505 456,658
O Budgrr

BA, -38,31% 48,923 -13,598 18325 18876 ~39,85% 30,545 31,288 Rzic g ~22,830 BRI 154,265

T, -15,31% 15,923 37598 18335 R 270 43,813 20,545 23,288 “ZREAT 32,83 88,241 -194,765%

LT



TABLE 4.—-SUMMARY OF FISCAL YEAR 2014 BUDGET RESOLUTION

{As a percentage of GDP)
Average
2014 2015 2016 2017 2018 2019 2020 2021 2022 2023 2014-2023

Deficit:

C i Rec dation 3.2% 0.7% 0.4% 0.3% 0.3% 0.4% 0.5% 0.4% 0.4% 0.0% 0.6%

CB8O. 3.7% 2.4% 2.5% 2.7% 2.9% 3.2% 3.5% 3.6% 3.8% 3.8% 3.2%

President's Budget A2% 3.1% 2.8% 2.4% 2.4% 2.7% 2.8% 2.8% 2.9% n.a n.a
Qebt Held by the Public:

C i Recammendation 77.2% 74.1% 70.4% 66.9% 64.4% 62.4% 60.5% 58.7% 56.9% 54.8% n.a

CBO 77.7% 76.3% 74.6% 73.4% 73.1% 73.5% 74.2% 75.0% 76.0% 77.0% na

President’s Budget. 80.1% 79.3% 77.8% 76.2% 75.6% 75.5% 75.5% 75.5% 75.7% n.a n.a
Gutlays:

Committee Rec dation, 21.2% 19.8% 19.5% 18.1% 19.1% 19.2% 19.3% 19.2% 19.4% 19.1% 19.5%

€BO 21.7% 21.6% 21.6% 21.5% 21.7% 22.0% 22.2% 224% 22.9% 22.9% 22.1%

President's Budget 22.5% 22.4% 22.3% 21.8% 21.7% 22.1% 22.2% 22.4% 22.6% n.a n.a
Revenues:

Committee Recommendation........ie e 18.0% 18.1% 19.1% 18.9% 18.8% 18.7% 18.7% 18.9% 19.0% 19.1% 18.8%

8O, 18.0% 19.1% 19.1% 18.9% 18.8% 18.7% 18.7% 18.9% 19.0% 19.1% 18.8%

President's Budget 18.6% 19.4% 19.5% 19.4% 19.3% 19.3% 19.4% 15.6% 19.6% n.a n.a
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TABLE 5.—FISCAL YEAR 2014 BUDGET RESOLUTION VS. THE PRESIDENT'S BUDGET

[in millions of dollars]

2014 2015 2016 2017 2018 2018 2020 2021 2022 2023 2014-2018  2014-2023
Flscal Year 2014 Budﬂs lution as App

Total Spending:

BA. 3,489,046 3,446,742 3,671,760 3,853,837 4,021,925 4,253,248 4,447,663 4,637,529 4,847,279 5,007,175 18,483,409 41,676,305

or, 3,530,739 3,497,685 3,660,305 3,819,541 3,981,109 4,198,013 4,401,226 4,586,618 4,826,867 4,954,157 18,489,378 41,466,258
On-Budget:

BA, 2,769,406 2,681,581 2,857,258 2,988,083 3,104,777 3,281,142 3,414,838 3,540,165 3,681,407 3,768,151 14,401,105 32,086,807

oT. 2,815,079 2,736,849 2,850,434 2,958,619 3,079,296 3,231,642 3,374,336 3495489 3,667,532 3,722,071 14,440,278 31,931,347
Off-Budget:

BA. 719,640 765,161 814,502 865,854 917,148 972,106 1,032,826 1,097,364 1,165,872 1,239,025 4,082,305 9,589,498

OF. 715,659 760,836 809,871 860,921 911,814 956,371 1,026,891 1,091,128 1,159,335 1,232,086 4,059,101 9,534,912
Revenues:

Total 3,002,649 3,372,984 3,591,081 3,765,227 3,937,081 4,100,928 4,279,464 4,495,918 4,734,285 4,961,308 17,669,032 40,240,934

On-Budget. 2,270,832 2,606,592 2,778,891 2,803,673 3,028,951 3,149,236 3,284,610 3,457,009 3,650,699 3,832,145 13,589,039 30,962,737

Off-Budget, 734,717 766,392 812,200 861,554 908,130 951,691 994,855 1,038,809 1,083,586 1,129,163 4,079,994 9,278,197
Surplus/Deficit(-):

