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PREFACE

This 5 volume compilation contains historical documents pertaining to P.L. 101-508,
the Omnibus Budget Reconciliation Act of 1990. The book contains congressional
debates, a chronological compilation of documents pertinent to the legislative history
of the public law and listings of relevant reference materials.

Pertinent documents include:

) Committee reports

0 Differing versions of key bilis

0 The Public Law

0 Legislative history

The books are prepared by the Office of Legislation and Congressional Affairs and are
designed to serve as helpful resource tools for those charged with interpreting laws
administered by the Social Security Administration.
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HOW THIS BUDGET IS DIFFERENT

The fiscal year 1991 budget submitted to Congress by President Bush is
dramatically different in form from budgets submitted by President Reagan
and other Presidents since the enactment of the Budget Act in 1974. The
" new format was developed by the Office of Management and Budget without

consultation with Congress.

The most obvious change in the format of the budget is that the
President has presented a single budget document to Congress instead of the
six documents presented by President Reagan in fiscal year 1990. The
contents of the six documents have not simply been combined into a single
volume, however. Some information, particularly historical tables, included
in previous years has not been included in the new budget. The remaining
‘information has been shuffled and presented in a new order and new form
arranged by themes. A 47 page guide to the budget was provided with the
budget for the purpose of Tocating functional materials, economic
information, and specific analyses and tables. A

A more subtle change in the budget is that the descriptions of the
President’s spending proposals in the new Section One of the budget are not

budget amounts for the function. The fiscal year 1991 budget organizes a
series of policy statements by thematic categories unrelated to budget
functions and does not provide any explanation of the costs or savings from
proposed legislation included in tables of budget authority and outlays by
function. This makes it difficult to determine quickly the specific budget
effects of the policies proposed in the budget.

Since the Budget Act requires the budget resolution to specify
functional totals for spending and credit authority, this Summary and
Analysis of the President’s Budget has been arranged, as usual, by
functional category. :

(1)







I. OVERVIEW AND MAJOR ISSUES

RECEIPTS, OUTLAYS, DEFICIT/SURPLUS UNDER THE PRESIDENT’S PROPOSED POLICY*

(in billions of dollars)

1990 1991 1992 1993 1994 1995

The President’s Consolidated Budget

Receipts............... 1073.5 1170.2 1246.4 1327.6 1408.6 1486.3
Outlays................ "1197.2 1233.3 1271.4 1321.8 1398.0 1476.9
Surplus/Deficit........ -123.8 -63.1 -25.1 +5.7 +10.7 +9.4
Adjustments

Postal Service

Net Outlays............ -2.4 -1.7 - -0.7 -0.1 -0.1 -0.4
Social Security

Integrity and Debt

Reduction Fund Outlays. 0 0 -14.1 -53.6 -101.8
The President’s Budget (Current Concept)

Receipts............... 1073.5 1170.2 1246.4 1327.6 1408.6 1486.3
Outlays................ 1194.8 1231.6 1270.7 1307.6 1344 .5 1375.5
Surplus/Deficit........ -121.4 -61.4 -24.4 +20.0 +64.2 +110.8
*The administration’s "consolidated" budget includes out]ays to the Social Security

Integrity and Debt Reduction Fund and net outlays of the Postal Service. The ,
administration’s budget on current budget concepts excludes these items.

year

A. Major Themes in the Budget

The budget message of the President to Congress that introduces the fiscal
1991 budget describes five broad themes of the budget:

"Investing in Our Future" -- Proposals listed in this category include the
capital gains tax cut and incentives for family savings, which are intended
to increase the level of private investment in the economy, as well as
increases in spending for research and development, space exploration, and
certain education programs such as Head Start, which are intended to
increase human capital. The President also includes increased spending

for the war on drugs and continued high levels of defense spending in this
category.

"Advancing States as Laboratories" -- The President’s budget 1ists a
number of state and local programs which are described as innovative
approaches to the provision of government services. The budget states
that some of these programs have been aided by Federal grants and some
have been made possible by Federal statutory or administrative waivers.
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"Reforming Mandatory: Programs" -- The President points out that nearly

half of Federal spending is for entitlements and other mandatory spending,
in addition to the 14 percent of the budget that goes to interest payments
on the national debt. The President’s budget proposes mandatory program
reforms that would save $13.9 billion in fiscal year 1991, with the largest
cuts proposed for Medicare ($5.5 billion, not including $1.7 billion in
increased revenues from requiring coverage of all state and local
government employees by the Medicare tax), farm programs ($1.8 billion),
and Federal employee health and retirement benefits ($4.5 billion).

"Acknowledging Inherited Claims" -- The President’s budget discusses the
demands on current and future resources .resulting from environmental
damage at nuclear weapons facilities, unfunded annuities, and Federal

insurance programs.

"Managing for Integrity and Efficiency" -- The President’s budget proposes
budget process and program management reforms. The budget also proposes
reduced funding for discretionary programs that are described as "low-
return" programs, including mass transit, Amtrak, sewage treatment plant
construction, new subsidized housing construction, and community services

block grants.

In addition, in a new section in'the'drastica]]y revised budget document,

the Director of the Office of Management and Budget, Richard G..Darman, provides
a "Director’s Introduction to the New Budget" which stresses the following major

themes:

= "Global Historical Perspective" -- The Director argues that the great
historical shift apparently taking place in Europe has been almost
trivialized in the discussion of the "peace dividend." Rather, he

suggests, these events place new emphasis on the importance of U.S.
economic growth; budget policy should, instead, address the issue of how

"~ to achieve a "growth dividend."

"Deficit-Estimating Perspective" -- The Director discusses different
concepts of the budget deficit, some of which are new to this budget.
Deficits calculated under these concepts include the Gramm-Rudman-Hollings
(GRH) Baseline Deficit, the Adjusted GRH Baseline Deficit, the President’s

Policy Deficit (including and excluding "speed-ups"), the On-Budget Policy

Deficit, and the Consolidated Budget Deficit. (None of these concepts,
however, is the current budget deficit concept most recently used by the
Congress and the President. The administration’s budget deficits on A
several concepts are projected in Section III. B.) In this context, the
Director also discusses the current treatment of Social Security, whose
surpluses have masked the true size of the underlying non-Social Security
operating deficit, and introduces the administration’s proposed "Social
Security Integrity and Debt Reduction Fund" to deal with this problem.

"Capital Budgeting Perspective" -- The Director notes that the current
"cash" budget concept is useful if it involves a consolidated accounting
that shows the total governmental cash position. However, to get a better
sense of future liabilities and the extent to which current income and
borrowing finance investment for the future, some form of capital budget
concept is required. (The budget presents alternate approaches to capital

budgeting in a more detailed section.) The Director also notes that, by




several different measures, the deficit seems to have stabilized and "the
pattern of continuous erosion that characterized the early- and mid-1980s
seems to have been broken." However, this development is contingent upon
continued economic growth, and stabilization should not lead to complacency
in light of future hidden liabilities.

"A Perspective That Gives Greater Weight to Future Liabilities" -- The
Director argues that some major future liabilities of the Federal
government are hidden under current budget practices and, "like a hidden
PACMAN [are] waiting to spring forward and consume another line of resource
dots in the budget maze." He discusses briefly the future liabilities
related to the rising costs of health care, the rising budgetary claims of
mandatory programs, unfunded liabilities of retirement programs (including,
under some assumptions, Social Security), obligations for environmental
clean-up at Federal facilities, contingent risks of Federal credit programs
~and government-sponsored enterprises (GSEs), and the contingent risks of
Federal- insurance programs. He estimates that the “amortized" annual
amount of the projected "underfunding" may be on the order of one-half to
one percent of GNP, assuming the problem is managed on an orderly basis.
Dealing with this would require reforms in mandatory, credit and insurance
programs, reduced spending on other programs, increased government
managerial efficiency, and growth-oriented economic and budget policies.

"A_Perspective That Attends to Investment in the Future" -- The Director
briefly discusses administration proposals for "investing in the future."
These include deficit reduction to raise public saving; incentives for
private savings and long-term investment (capital gains tax cut, IRA
modifications, and Family Savings Accounts); funds for space exploration
and research and development; public investments in education and human
capital; expenditures for drug control; the Enterprise Zones proposal and
project HOPE (Home Ownership and Opportunity for People Everywhere);
environmental protection; programs to "foster and preserve the American
Heritage;" national security; and management oversight.

"A Congressional Perspective" -- The Director criticizes Congress’s
budgetary use of the current services baseline (the projections which
display the real cost of programs after adjustment for inflation). He
reintroduces a budget projection developed by OMB in 1989, the "Current
Congressional Path," to underline the importance of legislation for the
budget and laments the "games now in play"-- what he calls the Spend-the -
Peace Dividend-Game, the Cut-Social-Security-Game, and the Beat-the-Budget-
Game. He observes, finally, that “"sooner or later, the American political
system will rise to the responsibility to be serious: to complete the job
of fiscal policy correction."




B. The President’s Deficit Reduction Plan

The following analysis of the President’s proposals, arranged by major
~spending and revenue categories, follows the current budget concepts used by
Congress and, before this year, by the administration. However, an
adjustment is made to reconcile this presentation with the administration’s
“consolidated deficit", which includes the Postal Service (an off-budget
Federal agency) and the "costs" of the administration’s proposed Social.
Security Integrity and Debt Reduction Fund. (For a description of the
latter, see section I. D.) .

The President reduces the 1991 deficit sharply, to $61.4 billion, below
the Gramm-Rudman-Hollings (GRH) target of $64 billion. His plan calls for
$39.1 billion in deficit reduction as compared with the "adjusted GRH
baseline" deficit of $100.5 billion. (See Section VI. A. for.a discussion
of the GRH baseline.) Over the five-year period FY 1991 - FY 1995, he
proposes more than $320 billion in deficit reduction.

The President’s Deficit .Reduction Plan
(In billions. Deficit increase shown by "-")
‘ FY 1991 5-Year

GRH BASELINE DEFICIT(-) or SURPLUS(+).............. -100.5 -212.3
m o Defense.... ..o 3.2 87.5
m Non-defense discretionary.......... P -1.0 2.1
m Entitlements and other mandatories............ 13.9 119.1
Medicare.........oovivviunnnn., (5.5)
Civil service/military ret’ment. (3.0)
Agriculture...........covvynin, (1.8)
Federal employees’ health....... (1.8)
Power marketing administrations. (1.0)
A1l other.................. e (1.0)
m  Governmental receipts (revenues).............. © 13,9 . 41,7
Capital gains................... (4.9)
IRS management, etc............ . (3.0)
Tax accelerations............... (1.0)
Other receipts.................. (5.0)
m User fees, offsetting collections............. 5.6 23.0
Auction broadcast spectrum...... (2.3)
Lease naval petroleum reserve... (1.0)
Other fees...........ccovvun.. (2.3)
m Other offsetting receipts......... ..., 0.6 2.8
m Asset sales & Toan prepayments................ 1.6 7.3
m Net Interest.......... ... s, 1.3 37.9
TOTAL DEFICIT REDUCTION. ...cvvrvviniiiaeennnn.. 39.1 321.5
BUDGET DEFICIT(-) or SURPLUS(+)......covvivviunn... -61.4  +109.2
Adjustment to include Postal Service Fund..... +1.7 +2.1
Social Security "Debt Reduction Fund"......... 0.0 -169.5

ADMINISTRATION’S CONSOLIDATED DEFICIT.............. -63.1 -62.4




Defense funding is increased by $5.3 billion, or 1.8%, over the 1990
level, while outlays grow by $7.0 billion. This constitutes a budget
authority cut of $9.3 billion from the OMB GRH baseline and an outlay
reduction of $3.2 billion. By 1995 nominal defense funding would be about 8
percent higher than the 1990 level but almost 11 percent below the
baseline. As a result, outlays would total $87.5 billion less than the
baseline over the five-year period FY 1991 - FY 1995.

Non-defense discretionary programs show a net budget authority
increase of $0.8 billion and a net outlay increase of $1.0 billion as
compared to OMB’s GRH baseline. Over five years, total spending tracks
OMB’s baseline very closely. However, many sizable long-term increases and
decreases are built into the net total. : :

- Increases include: the U.N., Dept. of Energy cleanup costs, NASA, NSF,
the Superconducting Supercollider, the "America the Beautiful" initiative,
Superfund, aviation programs, the Coast Guard, homeless programs,
Presidential merit schools and magnet schools, Head Start, Veterans’
hospital construction, drug abuse programs (especially law enforcement), and
the IRS.

Decreases include: Ex-Im Bank loans, REA and FmHA loans, fossil energy
R&D, state energy conservation grants and low-income weatherization, Park
Service construction, EPA sewer construction grants, Amtrak, mass transit,
highways, CDBGs and other community development programs (e.g. ARC, EDA,
Community development loans, rural water and waste disposal), library
grants, Impact Aid part B, Perkins/NDSL student loans, health professions
eduction and training, the Community Services Block Grant, housing for the
elderly and handicapped, Employment Services, low-income home energy
assistance, Public and Indian housing construction, assistance to states
under the immigration reform law, and juvenile Jjustice grants.

Entitlements and other mandatory programs are reduced (net) by $13.9
billion. This includes major cuts in Medicare, Civil Service and Military
Retirement, CCC and Crop Insurance programs, Federal ‘Employee health
benefits, Power Marketing programs, and many other programs. Smaller
increases are proposed for Foster Care and Adoption Assistance and for the
refundable portion of a new Child Care tax credit. The net savings would
grow rapidly each year, significantly more rapidly than the general growth
of mandatory programs, and would total almost $120 billion over the five-
year period FY 1991 - FY 1995.

Governmental Receipts (i.e. revenues) are increased by $13.9 billion
above the baseline in 1991. This total includes a $4.9 billion increase
assumed to come from tax cuts for capital gains. The total also includes
increases of $3.0 billion to come primarily from "Internal Revenue Service
management reforms" and, secondarily, from an increase in the IRS budget.
Major components of the remaining $5.1 billion net increase are a $3.8
billion increase from extending Medicare and Social Security payroll taxes
to employees of state and local government that are not now covered, a $1.6
billion increase from extension and speedup of the current 3 percent excise
tax on telephone service, and a speedup of the payroll tax. Major revenue-
losing proposals include extension of expiring tax benefits (tax credits for




research and experimentation, low-income housing, and health insurance
deductions for the self-employed), a "family savings" incentive, tax
incentives for oil and gas, tax incentives for "enterprise" zones, and a new
Chi]d Care tax credit.

The revenue increase of $13.9 billion in FY 1991 shrinks to an average of $7
billion per year in FY 1992 - 1995 for three reasons: the capital gains
proposal increases revenues primarily in the first few year; some effects of
the IRS reforms are temporary; and the payroll and telephone tax speed-ups
are essentially timing shifts with virtually no long-term effect. (See
~section IV. B.)

User fees and other offsetting collections are increased by $5.6
billion above the baseline, slightly more than the $5.5 billion recommended
last year. Most of the proposals were included in last year’s budget and
were rejected by Congress. The two largest single proposals, to auction off
radio broadcast rights and to lease the Naval Petroleum Reserve, produce
only short-term savings. (See section VI. D.)

Other offsetting receipts show the effects in Function 950 of changes
in accrual payments from Federal .agencies to the Federal retirement and
health funds. The major proposed change would increase Postal Service
payments on behalf of its annuitants. This is accounted as a receipt by on-
budget agenc1es, but the ultimate deficit -reduction would be accomplished
through an increase in the price of stamps.

Asset sales and loan prepayments are proposed for each of the next five
years, ‘with net proceeds reflecting almost $0.2 billion per year in lost
revenue starting in FY 1992. (See section VI. E.)
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D. National Saving, the Social Security Surplus, and
the "Social Security Integrity and Debt Reduction Fund'

A great deal of concern has been raised recently about the use, or what
many call misuse, of the taxes for Social Security, and the surpluses in the
Social Security trust funds (01d Age, Survivors and Disability Insurance --
OASDI). These surpluses result from payroll taxes that are higher than
immediately needed to cover the cost of current Social Security benefits. The
surpluses result from the Social Security Amendments of 1977 and 1983 that were
intended to build up reserves in advance of the rise in benefit costs that will
occur when the baby boom generations retire.

The issues related to the Social Security surplus are:

. masking the non-Social Security deficit,

. the regressive shift in taxation,

‘" providing for the future and intergenerational equity,
= the administration’s new proposal.

Social Security Surpluses Mask a Very lLarge Non-Social-Security Deficit

Currently, the Social Security surpluses offset a deficit in the rest of

the budget and mask the size of the non-Social Security deficit, as shown by the .

following Congressional Budget Office baseline projections of January 1990.
Table 1

CBO Budget Baseline Projections
(Fiscal years, billions of dollars)

1990 1991 1992 1993 1994 1995

Total Federal budget deficit -138 -138 -135 -141 -130 -118
Social Security surplus 1/ 66 74 85 98 112 128
Non-Social Security deficit  -204 -212 -221 -239 -242  -246

Non-Social Security
deficit as a percentage
of GNP 3.7 3.7 3.6 3.6 3.5 3.4

1/ The Social Security surplus includes interest receipts from the general
Fund, an intra-budgetary transaction. Beginning in 1990, the amounts are $16
billion, $22 billion, $27 billion, $34 billion, $42 billion and $50 billion.
These amounts correspondingly enlarge the non-Social Security deficit.

The Regressive Shift in Taxation

While payrd]] taxes have been raised to pay for Social Security and
Medicare, non-Social Security taxes, principally the income taxes, have been
cut relative to.Gross National Product since 1981.
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This move away from income taxes and toward payroll taxes has shifted
Federal government taxes toward those with the least ability to pay. Since the
payroll tax applies only to wages up to a ceiling ($51,300 in 1990), it fails
to tax the wages and salaries of higher-income Americans to the same extent as
that of lower-middle income Americans. Furthermore, it lacks a personal
exemption, does not tax income from capital which is concentrated in the hands
of high-income people and does not have graduated tax rates. In contrast, the
individual income tax takes a higher proportion of high than low incomes.
Reducing the income tax and increasing the payroll tax makes the overall tax
system less progressive.

The Congressional Budget Office estimates that between 1980 and 1990, the
effective rate of Federal taxation on the bottom twenty percent of the income
distribution will go up by 16 percent, while the effective tax rate on the top
ten percent of the income distribution will go down by 7 percent. This
regressive shift in taxation is analyzed in more detail in section IV. C.,
"Analysis of Tax Policy," in this report.

Many argue that the payroll tax is acceptable if it is dedicated to paying
for present and future Social Security benefits. However, the Social Security
surpluses created with the payroll tax are now being used to offset a deficit
in the rest of the budget, rather being saved to prepare the nation to pay
future Social Security benefits. Critics charge that this an inappropriate use
of the tax that is supposed to be dedicated to Social Security.

For this reason, some, including Senator Moynihan, have suggested that
either the Social Security surplus be used for its intended purpose -- a net
addition to national saving -- or, failing that, that Social Security be put
back on a pay-as-you-go basis by cutting payroll taxes.

Providing for the Future: The Problem

Many believe the current situation is contrary to the intent of the 1977
and 1983 Social Security Amendments, because these surpluses are not being used
to prepare the nation to furnish future retirement benefits to the baby-boom
generations. ‘

Preparing the nation to support future retirees is a problem because there
will be about 40 percent fewer workers per retiree in the year 2025 than now.
In the next forty-five years, the burden of Social Security benefits (not
including Medicare) will rise about 50 percent (from about 4.5 percent of GNP
in 1990 to about 6.8 percent of GNP in 2035). The benefits that have been
promised will be difficult to pay if the nation is not prepared for this added
burden. '

A purely pay-as-you-go Social Security system, the historical norm, would
put ‘a higher tax burden, as a percent of their incomes, on future workers than
is being placed on current workers. Many regard this outcome as inequitable
between generations.

It is not just the nation’s promises of retirement benefits to the baby-
boomers that creates the need to prepare more adequately for the future. There
is also the added combination of current total budget deficits and a very low
private saving rate. Large total budget deficits in the 1980s have diverted
private saving away from investment and caused the U.S. to go into debt
internationally. Part of any gain from investment in the U.S. is now mortgaged
to outside creditors.

The current net national saving rate is only one-third of our average
saving rate between 1950 and 1980. There is an acute need to reduce government



15

deficits and run surpluses so as to reverse this decline, increase investment,
reduce international indebtedness and promote growth in productivity. The
benefits of deficit reduction are analyzed in more detail in Section III. A.,
"Deficits and the Economy," in this report.

Saving the Social Security Surplus and Preparing to Pay Future Benefits

We cannot Titerally hoard and "set aside" food, clothing, shelter and
medical care in a vault for the baby-boomers’ use when they retire. These
goods and services will have to be produced by future workers and transferred
to future retirees at that time. Furthermore, no accounting or policy changes
can significantly change the underlying demographic facts.

Therefore, the fundamental issue is whether we will take action now to
expand the size of the future economic pie. By expanding the pie, the standard
of Tiving of future workers can be protected even though they will have to
share a higher proportion of the pie with retirees than do today’s workers.

The most directly effective way to expand resources for the future is to
eliminate the budget deficit and to create a total budget surplus, or
equivalently to preserv? the Social Security surpluses and balance the non-
Social Security budget.! This policy also accomplishes the transfer of some of
the burden of future benefits from future workers to present workers,

A total budget surplus produces net retirement of debt held by the public.
This would convert the nation’s fiscal policy from one that absorbed and
extinguished scarce private saving into one that supplemented it. The resulting
new investment would make future workers more productive and would raise the
income of future workers who will have to support today’s workers in their
retirement. The nation would be better prepared to support the baby-boom
generations in their retirement, and the baby-boomers would be more likely to
receive the benefits they have been promised. A Social Security surplus cannot
by itself produce capital formation and higher future incomes, because it can
be, and is, being offset by a deficit in the rest of the budget.

Running a total budget surplus would also transfer some future Social
Security financing burdens from future workers to today’s workers. Sufficient
spending cuts or tax increases to bring about a budget surplus would reduce the
consumption of today’s workers, while increasing the income of future workers.

A payroll-tax-financed Social Security surplus does not by itself accomplish
this intergenerational transfer. There is no reduction in the consumption of
present workers when the added payroll tax used to create a Social Security
surplus is offset by lower general taxes or higher government programs elsewhere
in the budget.

What Happens When the Baby Boom Generations Retire

As explained above, since we cannot Titerally hoard and "set aside" food,
clothing, shelter and medical care for the baby-boomers’ retirement, these goods
and services will be produced by future American workers (except to the extent
they can be borrowed from abroad) and transferred to retirees. Even if the

' The nation’s future ability to produce could also be increased by
shifting government spending away from consumption (for example, current Social
Security and Medicare benefits) and toward public investment (for example,
technological research, infrastructure, and education and health benefits.for
children). However, there is intense controversy over which programs are truly
investment-oriented and which are successful in raising productivity.
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Social Security surplus is "saved," this is the mechanism by which Social
Security benefit promises should be fulfilled, and will probably have to be
fulfilled. : '

Most likely, the transfer of resources from future workers to retirees
would be effected by higher general taxes. The Social Security system will
redeem its Treasury securities, and in order to provide the cash, general taxes
‘will have to be raised. Cuts in non-Social Security spending could also play a
-~ role.

" The alternative is to attempt to pay for benefits by draining away private
savings and investment into higher national consumption. This could be
attempted either through government borrowing or, if, hypothetically, Social
Security had made private investments, by cashing in those investments. In
either case, a capital shortage would result, reducing national investment
either directly or by enlarging our debt to foreigners.

The ethics of attempting to pass the cost on to yet another future .
generation is questionable. This aside, real interest rates would rise, the
international value of the dollar would rise, the trade balance would worsen,
and U.S. national debt to foreigners would rise just as in recent U.S. fiscal
history. The cost of future Social Security benefits does not exceed its
dedicated taxes for only a few years, but rather from the year 2018 to as far
forward as the actuaries forecast, 2063, and beyond. An attempt to pay for the
baby-boomers benefits with borrowing could well founder on the unwillingness of
foreign countries to lend massively to the U.S. Such unwillingness could
create sufficient economic stress in the form of high interest rates to-cause
the government to run the monetary printing press, thereby "taxing" people
though the effects of rapid inflation.

Changes in Accounting or Social Sécurity Investment Policy

In order to "save" each year’s Social Security surplus for the future,
there must be and equal amount of annual net retirement of debt held by the
‘public.  For this to happen, the non-Social Security budget has to be in
balance. Otherwise, funds that might be provided by Social Security to the
private sector, or state and local governments ‘as some have suggested, are
offset by general fund borrowing. The same proposition is true for any special"
fund dedicated to retiring the public debt, or to any other earmarking for
Social Security surpluses. These arrangements cannot be effective unless
backed up by a total budget surplus. ,

Government or Social Security accounting can be changed to make it appear
as though the Social Security surpluses are being "saved" or "invested" in
"real" things, but as long as the Treasury has to borrow the funds that are
used in this manner, there is no net increase in national saving or investment.

‘For example, if Social Security were to invest funds in private securities
without any reduction in the non-Social Security deficit, the Treasury would
have to borrow more funds from the private sector. The two operations cancel
in terms of the net availability of saving for investment. ,

The Administration’s New "Social Security Integrity and Debt Reduction” Proposal

The administration proposes a new "Social Security ‘Integrity and Debt
Reduction Fund." Funds would be mandatorily transferred each year from the
general fund to this new fund. The Fund would spend its income on retirement
of Treasury debt held by the public until all of this debt is retired. The
administration estimates that, under .its plan, retirement of the debt held by
the public would be completed between the years 2005 and 2010.
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From 1993 though 1995, the amounts to go into the Fund are percentages of
projected Social Security surpluses: 15 percent for fiscal year 1993, 50 percent
in 1994, and 85 percent for 1995. From 1996 forward, the amount is equal to
the entire projected Social Security surplus.

Operating the Fund, however, is not by itself sufficient to ensure that
the Social Security surpluses actually contribute to reduction of public debt.
As explained above, in the absence of a surplus in the total budget, the
Treasury would have to finance payments into the Fund by selling securities.
The combination of this borrowing and purchase of securities by the Fund would
be a shell game. The Fund would appear to be retiring debt, but the government
‘as a whole would not. :

In order to actually bring;about the net retirement of debt held by the
public, the administration’s proposal has two other features.

The administration would permanently extend the Gramm-Rudman law, which
requires a balanced budget in 1993 and which provides for the automatic
reduction of spending (i.e., sequestration) if the necessary deficit-reduction
legislation were not forthcoming. Social Security would be kept in the budget
as is now the case for purposes of Gramm-Rudman.

“The administration proposal also requires that the traditional measure of
spending outlays be increased by the amounts transferred to the new Fund.
Thus, the extended Gramm-Rudman law would be applied to a budget "deficit" that
includes the projected Social Security surplus as "spending." Requiring balance
“in this measure of the budget is effectively the same as requiring a real
surplus approximately equal to the Social Security surplus.

The operation of the "Social- Security Integrity and Debt Reduction Fund"
is symbolic, since retirement of debt held by the public is not really spending;
it is the consequence of having an excess of revenues over spending, a budget
surplus. The correct measure of how the budget affects the general economy and
national saving, for example, does not count retirement of debt as spending.
Scoring debt retirement as though it were spending simply masks a surplus in
the total budget.

Masking the surplus allows Social Security to kept within the budget, as
the administration wants, without having the budget show an official surplus.
The reason for keeping Social Security in the budget is to discourage attempts
to remove other funds from the budget and to discourage the government from
dissipating the Social Security surplus by increasing Social Security benefits
or cutting the payroll tax.

Under the administration’s proposals, the projections of the Social
Security surplus are not updated during the same budget cycle in which benefits
. might be raised or payroll taxes cut. As a result, the amount scored as
spending for debt retirement would not immediately be reduced when benefits are
raised or taxes cut. Spending in the consolidated budget would go up or

revenues go down, pushing the budget out of compliance with the Gramm-Rudman
balance requirement.

However, there is no absolute guarantee of protection for the Social
Security surpluses. The government might time an increase in benefits or cut
in payroll taxes to.coincide with a once-every-five-year updating of the surplus
projection. In this case, the prospective deficit in the "official” budget
would be offset by a reduction in the amount that would have to be put in the
new fund and scored as spending. Alternatively, the government could change
the scorekeeping.
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Section III. B., "Administration Projections and Deficit Reduction
Proposals," of this report shows how the administration budget is able to show

a future path that appears to comply with the new Gramm-Rudman proposals.
Economic assumptions play the key role.
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€. Budget Policies, the Distribution of Income, and Poverty

During the 1980s, the distribution of before-tax income became more unequal;
Federal tax policies exacerbated the increasing inequality of income, as tax
rates were reduced for the upper 20 percent of the population and rose for the
other 80 percent, with the most rapid rise for the lowest-income taxpayers; and
the poverty rate was not reduced despite a large rise in employment and a
generally healthier economy at the end of the decade than at its beginning. In
this section, these three developments will be discussed in turn, concluding
with a discussion of the characteristics of the poverty population in 1988.

The Distribution of Income Before Tax

Between 1980 and 1988, gains in real before-tax income have been sharply
skewed toward the upper end of the income distribution. The poorest 20 percent
of families had an average real income gain of just 1 percent over those eight
years, despite the fact that the economy in 1988 had lower unemployment and
inflation than in 1980, while the top 5 percent of families had average real
income gains of 26 percent. These trends are shown in the following chart.

Figure 1

REAL FAMILY INCOME CHANGES 1980-88
(BEFORE TAX INCOME BY FIFTHS
OF INCOME DISTRIBUTION)

REAL PERCENT CHANGE 1980 TO 1988

. 25.9
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SOURCE: Census 1amily 1ncome data. converted to constant
dollars using the personal consumption expendiiure detlalor.

Census data show that the income gap between rich and poor families was
wider in 1988 than in any year since the Census Bureau began collecting this
data in 1947. The wealthiest fifth of all families received 44 percent of
national family income, a postwar record. The poorest fifth received 4.6
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percent of national family income, the lowest proportion recorded since 1954.
It is true that income inequality has been increasing ever since 1968, but the
increase. accelerated sharply during the 1980s. Some of this increase in
inequality results from social trends such as the rise in female-headed
households and the rise in work by wives at the higher end of the income scale.
But the acceleration during the 1980s reflects recent Federal government
policies as well. The failure to increase the minimum wage during the 1980s is
one source. The large deficits and ballooning debt of the 1980s also
contributed. : .

. The overvalued dollar caused by deficits and high interest rates
affected manufacturing competitiveness, employment, and wages. A1l
job growth since 1980 has been in "service-producing industries,"”
mainly services and trade, which generally have Tow-pay jobs. (Claims
are sometimes made that recent job growth has been in high-paying
occupations, but the occupational definitions are so broad that this
claim is meaningless.)

. Growing debt and high interest rates meant higher incomes for
bondholders, few of whom are in the Tower income categories.

The Changing Distribution of Taxes

Reduced rates in the progressive income tax and increased rates for the
regressive Social Security taxes combined during the 1980s to make the Federal
tax burden lighter on the rich and heavier throughout the rest of the income
distribution, particularly for the lowest fifth of taxpayers. In the following
table, Congressional Budget Office calculations of the effective overall Federal
tax rate by income group are shown.

Table 2
Effective Overall Federal Tax Rates

Income Quintile , 1980 1990 Percent Change

Top 10 percent 28.4 26.4 -7.0
Top 20 percent 27.3 25.8 -5.5
Fourth 20 percent 23.0 22.5 . -2.2-
Middle 20 percent 20.0 .20.3 ' +1.5
Second 20 percent 15.7 16.7 +6.4
Bottom 20 percent 8.4 9.7 _ +15.5

Thus, the effective Federal tax burden has shifted toward those with less
ability to pay, and has exacerbated the adverse shift in before-tax income.
The same CBO projections of income and tax rates indicate that from 1980 to
1990, real after-tax income of the lowest-income taxpayers will have declined 5
percent, while the real after-tax income of the richest tenth of families rose
41 percent. These data are shown in Figure 2. .



21

Figure 2
REAL AFTER-TAX FAMILY INCOME CHANGES, 1980-90
’ (Projected. 1982 dollars. by fifths of income distribution)
REAL PERCENT CHANGE 1980 TO 1990
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Poverty

~ The official poverty rate -- the number of persons with incomes below the
official poverty level for their size family, as a percent of the total
population -- was 13.1 percent in 1988, no lower than in the recession year
1980 when the rate was 13.0 percent.  This happened in spite of increases in
aggregate real income, declines in the unemployment rate, and increases in
employment between the two years; but it is not surprising in light of the
increasing inequality in the distribution of income that has already been
described.

A number of criticisms and recalculations of the official poverty rate
have been made. For example, it has been pointed out that rise in the poverty
Tine due to inflation was overstated in the late 1970s and early 1980s because
of a biased treatment of homeownership in the Consumer Price Index. Last year
the Census Bureau calculated an alternative poverty series using a price measure
without such bias. This experimental alternative indicates poverty rates of
11.5 percent in 1980 and 11.6 percent in 1988 and therefore does not change the
conclusion that the poverty rate was unchanged over the 1980s.

Another common criticism is that the poverty rate is based on cash income
only and does not take into account noncash benefits -- private health insurance
and government noncash transfers such as food stamps, public housing, Medicare,
and Medicaid. The Census Bureau has also calculated experimental measures of
poverty for 1988 and 1987 that include these noncash benefits. Under this
definition, the poverty rate was 10.5 percent in 1988, not significantly lower
than in 1987 when it was 10.7 percent. Comparable rates are not available for
previous years. However, earlier, related Census Bureau studies showed
increases of 0.4 to 1.0 percentage point in poverty rates including noncash
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benefits from 1980 to 1987, strongly suggesting that there would be no
improvement in such a poverty rate between 1980 and 1988.

Whatever statistical criticisms are made of the official poverty
thresholds, it is clear that they do not provide a generous standard of living.
In 1988, when the median income of four-person families was $39,051, the poverty
threshold for such a family was an income of just $12,092. This makes it

difficult to argue that current poverty rates overstate the problem of deficient
income.

The 1988 poverty estimates give useful information about the structure of
poverty in an economy at high employment. When the civilian unemployment rate
is 5.5 percent, as it was in 1988, there is little "cyclical" unemployment, and
most poverty will therefore reflect low earnings and government payments that
are Tow relative to family size, rather than temporarily low income due to
recession. v ‘

Table 3
Poverty in 1988

In Poverty
Number, Rate (percent of
in population having
Characteristic ‘millions characteristic)-
A1l persons . 31.9 13.1
By age:
Under 18 ‘ 12.6 19.7
18-64 15.8 10.5
65 to 74 . 1.8 10.0
75 and older : 1.7 15.2
By family status:
In married couple families 11.1 6.6
Female households, no husband 12.7 38.1
Not in families 7.1 20.6
Living alone, 65 and older 2.1 23.6
A1l families : 6.8 10.4
Householders age 15-64, total 6.2 11.3
By work experience:
Worked full year, full time 1.1 2.9
Worked full time, part year 1.2 18.2
Worked part time 1.0 26.5
Did not work 2.9 44.1

These tabulations show that the highest poverty rate by age is among
children -- 20 percent. The "young old" (ages 65 to 74) have poverty rates
slightly Tower than working-age adults, but the "old old" (75 and older) have
higher rates.

Poverty rates are far lower among married-couple families than among those
living alone, and over one-third of persons living in female-householder
families are living below the poverty line.

. Finally, poverty among households where the houSeho]der is of working age
is mainly associated with not working, working less than full time or working
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Tess than a full year. There were 1.1 million families where the householder
worked full-time and full-year and the family was still poor. This represented
one-sixth of all poor families, although the poverty rate for such families was
only 2.9 percent. '

Federal government spending policies have had different effects on
different Tow-income demographic groups. Congressional Budget Office Director
-Robert Reischauer has testified before the Ways .and Means Committee that AFDC
benefits fell roughly 25 percent in real terms between 1975 and 1987. The
Census Bureau has estimated that cash benefits 1ifted from poverty in 1979 18.9
percent of families with children who otherwise would have been poor, but by
1987, the number was 10.5 percent. On the other hand, according to Reischauer’s
testimony, SSI benefits for the elderly rose in real terms because they were
indexed to a CPI that overstated inflation.






ITT. FISCAL POLICY

The basic fiscal policy problem facing the United States in 1990 remains
what it has been throughout the 1980s: ending the drain on national saving
represented by the Federal deficit. Once that drain has been ended by the
achievement of a balanced total budget -- an achievement scheduled for Fiscal
Year 1993 in the Balanced Budget and Emergency Deficit Control Reaffirmation
Act of 1987 (Gramm-Rudman-Hollings, or GRH) -- many have recommended that the
U.S. fiscal policy goal should be a budget surplus equal to the projected
buildup in the Social Security trust fund, which would translate into balance
in the non-Social-Security budget. Such an achievement would mean that the
Federal government as a whole would be adding to national saving, rather than
subtracting from it as at present. This addition to national saving would mean
more investment and a more productive economy in the 21st century when the
resources will be needed to support the baby boom generation in its retirement.

The President’s budget projections are consistent’ with this goal. However,
they achieve the goal as much by optimistic economic and technical assumptions
as by hard policy proposals. The projections of the Congressional Budget
Office suggest that the President’s actual policy proposals will not in fact
achieve the balance in 1993 in the total budget, and the implied balance in
1996 in the non-Social Security budget, that they project.

Part A of this section discusses the effects of deficits on the economy.
Part B presents the President’s projections and the effects of his policy
-proposals on his projected deficit. Part C discusses the projections of the
Congressional Budget Office and Part D uses the CBO projections to analyze the
actual fiscal restraint in the President’s budget.

A. Deficits and the Economy

Despite a current slowdown, generally expected to be temporary, the U.S.

- economy has been and is expected to be operating near its effective capacity,
where "capacity" is defined as the highest Tevel of capital utilization and the
Towest level of unemployment consistent with a stable rate of inflation. The
problem of utilizing unused resources has been relatively small over the last
year. The bigger problem has been increasing the productivity of the resources
we employ: providing more (and more efficient) plant and equipment and better
education and training to the American.work force. This is required for higher
standards of living in the 1990s, and will be a necessity for supporting the
baby boom generation in its retirement in the 21st Century, no matter what
means of financing Social Security is chosen. Because improvement in investment
and productivity is gradual and incremental in its results, we need to start
these improvements now.

(35)
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B. Administration Projections and Deficit Reduction Proposals

The administration’s current services budget (Table 2, Section a) is OMB’s
projection of what the deficit would be under current policy. If there were to
be no changes in current revenue and entitlement law, and appropriations were
increased by the inflation rate as in the GRH basT1ine specifications, OMB
predicts the 1991 deficit would be $101 billion.

The 'difference between the current services deficits and the President’s
proposed deficits (Table 2, Section b) represents policy changes that will
reduce the deficit. This difference for 1991 is $39 billion. Of this
reduction, only $3 billion represents savings from.the defense baseline; the
defense savings grow and amount to $34 billion in 1995. "In 1991, $14 billion
is saved in entitlement and other mandatory spending and another $14 billion
net is raised through revenue changes, including a cut in the capital gains tax
rate which gives a temporary significant boost to revenues. The entitlement
savings grow to $33 billion in 1995; the net revenue gains, however, fade to
only $6 billion by 1995. Including smaller net changes in nondefense
discretionary spending and minor gains from user fees, other offsetting receipts
and asset sales, the projected deficit reduction grows to nearly $100 billion
by 1995. : ’

The projected deficit, as currently measured, comes to $61.4 billion in 1991
(Table 2, Section c). Adjusted for asset sales and tax speedups that will not
count for Gramm-Rudman-Hollings (GRH), it is exactly equal to the GRH target of
$64 billion (Table 2, Section d). The 1992 and 1993 GRH targets are also met.
Since the baseline is so close to balance in 1994-1995, the effect of the
deficit reduction policies is to produce a projection of substantial budget
surpluses in those years if measured using current budget accounting concepts
(Section ¢). Such surpluses, if achieved, would automatically be used to
retire Federal debt held by the public. ‘

However, the administration proposes a new policy beginning in fiscal year
1993 that departs from current deficit measurement concepts (Table 2, Section
e). The administration would extend the Gramm-Rudman law, making permanent its
balanced budget requirement and sequestration. The administration would also
require that the traditional measure of outlays be increased by 15 percent of
the previously projected Social Security surplus in fiscal year 1993, 50 percent
in 1994, 85 percent in 1995, and in 1996 and thereafter 100 percent. The funds
are mandatorily transferred from the general fund to a new “Social Security
Integrity and Debt Reduction Fund." This fund would, in turn, repurchase

Treasury debt from the public, carrying out the debt retirement which the
Treasury would carry out in any case if the projected surpluses were to be
achieved. The procedure would expire upon retirement of the entire debt held
by the public.

