Tax Bill Comparison of Education and Marriage Penalty
(X indicates that the provision is included in the bill)

Provisions

House
Passed

House
Democrats

Senate
Finance

Senate
Democrat
)

Administratio
n

Marriage Penalty Relief:

Allow married couples to file as two
singles.

Adjust EITC income starting and ending
points.

Adjust the standard deduction for married
couples to twice that of a single taxpayer.

Adjust student loan interest deduction
income limits.

Increase Roth IRA conversion income
limit.

Provide tax credit on earnings of the second
spouse.

Education Tax Relief:

Expand education savings accounts.

Increase student loan interest deduction.

Modify taxation of pre-paid tuition plans.

Modify taxation of education awards for
certain Federal programs.

K[

Extend/modify exclusion for
employer-provided educational assistance.

Liberalize tax-exempt bond arbitrage rebate

exceptions for public school construction
bonds.

Allow issuance of tax-exempt private
activity bonds for qualified educational
facilities/volume cap of $10 per resident or
$5 million.

Allow Federal Home Loan bank to
guarantee school construction bonds,
capped at $500 million per year.

Provisions

House
Passed

House
Democrats

Senate
Finance

Senate
Democrat
S

Administratio
n

Provide new 4-year schedule for public
school construction bonds under the
arbitrage rebate rules.




Provide incentives for the donation of X
computers to schools.
Provide free-of-interest-cost funds for X X X
public school construction and
modernization.

Provide tax credit for workplace literacy X
and basic education programs.
Encourage sponsorship of qualified zone X
academies.
Eliminate tax when forgiving student loans X
subject to income contingent repayment.
Eliminate 60-month limit on student loan X
interest deduction.

"These provisions do not go into effect unless there is (1) a Social Security certification, (2) a Medicare certification, and (3)
a balanced budget certification.
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Senate Republican
(Committee-reported)

Administration

Income Taxes

Reduce bottom 15% income tax rate to 14% in
2001; and increase the width of the 14% bracket
by $2,000 (34,000 for joint returns) beginning in
2005, and by $2,500 ($5,000 for joint returns)
beginning in 20607.

$297.5 billion.

No provision.

Savings and
Retirement

Raise contribution limits for individual
retirement accounts from $2,000 to $5,000; raise
income limits for contributors; eliminate the
income limitation for contributions to a

Roth IRA; increase maximum contribution limits

for IRAs and other pension plans for individuals
age 50 and older by 10% annually beginning in
2001, not to exceed 50%; and many smaller
changes.

$69.5 billion.

Universal Savings Accounts (USAs) with an
automatic government contribution to lower and
middle income individuals' accounts. Those
who contribute on their own would be provided
with additional matching funds. In addition, $2.4
billion in other provisions to promote expanded
retirement savings, security and portability.

$250 billion Treasury for USAs
+$2.4 billion JCT for other pension

Marriage
Penalty

Allow married couples to file returns as singles
on a combined form; and adjust the income
starting and ending point for the earned income
credit for married couples filing joint returns by
$2,000 indexed after 2005.

$117.7 billion.

No provision.

Alternative
Minimum Tax

Make permanent the present-law provision to
allow nonrefundable personal credits fully; and
allow personal exemption against the AMT.

$96.1 billion.

Allow individuals, for taxable years 1999 and
2000, to offset their regular tax liability by
nonrefundable tax credits regardless of the
amount of the individual’s tentative minimum
tax.

$1.7 billion.

Estate Tax

Raise exemption to $1.5 million beginning in
2007; repeal rates above 50%; and other, smaller
changes.

$62.6 billion.

No provision.

Health Care

Provide an above-the-line deduction for health
insurance expenses for which the taxpayer pays
at least 50% of the premium, phased in through
2006; provide an above-the-line deduction for
long-term care insurance expenses for which the
taxpayer pays at least 50% of the premium,
phased in through 2006; and smaller provisions.
$52.2 billion.

Provide tax relief for long-term care needs;
provide tax relief for workers with disabilities;
and provide tax relief to encourage small
business health plans.

$16.5 billion.




International

Allocation interest expense on worldwide basis;
repeal the 90% limit on Foreign Tax Credits for
the individual and corporate Alternative
Minimum Tax; and other, smaller provisions.

$16.5 billion.

Extend and modify Puerto Rico economic-
activity tax credit; extend GSP and modify other
trade provisions; and expand Virgin Island tariff
credits.
$6.4 billion JCT for Puerto Rico
+$1.6 billion Treasury for other trade

Child Care Increase percentage to 50% for AGI under Expand the dependent care credit; and tax credit
$30,000 and index maximum expense limits for | for employer-provided child care facilities.
inflation; percentage phases down in 1%
increments for each $1,000 of AGI over $30,000
(percentage does not go below 20%); Tax Credit
for Employer-Provided Child Care
Facilities (maximum $150,000)
$7.5 billion. $13.9 billion.
Education Permanent extension of employer provided Provide incentives for public school construction
educational assistance; student loan interest and modernization; extend employer-provided
deduction - increase student loan deduction educational assistance and include graduate
income limits, repeal 60-month rule for education; provide tax credit for workplace
everyone; prepaid savings plans; increase the literacy and basic education programs; encourage
school construction small issue arbitrage rebate | sponsorship of qualified zone academies;
exception school construction from $10 million | eliminate 60-month limit on student loan interest
to $15 million; provide for issuance of tax- deduction; eliminate tax when forgiving student
exempt private activity bonds for qualified loans subject to income contingent repayment;
education facilities with annual volume cap the and provide tax relief for participants in certain
greater of' $10 per resident or $5 million; and Federal education programs.
other provisions.
$12.2 billion. $10.9 billion.
Tax-Exempt Increase income limits for deduction of No provision.
Organizations | charitable donations; tax-free withdrawals from
IRAs for charitable donations after age 70.5;
allow private foundations to increase their
holding in publicly-traded voting stock of a
corporation received by bequest; allow taxpayers
who do not itemize to deduct up to $50 ($100
Joint) of their charitable contributions in addition
to their standard deduction for 2000; and smaller
provisions.
$9.7 billion.
Revitalizing Increase low-income housing per capita amount; | Increase low-income housing tax credit per
Communities, | provide a 13-year recovery period for capita cap; Provide Better America Bonds to

Housing and
Real Estate

depreciation of leasehold improvements; tax
credit for renovating historic homes; accelerate
5- year phase in of private activity bond volume
cap; and other, smaller provisions.

$7.5 billion.

improve the environment; Provide New Markets
Tax Credit; Expand tax incentives for
Specialized Small Business Investment
Companies (SSBICs); and extend wage credit for
two new Enterprise Zones.

$9.3 billion.




Energy
Efficiency and
the
Environment

Extend and modify tax credit for electricity
produced 1rom wind and closed-loop biomass
facilities.

$1.6 billion.

Provide tax credit for energy-efficient building
equipment; provide tax credit for new energy-
efficient homes; extend electric vehicle tax
credit; provide tax credit for fuel-efficient
vehicles; provide investment tax credit for CHP
systems; provide tax credit for rooftop solar
systems; and extend wind and biomass tax credit
and expand eligible biomass sources.

$7.3 billion.

Small Business

Accelerate 100% deduction for health insurance
of self-employed individuals; increase section
179 expensing to $30,000; accelerate repeal of
the FUTA surtax; coordinate Farmer Income
Averaging and the

AMT; and create new Farm and Ranch Risk
Management (“FARRM”) accounts.

$6.3 billion.

No provision.

Other
Extenders

Extend work opportunity tax credit; extend
welfare-to-work tax credit; make permanent
R&E tax credit; extend and expand expensing of
brownfields remediation costs; extend exception
from Subpart F for active financing income;
make permanent Alaska Exemption from Diesel
Fuel and Kerosene Dyeing Rules; other, smaller
provisions.

$36.7 billion.

Extend work opportunity tax credit; extend
welfare-to-work tax credit; extend R&E tax
credit; make permanent the expensing of
brownfields remediation costs; and extend tax
credit for first-time DC homebuyers.