Total -528,090 -124,700 -69,214 -54,314 54,028 97,085 -121,762 50,700 92,582 7,151 -830,346  -1,225324

On-Budget -544,147 -130,257 -71,544 -54,947 -50,345 -82,405 -89,726 -38,480 16,833 110,073 -851,239 968,610

Off-Budget. 16,057 5,556 2,330 633 -3,683 ~14,680 -32,036 52,220 -75,750 ~102,922 20,893 -256,714
Debt Held by the Public {end of year} 12,849,621 13,069,788 13,225,569 13,362,146 13,485,102 13,648,470 13,836,545 13,992,643 14,154,363 14,210,984 na na
Debt Subject to Limit (end of year) 17,776,278 18,086,450 18,343,824 18,635,129 18,938,669 19,267,212 19,608,732 19,900,718 20,162,755 20,319,503 n.a n.a

<80 § of the f 's FY2013 Budget®

Total Spending:

BA, 3,748,644 3,942,229 4,193,744 4,399,345 4,617,546 4,862,376 5,134,473 5,380,295 5,652,070 na 20,801,508 na

ot 3,806,624 3,951,672 4186081 4,356,249 4,552,698 4,829,023 5,083,044 5338933 5612643 na 20,853,324 na
On-Budget:

8A, 3,036,509 3,183,712 3,388,753 3,545,013 3,713,179 3,903,527 4,116,158 4,299,370 4,504,615 na 16,867,166 na

oT. 3,098,134 3,197,085 3,385,620 3,506,849 3,653,640 3,875,989 4,070,744 4,264,323 4,472,110 na 16,841,338 na
Off-Budget:

BA, 712,135 758,517 804,991 854,332 904,367 958,849 1,018,315 1,080,925 1,147,455 na 4,034,342 na

or. 708,490 754,577 800,461 849,400 899,058 953,034 1,012,300 1,074,610 1,140,533 na 4,011,986 n.a
Revenues:

Total 3,104,533 3,412,944 3,657,048 3,867,882 4,042,765 4,227,347 4,444,985 4,661,235 4,884,592 na 18,085,173 na

On-Budget, 2,373,500 2,640,705 2,835,767 2,996,291 3,123,888 3,262,770 3,434,833 3,606,140 3,782,963 na 13,870,152 n.a

Off-Budget 731,033 772,239 821,281 871,591 918,877 964,577 1,010,152 1,055,095 1,101,630 na 4,115,021 na
Surplus/Deficit(-}:

Total -702,091 -538,728 -529,033 -488,367 -509,933 -601,676 -638,059 ~577,698 ~728,051 na -2,768,151 na

On-Budget ~124,634 -556,350 -549,853 510,558 -528,752 -613,219 635,911 -658,083 -689,047 na -2,871,186 na

Off-Budget. 22,543 17,662 20,820 22,191 19,819 11,543 -2,148 -19,615 -39,003 na 103,035 na
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TABLE 5.—FISCAL YEAR 2014 BUDGET RESOLUTION V5. THE PRESIDENT'S BUDGET

{In millions of dolkars}

2014 2015 2016 2017 2018 2019 2020 2021 2022 2023 2014-2018  2014-2023
Debt Held by the Public (end of year) 13,330,583 13,981,546 14,618,296 15,215,406 15,824,696 16518942 17,245,767 18,007,496 18,818,701 na na na
Debt Subject to Limit {end of year). 18,251,238 19,050,578 19,855,892 20,624,430 21,419,275 22,288,175 23,197,859 24,143,484 28,123,397 n.a n.a n.a
Difference

Total Spending:

BA. +259,598 ~495,487 -521,984 ~545,408 -595,621 -609,128 -686,810 -742,766 -B04,791 na 2,418,099 na

OT. -275,885 -453,987 525,776 -536,708 -561,589 631,010 -681,818 752,315 785,776 na -2,353,946 na
On-Budget:

8A -267,103 -502,131 -531,495 -556,930 ~608,402 -622,385 -701,320 -759,205 ~823,208 na 2,466,061 na

oT, -283,055 -460,246 535,186 -548,230 574,344 -644,347 -696,408 768,834 -804,578 n.a 2,401,060 n.a
Off-Budget:

BA 7,505 6,644 9,511 11,522 12,781 13,257 14,511 16,433 18,417 ] 47,963 na

OT. 7,69 6,259 9410 11,521 12,756 13,337 14,591 16,518 18,802 na 47,115 na
Revenues:

Tatal -101,885 39,960 -65957 ~102,655 -105,683 -126,420 -165,521 165,316 -150,308 na -416,141 na