Establishing the fund is not by itself sufficient to insure that the Social
Security surpluses actually contribute to reduction of public debt. In the
absence of balance in the newly defined budget, the retirement of debt by this

1 The administration also calculated a baseline following strictly the.GRH
definition which is lower than the figures quoted above and shown in the
table, mainly because it does not assume that the Food Stamp program,
which expires at the end of fiscal year 1990, will be reauthorized. The:
analysis here will use the "adjusted" baseline which does assume
reauthorization.
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fund would be offset by increased general fund borrowing from the public. It
is the balancing of the "consolidated" budget as newly defined that produces
the net retirement of public debt (i.e., the surplus under traditional
measurements). ‘

Whatever the accounting concept, retirement of the public debt would release
funds to flow into private capital formation, preparing the nation for the
future burden of supporting the retired baby-boom generations. It would mean
that the Social Security surplus was in fact being saved to increase future
income rather than spent on current public consumption. The chronic failure to
save this surplus has been a major factor in recent proposals to return Social
Security to pay-as-you-go financing.

It is important to realize that the President’s budget and the current

- services baseline are based on the same optimistic assumptions. If GNP growth
is lower and/or interest rates are higher than OMB predicts, actual deficits
will be higher than estimated by the administration, even if all of its policies
are adopted, and the projected budget surplus and net retirement of debt held

by the public will not materialize. In the sections that follow, a less
optimistic projection will be described and compared with the President’s.
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Table 2

Administration Budget Aggregates
(Fiscal Years, § billions, total budget)

Actual Projected
a. Administration Current : ‘
Services (adjusted) ' o
Revenues . 909.0 990.7 1072.8 1156.3 1234.9 1323.5 1401.9 1480.8
Outlays 1064.0 1142.6 1194.8 1256.8 1307.8 1362.6 1415.0 1467.4
Surplus+/Deficit- -155.1 -152.0 -122.0 -100.5 -72.9 -39.2 -13.1 +13.4
b. Administration Proposed Changes
Defense spending : -3.2 -8.9 -16.7 -24.9 -33.9
Nondefense discretionary oo '
spending +0.1 +1.0 +1.6 +0.1 -~ -1.1 -3.6
Entitlements and mandatory -13.9 -19.9 -24.4 -28.3 -32.6
Revenues (effect on o
deficit) 1/ -0.6 -13.9 -11.4 -4.1 -6.7 -5.6
User fees - -5.6 -3.8 -6.2 3.4 -4.9
Other offsetting receipts -0.6 -0.5 -0.5 -0.7 -0.4
Asset sales (net of lost . ‘ :
receipts) -1.6 -1.4 -1.5 -1.4 -1.4
Total Policy Changes (net) -0.6  -37.8 -44.3 -52.3 -66.5 -82.4
Debt Service Savings 0 -1.3 -4.1 -7.0 -10.6 -14.9
Total Deficit Reduction 0.6 -39.1 -48.5 -59.1 -77.3 -97.4
c. Administration Proposal - Current Concept
Revenues ‘ 1073.5 1170.2 1246.4 1327.6 1408.6 1486.3
Outlays 1194.8 1231.6 1270.7 1307.6 1344.5 1375.5°
Surplus+/Deficit- (as : :
measured in previous

budgets) -121.4  -61.4 -24.4 +20.0 +64.2 +110.8

d. Gramm-Rudman-Hollings (GRH) Concept ‘ :
- Deficit Target - -100 -64 - -28 0 2/ 2/
Administration Surplus+/Deficit- - '
excluding asset sales and speedups -121.4 -64.0 -26.0 +18.3 462.5 +109.2

e. Consolidated Budget Concept
Contribution to Social Security
Integrity and Debt Reduction .
Trust Fund : 0 0 0 -14.1 -53.6 -101.8

Postal Service surplus+/deficit- -2.4 -1.7 -0.7 -0.1 +0.1 +0.4
Administration "consolidated" :
surplus+/deficit- 3/ -123.8 .-63.1 - -25.1 +5.7  +10.7  +9.4

Note: Detail may not add to totals due to rounding.

1/ Revenue increases are shown as minuses because they reduce the deficit.

2/ No targets set in current GRH law. Administration proposes continuation after 1993
of zero deficit target as applied to a budget including the "Social Security
Integrity and Debt Reduction Fund" as an outlay. )

3/ This is the "official" deficit presented in administration summary tables. It is equal
to the "current concept" deficit plus the Postal Service deficit plus the contribution
to the Social Security Integrity and Debt Reduction Fund.



IV. GOVERNMENTAL RECEIPTS (REVENUES)*
A. Summary

As part of its Fiscal Year 1991 budget, the administration proposes $13.9
billion in additional governmental receipts. This increase accounts for about
one-third of all the proposed deficit reduction amounts from policy actions.
Table 1 summarizes the major categories of change.

" Table 1
1991 Major Changes in Governmental Receipts

(administration estimates)
(Billions of dollars)

Capital gains tax cut +4.9
Internal Revenue Service (IRS) changes +3.0
Acceleration of tax collections +1.0
Other +5.0

Extension of Social Security and

Medicare coverage and payroll taxes

to state/Tocal government employees +3.8
Extension of expiring telephone excise

tax +1.5
Increase in aviation-use taxes +0.5
Other increases +1.1
Revenue-losing initiatives -0.7
Extension of expiring tax benefits -1.2
TOTAL CHANGE +13.9

The administration estimates that its proposed 30 percent exclusion for
capital gains will raise the $4.9 billion in revenue.

$2.5 billion of the $3.0 billion increase for IRS changes comes from
“management reforms" that do not require law changes or increased funding for
the IRS; the remaining $0.5 billion comes from adding resources to the IRS.

$0.9 billion of the +31.0 billion in accelerated tax collections comes
from changes in payroll tax collections and the rest from the telephone excise
tax.

The revenue-losing initiatives responsible for the $0.7 billion loss
include tax benefits for "family savings accounts," tax benefits for oil and
gas, tax benefits for enterprise zones and a childrens’ tax credit.

The expiring tax benefits responsible for the $1.2 billion loss from
extensions are the research and experimentation credit, the health insurance
deduction for the self-employed, and the low-income housing credit.

Part B of this section explains each proposal separately.

*Note:  "Governmental Receipts" is the traditional administration term for
taxes and mandatory fees. The Congressional Budget Resolution uses the term
"revenues" instead of "governmental receipts."

th
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Table 2

Multiyear Totals: Baseline Governmental Receipts,
Recommended Change, and Recommended level .
(administration estimates) _
(Fiscal years, billions of dollars)

1991 1992 1993 1994 1995

‘Adminiétration baseline 1,156.3 1,234.9 1,323.5 1,401.9 1,480.8
Recommended net change. +13.9 +11.4 +4.1 +6.7 +5.6
Recommended leve 1,170.2 1,246.4 1,327.6 1,408.6 1,486.3
Memo: ' ‘

Proposed Receipts as a ’ : :
Percent of GNP ' 19.9 19.7 19.6 19.5  19.4

Table 2 shows that the proposed increases in revenues diminish after the
budget year, 1991. The administration’s estimates of the revenue gains from a
capital gains tax cut fall to a little over $1 billion by 1993. The revenue
effects from the IRS management reform turn from positive to negative, and the
revenue losses from extension of expiring tax benefits and new tax benefits
rise substantially. '

Table 3
Proposed Governmental Receipts By Source
(administration estimates)
(Fiscal years, billions of dollars)

1990 1991 1992 1993 1994 1995

Individual income taxes 489.4 528.5 561.5 593.6 632.4 668.7

Corporate Income taxes o 112.0  129.7 140.6 - 154.7 159.9 169.7
Social insurance taxes : , '
and contributions 1/ 385.4 421.4 . 449.7 481.4 514.6 542.5
Excise taxes 36.2 37.6 39.2 40.8 42.2 43.7
Estate and gift taxes 9.3 9.8 10.3 10.4 11.0 11.4
Customs duties and fees 16.8  18.6 20.1 21.5 23.0 24.8
Miscellaneous receipts . 24.4 24.6 25.0 25.2 25.5  25.6
. TOTAL I/ 1073.5 1170.2 1246.4 1327.6 1408.6 1486.3

l/'Inc1udes "off-budget" Social Security tax revenues.

The administration’s proposals do not substantially alter the composition
of revenues from what would prevail under current law. For analysis of trends
leading up to 1990, see part C of this section. :
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B. Administration Proposals
Table 4

Proposals (administration estimates)
(Fiscal years, billions of dollars)

1991 1992 1993

Increases:
Capital gains tax cut +4.9 +2.8 +1.2
Inferna] Revenue Service

management initjative +2.5 +1.1 +0.5
Internal Revenue Service '

net budget increase ' +0.5 +0.6 +1.3
Subtotal, IRS . : +3.0 +1.7 +1.8
Payroll tax acceleration 4 +0.9 +2.2 -3.1
Telephone excise tax acceleration +0.1 * *

0 +2.2 -3.1

Subtotal, Accelerations +1.

Medicare extension to all

state/local employees +1.7 +1.7 +1.7
Social Security extension to

state/local employees without

pension plan coverage +2.1 +2.2 +2.3
Extension of telephone excise +1.5 +2.5 +2.7
Increase in aviation-use taxes 1/ +0.5 +0.8 +0.9
Increase harbor maintenance/

cargo tax : +0.3 +0.3 +0.3
Alter insurance company taxation =~ +0.2 +0.2 +0.2

© Permit use of -"excess" pension
. funds for retiree health - +0.2 +0.4 +0.2

Increase and expand SEC fees +0.1 +0.1 +0.1
Extend IRS user. fee - +0.1 +0.1 +0.1
Extend abandoned mine :

reclamation fees o * +0.1 +0.3
Other increases _ +0.2  +0.2 +0.3

" Reductions:

Family Savings Accounts - -0.2 -0.6 -1.0
Waive IRA withdrawal penalty :

for home purchases ‘ % -0.1 -0.1
Childrens’ tax credit 2/ =% -* -*
0i1 and gas incentives -0.3 -0.5 -0.5
Enterprise zones -0.1 -0.2 -0.3
Other reductions -x -0.1 -0.1
Subtotal, new initiatives -0.7 -1.5 -2.1
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Table 4 - Proposals (continued)
(Fiscal years, billions of dollars)

Extend research and
experimentation credit

and allocation rules -0.9 -1.6 -1.9 -2.1 -2.5
Extend health insurance
deduction for self-employed -0.2 -0.4 -0.5 -0.5 -0.6
Extend low-income housing credit ~-0.1 -0.3 -0.4 -0.4 -0.4
Subtotal, extensions of ' '
expiring tax benefits -1.2 -2.3 -2.7 -3.1 -3.5
Total Change +13.9 +11.4 +4.1 +6.7 ~ +5.6

* Less than $50 million.

1/ Increase is measured relative to revenue from 1990 rates. Relative to a
triggered 50 percent reduction that was postponed in 1989 legislation, the
increase is larger.

2/ Revenue effect only. Because the credits are refundable, they also raise

outlays. The estimated increases are $0.2 billion in 1991, $1.8 billion in
1992, $2.0 billion in 1993, $2.1 billion in 1994, and $2.2 billion in 1995.

Description of Major Proposals

Capital qains: President Bush proposes a 30 percent exclusion for capital gains
on all assets sold by individuals, except collectibles, if held for at least
three years. There is a 20 percent exclusion for those assets held between two
and three years, and a 10 percent exclusion for those assets held between one
and two years. Corporate capital gains do not qualify. For 1990, a transition
year, the 30 percent exclusion is available for any asset that has been held
more one year. For 1991, also a transition year, assets held for more than two
years qualify for the 30 percent exclusion, and assets held for more than 1
year qualify for the 20 percent exclusion. Excluded amounts become a preference
item under the alternative minimum tax, and there is depreciation recapture at
ordinary tax rates. Although the administration budget assumes that this tax
reduction will increase revenues over five years 1991-1995, earlier
Congressional estimates of similar proposals suggest that Congressional
estimates for this proposal will not show persistent revenue increases.

Internal Revenue Service: The administration budget shows substantial increases
in tax collections to come primarily from "Internal Revenue Service management
reforms" and secondarily, from an increase in the IRS budget. The management
reforms are said to produce added tax collections by means of reallocating the
IRS budget rather than increasing it; they do not require new legislation or
new regulations. These management reforms increase revenues initially, but

deCreane it somewhat after 1993, since they speed up collections that would be
made later.

Pagroll and telephone excise tax Speed-ups: The major item is a change in the -
“chedule for payment of payroll taxes. Large employers would be required to
deputit taset by the close of the next banking day on which accumulated taxes
due weere $100,000 or more.  This proposal changes recently enacted law, under
which the number of day. of delay varied in 1991, 1992 and 1993. The
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administration considers the two tax speed-up proposals "timing" changes within
the meaning of the Gramm-Rudman law but the administration does not wish to
invoke an allowable Gramm-Rudman waiver, and their budget does not count the
1991 effects of these changes in meeting the 1991 Gramm-Rudman maximum deficit
target. '

Medicare and its_payroll tax: Under current law, state/local employees hired
after March 31, 1986 must be covered by Medicare and are subject to the hospital
insurance payroll tax. Although many state/local governments have also chosen
to participate, roughly one-quarter of state/local employees do not pay this
tax. This proposal would make coverage and taxation mandatory for all
state/local employees effective October 1, 1990.

Social Security and its payroll tax: Under current law, coverage of state/local
employees is not mandatory, although most states and localities have chosen to
participate. This proposal would make coverage and taxation mandatory for all
state/local employees who are not otherwise covered by a pension plan.
Effective October 1, 1990.

Telephone excise tax: The new budget permanently extends the current 3 percent
telephone service tax beyond its December 31, 1990 expiration date, and speeds
up its collection. The revenue from the acceleration of collections is listed
separately in the above table.

Increase in aviation-use taxes: In 1989 legislation, the "triggered" reduction
in aviation-use taxes was postponed and did not become effective for 1990.
Under prior law, if the sum of 1988-1989 funding for certain aviation programs
funded by aviation-use taxes was less than 85 percent of authorizations, most
aviation-use tax rates would have been cut in half in calendar year 1990. The
taxes expire at the end of 1990.. The administration proposes to eliminate the
"triggered reduction" provisions and to replace it with a tax increase relative
to the 1990 rates. The proposal would raise the passenger ticket tax from 8 to
10 percent with commensurate increases in other use-taxes. The air freight tax
would go to 6.25 percent, the noncommercial aviation gasoline tax to 15 cents
per gallon, and the noncommercial jet fuel tax to 17.5 cents per gallon. The
proposal does not affect the international air departure tax. The purpose of
the increases is to move toward user coverage of all aviation-related expenses,
not just those financed currently out of the trust fund.

Harbor maintenance/ad valorem cargo tax: The tax rate on cargo would be
increased from 0.04 percent to 0.125 percent. The increase is intended to
produce revenues to fully offset the cost of Corps of Engineers harbor
maintenance dredging, and selected National Oceanic and Atmospheric
Administration marine programs. :

Insurance company taxation: Property and casualty insurance companies could
deduct losses only to the extent they exceeded estimated recoveries of salvage.
This proposal is intended to clarify current law.

Use of excess pension funds for retiree health benefits: A limited transfer
from excess pension assets would be allowed without termination or
disqualification of the plan. The amount of the transfer could not exceed the
amount of assets in excess of 140 percent of the plan’s current liability, or,
if less, the plan’s current retiree health liabilities for the current year.
Transferred amounts would not be subject to the excise tax on reversions.
Transfers would be permitted only in a "plan year" beginning after December 31,
1990 and before January 1, 1993. The proposal raises revenues by substituting
for expenditures that would otherwise be tax deductible.
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Securities and Exchange Commission fees: The fee on securities transactions
would be increased from 1/300 to 1/220 of one percent of dollar volume traded
and extended to apply to most over the counter transactions. There would also
be increased fees for merger or proxy filing and for registration of securities
offerings. :

Internal Revenue Service user fees: The proposal would permanently extend
current fees for-letter ruling, determination letters, opinions or other similar
services. :

Abandoned mine reclamation fee: The'proposal would permanently extend current
fees: 35 cents per ton for surface-mined coal and 15 cents per ton for
underground-mined coal. T

Other increases: Proposals include a new Commodity Futures Trading Commission -
fee (11 cents per transaction), new Corps of Engineer fees for waterway and
wetlands development permit requests, new fees on the nuclear power. industry to
cover related Federal Emergency Management Agency costs, increased District of
Columbia contributions to employee retirement and extension of Social Security
and Medicare coverage to all newly hired D.C. employees, and a change din the
collection point for Bureau of Alcohol and Tobacco occupational taxes from
retailers to wholesalers. : : o S

~Family Savings Accounts and penalty-free IRA withdrawals: Annual contributions
of up to $5,000 per couple, $2,500 per individual, would not be tax deductible;
however, after seven years or more, the contributions and accumulated investment
© earnings could be withdrawn tax-free. There would be a penalty for withdrawals
made sooner than three years, but not thereafter. Families with incomes of -
$120,000 and over or individuals with incomes of $60,000 or more would not,
however, be eligible. Penalty-free withdrawals from Individual Retirement
Accounts would also be allowed for first-time home purchases, provided that the
home.costs no more than 110 percent of the regional median price of homes and
‘that the withdrawal is $10,000 or less. The revenue losses from the family
savings accounts grow within the budget horizon from $0.2 billion in 1991 to
$1.6 billion in 1995.

Childrens’ credit: Once again President Bush proposes a new refundable credit
of up to $1,000 per child for each child under age 4. The credit is equal to
14 percent of parents’ wages. 1In.1991, the credit is phased-out beginning at a
$8,000 income and is not available to families with incomes of more ‘than
$13,000. In 1995, the phase-out begins at a $15,000 income and is not available
to families with incomes over $20,000.  Since the credit is conditioned on
wages, at least one parent must be employed.. This credit is not tied to
family spending on formal day care services. The current dependent care credit
would also be made refundable. A family could use whichever credits were
larger for each child. The revenue effects are small compared to the effects
on spending, which arise because the credits are refundable. The estimated
spending increases are $0.2 billion in 1991, $1.8 billion in 1992, $2.0 billion
in 1993, $2.1 billion in 1994, and $2.2 billion in 1995.

New incentives for 0il and gas exploration and recovery: These include a 10 -
percent credit on the first $10 million of exploratory intangible drilling
costs (IDCs) and a 5 percent credit on the balance of costs. Revisions would
 be made in the alternative minimum tax to eliminate 80 percent of current
preference items generated by IDCs of independent producers; other tax rules
affecting depletion availability to independents would be liberalized. A 10
percent credit is proposed for capital spending on tertiary enhanced recovery.
The credits would be phased out if the average daily U.S. wellhead price of oil
is at or above $21 per barrel for a calendar year.
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Enterprise zones: Up to fifty zones offering tax incentives would be designated
over four years. Tax incentives include elimination of the capital gains tax
on tangible property used within a zone for at least two years, an immediate
deduction for individuals for contributions used by a zone business to acquire
tangible assets with an annual limitation of $50,000 per investor, and for zone
employees, a refundable tax credit of 5 percent on wages up to $10,500 with a
phase-out between wage income. levels of $20,000 and $25,000.

Extension of research and experimentation credit: The administration proposes

to permanently extend the 20 percent incremental R&E tax credit that expires
after December 31, 1990. (Although 1989 legislation extended the credit through
December 31, it also required that eligible expenses be reduced 25 percent for
1990 in order to provide only nine months’ worth of benefit from the credit.)
The administration also proposes to extend the R&E expense allocation rules

that also expired after August 1, 1990 under current law.

Extension of health insurance deduction for self-employed: The 25 percent
deduction, which would expire after September 30, 1989, would be permanently
extended. s

Extension of low-income housing credit: The low-income housing credit was
extended Tast year for 1990 only at 75 percent levels for state allocation
ceilings. The administration would extend it at 100 percent with other changes
for one year only, 1991. '

Other reductions: The major reductions result from the administration practice
of lowering estimated revenues when proposing savings in Federal employee pay.
(They propose a three-month pay raise delay from October 31, 1990 until January
1, 1991.) The administration also proposes to double and restore the tax
deduction for "special-needs" adoption expenses. Up to $3,000 per child could
be deducted. That deduction was repealed by the Tax Reform Act of 1986.
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C. Analysis of Tax Policy

Reason for Taxes

The primary purpose of the tax system is to raise revenue to pay for
government programs. Borrowing, the alternative source of government finance,
crowds out investment for the future and, to the extent that investment is
financed by borrowing from abroad, puts this country in debt to the rest of the
world. Borrowing also harms interest rate and exchange rate sensitive sectors
of the economy: exports, durable goods, housing, and production that competes
with imports. As foreign lenders and investors cut back on their willingness
to hold dollar-denominated assets, the pressure from deficits is transferred to
interest rates, and if higher interest rates are resisted by monetary expansion,
to inflation. Borrowing postpones the bills until larger actions must be taken
later to get control of budget deficits. Revenue increases, in comparison to
deficits, increase national saving, reduce interest rates, and thereby increase
economic growth and future living standards. '

Tax Legislation Enacted Since 1981 ’ !

The Federal budget deficit peaked at 6.3 percent of Gross National Product
(GNP) in 1983 and fell to 2.9 percent last year, 1989, lower than in 1983 but
still higher than the 2.6 percent for 1981. Changes in taxes played an
important role. First, a large multiyear tax cut was enacted in 1981, followed
by increases in deficits. Subsequently a series of tax increases were enacted
that helped to bring deficits under control. The post-1981 period, when action
was taken to control deficits, was not a period of no new taxes.

Table 5, which summarizes estimates from past administration budgets,
shows the effect of legislation passed between January 1, 1981 and the end of
1988 on revenues. The table shows changes in revenue from what would have
prevailed under tax law in place at the end of 1980. The table shows the
massive amount of revenue lost because of the 1981 tax bill and the succession
of legislation that followed the 1981 act.

President Reagan signed eleven tax-increasing measures between 1982 and
1988, aside from multi-year revenue-neutral legislation and continuing
resolutions that provided higher IRS budgets in order to improve:-tax
enforcement. These eleven increases are detailed in Table 5, which also shows
that President Reagan’s succession of revenue increases was expected to provide
for additional revenues of $142 billion in 1990. Over the nine years 1982-1990
the tax increases signed by President Reagan were expected to raise $726
billion. :

Although this revenue-raising legislation has been enacted since 1981, the
Bush administration forecasts that revenues will be a lower proportion of Gross
National Product in 1990s than in 1981. The administration estimates that
under current law, baseline revenues would average 19.4 percent of GNP over the
next five years compared with 20.1 percent in 1981. At 1991’s forecast GNP,
this is equivalent to a revenue loss of about $35 billion. _
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Table 5

Effect of 1981-1988 Legislation on Revenues

*Less than $500 million.

Source: Budgets of the U.S. Government, Fiscal Years 1982-1990.

(Fiscal Years, billions of dollars, administration estimates) Total
1982
. 1982 1983 1984 1985 1986 1987 1988 1989 1990 -1990

Economic Recovery
Tax Act of 1981 -36 -91  -137  -170 -210 -242 -264 -291 -323 -1,764
Legislation after 1981:
Tax Equity and Fiscal
Responsibility Act
of 1982 +* +17 +36 +39 +47 +57 +57 +56 457 4366
Highway Revenue :
-Act of 1982 -- +2 +4 +4 +5 +5 +5 +5 +5 +35
Social Security
Amendments of 1983 -- -- +6 +9 +10 +12 +25 +31 +23  +116
Railroad Retirement
Revenue Act of 1983 ' -- 4% +* +1 +1 +1 +1 +1 +1 +6
Deficit Reduction .
Act of 1984 -- +1 49 +16 +22 +25 +28 +#31 4132
Consolidated Omnibus ‘
Budget Reconciliation
Act of 1985 -- -- +1 +3 +3 43 43 +13
Omnibus Budget Recon-
ciliation Act of 1986 -- -- +3 +2 +2 +1 +8
Superfund Amendments
and Reauthorization
Act of 1986 , -- -- +f +1 +1 +1 +3
Tax Reform Act of 1986 -- -- +22 -9 -24 -20 -31
Continuing Resolution
for 1987 : -- -- +2 +3 +3 +3 +11
Omnibus Budget Recon-
ciliation Act of 1987 -- -- 49 +14 +16 +39
Continuing Resolution
for 1988 -- -- +2 +3 +3 +8
Medicare Catastrophic
Coverage Act of 1988 -- -- +1 +7 +8
Family Support Act of 1988 -- -- +* +* *
Technical and Miscellaneous
Revenue Act of 1988 -- -- -* -k *
Other - -1 -2 -3 -2 =3 =3 -4 -3 21
Subtotal -- +18 +45 +59 +78 4124 4121 4120 4128 4693
TOTAL, ALL
LEGISLATION -36 -73 -92 -111  -132  -118 -143  -171 -195 -1,071



58

General revenues

Currently, Social Security surpluses offset a deficit in the rest of the
budget and mask the size of the non-Social Security deficit. This topic is
~discussed in more detail.in Section I.D., "National Saving, the Social Security
surplus, and the Social Security Integrity and Debt Reduction Fund," of this
report. Preparing the nation for the cost of future retirement benefits can be
accomplished by making sure that the Social Security surpluses are continued
and the non-Social Security budget is balanced. Setting aside Social Security
exposes the large non-Social Security deficit and raises the question of how
these deficits arose. The size of the non-Social Security deficits are shown
in Table 6 below. '

Table 6

CBO Budget Baseline Projections
(Fiscal years, billions of dollars)

1991 1992 1993 1994 1995

1990
Total Federal o »
budget deficit 138 -138 -135 -14]1 -130 -118
Social Security surplus 1/ 66 74 -85 98 112 - 128
Non-Social Security | | -
deficit -204 -212 -221 -239 -242 -246
Non-Social Security
deficit as a
percent of GNP 3.7 3.7 .3.6 = 3.6 3.5 . 3.4

1/ Includes the effect of interest receipts, an intra-budgetary transaction..

: _ The dollar size of the non-Social Security deficit is rising, not falling,
‘and it is stuck at about 3.5 percent of GNP. '

Non-Social Security budget deficits reflect recent tax-cut policy. Non-
Social Security taxes had been falling relative to Gross National Product for
at least a decade prior to 1981, and were then cut more drastically. The 1981
multiyear income tax cut had a dramatic effect. Although some of the revenues
were recouped in subsequent legislation, CBO projects levels that will continue
to be substantially below those prior to the late 1970s and early 1980s.
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Table 7

Non-Social Security Revenues
History and CBO Budget Baseline Projections
(Fiscal years, revenues as a percent of Gross National Product)

Years Non-Social-Security Revenues
1961-1965 average o 17.9
1966-1970 average 18.1
1971-1975 average . : 14.4
1976-1980 average . ‘ 14.5

1980 15.1
1981 15.7
1982 : : 15.1
1983 13.6
1984 13.6
1985 13.9
1986 ) 13.6
1987 ' 14.5
1988 13.9
1989 14.1
Projections: . '
1990 : 14.3
1991 _ 14.3
1992 14.1
1993 » 14.0
1994 14.0
1995 : 13.9

One interpretation of this trend could .be that non-Social Security taxes
-were cut to make room for.Social Security taxes, in order to keep the overall
tax level from rising. However, non-Social Security public commitments did not
fall as Social Security commitments rose. For example, 1989 non-Social Security
spending exceeded non-Social Security revenues by 28 percent. The legacy of
" this revenue-spending mismatch continues. 1990 baseline CBO non-Social Security
spending exceeds non-Social Security revenues by 26 percent. 1995 baseline CBO
non-Social Security spending exceeds non-Social Security revenues by 24 percent.
If higher taxes aré ruled out, it is difficult to "save" the Social Security
surplus by balancing the non-Social Security budget.

Shift in_Revenue Sources

Increased reliance on social insurance taxes is a byproduct of growth in
Social Security and Medicare spending. Decreased reliance on the corporate tax
was partly the result of lTegislation, but also of a Tong-term decline in
corporate profits as a percent of GNP. These shifts, it is generally agreed,
reduced the progressivity of the Federal tax system, although the expansion of
Social Security and Medicare benefits raised the income and welfare of elderly
persons, many of whom would otherwise be poor. .

Decreased reliance on the corporate income and estate taxes was accelerated
by the tax.cut enacted in 1981. However, the Tax Reform Act of 1986, which
reduced individual income taxes, increased corporate income taxes. The increase
in corporate taxes over the period 1987-1994 will average over $20 billion per
year and over 20 percent compared with pre-1987 law.- Reliance on the corporate
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tax will rise from 8.4 percent of the total taxes in 1985 to 10.5 percent in
1990. :
Corporate taxes remain a lower share of total taxes than in the pre-1970
period because of the increase in social insurance taxes and the decline in
corporate profits as a percent of Gross National Product.

Using CBO projections, Table 8 summarizes the changing composition of
Federal revenues. ‘

Table 8

Percent Composition of Revenues under Current Law
(Fiscal years, Percent of Total)

Historical Projected
1950 1960 1970 1980 1985 1991 1993 1995
Individual Income Tax 40 44 47 47 46 47 47 47
Corporate Income Tax 27 23 17 13 8 10 9 9
Social Insurance Taxes '
& Contributions 11 16 23 31 36 36 36 37
Excises | 19 13 8 5 5 3 3 2
Estate & Gift 2 2 2 1 1 1 1 1
Customs & Duties 1 1 1 1 2 2 2 2
Miscellaneous 1 12 33 22 2
Total. "5 10 1000 1000 1000 1000 1000 100

Source: Congressional Budget Office, Baseline Projections, January, 1990.

Shift in taxes toward those less able to pa

For a majority of American workers the combined employer-employee payroll
tax amounts are larger than individual income taxes. Unlike the income tax,
the payroll tax rates are not graduated and do not apply to all sources of
income. Payroll taxes have no personal exemptions or deductions. Wages above
$51,300 are not taxed and non-wage income is exempt. That is, the payroll tax
fails to be progressive, while, on the other hand, the income tax is still
progressive. )

There has been about a 20 percent increase in payroll ‘taxes as a percent
of Gross National Product since 1980. Relative to GNP, the payroll taxes for
Social Security and Medicare have risen by 1.2 percentage points in nine years,
from 5.1 percent in 1980 to 6.2 percent in 1989. In contrast, individual and
corporate income taxes have fallen by the nearly the same amount as a percent
points of GNP, from 11.6 percent of GNP in 1980 to 10.5 percent in 1989. This
shift in the tax mix has shifted the tax burden to those with less ability-to-
pay.

The combined payroll tax rate for Social Security and Medicare has gone.up
by 22 percent in nine years and the maximum taxable wage has gone up about 80
percent faster than inflation. Although the size of the cut .in the top
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individual income tax rate, from 70 to 28 percent, is misleading because of
other tax reforms, it has been highly visible in contrast to the rising payroll
tax. A better measure of income tax cuts is the CBO estimate that over all
taxpayers, individual income taxes have fallen from an average of 12.3 percent
of incomes in 1980 to 11.1 percent in 1990.

The marginal tax rate shows how much taxes go up as a percent of any added
- income. In 1990, for example, a married couple with two $50,000 salaries is
likely to face a marginal income tax rate of 33 percent and a payroll tax rate
of 7.56 percent, for the employee share alone. The combined rate on added
income is therefore 40.56 percent. A couple with a $500,000 income would,
however, face a marginal income tax rate of 28 percent and a zero marginal
payroll tax rate.

The substitution of payroll taxes for income taxes has been primarily
responsible for a decline over this period in the progressivity of the Federal
tax system. Furthermore, while the tax burden for the best-off Americans has
fallen, the tax burdens for the middle- and lower-income classes have gone up.

CBO estimates that from 1980 to 1990, the effective Federal tax burden
(e.g. all taxes divided by income) has shifted toward those with less ability-
to-pay.

Table 9

Effective Overall Federal Tax Rates

Income Quintile 1980 11990 Percent Change
Top 10 percent 28.4 26.4 -7.0
Top 20 percent 27.3 25.8 -5.5
Fourth 20 percent 23.0 22.5 -2.2
Middle 20 percent 20.0 20.3 +1.5
Second 20 percent 15.7 16.7 +6.4
Bottom 20 percent 8.4 9.7 +15.5

At the same time, pre-tax income has become more concentrated in the hands
of better-off Americans. Thus, the tax changes have served to magnify the
increasing disparities in the distribution of income (See Section I. E. of this
report).

25-698 0 - 90 - 3
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E. Older Americans

The almost 30 million Americans who are 65 years of age or older
compose 12 percent of the population. The Federal budget includes a number
of programs which provide income assistance, health care, social services,
nutrition, and housing assistance for this population. The most visible of
these programs are Social Security, Medicare, Medicaid, Food Stamps,
housing, and activities under the Older Americans’ Act. o

While there is considerable economic diversity among the elderly,
Federal assistance is essential for many lower income aged persons. The
1988 median income for an elderly person was $9,347 (compared to $13,782
for the general population). However, 12 percent of the elderly are at, or
below, the poverty level (compared to 13.1 percent for the total
population) of $5,674 for a single person 65 years of age or older. While
the proportion of the elderly who are below the poverty level has declined
in recent years relative to the general population, many more of them remain
near poverty, and therefore, could quickly fall below poverty with slight
changes in income or government assistance. In 1988, for example, 20
percent of the elderly (almost 6 million elderly persons) were within 125

percent of the poverty level compared to 10 percent of the non-elderly
population. ‘

Health care cost is an important issue for all Americans, but
especially for the elderly because their costs are four times those of the
~non-aged. Even with such high spending, long-term health care costs remain
uncovered for most of the elderly. Because of their substantial health care
requirements, the 12 percent of the population who are elderly account for
36 percent of all health spending.

The President’s budget requests for programs which are of special
interest to the elderly are described below: '

Medicare -- The President’s budget proposes $98.60 billion in outlays for
Medicare. This assumes legislative proposals which would save $5.5 billion.
New revenues totalling $1.85 billion in fiscal year 1991 would be raised by
requiring all State and local workers to pay the Medicare Hospital

Insurance tax. Hospital and other spending under Part A would be reduced by
$3.35 billion while Part B spending for physician and other outpatient
services would be reduced by $2.15 billion. Legislation also is proposed

to extend the requirement that Part B premiums cover 25 percent of the
program’s cost. For hospitals, annual inflationary updates would not be
fully funded, capital payments would be held to 15 percent below costs for
rural facilities and 25 percent below costs for urban ones, direct and
indirect medical education payments for teaching hospitals would be reduced,
and payments for hospital outpatient care would be reduced by 10 percent.
Physician payments for non-primary care services would not be fully
inflated, and overpriced services as well as services provided in overpriced
localities would be reduced. In addition, payments for new physicians
initially establishing practices would also be reduced, as would payments.
for anesthesiologists, radiologists, and surgeons. Durable medical
equipment and clinical laboratory payments also would be reduced.
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The President’s budget also proposes an initiative to increase Medicare
and Medicaid beneficiary participation in managed care programs’ such as
health maintenance and preferred provider organizations. Savings realized
from this effort will be shared with providers and Medicare beneficiaries.

Medicaid -- The President’s budget proposes $44.9 billion in budget
authority and outlays for Medicaid in 1991. The budget proposes to save
$113 million by imposing fees on health care facilities for the cost of
survey and certification activities. 1In addition the budget proposes a $25
million initiative to encourage States to adopt more managed care Medicaid
programs. Of the 2 million Medicaid recipients, approximately 14 percent
are elderly, yet they account for nearly 40 percent of Medicaid spending.
Because of age and disability, this group requires more acute and long-term
care, which accounts for the disproportionate share of Medicaid payments.

Social Security -- The President’s budget requests $264.8 billion in
-outlays. A cost-of-living allowance of 3.9 percent would be provided in
January 1991, and 649,000 net additional beneficiaries would be covered.
Participation in Social Security would become mandatory for District of
Columbia employees hired after January 1, 1991 and for other State and local
government workers not already covered by a retirement and disability
insurance plan. Benefits would be expanded to provide coverage for certain
adopted children. In addition, the Internal Revenue Service would be
authorized to withhold tax refunds for former Social Security beneficiaries
who have consistently refused to repay Social Security overpayments. The
budget also proposes to discontinue the practice required under the 1983
Social Security Amendments wherein trust fund receipt estimates are advanced
on a monthly basis from the general funds of the Treasury to the Social
Security trust funds.  In the future, deposits would be made to the trust
funds as they are received from contributors.

The President’s budget also proposes to establish a Social Security
Integrity and Debt Reduction Fund.” Beginning in 1993, a portion of the
previously projected annual Social Security surplus will be deposited in the
special fund and used for retirement of the national debt. These deposits
will be counted as outlays in the budget. 1In 1993 the deposit will equal 15
percent of the projected surplus. For 1996 and thereafter, it will equal
the full amount of the projected surplus. The amounts proposed to be
transferred to the new fund are based on estimates of the Social Security
surplus as projected in the 1989 Trustees’ Report. It is precposed that the
1989 estimates would continue to be used until the year 2000, and after that
time would be updated only every five years.

Food-Stamps -- The budget proposes $15.4 billion in funding for the Food
Stamp program and assumes a multi-year reauthorization of the program in
fiscal year 1991. The Food Stamp proposal assumes no benefit reductions.
There are legislative savings of $50 million resulting from lower payments
due to increased child care collections which raise family income and
correspondingly reduce the level of benefit eligibility. An additional $18
million is saved as a result of reduced administrative reimbursement to
States. The budget also proposes to replace the Nutrition Assistance to
Puerto Rico program with a new block grant operated under the Health and
Human Services Department. The new Puerto Rico block grant would be funded

at $825 million in fiscal year 1991, which compares with $937 million in
fiscal year 1990.
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Section 202 Housing for Elderly or Handicapped -- This program provides
loans to nonprofit organizations to finance the construction of housing for
lower-income elderly and handicapped tenants who are participating in the
HUD Section 8 housing program. The budget proposes to reduce Section 202
loans by approximately 40 percent from $473 million of new loans in 1990,
which supported an estimated 7,700 new housing units, to $283 million of new
loans in 1991, which would finance an estimated 4,000 new units. As an
offset to this reduction, the administration proposes to earmark funds from
its proposed Home Ownership and Opportunity for People Everywhere (HOPE)
initiative sufficient to allow nonprofit sponsors to rent 3,000 existing
housing units for the low-income elderly and the mentally i11 homeless.

Older Americans -- The budget proposes $1,242 million in budget authority
for programs under the Older Americans Act, $6 million less than provided in
1990. The budget request includes $343 million for community service
employment, $749 million for the Administration on Ag1ng, and $150 million
for elderly nutrition programs.
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F. The Homeless

In the past several years the problem of homelessness has captured the
Nation’s consciousness and become an important part of the Congressional
agenda. The McKinney Act was enacted in FY 1987 authorizing $442.7 million
for homeless programs and was reauthorized for FY 1989-90 at a level of
$388.5 for 1989 and $675.8 for FY 1990.

President’s Proposals for Homeless Programs

The President’s FY 1991 budget proposes $819 million for McKinney Act
homeless assistance programs including emergency shelter grants and
transitional housing demonstration grants, mental health services block
grants and demonstration projects, targeted veterans’ assistance, job
training, homeless children and adult education and emergency social
services. In addition, the President proposes $166 million in non- McKinney
Act programs, which is an increase of $32 million over the President’s
current services for FY 1991. In this category are programs for runaway and
homeless youth, food assistance to soup kitchens and other small programs.

As part of the request for McKinney Act programs, the President
proposes $247 million for a new "Shelter Plus Care" program to help the
homeless mentally i11 or recovering substance abuser. This is part of a new
housing initiative, HOPE, which encourages homeownership and requires
targeting of funding for the homeless mentally i11 and substance abusing
population.

Nature of the Problem

Homelessness raises many complex questions including the causes of
homelessness and its relationship to poverty, the interrelationship between
homelessness and mental disorders, alcoholism and drug abuse, and the impact
of homelessness across society on the children, elderly and families of the
Nation. The basic questions are what can be done and what role can the
Federal, State and local governments play in the solution?

The number of homeless is not a statistic upon which there is
universal agreement. A recent Urban Institute and a National Academy of
Medicine study both estimated approximately three quarters of a million
homeless on any given night of measurement. In addition, many studies
support estimates of total homeless which fall within the range of the one
to three million estimated by the National Coalition on the Homeless.

One major cause of homelessness is that people cannot afford the rent
in many housing markets. The latest Census data (1985) indicates that about
45 percent of all renters in the U.S. with incomes below the poverty line
(3.1 million households) paid at least 70 percent of their income for
housing and nearly two-thirds of this group paid at least half of their
income for housing. Under HUD program standards, the benchmark of
affordable housing is 30 percent or less of household income for housing.
The data show that the problem has worsened since the 1970’s; the number of
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poor renters who pay at least half of their income for housing has increased
by nearly 50 percent to 4.3 million. In addition, in 1970 there were 2.4
million more affordable units than renters with incomes under $10,000 but by
1985 there were 3.7 million fewer affordable units than renters in this

same categery.