$3.7 billion.
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Record Type: Record

To: Nicole R. Rabner/WHO/EOP@EOP

cc:
Subject: Breaux Plan Details

Forwarded by Melissa G. Green/OPD/EOP on 07/27/99 04:27 PM
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Record Type: Record

To: See the distribution list at the bottom of this message

cc:
Subject: Breaux Plan Details

A friend forwards the following rumors:

Details coming out today on the bipartisan group plan via a "Dear Colleague." The ten year numbers are
coming later today or tomorrow.

A group of Senators met last night to sign off on the package: Torricelli, Jeffords, Chafee, Breaux,
Kerrey, Snowe, Specter, Collins, Bayh, Edwards, Lincoln. Lieberman was there, but not clear he's on
board.

Details:

Increases the standard deduction (same as Moynihan)
EITC marriage penalty relief: Roth version, not Moynihan
Extenders: 5 yrs.
LIHTC improvement
Health deduction: 50% above the line
(credit was "too costly, and too controversial")
AMT: personal credits, not the PE
Graham/Grassley as modified by Roth
Some “charitable giving incentives” (Kerrey's)
L-term care credit ($5007?)
Increases the 15% bracket by $2,500 for singles; $5,000 for joint
("the bone we threw to Torricelli")
IRA contributn limits increased from $2,000 to $3,500
{no change in income limit)



There are other provisions besides these but this is the big stuff.

Plan is "nongermane” according to the staff, but the sponsors are now expected to push this to a vote.
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David W. Beier/fOVP@OVP
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A 33 Trillion Revenue Loss: The costs of the House Republican tax-cut package would explode
after 10 years, costing roughly $3 trillion in its second 10 years — from 2010 to 2019 — according
to preliminary projections by the Treasury Department.

Another Roughly $1.5 Trillion in Extra Debt Service Costs: Added to that, because the House
Republican tax-cut package would divert funds from paying down the debt, it would generate
another roughly $1.5 trillion in debt service costs over its second 10 years, according to an
analysis of the Treasury data conducted by the Office of Management and Budget.

Costs Explode in the Second 10 Years: While the bill would cost $0.9 trillion in its first 10
years, it would cost about 3.4 times more — fully $3 trillion — in its second 10 years, according to
the Treasury projections. Fully phased in costs for the package as a whole would be $241 billion
in 2009, compared with an average cost of $87 billion a year in the first 10 years.

Costs Hit Just When the Baby Boom Generation Retires: These massive annual costs would
drain resources just at the time when, with the retirement of the baby boom generation, the Social
Security Trust Fund is beginning to come under strain and the Medicare trust fund will be
exhausted (2015).

The Costs of the Tax Cut Explode by Design: The costs of the bill explode in the second 10
years by design. The bill phases in many of the provisions over the course of the first 10 years, to
fit their cost within the constraints of the budget process. Most of these phased-in provisions do
not fully take effect until 2008 or 2009, so that their full impact on the budget only appears
thereafter.

e Estate Tax: For example, the repeal of the estate tax would costs five times as much in
the second 10 years as in the first.

Ten-Year Revenue Loss in Budget Window and PrOJected

: In Trillions of Dollars.
Provisions | .- :2000-2009 2010-2019

Estate and gift tax repeal ' 0.1 0.6
10% across-the-board rate cut (régular tax and AMT) . _ 0.4 1.5
All other provisions’ 04 0.9
All provisions - - 0.9 3.0

Very Preliminary

President Clinton and Vice President Gore Have a Fiscally Responsible Plan that
Strengthens Social Security, Maintains Key Priorities, and Other Tax Relief: In contrast, the
President and Vice President demonstrated in their budget framework released June 28 that it is
possible to set aside the entire Social Security surplus for Social Security and still strengthen
Social Security and Medicare, provide for military readiness and fund investments in education,
veterans, environment, and anti-crime efforts, while still providing a fair and substantial tax cut. -
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From the dask of...
Ellen Nissenbaum
Legislative Director
202-408-1080
. Fax: 202-40B-1056
Center on nissenbaum@center.cbpp.org.
Budget and
Policy Priorities
To: John Podesta, 456-6598,
"~ Jack Lew/Rob Nabors, 395-1005
Gene Sperling, 456-2878
Larry Stein/Janet/Chuck, 456-6620
Steve Ricchetti, 456-6703
Date: 7]-1v -4 DETERMINED TO BE AN

Re: BREAUXPLAN ADMINISTRATIVEE MARKING

INITIALS:,@_DATE:.QLMX(L3

CONFIDENTIAL
This is NOT public.

Attached you'll find a short analysis of the Breaux plan (i.e. the
Breaux/Kerrey/Jeffords/Chafee/Toricelli plan) to divide the nonSS surplus for tax
cuts, discretionary spending, the Medicare prescription drug benefit, and interest. The
analysis finds several significant flaws with the plan.

I think we‘ll probably release this officially scon. From what I hear on the

contents of the Breaux plan (vs. the size), we may write on that as well. Doesn’t sound
too good.

B20 First Street, NE, Suite 510, Washington, DC 20002
Tel: 202-408-1080 Fax: 202-408-1056  center@center.chpp.org  http:/www.cbpp.org  HN0O26
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THE BREAUX PLAN FOR USING THE PROJECTED SURPLUS

by Robert Greenstein

Senator John Breaux has outlined a plan to use the non-Social Security surplus
that includes a $500 billion tax cut, a Medicare prescription drug benefit, and $328
billion for discretionary programs. This plan appears to have several serious
shortcomings.

Its costs appear to exceed the entire non-Social Security surplus over the
next 10 years. In fact, because of the size of the tax cut, the combination of
the plan’s tax cuts and its discretionary spending provisions would
consume the entire non-Social Security surplus before a Medicare
prescription drug benefit could be incorporated.

It entails large reductions in non-defense discretionary spending that
could reach $375 billion over the next 10 years.

It disposes of the entire surplus without leaving any funds to shore up
Medicare or extend its solvency. Since no surplus revenues would remain
for use as part of Medicare reform, the only way to restore long-term
Medicare solvency would be through rather radical prograr changes that
could have deleterious consequences for substantial numbers of
beneficiaries. Most analysts believe that restoring long-term Medicare
solvency entails a combination of substantial program reforms and
additional resources. If additional resources cannot be provided because
the surpluses have been exhausted, the changes needed to produce
sufficient savings to restore long-term solvency entirely through Medicare
program alterations are likely to be too draconian.

The Costs of the Breaux Plan Appear to Exceed the Surpius

The Congressional Budget Office projects that the surplus will total $99¢ billion
over the next 10 years. Social Security administrative costs will consume $31 billion of
this amount.! That leaves $965 billion of projected surpluses for other purposes.

! CBO has explained that in projecting the non-Soclal Security surplus, it did not count expenditures
for Social Security administrative costs, classifying them as Social Security expenditures instead, but that
Congressional budget resolutions consider these as non-Social Security expenditures. CBO estimates
that these Social Securlty administrative costs will total $31 billion over 10 years. Since Congress must

(continued...)
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Senator Breaux would spend $500 billion of the surpluses on a tax cut and $328
billion on a higher level of expenditures for discretionary programs than the shrunken
level the CBO baseline assumes. (The baseline assumes that discretionary programs
will be cut sufficiently to fit within the existing discretionary spending caps.) The
Breaux tax cut and discretionary spending proposals thus total $828 billion. This $828
billion expenditure, in turn, entails $160 billion to $175 billion in additional interest
payments on the debt, beyond the payments reflected in the CBO baseline. (Interest
payments would be higher because the debt that had to serviced would be larger. The
debt would be larger because $828 billion would be used for tax cuts and lifting the
discretionary caps, rather than for debt reduction.)

This means that when interest payments on the debt are taken into account —as
they must be — the Breaux plan would exhaust more than 100 percent of the on-budget surplus
before even getting to @ Medicare prescription drug benefit. When a drug benefit is added in,
the Breaux plan would result in on-budget deficits of about $100 billion to $200 billion
over the next 10 years.