On-Budget. -162,568 -34,113 56,876 -92,618 -94,337 -113,534 -150,224 ~149,130 ~132,264 na 381,113 na

Off-Budget 684 -5,847 -9,081 10,037 -10,747 12,885 -15,298 16,186 -18,044 na -35,028 n.a
Surplus/Deficit{-):

Total 174,001 -414,027 -459,819 -434,053 -455,505 -504,581 -516,296 586,999 -635,469 na -1,937,805 na

On-Budget. ~180,486 ~426,133 -478,310 ~455,611 -479,408 -530,813 -546,185 «619,604 -672,215% na 2,019,947 na

Off-Budget. 6,486 12,106 18,481 21,558 23,502 6,222 29,888 32,605 36,746 na 82,142 na
Debt Held by the Public {end of year) 480,962 -911,758  -1,392,727 1,853,258  -2,339,594 2,870,472 -3,409223 4,014,847 -4,664,338 na na na
Debt Subject to Limit {end of year}.... -474,960 -964,129  -1,512)068 -1,989,301  -2,480,607 3,020,963 -3,589,127 -4,242,766  -4,960,642 na na na

* The President's FY2014 Budget was not released before the budget resofution report went to press. The figures in this table reflect the President's Fiscal Year 2013 budget
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ECONOMIC ASSUMPTIONS OF THE
BUDGET RESOLUTION

The Current Economic Situation

Real gross domestic product was virtually flat in the fourth quar-
ter of 2012, increasing by just 0.1 percent, according to preliminary
estimates. That represented a sharp slowdown from the 3.1 percent
increase posted in the third quarter. Although many economists at-
tribute this recent slowdown to temporary factors, economic growth
remains sluggish, nearly four years after the recession officially
ended. For all of 2012, real GDP grew by 2.2 percent on a year-
over-year basis, representing the seventh straight year of growth
below the 3 percent mark. (The trend rate of real GDP growth over
time in the U.S. has been roughly 3 percent.)

The outlook for 2013 calls for moderate, though sub-par, eco-
nomic growth. The Blue Chip consensus expects just 1.9 percent
real growth next year. Among the expected drags to growth this
year are increased taxes resulting both from the fiscal-cliff deal as
well as scheduled tax hikes associated with the Patient Protection
and Affordable Care Act; a sharp rise in gasoline prices that could
weigh on consumer spending; and subdued export growth due to
continued weakness abroad. Among the positive factors supporting
growth going forward are strength in residential investment, a re-
bound in business inventories, and gains in business investment.
The Blue Chip consensus sees real GDP growth picking up to a
healthier pace—2.8 percent—in 2014.

Total payroll employment increased by a robust 236,000 in Feb-
ruary, well above market expectations. That represented a higher
rate of employment growth than the 183,000—per-month average
posted in 2012. The unemployment rate also declined from 7.9 to
7.7 percent. It was an improvement, but the last time unemploy-
ment was that high was 29 years ago, and that was on the heels
of a deep recession. Moreover, the decline in the unemployment
rate was partly due to people leaving the labor force. A broader
gage of underemployment—which includes people who have
stopped looking for work or who cannot find full-time jobs—is still
above 14 percent. In addition, the labor-force-participation rate
ticked down in February from 63.6 to 63.5 percent, the lowest level
in over 30 years.

After suffering an unprecedented decline during the financial cri-
sis, the U.S. housing market is gradually improving. Over the past
four years, home prices have made some gains since dropping to a
very low level. In the fourth quarter of 2012, for instance, national
average home prices were up over 7 percent from year-before lev-
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els. The pace of residential investment is also set to improve. The
Blue Chip consensus expects housing starts to reach 990,000 units
this year. Although that level is not particularly high by historical
standards, it would represent a 27 percent increase from 2012 lev-
els.

Crude-oil prices have risen lately and are flirting with the $100—
per-barrel mark, which is causing higher prices at the pump. Since
the start of the year, the average price of retail gasoline in the U.S.
has risen by $0.50 (or 14 percent) to $3.85 per gallon. Analysts
point out that gas prices will likely continue to rise through the
spring and summer months, which could dampen consumer spend-
ing.

Despite the rise in energy prices, the Federal Reserve notes that
inflation levels remain low. The Fed’s preferred inflation gage—the
price index for personal-consumption expenditures—rose at an an-
nual rate of just 1.5 percent in the latter half of 2012. Looking
ahead, the Fed believes that overall inflation levels over the me-
dium term will run “at or below” its 2 percent objective.