Home]essness also seems to be increasing. The U.S. Conference of
Mayors just released an annual survey on hunger and homelessness which
reported an increase in demand of 25 percent in emergency shelter requests
over last year. Due to insufficient facilities, cities also turned away 22
percent of those seeking shelter. The report also indicated demand for
emergency food assistance increased 19% in 1989 and three out of f1ve
persons asking for food were children or parents.

Health care is a]so a problem among the homeless, although the extent
and magnitude of health care problems have not been fully documented.
However, it is clear that children whose families have no health insurance
have less access to health care, especially preventive care. Alcohol abuse
and alcoholism are the most frequently diagnosed medical problems among
homeless men (sometimes estimated at more than 40 percent). Substance abuse
other than alcohol is also more prevalent among the homeless and is often
combined with multiple health problems. Serious mental disorders such as
schizophrenia are overrepresented among homeless people and most studies
show evidence of major mental illness in 30-40 percent of homeless adults.
The McKinney Homeless Act provides for a range of general and mental health
services and the President’s budget proposes $95 million for these programs
in 1991, an increase of $13 million above the 1990 level of funding. In
addition, the President’s budget targets $30 million for care of
chronically mentally i11 homeless veterans.

Action on Homeless Programs

Both the Congress and the President have increased the resources for
helping the homeless. While there is much to commend in the additional
commitment to this problem, the question still remains about the limited
size of requested resources relative to the overall homeless problem. For
instance, even with the HOPE initiative, the President’s budget does not
provide any significant increase in e1ther funding levels or numbers of
units assisted over the current funding level. The proposed 82,049
incremental units fall far short of the CBO estimate that there are as many
as 10 million households who are eligible for Federal housing assistance
programs but who are not receiving it. Further, the 8,900 units proposed
for the Shelter Plus Care program is certainly not sufficient to meet the
needs of the homeless with mental and substance abuse problems. '

While homelessness continues to grow, there is little agreement about
specific needs or the complex relationship between the many factors which
contribute to the problem.
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,G° Children and Youth

The budget proposes funding of $65.8 billion in budget authority in
fiscal year 1991 for major programs which assist children and youth
directly or indirectly. This proposal is $0.45 billion below the CBO
baseline for budget authority and is $0.3 billion below for outlays. The
major increases compared to the baseline are increases for Head Start,
summer youth employment, elementary and secondary education and child care
tax credits. The major decreases compared to the baseline are in the Low
Income Home Energy Assistance Program (LIHEAP), child nutrition, Nutrition
Assistance to Puerto Rico programs and the proposed termination of the
Community Service Block Grant program.

General Background on Children and Youth related Issues:

The latest Census poverty report for 1988 showed very little
improvement in the child poverty rate. The 1988 rate for children under 18
in families and unrelated subfamilies was 19.6 percent, compared with 20.3
percent in 1987, showing that about one out of five children Tives in
poverty. In addition, the rate of poverty for black children was 44.1
percent, and for Hispanic children 37.8 percent. These child poverty rates
are far above the nat1ona1 rate of 13.1 percent and an elderly rate of 12.0
'percent

A national bipartisan consensus has developed regarding the need to
reverse these poverty trends for our children. It recognizes our Nation's
sucess in reducing the elderly poverty rate and focuses on developing
comprehensive policies for investment in children to achieve the same
results. At the heart of this consensus is the emphasis on preserving and
strengthening families.

Other stat1st1cs wh1ch characterize the present S1tuat1on of children
include: ‘

. The U.S. Conference of Mayors survey of homeless and hunger needs found
that families are the fastest growing segment of the homeless. The
National Academy of Sciences estimated that 100,000 children are
homeless each night.

. Reports estimate about 1.5 million children and adolescents run away
from home each year or are thrown out. :

s The Children’s Defense Fund reports that between 7.5 million and 9.5
million children and adolescents need help from mental health
.professionals," but no more than 30 percent are getting the attention
they need.

. The House Select Committee on Children, Youth and Families recently
reported that nearly 500,000 American children live in detention
centers, hospitals, foster homes and mental health facilities and that
the number could surge to 840,000 by 1995. Already, the number of
children in foster homes has risen by 24 percent between 1985 and 1988
to 340,300.
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. The U.S. ranks nineteenth in the industralized world in infant
mortality, according to the National Commission to Prevent Infant
Mortality.

= Barely half of America’s poor children are covered by Medicaid.
. The Children’s Defense Fund estimates that if recent trends continue,

the Surgeon General’s 1990 goal for reducing the percentage of low-
birthweight births for all children will not be met until 2031.

Major Program Changes in Proqrams and Issues Impacting Children_and Youth

Head Start - The President’s budget proposes $1,886 million for Head
Start which compares with the CBO baseline of $1,442, a $446 million
initiative. This initiative would enable Head Start to enroll up to
180,000 more four-year-olds and the total percentage of eligible four-
year-old children served could be as high as 70 percent. The
requested level would allow the Head Start program to serve
approximately 27 percent of the overall eligible population of three-
four-and-five year olds, compared with 19 percent in fiscal year 1990.

Elementary and Secondary Education - The President’s budget proposes
$11.9 billion in budget authority compared with $11.5 billion in the
baseline. This is an increase of nearly four percent inflation.
Within the totals, the budget assumes an increase for Chapter 1 and 2
programs, handicapped education and a new Presidential Merit Schools
initiative. The President’s budget also proposes to eliminate four
elementary and secondary school programs currently funded at $33
million and significantly reduce Impact Aid Part B.

Summer Youth Employment - The President’s budget proposes the
replacement of the current block grant and summer youth programs with
two new programs--Adult Job Training grants and year-round Youth Job
Training Grants. A significant retargeting of funds is proposed:from.
adult grant funding to year-round youth programs. The overall funding
proposed for youth oriented programs is $1.75 billion Compared with
the 1990 baseline of $0.7 billion. However, the adult training program
would receive $0.95 billion in 1991 compared to a 1991 baseline amount
for the block grant of $1.75. The President also proposes a new _
program called Youth Opportunities Unlimited (YOU) which would provide
job training demonstration targeted at youth in high poverty areas.

Child Care Tax Credits - The President’s budget proposes a new tax
credit of up to $1,000 for each child under age 4 and refundability of
the existing Dependent Care Tax Credit. This proposal would result in
budget authority of $157 million in 1991 but would grow S1gn1f1cant1y
to $1.85 billion in 1992 and more thereafter.

Foster Care and Adoption Services - The President’s budget proposes
funding in 1991 of $2.45 billion with legislative savings of $121
million through a limitation in the growth of administrative costs to
no more than 10 percent per State each year.
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Youth Related Block Grants - The President’s budget proposes $2.8
billion in budget authority for the Title XX Social Services Block
Grant program, the same amount as authorized under current law. The
President’s budget also proposes the termination of the Community
Services Block Grant, funded at $389 million in 1990.

Food Stamps and Nutrition Assistance to Puerto Rico - The President’s
budget proposes reauthorization of the food stamp program at $15.4
billion with no changes in basic benefit structure. The President
proposes the elimination of the Nutrition Assistance program for Puerto
Rico and replaces it with a new block grant funded at $825 million, a
reduction of about $150 million from current services.

Child Nutrition Programs - The President proposes $4.6 billion for
child nutrition programs. This includes $0.4 billion in legislative
savings from increasing school lunch subsidies for children in lower
income categories and decreasing subsidies for those in higher income
categories and means-testing the child care food program. The
President also proposes $2.2 billion for the Women, Infant, Children
food program (WIC), essentially current services.

Low Income Home Energy Assistance (LIHEAP) Program - The President’s

budget proposes $1.1 billion, a reduction of $0.35 billion from current
services. :

Current Child and Youth Program Needs

The key concern regarding children’s programs is the sufficiency of
funding relative to known needs. Only about 27 percent of eligible
children from all age categories would participate in the Head Start program
even under the President’s proposal. The same question arises in other
children’s programs; for example, compensatory education enrolls only about
half of the eligible children and the Women, Infants and Children nutrition
program enrolls only approximately half of the eligible mothers and
children. Many of these major children’s programs return many dollars in
reduced costs to society for each dollar invested.

Last session the Congress enacted an increase in the minimum wage and
both the House and Senate passed child care bills. Child care and other
related children’s programs such as education reform, food stamp
reauthorization, implementing welfare reform, expanding children’s health
care will retain high positions on the Congressional agenda. The reduction
of poverty is a National goal which will require significant investment.



MAJOR FEDERAL PROGRAMS ‘FOR CHILDREN AND YOUTH

(In millions of dollars)

1990 CBO . 1991 CBO 1991
1989 Baseline Baseline Administration
Actual (Preliminary) (Preliminary) Request
Elementary.and Secondary Education :

(excludes adult education)........ 9,959 9,017 11,040 9,964 11,486 10,918 11,926 11,096
Community Service Block Grant 1/.. 381 383 389 409 404 403 42 150
Title XX Social Services . : ‘ '

Block Grant 1/.................... 2,700 2,671 - 2,762 2,768 2,800 2,800 2,800 2,798
Head Start............... e 1,235 1,386 1,386 1,231 1,442 1,405 1,886 1,621
Child Welfare Services............. 247 271 253 242 263 261 300 289
Foster Care and Adoption Assistance 1,543 1,344 1,803 1,715 2,236 2,119 . 2,471 2,330
Job Corps.... i 742 699 803 744 835 803 818 .808
Summer Youth Employment............ 709 696 700 701 728 703 1,769 1,577
Child Care Tax Credits 9/.......... .. oo L .. L. e 157 157
Juvenile Justice................... :

Medicaid 2/........ ...t 4,357 4,326 4,934 4,934 5,638 5,638 5,616 5,613
‘Immunizations.......... ..., 141 NA 156 145 163 ° 155 153 NA
Maternal and Child Health . - S

Block Grant 1/........ e 554 NA 554 517 - 577 557 "~ 554 NA
Community Health Centers 3/........ 183 - NA 188 176 196 189- 192 NA
Migrant Health 1/.................. 46 NA 47 44 49 48 - 48 NA
Indian Health 1/................... © 1,082 1,050 1,253 1,194 1,320 1,321 - 1,292 1,358
Earned Income Tax Credit........... 4,002 4,002 4,104 4,104 4,343 4,343 4,369 4,369
Subsidized Housing 4/.............. 2,789 4,894 3,523 5,517 - -7,099 6,061 5,996 6,047
Food Stamps (includes Puerto
" Rico) 5/ te... 6,912 6,863 7,923 7,655 - 8,152 8,147 8,151 8,111
Child NUErition........ooooeonnn.. - 4,591 4,556 4,887 4,894 5,256 - 5,211 4,644 - 4,823
WIC and CSFP.............ooiiiinL. 1,986 1,987 2,191 2,165 2,279 2,273 2,278 2,260
PubTic Assistance (includes job ‘ o '

training) 6/........ ... ... ... .... - 7,464 6,700 8,065 8,580 9,359 9,038 9,129 9,053

Low-Income Home Energy : ,
CAssistance 1/.. ... ... il 1,383 1,393 1,393 1,364 1,449 1,463 1,050 - 1,079

901



MAJOR FEDERAL PROGRAMS FOR CHILDREN AND YOUTH

(In millions of dollars)

1990 CBO
Baseline
(Preliminary)

1991 CBO
Baseline
(Preliminary)

1991
Administration
Request

1989

Actual
Refugee Assistance 7/.............. 141 144
Social Security 8/................. 14,819 12,092

137 143
16,370 12,935
58,491 59,206

NA = Not available (not applicable in the case of Social Security)

1/

2/

3/
4/

S/

6/
1/
8/
9/

Amounts

available.

Amounts reflect percentages attributable to children and
percent in 1989, 1990, and 199].

Amounts

Amounts shown'ref1ecf a percentage attributable to children in
housing of 40 percent. (Census 1986 data.)

Amounts shown reflect percentages attributable to children and
percent in 1988.

"Amounts
Amounts

Amounts

In 1992 the President’s budget estimates bud

142 141
17,690 13,818
66,216

63,997

137 137
17,945 13,770

65,77 63,676

shown reflect 100 percent of program funding because breakdown for children and youth is not

youth of 13.4 percent in 1980 and 12.5

shown above reflect 44 percent of program funding attributable to children and youth.

public or subsidized renter occupied

youth of 47 percent in 1980 and 50

shown reflect a percentage attributable to children and youth of 67 percent (1987).

shown reflect a percentage attributable to children and youth of 37 percent (1988).

shown reflect a percentage attributable to children and youth of 5.2 percent

increasing amounts in the outyears.

get authority and outlays as $1,840 million and

L0T
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_H. Low-Income Individuals

The fiscal year 1991 budget proposes a total of $152.8 billion in budget
authority for high priority programs affecting low-income and other
disadvantaged individuals.

The programs used in this analysis are identical with those programs
identified as high priority low-income programs in the Concurrent Resolution .
on the Budget for Fiscal Year 1990 and are essentially the same as in the
previous several years. These programs do not represent all programs which
could fit into this category. The programs involved in the high priority
Tow-income category are programs which are specifically designed and .
targeted to aid the poor, homeless and other disadvantaged groups.

The President’s fiscal year 1991 budget proposal includes several
program reductions and program terminations, as has been the case in the
past several years. Three programs are proposed for termination: the low-
income weatherization program, the juvenile justice program and the
community services block grant program. In addition, significant
reductions are proposed in the child nutrition, Nutrition Assistance to
Puerto Rico, and Low Income Home Energy Assistance (LIHEAP) programs. These
reductions are proposed even though there continue to be high levels of
" poverty, homelessness and work1ng poor in an economy operating at high
levels of output and employment. The President’s budget does propose a
significant increase above baseline funding for the Head Start program in
Function 500 and Homeless Assistance program in Function 450. Much more
modest increases are proposed for compensatory educat1on and the Job
tra1n1ng program. ,

Entitlement Programs'

The budget proposes $105.4 billion for the 10 entitlement programs,
$0.85 billion above the CBO baseline. In genera] these entitlement
differences are estimating differences; the major exceptions are the child
nutrition and Nutr1t1on Assistance to Puerto Rico reductions.

_ The child nutr1t1on reduction totals $462 million in budget authority.
These savings result from reductions in school lunch subsidies to students
from families with incomes over 350 percent of poverty, partially offset by
increases in subsidy to students from families with incomes between 130 and
185 percent of poverty and the means testing of the child care feeding
program. The Nutrition Assistance to Puerto Rico proposal would eliminate
the current nutrition assistance program operated by the Department of
Agriculture and replace it with a new block grant operated by the Department
of Health and Human Services at a funding level of $825 million, a reduction
of approximately $150 million from current services. The largest
entitlement assistance program med1ca1d is funded at essent1a11y current
services.
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Discretionary Programs

The budget proposes a total of $47.4 billion for the Tow-income
discretionary programs which is $2.4 billion below the CBO baseline amount.
Almost three-quarters of the aggregate difference is explainable by CBO’s
higher estimate of expiring housing contracts. CBO estimates the cost of
fully funding expiring housing contracts at $9.5 billion whereas OMB
estimates the cost to be $7.7 biliion. The remaining $0.2 billion is a
composite of many minuses and partially offsetting pluses. Included in the
reductions are the proposals to terminate the Tow-income weatherization and
community services block grant program and the traditional juvenile justice
program. ‘

Besides the program terminations, the largest reduction is in the Low
Income Home Energy Assistance program, a cut of $399 million or 27.5%
percent.
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FUNDING FOR HIGH PRIORITY- LOW-INCOME PROGRAMS

(Budget Authority in millions of dollars)

Entitlement Programs

700

Vocationa] Rehab State Grant
Medicaid

Food Stamps (includes Puerto
Rico). :

Family Support (AFDC)

AFDC-Jobs

Supplemental Security Income

Child Nutrition

Earned Income Tax Credit

Low-rent public housing

Veterans Pensions

Subtotal (Entitlements)l/

Discretionary Programs

270
450

500

Low-Income Weatherization

BIA Indian Operations
Indian Construction
Homeless

Compensatory Education

Indian Education

Handicapped Education

Student Financial Assistance

Trio and Historically Black
Colleges

Job Training

Homeless

Older Americans Employment

Vocational Rehabilitation

Child Welfare Services

Head Start

Community Services Block
Grant -

FY 1991
CBO
Baseline

"President’s
‘Request
FY 1991

President’s
Over(+)/Under(-)
Baseline .

1,596
45,103

16,304
12,770
600
14,431
5,256
4,343
270

3,879
104,552

169

597
143

5,583

372
2,137
6,334

456
4,076

371
263
263
1,442

396

1,597
44,927
16,232

13,625
1,000

15,101

4,644
4,369
200

3,715

105,410 .

15

585
103
161

5,839

389
2,137
6,352

485
4,157
55
343

300
1,886

-72
855
400
670
-612
26
-70

-164

858

-154
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FUNDING FOR HIGH PRIORITY LOW-INCOME PROGRAMS
(Budget Authority in millions of dollars)

FY 1991  President’s President’s
CBO Request  Over(+)/Under(-)
Baseline FY 1991 Baseline

550 Maternal and Child Health 577 544 -33

Community Health Centers 445 436 -9
Migrant Health 49 48 -1
Infant Mortality Initiative 33 36 3
Family Planning 145 139 -6
Homeless 87 95 8
Indian Health 1,320 1,292 -28
Immunization and Vaccines 163 153 -10

600 Low-Income Energy Assistance 1,449 - 1,050 -399
Homeless 441 390 - -51

WIC and CSFP 2,279 2,278 -1
Subsidized Housing 19,691 17,512 -2,179

700 Homeless 32 30 -2
750 Legal Services 329 317 -12
Juvenile Justice Assistance 76 8 -68
SUBTOTAL (Discretionary) 49,764 47,377 -2,387
TOTAL 154,316 152,787 -1,529

1/ The differences include both policy and estimating differences.






VI. SELECTED SPECIAL TOPICS

A. Deficit Reduction and the Gramm-Rudman-Hollings Act

" The Balanced Budget and Emergency Deficit Control Act {as amended),
better known as "Gramm-Rudman-Hollings" or GRH, places limits on
Presidential and Congressional budgets and provides "sequestration" to
enforce those limits. - -

, Deficit limits: GRH sets deficit targets of $64 billion for FY 1991,
$28 billion for FY 1992, and zZero (a balanced budget) for FY 1993. Both the
President’s budget and. the Congressiona] budget resolution for FY 1991 must
meet the FY 1991 target of $64 billion,! but they are not required to meet

the outyear targets; the President’s budget meets the targets in all three
years.

GRH Baseline and Scorekeeping: Based on current spending and tax law
(as opposed to that proposed by President Bush), OMB estimates the FY 1991
"GRH baseline" deficit at $84.7 billion. As discussed below, most of OMB's
analyses use an "adjusted baseline" deficit of $100.5 billion.

GRH projection and scorekeeping rules differ in a few cases from other
budget accounting rules. For example, GRH counts Social Security receipts
and outlays in the totals, although Social Security has been technically
"off-budget" since FY 1986. GRH_also does not count the proceeds of new
asset sales and loan prepaymentsé, does_not count new timing shifts unless a
special exception is invoked by statute3, places constraints 02 the
aggregate defense and non-defense discretionary spendout rates , places
Timits on Medicare reestimates between January and August, and prescribes
rules for projecting appropriations if a full-year appropriations bill has
not been enacted.  Overall, the rules provide direction for estimating the

1 The requirement that the FY 1991 budget resolution meet the $64
billion deficit target is enforced by a point of order. In the Senate, a
waiver requires 60 votes. In the House, a waiver requires a majority vote
when the budget resolution is first considered and 3/5 of those present and
voting when the conference agreement is considered. The point of order
does not apply if Congress has declared war.

2 Except "routine, ongoing asset sales and loan prepayments at levels
consistent with agency operations in FY 1986". OM8 expects $0.5 billion in
proceeds from such sales in FY 1991 and builds them into the GRH baseline.

3 section 202(a) of GRH 1] states that timing shifts shall not count:

section 202(b) allows laws enacting timing shifts to include a waiver of the
"do-not-count” rule.

4 The average rate at which defense budget authority is assumed to be
'spent in the first year of its availability (the "spendout rate") must not
differ by more than 1/2 percent from the average in the previous year's
sequester report, adjusted for changes in program mix. The same constraint
applies to non-defense discretionary spendout rates.

Ky
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baseline deficit if Congress takes no action by August or October (the
dates of the two sequestration reports), and for estimating the deficit if
Congress enacts some or all of the President’s proposals. Some of the
scorekeeping rules apply only to OMB’g August and October GRH estimates;
others apply under all circumstances. :

Adjusted Baseline: OMB notes that, because of the mechanical nature of

the projection, the baseline deficit of $84.7 billion includes- some figures
that are programmatically implausible. For example: 1) The Food Stamp
program (including nutrition assistance to Puerto Rico) is scheduled to
expire at the end of FY 1990. As a result, the FY 1991 costs of this
program ($16.2 billion) are not included in the GRH baseline. 2) '
Discretionary programs are assumed to be at FY 1990 levels plus inflation.
In the case of the Census Bureau, the FY 1990 level reflected the costs of
running the 1990 census, which will not be repeated in FY 1991 (a reduction
of $1 billion). 3) Subsidized housing contracts expire from time to time
and need renewal. While 42,000 such renewals were needed in FY 1990, about
295,000 renewals will be needed in FY 1991. OMB estimates that an
additional $6.6 billion in BA and $0.4 billion in outlays will be needed.
4) One-time appropriations of $2.8 billion were made in FY 1990 as a result
of the California earthquake. It is assumed that these need not be repeated
in FY 1991, so that BA can be lower. In addition, other smaller adjustments
could be justified. .

OMB has chosen to create an "adjusted baseline" for analytical
purposes, in which the Food Stamp program is assumed to be re-enacted and
Census Bureau funding is assumed to be reduced to the FY 1991 level
requested by the President. No adjustments are made for subsidized housing
renewals or disaster assistance. The adjusted baseline shows a deficit of
$100.5 billion for FY 1991. Technically, that adjusted baseline would apply
if, by August or October, Food Stamps were re-enacted, Census appropriations
were enacted at the level requested by the President, and all other
appropriations were at baseline levels (or had not yet been enacted).

> Certain types of transactions count for GRH purposes as follows:

Initial Budqet OMB Baseline CBO Baseline
OMB  Congress _Jan  Aug/Oct Aug/0Oct

Social Security surplus........ Yes Yes Yes Yes o Yes
New asset saleS......ccovvuenen. Yes Yes No No No
New timing shifts.............. (*) (*) (na) (*) (*)
Spendout rate adjustment....... No No (**) Yes No
Medicare reestimates........... (na) (na) (na) No Yes

* New timing shifts count only if section 202(b) of GRH II is invoked by
statute. h .

** OMB is not required to reflect spendout rate adjustments until the August
and October reports, but has chosen to do so in its January baseline
estimate. .
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Deficit Reduction from the adjusted GRH baseline: Table 1 shows the
President’s deficit reduction plan for FY 1991 as compared to the adjusted
GRH baseline. The table uses GRH accounting, and also shows figures that
tie to the administration’s consolidated cash (all-inclusive) budget deficit
of $63.1 billion. (A summary of the proposals by category is included in
section I. B.) :

Table 1: President’s FY 1991 Deficit Reduction Plan:
Comparison with GRH Baseline

’ GRH Basis Cash Basis
FY 1991 OMB Baseline Deficit (adj)......... 100.5 100.5

moDefense.......oiiiiiiii -3.2 -3.2
m Non-defense discretionary............... +1.1 +1.0
m Entitlements and other mandatories...... -13.9 -13.9
m Revenues...........coiiii i -12.9 -13.9
m User fees and offsetting collections.... -5.6 -5.6
m Other offsetting receipts............... -0.6 -0.6
m Asset sales and loan prepayments........ na -1.6
m Net interest........ ... i, -1.3 -1.3
TOTAL Deficit Reduction.................... -36.5 -39.1
Resulting Deficit.......................... - 64.0 61.4
Adjustments:

m Count asset sales....................... -1.6 na
m Count revenue timing shifts............ P -1.0 na
m Don’t count spendout rate adjustment.... -0.1 na
m Include Postal Service Fund............. +1.7 +1.7
Administration’s consolidated deficit...... ©63.1 63.1

Figures may not add due to rounding.

As noted, for purposes of GRH, asset sales and loan prepayments do not
count as deficit reduction and timing shifts do not count unless the
legislation implementing them invokes section 202(b) of GRH II. The
President’s budget proposes $1.6 billion in new asset sales and loan
prepayments. In addition it proposes a number of timing shifts: a one-time
Medicare payment speed-up, which shifts FY 1991 outlays into FY 1990; a
repeal of the Federal retiree "lump sum" option, which shifts FY 1991 costs
into future years; a temporary two-day speed-up of employer withholding
taxes, which increases FY 1991 and 1992 revenues at the expense of FY 1993
revenues; and a permanent 2-week speed-up of telephone excise taxes.

In the case of the revenue timing shifts, the administration has stated
that it will not request a "202(b) waiver", so those timing shifts will not
count for GRH purposes. From its budget figures, however, OMB makes it
clear that the outlay timing shifts are intended to count. Both the asset
sale and the timing shift provisions of GRH have been interpreted to apply
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to "new" actions: in the years after a sale, prepayment, or shift has taken
place, the effects of that action are generally scored and are built into

the baseline. The administration therefore includes the outyear effects of
its timing shifts in its outyear GRH accounting of the President’s proposa1s
and likewise shows the income loss from asset sales and loan prepayments in -
the outyear GRH figures.

Additiona] adjustments are needed to bridge between the
administration’s GRH deficit and its consolidated cash (all-inclusive)
deficit. The 1989 reconciliation bill removed the Postal Service Fund from
the budget for all purposes including GRH. Finally, a spendout rate
adJustment of +$63 million in non-defense discretionary outlays is included
in the baseline and the GRH deficit, but removed when bridging to the
consolidated budget deficit.

Table 2 compares the President’s deficits using GRH scorekeeping for FY
1991 through FY 1993, after which GRH expires.

Tab]e 2: President’s Def1c1ts or Surpluses

(Deficit = "-"; Surplus = “+“)
FY 1991 FY 1992 FY 1993*
President’s Deficit: (consolidated basis) -63.1 -25.1 +19.8
wW/0 Postal Service fund.................. -61.4 -24.4 +20.0
“GRH basis**. .. ... e, -64.0 -26.0 +18.3

* The FY 1993 figures exclude the "outlays" of the proposed "Social
Security Integrity and Debt Reduction Fund". See Section I. D.

** Excludes new asset sales, prepayments, andvrevenue timing shifts,
and includes the spendout rate constraint.

The amount of sequestration: GRH requires automat1c spending cuts,
called sequestration, if OMB determlnes that the deficit (as megsured in
August or 0ctober) is over the target by more than $10.billion.® To avoid
sequestration -in FY 1991, the deficit must therefore be reduced below $74
billion. If, on October 15th, the FY 1991 GRH deficit were measured at
$100.5 (as in the adjusted GRH baseline above), then $36.5 billion in
automatic spending cuts would occur. The concept behind GRH is that the
threat of sequestration provides an incentive for Congress and the President
to implement a better-targeted deficit reduct1on plan. In either case, the
deficit would be reduced.

It should be noted that sequestration to reduce outlays by $36.5
billion would be unprecedented. For FY 1986, the first year of GRH I,
" sequestration occurred but was capped by that law at $11.7 billion. For FY
1987, after GRH 1 was ruled unconstitutional, the August and October reports
showed an excess deficit of $19.4 billion. Congress later enacted

‘ 6. In FY 1993, no $10 billion cushion is provided; the budget must be
balanced. _ S ‘ ‘
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sufficient deficit reduction -- albeit mostly temporary -- to get within the
$10 billion margin. For FY 1988; the first year of_GRH II, the OMB final
report showed a required sequester of $23.0 billion/. However, as a result
of the Tater summit agreement, Congress enacted laws achieving sufficient
deficit reduction and cancelling the sequester. For FY 1989, the OMB final
report showed that the excess deficit was slightly less than the $10 billion
margin, so no sequester was ordered. For FY 1990, the OMB final report
showed an excess deficit of $16.1 billion. However, later legislation
reduced that deficit and instituted a partial sequester in lieu of the one
that had been ordered. The partial sequester called for savings of $5.7
billion (but see The sequester crediting rule). :

Sequestration formula: Sequestration, if triggered, follows a formula
spelled out by law. Fifty percent of the outlay savings must come from
defense (with Military Personnel excluded at the President’s option). The
-remaining fifty percent of the outlay savings come from domestic programs.
Some, such as Social Security, certain low-income programs, state
unemployment benefits, and veterans compensation and pensions, are exempt
from cuts. A few programs are subject to Timited cuts: Medicare and
veterans hospitals, for example, are cut by no more than 2%. The remaining
programs are cut across-the-board by the necessary percentage. [In both
defense and non-defense accounts, new budgetary resources (e.g. budget
authority, lToan limits, etc.) are reduced by sequestration. Sequestration
does not reduce outlays from commitments pursuant to appropriations made in
prior years. . Thus, the sequestrable base genera]]y includes new outlays,
not total outlays, in non-exempt programs.

Table 3 illustrates a sequester using OMB’s adjusted GRH estimates of
©'$100.5 billion. Note that OMB may forecast a less rosy economic outlook,
and thus project a higher deficit, in August. Historically, the "August
surprise" has increased the baseline deficit by an average of $10 billion.
Last year, however, OMB’s- underlying estimates became about $8 billion more
-optimistic in August than at the start of the year.

7 For FY 1988, GRH set a deficit reduction target; the stated fixed
‘deficit target of $1444 billion was legally inoperative. Instead, Congress
‘was required to enact $23.0 billion in deficit reduction legislation as
compared to a start-of-session baseline.

8. In defense, unobligated carryover balances are also subject to
sequestration.
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Table 3: Sample Sequestrat{on,
Based on OMB’s Estimates as of Jan., 1990

OMB’s adjusted GRH deficit......... $100.5 billion
GRH TARGET.......coiiviiiiiiinninn, 64.0
SEQUESTRATION. . .....vvvvvriivnnnnn -36.5
: If Military If Military
Defense sequester: Personnel exempt Personnel cut
Sequestrable outlays... $119.0 ‘ $197.0
Required outlay savings -18.3 -18.3

Percentage cut......... 15.3% 9.3%

Non-defense sequester: _
"Special Rule" programs:

Medicare (2%).....ccvvvvvvnn. -$1.6 billion
Veterans’ hospitals (2%)..... -0.2
Other.....covvviiiiiiiiiane -0.1
Further required outlay savings. -16.4
Sequestrable outlays............ 125.7

Percentage cut.......... ... ... 13.0%

As can be seen, total defense funding would be cut by 9.3 percent; if
Military Personnel -accounts are exempted by the President, then the other
defense accounts would have to be cut by 15.3 percent to achieve the same
savings. Non-defense programs, except for those exempt or limited by
special rules, would be cut by 13.0 percent.

The sequester crediting rule: In general, sequestration is based on
laws in effect on October 15th. Later laws can increase or decrease the
deficit, but the sequester is not recomputed. (The President has proposed
amending GRH to require another sequester later in the year to address .the
effect of later legislation -- see section VI. G., Budget Process
Proposals.)

GRH provides an exception to the general rule in the case of
resolutions making temporary continuing appropriations ("CRs"). For an
appropriation account funded by a temporary CR on October 15th, the GRH
estimate equals the baseline and the sequester savings for that account
equals the amount in the account times the required uniform percentage

sequester. The baseline minus the savings produces a "post-sequester
level”.

Then, when a full-year appropriation is later enacted, the amount
actually sequestered from each account is as follows:

a If the funding for the account is at the baseline or above, the
sequester savings calculated on October 15th are subtracted from the
account. (Thus, the dollar amount calculated on October 15th, rather
than the uniform percentage, actually applies.)
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. If funding for the account is below the base]ine; the account receives

the amount actually appropriated or the post-sequester level, whichever
is lower.

There are two consequences of this rule. First, the amount sequestered
from an appropriation bill will almost certainly be less if the bill is.
enacted after October 15th. This produces an incentive for Congress or the

President to delay favored bills. Second, the smaller sequester means that
the GRH deficit target is unlikely to be met.

Table 4 shows a sample sequestration from two accounts, assuming a 10%
uniform percentage sequestration.

i

Table 4: Sample 10% Sequestration
Appropriations Enactment Before vs. After October 15th

Enact before Oct 15 Enact after Oct 15

Sequester Apparent Seq Actual Seq

Baseline Bill Cut Result Cut Result Cut Result
Acct. #1: 100 130 -13 117 -10 90 -10 120
Acct. #2: 200 170 =17 153 - =20 18 _ _0 170
Total: 300 300 -30 270 -30 270 -10 290

As can be seen, for both accounts but especially account #2 (because it
was being cut from the baseline), delaying enactment. until after October
15th resulted in a higher funding level.

For FY 1990, in which the partial sequester implemented by the
reconciliation bill reduced outlays by an apparent $5.7 billion, the actual
outlay savings according to OMB were only $3.7 billion. Further, instead of
the outlay savings being divided 50-50 between defense and non-defense
programs, only one-third of the outlay savings came from defense because

defense accounts in general had already been reduced below the gRH baseline
in the appropriations bills.

Table 5: Apparent and Actual FY 1990 Sequester
(Outlay reductions in billions)

Apparent Actual
Defense.................... -2.9 -1.2

Non-defense................ -2.9 -2.5
Total................. -5.7 -3.7
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G. Budget Process Proposals

‘Balanced Budget Constitutional Amendment

Proposal

The President proposes a constitutional amendment requiring a
balanced budget. The President is not specific about what type
of balanced budget amendment he supports, except that it should
include safeguards against balancing the budget by enacting
legislation increasing taxes.

Current Procedure

There is no constitutional requirement for a balanced budget.

Presidential Line-Item Veto

Proposal

The President proposes a constitutional amendment to provide
for a Tine-item veto applicable to revenue provisions,
-authorizations mandating spending, and appropriation measures.

Current Procedure

There is no line-item veto authority.

~ Enhanced Rescission Authority

Proposal

The President proposes that Congress should be required to vote
on rescissions, specifically endorsing the Legislative Line
Item Veto Act of 1989 (S. 1553) introduced last session by
Senators Coats and McCain. Under that proposal, the President
would be permitted to propose rescissions at the time he
submits his annual budget and within 20 calendar days. (not
including Saturdays, Sundays, or holidays) of the enactment of
any appropriation measure. Congress would then have 20
calendar days of session to agree to a bill or joint resolution
disapproving such rescissions or they would take effect.
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Current Procedure

The current rescission procedure provides that:

0 The President may submit a special message to
Congress proposing the cancellation of a specific
amount of budget authority; this is referred to the
appropriate committee of each House.

0 Unless both Houses complete action on a bill
approving all or part of the proposed rescission
within 45 calendar days of continuous session after
the President’s message is received, the budget
authority must be made available. During that
period, the authority is withheld from obligation.

0 If the committee to which a rescission message was
referred fails to act within 25 calendar days of
continuous session, a small number of Members (one-
fifth of the total Members of the House or Senate)
can discharge the bill from committee and force Floor
consideration. : ’

Biennial Budget

Proposal

The President ufges greater progress toward a biennial budget
process, without endorsing a specific proposal.

Current Procedure

The congressional budget process is an annual process.

However, a modified two-year budget cycle was established for
fiscal years 1988 and 1989 through implementation of the 1987
Bipartisan Budget Agreement (the "Summit"). The two-year
agreement was implemented through the multi-year reconciliation
process and the annual appropriation process.

Joint Budget Resolution

Proposal

The President proposes a joint budget resolution. The
resolution would be submitted to the President for his
signature or veto.

Current Procedure

The existing process requires a concurrent budget resolution
that sets forth spending and revenue levels for three fiscal
years. The concurrent resolution governs subsequent
congressional actions and, as such, does not require
presidential signature. '
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Measuring the Effects of Budget Proposals

Proposal

The President proposes continuation of recent progress in
developing a common set of scorekeeping principles to be used
in the executive and legislative budget processes.

Current Procedure

The Budget Committee has participated with OMB, CBO, and the
appropriate congressional committees in the development of
consistent scorekeeping principles. :

Social Security Surpluses

Proposal

The President proposes an extension of Gramm-Rudman-Hollings
Taw beyond its current expiration date of 1993, making its
balanced budget requirement and sequestration authority
permanent. In addition, a "Social Security Integrity and Debt
Reduction Fund” would be established.

For further information on this proposal, see Section I. D. of
this document.

Second Sequester Trigger Date

Proposal

The President proposes "having a second sequester trigger date,
preferably one early in the next calendar year" to take into
account the deficit impact of legislation and regulations after
October 15. The underlying economic and technical assumptions
used in the post-October 15 calculations would be required to
be the same as those used for the earlier review. .

Current Procedure

At present, no actions after the October 15 sequester date
count against the deficit target. Spending increases or
revenue reductions in legislation or by regulation add to the
deficit but do not trigger or add to sequestration.

Reinforcing Sequesters

Proposal

The President proposes to "require a supermajority vote [in
Congress] to cancel (or restore) sequester savings once
achieved."
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Current Procedure

Legislation "to cancel (or restore) sequester savings once’
achieved" could be vetoed by the President and would then only
become law if two-thirds of both Houses voted to override the
veto.

Restraining Supplemental Appropriations
Proposal '

The President proposes "restraining" supplemental
appropriations by requiring that--

0 "supplementals should ... meet a “dire emergency’
standard, both in their submission by the President
and their approval by Congress";

0 "there should be provision for automatic offsets for
"~ both budget authority and outlays in all
supplementals";

0 "a uniform across-the-board reduction in
discretionary accounts in the same appropriations act
that is the subject of the supplemental (that is,
accounts in the jurisdiction of the same :
appropriations subcommittee)" would be applied
"unless an alternative full offset were provided in
the supplemental”; and '

®  “"the automatic across-the-board offset rule should be
waived only by a supermajority vote."

Current Procedure

In 1987 and again in 1989, Congress and the President agreed
not to initiate supplementals except in the case of a "dire
emergency" and that the executive branch, when making such a
request of Congress, should accompany it with a presidentially-
transmitted budget amendment. These agreements covered fiscal
years 1988, 1989, and 1990.
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FISCAL YEAR 1991
HIGHLIGHTS AND ISSUES

FUNCTION 600: INCOME SECURITY
(In billions of dollars)

1989 S
. Actual 1990 1991 1992 1993
PRESIDENT’S BUDGET (1-29-90): - |
Budget Authority.............. 173.4 183.2 198.9 204.4 211.9
OUETAYS . et 136.0  146.6 153.7 159.6 166.3
CBO CURRENT POLICY (1-30-90):
* Budget AULhOPity.............. 173.4 183.4 192.1 199.9 208.7
OUtTaYS.vvvrrnnnnnn.. S 136.0 145.9 156.5 163.0 171.4

PRESIDENT'S CURRENT SERVICES (1-29-90):

Budget Authority.............. 173.4 183.2 175.7 -~ 182.6 190.2
Outlays..... et 136.0 146.6 140.8 146.6 152.7

NOTE: Because CBO and OMB have different economic and technical estimating

assumptions, the differences between the President’s Budget and the CBO baséline

result from both policy differences and estimating differences. CBO will prepare a
reestimate of the President’s policies using its own estimating assumptions which
will be available in approximately late February.

DESCRIPTION AND HISTORY OF FUNCTION

The programs in the Income Security function provide cash and in-kind benefits to
people who need temporary or permanent income assistance. The major types of
assistance programs include pensions, unemployment insurance, housing, nutrition,
welfare and other miscellaneous programs which assist both individuals and families

- with low incomes. ~

The vast majority of funding in this function is for entitlement and mandatory
programs with just under 10 percent of the total budget authority and approximately 17
percent of the total outlays classified as discretionary.

Approximately 36 percent of the total outlays in the function are composed of the
-military ‘and civilian retirement pension programs. During the 1980’s there have been
annual proposals to.make significant changes in the pension programs. The major _
-proposals have generally involved a one-year freeze in COLA, a reduced COLA for the
CSRS system as well as benefit reductions. Significant reforms were enacted in the
civilian and military retirement programs in 1986. An additional pension related
repeated proposal has been to privatize the railroad retirement system.
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Another major entitlement program in this function is the unemployment insurance
program which is proposed at a funding level of $24.1 billion in budget authority and
$18.6 billion in outlays.” The major issues in the unemployment area are the adequacy
of reserves if there is an economic downturn and the current erosion in the level of
unemployment coverage.