Large Reductions in Discretionary Spending

The Breaux plan also entails large reductons in funding for appropriated (i.e.,
discretionary) programs. While the Breaux plan may be portrayed as containing the
same level of discretionary spending as the Clinton budget — which itself contains
significant reductions in non-defense discretionary spending in the second half of the
ten-year period — this is not the case,

. CBO reports that the discretionary spending levels assumed in its $996
billion surplus projection would entail cutting discretionary spending
$595 billion below today’s levels, adjusted for inflation. The CBO baseline
assumes Congress will cut discretionary spending enough to fit within the
discretionary spending caps for fiscal years 2000, 2001, and 2002, and that
discretionary spending after 2002 will equal the FY 2002 cap adjusted only
for inflation. Note: The caps for 2001 and 2002 are more severe than the
2000 cap that Congress already is finding excruciatingly tight and
impossible to hit.

. The Clinton budget would restore about $500 billion of these $595 billion
in assumed cuts. It does so in two ways: 1) the budget would use $328
billion of the projected surplus to bring discretionary funding to more
adequate levels; and 2) the budget contains an array of oifsets —
consisting of tax increases, such as a tobacco tax hike, and various

1 (...continued)

comply with the budget resolutions that it passes and those budget resolutions count these costs as non-
Sacial Security expenditures, this lowers the available non-Social Security surplus to $965 billion.

2
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entitlement reductions — the proceeds from which would be transferred
to the discretionary part of the budget and used to augment discretionary
spending levels. Even with these two sources of additional funding, the
Clinton budget contains insufficient resources for discretionary programs
to maintain them, over the next 10 years, at today’s level adjusted for
inflation.

. The Breaux plan would match the first of the Clinton budget’s two
sources of funding for discretionary programs — namely, the use of $328
billion in projected surpluses for this purpose. But the Breaux plan does
not appear to contain the Clinton offsets (a number of which may not be
politically viable). As a result, the total amount the Breaux plan provides
for discretionary programs would apparently be about $150 billion less
over the next 10 years than the amount the Clinton budget provides.

Concluding that one does not favor the offsets or does not believe most of
them can pass is not the same thing as deciding that discretionary
spending should be cut another $150 billion below the Clinton levels.
Plans such as Senator Breaux’s could maintain overall resources for
discretionary programs at the same level as the Clinton budget does if
they used $150 billion less of the projected surplus for a tax cut and
provided these resources to discretionary programs. Instead, the Breaux
plan appears to reduce discretionary spending significantly below the
level in the Clinton budget in order to help finance twice as large a tax cut
as the Clinton budget contains.

. The result would be a quite-substantial reduction in funding for non-
defense discretionary programs., The Clinton budget proposes fo increase
defense spending by $102 billion over the next 10 years above the FY 1999
level adjusted for inflation. Congress already is showing signs of upping
these levels, for example, by increasing military pay and pensions by.
larger amounts than the Administration requested. If the Clinton defense
spending levels are provided and the Breaux levels for overall
discretionary spending are adhered to, non-defense discretionary spending
would apparently have to be cut about $375 billion over the next 10 years, below
today’s level adjusted for inflation.

Wiadicare

The Breaux plan calls for a Medicare prescription drug benefit. But it would
transfer no surplus funds to Medicare beyond those needed for such a benefit. Senator
Breaux reportedly has indicated that any other transfer of funds to Medicare should be
done only as part of more comprehensive Medicare reform.
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But the question of whether such transfers should be made now or should await
a more comprehensive Medicare overhaul begs the question at hand. Under the Breaux
plan, there would be no surpluses left to transfer to Medicare, even as part of comprehensive
reform. The oversized tax cut would have gobbled them up.

The long-term gap in Medicare finances is so large — much larger and more
daunting than that in Social Security — that few analysts believe this gap can be closed
solely by changes in the Medicare program, Cutting projected Medicare costs a large-
enough amount to close the financing gap through that means alone would entail
changes so wrenching — and likely reductions in the scope or quality of health care for
many elderly and disabled people so substantial — that such measures could not pass.
Closing the Medicare financing gap is, most analysts believe, likely to entail a
combination of substantal program changes and substantial new revenues for
Medicare.

Some policymakers do not dispute this but argue that surplus funds should not
be transferred to Medicare outside of comprehensive reform. Pursuing such an
approach, however, entails reserving a sizeable share of the projected surpluses for
subsequent use as part of a comprehensive Medicare reform package. This is not the
course the Breaux plan follows. Rather than setting this money aside, the plan would
use it for a tax cut.

As a result, none of the on-budget surplus would remain. That would likely
make it harder, not easier, to fashion a comprehensive Medicare reform plan that can
pass in the years ahead.

One final point should be naoted. Some $203 billion of the $996 billion in
projected non-Social Security surpluses over the next 10 years consists of projected
surpluses in Medicare itself over this period. The Breaux plan would devote less than
this amount of the surplus to Medicare, since it would do no more than provide
prescription drug assistance. Thus, the Breaux plan essentially entails taking some of

the Medicare surplus in coming years and using it to make the tax cuts larger than they

otherwise could be.

Conclusion

The Breaux plan represents risky and imprudent policy. Its numbers do not add
up, and fully implementing it would result in a return of on-budget deficits. Morecver,
the plan would entail reductions in non-defense discretionary programs of up to $375
billion over the next decade and strand Medicare, leaving savings from program cuts
and program restructuring the sole source of revenue o restore long-term Medicare
solvency. Essentially, what the Breaux plan would do is use savings from cutting
domesHc discretionary programs, along with part of the Medicare surplus, to finance a
larger tax cut than the nation otherwise would be able to afford.

4
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July 22, 1999
MEMORANDUM FOR THE PRESIDENT
FROM: GENE B. SPERLING
SUBJECT: CBO’s Distorted Analysis of the President’s Budget Framework

The Congressional Budget Office’s (CBO) analysis is an enormously distorted case in which
they go to great lengths to manipulate our budget in the following three ways:

» Create the fiction that the Republicans have a budget with debt reduction during the first 10 years
by assuming cuts that would leave half the government eliminated by 2009.

> Ignore the exploding cost of the Republican plan in the second 10 years.

» Underestimate our degree of debt reduction by ignoring the amount of debt reduction from our
Medicare plan.

1. How CBO Exaggerates Republican Debt Reduction

Instead of analyzing either the Archer or Roth tax cut bill, CBO simply looks at the Republican
budget resolution and its $778 billion in tax cuts. In the Republican budget resolution they also
had a reserve of $180 billion. CBO assumes that they would cut discretionary spending $180
billion -- even beyond what we had estimated -- in order to manufacture this complete illusion
that they would have debt reduction in the first 10 years.

To understand how implausible this is, you must only make one point: if they were to cut this
additional $180 billion and just match our defense spending number they would have to cut
domestic spending in 2009 by approximately 50% across the board on everything from education
to health care to agriculture to veterans affairs to air safety to fighting crime to science. If any of
these areas were to be protected, the necessary cuts in the remaining programs would have to be
even deeper. Nonetheless, for purposes of creating a political document to suggest the
Republican tax cut plan has more debt reduction than us they legitimize this completely
implausible budget framework despite draconian cuts in 2009.

Another way to think of this is the following: Our budget is already tight on discretionary



spending. In 2009, we are below inflation by 2% and if you take into account our $120 billion in
defense spending our real cut would be over 10% in non-defense discretionary spending. Yet,
the Republican budget that CBO says would reduce the debt is $680 billion below ours in
discretionary spending.

2. The House Republican Tax Cut Plan Explodes to $3 Trillion in the Second 10
Years — Yet CBO Presents That Plan as Fiscally Responsible

While CBO historically guards against policy that would have long term dangers on
fiscal policy, they go out of their way to bless the Republican plan with debt reduction
even though an analysis of the Archer bill shows it would explode to $3 trillion in the
second 10 years and to $4.5 trillion including interest cost. The Roth bill similarly
explodes -- to $2 trillion in the second 10 years with an additional trillion dollars in
interest costs as well.

3. How CBO Inconsistently Scores Our Budget

With the Republican budget, CBO made implausible assumptions of spending cuts to
show debt reduction from on-budget. With us they do the opposite. They suggest that
due to baseline differences we are short by over $200 billion. Then they simply make
the judgement for us and say that we would eliminate virtually all of our debt reduction
from Medicare. First, we believe our baseline is right. Second, even if we use a
different baseline, they have no business assuming that the way we would deal with it is
to eliminate debt reduction in our Medicare plan instead of finding other measures to
deal with the shortfalls.