With a sub-par labor market and inflation running slightly below
levels that it believes are consistent with its mandate, the Fed has
been engaged in a “highly accommodative monetary policy”—to
quote Chairman Ben Bernanke—to support the economy. For in-
stance, at its December Federal Open Market Committee meeting,
the Fed provided more explicit policy guidance on how it is likely
to change interest rates in response to economic conditions. The
Fed essentially said that exceptionally low interest rates will likely
be required as long as the unemployment rate remains above 6.5
percent and expected medium-term inflation runs no more than
half a percentage point above the FOMC’s 2 percent long-run goal.
In addition to assuring markets that the federal funds rate will
likely be low for an extended period of time, the Fed is making reg-
ular, large-scale purchases of both mortgage-backed securities and
Treasury securities to put downward pressure on long-term inter-
est rates. The Fed is purchasing roughly $85 billion in securities
($40 billion in MBS and $45 billion in long-term Treasuries) per
month, or more than $1 trillion per year in so-called quantitative
easing.

The yield on the ten-year Treasury has ticked higher in recent
months, though it still was just below the 2 percent mark as of late
February, which is extremely low by historical standards. The low
level of Treasury yields is partly a function of the Fed’s extremely
accommodative monetary policy as well as the “flight to quality”
among global credit investors seeking a relatively risk-free haven
in the storm of ongoing financial crises, particularly in Europe.

The stock market has continued to make impressive gains. As of
late February, the S&P 500 was up over 10 percent from year-be-
fore levels and had doubled from its crisis low point in the middle
of 2009. Since then, the Federal Reserve’s large-scale asset pur-
chases have lowered bond yields, and they likely have been a con-
tributing factor in boosting equity prices in recent years, as inves-
tors have moved into stocks and out of lower-yielding bonds. These
strong market gains may taper off as analysts expect company-
profit growth to slow over the year ahead.
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The Economic Outlook

Economic projections from the CBO and private forecasters gen-
erally predict just modest economic growth in 2013, though the
pace of growth is expected to pick up in subsequent years. The
President’s budget, which was due on February 4, includes an eco-
nomic forecast and is usually accompanied by the Economic Report
of the President, but the administration has yet to submit its FY
2014 budget.!

CBO expects real GDP growth, measured on a year-over-year
basis, of just 1.4 percent this year, slightly below the current pri-
vate-sector forecast of 1.9 percent. Both forecasts show growth pick-
ing up in 2014 to the 2.5-3 percent range, but the predictions differ
more sharply over the medium term. For instance, CBO expects
growth in the middle part of the decade to be around 4 percent.
That would mark the best string of annual growth rates since the
latter part of the 1990s. By contrast, the private-sector Blue Chip
forecast is more subdued over the medium term, predicting annual
growth at or slightly below the 3 percent mark.

Both forecasts predict the unemployment rate will decline slowly
from its current elevated level. CBO does not see the unemploy-
ment rate dipping below the 7 percent mark until the latter part
of 2015. It doesn’t see the unemployment rate falling back to the
pre-recession, pre—financial crisis range of just over 5 percent
until the latter part of the decade.

As the economy recovers, the forecasts predict that interest rates
will gradually move higher. According to CBO, the ten-year Treas-
ury rate, which has been hovering at an all-time low between 1.5
and 2 percent, will rise back above 4 percent in 2016 and 5 percent
in the latter part of the decade. The Blue Chip consensus expects
slightly lower interest rates, on average, over the medium and
longer term.

Rates of inflation are also expected to normalize in the coming
years from their current low levels. CBO expects just a 1.6 percent
increase in prices in 2013. That rate of inflation is expected to rise
back above 2 percent in the middle and latter part of the decade.
For the most part, the Blue Chip consensus expects a slightly high-
er rate of inflation than CBO does throughout the ten-year budget
window.

CBO’s annual economic assumptions were adopted for use in the
budget resolution and are shown in Table 7.

As noted earlier, interest rates will gradually rise from their his-
torically low levels as the economy recovers. That rise in interest
rates, combined with the large stock of debt we are carrying, will
mean that net interest payments will become a significant part of
overall government spending later in the decade. This increase is
a function of debt levels that are expected to rise in the future as
a share of the economy. As a result, debt-service costs absorb an
increasing share of national income, and the country must borrow
an increasing amount each year both to fund its ongoing services
and to make good on its previous debt commitments.

1The law requires the President to submit his budget no later than the first Monday in Feb-
ruary, which fell on February 4 this year. The