The Federal Yow income housing programs operated by the Department of Housing and
Urban Development have received increased attention because of the growth in -
homelessness and the "affordable housing crisis". These housing programs total $11.9
billion in discretionary budget authority and $16.5 billion in outlays. The housing
budget authority and the number of incremental units are substantially below the
levels prior to this decade while the outlays have grown substantially as a result of
the timing of disbursements resulting from earlier housing commitments. The budget
authority for housing is over 60 percent of the overall discretionary budget authority
in the function. The major housing issues include maintaining the current inventory
of over 4 million assisted households which involves housing modernization and
operating funds as well as funding for expiring contracts and contract prepayments.

In addition, it is important to focus on expanding Federal assistance to additional
needy families, providing innovative programs to meet new and existing needs,
preventing homelessness and dealing with the present needs of the homeless as well as
fighting drugs and crime in Federally assisted housing. '

The major nutrition assistance programs include the food stamp, commodity
distribution, child nutrition and Women, Infant and Children (WIC) programs. Thzse
programs are in general targeted to provide nutrition and hunger assistance to
disadvantaged groups. The funding has generally expanded in relationship to demand,
but program reductions did occur in the early part of the decade with some later
restorations. The overriding issue is the continued existence of unmet nutritional
and hunger needs amongst the economically disadvantaged.

The welfare program in this function was significantly reformed by legislation
enacted in 1988. Provisions in the 1988 welfare reform law provided extended job,
and education requirements for welfare recipients as well as expanding child care and
Medicaid coverage. The reform legislation requires additional funding as the AFDC-
JOBS program and other provisions are implemented. Other significant income support
programs in this function are the Earned Income Tax Credit program and Supplemental
Security Income (SSI), program which are both entitlement programs.

The other major programs in the function include the discretionary Low Income
Home Energy Assistance program (LIHEAP) and the Refugee and Entrant Assistance
program. The LIHEAP program has had substantial reductions in funding in both real
and nominal terms, and Presidential proposals continue to recommend further
reductions. The Refugee and Entrant assistance has provided less assistance to
States to aid refugees. For instance, the AFDC and medicaid coverage has been reduced
from 24 months in 1989 to currently 4 months. There are now substantially more
refugees, particularly from the Soviet Union, ready and willing to emigrate to the
U.S. which would further strain available funding resources.
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HIGHLIGHTS OF MAJOR PROPOSALS

Retirement and Disability Programs - The President’s budget proposes once again
the privatization of the $5.1 billion railroad retirement program. The budget
also re-proposes a reduction of 25 percent in the Federally funded windfall
subsidy by substituting partial funding of the program by the rail operators with
an estimated savings of $80 million. '

The President’s budget proposes $54.7 billion in budget authority and $34.3
billion in outlays for the Federal civilian retirement programs. The budget
proposals include legislative proposals which save $2.25 billion in outlays.
These legislative proposals include the elimination of the Lump. Sum benefit
($-1.5 billion) and a fiscal year 1991 COLA freeze ($-0.7 billion). The budget
also proposes a CPI-minus 1 COLA payment for the Civil Service Retirement System
(CSRS) beginning in 1992 equal to the current Federal Employee Retirement System
(FERS) payment. The President’s budget proposes $35.0 billion in budget
authority and $22.1 billion in outlays for military retirement. The budget
proposes a COLA freeze on military retirement for fiscal year 1991 which saves
$0.7 billion. '

The President’s budget proposes to reduce the Federal exposure in the Postal
Service and District of Columbia retirement systems by requiring that the
employee contribution be raised in steps from 7 percent currently to 14 percent
by 1994.

Unemployment Programs - The President’s budget proposes the elimination of the
Trade Adjustment Assistance program’s (TAA) cash benefit and training stipend
funded in this function, for a net savings of $119 million. A corresponding
reduction in TAA employment training funding is found in function 500.

Low Income Housing Assistance Programs - The President’s budget proposes $17.8
billion in budget authority and $17.4 billion in outlays for discretionary low
income housing assistance. The President’s overall housing budget request in
this function is $6.6 billion in budget authority and $0.4 billion in outlays
above his current services estimate and these numbers are precisely the amounts
which, when added to the $1.1 billion in budget authority in the current services
baseline, are necessary to fully fund the 295,000 expiring contracts for fiscal
year 1991.

Assisted Housing Account - Within the totals the budget proposes $13.1 billion
for assisted housing which will fund 82,049 incremental units, an amount similar
to the current year. Programmatically the budget continues to emphasize vouchers
with 5-year terms and the budget proposes the elimination of the public and
Indian housing construction programs as well as the Section 8 moderate
rehabilitation and Nehemiah programs. The budget also reduces the number of
section 202 elderly and housing section 8 certificates by almost half to just
over 3,000.

The assisted housing account also includes several major portions of the
President’s Homeownership and Opportunity for People Everywhere (HOPE) proposal.
These portions include: 1,000 12ased units costing $35.8 million targeted to long
term homeless; 6,000 certificates and vouchers costing $251 million for
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relocation and replacement of rental units due to tenant homeownership and
purchase initiatives; and homeownership opportunities costing $412 million . in
multifamily projects where owners elect to prepay. The HOPE proposal also
includes "Operation Bootstrap" which requires that public housing operators and
local governments "help welfare and other Tow-income families achieve upward
mobility by combining housing assistance with support services such as job
training, child care and transportation". However, the budget does not appear to
provide any Federal funds for Operation Bootstrap.  Operation Bootstrap is also
similar to the "Gateway bill" concept which is being considered in the Congress.

Expiring Section 8 Housing Subsidies .- The budget proposes a total of $7.7
billion in budget authority and $0.4 billion in outlays to refund an estimated
295,000 expiring housing contracts which compares to $1.1 billion and 41,000
units in the current fiscal year. HUD "recognizes the need to ensure '
uninterrupted housing assistance" and is basing renewals on using 5-year
contracts. The budget projects an additional 550,000 expiring section 8
contracts and over 250,000 vouchers cumulatively between 1992 and 1995.

Public Housing Operating, Modernization and Anti-drug Programs - The budget
proposes $1.8 billion in public housing operating subsidies and $1.8 billion for
modernization funding. The operating subsidy is $43 million below current
services and the modernization funding is $214 below current services. 1In
addition to these reductions there has been serious controversy regarding
inadequate reflection of insurance, utility and other costs in determining
operating payments as well as inadequate financing of the modernization program
and lack of funding for lead paint removal. The budget proposes $150 million for
anti-drug efforts which is a $50 million increase over the 1990 appropriated
Tevel. '

Rural Housing Vouchers - The President’s budget proposes a series of changes in
the Farmers Home Administration rural loan programs which are discussed in
function 370: Commerce and Housing Credit. As part of these proposals the
budget proposes $190 million to fund 8,000 rural housing vouchers in this
function. ‘

HOPE and Homeless Assistance Programs - The President’s HOPE proposal includes a
$250 million grant program to allow low-income families to become homeowners; the
creation of Housing Opportunity Zones (tax expenditure proposal; the extention of
the Tow income tax credit through December 1991 (tax expenditure proposal). It
also calls for the use of IRA’s for young families and first-time homebuyers to
aid in purchasing homes; provides for a $34 million frail elderly demonstration
project; and, assumes the creation of Housing and Enterprise Zones (tax
expenditure proposal). The HOPE initiative also proposes $247 million for a
homeless "Shelter Care Plus" program, including $161 million for a new Rental
Housing Assistance program (discussed in Function 450), $50 million for section 8
moderate rehabilitation of single room occupancy units and $36 million for the
section 202(h) homeless program. The budget also continues other homeless
McKinney Act funding including $71 million for emergency shelter grants, $143
million for transitional housing assistance for the homeless and $125 million for
the emergency food and shelter program.
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Food and Nutrition Assistance - The President’s budget assumes the
reauthorization of the food stamp program and proposes $15.4 billion (not
including assistance to Puerto Rico) in budget authority with an assumption of
$68 million in legislated savings resulting from Tower payments due to increased
child care collections and reduced administrative payments to States. The
budget also proposes to replace the Nutrition Assistance to Puerto Rico food
assistance program with a new block grant funded at $825 million, a reduction of
approximately $150 million from current services.

The President’s budget proposes $4.6 billion for the child nutrition programs
which reflects $0.4 billion in legislative savings. The President’s legislative
proposal would reduce grants to schools for operating school lunch programs
($-220 million) by eliminating subsidies for students from families with incomes
above 350 percent of poverty. The proposal would partially offset ($+48 million)
the reduced subsidy to schools by increasing the subsidy formula for students
with - family income between 130 and 185 percent of poverty. In addition, the
child. care feeding program would be means tested with a projected savings of $242
million.

The President’s budget proposes $2.2 billion in budget authority for the Special
Supplemental Assistance program for Women, Infants and Children (WIC) consistent
with the current services projection for fiscal year 1991. The WIC program has
had significant participation increases primarily due to successful infant
“formula rebate programs. However, the WIC program still serves just over half the
eligible population despite its excellent cost-tenefit ratio.

The President’s budget also reflects reductions in a few smaller nutrition
related programs. The budget proposes $32 million for the purchase of
commodities for distribution to soup kitchens. Although $32 million is the
authorized amount it represents a reduction below the $40 million for the two
preceding years and according to Mayors and service providers program demand has
increased not decreased. In addition, the budget proposes a reduction in the
McKinney Act Emergency Food and Shelter program from the 1990 level of $130
million to $125 million.

Cash Income Assistance Programs - The President’s budget proposes full benefit
payments for the Aid to Families with Dependent Children (AFDC) and Supplemental
Security Income programs (SSI). .The AFDC program would be funded at $12.7
billion and includes minor savings resulting from lower federal reimbursement for
child support enforcement by states and a speed up in fiscal sanction collections
" (cumulatively $33 million in savings). The budget also assumes $1 billion in
funding for the AFDC- Job Opportunities and Basic Skills Training program (JOBS)
which provides work and education experience and opportunities for eligible AFDC
recipients. The budget assumption of $15.1 billion for the SSI program assumes
$55 million in savings réesulting from a new administrative fee charged to states
that provide a supplemental benefit program.
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Other Income Security Programs - The President’s budget proposes $1.1 billion for
the Low Income Home Energy Assistance Program (LIHEAP) which is a reduction of
$0.35 billion from the fiscal year 1990 appropriated level. The President’s
proposal is based on his contention that "...fuel prices have moderated".
However, the real world experience with the LIHEAP program is that despite
statistical claims that energy prices have moderated, the program is forced to
serve millions fewer than several years ago and now serves less than 40 percent
of the eligible population.

The President’s budget also proposes $369 million for the Refugee and Entrant
Assistance program which is the same funding level as in 1990 and below the level
for fiscal year 1989. The $369 million funding level jis restrictive in Tight of
the substantially increased refugee populations seeking. to emigrate from the

Soviet Union, Asia, Afghanistan and other Tocations as well.



FY 1989
Actual
Program BA 0
Special Benefits for Disabled
Coal Miner’'s * 2/.......... 1,585 1,524
Railroad Retirement *........ 4,947 4,193
Pension Benefit Guaranty Corp
Proposed Legislation....... (149)
Civil Service Retirement *... 49,576 29,522
Military Retirement *........ 33,907 20,184
Foreign Service Retirement *. 792
Employees Life Insurance *... (839)
Unemployment Compensation* 2/ 22,548 15,616
Subsidized Housing includes
expiring contracts and
modernization) 1/.......... 6,973 12,250
Rural Housing Vouchers....... 15

FUNCTION 600: INCOME SECURITY

(In billions of dollars)
Fiscal Year 1990

CBO Baseline President’s

(1-9-90) Budget (1-29-90)
BA 0 BA 0
1,515 1,505 1,494 1,542
4,971 4,252 5,039 4,274

0 (261) (708)
50,758 31,076 51,791 31,491
34,593 21,610 33,456 21,451

806 340 806 346

(880) 3 (922)

24,430 17,809 24,818 18,098
9,899 13,793 8,373 13,709
17 15

Fiscal Year 1991

CBO Baseline President’s President’s

(1-9-90) Current Services  Budget (1-29-90)
BA 0 BA 0 BA 0
1,881 1,871 1,423 1,515 1,400 1,492
5,079 4,431 5,078 4,460 4,903 4,365
(264) (464) (466)

53,778 34,125 54,881 34,263 54,672 31,997
36,741 22,976 35,153 22,766 35,005 22,093
835 367 835 366 835 366
(933) 9 (947) 9 (940)

22,989 18,010 24,054 18,561 24,054 18,601
17,747 15,153 8,729 14,684 15,181 15,141
15 L. 13 190 23

612



Program

Public Housing Operating
Subsides (including anti-

drug funding).............

Low Rent Public Housing

Loans *...................
HOPE Grants..................
HUD Salaries & Expenses......

Homeless Housing.............

Food Donations for Selected

Food Stamps and Assistance

for Puerto Rico *..........

Child Nutrition *............

Women, Infant, Child

Nutrition..................

FUNCTION 600: [NCOME SECURITY
(In billions of dollars)

Fiscal Year 1990 A Fiscal Year 1991
CBO Baseline President’s CBO Baseline President’s President’s
(1-9-90) Budget (1-29-90) (1-9-90) Current Services Budget (1-29-90)
BA 0 BA 0 BA- 0 BA 0 BA 0

FY 1989
Actual
BA 0
1,706 1,519
558 731
148 149
126 64
289 282
13,824 13,725
4,591 4,556
1,929 1,942

1,743 1,715 1,793 1,788 1,863 1,820 1,868 1,838 1,976 1,885

567 634 400 487 270 394 200 281 - 200 281

. 250
149 144 154 150 159 157 161 157 190 179
200 73 200 105 208 147 208 145 . 215 145
243 247 308 312 242 242 317 310 320 - 316
15,847 15,309 15,706 15,306 16,304 16,294 - 186 16,232 16,222

4,887 4,894 4,864 4,980 5,256 5,211 5,104 5,236 4,644 4,823

2,126 '-2,102 2,126 2,127 2,211 2,206 2,215 2,210 2,215 2,210

022
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FUNCTION 600: INCOME SECURITY
(In billions of dollars)
Fiscal Year 1990

CBO Baseline President’s

0)

Fiscal Year 1991

CBO Baseline

President’s

Current Services

President’s

Budget (1-29-90)

FY 1989
_ ~ Actual
Program . BA 0
Emergency Food and Shelter... 114 125
Funds for Strengthening
Markets *.................. 406 454
Family Support Payments
(AFDC)*. . e 11,140 11,166
AFDC JOBS *..................
Supplemental Security Income* 12,474 12,555
Low-Income Energy Assistance. 1,383 1,393
Earned Income Tax Credit *... 4,002 4,002
Refugee Assistance..; ........ 382 389

1/ The subsidized housing account consists of assisted housing programs, funding for expiring contracts and modernization
The President’s budget includes a total of $7.7 billion in budget authority for expiring contracts and requested $1.85 billion
in budget authority for modernization as a separate program.
by adding $8,358 million in budget authority and $798 million in outlays for comparable full funding for expiring contracts.

(1-9-90)° - Budget (1-29-9
BA 0 BA 0

130 130 130

581 418 581

11,708 11,956 11,693 12,
330 301. 463

- 12,400 12,433 12,295 12,

1,393 1,364 1,393 1,

4,104 4,104 4,193 4,
369 378 369

423

085
346
494
372
193
385

(1-9-90)

BA 0
135 135
396 421

12,770 12,920
600 570
14,431 14,431

1,449 1,463

4,343 4,343
384 381

374

12,657
1,000

14,201

1,452
4,369
384

364

12,644
880
14,201
1,444
4,369
381

BA 0
125 125
374 365

12,625 12,632

1,000 880

15,101 14,401

1,050 1,079

4,369 4,369
369 371

funding.

The CBO fiscal year 1991 baseline number has been adjusted

122



FUNCTION 600: INCOME SECURITY
(In billions of dollars)

Fiscal Year 1990 Fiscal Year 1991
FY 1989 CBO Baseline President’s CBO Baseline President’s President’s
Actual (1-9-90) 7 Budget (1-29-90) (1-9-90) Current Services Budget (1-29-90)
0 BA 0 BA 0 BA 0 BA 0 BA 0

2/ A small part of these programs is discretionary.

*

Mandatory program.
services figures.
would be reflected.

For these programs, it is appropriate to compare the President’s FY 1991 budget figures to OMB’s FY 1991 current
However, a comparison with CBO’s figures is less meaningful because both estimating and policy differences

For discretionary programs, it is preferable to compare the President’s requested level of FY 1991 budget authority (or loan limits)
to CBO’s FY 1991 baseline, since that baseline is a better measure of zero real growth. Such an outlay comparison should be
avoided, since it may include estimating as well as policy differences.
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FISCAL YEAR 1991
HIGHLIGHTS AND ISSUES

FUNCTION 650: SOCIAL SECURITY
(In billions of dollars)

1989 .
Actual 1990

b—
O
O
Ll
—
\O
O
N
—
\O
(#%]

|
|

PRESIDENT’S BUDGET (1-29-90):

Budget Authority............. . 285.0 310.5 345.1 374.0 405.1
Outlays....ovvnenenenunin. il 232.5 _ 248.5 264.8 280.9 297.7
CBO CURRENT POLICY (1-30-90): |
Budget Authority.............. 285.0 314.8 340.2 368.0 398.3
Outlays........ooovevnunnn.. 232.5 248.8 265.7 282.6 300.3
PRESIDENT’S CURRENT SERVICES (1-29-90):
- Budget Authority.............. 285.0 310.5 342.3 370.4 403.8
OutlayS.....oovueenrvnnnnn.s 232.5 248.5 264.7 280.9 ~ 297.7

NOTE: Because CBO and OMB have different.economic and technical estimating
assumptions, the differences between the President’s Budget and the CBO baseline
result from both policy differences and estimating differences. CBO will prepare a
reestimate of the President’s policies using its own estimating assumptions which will
be available in approximately late February.

DESCRIPTION AND HISTORY OF FUNCTION

This function includes the 01d-Age, Survivors and Disability Insurance Trust
Funds (OASDI) which will provide cash assistance to 40 million beneficiaries in FY
1991. The program beneficiaries include persons who are retired and disabled and
their dependents or survivors. The average monthly payment will be $592 for a retired
worker in FY 1991, an increase of 4.5 percent above the 1990 average. Benefits are
financed primarily through payroll tax contributions of workers. During 1991 over 93
percent of American workers will pay social security taxes of 6.2 percent on the
first $54,300 of income, and employers will match these contributions (an additional
1.45 percent is paid by employers and employees on the same wage base to cover the

Medicare Hospital Insurance contribution). Self employed persons pay the employer and
employee shares.

The Social Security program is authorized to provide an annual cost of living
allowance (COLA) to beneficiaries to cover inflation. A COLA of 4.7 percent was
awarded in January 1990 and a 3.9 percent increase is projected for January 199].
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As a result of the 1983 Social Security Amendments, the old-age survivors’ and
disability insurance trust funds continue to have annual surpluses. The fiscal year
1991 budget estimates a surplus of $80 billion and a cumulative balance of $299
billion for fiscal year 1991 in the old-age, survivors and disability insurance
programs. These funds are invested in Treasury notes. The budget proposes to
establish a Social Security Integrity and Debt Reduction Fund. Annual deposits to
this fund would be phased in until they equal the amount of the annual Social
Security surplus and would be used to retire the national debt (also discussed under
I.D. "National Saving, the Social Security Surplus and the Social Security Integrity
and Debt Retirement Fund". For budget presentation purposes, the fund transactions
are reflected in Function 800: General Government).

The FY 1991 request assumes a 6.5 percent increase in Social Security outlays
over FY 1990. This increase will support the COLA, an additional 649,000
beneficiaries who will be covered, and the higher average wages of new beneficiaries.

HIGHLIGHTS OF MAJOR PROPOSALS

] COLA - The budget proposes full funding of all benefits required under current
law, including the 3.9 percent COLA. ,

] Payroll Taxes - Two new categories of workers would be. required to contribute
Social Security payroll taxes. District of Columbia government employees hired
after January 1, 1991 and State and local workers without other retirement and
disability coverage will be brought under Social Security. These changes will
increase fiscal year 1991 trust funds income by $2.3 billion.

] Eligibility - Eligibility for benefits will also be extended to a group of

: - adopted children who are not now covered. These are children who are adopted by
the surviving spouse of a deceased worker and who receive benefits based on the
deceased worker’s earnings. Such children had to have been living in the
worker’s home at the time of the worker’s death or had to have been receiving at
least one-half of their support from the deceased worker.

] Overpayment Collections - The budget also includes a provision authorizing the
Internal Revenue Service to withold income tax refunds from former Social
Security recipients who owe money to the Federal government as a result of
overpayment of Social Security benefits.



FUNCTION 650: SOCIAL SECURITY

(In millions of dollars)

Fiscal Year 1990 Fiscal Year 1991
FY 1989 CBO Baseline President’s CBO Baseline President’s President’s
Actual (1-30-90) Budget (1-29-90) (1-30-90) Current Services Budget (1-29-90)
Program BA 0 B 0 s o BA 0 BA 0 BA 0
01d Age and Survivors T T
Insurance Trust Fund*..... 260,505 209,151 285,903 223,923 281,934 223,596 308,361 239,325 310,249 238,364 310,842 239,029
Proposed Legislation*..... - - ... e e . - e ven e 1,977 -595
Disability Insurance Trust .
Fund*..................... 24,482 23,391 28,910 24,833 28,566 24,866 31,848 26,424 32,074 26,363 32,138 26,458
Proposed Legislation*..... ... e e - ... ... e ... ce 158 -81

* Mandatory program. Comparisons of the budget and the CBO baseline may be misleading because the figures will differ for both
estimating and policy reasons. :
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FISCAL YEAR 1991 .
HIGHLIGHTS AND ISSUES

FUNCTION 800: GENERAL GOVERNMENT
(In billions of dollars)

1989
| | Actual 1990 1991 1992 1993
PRESIDENT’S BUDGET (1-29-89): ) == ==
‘Budget Authority.............. 10.6 10.5 1.4 11.6 25.7
OULTaYS. e 9.1  10.6 11.3 11.9 25.8
CBO CURRENT POLICY (1-30-89):
Budget Authority.............. 10.6 10.6 11.3 11.8 12.2
Outlays......... [ 9.1 10.3 11.2 11.5 11.9
PRESIDENT’S CURRENT SERVICES (1-29-90):
Budget Authority.............. 10.6 10.5 11.1 11.5 11.9
OULTAYS . vsrnnssin 9.1 10.6 11.0 11.6 11.6

NOTE: Because CBO and OMB have different economic and technical estimating
assumptions, the differences between the President’s Budget and the CBO baseline
result from both policy differences and estimating differences. CBO will prepare a
reestimate of the President’s policies using its own estimating assumptions which
will be available in approximately late February.

DESCRIPTION AND HISTORY OF FUNCTION

This function covers the core activities of the Federal Government which include
policy formulation and direction, financial management and revenue collection,
construction and management of Federal civilian buildings and property, and
administration of the merit personnel system. Other programs in this function
include the Federal payment to the District of Columbia; Forest Service receipts paid
to States; payment in lieu of taxes (PILT); and payment to territories and Puerto
Rico from IRS and Customs Service collections. The major agencies in this function
are the Congress, the White House and Executive Office of the President, the General
Services Administration, the Office of Personnel Management, and most of the Treasury
Department. Over:one half of the spending in this function is attributable to the
budget of the Internal Revenue Service (IRS). Since the early 1980’s, significant
increases for the IRS have been proposed by the administration and accepted by the
Congress. "
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HIGHLIGHTS OF MAJOR PROPOSALS

Internal Revenue Service (IRS) - The President’s budget proposes funding of $6.1
billion in 1991. This compares with $5.5 billion estimated for 1990. The
increased funding over 1990 is associated with an IRS enforcement initiative
designed to improve taxpayers’ reporting of income and to improve collections
from past due accounts. The budget estimates that this initiative will yield
$0.5 billion in increased collections in 1991. The budget also proposes
improvements in the management of tax law enforcement resources which would
increase revenue yields by $2.5 billion in 1991 without requiring additional
expenditures.

Payment in Lieu of Taxes (PILT) - This program provides payments to local
governments for Federal use of land located within their jurisdictions. The
budget proposes fiscal year 1991 funding of $105 million, which is the same
amount provided in 1990.

Payment to Territories and Puerto Rico - The Federal Government provides special
assistance to the local governments of Puerto Rico, Guam, and the Virgin Islands.
The budget proposes $210 million in assistance in 1990 compared with $199
million provided in 1990.

Government-sponsored enterprise fees - The budget again proposes to impose on
certain Government-sponsored enterprises (GSEs), a fee on new securities issued
after September 30, 1990. Savings estimated for the proposal are $52 million in
1991, $306 million in 1992, and $666 million in 1993 and nearly $3.0 billion over
the period 1991-1995. The GSEs affected include the Student Loan Marketing
Association, the Federal National Mortgage Association, and the Federal Home Loan
Mortgage Corporation. The purpose of this fee is to reimburse the Federal

Government for the borrowing advantages these enterprises enjoy as a result of
their special relationship with the Government.

Federal Payment to the District of Columbia (DC) - The 1991 budget proposes a
total of $505 million (net of $35 million in loan repayments) for D.C. This
proposal compares with the 1990 and 1991 CBO baseline estimates of $505 million
and $545 million respectively. Of the total requested for -DC in 1991, $431
million is for the direct payment, $52 million is for the Federal share of
payments to DC retirement funds for police officers, fire fighters, teachers, and
judges, and $10 million is for a payment to assist in financing St. Elizabeths
Hospital as part of the existing plan to transfer administrative and financial
responsibility from the Federal Government to the District. The budget also
proposes to make permanent, the pilot project involving D.C. directly bill
federal agencies for water and sewer costs.

Social Security Inteqrity and Debt Reduction Fund (SSIDRF) - The President’s
budget proposes legislation to assure that the intended buildup in Social
Security reserves is not used to mask the non-Social Security deficit. The Fund
would receive each year, as outlays, an amount equivalent to the increasing
portion of the projected Social Security operating surplus - reaching 100 percent
in 1996. The Fund would be linked with a continuing obligation to meet a Gramm-
Rudman-Hollings deficit target of zero starting in 1993 and the estimates in this
function reflect this policy starting in 1993. Under the budget proposal,
payments to the new fund would be $14.1 billion in 1993, $53.6 billion in 1994,
and $101.8 billion in 1995. For further discussion of this proposal, see
Furiction 650: Social Security and Part 1.D.




Program
2 z%ive Functions.......
Zre.tve Direction and

Wirznement

Irtecrz’ Yevenue Service. ..
b2tz roperty and Records

“artez Zereonnel Activities.
vt &7 lnans to the
et Wt Lnlumbia (net
corelagments) ...,

FY 1989
Actual

BA 0

1,807 1,651
137 129

5,195 5,270
605 (341)
146 134
529 509
371 362
432 432

FUNCTION 800: GENERAL GOVERNMENT

(In millions of dollars)

Fiscal Year 1990

CBO Baseline President’s
(1-30-90) Budget (1-29-90)

541 263 290 178
5,501 5,456 5,500 5,486
317 190 242 450
162 136 156 168
505 525 505 . 525
357 343 363 361
401 402 471 458

Fiscal Year 1991

CBO Baseline

(1-30-90)

BA 0

1,898 1,878
566 364 .

5,859 5,830
341 283
172 169
545 555
360 359
419 418

President’s
Current Services

BA 0

1,868 1,915
303 288

5,763 5,594
261 329
163 160
546 556
366 365
464 478

President’s

357
6,135

166
164

505

366

483

Budget (1-29-90)

321
5,930

276
161

514

365

497

682



FUNCTION 800: GENERAL GOVERNMENT

(In millions of dollars)

Fiscal Year 1990 . Fiscal Year 1991
FY 1989 CBO Baseline President’s ~CBO Baseline President’s President’s
Actual (1-30-90) Budget (1-29-90) (1-30-90) Current Services Budget (1-29-90)
Program BA 0 BA 0 BA 0 BA 0 BA 0 BA 0
Payments to States and
counties from Federal
land management .
activities............... 130 128 80 91 145 238 81 80 165 164 165 164
Payment in lieu of taxes... ' 105 104 105 105 105 105 109 109 109 109 105 105
Internal revenue collections
for Puerto Rico............ 272 308 205 205 272 272 205 205 272 272 272 272
Civil Liberties Public _ '
Education Fun¢ ............. .. . - s . . 500 500 e . 500 500
Claims, judgments, and . : :
relief acts................ 510 510 600 600 427 427 416 416 427 427 427 427

For discretionary programs, it is preferable to compare to President’s requested level of FY 1991 budget authority {or loan limits)
to CBO’s FY 1991 baseline, since that baseline is a better measure of zero real growth. Such an outlay comparison should be avoided,
since it may include estimating as well as policy differences.

ove



VIIT. SUMMARY TABLES AND GRAPHS

A. THE PRESIDENT'S BUDGET 1390 - 1995 By FUNCTION
(lN BILLIONS OF DOLLARS) ¢

1989 Actual 1990 1991 1992 1993 1994 1995

BUDGET AUTHORITY.............. .. 1,309.90 1,337.60 1,396.50 1.451.15 1,522.75 1,620.95 1.718.10
OUTLAYS . .o .. 1,142.85 1,197.25 1,233.35 1,271.45 1,321.80 1,398.00 1,476.95
REVENUES...................... 990.70 1,073.45 1,170.25 1,246.35 1,327.55 1,408.65 1,486.35
DEFICIT (-) / SURPLUS {+)........ -151.95 -123.80 -63.10 -25.10 5.75 10.65 9.40
QEBT SUBJECT TO LIMIT............ 2.829.80 3,071.10 3,276.60 3,467.20 3.633.40 3.776.80 3.885.30
050 NATIDNAL DEFENSE: . : :

3C0GET AUTHORITY. .. ... ... ... ... 299.55 301.65 306.85 312.55 317.50 321.5% 125.7

CUTLAYS o 303.55 296.35 303.25 309.20 311.90 315 55 8.8
130 'NTERNATICNAL AFFAIRS:

8USGET AUTHORITY.............. 17.25 18.60 20.00 19.65 20,10 29 %5 S

CUTLAYS . ..o 9.55 14.55 18.15 19.40 18.75 15.30 13 72
257 JENERAL SCIENCE. SPACE & TECHNCLCGY:

S5UDGET AUTHORETY. .. ... ... ..., 12.95 14,60 17.85 20.80 22.70 2410 24 38

SUTLAYS ..o 12.85 1415 16.60 19.35 21.40 22.3¢ 24.20
270 ENERGY:

BUDGET AUTHORITY.............. 4,05 5.60 3.25 4.10 455 . 440 4,29

CUTLAYS . .o 3.70 3.20 3.05 3.10 3.20 3.o08 2.50
3C0 NATURAL RESOURCES & ENVIRDNMENT:

BUOGET AUTHORITY.............. 17.00 16.95 17.65 18.05 17.55 17.15 16,43

OUTLAYS . .. 16.20 17.50 18.15 18.90 18.45 18.35 17 3¢
360 AGRICULTURE:

2UDGET AUTHORITY. ... ........... 21.35 17.95 20.05 21.10 18.90 14,85 i5..¢

OUTLAYS. ..o 16.95 14,55 14.95 15.65 13.50 11.85 12,40
37C COMMERCE & HDUSING CREDIT:

BUDGET AUTHORITY.............. 61.95 19.55 14.30 13.95 13.85 15.45 14,42

OUTLAYS .o 21.70 22.70 17.20 10.25 9.65 7.10 6.29
400 TRANSPORTATION:

BUDGET AUTHORITY.............. 29.35 31.15 30.30 31.35 31.70 3178 32.35

OUTLAYS. ..ot 27.60° 29.25 29.75 30.20 30.75 31.30 31.30
450 COMMUNITY & REGIONAL DEVELOPMENT: '

BUDGET AUTHORITY.............. 7.90 9.00 6.95 6.15 6.15 6.10 5.10

OUTLAYS . oot 5.35 8.80 7.85 6.50 6.10 5.85 520
500 EDUCATION. TRAINING, EMPLOYMENT & SOCIAL SERVICES:

BUDGET AUTHORITY.............. 38.75 39.65 4].35 42.90 43.70 4445 45,25

DUTLAYS . ... 36.70 37.65 41.00  42.95 43.50 44 .15 44 .90
550 HEALTH: . .

8UDGET AUTHORITY. .. ......... . 51.70 60.35 64.80 70.85 76.80 83.05 89.55

QUTLAYS ... e 48.40 57.80 63.70 69.95 75.95 82.00 88.30
570 MEQICARE: :

3UDGET AUTHORITY .............. 107.35 116.95 125.20 136.40 150.80 164 95 178 80

OUTLAYS . .. e 84.95 96.60 98.60 110.10 121.90 135.05 149,05
600 INCOME SECURITY:

BUDGET AUTHORITY.............. 173.35 183.20 198.90 204.45 211.85 1.15 227.75

OUTLAYS. ... s 136.05 146.60 153.75 159.60 166.30 174.60 181.35
650 SOCIAL SECURITY: ’

8UOGET AUTHORITY.............. 285.00 310.50 345.10 374.00 405.10 438 .85 468.65

CUTLAYS . o 232.55 248.45 264 .80 280.90 297.70 314.60 331.45
700 VETERANS BENEFITS & SERVICES: )

SUDGET AUTHORITY. . ............ 30.05 30.05 31.00 31.55 32.05 32.80 33.60

QUTLAYS. .. e 30.05 28.90 30.30 30.95 33.25 32.65 31.75
750 ADMINISTRATION OF JUSTICE: .

BUDGET AUTHORITY.............. 9.95 12.25 12.55 13.20 14.15 14 .45 14.90

OUTLAYS . ... i 9.40 10.50 12.60 13.90 14.15 14.25 14.60
800 GENERAL GOVERNMENT: .

BUDGET AUTHORITY.............. 10.55 10.50 11.40 11.65 25.70 65.30 113.70

QUTLAYS. ... e 9.10 10.55 11.30 11.95 25.75 65.20 113.50
900 NET INTEREST:

BUDGET AUTHORITY. . ............ 169.15 175.60 173.00 163.50 156.95 147.75 136.15

OUTLAYS . ... e 169.15 175.60 173.00 163.50 156.95 147.75 136.15
920 ALLOWANCES:

BUOGET AUTHORITY.............. -1.05 -1.10 -1.20 -1.25 -1.30

OUTLAYS. .. -1.08 -1.10 -1.20 -1.25 -1.30 "
950 UNDISTRIBUTED OFFSETTING RECEIPTS:

BUDGET AUTHORITY.............. -37.20 -36.45 -43.60 -43.85 -46.20 -46.55 -49.55

QUTLAYS ... -37.20 -36.45 -43.60 -43.85 -46.20 -46.55 -49.55

1/ The estimates in the President’s budget include off budget agencies and asset sales as well as outlays to the
Social Security Integrity and Oebt Reduction Fund in 1993 - 1995.

(249)
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B. CONGRESSIONAL BUDGET OFFICE BASELINE 1990 - 1935 BY FUNCTION
(IN BILLIONS OF DOLLARS)

CBO PRELIMINARY

BASEL INE
(1/9/90)
1990 1991 1992 1993 1994 1995
BUDGET AUTHORITY.. ... .. 1,346.70 1,433.70  1,509.50 1,605.05 1,682.90 1,776.45
OUTLAYS . et 1,205.50 1,275.25 1,339.05 1,417.50 1,484.10 1,555.35
REVENUES . . oo e 1,067.15 1,137.25 1,203.75 1,276.65 1,354.55 1,437.65
DEFICIT (-) / SURPLUS (+)............. -138.35  -138.00 -135.30 -140.85 -129.55 ~117.170
DEBT SUBJECT TO LIMIT........c.ouin... 3,084.30 3,351.50  3,633.40  3,937.30  4,241.00  4,546.60
050 NATIONAL DEFENSE:
BUDGET AUTHORITY .. ................. 301.65 315.80 328.45 341.60 355.35 369.70
OUTLAYS . . e 296.70 306.95 317.70 328.30 344.80 355.40
150 INTERNATIONAL AFFAIRS: .
BUDGET AUTHORITY................... 18.35 19.00 19.70 20.70 21.60 22.50
OUTLAYS . .o 14.65 17.00 17.85 18.40 18.85 19.45
250 GENERAL SCIENCE, SPACE & TECHNOLOGY:
BUDGET AUTHORITY................... 14.65 - 15.25 15.90 16.55 17.15 17.85
OUTLAYS . . oo © 14.05 15.10 15.80 16.20 16.85 - 17.50
270 ENERGY:
BUDGET AUTHORITY................... 5.15 6.45 5.70 6.25 6.80 7.25
OUTLAYS . .o e 3.50 4.45 - 4.40 5.15 5.45 5.20
300 NATURAL RESOURCES & ENVIRONMENT:
BUDGET AUTHORITY............ooou... 16.80 18.45 19.15 19.80 20.45 21.25
OUTLAYS . . e - 12.55 18.85 19.45 19.90 20.30 20.85
350 AGRICULTURE:
BUDGET AUTHORITY............c...... 16.65 21.75 22.85 20.35 18.40 18.95
OUTLAYS. .ot 13.30 17.30 17.60 16.35 15.60 14.45
370 COMMERCE & HOUSING CREDIT:
BUDGET AUTHORITY................... 23.75 25.85 22.50 32.90 . 20.20 19.60
OUTLAYS . .o 30.15 19.40 15.15 21.85 8.65 9.45
400 TRANSPORTATION: )
BUDGET AUTHORITY................... 31.10 32.25 33.45 34.75 36.10 37.55
OUTLAYS . .o 29.35 30.95 32.30 33.60 34.85 36.15
450 COMMUNITY & REGIONAL DEVELOPMENT:
BUDGET AUTHORITY................... 8.80 8.80 8.50 8.85 8.95 9.40
OUTLAYS ..o 8.10 7.80 8.35 8.35 8.45 8.65
500 EDUCATION, TRAINING, EMPLOYMENT & SOCIAL SERVICES:
BUDGET AUTHORITY................... 40.55 42.50 43.45 44.30 46.10 47.90
OUTLAYS . .o 39.00 41.10 42.60 43.80 " 45.10 46.60
550 HEALTH:
BUDGET AUTHORITY............c..ov.... 59.55 66.55 73.90 81.45 89.85 - 99.10
OUTLAYS............. A 57.20 65.45 72.80 80.50 88.75 98.05
570 MEDICARE: .
BUDGET AUTHORITY...........v..o..... 115.25 125.25 138.30 152.60 168.20 185.50
OUTLAYS . .o 94.60 106.75 120.80 136.30 153.10 171.30
£00 INCOME SECURITY:
BUDGET AUTHORITY................... 183.45 192.10 199.85 208.75 219.70 228.00
OUTLAYS. .ottt - 145.90 156. 50 163.00 171.35 181.30 188.85
650 SOCIAL SECURITY: :
BUDGET AUTHORITY ... ................ 314.80 340.20 368.00 398.25 430.95 465.50
CUTLAYS . .. 248.75  265.75 282.60 300.35 318.50 337.55
700 VETERANS BENEFITS & SERVICES:
BUSGET AUTHORITY................... 30.50 31.80 32.80 13375 34.75 35.90
GLTBYS . 29.00 31.40 . 32.35 33.45 35.95 35.85
757 ASMINISTRATION OF JUSTICE: .
BLGGET RGTRORITY. . ... oL, 12.20 13.70 14.25 14.85 15.50 16.15
U2 L 10.40 12.70 13.95 14.65 15.25 15.90
200 NTEAL OO JERNMENT R
: 10.80 11.35 11.80 12.20 12.45 13.05
. . 10.30 11.25 11.55 11.90 12.15 12.75
S A S R4 2 179.55 185.15 191.60 199.50 204.95 208.50
Cpe L 179.55 185.15 191.60 199.50 204.95 208.50
i
L SR
YL Wb fp e,
e SRR -18.50 -40.65 -42.35 -44.75 -47.20

b 34 50 -40.69 -42.35 -44.75 -47.20
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C. OMB'S CURRENT SERVICES
(ADJUSTED) 1/ 1990-1995 BY FUNCTION
(IN BILLIONS OF DOLLARS)

1989 Actual 1990 1991 1992 1993 1994 1995

BUDGET AUTHORITY................... 1,309.90 1,333.55 1,410.20 1,478.20 1,555.00 1,629.30 1,697.30
OUTLAYS .o 1,142.65 1,194.80 1,256.85 1,307.80 1,362.65 1,415.00 1,467.40
REVENUES. . ....\oeeeainnn., 990.70 1,072.80 1,156.35 1,234.95 1,323.45 1,401.90 1,480.75
DEFICIT (-) / SURPLUS (+).......... -151.95  -122.00  -100.50  -72.85  -39.20  -13.10 13.35
050 NATIONAL DEFENSE:

BUDGET AUTHORITY................ 299.55  301.65  316.15  329.00  341.60  353.60  364.90

QUTLAYS. . 303.55  296.35  306.45  318.10  328.55  340.55  352.50
150 INTERNATIONAL AFFAIRS: , ~

BUDGET AUTHORITY................ 17.25 . 18.60 19.00 20.00 20.90 21.50 22.70

T 9.55 14.55 17.95 19.25 18.75 18.70 19.65
250 GENERAL SCIENCE, SPACE & TECHNOLOGY:

BUDGET AUTHORITY................ 12.95 14.60 15.20 15.80 . 16.40 17.00 17.50

OUTLAYS. ..ot 12.85 14.15 15.20 15.65 16.15 16.70 17.30
270 ENERGY: _

BUDGET AUTHORITY................ 4.05 5.60 6.30 6.05 6.65 7.00 7.25

OUTLAYS ..o 3.70 3.20 4.55 4.50 5.10 5.35 5.50
300 NATURAL RESOURCES & ENVIRONMENT:

BUDGET AUTHORITY................ 17.00 16.95 18.15 19.00 19.40 20.05 20.65

QUTLAYS.......ooenn... SRR 16.20 17.50 18.15 19.15 19.10 19.75 20.15
350 AGRICULTURE :

BUDGET AUTHORITY............ L. 2135 17.95 22.20 25.25 23.75 20.80 21.70

OUTLAYS . .o 16.95 14.55 17.55 20.10 19.45 18.25 17.45
370 COMMERCE & HOUSING CREDIT:

BUDGET AUTHORITY................ 61.95 15.45 12.80 13.05 13.50 16.10 15.20

OUTLAYS. ..o 27.70 20.30 16.85 11.70 11.85 10.50 9.50
400 TRANSPORTATION:

BUDGET AUTHORITY................ 29.35 31.15 32.25 33.50 34.75 35.95 37.15

T 27.60 29.25 30.70 31.75 32.85 33.60 34.15
450 COMMUNITY & REGIONAL DEVELOPMENT:

BUDGET AUTHORITY................ 7.90 9.00 9.55 9.10 9.40 9.70 9.90

OUTLAYS . .ot 5.35 8.75 8.15 7.20 7.30 7.40 7.95
500 EDUCATION, TRAINING, EMPLOYMENT & SOCIAL SERVICES:

BUDGET AUTHORITY................ 38.75 39.65 41.55 42.80 43.85 45.40 46.95

OUTLAYS. ..ot 36.70 37.65 40.60 41.95 43.20 44.60 46.05
550 HEALTH:

BUDGET AUTHORITY........ DU 51.70 60.35 ' 65.60 72.05 78.30  84.85 91.60

OUTLAYS . ..o 48.40 57.80 64.45 70.75 77.30 83.70 90.20
570 MEDICARE :

BUDGET AUTHORITY................ 107.35  116.95  125.10  137.65  153.55  169.30  184.90

OUTLAYS. ..o 84.95 96.60  104.15  118.45  132.40  147.80  164.55
€00 INCOME SECURITY:

BUDGET AUTHORITY................ 173.35  183.25  192.10  199.60  207.95  217.60  224.40

OUTLAYS ... 136.05  146.65  157.05  163.60  170.50  178.90  185.75
650 SOCIAL SECURITY:

BUDGET AUTHORITY.... ............ 285.00  310.50  342.30  370.45  403.80  435.50  464.95

QUTLAYS .o 232.55  248.45  264.75  280.95  297.75  314.65  331.50
700 VETERANS BENEFITS & SERVICES:

BUDGET AUTHORITY.... . .......... 30.05 30.05 31.10 31.75 32.55 33.40 34.40

OUTLAYS. ..o o 30.05 28.90 30.65 31.50 34.00 33.50 32.65
750 ADMINISTRATION OF JUSTICE:

BUDGET AUTHORITY.............. .. 9.95 12.20 13.65 14.20 14.75 15.25 15.75

OUTLAYS. ..o 9.40 10.45 12.75 14.25 14.90 15.05 15.55
800 GENERAL GOVERNMENT:

BUDGET. AUTHORITY....... ... .. ... 10.55 10.50 11.10 11.55 11.90 12.10 12.55

OUTLAYS . ..o 9.10 10.55 11.00 11.55 11.60 11.85 12.20
960 NET INTEREST:

BUDGET AUTHORITY................ 169.15  175.60  174.30  167.60  163.95  158.40  151.05

OUTLAYS .ot 169.15  175.60  174.30  167.60  163.95  158.40  151.05
920 ALLOWANCES :

BUDGET AUTHORITY................ . . .