They also dispute our prescription drug numbers. You should know that we estimate
our prescription drug bill to cost $119 billion and we will have $73 billion in savings,
bringing the total cost of our prescription drug bill to $46 billion. CBO, on the other
hand, estimates that our prescription drug policy will cost $168 billion with only $57
billion in savings for a total cost of $111 billion. Our scoring is done by the career
professionals at HCFA who have repeatedly proved to be conservative. We stand by
our numbers.



July 22, 1999

MEMORANDUM TO THE PRESIDENT

FROM: JACOB J. LEW
GENE B. SPERLING

SUBJECT: House Republican Tax Proposal

Last night, the House Rules Committee passed the rule governing Floor consideration of the
Republican tax cut proposal. Floor debate on the bill also began late last night.

While this provision is highly problematic, it is difficult for us to know which way to criticize it.
On one hand, many will feel that any type of trigger is a fraud and that linking tax cuts to a
trigger would create confusion and uncertainty in the tax code that would be highly undesirable.
Furthermore, the capital gains tax cut and most of the estate tax cut takes place immediately.

On the other hand, it also seems like they tied much of the across the board tax cut to reducing
the debt-- subject to limit — which under the current plan would not happen for 15 years. We do

not know whether or not they intended to be this strict or whether it is a mistake.

We have started to review the provision, and while the language is very confusing, our
preliminary understanding is that:

J A capital gains and an estate and gifts tax cut would take effect immediately;

J An across the board individual income tax rate cut of 1 percent would also take place
immediately;

° An additional 9percent across the board tax cut, and the eventual elimination of the estate tax,

would be tied to a trigger that would take effect when debt subject to limit was the same
or less than in previous years. Under the Republican tax cut policy, this would not
release the trigger on the balance of the tax cut for nearly fifteen years; and

o The trigger does nothing to guarantee public debt reduction. Rather, it only contains a Sense of

the Congress resolution that public debt should be reduced.
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Dear Mr. Chairman:

I am enclosing for your information distributional tables prepared by Treasury for the Taxpayer Refund Act
of 1999, as reported by the Senate Finance Committee. These tables provide an additional perspective
on the distributional effects of the Act to the tables prepared by the Joint Committee on Taxation (JCX-50-
99). Most importantly, the Treasury tables reflect the effect of the provisions of the Act when fully phased
inrather than annually over the first five years, measure the change in tax benefit rather than the change in
taxes paid, and include the effect of estate taxes. The Treasury tables show the distribution of tax among
families whereas the JCT tables refer to tax units.

As you know, some have raised concerns about Treasury’s use of “Family Economic Income” in its
distributional tables. In response to those concerns, we have prepared two tables for the Taxpayer Refund
Act0f1999. The first ranks families by their Family Economic Income and the second by their “Cash
Income.” CashIncome is very similar to the income concept used by the Congressional Budget Office in
its distributional analyses. The two tables show nearly identical results for the percentage distribution of
the tax reductions from the Act at all income levels. A similar letter has been sent to Senator Moynihan.

Sincerely,

Linda L. Robertson

Enclosures
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Major Provisiona In the "Taxpayer Refund Act of 1899

(2000 tncome Levels)
Total Tax Change Parcant of.
Number Avarage Cumrent
of Tax Pereent Federal After-Tax
Famiy Roonomic Families Change Amount® Distribution Taxex' incoma’®
Incoms Quintile? (mBiions) 5 (3w (%) (W) (%)
Lowest® 224 -12 218 03 2.1 0.1
Sacom 20 -107 2,469 25 3.6 05
Third 230 415 9,555 98 5.2 14
Fourth 30 894 -20,681 20.7 5.7 1.4
Highest 2.0 +2,885 66,490 889 8,7 1.8
Tow® 132 -863 -89,390 1000 58 15
Top 10% 18 2,811 43,833 44.2 5.0 1.7
Top 5% 88 4,999 28,838 28.0 44 1.8
Top 1% 12 9,207 10,638 108 4.0 1.2
Oapartment of the Treasury July 22, 1959

Offica of Tox Analysis

(1) Thiatabic distributes the estimatad change In tax burdens dus to tha ma)or provisions in the "Taxpayar Refund Act of 1889
which Include: reducing the 15% Income tax rate to 14% and expending the 14% rate hracket: allowing mamied taxpayars to aléct
fo flle single retuma on a combinad form; extending the marting point of tha EITC phase-out range for joint fllers; expanding
the child and dependent cars tax credit; allowing personal credite snd exernptions against tha AMT: ralsing the cantribution
limits for deductible and Roth IRAs {0 85,000 and for definad contribution pansion plane (.g. 401ks) 1o $15,000 end allowing
50% highar contribution limita far taxpayars aver age 50; ralaing the income limits for deductible IRAS and repsajing the Reth IRA
Income limits; permanently extonding empioyer-provided eduestional assisanca and induding gredusts courses; and reducing the

fates, converting the uniflad eredi to an axamption, and increasing the axemption ({o §1.5 million) for the estats tax,

{2) Family Economic income (FEI) Is a broad-based income concapt. PEI 18 construcied by adding to AG! unreporisd and under-
reported incoma; IRA and Keogh deductions; noraxable transfer payments such as Soclal Securtty and ARDC; employer-
provided fringa benefits; inside bulid-up on pensions, 1RAS, Keaghs, and life insurancs; tax-exempt intersat. and imputed rant
on ownef-occupled housing, Capital gains are computed on an accrual bazls, adgjusted for infition to the sxtent that reliable
data allow, Infletionary losses of lendars are subtracten und gains of bomowers are added, There I8 al30 an adjusiment for
acceleratad deprecintion of noncorporate businessea. FEI ls shown on a family rather than a tax-retum Basis. The aconomic
Incomes of all members of a family unit are added to arrive at the family's acanomic income used in the distributions.

(3) The change in Foderal taxes (s catimated at 2000 incomea evels tat asauming long run (2008) law. The change In Burdans from
Increases in ratirament cantributien and income imiis |s masaurod as the present value of tx savings on ane year's contributions.

(4) The taxas Included are individual and corporats income, payroll (Social Scaurity And uwnempioyment), exclesa, customy dutlas,
and extate and gifttaxes. The individual incoms tax is assumed to be bome by payars, the corporate income tax by caphtal
generaily, payroll taxas (employer and employee shares) by laber (wages and seil-amployment Income), axelees on purchases
by indlviduais in propertion to relative consumption of the taxad good and proportionataly by labor and capital and excises
on purchases by buslnessos and customs dutiea proportionataly (0 (abor and capital, Bnd the estata tax, by decedants.

Federal taxas aro astimatad at 2000 incomo lavels bt assuming 2009 law and, therefore, exciuda pravisions that expire prior
to the end of ihe Budget period angt are adjusted for the effacts of unindexad paremsters,

(6) After-tax Income 15 Famlly Economic Income less current Fedara) taxes,
(6) Fumilles with negative Incomes are exciuded from the fowest quintile bt Includad In the total lina.

NOTE: Quintiea begin at FE! of; Second $17,888; Third $34,844; Rourth $89,018; Mighsat $100,767; Top 10% $140.68%; Tap 5% $180,835; Top 1% 5462083
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« 7% 7 " stajor Provisions in the "Taxpayer Refund Act pf 1999
(2000 InSom Levels)
g Toll TeX Crange "“":“:"9‘
Number Aversge ’ Percont Parcam aof
of Tax

Cash Gash Income
income Familles Changs Amourd! Dw:)“m %)
Quinille? (mitions) ® (8M) (

Lowest! 2A .15 334 a3 02
Secand 230 113 U 20 a5

Third 230 ™ am 8.1 10
Fouth 20 901 -20.741 208 14
Highost 2.0 2,892 £6617 67.0 7
Total* 148.2 88 99,308 100.0 1.4
Top 10% "6 3865 44513 a8 1.8
Top 6% 58 .5,168 29,757 289 15
Top 1% 12 9,500 11,024 11 10

“epartmont of the Treasury ‘ Ty 22, 109
Ofco of Tax Analyala

{1) This table distribuies the extimated change (n tax burdens due to the major proviaions in the "Taxpayar Refund Act of 1889
which includa: raducing the 15% lncomoe tax rate ta 14% and expanding the 14% rate bracket: altowing marriad taxpayers 1o elact
1o file aingle retums on a combined form::axtending the mtarting peint of the BITC phass-out rangs far joint flicrs; expanding
the cilid end dependent ceva tax credit; allawing personsl cedlits and exemptians againgt the AMT; ralsing tha contribution
fimits for deduciible and Roth IRAS tn 35,000 and for dannad contiibulion pension plans (e.9, 401k9) 10 $15,000 and allowing
50% higher comribution timie for taxpayers over aga 6O; ralsing tha Income imits for deductibia RAS snd repaaling the Roth IRA
income limits; pormanantly extending ampioysr-previded educsiional assisiance and including gradualo coursas; and reducing the
rates, converting tha untfiad eredit 1o an axemption, and increasing the axamption (10 $1.5 million) for the astate tax.