OUTLAYS. ..o . . 0.05
950 UNDISTRIBUTED OFFSETTING RECEIPTS:

BUDGET AUTHORITY................ -37.20  -36.45  -38.40  -40.20  -41.80  -44.15  -46.20

OUTLAYS oo etieeeeees -37.20  -36.45  -38.40  -40.20  -41.80  -44.15  -46.20

1/ OMB's adjusted baseline follows GRH rules except that the Food Stamps/Puerto Rico Nutrition programs
are assumed to continue and the one-time costs of the 1990 census are not projected.
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E. 1. REVENUES BY MAJOR SOURCE
(BILLIONS OF DOLLARS)
FY 1962 - FY 1996

: Social
Indi- Corpo- Insurance .

vidual rate Taxes and . Estate Miscel- Total
Income Income Contri- Excise and Gift Customs laneous Reve-
Taxes Taxes  butions Taxes Taxes Duties Receipts nues
1962 45.6 20.5 17.0 12.5 2.0 1.1 0.8 99.7
-1963 47.6 21.6 19.8 13.2 2.2 1.2 1.0 106.6
1964 ~ 48.7 23.5 22.0 -13.7 2.4 1.3 1.1 112.6
1965 48.8 25.5 22.2 14.6 2.7 1.4 1.6 116.8
1966 - 55.4 30.1 25.5 13.1 3.1 1.8 1.9 130.8
1967 61.5 34.0 32.6 13.7 3.0 1.9 2.1 148.8
1968 68.7 28.7 33.9 14.1 3.1 2.0 2.5 153.0
‘1969 87.2 36.7 39.0 15.2 3.5 2.3 2.9 186.9
1970 90.4 32.8 44.4 15.7 3.6 2.4 3.4 192.8
1971 - 86.2 26.8 47.3 16.6 3.7 2.6 3.9 187.1
1972 94.7 32.2 52.6 15.5 5.4 3.3 3.6 207.3
. 1973 103.2 36.2 63.1 16.3 4.9 3.2 3.9 230.8
1974 119.0 38.6 75.1 16.8 5.0 3.3 5.4 263.2
1975 122.4 40.6 84.5 16.6 4.6 3.7 6.7 279.1
1976 131.6 41.4 90.8 17.0 5.2 4.1 8.0 298.1
1977 157.6 54.9 106.5 17.5 7.3 5.2 6.5 355.6
1978 181.0 60.0 121.0 18.4 5.3 6.6 7.4 399.6
1979 217.8 65.7 138.9 18.7 5.4 7.4 9.3 463.3
1980 244.1 64.6 157.8 24.3 6.4 7.2 12.7 517.1
1981 285.9 61.1 182.7 40.8 6.8 8.1 13.8 . 599.3
1982 297.7 . 49.2 201.5 36.3 8.0 8.9 16.2 617.8
1983 288.9 37.0 209.0 35.3 6.1 8.7 15.6 600.6
1984 298.4 56.9 239.4 37.4 6.0 11.4 17.0 666.5
1985 334.5 61.3 265.2 36.0 6.4 12.1 18.5 734.1
1986 349.0 63.1 283.9 32.9 7.0 13.3 19.9 769.1
1987 392.6 83.9 303.3 32.5 7.5 15.0 19.3 854.1
‘1988 401.2 94.2 334.3 35.5 7.6 16.2 19.9 909.0
1989 445.7 103.3 359.4 - 34.4 8.7 16.3 22.9 990.8
-1990*  490.4 101.9 387.7 36.1 9.2 16.9 25.0 1,067.2
1991*  528.5 111.2 411.6 33.8 9.8 17.8 24,5 1,137.3
1992*  563.5 116.2 436.8 32.4 10.3 19.1 25.4 1,203.8
1993*  601.8 119.9 464.8 33.1 10.4 20.6 26.0 1,276.7
1994*  640.5 125.7 . 494.9 34.0 11.0 22.1 26.4 1,354.5
1995*  682.7 133.6 525.6 34.8 11.4 23.7 27.0 1,437.7

*CBO baseline estimates, January 1990.

Source: The Office of Management and Budget, the U.S. Treasury, and the Congressional
Budget Office
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E. 2. REVENUES BY MAJOR SOURCE

(PERCENT OF GNP)
FY 1962 - FY 1995

Social

Corpo- Insurance

Indi-
vidual

Total
. Reve-

Miscel-
laneous
Receipts

Estate
and Gift

rate Taxes and

Income

Customs

Excise

Contri-

Income .
Taxes

nues

Duties

Taxes

Taxes

butions

Taxes

*CBO baseline estimates, January 1990.

The Office of Management and Budget, the U.S. Treasury, and the Congressional

Budget Office

Source:



1962
1963
1964
1965

1966
1967
1968
1969
1970

1971
1972
1973
1974
1975

1976
1977
1978
1979
1980

1981
1982
1983
1984
1985

1986
1987
1988
1989
1990*

1991*
1992*
1993+
1994+
1995*

* CBO Prel
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F.1 SPENDING BY MAJOR CATEGORY
FY 1962 - FY 1995
(IN BILLIONS OF DOLLARS)

Entitlements
& Other  Nondefense
National Mandatory Discretionary Net Offsetting Total
Defense Spending  Spending Interest Receipts Outlays

52.3 30.7 23.9 6.9 -7.0 106.8
53.4 33.2 25.1 7.7 -8.1 111.3
54.8 34.4 29.0 8.2 -7.8 118.5
50.6 34.7 32.3 8.6 -8.0 - 118.2
58.1 37.5 38.1 9.4 -8.5 134.5
71.4 45.3 . 40.8 10.3 -10.3 157.5
81.9 52.3 43.6 11.1 -10.8 178.1
82.5 58.5 41.1 12.7 -11.1 183.6
81.7 66.2 45.0 14.4 -11.6 195.6
78.9 80.6 50.1 14.8 -14.2 210.2
79.2 94.2 56.1 15.5 -14.2 230.7
76.7 110.2 59.6 17.3 -18.1 245.7
79.3 124.4 65.4 21.4 -21.3 - 269.4
86.5 156.4 84.7 23.2 -18.5 332.3
89.6 182.8 92.4 26.7 -19.7 371.8
97.2 196.5 107.2 29.9 -21.6 409.2
104.5 216.3 125.5 35.4 -23.0 458.7
116.3 234.2 136.3 42.6 -26.1 503.5
134.0 277.2 157.6 52.5 -30.3 590.9
157.5 320.4 170.8 68.7 -39.2 678.2
185.3 356.0 156.6 85.0 -37.2 745.7
209.9 398.8 156.0 89.8 -46.1 808.3
227.4 394.7 163.9 111.1 -45.3 851.8
252.7 - 437.3 174.9 129.4 . -48.0 946.3
273.4 454.8 173.2 136.0 -47.0 990.3
282.0 472.4 165.1 138.6 -54.2 1003.8
290.4 502.7 177.2 151.7 -58.0 1064.0
303.5 543.6 191.0 168.9 -64.2 1142.9
297.0 584.0 205.0 180.0 -60.0 1205.0
307.0 624.0 219.0 185.0 -60.0 1275.0
318.0 664.0 229.0 192.0 -63.0 1339.0
328.0 718.0 237.0 199.0 -65.0 1418.0
345.0 758.0 245.0 205.0 -69.0 1484.0
355.0 809.0 254.0 209.0 -72.0 1555.0

iminary Baseline.
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F.2 SPENDING BY MAJOR CATEGORY
FY 1962 - FY 1995
(AS A PERCENT OF GNP)

Entitlements
& Other Nondefense
National Mandatory Discretionary Net Offsetting Total
Defense Spending  Spending Interest Receipts Outlays

1962 9.4 5.5 4.3 1.2 -1.3 19.2
1963 9.1 5.7 4.3 1.3 " -1.4 18.9
1964 8.7 5.5 4.6 1.3 -1.2 18.8
1965 7.5 5.2 4.8 1.3 -1.2 17.6
1966 7.9 5.1 5.2 1.3 -1.2 18.2
1967 9.0 5.7 5.1 1.3 -1.3 19.8
1968 9.6 6.2 5.1 1.3 -1.3 21.0
1969 8.9 6.3 4.4 1.4 -1.2 19.8
1970 8.2 6.7 4.5 1.5 -1.2 19.8
1971 7.5 7.6 4.7 1.4 -1.3 19.9
1972 6.9 8.2 4.9 1.3 -1.2 20.0
1973 6.0 8.6 4.7 1.4 -1.4 19.2
1974 5.6 8.8 4.6 1.5 -1.5 19.0
1975 5.7 10.3 5.6 1.5 -1.2 21.8
1976 5.3 10.8 5.4 1.6 -1.2 21.9
1977 5.0 10.2 5.5 1.5 -1.1 21.2
1978 4.8 10.0 5.8 1.6 -1.1 21.1
1979 4.8 9.6 5.6 1.7 -1.1 20.6
1980 5.0 10.4 5.9 2.0 -1.1 - 22.1
1981 5.3 10.7 5.7 2.3 -1.3 22.7
1982 5.9 11.3 5.0 2.7 -1.2 23.8
1983 6.3 12.0 4.7 2.7 -1.4 24.3
1984 6.2 10.7 4.4 3.0 -1.2 23.1
1985 6.4 11.1 4.4 3.3 -1.2 23.9
4.1
1986 6.5 10.9 3.7 3.3 -1.1 23.7
1987 6.4 10.7 3.7 3.1 -1.2 22.7
1988 6.1 10.5 3.7 3.2 -1.2 22.2
1989 5.9 10.6 3.7 3.3 -1.2 22.2
1990* 5.4 10.7 3.8 3.3 -1.1 22.1
1991* 5.3 '10.8 3.8 3.2 -1.0 22.0
1992* 5.1 10.7 3.7 3.1 -1.0 21.7
1993* 5.0 10.9 3.6 3.0 -1.0 21.5
1994* 4.9 10.8 3.5 2.9 -1.0 21.2
1995* 4.8 - 10.8 3.4 2.8 -1.0 20.8

* CBO Preliminary Baseline.
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CHANGING BUDGET PRIORITIES IN THE 1980S

MAJOR SPENDING CATEGORIES
AS A PERCENT OF TOTAL SPENDING

Net Interest . Net Interest
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Social $69 Billion _ $179 Billion e
. 22% : 23.5%
Security ~._$158 Billion $297 Billion

%4 Medicare

25%
2173 Billion
Social
Security —_— T
& Medicare
Other 277% 7" Non-Defense
$351 Billion Oi i
Mandatories Non-Defense Iscretionary
B — . Other Mandatories
13 7% Discretionary - 16.2%
1141 Billion 18.4% $205 Billion
: 238% y B“
$171 Bilion $233 Billion
EY 1981 FY 1990
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PART 1—BUDGET AND TAX TABLES
DESCRIPTION OF TABLES

OVERVIEW

The following tables and charts are compiled from a variety of Congres-
sional Budget Office (CBO) and Office of Management and Budget (OMB)
publications as well as Departments of Treasury and Health and Human Re-
sources documents. The first 10 tables present information on the changing
progressivity of the Federal tax system. The next four tables (11-14) present
data on the amount of revenue obtained from different kinds of Federal tax
and data on the number of families paying more social security tax than
income tax.

The next nine tables (15-23) present CBO baseline data on Federal ex-
penditures, deficits, trust fund surpluses, and Federal debt. Table 24 presents
information on net savings and investment flows. Table 25 presents average
weekly eamings, median family income, and male and female median
income of year-round, full-time workers.

The remaining tables present data relating to the administration’s budget
and revenue proposals.

THE CHANGING PROGRESSIVITY OF THE FEDERAL SYSTEM

These tables are based entirely upon two CBO studies: ‘‘The Changing
Distribution of Federal Taxes: 1975-1990"" issued in October, 1987 and
*“The Changing Distribution of Federal Taxes: A Closer Look at 1980
issued in July 1988. The reader is referred to those studies for greater detail
about methodology. The tables presented here are unpublished tables which
correspond to pages 86 and 87 in the CBO report titled ‘‘The Economic and
Budget Outlook: Fiscal Years 1991-1995.”" These tables present effective
tax rates, income and shares of tax burdens in much greater detail.

Study Methodology

In these CBO studies, combined Federal taxes include individual and cor-
porate income taxes, social insurance payroll taxes, and excise taxes except
for the windfall profit tax. Although Federal tax payments are made by per-
sons, corporations, and noncorporate employers, the economic burden of all
taxes ultimately rests with families and individuals. Economists speak of the
reduction in family income or purchasing power as the incidence of a tax.
The incidence of some taxes, particularly the corporate income tax, has not
been estimated conclusively, and remains a controversial issue. The follow-
ing incidence assumptions were used in the following tables.

—The individual income tax burden is attributed to the families who directly
pay the tax. The study assumes no shifting of the tax among families.

—The social insurance payroll tax burden is allocated to employee compen-
sation. The portion of the payroll tax collected from employers is assumed
to be shifted back onto employees in the form of lower wages.

m
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—Excise taxes are assumed to be passed forward to individual consumers in
higher prices on goods subject to the tax.

— Although the corporate income tax is collected from corporations, fami-
lies are assumed ultimately to bear its economic burden. Economists dis-
agree, however, about who is affected by the corporate income tax, em-
ployees of the corporation or shareholders. The tables that follow assume
that half of the corporate income tax is allocated to capital income and
half to labor income. The method of allocation does not affect the main
conclusions about how the distribution of the tax burden among income
classes has changed over time.

These tables do not attempt to allocate the distributional effects of general
government spending. In comparing the distribution of Federal taxes in dif-
ferent years, shifts in the distribution of general expenditures between those
years are ignored. The CBO studies also separate the distribution effects of
taxes from the effects of expenditures significantly related to those taxes.
Social Security revenues are thus implicitly treated as independent of benefit
payments.

Family income is measured on a cash receipt basis, a definition generally
consistent with the measure of income used by the Federal tax system.
Family income equals the sum of wages, salaries, self-employment income,
and personal rents, interest, and dividends plus cash pension benefits and re-
alized capital gains. Family income excludes accrued but unrealized capital
gains, employer contributions to pension funds, in-kind government transfer
payments, and other noncash income. Because income is measured before
reductions for any Federal taxes, employer contributions for Federal social
insurance and Federal corporate profits taxes are added to family income.
Family incomes are put in constant dollars by the CPI-U price index.

Data Sources

Distributions of family income for 1977, 1980, 1985, and the projected
distribution in 1990 are based on data from four sources. The primary source
is the March Current Population Survey (CPS) for 1978, 1981, 1986, and
1988. The CPS is a monthly survey of approximately 60,000 families, con-
ducted by the Bureau of the Census. Each March, the survey collects de-
tailed information on family characteristics and family income in the previ-
ous calendar year. The reported data on income from taxable sources from
the CPS files were adjusted for consistency with reported income from Sta-
tistics of Income (SOI) samples for calendar years 1977, 1980, 1985 and
early data for 1987. The SOI is an extensive annual sample of actual indi-
vidual income tax returns. Data on consumer expenditures were taken from
the 1980/81, 1984, and 1985 Consumer Expenditure Survey (CES) Interview
Surveys. The CES Interview Survey is a quarterly panel survey conducted
by the Bureau of Labor Statistics. The survey collects detailed data on
household expenditures over a 12-month period. The 1980/81 CES data were
adjusted 0 1977 levels by changes in per capita expenditures of certain
types as reported in the National Income and Product Accounts. Each of the
1987 files was adjusted to 1990 using actual growth rates in population,
income, and expenditures through 1988, and projected growth rates for 1989
and 1990.

Many people incur ‘‘paper losses’’ for tax purposes. In order to approxi-
mate better the economic income of families, rental losses and most partner-
ship losses were not subtracted from family income. All losses of sole pro-
prietorships were allowed.
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Reported pre-tax family incomes were adjusted to include the amount of
the employer share of the Social Security payroll tax, the unemployment in-
surance payroll tax, and the corporate income tax. The unemployment insur-
ance payroll tax and the employer share of the Social Security payroll tax
were allocated to the employee on whose behalf the taxes were paid.

Study Results

Federal taxes in 1990 will be less progressive than they were in either
1977 or 1980 but more progressive than in 1985. The distribution of taxes is
progressive if the ratio of taxes to income rises as incomes rise; is regressive
if the ratio falls as incomes rise; and is proportional if the ratio is the same
at all income levels. In 1990, the effective tax rate for the one-fifth (quintile)
of people in families with the highest incomes will be 25.8 percent, slighty
less than in 1977 or 1980. The effective tax rates for people in the lowest
three quintiles will be higher than they were in either 1977 or 1980.

Effective Federal tax rates—the percentage of family income paid in
taxes—for people ranked in quintiles by their adjusted pretax family income
are shown in Table 1. (Adjusted pretax income includes all cash income plus
realized capital gains and is measured before all Federal taxes, including
those collected from business but assumed to be bome by families.) People
are assigned to quintiles based on family income divided by the poverty
threshold for the appropriate family size. Twenty percent of the population
are in each quintile for each year. They will represent a different percentage
of families. Families include both families and single individuals. Tax rates
for the lowest quintile were calculated excluding families with negative or
zero incomes. The poverty thresholds depend on family size, the age of the
householder, and the number of children. The average thresholds for various
family types are shown in the table below.

POVERTY THRESHOLDS AND EQUIVALENCE VALUES
FOR DIFFERENT FAMILY SIZES

Family size 1980 1985 1990 Equivalence
(persons) value (one
person = 1)

1, under 65 4,290 5,593 6,710 1.00

l, 65 or 3,949 5,156 6,186 1.00
older

2, head 5,537 7,231 8,677 1.28
under 65

2, head 65 4,983 6,503 7,804 1.28
or over ‘

3 6,565 8,573 10,284 1.57

4 8,414 10,989 13,185 2.01

S 9,966 13,007 15,600 2.38

6 11,269 14,696 17,612 2.69
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What has caused the, Federal tax system to become less progressive than it
was a decade ago? The individual income tax has not become significantly
less progressive over the period, although it did become less progressive be-
tween 1977 and 1985. However, recent changes in tax law—especially the
Tax Reform Act of 1986—will make the tax more progressive in 1990 than
it w?ss in 1985, restoring 1990 effective tax rates approximately to their 1977
evels.

The major factor in reducing the progressivity of Federal taxes is the in-
creased reliance on social insurance payroll taxes. Because these taxes are
levied only on earnings and only below a maximum amount, they are much
less progressive than individual income taxes across most of the income dis-
tribution and, in fact, regressive in the upper part of the distribution. In
1990, 77 percent of families who pay social insurance payroll taxes will pay
higher payroll taxes (counting both the employee and the employer portions)
than Federal income taxes. In 1977, 58 percent of these families paid more
in payroll taxes than in income taxes.

Table 1

Table 1 compares the total Federal effective tax rates for all families. In
1990, total Federal taxes are grojected to be 9.7 percent of income for the
lowest 20 percent of the population, while they are estimated to be 25.8 per-
cent for the highest. From 1980 to 1990, the tax rate is estimated to rise by
16.1 percent for the lowest quintile. By contrast, it is expected to fall by 5.5
percent for the highest quintile.

Table 2

Table 2 compares the adjusted family income for all families, with income
expressed as multiples of the poverty thresholds and percentage changes in
real income adjusted for inflation. In 1990, average adjusted family income
is estimated to be 84 percent of the poverty threshold for the lowest 20 per-
cent of the population, while it is projected to be an average of 11.34 times
poverty for the highest. From 1980 to 1990, real income is projected to fall
by 3.2 percent for the lowest quintile. By contrast, it is expected to rise by
31.7 percent for the highest.

Chart 1 graphically depicts the percentage change from 1980 to 1990 in
real income and Federal tax rates (Tables 1 and 2). For the lowest 20 per-
cent of the population, real income fell by 3.2 percent, while the total Feder-
al tax rate rose by 16.1 percent. By contrast, for the highest 20 percent of
the population, real income rose by 31.7 percent, while the total Federal tax
rate fell by 5.5 percent.

Table 3

Table 3 describes the Federal effective tax rates for different kinds of
taxes for all families. In 1980, for the middle quintile in income of the popu-
lation, the individual income tax rate was 8.1 percent of income. Overall, for
the total U.S. population it was 12.3 percent. From 1980 to 1990, the tax
rate for the middle group declined by 17.2 percent.

In 1980, for the middle quintile, the social insurance tax rate was 8.7 per-
cent of income. Overall, for the total U.S. population it was 7.2 percent.
From 1980 to 1990, the tax rate for the middle group rose by 23.3 percent.

Table 4

Table 4 presents data with respect to total Federal effective tax rates by
family type. In 1990, for families with children in the lowest 20 percent of
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income of the total U.S. population, total Federal taxes are estimated to be
10.0 percent of income; 22.1 percent for the middle quintile, and 26.3 per-
cent for the highest. From 1980 to 1990, the total Federal effective tax rate
is expected to rise by 7.2 percent for families with children in the lowest
quintile of the total U.S. population and by 2.5 percent for the middle quin-
ule. By contrast, it is expected to fall by 2.9 percent for the highest quintile.

In 1990, for elderly households in the lowest 20 percent of income of the
total U.S. population, total Federal taxes are estimated to be 2.7 percent of
income; 7.9 percent for the middle quintile, and 21.9 percent for the highest.
From 1980 to 1990, the total Federal effective tax rate is expected to fall by
25.3 percent for elderly households in the lowest quintile of the total U.S.
population; by 6.3 percent for those in the middle quintile, and by 11.2 per-
cent in the highest. Middle income elderly rates are considerably less than
tax rates for the middle quintile for non-¢lderly families. A

In 1990, for non-elderly households without children in the lowest 20 per-
cent of income of the total U.S. population, total Federal taxes are expected
to be 14.2 percent of income; 22.8 percent for the middle quintile, and 27.0
percent for the highest. From 1980 to 1990, the total Federal effective tax
rate is expected to rise by 28.5 percent for non-elderly households without
children in the lowest quintile of the total U.S. population, by 6.0 percent in
the middle quintile, and to fall by 4.6 percent in the highest quintile.

In 1990, for all families in the lowest 20 percent 1n income of the total
U.S. population, total Federal taxes are projected to be 9.7 percent of
income; 20.3 percent for the middle quintile, and 25.8 percent for the high-
est. The reader is referred to Table 1 for these figures.

Table 5

Table 5 compares the share of total Federal taxes paid by all families,
from lowest to highest quintiles. In 1990, families in the lowest 20 percent
in income of the total U.S. population paid 1.6 percent of the total tax
burden, while the highest quintile paid 58.1 percent. From 1980 to 1990, the
tax burden of the lowest 20 percent in income of the total U.S. population
remained the same, while it rose by 2.4 percentage points for the highest
quintile. The increase in the share of the tax burden bome by the highest
quintile results entirely from the fact that real incomes increased by a sub-
stantially larger amount (31.7 percent—see Table 2) than tax rates declined
(5.5 percent—see Table 1).

Table 6

Table 6 describes shares of pre-tax income for all families, from lowest to
highest quintiles. In 1980, families in the lowest 20 percent in income of the
total U.S. population received 4.5 percent of total pre-tax income, while the
highest quintile acquired 47.4 percent. From 1980 to 1990, pre-tax income
of families in the lowest quintile dropped by .8 percentage points, while it
ros¢ by 4.4 percentage points for the highest quintile,

Table 7

Table 7 describes shares of after-tax income for all families, from lowest
to highest quintiles. In 1980, families in the lowest 20 percent in income of
the total U.S. population received 5.4 percent of total after-tax income, while
the highest quiniile acquired 44.8 percent. From 1980 to 1990, after-tax
income of families in the lowest quintile dropped by 1.1 percentage points,

while it rose by 5.1 percentage points for the highest quintile.
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Chart 2 graphically depicts shares and changes in shares of after-tax
income of all families, from 1980 to 1990 (refer to Table 7). The representa-
tion shows that growth in after-tax income for the highest 20 percent of the
total U.S. population between 1980 and 1990 is more than the total income
of the lowest quintile. .

Table 8

Table 8 illustrates shares of tax burdens for different kinds of taxes for all
families. In 1985, the lowest 20 percent in income of the total U.S. popula-
tion paid zero percent of total individual income taxes, while the highest
owed 68.1 percent.

Table 9

Table 9 illustrates the distribution of persons across the different quintiles
for different family types. The lowest quintile excludes persons living in
families with negative or zero income. These persons are, however, included
in the totals. Overall the population is projected to increase by 10.9 percent
from 1980 to 1990. Persons living in families with children will increase by
3.8 percent between 1980 and 1990, while persons in families with an elder-
ly head (age 65 or over) will increase 22.8 percent and persons living in
non-elderly families without children will increase by 20.6 percent.

The number of persons in the lowest quintile in income in elderly house-
holds actually declined by 10.3 percent. There was a substantial migration of
these persons from the lowest and second quintiles to the top three quintiles.

Among persons living in families with children, there was a substantial
migration into the lowest quintile and to a lesser extent the second and high-
est quintiles.

These percentage shifts in the composition of the quintiles are illustrated
in the last four columns of Table 10.

Table 10

Table 10 presents income and demographic information for each quintile
for 1990. The first column illustrates average pre-tax family income. The
second column is the number of families in millions. The percentage compo-
sition of persons living in different types of households is illustrated in the
following columns.

COMPARISON OF PAYROLL AND INDIVIDUAL INCOME TAXES

Table 11

The last two columns of Table 11 illustrate the percentage of families
paying some taxes who pay larger social security taxes than income taxes. In
1990, this percentage will be 34.4 percent, if only the employee portion of
the social security tax is counted. This percentage increases to 69.4 percent,

if both the employer and employee portions of the social security tax are
counted.

Table 12

Table 12 illustrates estimates of the number of families paying no tax,
paying income tax only, or payroll tax only. In addition, for those families
paying both payroll and income taxes, the table shows the number of fami-
lies where the payroll tax is greater than the income tax. In one set of esti-

mates (last two columns) only the employee share of the payroll tax is
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counted. In the preceding two columns both the employer and employee
shares are counted.

REVENUE TABLES

Table 13

Table 13 presents total Federal revenues in nominal dollars and as a per-
centage of GNP from fiscal years 1989 to 1995 in the January CBO base-
line. _

Table 14

Table 14 presents similar data to that in Table 13 for selected historical
years.

BUDGET TABLES

Table 15

Table 15 compares CBO and OMB projections of baseline revenues, out-
lays and deficits. In general, these baseline projections assume that revenue
and entitlement law are unchanged, that expiring provisions do indeed
expire, and for discretionary programs it is assumed that the budget authority
is increased to reflect inflation. For fiscal year 1991, CBO projects a base-
line deficit of $138 billion while OMB projects a deficit of $101 billion,
approximately $37 billion less.

Without any change in law, OMB projects the deficit will fall and become
a surplus of $13 billion by 1995, while CBO projects a small decline in the
deficit. The primary reason for these differences is the economic assump-
tions, primanly the interest rate assumption.

Table 16

Table 16 illustrates the trust fund surpluses in the January CBO baseline.
In fiscal year 1991 the trust funds will have an annual surplus of $136 bil-
lion. This will increase to $185 billion by 1995. The rest of the budget will
have a deficit of $273 billion in fiscal year 1991 which will increase to $303
billion by 1995.

Table 17

Table 17 shows CBO baseline outlay projections for major spending cate-
gories.
Table 18

Table 18 shows CBO baseline projections for entitlements and other man-
datory spending categories.
Table 19

Table 19 shows CBO baseline estimates of Federal debt and interest costs.

Table 20

Table 20 presents rules of thumb which illustrate the impact on revenues,
outlays, and deficit projections if the economic assumptions assumed in the
baseline do not materialize. For example, the first panel illustrates that if
real growth were 1 percent lower beginning in January 1990 the deficit pro-
jection for fiscal year 1991 would be $26 billion higher. The fourth panel
indicates a similar effect for a 1 percentage point increase in interest rates.
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Thus, a 2 percentage point change in the interest rates compared to the base-
line assumption would increase the deficit in fiscal year 1991 by $22 billion.

Table 21

ent from inflation, it does not account for defense policy needs nor account
for the fact that some programs serve populations growing faster than aver-
age. The price index chosen in this methodology is the GNP deflator. This
table is primarily designed to illustrate which major spending programs are
growing faster than prices and population and which categories are growing
more slowly.

If 1980 is chosen as a base year, defense spending would have grown to
$282 billion in fiscal year 1995 compared to $355 billion in the January
CBO baseline. This is a difference of $73 billion as illustrated in the last
column of the table. Medicare spending under these assumptions would have
increased to $71 billion in 1995 compared to the CBO estimate of $183 bil-
lion. Non-defense discretionary spending shows a completely different result.
If expenditures had been adjusted for prices and population, non-defense dis-
cretionary spending would have been $78 billion more than is projected in
the CBO baseline for 1995. The bottom third of this table shows somewhat
different results using 1985 as the base year.

Table 22
Table 22 shows CBO January baseline projections for programs within the
jurisdiction of the Committee on Ways and Means.
Table 23 _
Table 23 presents outlays for major spending categories for selected years
in nominal dollars and as a percent of Gross National Product (GNP).
SAVINGS AND INVESTMENT

Table 24

Table 24 presents net savings and investment flows as a percentage of
GNP. This table shows that net domestic savings shortfalls (primarily a
result of the Federal deficit and declines in net private domestic savings)
have been met by capital inflows from abroad. These have grown from zero
in 1982 to 3.2 percent in 1987 and have fallen to 1.5 percent in 1989.

MEDIAN INCOME

Table 25

Table 25 illustrates average weekly eamings, median income of male and
female year-round full-ime workers and median family income in constant
dollar amounts. Median income of a full-time year-round male worker in
1988 is below each and every year in the 1970’s.
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ADMINISTRATION PROPOSALS

Table 26

Table 26 illustrates OMB estimates of deficit reduction proposals by
major category. In 1991, the Administration proposes to decrease defense
spending by $3.2 billion relative to the GRH baseline. Non-defense discre-
tionary spending is to be increased by $1.0 billion, entitlements are to be
reduced by $13.9 billion, and revenues are to be increased by $13.9 billion.

Table 27

Table 27 illustrates management, asset sales and non-recurring savings in
the fiscal year 1991 budget.

Table 28

Table 28 compares the Administration budget proposals to sequestration
assuming an OMB deficit projection of $85 billion. Defense programs would
receive a $10.3 billion outlay reduction under sequestration compared to a
$3.2 billion decrease under the Administration budget proposals. Non-de-
fense discretionary programs would receive a $8.0 billion reduction under
sequestration and a $1.0 billion increase under the Administration budget
proposals.

Table 29

Table 29 illustrates preliminary estimates by the Administration for budget
proposals affecting programs within the jurisdiction of the Committee on
Ways and Means. Medicare legislative proposals are projected to reduce out-
lays by $5.5 billion in fiscal year 1991 increasing 1o $15.2 billion by fiscal
year 1995. The Administration also proposes to end the Trade Adjustment
Program for a total savings of $1.1 billion over the next five years.

Table 30

Table 30 illustrates revenue proposals within the jurisdiction of the Com-
mittee on Ways and Means.
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TABLE 3. - FEDERAL EFFECTIVE TAX RATES FOR
DIFFERENT KINDS OF TAXES FOR ALL FAMILIES

% Change
1977 1980 1985 1990 1980-90

INDIVIDUAL INCOME TAX

Quintile

SRR TWmE e

Lowest -0.6 -0.4 -0.1 -1.5 N
Second 3.5 4.5 4.0 3.5 =22.0
Third 7.0 8.1 6.8 6.7 -17.2
Fourth .6 11.0 9.2 9.0 -17.9
Highest ##16.0 17.1 14.4 1.6 -8.8
Top 10 % 18.1 18.9 15.8 17.3 -8.5
Top 5 % 20.1 20.7 17.2 18.9 -8.6

Overall 11.1 12.3 10.7 11.3 -8.4
SOCIAL INSURANCE TAX

Quintile

Lowest 5.3 5.4 6.9 7.6 41.1
Second 7.6 7.9 9.2 10.1 27.6
Third 8.1 8.7 9.8 10.7 23.3
Fourth 7.8 8.7 9.8 10.6 22.1
Highest 5.2 5.9 6.7 6.8 16.5
Top 10 § 4.1 4.7 5.5 5.5 16.2
Top S % 3.0 3.5 4.0 4.0 15.6
Overall 6.5 7.2 8.2 8.6 19.7
CORPORATE INCOME TAX

Quintile

Lowest 1.8 1.3 1.0 1.1 -15.1
Third 3.0 2.2 1.5 1.8 =-17.1
Fourth 3.2 2.4 1.7 2.0 -17.1
Highest s.0 3.7 2.4 2.8 =23.6
Top 10 & S.8 4.2 2.6 3.1 =27.0
Top S & 6.8 4.9 2.9 3.3 =31.2
Overall 3.9 2.9 1.9 2.3 =19.1
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TABLE 4. - TOTAL FEDERAL EFFECTIVE TAX RATES
BY FAMILY TYPE (by quintile)

e e —— —_———

% Change
1977 1980 1985 1990 1980-90

For Families With Children

Lowest *#% 10, 9.4 11.9 10.0

2 7.2
Second 17.4 17.8 18.4 18.8 5.3
Third 20.7 21.6 21.3 22.1 2.5
Fourth 22.5 23.9 23.2 23.9 -0.3
Highest 26.8 27.1 24.2 26.3 -2.9
Overall 22.2 23.0 22.2 23.4 2.
For Elderly Households
=================HE====
Lowest 5.1 3.6 2.7 2.7 =25.3
Second 6.6 5.1 3.7 4.5 -12.1
Third 9.5 8.4 7.0 7.9 -6.3
Fourth 13.2 12.9 10.8 12.3 -4.7
Highest 23.5 24.6 20.8 21.9 -11.2
Overall 16.3 16.8 14.5 16.0 -4.9

For Non-Elderly House-
Holds Without children

11.0 13.8 14.2 28.

Lowest 12.2 5
Second 17.1 17.9 18.8 19.8 10.7
Third 20.9 21.5 21.5 22.8 6.0
Fourth 23.3 24.4 23.4 24.4 0.1
Highest 28.2 28.3 25.0 27.0 -4.6

Overall 25.5 25.8 23.9 25.4 ~1.4

Source: Congressional Budget Office (CBO) Tax
Simulation Model

Note: Table reads for figure with double asterisk
(**) that for families with children in the lowest
20 percent in income of the total population in
1977, total federal taxes were 10.2 percent of
incone.
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TABLE 8.-SHARES OF TAX BURDENS FOR DIFFERENT
KINDS OF TAXES FOR ALL FAMILIES
(by guintile, in percenﬁ)

. lefer@nce
1977 1980 1985 1990 1990-1980

Lowest =0,.3 0,2 0.0 =0.5 =0,3
Second 3.4 3.8 3.5 2.9 -0.9
Third 9.9 10.2 9.4 8.6 =1.6
Fourth 1%.6 20.1 19.0 17.2 =2.9
Highest *% 67.4 66.0 68.1 71.8 5.8
TOTAL 100.0 100.0 100.0 100.0 0.0

Top 10 % 50.1 48.8 51.8 56,1 7.
Top 5 % 37.5 36.0 39.0 44,1 8

SOCIAL INSURANCE

Lowest 4.0 3.4 3.2 3.3 =0.1
Second 12.4 11.5 10.7 10.8 =0.7
Third 19.5 is8.8 17.8 17.9 -0.9
Fourth 27.0 27.2 26.5 26,5 =0.7
Highest 37.1 38.9 41.6 41.4 2.5
TOTAL 100.0 100.0 100.0 100.0 0.0
Top 10 % 19.3 20.9 23.2 23.4 2.5
Top S % 9.5 10.4 12.0 12.3 1.9
CORPORATE

Lowest 2.3 2.1 1.9 1.8 -0.3
Second 7.3 6.8 6.4 6.3 -0.5
Third 12.0 11.7 11.5 11.1 =0.6
Fourth 18.4 18.8 18.7 18.4 -0.4
Highest 59.7 60.4 61.3 62.4 2.0
TOTAL 100.0 100.0 100.0 100.0 0.0
Top 10 % 45.8 46.2 46.6 48.1 1.9
Top S5 % 35.8 35.7 35.9 37.3 1.6
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TABLE 9. - DISTRIBUTION OF PERSONS AMONG
DIFFERENT FAMILY TYPES (in millions)

% Change
1977 1980 1990 1980-90

ALL FAMILIES

Lowest * 40.6 42.1 47.3 12.5
Second 42.9 44.9 49.9 11.0
Third 42.9 45.0 49.9 10.8
Fourth 42.9 45.0 49.9 10.9
Highest 42.9 45.0 49.9 10.9
TOTAL 214.4 224.9 249.3 10.9

FAMILES WITH CHILDREN

Lowest * 27.6 28.5 31.9 12.0
Second ** 30,0 29.9 31.8 6.1
Third 30.5 30.5 30.3 -0.9
Fourth 26.0 26.3 25.5 -3.1
Highest 17.1 17.3 18.6 7.9
TOTAL 132.5 134.2 139.3 3.8
ELDERLY HOUSEHOLDS

Lowest * 6.3 6.6 6.0 -10.3
Second 5.5 6.5 7.2 11.5
Third 4.0 4.6 6.4 40.6
Fourth 3.9 4.3 6.6 55.8
Highest 5.1 5.5 7.5 37.0
TOTAL 24.9 27.6 33.9 22.8

NON-ELDERLY HOUSEHOLDS WITHOUT CHILDREN

Lowest * 6.8 7.0 9.5 36.0
Second 7.4 8.5 10.9 28.0
Third 8.4 9.9 13.2 33.0
Fourth 13.0 14.4 17.7 23.0
Highest 20.7 22.2 23.7 6.7
TOTAL 57.0 63.1 76.1 20.6

Source: CBO Tax Simulation Model

Note: Table reads for figure with double asterisk
(**) that the second quintile in income of the
total population in 1977 contained 30.0 million
persons living in families with children.