(2) Cath income canslets of wagea and salerias, net income from a business of fasm, taxadle and tax-axempt intorwsl, dividends,
rent3 incoma, rarlizad caplial gains , cash transters from tho govemment, and resirement densfits. Empioyer
contribulions for payroll taxes and tha fegers) corporate ineame tax Is addad to place cash on a pro-iax basls.

Cash incame Is ¢hown an a family rather than on @ tax refum beaty, The cadh InconTsa of all members of a famlly are
added to ammivo &1 tho family’s cash Incoma uasd In the distributians,

(3) The chango in Federal laxas (s asimated &t 2000 lncame levels but asauming long fun (2009) law. Tha chango in burdens from
Increaass in retirement cantdution and income {imits |s measzod as the presant value of tax savinga on one year's contributions,

(4) Famifies wih negave tncomas ere exciuded from the Kowast quintie bit tncluded in the fotal Line,

NOTE: Quintiet begin st caah income of: Second $48,420; Third $30,864, Foun) 349,862, Highest $81,667.
Top 10% $115,230; Top 5% 3154,600; Tap 1% $346,659.




EXECUTIVE OFFICE OF THE PRESIDENT
OFFICE OF MANAGEMENT AND BUDGET
. WASHINGTON, D.C. 20503

June 28, 1999

© - " The Honorable J. Dennis Hastert
* ¥ Speaker of the House:
- . of Representatives
. Washington, DC 20515

Déar Mr Speakér:

TP T YT

~Section 1106 of Title 31, United States Code, requires that the President transmit to the
Congress a supplemental update of the Budget that was transmitted to the Congress earlier in the 3
year. This supplemental update of the Budget, commonly known as the Mid-Session Review, .
contains revised estimates of the budget receipts, outlays, and budget authority for fiscal years _ ’
1999 through 2004 and other summary information required by statute. :

Sincerely,

Jacob J. Lew
Director

Enclosure

Identical Letter Sent to The President of the Senate




SPEND]NG - | - | Crveeetseens
,--_FR.AMEWORK FOR SOCIAL SECURITY AND MEDICARE REFORM ..... SO TR SO SO

~;. TABLE OF CONTENTS

. All years referred to are ﬁscal years unless otherwxse
" noted. '

. All totals in the text and tables dJsplay both on-budget"
.. and off-budget spending and receipts unless otherwise
_ noted :

. Detalls in the tables and text may not add to totals.

. Web address: httpylwww.gpo.gov/usbudget

because of rounding.

to

0w o = B

11
15
19
25




ivnivVi(LIST. OF . TABLES

Page

Table 1. Receipts, Outlays, and Surplus—Pending Social Security and Medicare Reform............... 3

.Table 2. Economic ASSUMPLIONS..cciiiivieieierieteeieriieeseete s eressessseeseseesessesssssnsessssenes 8

.Table 3. Change in Receipts........ccorurueene. ettt sttt ere e nenasins eeveeeresieneabsenees it sae b et 10
Table 4. Change in Outlays........cccccviveevrreecerrevoensceeressrennnes rrenesae e e tade T e e B e e e e e dn e 13
i+ Table 5. Framework for Social Secunty and Medicare Reform ........c.....conueuee. vt eneas oo 16
Table 6. Allocation of Budget Resources, 2000-2014 ........... JES eeeenerenees S U SO 17
Table 7. Current Status of Discretionary Spending Limits.......cccoceiveesrisesieseseescscivnierssesssssnessessrsnsasios 20

Table 8. Net Cost of Pay-as-you-go Legislation Enacted as of June 20, 1999..._-. .............................. e 23

s Table 9. Estimated Spending from 2000 Balances of Budget Authority: Discretionary Programs ..... 25
' Table 10. Outlays for Mandatory Programs Under Current Law.........cc..coeeeeereervereenenessenesresessensssennns 25
Table 11. 15 Year Budget TOLALS .......ccccceceerireiueeeeeirieseerenesecsesenssesesssssessesesssnsessssessensensanesansassessssssessaneseen 26

Table 12. .Mandatory and Revenue Proposals......__.......- ............................................................................... 27

Table 13. Tax Relief Proposals Including Soc1al Secunty and Medlcare Reform ................................... 30

Table 14. Effect of Proposals on Recelpts ................................................................................................... 31

Table 15. Outlays by Category ... oo e et s svasesseesss s seeeessstsseenesensssneesmaesseees 35

Table 16. Recelpts by Source .................. ..................................................... 36

Table 17. Outlays by Agency ..... ............................ 37

Table 18. Outlays by FUNCHON.......covoiiiviriieirieeetcc ettt st et vs e e e e s et esssasessansesesesseraessnen 38

Table 19. D1scret10nary Budget Authority by Agency . ..................................................... 39

Table 20. Discretionary Budget Authority by Functxon .......................................................................... 41

Table 21. Federal Government Financing and Debt mth Socxal Security and Medicare Reform ........ 42

Table 22. Federal Debt with Social Security and Medicare Reform.................. [ 43




EXECUTIVE SUMMARY

Last year, after five consecutive years of
declining deficits, the Federal budget was
brought into balance.- In fiscal year 1998,
an unprecedented sixth consecutive year of
improved fiscal results, the Federal Govern-
ment produced its first budget surplus in
29 years.

balance the longest such’ series in history
with an even larger surplus than in 1998.
These will be the first back-to-back surpluses
“since the mid-1950's.’

' budget surplus (over-and-above ‘the amount
of the Social Secunty surplus) for the first
t:Lme in 40 years. o

- In his first budget, submltted in the Admm-'

istration’s first'days in 1993, President Clinton
confronted the then-record deficit with a
program of budget savings totaling $505
billion over five years more than half of
which came from spending cuts. This program
_ injtiated a virtuous cycle in which deficit

reduction caused interest rates to fall and . “and Medicare in a timely fashion, and from

‘a position of fiscal strength, rather than

_ investment to boom, leading to an unprece-
dented combination of declining inflation, sus-
tained g'rowth and further budgeta.ry 1mprove-
“ment. :

1o

. The Administration how projeets that the"

overall surplus for 1999 will be $99. billion,

- the - largest .surplus ever - in dollar terms,

- and “the :largest: as -‘a percentage of GDP

since 1951.-The projections in this - Review -

show -the surplus growing -to $142 billion
.in " fiscal year. 2000. Indeed, improvements
in. the outlook just in the five months since
. the President’s February budget submission

have added $179 billion to projected budget .-
surpluses for the next five years, over half .. :

a trillion dollars to surpluses projected for
the next ten years, and over a- trillion
dollars to surpluses projected for the next
15 years.

‘A large portion of this impressive improve-
ment in the budget outlook stems from im-
provements in economic performance over-
and-beyond what was projected in the Feb-

Fiscal year 1999 will mark the
seventh consecutive year of improved fiscal

o } Moreover, next year's"
* budget is projected to show a modest on-

ruary budget. The U.S. economy continued
to outperform projections with strong, non-
inflationary growth and further declines in

“unemployment, "despite the expectation that

economic activity would slow. The robust
economy produced higher incomes that in
turn generated stronger revenue growth. Tech-

“nical reestimates added to the increase in

projected receipts and also reduced outlays.
Thus over the next ten years surpluses

“are now projected to total $517 billion more

than was expected i in Fe_bruary
With our ﬁs'e.al -house 'in order for the

-first time in two generations, we now have

the means and the opportunity to address

" the long-term solvency problems of the Social

Security and Medicare programs. We have
solved the structural deficit, and thereby

"laid the necessary groundwork to eliminate

the generational deficit that “remains. We
are now in a position where we can—if
we so choose—address the watershed issue
of the long-term soundness of Social Security

continuing to postpone action untxl the costs
mount further

The major elements of the Adm1mstratmns
framework to save and reform Social Security
and MedJca.re are: e :

s Social Secunty ’I'he framework includes
“+'a- strong and- effective Social Security
lockbox to ensure that Social Security sur-
pluses are not used for other purposes.
This lock-box would provide a double pro-
tection, not only ensuring that all of the

" off-budget surplus is locked away for So-
" cial Security, but also dedicating the re-
sulting interest savings to strengthening
the solvency of Social Security. The sol-
vency of Social Security would be extended
by allocating general funds to Social Secu-
rity from the on-budget surplus to reflect
savings in interest costs resulting from re-
duction in Federal debt, and by investing

a limited share of the general funds that

1
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are transferred in corporate equities to
earn a higher return.

Medicare. The framework would invest
$794 billion to strengthen Medicare over

the next 15 years. It would provide a new
prescnptlon drug beneﬁt that would mod-

" ernize Medicare, lncreasmg efficiency in
the overall health care system and reliev-,

ing a sxgmﬁcant out-of-pocket - ‘burden on
_much of the senior populatlon "It ‘would
" provide additional resources to extend the

solvency of the Hospital Insurance trust ° '
fund well beyond the current 1aw date of N
'~ 2015. .

Investment in: natlonal needs
framework - provides an addxtxonal $522
billion for discretionary programs over the
next fifteen years, $41 billion more than

“. was proposed in February. This increase

"is proposed to occur in the later years of
- the fifteen-year period when budgetary

conditions permit, and is necessary to keep

discretionary spending close to the pace
of inflation. Increased resources for mili-
tary readiness would ensure that the Na-
tion’s defense forces maintain high levels
of performance. Investments in other pri-
_ orities for a secure future would ensure
sufficient funding for essential government
functions such as veterans affairs, environ-
mental protection, health research, farm
security, and protecting Americans at
home and abroad. Finally, a new trust
fund for children and education would
- strengthen the Nation’s ability to raise
educational achievement and improve the
_ health and well bemg of ch1ldren

Umversal Sav1ngs Accounts (USAs)
The framework includes targeted tax relief
through Universal Savings Accounts
(USAs) that will make retirement savings
universal. The USAs would be phased in,
and would subsidize Americans’ retire-
ment savings through tax breaks totaling

Thé

$540 billion over fifteen years. The USAs
are in addition to the Administration’s

-+ other tax relief proposals contained in the

‘" February budget that provides an addi-
tional $76 billion of fully offset tax cuts
over ten years to make health and child
“care affordable, . provide incentives for
school construction, extend expiring provi-
sions of the tax law, and advance other

. important goals. Over the next ten years,
the Administration proposes a total of
$327 bllhon in tax rellef

o Debt reduction. The Administration’s
" budget framework reserves the off-budget
surplus for Social Security through a
.lockbox mechanism which ensures that the
off-budget surplus is used to reduce pub-
‘licly held debt. Reducing publicly held debt
.reduces future interest costs on that debt.
Reducing interest payments creates on-
budget resources which can be transferred
to the Social Security Trust Fund to ex-
tend its solvency. The transfers to the
Medicare lockbox also reduce debt held by
the pubhc -

The Administration’s framework for Social
Security and Medicare reform allocates the
total budget surplus over the next fifteen
years to extend the solvency of Social Security
and Medicare; create Universal Savings Ac-
counts to boost private retirement saving
through tax cuts; and invest in military
readiness, education, and other critical na-
tional needs. The framework breaks new
ground in proposing an on-budget balance
year by year, for each of the next 15
years, even after the additional initiatives

. proposed by the President. This approach

represents . an historic step toward further
safeguarding the Social Security surpluses,
and ensuring that they add to national sav-
ings, and thereby help prepare the Nation
for the retirement of the baby-boom genera-
tion.



Table 1.

(Dollar amounts in bllllons)

RECEIPTS, OUTLAYS, AND SURPLUS—PENDING SOCIAL SECURITY AND MEDICARE REFORM

1998

Actual 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009
February Budget estimate: _ E
Receipts 1,721.8 1,806.3 1883.0 19333 2,007.1 2,075.0 2,165.5 22653 23643 24740 2,588.3 2,707.7
- Outlays 11,6526 1,727.1 1,765.7 1,799.2 1,820.3 1,893.0 1,957.9 2,034.0 2,0815 2,1535 22343 23147
" Reserve Pending Social Secunty and Medlcare Reform.. 69.2 79.3 117.3 1341 186.7 182.0 2076 231.3 2828 3205 3540 393.1
Surplus ............. b Eerer et s st e e e s e s - 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
Mid-Session estimate: ’ :
Receipts 1,721.8 1,826.3 19142 19634 20344 2,112.7 2,205.7 23126 24195 25361 26568 2,784.3
“ Outlays 1,6562.6 11,7275 1,771.7 1,795.2 18148 1,889.9 19520 2,026.1 2,076.2 2,1474 22292 2310.9
. Reserve Pending Social Security and Medicare Reform.. .69.2 98.8 1425 1682 2196 2228 2536 2865 3433 388.7 4276 473.3
SUIPIUS ceeccrceicenerere s s et e s s are e e sranes 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 00 00 0.0 0.0
Memorandum:
Mid-Session estimates as a percent of GDP:
ReCEIPLS oottt et et csene 20.5 20.6 20.7 20.4 20.3 20.1 20.0 200 20.0 20.0 20.0 20.0
OULIAYS ettt senstsass st sasestsnsen 19.7 19.5 19.2 . 187 18.1 18.0 17.7 17.6 17.2 16.9 16.8 16.6
Reserve Pending Social Security and Medicare S
Reform ....cocoveieieiciecc e 0.8 1.1 15 17 2.2 2.1 2.3 25 - 28 31 3.2 3.4
SUIPIUS o et ettt 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0 0.0
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ECONOMIC ASSUMPTIONS

Introduction

The Nation’s recent economic performance

is the best in over a generation, combining

strong growth and low unemployment with
low inflation and low interest rates. The
economic expansion that began in April 1991

~is now the second longest on record. Job - . o o o swiftly cut the Federal funds

,:._"rate target by three-quarters of a percentage
to expand their payrolls month after month. - point to 4% ‘percent. By year-end, this prompt

. action had restored stability to the markets

opportunities abound as businesses continue

The overall unemployment rate ‘has’ fallen
Despite .

to the lowest level in 29 years.
" rapid growth, inflation remains subdued. The
“Misery Index"—the sum of the unemployment

and inflation rates—is at the lowest level'

since the 1960s.

"In this extraordinarily healthy econoxnic

environment, there is great optimism. Surveys

of consumers reveal the highest level of .

confidence in three decades. Business opti-
mism is evident in the continued robust

growth of investment. Domestic and foreign -
financial . investors’ confidence in the future -

of the U.S. economy is apparent from their

eagerness to invest in the United States.::

The - economy’s outsta.ndmg performance’ in

recent years has been fostered ‘by prudent
- fiscal and monetary policies. The - Omnibus’
- Budget Reconciliation - Act of 1993 (OBRA)

“‘and the Balanced Budget Act of 1997 (BBA) -
‘ended an era of large and growing budget °
deficits and in its place created the prospect::

‘of large and growing surpluses. The budget

balance has'swung from a $290 billion deficit
in 1992 to a $69 billion surplus last year— -
*-the first surplus’ since 1969. In 1999, the " :

surplus is estimated to rise to $99 billion,

- GDP, that would be .the. largest. surplus
since 1951. Together,’ OBRA, the BBA, and
.the continuing extraordinary -performance , of

" - the economy are estimated to have improved . .
the budget balance compared - with .the pre-""l
OBRA 1993 baseline by a. cum_ul_atlve total .

of $4.4 trﬂhon over 1993-2002.