* Excludes persons living in families with
negative or zero incomes. These persons are included
in the totals.



TABLE 10. - INCOME AND DEMOGRAPHIC CHARACTERISTICS OF THE POPULATION FOR 1990

Average Families With Elderly Non-Elderly Total

Pre-Tax Children W/0ut Children

Family (number in

Income millions) (Percentage Composition of Persons By Family Type)

=== =am == S ssmss=ssss==oo=====

QUINTILE
Lowest $7,725 20.3 67.4 12.7 20.1 100.0
Second $19,348 20.1 63.7 14.4 21.8 100.0
Third $30,964 19.7 60.7 12.8 26.5 100.0
Fourth $44,908 20.3 51.1 13.2 35.5 100.0
Highest $105,209 20.9 37.3 15.0 47.5 100.0
TOTAL $41,369 102.7 55.9 13.6 30.5 100.0
TOP 10% $144,832 10.7 N/A "N/A N/A N/A
TOP 5% $206,162 5. N/A N/A N/A N/A
Source: Congressional Budget Office (CBO) Tax Simulation Model

X4
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Table 11. - Individual Income Taxes and Payroll Taxes
By Income Quintile
Percentage of Families Paying
Some Taxes Who Pay Larger
. Social Security Taxes
— Effedtive Tax Rates than Income
All Federal Individual Social Insurance  Employes  Employee and
Taxes Income Taxes  Payroll Taxes Share Only  Employer Share
1990
All Families
Lowest Quintile 9.7 -15 76 970 98.1
Second Quintile 167 3s 10.1 684 905
Middle Quintile 203 6.7 107 2712 »4
Fourth Quintile 25 9.0 106 9.7 6.0
Highest Quintile 258 156 68 28 218
All Families 2390 113 86 M4 694
Families Paying Social Security Taxes
Lowest Quintile 134 23 118 979 9.1
Second Quintile 193 4.1 . 122 8 9%63
Middle Quintile 1 72 121 309 90.1
Fourth Quintile 38 93 1.7 1.0 787
Highest Quintile 265 158 76 32 317
All Families 44 117 9.7 380 76.6
1977
All Families
Lowest Quintile 95 0.6 53 97.6 98.6
Second Quintile 156 35 76 60.0 919
Middle Quintile 19.6 70 81 17.1 ni
Fourth Quintile 219 96 78 56 330
Highest Quintile 271 16.0 52 14 65
All Families 28 11.1 65 289 535
Families Paying Social Security Taxes

Lowest Quintile 128 0.9 8.7 98.8 938
Second Quintile 17.6 40 92 627 96.0
Middle Quintile 207 74 9.1 185 9
Fourth Quintile n7 9.9 86 63 367
Highest Quintile 25 163 5.7 15 72
All Families B9 116 74 312 578

SOURCE: Congressional Budget Office tax simulation models.



Table 12. - Comparision of Income Taxes and Payroll Taxes by Level of Family
Income, 1990 (Number of families including single individuals, in thousands)

Employer and Employee
Employee Only
Family Income All No Income Payroll Payroll Payroll Payroll Payroll
(in thousands) Taxes Tax Tax Tax > Tax =< Tax > Tax =<
Only Only Income Income Income Income
Tax Tax Tax Tax
Less than $10 18,982 9,858 137 3,663 5,211 112 5,073 251
$10-$20 19,872 3,653 1,702 1,083 12,967 466 7,733 5,701
$20-$30 17,502 848 2,237 323 12,711 1,382 6,068 8,026
$30-$40 14,267 52 1,659 47 9,864 2,645 3,551 8,958
$40-$50 9,396 21 983 13 6,283 2,096 1,453 6,925
$50-$75 13,038 18 1,067 9 7,147 4,797 1,063 10,881
$75-$100 5,069 12 327 3 1,440 3,287 145 4,583
$100 or more 4,573 0 317 5 394 3,856 61 4,189
All Incomes 102,697 14,463 8,429 5,146 56,017 18,642 25,146 49,513

Source: CBO tax simulation model
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Table 13. - CBO BASELINE REVENUE PROJECTIONS BY SOURCE

(By fiscal year)
Actual Base _Projected
Major Source 1989 1990 ) 1991 1992 1993 1994 1995
In Billions of Dollars
Individual Income 446 490 529 564 602 641 682
Corporate Income 103 102 111 116 120 126 134
Social Insurance 359 388 412 437 465 495 526
Excise 34 36 34 32 33 34 35
Estate and Gift 9 9 10 10 10 11 11
Customs Duties 16 17 18 19 21 22 24
Miscellaneous 23 25 25 25 26 26 27
Total 991 1,067 1,137 1,204 1,277 1,355 1,438

As a Percentage of GNP

Individual Income 8.7 9.0 9.1 9.1 9.1 9.1 9.1
Corporate Income 2.0 1.9 1.9 1.9 1.8 1.8 1.8
Social Insurance 7.0 71 71 71 71 71 1.0
Excise 0.7 0.7 0.6 0.5 0.5 0.5 0.5
Estate and Gift 0.2 0.2 0.2 0.2 0.2 0.2 02
Customs Duties 0.3 0.3 0.3 0.3 0.3 0.3 0.3
Miscellencous 04 05 04 08 04 04 04

Total 19.2 19.6 19.6 195 194 193 193

SOURCE: Congressions) Budget Office.
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Table 14. - FEDERAL REVENUES BY SOURCE, IN NOMINAL DOLLARS AND AS A PERCENTAGE OF
GNP FOR FISCAL YEARS 1965, 1970, 1975, 1980, 1985, 1990, AND 1995

In nominal dollars (billions):

Individual Income 48.8 90.4 122.4 244.1 334.5 490 682
Corporate Income 25.5 32.8 40.6 64.6 61.3 102 134
Social Insurance 22.2 44.4 84.5 157.8 265.2 388 526
Excise 14.6 15.7 16.6 24.3 36.0 36 35
Estate and Gift 2.7 3.6 4.6 6.4 6.4 9 11
Other 3.0 5.8 10.4 19.9 30.6 42 51
Total 116.8 192.8 279.1 517.1 734.1 1,067 1,438

As a percentage of GNP:

Individual Income 7.2 9.1 8.0 9.1 8.5 9.0 9.1
Corporate Income 3.8 3.3 2.7 2.4 1.6 1.9 1.8
Social Insurance 3.3 4.5 5.5 5.9 6.7 7.1 7.0
Excise 2.2 1.6 1.1 0.9 0.9 0.7 0.5
Estate and Gift 0.4 0.4 0.3 0.2 0.2 0.2 0.2
Other 0.4 0.5 0.6 0.8 0.8 0.8 0.7
Total 17.3 19.5 18.3 19.4 18.6 19.6 19.3

Note: Columns may not add due to rounding.

Source: Congressional Budget Office, "The Economic and
Budget Outlook: Fiscal Years 1991-95."

LT
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Table 15 -- CBO AND OMB BASELINE ESTIMATES (CURRENT SERVICES)
(fiscal year, in billions of dollars)

1990 1991 1992 1993 199>4 1995
Revenues
CBO 1,067 1,137 1,204 1,277 1,355 1,438
OMB 1,073 1,156 1,235 1,324 1,402 1,481
Outlays
CcBO 1,205 1,275 1,339 1,415 1,485 1,555
OMB 1,195 1,257 1,308 1,363 1,415 1,468
Deficit
cBO 138 138 135 141 130 118
OMB 122 101 73 39 13 (13)
CBOw®# 161 149 135 142 128 117
Deficit Targets 100 64 28 (] * *
as a percentage of GNP
Revenues - CBO 19.6 19.6 19.5 19.4 19.3 19.3
Outlays - CBO 22.1 22.0 21.7 21.5 21.2 20.0
cBO
OMB
Deficit - cBO 2.5 2.4 2.2 2.1 1.8 1.6

Note: Totals include Social Security, which is off-budget.

Sources: Congressional Budget Office; Office of Management and Budget.

() indicates surplus

* The Balanced Budget Act sequestration procedure and deficit
targets expire at the end of fiscal year 1993.

*+ Deficit including Postal Service, Parm Credit System,
Financial Assistance Corporation (FccC), Financing Corporation
(FICO) and Resolution Corporation (REFCORP).
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Table 16. - TRUST FUND SURPLUSES IN THE CBO BASELINE
(By fiscal year, in billions of dollars)

Trust Fund 1990 1991 1992 1993 1994 1995
Social Security 66 74 85 98 112 128
Medicares 21 18 18 16 15 14
Military Retirement 13 14 14 15 15 15
Civilian Retirementb 20 20 22 22 24 25
Unemployment 7 5 4 4 3 3
Highway and Airport 3 1 ¢ € -1 -1
Otherd 3 2 2 2 2 1

Total Trust Fund Surplus 132 136 145 157 170 185
Federal Funds Deficit 270 273 -280  -297  -299  .303
Total Deficit 138 138 135 141 -130  -118

SOURCE: Congreasional Budget Office.

a.  Hospital Insurance and Supplementary Medical Insurance.

b.  Includes Civil Service Retirement. Foreign Service Retirement, and several smaller funds.
. Less than $500 million.

d. Primarily Railroad Retirement, Employees’ Health Insurance and Life Insurance, and Hazardous
Substance Superfund.
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Table 17. - CBO BASELINE OUTLAY PROJECTIONS FOR
MAJOR SPENDING CATEGORIES (By fiscal year)

Actual Base . Projected
Spending Category 1989 1990 1991 1992 1993 1994 1995
In Billions of Dollars
National Defense 304 297 307 318 328 345 355
Nondefense Discre-

tionary Spending 191 205 219 229 237 245 254
Entitlements and Other

Mandatory Spending 544 584 624 664 718 758 809
Net Interest 169 180 185 192 199 205 209
Offsetting Receipts -64 __-60 60 _ 63 _-65 _-69 _ -72

Total 1,143 1205 1275 1,339 1418 1,484 1,555
As a Percentage of GNP
National Defense 5.9 5.4 5.3 5.1 5.0 4.9 4.8
Nondefense Discre-

tionary Spendingt 3.7 3.8 3.8 3.7 3.6 3.5 3.4
Entitlements and Other .

Mandatory Spending 106 107 108 107 109 108 108
Net Interest 3.3 3.3 3.2 31 3.0 29 2.8
Offsetting Receipts Jd2 1 10 10 10 10 L0

Total 222 221 220 217 215 212 208

SOURCE:  Congressional Budget Office.
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Table 18. - CBO BASELINE OUTLAY PROJECTIONS FOR ENTITLE-
MENTS AND OTHER MANDATORY SPENDING
(By fiscal year, in billions of dollars)
Actual Base ) Projected
Category 1989 1990 1991 1992 1993 1994 1995
Means-Tested Programs
Medicaid 35 39 45 51 57 63 70
Food Stampe* 14 15 16 17 18 19 19
Supplemental Security Income 11 11 13 14 15 18 18
Family Support 11 12 13 14 15 15 16
Veterans’ Pensions 4 4 4 4 4 4 4
Child Nutrition 5 5 5 6 6 6 6
Earned Income Tax Credit 4 4 4 5 5 5 5
Stafford Loans® 4 4 4 4 4 4 3
Other A 2 2 2 2 3 3
Total, Means-
Tested Programs 89 97 108 116 125 137 146
Non-Means-Tested Programs
Social Security 230 247 263 280 298 316 335
Medicare 94 104 116 131 147 165 183
Subtotal 325 351 380 411 4“5 0 18
Other Retirement and Disability
Federal civilian® 32 34 39 41 4“ 47 51
Military 20 22 23 24 26 27 29
Otber i I 5 5 6 & 6
Subtotal 57 61 67 n 5 80 86
Unemployment Compensation 14 16 16 17 17 18 19
Other Programs .
Veterans' benefital 15 14 15 15 15 17 16
Farm price supports 11 8 12 12 12 11 10
Depoeit insurance 21 22 12 8 14 1 2
Social services 5 5 6 6 5 [ 5
Otbers 8 1 0 98 8 8 8
Subtotal 59 60 54 50 5% 42 41
Total, Non-Means-
Tested Programs 455 487 517 548 593 621 664
Total
All Entitlements and Other
Mandatory Spending 544 584 624 664 718 158 809

SOURCE: Congressional Budget Office.

NOTE: Spending for major benefit programs shown in this table includes benefits only. Outlays for
administrative costs of most benefit programs are classified as nondefense discretionary

spending, and Medicare Premium collections as offsetting receipta.
Includes nutrition assistance to Puerto Rico.

a.
b. Formerly known as Guaranteed Student Loans.
c

q itanta’ health benefita.

. Excludes Postal Service outlays after 1989,

Includes veterans' compensation, resdjustment benefita, life insurance, and housing programa.

Includes Civil Service, Foreign Service, Coast Gu_nrd. and other retirement programs, and annu-
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Table 19. - FEDERAL DEBT AND INTEREST COSTS
IN THE CBO BASELINE (By fiscal year)

Actual Projected
1989 1990 1991 1992 1993 1994 1995

Net Interest Outlays
(In billions of dollars)

Interest on Public Debt .
(Gross interest)s 241 260 272 287 304 320 334
Interest Received by
Trust Funds
Social Security -11 -16 .22 27 -34 -42 -50
Other trust fundsb -41 46 49 52 .55 58 .61
Subtotal : -52 -63 -1 -19 -89 -.100 -111
Other Interest¢ .20 -18 17 -16 -15 -15 .15
Total, Net
Interest Outlays 169 180 185 192 199 205 209
Federal Debt, End of Year
{n billions of dollars)
Gross Federal Debt 2,866 3,131 3,403 3,681 3,979 4,279 4,584
Lesa: Debt Held by
Government Accounts
Social Security 157 223 297 383 481 593 721
Other government
accountsd 520 584 646 _705 764 _824 _884
Subtotal 677 807 943 1,088 1,245 1417 1,605
Equals: Debt Held
by the Public 2,189 2,324 2,460 2,593 2,734 2,862 2,979
Debt Subject to Limit 2,830 3,084 3,351 3,633 3,937 4,241 4,547

Federal Debt as a Percentage of GNP
Debt Held by the Public 425 426 424 420 415 408 399

SOURCE:  Coogressional Budget Office.
a. Excludes interest costs of debt isaued by agencies other than Treasury {(primarily deposit insurance

agencies),

b. Principally Civil Service Retirement. Military Retirement, Medicare, Unemployment Insurance, the
Highway, and the Airport and Airway Truat Funds.

¢. Primarily interest on loans.
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Table 21. COMPARISON OF CBO BASELINE PROJECTIONS TO 1980 AND 1985 SPENDING
ADJUSTED FOR POPULATION AND PRICES (by fiscal year, in billions)
-~CBO Baseline Projections--

1980 1985 1990 1995
National Defense 134.0  252.7 297.0 355.0
Social Security 117.1 186.5 247.0 335.0
Medicare 33.9 69.8 104.0 183.0
Medicaid 14.0 22.7 39.0 70.0
AFDC, SSI, Food Stamps# 21.8 30.4 38.0 53.0
Other Entitlements 90.4 127.9 155.9 168.4
Non-defense Discretionary 157.6 174.9 205.0 254.0
Net Interest 52.5 129.4 180.0 209.0
Offsetting Receipts -30.3 -48.0 -60.0 -72.0
Total . 591.0 946.3 1205.9 1555.4

Increases In Spending Only If Price And Population Adjustments Since 1980
Diff. From Diff. From
1990 Baseline 1995 Baseline

National Defense 223.7 73.3 282.2 72.8
Social Security 195.4 51.6 246.6 88.4
Medicare 56.6 47.4 71.4 111.6
Medicaid 23.4 15.6 29.5 40.5
AFDC, SSI, FPood Stamps* 36.4 1.6 45.9 7.1
Other Entitlements 150.9 5.0 190.4 =-22,0
Non-defense Discretionary 263.0 -58.0 331.9 ~77.9
Net Interest 87.6 92.4 110.6 98.4
Offsetting Receipts -50.6 -9.4 -63.8 -8.2
Total 986.4 219.5 1244.5 310.9

Increases In Spending Only If Price And Population Adjustments Since 1985
Diff. From Diff. From
1990 Baseline 1995 Baseline

National Defense 309.4 -12.4 390.3 -35.3
Social Security 228.3 18.7 288.1 46.9
Medicare 85.5 18.5 107.8 75.2
Medicaid 27.8 11.2 35.1 34.9
AFDC, SSI, Pood Stamps* 37.2 0.8 47.0 6.0
Other Entitlements 156.6 =0.7 197.6 -29.2
Non-defense Discretionary 214.1 -9.1 270.2 -16.2
Net Interest 158.4 21.6 199.9 9.1
Offsetting Receipts -58.3 =1.2 -74.1 2,1
Total 1158.6 47.3 1461.7 93.7

Source: Committee staff based on 1995 CBO projections.

* Includes nutrition assistances to Puerto Rico and child support
enforcement outlays.
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Table 22. - CBO Baseliné Projections for Programs within the
Jurisdiction of the Committee on Ways and Means for Fiscal Years
1989-95 (By fiscal year in billions of dollars)

1989 1990 1991 1992 1993 1994 1995

Actual

Social Security 230.4 246.6 263.5 280.2 297.9 315.9 334.9
OASI 207.7 222.5 237.8 253.0 268.9 285.2 302.1
DI 22.7 24.1 25.6 27.2 28.9 30.8 32.8

Medicare 94.4 103.9 116.3 130.9 147.1 164.5 183.4
HI 57.5 62.4 67.5 74.7 82.7 90.9 99.4
SMI 36.9 41.5 48.8 56.2 64.4 73.6 84.0

Trade Adjustment 0.2 0.2 0.2 0.2 0.2 0.2 0.2

Unemployment 14.0° 15.9 16.1 16.6 17.3 17.8 18.4
Ins.

Family Support 11.2 12.3 13.5 14.2 14.8 15.3 16.1

EITC - Outlays 4.0 4.1 4.3 4.6 4.8 4.9 5.2

SSI 11.5 11.3 13.3 14.2 15.3 17.7 17.6

Title XX - 2.7 2.8 2.8 2.8 2.8 2.8 2.8
Soc Services

Child Welfare 0.2 0.3 0.3 0.3 0.3 0.3 0.3

Foster Care & 1.3 1.7 2.1 2.3 2.5 2.8 3.2
Adoption Asst.

SMI Premium 11.6 11.6 11.9 12.6 13.4 14.2 15.0

Total 381.3° 410.8 444.3 478.9 516.2 556.6 597.2

OASI and DI numbers are the account entitlements minus normalized
transfers. Actuals include benefits, demonstration projects,
vocational rehabilitation, railroad and treasury administration.
SMI and HI numbers are entitlement account totals. Actuals
include benefits, PROs, Treasury administration and transfers to
RRB, OPM and PHS.

Unemployment Insurance equals trust fund entitlement less
repayable advances.

Family Support sums family support payments and AFDC work
programs.

SSI estimates include only the entitlement portion of the account.
Child Welfare calculated@ by inflating the fiscal year 1990
appropriation.

Source: CBO



Table 23. - OUTLAYS FOR MAJOR SPENDING CATEGORIES FOR SELECTED YEARS

IN NOMINAL DOLLARS, AND AS A PERCENT OF GNP
(by fiscal year)

1965 1970 1975 1980 1985 1990 1995
in nominal dollars (billions)
National Defense 50.6 81.7 86.5 134.0 252.7 297 355
Social Security 17.1 29.4 63.1 117.1 186.5 247 335
Medicare RHX 6.8 14.1 33.9 69.8 104 183
Medicaid 0.3 2.7 6.8 14.0 22.7 39 70
AFDC, SSI, Food Stamps XXX 6.5 14.5 22.8 31.3 38 53
Other Entitlements 17.1 20.8 57.3 90.4 127.5 156 168
Non-defense Discretionary 32.5 45.1 85.3 156.6 175.8 205 254
Net Interest 8.6 14.4 23.2 52.5 129.4 180 209
Offsetting Receipts -8.0 -11.6 -18.5 -30.3 -49.5 -60 -72
Total 118.2 195.6 332.3 509.9 946.2 1205 1555
Memo: GNP 672.6 990.2 1522.5 2670.6 3943.6 5456 7462
as a percent of GNP
National Defense 7.5 8.3 5.7 5.0 6.4 5.4 4.8
Social Security 2.5 3.0 4.1 4.4 4.7 4.5 4.5
Medicare HHX 0.7 0.9 1.3 1.8 1.9 2.5
Medicaid c.0 0.3 0.4 0.5 0.6 0.7 0.9
AFDC, SS1, Food Stamps XXX 0.7 1.0 0.9 0.8 0.7 0.7
other Entitlements 2.5 2.1 3.8 3.4 3.2 2.9 2.3
Non-defense Discretionary 4.8 4.6 5.6 5.9 4.5 3.8 3.4
Net Interest 1.3 1.5 1.5 2.0 3.3 3.3 2.8
Offsetting Receipts -1.2 =1.2 -1.2 -1.1 -1.3 -1.,1 -1.0
Total 17.6 19.8 21.8 1%.1 24.0 22.1 20.8
Memo: Social Security,
Medicare and Medicaid 2.6 3.9 5.5 6.2 7.1 7.2 7.9

Source: Congressional Budget Office
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TABLE 26. - ADMINISTRATION’S FISCAL YEAR 1991 MAJOR POLICY INITIATIVES

(by fiscal year,

in billions of dollars)

1991 1992 1993 1994 1995 1991-1995
Defense -3.2 -8.9 -16.7 ~24.9 -33.9 -87.6
- Non-defense Discretionary 1.0 1.7 0.1 T -1.1 =3.7 -2.0
Entitlement Savings -13.9 -20.1 -24.3 -28.4 -32.5 -119.2
Medicare (-5.5) -8.2) (-10.3) (-12.6) (-15.2) (-51.8)
Increased Taxes -13.9 -11.4 -4.1 -6.7 -5.6 -41.7
User Fees -5.6 -3.8 -5.2 -3.4 -4.9 -22.9
Asset Sales -1.6 -1.4 -1.5 -1.4 -1.4 -7.3
Undistributed Offsetting -0.6 -0.5 -0.5 -0.7 -0.4 -2.7
Receipts
TOTAL--Policy Changes -37.8 -44.4 -52.2 -66.6 -82.4 -279.4
Net Interest -1.3 -4.1 -6.9 -10.7 -15.0 -38.0
TOTAL DEFICIT REDUCTION -39.1 -48.5 -59.1 -77.3 -97.4 -317.4
Memorandum
Defense as a % of Total 8.2 18.4 28.3 32.2 34.8 27.6
Medicare as a % of Total 14.6 18.5 19.7 18.9 18.4 18.5

Source: OMB, Baseline assumes an adjusted GRH
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TABLE 29. - MAJOR SPENDING REDUCTIONS WITHIN THE JURISDICTION
OF THE COMMITTEE ON WAYS AND MEANS
(by fiscal year, in billions)

TOTAL
1991 1992 1993 1994 1995 1991-1995

SPENDING
AFDC * * * * * -0.2
Foster Care =0.1 -0.3 -0.5 -0.7 -0.8 -2.4

Medicare

Hospital

Capital -1.6 -2.0 -2.2 -2.4 -2.6 =10.8
Bducation Proposals -1.3 =-1.5 -1.7 -1.8 -2.0 =-8.2
PPS Update -0.6 <-0.8 -0.9 -0.9 -1 -4.3
Outpatient Reforms -0.7 -0.9 -1.1 -1l.2 -1l.4 -5.3
Total--Hospital -4.2 -5.3 -5.8 -6.3 -7.0 =28.5
Physicians -1.1 -1.9 =-2.3 =-2.6 ~-3.0 =-10.9
DME-Proposals -0.3 =-0.4 -0.5 =-0.5 =-0.6 -2.2
Clinical Labs . -0.1 =0.1 -0.2 -0.2 -0.6
Increase Part B Prem. 0 -0.7 -1.8 -3.1 -4.8 -10.4
Other -0.1 -0.1 =-0.1 «0.1 =-0.1 -0.5
HMO Payments -0.2 =0.3 -0.3 -0.3 -0.3 -1.3
TOTAL--Medicare -5.5 -8.2 =-10.3 ~12.6 =-15.2 -51.8
social Security * * * . . -0.1
ssI * -0.1 =0.2 -0.2 =-0.2 -0.7
End Trade Adjustment -0.1 =0.2 ~0.2 =0.2 =0.2 -1.1
Use IRS for Veteran’s -0.1 -0.2 -0.2 -0.2 =-0.2 -0.9

Income Eligibility
GRAND TOTAL--Spending ~5.9 -9.0 -11.4 -13.9 -16.6 =57.0

Source: OMB
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TABLE 30. - MAJOR REVENUE fNCREASES WITHIN THE JURISDICTION
OF THE COMMITTEE ON WAYS AND MEANS (by fiscal year, in billions)

| TOTAL
1991 1992 1993 1994 1995 1991-1995
REVENUES
Capital Gains Reduction 4.9 2.8 1.2 1.7 1.4 12.0
Speedup of Taxes 1.0 2.2 =3.1 0.0 0.0 0.1
Revenue Increases ‘
OASDI And HI Coverage 3.8 3.9 4.0 4.2 4.3 20.2
To state And Local Emp.
Airport and Airway 0.5 0.8 0.9 0.9 1.0 4.1
Trust Fund #
Extend Telephone 1.5 2.5 2.7 2.9 3.1 12.7
Excise Tax
Other 10.9 1.2 1.2 1.1 1.1 5.5
Total 6.7 8.4 8.8 9.1 9.5 42.5
Revenue Logers .
IRA Proposals =0.2  -0.7 -1.1 -1.4 -1.7 -s.1
R&E Proposals -0.9 -1.6 -1.9 =-2.1 =-2.5 -9.0
Energy Tax Incentives -0.3 -0.4 -0.4 -0.5 -0.5 =-2.1
Enterprise Zone Tax =0.1  -0.2 -0.3 -0.5 -0.8 -1.9
Incentives i
Child care Tax Credits =0.2 -1.8 -2.0 -2.2 ~2.3 -8.5
Low Income Housing Cr. =0.1 -0.3 -0.4 =-0.4 -0.4 -1.6
Ext. of Health Insur. =-0.2 ~0.4 =0.5 =~0.5 -0.6 -2.2
For Self-Employed !
Total =-2.0 -5.4 -6.6 -7.6 -8.8 =-30.4
TOTAL--Revenues 10.6 8.0 0.3 3.2 2.1 24.2

Custom service User Fees 0.8 0.8 0.8 0.9 0.9 4.2
Total--Rev. and User Fees 11.4 8.8 1.1 4.1 3.0 28.4

GRAND TOTAL--DEFICIT 17.3 17.8 12.5 18,0 19.6 85.2
REDUCTION (inc. spending)

* Only additional taxes are shown here. The extension of the basic

airport taxes and permanent suspension of the trigger are assumed in
the baseline. ‘

** Not all the uger fee proposals within the jurisdiction of the
Committee may be reflected here.

Source: OMB and Treasury
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PROGRAMS WITHIN THE JURISDICTION OF THE
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21. Part B Premium

Current law and background

From 1984 through 1990, the Part B premium has been set at 25 percent
of program costs for the elderly and adjusted for interest income to provide
for an appropriate contingency margin. The remaining 75 percent is covered
by general revenues. In 1991, however, the method for calculating the pre-
mium will revert to the formula used prior to 1984. Namely, increases in the
Part B premium will be limited by the Social Security cost-of-living adjust-
ment (COLA).

Description of proposal

The budget proposes to set a floor on the rate increase each year, begin-
ning in calendar year 1991, at a level that would be necessary (o finance 25
percent of the program.



'SUPPLEMENTAL SECURITY INCOME
1. Fee for Administration of State Supplementation
Current Law am‘i Background

The Social Security Administration administers the State supplementation
of SSI benefits in 17 States and the District of Columbia. No fee is charged
for this service.

Description of Ptoposal
Assess a fee for administration of State supplementation programs.

(35)






SOCIAL SECURITY

1. Coverage of Smte and Local Employees Not Covered by A Public Re-
tirement Program

Current law and background

State and | employees are covered by social security under agreements
between the state and the Secretary of Health and Human Services. The state
has broad latitude to decide which groups of employees are covered. In
some cases where states have elected not to provide coverage, a part of their
work force does not participate in any public retirement plan. Most of these
individuals are temporary workers, part-time workers, and students employed
by state universities.

Description of proposal
The proposal would require social securily coverage for individuals not
covered by the public retirement program.
2. Coverage of Aiul New Employees of the District of Columbia
Current law and 'backgrowxd

Since October 1, 1987, new District employees have been covered by
social security unless they participate in one of the city’s three special retire-
ment programs. These programs cover police and fire fighters, teachers, and
judges. !

Description of proposal

The proposal would make social security coverage for new District em-
ployees universal by extending it to new employees covered by these three
systems.

3. Recoupment of Certain Overpayments through Income Tax Refund
Offset

Current law and Packground

A federal agency that is owed a past-due, legally enforceable debt, other
than a social security overpayment, can collect it by having the Internal Rev-
enue Service withhold or reduce the debtor’s income tax refund.

Description of prqposai

The proposal would authorize SSA to use this system to recover overpay-
ments from two groups of individuals: (1) former beneficiaries and (2) bene-
ficiaries who are not in current pay status (i.e., whose monthly check has
been suspended due to earnings).

(59
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4. Preeffectuation Review Requirements

Current law and background

The Social Security Act Amendments of 1980 require the Secretary of
HHS to review 65 percent of favorable disability determinations made by
State Disability Determination Services (DDSs) before the decision becomes
effective. The review applies to favorable decisions on initial claims, recon-
siderations, and continuing disability investigations.

Description of proposal

The proposal would require the Secretary to review 50 percent of DDS
allowances and 25 percent of continuances. The 50 percent requirement
would apply both to initial claims and reconsiderations. To the extent feasi-
ble, the reviews would focus on allowances and continuances that are likely
to be incorrect.

5, Normalized Tax Transfers to the Trust Funds

Current law and background

The Treasury credits the social security trust funds at the beginning of the
month with the payroll tax revenues that it estimates will be received during
the month. This practice, known as the normalized tax transfer, was institut-
ed in 1983, when the trust funds had virtually no reserves and faced a
monthly cash flow problem. While the trust funds eam additional interest as
a result of this advance crediting, the social security trust funds reimburse
the Treasury each June and December for the loss of revenue from interest
the general fund would have received if the transfer had taken place on a
daily basis. It is an even exchange of funds. In addition, however, advanced
crediting enables the social security trust funds to purchase bonds at the be-
ginning of each month, giving the trust funds a wider investment portfolio.
As a result, the trust funds are in a position to sell short-term, low interest
bonds to meet their monthly benefit obligations and preserve their invest-
ments in long-term, high interest bonds.

Description of proposal

The proposal would eliminate the practice of crediting the trust funds in
advance and instead would return to a system of transferring social security
payroll tax receipts on a daily basis as the Treasury receives them. The
Social Security Administration’s Office of the Actuary estimated in 1989
that eliminating the normalized tax transfer would cost the trust funds be-
tween $100-$200 million per year in lost interest depending on economic
assumptions. There would be no revenue loss within the unified budget be-
cause the Treasury, as issuer of the bonds, would pay less interest.

6. Benefits for Adopted Children

Current law and background

A child adopted by the surviving spouse of a deceased worker must meet
several tests in order to be entitled to benefits as a surviving adopted child.
First, adoption proceedings must have been initiated prior to the worker’s
death or the adoption must have been completed within 2 years of the work-
er’s death. Second, the child must have been living in the worker’s home
and cannot have been receiving support from any source other than the
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worker and the spouse (i.e. a welfare agency) in the year prior to the work-
er’s death. i

Description of proposal

The proposal would change the support requirements to permit entitlement
if the child either lived with the worker or received one-half support from
the worker in the year prior to death. The requirements relating to the timing
of the adoption are not changed.

7. SSA Staffing (non-legislative proposal)

After six consecutive years of staffing reductions, SSA has recently
reached its goal of reducing the size of the agency by 20 percent. The fiscal
year 1991 budget includes no further staff reductions. Rather, it proposes to
stabilize agency staff at a level of 62,875 full-time equivalents (FIEs), a
modest increase of 375 positions over last year.



RAILROAD RETIREMENT
1. Privatization of Railroad Retirement

Current law and background

The railroad retirement system is a federally-administered retirement pro-
gram that pays social security-type benefits (Tier 1) and private pension-type
benefits (Tier 2 and other benefits) to railroad workers and their families.

Description of proposal

The proposal would privatize the railroad retirement system. Tier 1 bene-
fits would be paid by the Social Security Administration. Tier 2 and other
benefits would be converted to a privately-administered industry pension.

2. Social Security Benefits for Railroad Retirement Dependents

Current law and background

Railroad retirement Tier 1 benefits are in most cases identical to social
security benefits and are computed under the social security benefit formula.
However, benefits for certain dependent family members that would be pay-
able if the worker had worked under social security are not paid at all under
railroad retirement. These dependents include the child of a retired or dis-
abled worker, the retired divorced spouse of a railroad worker who has not
yet retired, the spouse or divorced spouse of a disabled worker, and a sur-
viving spouse who elects to withdraw pre-1974 taxes paid under railroad re-
tirement in a lump sum rather than receiving monthly benefits. In addition,
railroad retirement does not pay a lump sum death benefit if the recipient of
the benefit is entitled to a railroad retirement benefit for the month of the
worker’s death.

Description of proposal

The proposal would pay social security benefits to those family members
of railroad workers who do not receive benefits that they would be eligible
for had the worker been employed under social security.
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SOCIAL S:ECURITY AND BUDGET PROCESS

The President proposes to create a Social Security Integrity and Debt Re-
duction fund. Beginning in 1993, an amount equal to an increasing portion
of the projected social security annual surplus (30 percent in fiscal year
1993, 100 percent in fiscal year 1994 and thereafter) would be paid into this
fund from the general fund. The amount would be an outlay from the gener-
al fund and would increase the size of the deficit. Gramm-Rudman-Hollings
(GRH) targets would be extended to require balance in the unified budget
for 1993 and thereafter. Thus, additional deficit reduction equal to the
amount of the payment into the debt reduction fund would be required each
year ($17 billion in fiscal year 1993 and $62 billion in fiscal year 1994).
The amounts in the fund would be used to reduce federal debt held by the
public.

The impact of the prdposal is to increase the amount of deficit reduction
which must be accomplished to reach GRH targets. As under current law,
the unified federal budget (including social security) would be balanced by
1993, and thereafter any ‘additional deficit reduction would retire federal debt
and increase national savings. The amount of reserves in the social security
trust funds would not affected. Because these trust funds remain on-
budget, cuts or increases in social security benefits and taxes would be
counted for purposes of reaching the GRH targets.

(63)






PART 3--READINGS

Statement of Robert D. Reischauer, Director, Congressional Budget Office
|

Before the Committee on the Budget, U.S. House of Representatives
January 31, 1990

Mr. Chairman, I am pleased to appear before the Committee this
afternoon to discuss thé latest economic and budget projections of the
Congressional Budget dﬂice (CBO). These projections are described in
detail in the CBO report titled The Economic and Budget Outlook:
Fiscal Years 1991-1995, which is being released today.

CBO forecasts that the U.S. economy will grow by almost 2 percent
in 1990 and slightly fasfer next year. The restrictive monetary policy
that was in force from 1987 through mid-1989 is still tending to slow
the economy, as will the tighter fiscal policy slated for 1990. The
Federal Reserve began to loosen monetary policy in June 1989, and
CBO expects that it will‘continue to encourage lower interest rates for
most of this year. CBO forecasts that this policy will succeed in

avoiding a recession in 1990 without boosting inflation.

CBO estimates that the federal budget deficit will fall from $152
billion in fiscal year 19&9 to $138 billion in 1990. Over the next few
years, no further progress in reducing the deficit can be expected under
current budgetary policies. The Balanced Budget Act requires a deficit
of $64 billion in 1991 and a balanced budget in 1993. But without
spending cuts or tax inéreases, the deficit in 1993 is likely to be no
lower than in 1990. Figx;xre 1 compares CBO’s baseline budget projec-
tions for 1990 through 1995 with the statutory targets.

(67
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Social Security Projections

The Balanced Budget Act currently includes Social Security in its
calculations and ‘makes Social Security subject to the same fiscal
discipline as the rest of the budget. From an economic perspective, this
approach makes sense. The purpose of reducing the deficit is to
increase national saving, which can spur economic growth and capital
formation. The felderal budget deficit absorbs private saving, thereby
impairing the g'ro‘wth of living standards. The annual balance in the
Social Security programs affects national saving in exactly the same
way as the balance in any other government account.
|

Thus, the most appropriate measure of the impact of the federal

budget on the ecox;omy is the total deficit, not any part of it. The total

government deficit, including the Social Security and other trust

15
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funds, determines the government’s fiscal stance, its drain on credit
markets, and the amount of saving that it diverts from uses that

promote growth in living standards.

Nevertheless, the Balanced Budget Act requires that the Social
Security trust funds be shown as off-budget to highlight their
contribution to the totals. With income of the trust funds exceeding
benefits and other costs, the Social Security surplus grows from $66
billion in 1990 to $128 billion in 1995, as shown in Table 5. An

TABLE 5. ON- AND OFF-BUDGET TOTALS
(By fiscal year, in billions of dollars)

1990 1991 1992 1993 1994 1995

On-Budget
(Excludes Social Security and Postal Service)

Revenues 779 828 874 924 978 1,037
Outlays 984 1,041 1,095 1,163 1,220 1,283
Deficit 204 212 221 239 242 246

Off-Budget

(Social Security)a
Revenues 288 309 330 352 376 401
Outlays 222 234 244 254 264 273
Surplus 66 74 85 98 112 128
Totala

Revenues 1,067 1,137 1,204 1,277 1,355 1,438
Outlays 1,205 1,275 1,339 1,418 1,484 1,555
Deficit 138 138 135 141 130 118

SOURCE: Congressional Budget Office.

a. For comparability with the Balanced Budget Act targets, the projections exclude the Postal Service,
which is also off-budget.
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increasing amount of this surplus, however, reflects interest payments
received from the Treasury. Because these interest payments are
merely intragovernmental transfers, they do not reduce the govern-
ment’s need to borrow in the market. Excluding interest, Social
Security’s contribution to holding down the total deficit looks much
smaller--about $50 billion in 1990 and $78 billion in 1995.

Sources of Growth in Spending

Baseline revenues and outlays are both projected to grow by $70 billion
in 1991. Table 6 shows that $59 billion of the growth in outlays occurs
automatically under current law. These built-in increases stem from
such factors as cost-of-living increases and growth of caseloads for
Social Security and other retirement and disability programs.
Spending for Medicare and Medicaid, two of the fastest growing
programs, is driven up by increases in the price of medical care and by
the wider use of more expensive medical technologies. Net interest
outlays--arguably the least controllable component of spending--are

determined by the government's deficit and by interest rates.

Figure 2 illustrates how just three programs contribute half of the
growth in spending. Social Security and Medicare account for $29

17
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TABLE 6. COMPONENTS OF CBO BASELINE SPENDING
PROJECTIONS (By fiscal year, in billions of dollars)

1991 1992 1993 1994 1995

1990 Level 1,205 1,205 1,205 1,205 1,205
Current Law Increases
COLASs for entitlement
programs® 10 25 - 41 57 14
Increases in price of
medical care?® 4 9 16 24 32
Increases in entitlement
program caseloads 7 14 22 30 40
Increases in use of
medica) careb 11 23 36 48 61

Rising benefits for new Social

Security beneficiariest 6 10 13 16 20
Expected changes in
offsetting receipts c -3 -6 -9 -12
Increased interest costs 6 12 20 25 29
Other 14 15 22 _16 .13
Subtotal 59 105 164 209 257
Inflation Adjustments to
Maintain Real Spending for
Discretionary Programs
Defense purchases 3 9 16 24 32
Defense pay 3 8 12 17 22
Nondefense purchases 3 8 15 22 29
Nondefense pay _1 _3 _5 1 _9
Subtotal . 11 28 48 70 93
Total Increases 70 134 212 279 350
CBO Baseline’ 1,275 1,339 1,418 1,484 1,555

SOURCE: Congressional Budget Office.

a. Represents program growth that could be eliminated by freezing cost-of-living adjustments and
certain medical reimbursement rates.

b.  All growth not explained by increases in caseloads and prices.
¢. Lesathan $500 million.
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Figure 2. Sources of Growth in Outlays
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billion, or over 40 percent of the growth in 1991. Another $6
billion--almost 10 percent of the growth--is added by net interest.
Other increases required under current law total $24 billion. Only $11
billion of the projected increase in spending in 1991 stems from
discretionary increases in appropriations that are assumed in the CBO

baseline.

The figures in Table 6 permit one to estimate the amount of deficit
reduction required by Chairman Panetta’s proposed Budget Process
Reform Act. Under the Chairman’s proposal, the 1991 deficit would
have to be reduced by the amount of increases for inflation included in
the baseline, plus an additional $10 billion. In the CBO baseline,
inflation increases other than Social Security cost-of-living adjust-
ments total about $18 billion. The required deficit reduction in 1991
would therefore total $28 billion, and the resulting deficit would be
$110billion.
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[From “Tpe Economic and Budget Outlook: Fiscal Years 1990-1994,*
Congressional Budget Office, U.S. Government Printing Office, 1989]

. CHAPTER III
IMPLICATIONS OF FEDERAL DEFICITS
FOR ECONOMIC GROWTH

New attention is being devoted to the outlook for living standards in
the United States over the next half century. Economic projections by
the Social Security trustees and other analysts show a substantial
slowing in the growth of such measures as output and consumption
per capita. In large part, the slowdown is caused by the projected ef-
fects of the retirement of the “baby-boom” generation early in the next
century: a smaller part of the population will be working then, and
their output will have to be shared with the larger population of re-
tirees. Observers are worried by this outlook for several reasons: it
means that future generations of Americans may inherit a lower rate
of growth in living standards than their forebears enjoyed; and, on a
more practical level, that social and political strains may arise
between workers and retirees.

Faster economic growth would head off many of these problems,
since it would increase the amount of goods and services available to
be shared. The search for ways to make the economy grow faster has
focused on national saving, which is put forward as an important
factor in determing long-run economic growth. An increase in saving
raises investment, which in turn increases productive capacity. One
way to increase national saving and investment would be to reduce
the federal deficit.

This chapter reviews the part played by public and private saving
in determining economic growth, and the contributions deficit reduc-
tion might make to improving the current outlook for growth. The
chapter reaches three main coriclusions:

0 A decline in saving, both by the private sector and by the
federal government, has contributed to the prospective long-
term decline in the economic growth rate;

0 Reduction of the federal deficit is the most promising way to
increase saving; an increase in private saving seems unlike-

(95)
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ly to occur by itself, and in any case cannot be directly con-
trolled by policymakers;

o  Saving and investment in the long run will be most affected
by the overall deficit, not by components of the deficit such
as the Social Security surplus.

The technical discussion in this chapter cannot disguise the fact
that reducing the deficit for the benefit of later generations is ulti-
mately a political choice. It means making some sacrifice of consump-
tion now for the sake of higher consumption later. Economic analysis
can only help inform that choice; it is up to the voting public to decide
whether the future benefits pictured by the analysis in this report jus-
tify the sacrifices they would entail.

Other factors besides falling saving and the retirement of the
baby-boom generation contribute significantly to the projected decline
in economic growth, but are not discussed in detail in this chapter. In
particular, growth in the proportion of the population in the labor
force, especially women, is expected to slow. The economically active
proportion of the population is projected to decline and remain low by
historical standards even after the “baby-boom bulge” of retirees has
passed from the scene. Growth in productivity, finally, has already
slowed significantly, and may not return to earlier rates. Policy
measures--such as changes in the age of eligibility for Social Security
retirement benefits--could make a difference to some of these pro-
spective developments.

Reducing the federal deficit could have several additional bene-
fits, which also are not the focus of this chapter. It could, for example,
reduce interest rates and thus improve prospects for many interest-
sensitive sectors in the United States as well as benefiting debt-
burdened countries abroad; it could reduce the trade deficit, and with
it the inflows of foreign capital to the United States; and it could
reduce the likelihood of sharp swings in financial markets.

In order to describe the implications of deficit reduction for the
growth of living standards over long periods, this chapter uses certain
simplifying assumptions that set it apart from traditional short-run
economic analyses of fiscal policy. In particular, the analysis supposes
that changes in the deficit and in other components of U.S. flows of
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saving and dissaving are immediately reflected in changes in invest-
ment and, therefore, in productive capital and in potential gross
national product (GNP). This type of analysis takes no account of
business cycles, which could affect the conclusion that all saving gives
rise to changes in capital. Similarly, the chapter does not take account
of the role of the budget deficit in stabilizing the economy. Instead, it
imagines that the economy is quite stable at high-employment levels
of output and that fiscal policy therefore primarily affects the division
of national output between consumption and investment, rather than
stabilizing the economy.
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RECENT TRENDS IN NATIONAL SAVING AND INVESTMENT
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Effects of Social Security. Increases in expected Social Security bene-
fits may reduce private saving, but it seems unlikely that this effect
has been significant in explaining the downward trend. Such an effect
could occur because households with large expected Social Security
benefits do not need to save as much on their own to achieve a given
standard of living in retirement. This effect may be offset, however,
by the lure of early retirement in a generous system. If households
plan retirement earlier in life, the need to save may actually rise.

These conflicting effects of Social Security “wealth” on saving
have been tested in empirical work, and the results are inconclusive.6
A relatively large number of economists believe the effect of Social
Security wealth on saving is negative, but such an effect would help
explain the recent decline in saving only if expected benefits had risen

6. See Sheldon Danziger, Robert Haveman, and Robert Plotnick, "How Income Transfer Programs
Affect Work, Savings, and the Income Distribution: A Critical Review,” Journal of Economic
Literature (September 1981); Martin Feldstein, "Social Security, Induced Retirement, and
Aggregate Wealth Accumulation,” Journal of Political Economy (September 1974); and Henry J.
Aaron, Economic Effects of Social Security (Weshington, D.C.: Brookings Institution, 1982).
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dramatically relative to expected payroll taxes in the 1980s. But re-
cent legislation has raised Social Security taxes and slowed real bene-
fit growth, so net Social Security wealth has fallen from its level of a
decade ago. Moreover, lower expectations of long-run growth in real
wages may have further diminished the influence of Social Security
wealth on saving,
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CHAPTER I IMPLICATIONS OF FEDERAL DEFICITS 9§

FISCAL POLICY AND
THE FINANCING OF SOCIAL SECURITY

The improvement in future living standards that would result from a
shift in fiscal policy toward surplus has thus far been discussed inde-
pendently of the mechanism by which that surplus would be achieved.
In fact, significant shifts are likely to take place in the makeup of fed-
eral revenues and spending, even if the overall surplus is unchanged.
In current projections, for example, the Social Security trust funds will
run large surpluses in the next few decades, but will later go into defi-
cit as the baby boom retires. Assuming a constant surplus in the over-
all budget implies that the non-Social Security budget offsets this
pattern by running large deficits in the next few decades, followed by
surpluses when the baby boom retires.

As stressed throughout this chapter, only a change in the govern-
ment'’s overall budgetary position will significantly affect future sav-
ing and investment: neither the projected Social Security trust fund
buildup nor the balance in the non-Social Security budget affects the
outlook for these variables except insofar as it helps determine the
overall budget balance. The financing of Social Security does, how-
ever, affect the equity with which the tax burden is distributed among
younger and older taxpayers, and among taxpayers of different income
levels; it may also affect incentives to work and save,
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Methods of Social Security Financing

Through much of its history, Social Security operated as a “pay-as-
you-go” system. In general, the trust funds’ receipts roughly matched
the benefits being paid out. Changes in the asset positions of the Social
Security trust funds--more specifically, the Old-Age and Survivors In-
surance (OASI) and Disability Insurance (DI) trust funds--primarily
reflected the Congress’s goal of insulating the system from business
cycles. More recently, under amendments enacted in 1977 and 1983,
Social Security has shifted to what is sometimes called a “partial
advanced funding” mechanism, whereby revenues collected exceed
benefits paid for a period of time, resulting in substantial interest
earnings designed to supplement other revenues.

Under the current partial advanced funding mechanism, the
Social Security trust funds are projected to collect substantially more
in revenues than they are expected to pay in benefits until at least the
beginning of the retirement of the baby-boom generation in about
2010.11 In the interim, the most commonly used projections of the
Social Security Administration indicate that trust fund assets--claims
on future resources--will grow rapidly, from slightly over $100 billion
(about 2 percent of GNP) at the end of 1988 to about $9.1 trillion
(about 29 percent of GNP) by the year 2020. By that time, federal tax
revenues for Social Security will not cover program outlays, but inter-
est payments on the trust funds’ accumulated reserves will be more
than sufficient to offset the revenue shortfall, and the surplus will still
be positive. Ten years later, however, the large reserve is expected to
begin diminishing as trust fund securities are redeemed, and it should
be depleted by 2048.

The large buildup and subsequent decline in the Social Security
trust funds projected under the current partial advanced payment
scheme, when viewed in the context of a fixed overail deficit and gov-
ernment spending policy, will shift the composition of federal receipts

11.  The 1988 annual reports of the trustees of the Old-Age and Survivors Insurance and the Disability
Insurance trust funds present estimates of the financial operations of the funds over the next 75
years under four different sets of economic and demographic assumptions. Under the most
pessimistic assumptions, annual surpluses persist through about the year 2015. The trustees’
projections under the most commonly used assumptions--the intermediate B or 11-B set--show
deficits beginning in about 2030. If interest income is excluded, the surpluses disappear under the
11-B assumptions beginning about 2019.
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from one form of taxation to another. There will be heavy reliance on
payroll taxes for the next three decades as the trust funds (which rely
heavily on payroll taxes) accumulate a surplus and invest it in Trea-
sury securities. After that, the government will have to redeem the
trust funds’ securities using general revenues, and as a result there
will be a shift toward other forms of revenue--most likely, the income
tax--as the baby-boom generation retires.

The current partial advanced funding system involves higher pay-
roll taxes during the next few decades compared with a pay-as-you-go
system, but lower payroll taxzes later. The advanced funding approach
uses its payroll tax receipts to build up reserves until early in the
twenty-first century; if a pay-as-you-go approach were substituted,
lower rates would be possible because no buildup in reserves would be
needed during this period. On the other hand, payroll tax rates would
have to be raised by 2020 under the pay-as-you-go approach to cover
high benefit payments when the baby-boom retirement begins in
earnest. This increase would not be necessary under partial advanced
funding, since benefit payments under that approach would be paid by
drawing down reserves,

The federal government would nevertheless have to raise funds
under the partial advanced funding approach to redeem the trust
funds’ securities after 2020. The method that the government chose to
raise these funds, when compared with the payroll tax involved in the
pay-as-you-go approach, could affect equity among generations and
among individuals at different income levels, as well as incentives to
work and save. Since most non-Social Security revenues are currently
drawn from the individual income tax, most analyses of the equity of
the two systems are based on comparisons of the payroll tax and the
income tax.

Equity Considerations in Social Security Financing

If funds to redeem trust fund securities under partial advanced fund-
ing were raised through increases in income tax rates, more of the
burden would fall on older people than under the pay-as-you-go ap-
proach. The difference would likely be relatively slight, however.
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The burden of the pay-as-you-go approach would be likely to fall
more heavily on people at lower incomes than that of the partial
advanced funding approach when the baby-boom generation retires.
Here again, however, the effect might be slight. Economists generally
agree that payroll taxes fall more heavily on low-wage workers than
does the income tax, and this accounts for the more regressive nature
of the pay-as-you-go system early in the next century.

Incentive Effects of Social Security Financing

The choice between the pay-as-you-go approach and partial advanced
funding also affects the disincentives to work and save that are em-
bodied in the tax system. Higher payroll taxes under pay-as-you-go
would reduce the return from working, but only for workers at wage
levels below the wage ceiling of the tax. After-tax wages would be
higher under the partial advanced funding approach with higher
income tax rates, but the return from saving would be lower. This
effect occurs because the higher tax burden under this approach would
fall less heavily on wages and more heavily on property income.

CONCLUSIONS

Under current projections, a smaller share of the population will be
working in the United States in the next century. This change implies
a slowdown in overall economic growth, with the working population
receiving a smaller share of total output. Fiscal policy, through its ef-
fects on national saving and investment, can offset these trends some-
what and improve the living standards of future generations, though
the change would require less consumption in the near term.

The extent to which increasing saving now would raise living
standards in the future cannot be stated with certainty, since the out-
come would depend crucially on the uncertain relationship between
saving and total factor productivity. If total factor productivity grows
independently of saving, the contribution of saving to output growth
would be relatively small. If, on the other hand, saving increases
growth in productivity as some evidence suggests, the reward to sav-
ing may be substantial. Accepting the mid-range of these possi-
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bilities, if the federal budget were to move permanently to a surplus of
2 percent of GNP, consumption per person would increase by 8 percent
in the long run--though there would first be a period of five to ten
years during which the average person’s consumption would be lower

than if saving had not been increased.

The policy of allocating revenues toward the Social Security trust
funds, enacted in 1977 and 1983, does not represent an increase in
national saving. It does, however, imply a shift in taxation toward
wages in the near term. By the year 2030, taxes will have to shift back
to other forms of income as the accumulated trust funds are drawn
down. The demographic shift toward a smaller work force in relation
to the population also complicates the issue. Current fiscal policy will
create the framework in which future policymakers must make their
decisions,

O
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SUMMARY: IMPACT OF CONGRESSIONAL BUDGET
PROCESS ON FINANCE COMMITTEE

The Congressional Budget Act of 1974 (titles I-IX of Public Law
93-344) established the mechanisms and procedures for Congress to
develop its own annual Federal budget and to consider spending,
revenue, and debt limit legislation in the context of that budget.
The original budget act was substantially amended by Public Law
99-1717, the Balanced Budget and Emergency Deficit Control Act of
1985 (also known as the Gramm-Rudman-Hollings Act), and by
Public Law 100-119, the Balanced Budget and Emergency Deficit
Control Reaffirmation Act of 1987.

In addition to revising the budget act, the 1985 and 1987 amend-
ments set up temporary procedures designed to assure the attain-
ment of a balanced budget by fiscal year 1993. For each fiscal year
between now and FY 1993, the Act establishes maximum deficit
amounts as follows: FY91 $64 billion; FY92 $28 billion. A $10 bil-
lion tolerance level is established for each of these years. For FY93,
the act specifies a zero deficit as the maximum deficit amount and
provides no tolerance. If Congress fails to meet the specified goal
for any of these years, an automatic deficit reduction procedure
(called “‘sequestration”) will go into effect.

The Congressional Budget Act, as amended, has a number of ef-
fects on the consideration of legislation handled by the Committee
on Finance. Major provisions affecting the Committee include:

1. Letter to Budget Committee.—By February 25 of each year, the
Finance Committee must submit a report to the Budget Committee
estimating the effect that Finance Committee legislation will have
on expenditures, revenues, and the debt limit during the next fiscal
year, and presenting the Committee’s views and estimates with re-
spect to such expenditures, revenues, and the debt limit. For the
current year, the deadline for submitting this report has been ex-
tended to March 9 to allow additional time to consider the budget
submissions of the Administration. (The report submitted for the
Ist Session of the 101st Congress appears as Appendix A of this
document.)

2. Timing restrictions on tax and spending bills.—Certain kinds
of legislation may not be considered prior to the adoption by Con-
gress of the Budget Resolution. This restriction applies to most of
the legislation considered by the Finance Committee: revenue and
debt limit changes for the upcoming fiscal year and legislation in-
creasing expenditures in such areas as social security and welfare.

3. Budget allocation reports.—After the adoption of a budget reso-
lution by the Congress, the Finance Committee is required to file
an allocation report showing how the aggregate spending authority
assumed in the budget resolution for all Finance Committee pro-
grams will be subdivided. This subdivision can be by program or by

1)
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subcommittee. A point of order will lie against any bill or amend-
ment affecting Finance Committee spending program jurisdiction if
the allocation report has not been filed or if it is inconsistent with
the proposed legislation. Also, for non-trust fund entitlement pro-
grams, bills reported from the Finance Committee could be subject
to 15-day referrals to the Appropriations Committee if they have
not been provided for in an allocation report. As it acts on legisla-
tion throughout the year, the Committee can file revised allocation
reports.

4. Resolution totals binding.—By April 15, Congress is required
to complete action on the concurrent budget resolution for the
coming fiscal year setting appropriate revenue, spending, and defi-
cit levels. For the duration of the Gramm-Rudman-Hollings legisla-
tion, the budget resolution must set a deficit which is no greater
(but can be smaller) than the Gramm-Rudman-Hollings maximum
deficit amounts described above. After the resolution is adopted,
points of order can be raised against bills or amendments which
would cause its overall spending ceiling to be exceeded, or would
cause revenues to fall below its revenue floor, or would cause the
Gramm-Rudman-Hollings maximum deficit amount to be breached.

5. Reconciliation.—The budget resolution can require the Fi-
nance Committee to report ‘“reconciliation” legislation by a speci-
fied date to raise taxes or cut back on spending programs within
the committee’s jurisdiction. Such legislation is considered under
special procedures which establish automatic time limits for consid-
eration and prohibit nongermane amendments. The Budget Act
schedule calls for Congress to complete action on reconciliation leg-
islation by June 15.

6. Sequestration.—If the overall impact of spending and revenue
legislation enacted by Congress and the President does not reduce
the deficit sufficiently to meet the Gramm-Rudman-Hollings target
(with the $10 billion tolerance), a ‘‘sequestration process is trig-
gered under which ncnexempt spending programs are reduced by
amounts sufficient to bring the deficit down to the target (without
any tolerance). Half the savings must come from domestic pro-
grams and half from defense. Within each category, all non-exempt
programs must be uniformly reduced. For the most part, entitle-
ment programs are exempt from sequestration although Medicare
payments would be reduced by not more than 2 percent. The deci-
sion as to whether a sequestration is required is made by the Direc-
tor of OMB based on the situation prevailing on October 15.

THE BUDGET PROCESS

1. Key Concepts

Federal Budget.—There are two separate and distinct Federal
budgets: the President’s budget and the Congressional budget.

In early January of each year, the President submits to the Con-
gress his budget plan for the fiscal year which will start on the fol-
lowing October 1. The President’s budget not only sets forth the
overall levels of spending and revenues that he recommends but
also contains a detailed listing of how much he estimates and pro-
poses for each individual program of government.
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The Congressional budget is a concurrent resolution reported
from the House and Senate Budget Committees and adopted by the
Congress. Unlike the President’s budget, it does not include de-
tailed programmatic budget levels. Instead it establishes overall
budget aggregates: total revenues, total outlays, total budget au-
thority. The budget resolution does include a breakdown of the
spending totals by broad functional categories such as “national de-
fense,” “agriculture,” etc., but these are not binding.

Both the President’s budget and the congressional budget are es-
sentially planning documents designed to guide the Congress as it
works on the separate pieces of legislation (tax, entitlement, and
appropriations bills) which actually determine the amount of Fed-
eral lspending and revenues and the extent of budgetary deficit or
surplus.

Baseline.—Both the President’s budget and the Congressional
budget set forth plans as to what the ultimate levels of taxes,
spending, and deficit or surplus should be for the fiscal year after
the impact of any legislative changes which may be enacted. In
order to determine how much of a change in law or policy is re-
quired to reach the budgetary goals, it is necessary to compare the
budget plan with a “baseline” budget which represents the con-
tinuation of current law and policy. A baseline would generally
assume continuation of entitlement programs and revenue laws
without substantive change and the enactment of discretionary ap-
propriations at a level which permits the continuation of existing
policies. Ordinarily, in order to construct a baseline that represents
a continuation of existing policy, an inflation factor would be ap-
plied to discretionary appropriations. At the present time, the
budget process uses three different baselines: the CBO baseline
which projects spending and revenues using CBO’s own economic
and technical assumptions, the OMB ‘“current services” baseline
which employs the Administration’s economic and technical as-
sumptions, and the Gramm-Rudman-Hollings baseline. The GRH
baseline is similar to the OMB ‘‘current services”’ baseline, but it
follows certain statutory specification in the GRH legislation and is
used to determine how much deficit reduction is needed to avoid
sequestration.

BASELINE FOR FISCAL YEAR 1991 -

{lin billions of dolfars}

Required deficit reduction

Baseline deficit

to meet target s?qjggtlgr
CBO DASEHNE ..v...vveeeeveeeeercrieeeeeesseeeesenene 138 14 64
OMB current services/adjusted GRH baseline..... 101 37 21
GRH DASEIINE.......covvvvreereereereee e 185 21 11

! The GRH baseline calculation does not assume reauthorization of the Food Stamp program as well as other
probable changes and is therefore somewhat misleading as an indication of required deficit reduction.
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Spending Authority.—Federal laws which control the expendi-
ture of Federal funds can be generically referred to as “spending
authority.” Some of the more significant types of spending author-
ity are:

DISCRETIONARY APPROPRIATIONS

For many programs, the amount of spending is controlled by
the annual appropriations process. This is the case with re-
spect to the administrative costs of Federal agencies such as
IRS, the Social Security Administration, and the Customs
Bureau. For most Finance Committee programs, however,
actual programmatic costs are not controlled by annual appro-
priations acts. (Exceptions to this rule are the Child Welfare
Services program and the Maternal and Child Health pro-
gram.)

ENTITLEMENTS

In general, most Finance Committee spending programs are
entitlements. From a budgetary perspective, this means that
the actual control of spending levels is exercised by the sub-
stantive legislation under the jurisdiction of this Committee
rather than by annual appropriations acts. There are two types
of entitlements: direct spending entitlements such as social se-
curity which do not require annual appropriations because
their funding is based on a permanent appropriation and “ap-
propriated entitlements” such as Medicaid and the program of
aid to families with dependent children. The costs of these pro-
grams are controlled by the substantive legislation, but their
funding is nevertheless included, as a mandatory or nondiscre-
tionary item, in annual appropriations bills.

Outlays.—Although Congress exercises control over spending by
enacting, modifying, or repealing various forms of ‘‘spending au-
thority, the annual deficit or surplus is determined by comparing
revenues and outlays. Outlays take place when the spending au-
thority actually results in the expenditure of funds. In some pro-
grams (for example, defense procurement activities), there can be
major differences between spending authority and outlays. For
practical purposes, however, Finance Committee programs are as-
sumed to have annual outlays equal to annual spending authority
(which is not the same as “budget authority”).

Treatment of Social Security and Medicare.—Public Laws 98-21
and 99-177 established special rules for the budgetary treatment of
the Old-age, Survivors, and Disability Insurance (OASDI) and the
Hospital Insurance (HI) programs. Effective starting in FY 1993 for
HI and effective starting with FY 1986 for the OASDI program,
current law requires that the expenditures and revenues of these
programs be excluded in computing budgetary totals for purposes
of both the President’s budget and the Congressional Budget. At
the same time, however, the Gramm-Rudman-Hollings statute
specifies that the income and outgo of the OASDI program is to be
included in determining whether or not the GRH targets are met.
Since the current budget process focuses heavily on the attainment
of the GRH targets, most budgetary displays show combined (or
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“unified”) totals which include the impact of social security. Strict-
ly speaking, however, OASDI is “off-budget.”

In addition, the Budget Act provides that reconciliation legisla-
tion will be subject to a point of order if it includes any provisions
affecting the OASDI program.

2. Outline of Congressional Budget Process

By April 1 of each year, the Senate Budget Committee is re-
quired to report to the Senate a concurrent resolution which is, in
effect, a congressional budget document setting forth appropriate
levels of spending, revenues, and public debt for the coming fiscal
year. The spending levels are, for informational purposes, broken
down into broad functional categories (such as “health,” “income
security,” “national defense”). The recommendations in the resolu-
tion reported by the Budget Committee are subject to debate and
amendment.

When agreed to by the House and the Senate (which is required
to happen by April 15), the budget resolution represents congres-
sional judgment of the appropriate fiscal situation for the coming
year. The resolution is intended to guide the development of legis-
lation providing for taxes and spending, and such legislation can be
subject to points of order if it is inconsistent with meeting the over-
all revenue and spending totals in the resolution.

The budget resolution also may include ‘“reconciliation” instruc-
tions to direct the appropriate committees to report legislation
changing spending, revenue, or debt limit levels. Upon adoption by
Congress of the resolution, committees affected by such instruc-
tions must report legislation meeting the spending or revenue
totals in the instructions. This legislation is then debated by Con-
gress as part of a reconciliation bill under special expedited proce-
<11151res. Action on this reconciliation bill is to be completed by June

3. Waiver of Rules Regarding Budget Procedure

Some of the rules applicable to Senate procedures under the Con-
gressional Budget Act can be waived by a majority vote of the
Senate. Others require a vote of three-fifths of the full Senate
membership (60 votes). In addition, the act includes a special
waiver procedure in connection with the provisions requiring that
revenue, debt limit, and spending bills (including social security,
welfare, etc.) not be acted on before the adoption of the budget res-
olution. If a committee wished to have such legislation considered
outside of the prescribed time, it would report out a resolution pro-
viding for waiver of the rule. This resolution would be referred to
the Budget Committee, which would have 10 days in which to con-
sider and make its recommendations with respect to the waiver.
Once the resolution is reported by the Budget Committee (or after
10 days in any case), the resolution of waiver would be voted on by
the Senate. If it were approved, the Senate could then proceed to
consider the legislation.
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4. Impact of the Budget Act on Finance Committee

LEGISLATION WHICH RESULTS IN ADDITIONAL FEDERAL SPENDING

Annual report to Budget Committee.—Each year, prior to the con-
sideration of the concurrent resolution on the budget, each commit-
tee is required to make a report to the Budget Committee present-
ing its views and estimates concerning spending under its jurisdic-
tion during the coming fiscal year (and the following two fiscal
years). By statute this report is due no later than February 25. This
year the reporting date has been postponed to March 9.

Allocation report after adoption of budget resolution.—The con-
ference report on each budget resolution allocates the outlay and
budget authority totals among the various committees. Each com-
mittee is then required, after consultation with the appropriate
counterpart committee in the House of Representatives, to subdi-
vide its allocation of new budget authority and outlays among the
programs under its jurisdiction or among its subcommittees. These
allocations subsequently serve as the basis for scorekeeping reports
and for judging whether particular legislative proposals are consist-
ent with the budget resolution. Bills and amendments involving
spending may not be considered until the committee with jurisdic-
tion over that spending program has filed its allocation report, and
points of order may be raised against bills or amendments which
are not accommodated in these allocation reports.

Limitation on consideration of spending bills.—The Congression-
al Budget Act provides that bills involving appropriated entitle-
ment programs (such as welfare or Medicaid) and bills directly in-
creasing spending authority (such as social security or unemploy-
ment insurance) may not be considered in the Senate prior to the
adoption of the concurrent budget resolution. This requirement
may be waived under the special waiver procedure or by a majority
vote of the Senate to suspend this rule. In addition, entitlement
legislation (other than trust fund legislation) reported after Janu-
ary 1 of any year may not have an effective date prior to October 1
of that year.

Impact of concurrent budget resolutions on legislation.—The con-
current resolution, which is to be passed by April 15, not only sets
appropriate spending levels but may direct the committees having
jurisdiction over spending legislation to report reconciliation legis-
lation to rescind previously enacted spending authority so as to
bring spending for the coming fiscal year within the levels deter-
mined to be appropriate. In the case of the Committee on Finance,
in order to meet such a requirement that the committee could
report legislation to defer or reduce benefits under entitlement pro-
grams, including both trust fund programs (such as unemployment
insurance or Medicare) and non-trust-fund programs (such as wel-
fare, social services or Medicaid). Reconciliation legislation may not
include changes in the Social Security programs of Old-Age, Survi-
vors and Disability Insurance (OASDI).

After the adoption of the budget resolution for a fiscal year, new
spending measures for that fiscal year would be subject to a point
of order if they would cause the spending limits in the concurrent
resolution to be exceeded or would cause the deficit for the fiscal
year to exceed the maximum deficit amount. In the case of the
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Committee on Finance, this limitation would apply to entitlement
legislation dealing with both trust fund and non-trust-fund pro-
grams. (A new or revised budget resolution could, however, be
passed to authorize such additional spending, or the rule could be
waived by a three-fifths vote of the Senate.)

The budget totals included in the resolution are mandatory, es-
tablishing firm guidelines within which the Congress considers | g-
islation affecting spending. Thus, if unrealistic assumptions or ob-
Jectives are used in setting the budget resolution totals, committees
may fiubsequently find their ability to act on desired legislation im-
paired.

Appropriations Committee review of certain entitlement bills.—-
Legislation in such areas as supplemental security income, welfare,
social services, or Medicaid creates an entitlement to payments on
the part of individuals or State or local governments even though
these programs are funded through appropriations acts. The Con-
gressional Budget Act requires that any future legislation which
would create new entitlement programs or increase existing ones
must be referred to the Appropriations Committee for a period of
15 days after it is reported by the substantive committee, if its en-
actment would exceed the amount provided for in the committee’s
allocation of its spending authority under the most recent budget
resolution. The Appropriations Committee could not recommend
any substantive changes in the legislation (e.g., lower individual
benefit amounts), but it could recommend an amendment to limit
the total amount of funding available for the legislation. If such an
amendment is approved by the Senate, the substantive committee
might have to propose a further amendment to conform the legisla-
tion to that funding limit.

he requirement of referral to the Appropriations Committee
would not apply to legislation affecting existing Social Security Act
trust fund programs or other trust fund programs substantially
funded through earmarked revenues. It would also not apply to leg-
islation amending or extending the general revenue sharing pro-
gram to the extent that such legislation included an exemption
from that requirement.

In the past, refundable tax credits were treated for purposes of
the congressional budget process as revenue reductions. Under re-
vised procedures adopted in 1978, the budget process now treats the
refundable aspects of such credits as “outlays” thus bringing them
within the scope of the above described provisions related to Appro-
priations Committee review of entitlement bills. In addition, the
authority previously used for disbursing the refundable part of tax
credits has been the permanent appropriation for tax refunds. This
permanent appropriation was amended in 1978 so as to require
annual appropriations for this purpose in the case of any new pro-
grams of this type which may be enacted.

Report on spending legislation.—The Budget Act requires the
committee, in reporting legislation involving increased spending, to
include in the report information showing how that spending com-
pares with the amount of spending provided for in the most recent
budget resolution. In addition, if this information is provided by
the Congressional Budget Office (CBO) on a timely basis, the report
must also include CBO projections showing the extent to which the
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legislation provides financial aid to States and localities and a pro-
jection for five fiscal years of the spending which will result from
the legislation. This requirement also applies to conference reports,
if the information is provided by CBO on a timely basis.

LEGISLATION RELATING TO REVENUES AND DEBT LIMIT

Annual report to the Budget Committee —The annual report to
the Budget Committee which is described above also must, in the
case of the Finance Committee, present its views and estimates
with regard to revenues and the debt limit.

No revenue legislation prior to adoption of the budget resolu-
tion.—Under the Budget Act, debt limit or revenue legislation for
the upcoming fiscal year is not in order for consideration by the
Senate (or House) prior to the adoption of the resolution on the
budget. This rule does not prevent action on revenue changes to be
effective in years after the upcoming fiscal year. (A procedure for
waiving this limitation is provided for; the rule could also be sus-
pended by a majority vote of the Senate.)

The wording of this provision of the Budget Act is not entirely
clear. In 1978, the Senate Budget Committee adopted the position
that this restriction required that there be no increase or decrease
in revenues to become effective in the next fiscal year for which no
budget resolution had been adopted. In other words, under this in-
terpretation, there would always be one “closed year” for which no
revenue change could be considered. Consequently, a point of order
was raised during the consideration of the 1978 tax cut bill (H.R.
18511) against an amendment by Senator Roth on the grounds that
it provided for a revenue change effective in fiscal year 1980. (The
first budget resolution for fiscal year 1980 would not have been
adopted until approximately May 15, 1979.) The position of the Fi-
nance Committee was that this restriction in the Budget Act only
applied from the beginning of the calendar year, when the process
of developing the fiscal 1980 budget resolution has begun. Once
that resolution has been approved, revenue changes may be consid-
ered throughout the remainder of the calendar year which would
be effective for the fiscal year to which the resolution applies and
for any future fiscal year.

The point of order raised by the Budget Committee was sus-
tained by the Chair, but the ruling of the Chair was overturned by
the Senate on a vote of 38 to 48. This occurred on October 5, 1978.

Impact of a budget resolution.—As with spending measures, the
concurrent resolution adopted in mid-April sets mandatory levels
for revenue and debt limit legislation, and may direct the Commit-
tee on Finance to report reconciliation legislation to achieve the
changes in aggregate revenues or in the debt limit which the Con-
gress determined to be appropriate. Such legislation would have to
be reported in time to be included in the reconciliation bill which
is to be acted upon by June 15.

Once a budget resolution is adopted by the Congress, any legisla-
tion which would cause the total revenues to be reduced below the
levels specified in the budget resolution would be subject to a point
of order. If the budget resolution sets a revenue target which exact-
ly matches the projected revenues under existing law (or any ex-
pected modifications to existing law), even minor bills having
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nearly negligible revenue impacts can be rejected on a point of
order. If the resolution includes goals based on unrealistic assump-
tions about revenue increases, the committee will face points of
order against the consideration of any revenue reducing legislation.

Required report on tax expenditures.—The Budget Act defines the
term “tax expenditures” to include any revenue losses attributable
to tax provisions such as income exclusions, tax credits or defer-
rals, or preferential tax rates. The law requires that the committee
report accompanying legislation to provide new or increased tax ex-
penditures include a projection by CBO (if timely received) as to
how such legislation will affect the level of tax expenditures under
existing law. The report will also have to include (to the extent
practicable) a projection of the tax expenditures resulting from the
legislation over a period of five years. This requirement also ap-
plies to conference reports.
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Chart 1

Report to Budget Committee

Views and estimates of Finance Committee on:

1. Expenditures

2. Revenues

3. Tax expenditures
4. Public Debt

Relating both to existing law and proposals to
change existing law



Chart 1

Report te Budget Committee

Under the Congressional Budget Act of 1974, as amended, the
Committee on the Budget is required by April 1 of each year to
report to the Senate a concurrent resolution on the budget which
is, in effect, a proposed congressional budget document setting
forth appropriate levels of Federal expenditure and revenue, sur-
plus or deficit, and related matters. To assist the Budget Commit-
tee in making the judgments necessary to develop such a budget,
the Act also mandates that each committee send to the Budget
Committee its views and estimates on those aspects of the budget
which fall within its jurisdiction. This report is due by February 25
of each year. For 1990, this deadline has been changed to March 9.

In the case of the Committee on Finance, the report to the
Budget Committee must cover the expenditure programs under Fi-
nance Committee jurisdiction which are listed on chart 5, Federal
revenues, tax expenditures, and the public debt. With respect to
each of these matters, the committee is required to provide its
views and estimates as to the levels anticipated under existing law
or under any changes to existing law which the committee expects.
The period to be covered by the report to the Budget Committee is
fiscal year 1991 (and for planning purposes, fiscal years 1992 and
1993). The report sent to the Budget Committee in 1989 is reprint-
ed in Appendix A.

Section 301(c) of the Budget Act, which deals with the February
25 report to the Budget Committee, is included in the excerpts
from that Act which appear in Appendix B.

13



Chart 2.—ECONOMIC ASSUMPTIONS

{Calendar years; dollars in billions]

1990 1991 1992 1993
CBO OMB B0 OMB CB0 OMB CBO OMB

Gross National Product (GNP):

Current dollars..........cooveeveevmeeeeneeuinnnnns 5534 5583 5893 6,002 6279 6439 6,68 63881

Percent change in real GNP .................. 1.7 2.4 2.4 3.2 2.5 3.2 2.9 3.1
Wages and SAlaries ..........ccocomerevseeeereenane 2795 2,805 2975 3,022 3,168 3,246 3377 3,469
Other personal iNCOME...........cuervvsreeseresenne. 1886 1,896 2,001 2017 2123 2138 2233 2,261
Corporate Profits ........cooevvuermsemenrceenenenne. 320 360 35 421 371 472 386 515
Percent change in CPl ..o 4.0 3.9 4.3 4.0 4.3 3.9 4.3 3.6
Unemployment rate, total (percent).......... 56 5.4 55 5.3 5.5 5.2 55 51
Treasury bill rate, 91-day (percent) .......... 6.9 6.7 1.2 54 6.9 5.3 6.1 5.0
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Chart 2

Economic Assumptions

Both the overall budget totals and the budgetary impact of legis-
lative proposals can be significantly affected by various economic
factors concerning which there reasonably may be differences of
opinion. These differences can reflect divergent viewpoints as to
how the economy will operate and as to the type of legislation that
may be enacted and its effect on the operations of the economy.

Different programs are particularly sensitive to different aspects
of the economy. For example, expenditures under social security
are sensitive to the Consumer Price Index (CPI) since that program
includes an automatic cost-of-living increase provision. The unem-
ployment insurance program does not incorporate such a provision
but is, of course, particularly sensitive to the amount of unemploy-
ment.

Revenues, similarly, are strongly affected by the level of personal
income and of corporate profits, and, in the case of payroll tax rev-
enues, by wages and salaries. In addition, trends in interest rates,
the rate of inflation, and the size of the budget deficit affect the
cost of interest on the public debt.

In developing the Congressional budget, the Congress has most
frequently used the economic assumptions of the Congressional
Budget Office. In as much as the Gramm-Rudman-Hollings legisla-
tion is based upon determinations made by the Office of Manage-
ment and Budget (OMB), the Congress in 1989 used the OMB eco-
nomic assumptions which were the basis for the President’s budget.
This chart shows the major economic assumptions underlying the
budget as submitted by President Bush in January and also those
which have been adopted by CBO. In general, the CBO assumptions
project somewhat slower economic growth, higher inflation and in-
terest rates, and higher unemployment levels.

(15)



Chart 3.—THE OVERALL BUDGET

[In billions of dollars]

CBO Baseline OMB current services President’s Budget
FY9l1 FY92 FY93 FY91 FY92  ~ FY93 FY91 FY92 FY93
Budget:
OUHIAYS ..o, 1,041 1,095 1,163 1,007 1,046 1,089 997 1,026 1,067
REVENUES ........coooeeeeeeeceeene, 828 874 924 845 901 963 856 909 966
Defict ... -212 —-221 —-239 —162 —145 —126 —142 —118 —102
Social Security: :
OUHIAYS «.coooee s 234 244 254 234 244 255 236 245 255
REVENUES ..........ooeeeeeeeeeceeeeenns 309 330 352 312 334 361 315 337 362
SUTPIUIS ..o 74 85 98 78 90 106 79 92 107
“Gramm-Rudman-Hollings": ]
DEfiCit ..o —138 —138 —135 -—i01 —-73 =33 —63 =25 )
Target ..o —64 28 0 —64 28 0 —64 28 0
DiIfference..........ovveeveeeeerecererreereenee 74 110 135 37 45 39 +1 +3 +6
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Chart 3

The Overall Budget

In considering its legislative plans for the upcoming year, the
Committee may find it useful to look at the overall budget totals
under a continuation of current tax and spending policies and also
under the budget proposed by the President.

Because of differing economic and technical assumptions, OMB
and CBO project somewhat different budgetary totals under a con-
tinuation of current policies. For fiscal year 1991, the CBO projec-
tion would indicate a need for $74 billion in deficit reduction in
order to meet the $64 billion deficit required by the Emergency
Deficit Reduction and Budget Control Act (“Gramm-Rudman-Hol-
lings”). The OMB current services projections would show a need
for $37 billion in deficit reduction to meet that target.