Monetary policy has also played a crucxal.'

"role in the ' economy’s - superb - performance

"by reducing inflation® without impeding eco-

~through February 2000—as
* private- and public-sector forecasters expect—

nomic growth. During this expansion, the
Federal Reserve has tightened monetary policy
when inflationary pressures threatened, and
relaxed policy when growth appeared to be
in jeopardy. Last fall 'and winter,” when
turmoil in financial markets restricted credit
to even financially sound borrowers, the Fed-

and confidence to investors, consumers and

. businesses—and the economy expanded in
. the fourth - quarter at the fastest pace in
. two and a half years.

The combination of healthy growth low
inflation and sound fiscal and monetary poli-
cies bodes well for the future course of
the economy. If the expansion continues
virtually all

it will become the longest running expansion
ever. There is every reason to believe that
the expansion will cc_)ntmue well beyond that

'-record settmg date.

: Recent Developments

Real Gross Domestic Product (GDP) ex-
panded at-a robust 4.3 percent annual rate
in- the first quarter of this year, following

-'a’ 6.0 percent .rate. in the previous quarter

and a 4.3 percent increase over the four

. quarters of 1998. Growth :in the first quarter
" of this year continued to be led by business

capltal spendmg and res1dent1a1 investment.

Growth ‘of consumer spendmg, which was

or 1.1 percent of GDP.. As a percent. of n also strong last year, increased further this

" year. Thanks to the enormous gains in house-

holds” stock market wealth ‘during the past
four and a half years, consumers have been

- willing and able to spend more out of their .
-after-tax incomes. In fact, in the first quarter,
-high consumer -spending sent the savings
.. rate :into negative territory. Although low

saving is not desirable on a long-term basis,

-it is an indication of high consumer confidence
- and the strength of the economy. State and

local government spending also grew. rapidly

5



R

- :"J

»....1 million new jobs,

MID-SESSION REVIEW

in the first quarter, as governments continued
to use part of their unexpectedly large budget

surpluses to supplement outlays in lugh pnor-

LAV A

1ty areas.

Robust growth in private, and State and

v local spending in the first ;- quarter more
:than. offset. a dechne in Federal Government - -
L spendmg and. .4, s1gmﬁcant w1demng of the .
net .. export .. deﬁc1t .Partial ; information for -
. the second quarter suggests that the economy’
continues to. expand, -although GDP growth
. probably slowed from the first quarter’s pace.:

(The first official estimate of second quarter
- GDP, growth w111 be available on July 25th.)

“ The ConsumerPrice Index (CPI) “rose at‘,_,
_ 'a 2.6 ‘percent annual rate during the first:
- five months of 1999, compared with a 1.6
" percent increase during 1998. The acceleration .’
was entirely due to a bounceback in energy

prices this spring, following their precipitous

drop during the prior two years. Excluding ' -

the volatile food and energy . components,

.. the core CPI rose at only.a 1.8 percent :-

.annual rate during the first ‘five months

of 1999, down from the 2.4 percent increase
. during. 1998. The GDP chain-weighted price -
,index, a broader measure of inflation than
the CPI, rose at a 1.6 percent annual rate
in the first quarter, not much faster than.

the 0.9 percent rise during all of 1998.
Not since the early 1960s has overall mﬂatlon
been thxs low

Dunng the ﬁrst ﬁve months of this year,
the Nation's payrolls expanded by almost

because of recessions and weak demand over-

. . seas, and the resultant stiff competition from

imports,
job growth was more than made up by
large gains in constructlon and service sector
payrolls.

Strong job growth has pulled the unemploy-
ment rate down ‘further this year. In May,
it was just 4.2 percent. The last time the
unemployment rate was lower than this was
in January 1970. Unemployment rates have
fallen to low levels for all demographic groups.
The unemployment rates so far this year
for Blacks and for Hispanics are the lowest

bringing the total job
"creation since this Administration took office .
. to 18.7 million. - Although manufacturing and
- mining payrolls continued to shrink this year

this restraint on 'overall payroll |

since record keeping began over a quarter
century ago.

Tight . labor ‘markets have resulted in size-
able gains in workers’ paychecks, even after
adjusting for inflation. Over the past twelve
months, average hourly earnings have risen
3.6 percent, 1.6 percentage points in excess
of the rise in the CPI over the same period.
Despite falling unemployment, nominal earn-
ings gains have moderated: this year from
the 4 percent increases of .a year or two
'ago, even-''as ‘real. gains. have continued.

Interest ‘rates, especxally at the long end

of the matunty spectrum, . have risen this

. year.. The three-month Treasury bill rate
_'edged up from 4.4 percent in- December
. to 4.6 percent in late June.- The “yield on
the 10-year Treasury bond. rose from 4.6
percent in December to 6.0 pereent recently.

Despite rising interest. rates, there was
. _evidence of continued confidence in the future
“course of the economy. The major equity
markets have more than tripled in the last
six and a half years. This is the best
market performance in the postwar period.

Revised Economic Assumptions

Economic developments this year have gen-
erally been more favorable than envisaged
in December when the Administration formu-
lated its economic assumptions for the Budget.
Real growth so far this year has been stronger
than projected- in the Budget assumptions.
As a consequence, the unemployment rate
has fallen further this year, rather than
rising slowly as expected. Productivity growth
has also been higher than expected, exceeding
its long-term trend even taking into account
the strong growth of demand. Despite the
tighter labor market this year, the core
CPI inflation rate has slowed from its 1998
pace. Interest rates, however, have moved
up somewhat more than was forecasted in
the Budget, perhaps in part because growth
has been faster than expected and the unem-
ployment rate has been lower.

The economic assumptions underlying the
budget projections presented in the Mid-
Session Review have been revised to incor-
porate these recent developments. While the
overall contour of the economic assumptions




ECONOMIC ASSUMPTIONS®

has not changed, notable revisions have been
made to the projections of real GDP growth,
productivity growth, the unemployment rate,
and inflation and interest rates. The Adminis-
tration, like most forecasters, still expects
the pace of economic activity to moderate
to a rate that can be maintained over the
long run without provoking higher inflation,
according to mainstream, conservative esti-
mates.

The Mid-Session assumptions are similar
to those of the Blue Chip consensus (an
average of 50 private sector forecasts). As
such, the economic projections provide a rea-
sonable, prudent basis for projecting the budg-
et.

:In light of the ongoing strength of the
economy, indications that trend productivity
growth may have risen, and evidence that
labor force growth may be a bit higher
than projected previously, the Administration
has revised upward its projections of both
actual and potential real GDP growth. Meas-
ured from the fourth quarter of 1998 to
the fourth quarter of 1999, real GDP growth
is now projected to be 3.2 percent, compared
with 2.0 percent in the Budget. During
the following years through 2004, the average
annual GDP growth is projected to be about
one-tenth percentage point higher than pre-
viously projected. During the six years
1999-2004, growth is now projected to average

2.5 percent annually, instead of 2.2 percent. -

The long-run,
growth rate of the economy—potential GDP
growth—can be decomposed into the trend
growth of labor productivity plus the growth
of total labor hours. The Administration's
estimate of potential GDP growth is now
2.8 percent per year during 1999-2002, up
from 2.5 percent in the Budget assumptions.
The revision is due to a higher rate of
trend productivity growth, now estimated to
be 1.6 percent annually through 2002, com-
pared with 1.3 percent previously. The growth
rate of total labor input, which combines
the growth rates of the population, labor

- force participation and the workweek, is pro-~
jected to be 1.2 percent per year, unchanged :

from the Budget assumptions. Slightly faster
growth of the population is assumed to be

sustainable noninflationary .

offset by slightly slower growth of the part1c1-
patlon rate.

Potential GDP growth during 2003-2004
is projected to be just under 2.6 percent
per year. That is slightly lower than during
1999-2002—when trend productivity growth
is expected to be boosted by the ongoing
capital spending boom—but higher than the
2.4 percent growth in the Budget assumptions.
Trend productivity growth is now assumed
to slow to 1.4 percent beginning in 2003.
In the Budget, trend productivity growth
was assumed to be 1.3 percent yearly through-
out the projection horizon. Total labor input
during 2003-2004 is projected to rise 1.2
percent annually, the same pace as during
the earlier years of the . projection period.