Present law requires that the income and outlays of the social
security cash benefit trust fund programs be excluded from the
budget totals. However, these items are added back in to determine
whether or not the “Gramm-Rudman-Hollings” targets are met.

This chart shows the overall budget totals under the budget sub-
mitted by the President and also under a continuation of current
policy as estimated in the CBO baseline and in the OMB current
services budgets.

an



Chart 4
FEDERAL SPENDING
Role of Finance Committee Programs
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Chart 4

Federal Spending: Role of Finance Committee Programs

Chart 4 shows how the budgetary impact of Finance Committee
spending jurisdiction relates to total Federal spending for fiscal
year 1991. Amounts shown reflect the current policy estimates of
the Congressional Budget Office as follows:

[In billions of dollars]

Total Spending:
Finance Committee programs:

Social Security (OASDI) X ooovoooooooeoeeeeeeeoeoo 267
Other ACCOUNES ... 229
NEt INERIESE .......ooeeeeeeeee oo 185
Non-Finance Committee programs 994
Total outlays 1,275

*The amount shown here represents actuat programmatic outlays It differs fiom the amounl shown in tabe 3 which is & net amount
after treating certain general fund transfers (eg. interest) as “Negatve Outlays.”

(19)
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Chart 5

Major Expenditure Programs Under Finance
Committee Jurisdiction

1. Social security cash benefits (see chart 6):
A. Old-age and survivors insurance (0ASI)
B. Disability insurance (DI)
2. Unemployment compensation (UC) (see chart 7)
3. Welfare programs for families (see chart 8):
A. Aid to families with dependent children (AFDC)
B. Job Opportunities and Basic Skills Training (JOBS) program

C. Child support enforcement (CSE)
D. Child Welfare, Foster Care, and Adoption Assistance

4. Earned income tax credit (EITC) (see chart 9)
5. Social services (see chart 10)
6. Child care (see chart 11)

7. Supplemental security income (SS1) for the aged, blind, and disabled (see
chart 12)

8. Health programs (see charts 13-14):
A. Medicare
B. Medicaid
C. Maternal and child health (MCH)

9. Interest on the public debt (see chart 15)

Note: See Appendix F for a more detailed listing of Finance Committee
expenditure accounts.



Chart 5

Major Expenditure Programs Under Finance Committee
Jurisdiction

This chart lists the major programs involving an expenditure of
Federal funds which come within the legislative jurisdiction of the
Committee on Finance. Each of these programs is covered in more
detail in the following charts. Interest on the public debt is includ-
ed as an expenditure program since it constitutes a significant part
of the Federal budget even though the level of expenditure is not
subject to legislative control in the same sense as expenditures
under the other programs listed.

Under a revision in the Congressional budget procedures adopted
in the 95th Congress, refundable tax credits are treated as revenue
items insofar as they serve to reduce tax liability and as “outlay”
items insofar as they exceed tax liability. For this reason, the
earned income tax credit is shown here as an expenditure program.

(21)



Chart 6.—SOCIAL SECURITY CASH BENEFIT (OASDI) TRUST FUNDS

[In billions of dollars]

Fiscal year—
1990 1991 1992 1993 1994 1995

Present law: 1 '
Income to trust funds ................... 310.2 342.5 370.4 403.8 435.5 464.8
Outgo from trust funds................. 248.3 264.7 280.9 291.1 314.7 331.6
Difference.........oevvevvvinnnes 61.9 71.8 89.5 106.1 120.8 133.2
End of year balance in trust funds..... 218.6 296.3 385.8 491.9 612.7 745.9
Trust fund ratio (percent) 2 ............. 71 90 113 138 165 193

b 'dl {hgsehare projections under current law based on the economic and demographic assumptions used in the fiscal year 1991 budget submitted by
resident Bush.

2 Start-of-year assets as a percent of outgo for the year. Assets at the start of the year are equal to the assets at the end of the prior year plus
the advance tax transfers for October.

Source: SSA Office of the Actuary, January 11, 1990.
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Chart 6

Social Security Cash Benefit (OASDI) Trust Funds: Financial
Status and Relationship to the Budget

The social security cash benefit programs, Old-Age and Survivors
Insurance (OASI) and Disability Insurance (DI, provide income
protection to people who work in employment covered by social se-
curity and earn a certain minimum number of “quarters of cover-
age”. The OASI program pays benefits to eligible workers age 62 or
older and their spouses and children, and to surviving spouses and
children of deceased workers. The DI program pays benefits to dis-
abled workers and to their spouses and children.

The Administration estimates that on average in fiscal year 1991
a total of 35.8 million individuals will receive monthly social securi-
ty benefits from the Old Age and Survivors Insurance Trust Fund,
as retired workers or their dependents, or as survivors of deceased
workers. In addition, some 4.2 million individuals will receive bene-
fits from the Disability Insurance Trust Fund as disabled workers
or as dependents of disabled workers. In total, approximately 40
million people will be receiving some type of monthly social securi-
ty cash benefit.

The status of the trust funds.—The Administration budget projec-
tions under current law for the next 5 years continue to reflect an
improving financial outlook for the OASDI trust funds with the
combined trust reserve ratio growing from 71 percent of the pro-
Jected annual outgo at the beginning of fiscal year 1990 to 193 per-
cent at the beginning of fiscal year 1995.

The following table displays the economic assumptions underly-
ing the budget as they relate to the QASDI program.

ADMINISTRATION'S ECONOMIC ASSUMPTIONS RELATED T0 SOCIAL SECURITY
(iN PERCENT]

Calendar year—
1989 1990 1991 1992 1993 1994 1995

Percent change in CPl..............__ 48 39 40 39 36 33 30
Benefit increase * ... 47 39 41 38 36 33 30
Real wage differential.............._ 16 23 26 25 21 18 1.9
Civilian unemployment rate.......... . 53 85 54 53 52 51 5]

! Benefit increase payable in January of the following year.

(23)
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Limitation on administrative expenses.—The 1991 budget re-
quests $4,167 million in budget authority for administrative ex-
penses, an increase of $330 million compared to 1990.

PROPOSED LEGISLATION

The budget submitted by President Bush includes six proposals
affecting the Old-age, Survivors, and Disability Insurance program.

SOCIAL SECURITY PROPOSALS—BUDGET IMPACT

(In millions of dollrs)

Fiscal year— 5.year

91 199 1993 1994 1gg5

Cover State and local employees:

Administration estimate ..........ccccevceirennnee. 2,105 2,177 2,344 2,521 2,691 11,838

CBO EStIMALE.....cove.eevvveresreeeeessensrsssannes 2,035 2,213 2,358 2,514 2,68 11,805
Cover new D.C. employees:

Administration eStimate .........ccooccecerveeviennn. 2 6 13 16 23 60

CBO €StIMALE.....cov.oevevveceeereeeeecensaassnnnnes 2 6 13 16 23 60
Adopted children:

Administration estimate ...........ccoeevuessveenes 0 1 1 2 2 b

CBO ESHMALE....evvveerrrerrreencneeniasrsressasanes 0 1 1 2 2 b
Income tax refund offset:

Administration eStimate ..........coecccceveeriennne. —79 —97 —271 —18 —18 239

CBO ESHMALE....cvv.voeerrrveseeimmeeceersnssasnans _78 —5 -—31 —28 —22 =22
Pre-effectuation review:

Administration eStimate .......cccoccernerivnnnins 9 _5 -5 -6 -8 26

(0O ITS (17T oo 9 -5 -5 -6 —8 126
Advance tax transfer:

Administration estimate ..........ccevvurevnennnn. 0 0 0 0 0 0

CBO EStIMALE........oveerrrvrreencrirecirrssssseneenee 0 0 0 0 0 0

Coverage of State and local employees not covered by a public re-
tirement program.—Employees o State and local government are
covered by Social Security under agreements between the State
and the Secretary of Health and Human Services. Currently about
30 percent of State and local government jobs (about 7 million em-
ployees) are not covered by OASDI. About 3.8 million of these em-
ployees, many of whom are young and are employed part-time or
teimporarily, are not participating in a public employee retirement
plan.

The Administration is proposing mandatory coverage of State
and local employees who are not participating in a public employee
retirement system, effective October 1, 1990.

Coverage of new employees of the District of Columbia.— Since
October 1, 1987, new employees of the District of Columbia have
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been covered by Social Security unless they participate in one of
the city’s three special retirement programs (for police and fire
fighters, teachers, and judges).

The budget includes a proposal to cover all new employees, in-
cluding the groups currently covered by the special retirement pro-
grams.,

Benefits for adopted children.—Under current law, a child adopt-
ed by the surviving spouse of a deceased worker must meet several
tests in order to be entitled to benefits as a surviving adopted child.

First, adoption proceedings must have been initiated prior to the

two years of the worker’s death. Second, the child must have been
living in the worker’s home and cannot have been receiving sup-
port from any source other than the worker and the spouse in the
year prior to the worker’s death.

The Administration is proposing to change the support require-
ments to permit a child who is adopted by the surviving spouse of a
deceased worker to receive benefits on that worker’s earnings if the
child was living in the worker’s home when the worker died, or the
chil<}1 was receiving one-half support from the worker at the time of
death.

Recoupment of certain overpayments through income tax refund
offset.—Under current law, Federal agencies that are owed a past-
due, legally enforceable debt, other than a social security overpay-
ment, may collect it by having the Internal Revenue Service with-
hold or reduce the debtor’s income tax refund.

The Administration’s budget includes a proposal to give SSA per-
manent authority to collect social security and SSI overpayments
by withholding the amount due from Federal income tax refunds if
recovery through benefit adjustment or direct payment by the
overpaid individual has not been successful. The proposal would
apply only to amounts owed by former beneficiaries, not to
amounts owed by current beneficiaries,

Pre-effectuation review requirement.—State Disability Determina-
tion Services, under contract with the Federal government, make
determinations on individuals’ initial and continuing eligibility for
disability benefits. Amendments enacted in 1980 require the Secre-
tary of HHS to review 65 percent of favorable disability determina-
tions before the decision gecomes effective. The review applies to
favorable decisions on initial claims, reconsiderations, and continu-
ing disability investigations.

The Administration is proposing to reduce the review require-
ment to 50 percent of all allowances (initial claims and reconsider-
ations) and 55 percent of all continuances.

Advance tax transfer.—Another proposal in the Bush budget
would end the advance tax transfer provision. These provisions
were adopted in the 1983 social security amendments when trust
fund balances were precariously low. They provide for crediting the
social security trust funds at the beginning of each month with the
social security taxes expected to be collected during the month. The
trust funds are required to repay the general fund for any interest
paid on amounts transferred in advance of when they are collected
so that there should be no financial advantage to either the trust
funds or the general fund. In some cases, however, the availability
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of the advance tax transfer makes it possible for the trust funds to
avoid redeeming investments that would otherwise be needed to
meet benefit payments at the start of the month. Depending on
prevailing interest rates, this apparently unintended effect could
result in the trust funds earning more or less interest than would
be the case in the absence of the advance tax transfer provision.
The Administration estimates that the provision will result in a
lowering of interest paid to the trust fund over the next several
years. Since interest payments are an interfund transaction, there
would be no budgetary impact on the “unified” or Gramm-
Rudman-Hollings deficit.
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Chart 12.—SUPPLEMENTAL SECURITY INCOME

[in billons of dollars]

Fiscal year—
1990 1991
Present law:
Total SSI QUIAYS......verveseermerressrssnssiesss 112 14

1includes 11 monthly payments, compared to 12 monthly payments in 1991.
Source: Congressional Budget Office.



Chart 12

Supplemental Security Income
Since January 1974, the Social Security Administration has been

Under present law, the average number of recipients receiving
federally-administered SSI Payments is estimated by the Adminis.
tration to be as follows:

[In thousands)

Fiscal year—
1989 1990 est. 1991 est.
AGE. ..o 1,239 1,238 1,214
Blind and disabled.....................oo 2,870 2,986 3,068
Total Federal ... 4,109 4,224 4,282
State supplementation only..... .. 375 381 384
Total SSI recipients ... 4,484 4,605 4,666

The maximum Federal monthly payment in calendar year 1990
is $386 for an individual, and $579 for a couple. Annual adjustments
are made in January to reflect increases in the cost of living. CBO
estimates a January 1991 COLA of 4 ] percent.

CBO estimates Federal program outlays as follows:

(In millions of dollars]

Fiscal year—
1989 1990 est, 1991 est.
Federal benefits.....................— 11,483 11,329 13,259
Beneficiary services............ e .19 28 28
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[In millions of dollars}—Continued

Fiscal year—
1989 1990 est. 1991 est.
AGMINISIAtON cvvvooeseeeeereee e 1,051 1,090 1,158
Research and Demonstration .........ccooeoveenriicene. 1 2 2
L1117 OO PO 12,555 12,449 14,477

PROPOSED LEGISLATION

The Administration’s budget includes one proposal to reduce
costs in the SSI program.

SUPPLEMENTAL SECURITY INCOME—SAVINGS

(in millions of doliars)

Fiscal year— 5.year

1991 1992 1993 199 1995 @

Administration fee 1 ... —55 —110 —165 —165 —165 —660

1 Administration estimate. No independent CBO estimate available.

Under present law, States may choose to supplement the Federal
payment and have these supplements administered by SSA. SSA
currently administers the supplementation programs for 17 States
and the District of Columbia. Currently there is no provision in the
statute allowing SSA to charge a fee for administering these pro-
grams.

The Administration’s budget proposes to assess a fee from States
for administration of State supplementation programs. Details of
how the fees would be assessed are still to be worked out, but, ac-
cording to the Administration, the fee that a State must pay will
generally reflect the total amount of the State’s supplementary
benefits.






CHART 13.—HEALTH PROGRAMS: CURRENT LAW SPENDING

[!n bitfiens of doilars)

Fiscal year— 5-Year total
1990 1991 1992 1893 1994 1995  (1991-99)
MEDICARE OUTLAYS
PAIE A oot s s san sttt 63.9 67.5 75.5 83.2 91.4 99.8 411.5
PAIE Boovoeeeeeeeeeeeeseesrssesss s ssssss s sas s ss s sassnssa e seasessens 43.4 49.3 51.1 65.2 74.1 83.7 329.4
Less BenefiCiary DreMIUMS .....cvvveercseecmneenresersenmmeenssensssmssssssssessns 11.6 11.8 12.6 13.4 14.2 15.0 §7.1
TOMAL.o oot srse s sas s e st anesees 95.6 104.9 120.9 135.0 151.4 168.6 679.9
HOSPIRAIS .......oooveee v e sss s ssssssssssessnssnes 54.7 60.2 66.7 13.7 81.2 88.9 370.6
PRYSICIANS ...vvvoveveeeneeees e senseeeesesssnssss st sessssssssssssesesssnesassssens 26.5 29.5 33.6 37.7 42.0 46.5 189.3
OERET oo ers s s ae s es e st sa s sen s 26.1 21.2 32.3 37.0 42.3 48.2 187.0
Less Beneficiary Premitms..........coovuveceeecumeississisissinssssassssenssnnns 116 11.9 12.6 13.4 14.2 15.0 67.1
TOMAL oo ssisas s sesse e ees s sa s 95.6 104.9 120.0 135.0 151.4 168.6 679.9
MEDICAID OUTLAYS
Federal eXPERUItUIES..........o.ceerreeemereeeeesre et seceeenessssassssnssassssssenens 395 45.1 50.8 56.8 63.3 70.5 286.6
SEAE COSES - vvnrrvereeeereeeesessessensessnssnssssesesesssesassesssesesasesasesseenaseeanes 29.6 33.0 36.6 41.0 456 50.8 207.0
TOMBL oot s s ssse e s 69.1 78.2 87.4 97.8 108.9 121.3 493.8
MATERNAL AND CHILD HEALTH BLOCK GRANT
Federal EXPRRUIUIES........vvevee ettt ssstessssanens 0.6 0.6 0.6 0.6 0.7 0.7 31
SEALE COSES -.eeveeeer oo ecereesessesasne e bessarssassssssssssssssssassssnsnens 0.4 0.4 0.4 0.4 0.4 0.4 2.0
TOMAL. .o srire e et erssesem s saees 0.8 0.9 1.0 1.0 1.1 L 5.1

Source: Congressional Budget Office estimates.
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Chart 13

Health Programs

MEDICARE

Medicare is a nationwide health insurance program for 33 mil-
lion aged and disabled individuals. It is authorized by Title XVIII
of the Social Security Act and consists of two parts. Part A, the
Hospital Insurance Program, provides protection against the costs
of inpatient hospital services, skilled nursing facility services, home
health care and hospice care. Part B, the Supplemental Medical In-
surance program, is a voluntary program which provides protection
against the costs of physicians’ services and other medical services.

The Congressional Budget Office estimates that under current
law, spending for the Medicare program in FY 1991 will be $116.8
billion, of which $67.5 billion is for part A and $49.3 billion is for
part B. The CBO estimates that basic premiums collected from
Medicare participants in FY 1991 will total $11.9 billion. Spending
for program administration will be $2.8 billion for FY year 1991,
about 2.4 percent of the total.

MEDICAID

Medicaid is a Federally-aided, State-designed and administered
program, authorized by Title XIX of the Social Security Act, which
provides medical assistance for certain low-income persons. Subject
to Federal guidelines, States determine eligibility and the scope of
benefits to be provided. The Federal government'’s share of Medic-
aid expenditures is tied to a formula inversely related to the per
capita income of the State. Federal matching for services varies
from 50 percent to 78 percent. Administrative costs are generally
matched at 50 percent except for certain jtems which are subject to.
higher matching rates.

Recent budget reconciliation acts have expanded Medicaid’s cov-
erage for pregnant women and young children. Pursuant to the
Omnibus Budget Reconciliation Act of 1989 (P.L. 101-239), States
are required, as of April 1, 1990, to cover all pregnant women and
children up to age six with family incomes up to 133 percent of the
Federal Poverty Level ($14,045 for a family of three). At their
option, States may cover pregnant women and infants (up to age
one) with family incomes up to 185 percent of the Federal Poverty
Level ($19,536 for a family of three).

(59)



Fiscal Year 1991 Medicare Outlays

Current Low

Administrofion $3b (2.4%)

\
%\ Part A benefHls $66b (56.6%)

SOURCE: CBO estimates

NOTE: Figures do not reflect offsetting income from beneficiary premiums



Chart 14

Health Programs: Administration Proposals

MEDICARE

The Administration budget proposes to reduce outlays and in-
crease premiums under the Medicare program for fiscal year 1991
by $5.158 billion. This amount includes $3.035 in reduced payments
to providers under Part A, and $2.108 billion in payment reduc-
tions and premium changes under Part B. It does not include in-
creased revenue to the Hospital Insurance Trust Fund associated
with proposals to include State and local government workers
under Medicare. (See section on revenue). All estimates have been
prepared by the Congressional Budget Office. Table 14 compares
Administration and CBO estimates of Medicare savings proposals.
Unless otherwise specified, the proposals are legislative, rather
than regulatory, in nature.

Of the $5.158 billion in Medicare spending cuts, $3.9 billion, or 75
percent, would come from reducing payments to hospitals for both
inpatient and outpatient services. Payments to physicians would be
reduced roughly $990 million, less than 20 percent of the total.

(69)
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MEDICARE PART B
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14. Part B premium.—The part B premium was originally set at
a level to cover 50 percent of program costs, but subsequently the
increase in the premium from year to year was limited to the most
recent percentage increase in Social Security cash benefits. As a
result, the percentage of program costs covered by the premium
dropped to 24 percent by 1981, and legislation was enacted to hold
the premium at 25 percent of program costs through 1984. This
provision was extended on a number of occasions, but will expire at
the end of 1990.

The Administration budget would establish the part B premium
at the greater of 25 percent of program costs or the previous year’s
premium, increased Ey the annual percentage increase in Social Se-
curity cash benefits. This provision would be permanent. ($2 mil-
lion in 1991)
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CHART 17.—TAX REVENUES UNDER PRESENT LAW

{in billions of dollars]

Current Services CBO Baseline
1991 1992 1991 1992

Individual INCOME ....covvvervreneernes 524 560 529 564
Corporate INCOME ......ccvvvvevereeens 129 141 111 116
Social InSUrance..........co..eeevnees 417 444 412 437
EXCISE TaXES....oovvreeeeercrsensesenns 35 35 34 32
(111G 52 59 53 54

TOTAL oo 1,156 1,235 1,139 1,203

1 includes estate and gift taxes, customs duties, and other miscellaneous receipts.



Chart 17

Tax Revenues Under Present Law

Under President Bush’s 1991 budget proposals, total receipts
would rise to $1,170 billion in 1991 and $1,246 in 1992. These pro-
posals are listed in chart 17,

87)
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Chart 18.—DESCRIPTION OF BUSH ADMINISTRATION PROPOSALS

ON RECEIPTS
{In billions of dollars]
1991 1992 1993

1. Capital GainS.........oooooeeeeeo 49 28 12
2. IRS Management Reforms ..................... 25 11 05
3. State and Local Employees 1............... 38 39 40
4. Telephone Excise Tax * .......cccoooovvvvvnnnn., 16 25 27
5. Payroll Tax Deposit Rules ....................... 09 22 -31
6. IRS Enforcement Funding ..................... 05 08 1.3
1. Airport and Airway Trust Fund Excise 0.5 08 0.9

Taxes 1.
8. Ad Valorem Fee on Shippers 1............. 03 03 03
9. Permit Limited Use of Excess Pension 0.2 0.4 0.2

Funds to Pay Retiree Health Bene-

fits.
10. Treatment of Salvage Value by Proper- 0.2 0.2 02

ty and Casualty Insurance Compa-

nies.
11, SEC FES .oovvvveeeeveeeeeeeeeeeeeee, 01 01 01
12. Federal Reserve Reimbursement ......... 0.1 01 01
13. IRS USEr FEE ....ovvveeeeee oo, 0.1 01 01
14. Abandoned Mine Reclamation Fees 1 ...... 0.1 03
15, CFTC F€€.eomvveeeeeeeeeceeee, *) *) (™
16. Liquor Occupation Taxes.............ooocco. (*) (™) (¥
17. D.C. Employees:

CSRS contribution ........vvvveevrrnnn, *) *)

OASDHI coverage..........cooovvvevvvennnnnn, *) (™)
18. FEMAFEES ... *y (*) (™
19. Corps of Engineers Fees...........ovvvvvviin., (*) (*) ™
20. R&E Tax Credit.......o.ooovovvveeroee, —0.5-0.9 =11
21. R&E Allocation RUIES .........oovvveo —04 —-07 —08
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Chart 18.—DESCRIPTION OF BUSH ADMINISTRATION PROPOSALS

ON RECEIPTS—Continued

_ [In billions of dotlars]

1991 1992 1993

22.
23.
24,

28.
26.
21.
28.
29.
30.
31.
32.

Energy Tax InCentives...........covvemerevnens —0.3 -0.5 =05
Family Savings ACCOUNES ......vevvvvnnvrrrenens —0.2 06 —1.0
Health Insurance Deduction for Self- —0.2 —0.4 —0.5
employed.
Low-income Housing Credit ..............cens —0.1-03 04
ENtErprise ZONES........oevevueevvesmrvensenesssnns (—*)—02 —0.3
Early Withdrawals from IRAs................. (=*)—01-0.1
Delay Federal Pay Raise............cccooverrvunns (=*)—01-0.1
Child Care Credit 2..........cooevrvvemrrrrrerrenns (=*)(=*)(=%)
RAIF0A Ul oo eeeressseseenns (=*)(=*)(=%)
Special Needs Adoption.........ccoooevvvvuenenee. (=%} (=*)(=%)
Other Proposals...........eeeeveerervessrcersennens —01-02 (=%

*$50 million or fess.

1 Net of income tax offsets.

2 Reflects only the effect of the proposal on budget receipts. The proposal increases
outlays by the following amounts: 1991, $0.2 billion; 1992, $1.8 billion; and 1993, $2.0

billion.



Chart 18

Description of Bush Administration Proposals on Receipts

1. Cepital Gains.—The Administration proposes to allow individ-
uals, beginning in 1990, to exclude a percentage of gain on capital
assets as defined under present law, except that collectibles would
be excluded. After 1991, the exclusion would increase based on the
length of time the asset was held: 30 percent for assets held 3 years
or more, 20 percent for assets held at least 2 years but less than 3
years, and 10 percent for assets held at least 1 year but less than 2
years. The alternative minimum tax would apply to excluded
amounts and all depreciation would be recaptured in full as ordi-
nary income.

2. IRS Management Reforms.—The Administration intends that
IRS will undertake several management initiatives that would in-
crease revenue yields without requiring additional expenditures.

3. State and Local Employees.—The Administration proposes ex-
tending mandatory social security (OASDI) coverage to State and
lecal government employees who do not participate in retirement
plans. The Administration also proposes extending mandatory
Medicare hospital insurance (HI) coverage to State and local em-
?10}5,)%%8 not otherwise covered under present law, effective October

, 1990.

4. Telephone Excise Tax.—The Administration proposes making
the current 3 percent Federal excise tax on telephone service per-
manent. Under existing law, the excise tax is scheduled to expire
at the end of 1990. The Administration also proposes to move the
deposit date for the tax.

5. Payroll Tax Deposit Rules.— The Administration proposes that
payroll tax deposits of $100,000 or more must be made by the close
of the next banking day.

6. IRS Ercz{"orcement Funding.—The Administration proposes to
increase budget authority for the IRS to about $6.1 billion. IRS
funding for enforcement would be increased.

1. Airport and Airway Trust Fund Excise Taxes.— The Adminis- -
tration proposes to repeal the aviation tax reduction “trigger.” The
Administration also proposes to extend the excise taxes beyond
1990 and increase the air passenger ticket tax from 8 percent to 10
percent, the domestic air freight tax from 5 percent to 6.25 percent,
and the noncommercial aviation taxes from 12 cents per gallon to
15 cents per gallon for gasoline and from 14 cents per gallon to 17.5
cents per galfon for jet and other fuels.

8. Ad Valorem Fee on Shippers.—The Administration proposes to
increase the ad valorem fee on shippers from 0.04 percent of cargo
value to approximately 0.125 percent of cargo value.

9. Permit Limited Use of Excess Pension Funds to Pay Retiree
Health Benefits.—The Administration proposes to permit the trans-

91)
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fer of excess pension plan assets to a section 401(h) medical benefits
accoun, within the plan without termination or disqualification of
the plan, under certain restrictions.

10. Treatment of Salvage Value by Property and Casualty Insur-
ance Companies.—The Administration proposes that the deduction
for losses incurred by property and casualty insurance companies
should be reduced by estimated recoveries of salvage (including
subrogation claims) attributable to such losses, beginning after De-
cember 31, 1989.

11. Securities and Exchange Commission (SEC) Fees.—The Ad-
ministration proposes to increase the fee on securities market
transactions from 1/300 to 1/200 of 1 percent of dollar value of
sales, and to expand this fee to apply to most over-the-counter secu-
rities transactions. The Administration also proposes to increase
the fee charged for merger or proxy filing from 1/50 to 1/ 40 of 1
percent of the value of the transaction, and the registration fee on
securities from 1/50 to 1/40 of 1 percent of the value of the securi-
ties.

12. Federal Reserve Reimbursement.—The Administration pro-
poses to establish a permanent, indefinite appropriation to reim-
burse Federal Reserve banks for their services as fiscal agents for
the Bureau of the Public Debt. This would result in a correspond-
ing increase in deposit of earnings by the Federal Reserve System.

13. IRS User Fee.—The Administration proposes to extend per-
manently the existing fee on private letter ruling and similar re-
quests.

14. Abandoned Mine Reclamation Fees.—The Administration pro-
poses to extend permanently the abandoned mine reclamation fees,
which would expire in August 1992 under current law.

15. Commodity Futures Trading Commission (CFTC) Fee.—The
Administration proposes to impose a futures market transactions
fee of 11 cents per transaction, effective October 1, 1990.

16. Liquor Occupation Taxes.—The Administration proposes to
eliminate the special occupational taxes currently levied on liquor
retailers and increase the existing taxes on wholesalers and manu-
facturers.

17. District of Columbia (D.C.) Employees.— The Administration
proposes to require the D.C. government to phase in payments for
current Civil Service Retirement System cost of living (COLA) li-
abilities and to pay the cost of COLAs for post-1986 CSRS annu-
itants. The Administration also proposes to extend Social Security
and Medicare hospital insurance (OASDHI) coverage to all newly
hired D.C. government employees, effective January 1, 1991.

18. Federal Emergency Management Agency (FEMA) Fees.—The
Administration proposes to impose user fees on the owners of nu-
clear power plants.

19. Corps of Engineers Application Fees.— The Administration
proposes to collect fees on requests for permits for development or
other activities on navigable waterways and wetlands.

20. Research and Experimentation (R&E) Tax Credit.—The Ad-
ministration proposes making permanent the R&E tax credit, with
100 percent of research expenses eligible in 1990.

21. Allocation of Research and Experimentation (R&E) Ex-
penses.—The Administration proposes making permanent the R&E
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allocation rules, as modified by the Omnibus Budget Reconciliation
Act of 1989.

22. Energy Tax Incentives.—The Administration makes four pro-
posals to boost energy production: a 10 percent tax credit for the
first $10 million of exploratory intangible drilling costs and a 5 per-
cent credit for the balance of such costs; a 10 percent credit for new
tertiary enhanced recovery projects; for percentage depletion,
eliminating the transfer rule and increasing the net income limita-
tion for independent producers; and eliminating 80 percent of the
exploratory intangible drilling cost preferences of independent pro-
ducers from the minimum tax.

23. Family Savings Accounts.—The Administration proposes to
create a new type of savings account, the “Family Savings Ac-
count.” Although no current-year tax deduction would be available
for contributions to these accounts, the contributions and the earn-
ings could be withdrawn tax-free, as long as the account was main-
tained for at least seven years. Withdrawals of earnings on contri-
butions maintained in the account for less than three years would
be subject not only to regular income tax, but also to a 10 percent
excise tax penalty. The proposal would allow contributions of up to
$2,500 a year for single individuals with income of $60,000 or less,
and $5,000 a year for families with income of $120,000 or less.

24. Health Insurance Deduction for Self-employed.—The Adminis-
tration proposes to extend permanently the 25 percent deduction
for health insurance expenses of self-employed individuals, which
would expire after September 30, 1990 under current law.

25. Low-income Housing Tax Credit.—The Administration pro-
poses to extend the low-income housing tax credit, as modified by
the Omnibus Budget Reconciliation Act of 1989, through 1991 with
100 percent of the credit available in 1990.

26. Enterprise Zones.—The Administration proposes targeting
new employment- and capital-based tax incentives to businesses
that locate in designated enterprise zones. Under the Administra-
1f:_ion’s proposal, up to 50 zones would be eligible for these tax bene-
1ts.

27. Waive Excise Tax for Early Withdrawals from IRAs.—The
Administration proposes to permit penalty-free withdrawals from
some Individual Retirement Accounts (IRAs) to purchase a first
home.

28. Delay the Federal Employee Pay Raise—The Administration
proposes to delay the Federal employee pay raise 3 months from
October 31, 1990 to January 1, 1991.

29. Child Care Credit.—The Administration proposes establishing
a new refundable child care tax credit of up to $1,000 for each child
under age four for families with adjusted gross income up to
$13,000; the income ceiling would be gradually raised to $20,000 by
1995. The Administration proposal would also make the existing
child and dependent care credit refundable.

30. Railroad UI Reimbursable Status.—The Administration pro-
poses to extend beyond 1990 the exemption from the full railroad
unemployment tax rate provided to public commuter railroads. The
Administration proposal would also extend the same exemption to
Amtrak beginning in 1991.

26-613 0 - 90 -- &
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31. Deduction for Special Needs Adoption.—The Administration
proposes restoring a deduction of up to $3,000 for the expenses as-
sociated with adopting special needs children.

32. Other Proposals.—Other Administration proposals affecting
receipts include modification of the EPA pesticide fee and an in-
crease in the HUD interstate land sales fee.
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Chart 13.—TAX EXPENDITURES

[In billions of dollars]

Outlay equivalent

Revenue 10sS

1990 1991 1990 1991
National defense...........cooeee..... 2.3 2.4 2.0 2.0
International affairs................ 6.8 1.3 4.9 5.3
General science, space, and

technology .........cooevvvevvvvernae. 3.4 2.9 2.7 2.5
ENErEY oo 1.2 1.5 1.4 1.7
Natural resources and

eNVIrONMENt ..., 2.9 2.8 2.5 2.5
AgriCURUIE ..oooveae 0.5 0.5 06 05
Commerce and housing ............. 151.6 1547 1453 1489
Transportation...........ccooeevennnee, 0.2 0.2 0.1 0.1
Community and regional

development ..........ccoovvevenee. 2.1 2.9 2.1 2.2
Education, training,

employment and social

SEIVICES ..o L0231 244 209 221
HEA ..o, 51.4 568 429 474
InCOME SECUTitY .....cvvervvrirerrens 80.7 847 633 66.5
Social SeCUrity.....vvrevecerrereee. 199 209 199 210
Veterans benefits and services.. 1.9 2.0 19 1.9
General government .................. 37.0 392 336 355
INtErest ..o, 1.1 1.1 1.0 1.1




Chart 19

Tax Expenditures

The concept of tax expenditures was developed in order to com-
pare the Federal Government'’s outlays to the budgetary impact of
various deductions, deferrals and credits in the tax structure. It
was intended that, with this information, consideration of the
budget might involve examination of both direct expenditures and
tax expenditures as alternate means of providing incentives.

The Budget Act defines tax expenditures as “revenue losses’ at-
tributable to provisions of the Federal tax laws that allow a special
exclusion, exemption, or deduction from gross income, or which
provide a special credit, a preferential rate of tax, or a deferral of
liability. In general, the concept is intended to identify provisions
in the tax law which either encourage certain behavior or compen-
sate for specific hardship. The term encompasses tax provisions of
limited applicability, which are exceptions to provisions of more
general applicability considered necessary to make the tax system
function.

The definition of “tax expenditure” is not precise. This impreci-
sion has resulted in substantial controversy. Chart 18 includes all
items listed as tax expenditures by the Administration. A listing of
a provision as a “tax expenditure” here is not intended to imply
approval or disapproval, or any judgment about the effectiveness of
any provision.

Chart 18 presents a summary of tax expenditures by budget
functional category. The chart reflects both the Administration’s
estimate of the budget outlay equivalent for tax expenditures and
the Administration’s estimates of the revenue loss for tax expendi-
tures.

Tax expenditure estimates should not be interpreted as the in-
crease in Federal receipts (or reduction in the budget deficit) that
would result if a provision were repealed. Repeal of some provi-
sions could affect the aggregate level of income and economic
growth. Many tax expenditures are not independent of each other;
their values are largely interdependent. Additionally, the annual
value of tax expenditures is very time-dependent.

The tax expenditure table from the President’s budget is reprint-
ed in Appendix E.
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Respect to Fiscal Year 1990
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U.S. SENATE,
CoMMITTEE ON FINANCE,
Washington, DC, March 7, 1989

Hon. JAMES R. Sasskg,

Chairman, Committee on the Budget,
US. Senate,

Washington, DC.

DEAR MR. CHAIRMAN:

Pursuant to section 301(d) of the Congressional Budget Act of
1974, as amended, I am transmitting to you the attached document
presenting the views and estimates of the Committee on Finance
with respect to the fiscal year 1990 budget. I am also enclosing a
committee print which provides additional information on matters
within the jurisdiction of the Committee on Finance.

Sincerely,
Lroyp BENTSEN, Chairman

Attachment.
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March 7, 1989

Views and Estimates of the Committee on Finance With Respect
to the Budget for Fiscal Year 1990

Overall budgetary situation.—Under the Balanced Budget and
Emergency Deficit Control Act of 1985, as amended, the Congress is
mandated to seek certain levels of deficit reduction leading ulti-
mately to a balanced budget in 1993. In any given year, automatic
cuts in spending levels will be triggered if the required deficit re-
duction has not been achieved as determined by the Office of Man-
agement and Budget. The President’s budget for fiscal year 1990
projects a deficit which meets the target, but only if current poli-
cies (including appropriations) are changed sufficiently to reduce
the disparity between spending and revenues by approximately $27
billion. The baseline estimates of the Congressional Budget Office
would indicate that an even larger amount of deficit reduction
would be required to meet the goal of having a deficit for fiscal
year 1990 which does not exceed $100 billion.

As the committee with primary legislative responsibility for fi-
nancing the operations of the Government, the Committee on Fi-
nance is keenly aware of the importance of reducing the massive
deficits of recent years. At the same time, the Committee recog-
nizes that Congress retains a responsibility to deal with the high-
priority needs of the nation, and many of the programs within Fi-
nance Committee jurisdiction are vital to the health and well-being
of the citizens of this country.

It is clear, in any case, that effective action against the deficits
requires cooperative efforts on the part of the Congress and the Ad-
ministration. We look forward to working with the Administration
in fashioning those details of the budgetary program which involve
matters within the jurisdiction of this committee.

Tax proposals.—As noted above, the President’s Budget projects
a baseline deficit under the Gramm-Rudman-Hollings statute
which must be reduced by approximately $27 billion if we are to
meet the revised goals set by Congress and the Administration in
1987. That situation could worsen if economic conditions develop
unfavorably in the next few months. The President’s budget does
include several revenue proposals. Some of these would reduce the
deficit while others would increase it. The Committee is committed
to assuring that any revenue changes it may propose will be de-
signed in such a way as not to worsen the deficit. The Committee
believes, however, that revenues are unlikely to play a role in
meeting this year’s deficit reduction goals unless there is biparti-
San agreement on such an approach. In the absence of bipartisan
agreement, the budget resolution should contain no reconciliation
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instruction directing the Committee on Finance to propose revenue
increases.

Medicare.—The Committee notes that the Medicare program has
over the past several years borne much of the burden of outlay re-
duction. While that program does represent a major element of
Federal spending, it cannot continue indefinitely to absorb major
cutbacks without damaging the health care system in ways which
will ultimately be harmful to the nation and the program’s benefl-
ciaries. The Committee will of course continue to carefully review
this program to assure that it is operating on a fiscally sound and
efficient basis. The Committee strongly believes, however, that the
Congressional budget for fiscal year 1990 should not be based on
any assumption of significant cutbacks in Medicare. Specifically,
the Committee feels that the level of Medicare deficit reduction
projected in the President’s budget (85 billion in fiscal year 1990,
$24 billion over fiscal years 1990-1992) exceeds the level that it will
be willing to recommend.

Welfare reform.—In the last Congress, a major reform of the wel-
fare system was enacted into law. This legislation has the potential
for changing welfare in this nation from a program of dependency
into a program which provides recipients with the tools to be inde-
pendent, productive members of society. It is crucial to the success
of this legislation that it be adequately funded in accord with the
statutory entitlements (including the new JOBS program) estab-
lished last year. The Congressional budget should assume both that
entitlement funding and funding to implement several provisions
of the welfare reform legislation which were adopted on a non-enti-
tlement basis as discretionary authorizations. This includes, for ex-
ample, funds for research and evaluation. The full cost of funding
the welfare reform legislation, from a budgetary standpoint, was

offset by financing provisions in that same act.

Children’s initiatives.—While the Committee is deeply concerned
with the need for deficit reduction, the existence of that deficit
does not relieve the nation of its responsibility to find ways to im-
prove the lives of its children, especially those who are poor or dis-
abled. The Committee expects to propose meeting that responsibil-
ity by implementing new initiatives in the areas of child welfare,
child care, and child health. Several elements of the Committee’s
jurisdiction are closely involved with those areas including: the tax
code; the social services program under title XX of the Social Secu-
rity Act; the adoption assistance, foster care, and child welfare
services programs; Medicaid; and the maternal and child health
program. While the Committee has not yet had the opportunity to
review or develop specific proposals in these areas, we recommend
that the budget resolution accommodate new children’s initiatives
in these Finance Committee programs in fiscal year 1990.

Customs/International Trade.—We note that the budget submit-
ted by President Reagan assumed the repeal of the Trade Adjust-
ment Assistance program which was just extended and reformed by
last year's trade bill. It is extremely unlikely that the Committee
will recommend repeal, so the Committee on the Budget should not
assume the enactment of repeal legislation. With respect to fund-
ing of the United States Trade Representative, the Committee is
concerned that the President’s budget submission does not fully
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take into account the increased program activities of the agency
due to enactment of last year’s trade bill, implementation of the
U.S.-Canada Free Trade Agreement, and increased activity in the
Uruguay Round of multilateral trade negotiations. We recommend
that the budget resolution assume that the Committee may in-
crease USTR’s funding above the President’s requested level in
order to assure that the agency has adequate resources to perform
its functions.

Other Finance Committee programs.—In general, the Committee
recommends that the budget resolution be based on an assumption
that the programs in its jurisdiction which are not specifically ad-
dressed above be continued without substantive change.

P