Real GDP growth during the next few
years is projected to be slightly below the
growth of potential GDP, which would be
consistent with a gradual rise in the unem-
ployment rate. Beginning in 2002, the unem-
ployment rate is projected to remain on
a plateau of 5.2 percent, the center of the
range the Administration now estimates is
consistent with stable inflation. This rate,
which is one-tenth percentage point lower
than that assumed in the Budget, reflects
the recent experience of historically low unem-
ployment, slowing nominal wage growth, and
continued low core inflation. The economy
now appears to be able to operate at a
slightly lower unemployment rate without
triggering higher inflation. " .

The CPI inflation rate has been ralsed
by one-tenth or two-tenths of a percentage
point annually ‘During the next ‘few years,

" the gap between the projected ‘unemployment

rate and the estimate of the sustainable
rate is expected to be larger than projected
previously, implying slightly higher inflation
than previously. The projection of the GDP

chain-weighted price index has  also been
revised up slightly. Even after these upward
revisions, the . projected inflation rates are
very low by - historical standards: -in the
outyears, the CPI is expected to increase

" just 2.5 percent annually, while the GDP
- chain-weighted price index is prOJected to

rise 2.2 percent.

. The Mid-Session Review interest rate projec-
tions have been revised up to reflect the
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~ higher inflation rate projection.” Adjusted for

inflation, interest rates are unchanged from
those in.the, Budget. The 90-day: Treasury -

" . bill rate is pro_]ected to be a.round 4. 6 percent ...
L throughout most.- of the projection period.
. The yield. on the 10-year -Treasury note

is prOJected to be around 5 6 percent. ;;

Taxable incomes  as a .share. of nominal

- GDP are expected .to be slightly- lower than

in the Budget assumptions, primarily because
of lower projected pre-tax book profits. The

. revision reflects new, higher estimates of

corporate depreciation which reduce pre-tax

“proﬁts,-all;_other things equal. The shares
- of other components of taxable income in
. GDP are essentially unchanged

Table 2 ECONOMIC ASSUMPTIONS

. (Calendar years; dollar amounts in billions) -

... Actual : .. . . Projections . .

Yoo

<1998 1999 -2000 2001 2002 2003 2004

Gross Domestic Product (GDP):?
Levels, dollar amounts in billions: -
Current dollars .........iieennennincnensiisssene e
- Real, chained (1992) dollars ...........cocrerererrencraeracree.
Chained price index (1992 = 100), annual average
Percent change, fourth quarter over fourth quarter:
Current dollars .........cceceeerervencnne. erereresesaserersnsaseans
Real, chained (1992) dollars .........coceiveieevercrrneseccncns
Chained price index (1992 = 100) .....ccccecvverimrenensecnens
Percent change, year over year:
Current dollars .........cceceeevvcrreeieeerereereee e ereeeesvaneevens
Real, chained (1992) dollars ........ccceveceevemecveerecreecnen,
Chained price index (1992= 100) ......ccccoeervviirnrrerunnee

Incomes, billions of current dollars:1
Corporate profits before tax .......cccccovemreencnicensncnnn.
Wages and salaries .......ccccocvereniinniiierenieeeecsceeeeenenen.
Other taxable income 2 .........cccccrvveenvecrnerereencnmeresenna

Consumer Price Index (all urban): 3
Level (1982-84 = 100), annual average .........cccoueun-e.
Percent change, fourth quarter over fourth quarter
Percent change, year over Year ...........coveeeeneenn.

Unexﬂployment rate, civilian, percent:
Fourth quarter level ...................................................
Annual BVETAZE ..evrrrrrrrcrreersararaeeressaererrsrsessscenroseenssns

Federal pay raises, J anuary, percent:
MIlItary 4 .o e

- Interest rates, percent:

‘91-day Treasury bills € ......cocccvrevvvreiiviracicecceenenea,
10-year Treasury Notes ....c.cccceecerenererscescereennenss

8,511 8,953 9,333 9,724 10,154 10,639 11,145
7,552 7,844 8,028 8,196 8,374 8,587 8,801
112.7 114.1 116.2 118.7 121.3 1239 126.6

52 48 42 42 46 48 48
43 32 21 21 23 26 25
09 15 20 21 22 22 22

49 52 4.2 42 . 44 4.8 4.8
39 39 24 2.1 2.2 2.5 2.5
1.0 13 1.8 2.1 2.2 2.2 2.2

718 750 722 743 763 797 830
4,150 4,388 4,578 4,764 4,964 5203 5,451
1,768 1,839 1,891 1,946 2,007 2,074 2,151

163.1 166.6 170.6 1747 179.0 183.5 188.1
15 24 24 2.4 2.5 2.5 2.5
16 - 22 24 2.4 2.5 2.5 25

44 43 4.7 5.1 5.2 5.2 5.2
45 43 45 4.9 52 5.2 5.2

28 36 44 3.9 3.9 3.9 3.9
28 36 44 3.9 3.9 3.9 3.9

48 45 45 4.5 4.5 4.6 4.6
53 54 55 5.5 5.6 5.6 5.6

1Based on information available as of May 1999.

2 Rent, interest, dividend and proprietor’s components of personal income.

'

3CPI for all urban consumers. Two versions of the CPI aredpubhshed The index shown here is that currently used, as

required by law, in calculating automatic adjustments to in
changes in methodology.

4 Beginnin
lowances wj be determined by the Secretary of Defense.

vidual income tax brackets. Projections reflect scheduled

with the 1999 increase, percentages apply to basic pay only; adjustments for housing and subsistence al-

5 Overall average increase, including locality pay adjustments.
6 Average rate (bank discount basis) on new issues within period.
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RECEIPTS

‘The current estimates of receipts for 1999
and 2000 exceed the budget estimates by

$20.0 billion and $31.2 billion, respectively.

The estimates for subsequent years have
been revised upward by $27.3 billion to
$40.1 billion. These changes result primarily
from revised economic projections and tech-
nical reestimates. '

Revised economic projections increase re-
ceipts by $16.6 billion in 1999, $19.4 billion
in 2000, and $20.0 billion to $33.2 billion
in each subsequent year. Higher levels of
wages and salaries and other sources of
personal income increase collections of individ-
ual income taxes and payroll taxes by amounts
rising annually from $11.5 billion in 1999
to $40.3 billion in 2004. Higher levels of
nominal and real GDP, which affect excise
taxes, and higher interest rates, which affect
deposits of earnings by the Federal Reserve,
also contributé to the increase in receipts
in each year. Beginning in 2001, lower shares
of corporate profits in GDP reduce collections
of corporation income taxes by amounts rising
annually from $3.9 billion in 2001 to $7.1
billion in 2004. Customs duties are reduced
in each year, reflecting lower levels of imports
than forecast in January.

Net technical adjustments increase receipts
by $3.4 billion in 1999, $9.9 billion in 2000,
and $6.7 billion to $11.5 billion in each
subsequent year. These net increases are
in large part attributable to higher-than-

anticipated collections of individual income
taxes and estate and gift taxes, which are
partially offset by lower-than-anticipated col-
lections of "corporation- income taxes. The
technical revisions in individual income taxes
and estate and gift taxes primarily reflect
the continued strength of the stock market
and its effect on capital gains and the
asset value of estates and gifts.

 Administrative actions and revisions in the
Administration’s proposals have a small effect
on receipts in each year. The largest change
is due to a new proposal to modify the
individual incomie tax prior-year safe-harbor
thresholds. This proposal increases receipts
by $1.8 billion in 2000 and $0.1 billion
in 2001, reduces receipts by $1.9 billion
in 2002, and has no impact in other years.

Table 3 does not include the effects of
the Administration’s framework for Social
Security and Medicare reform. The Universal
Savings Accounts proposed in that framework
would reduce receipts by $26.3 billion over
2000-2004. This is in addition to the $32.9
billion in fully offset tax relief in the Adminis-
tration’s basic budget proposals. Over the
next ten years, the Administration proposes
a total of $327 billion in tax relief, for
USAs, and to make health and child care
more affordable, provide incentives for school
construction, extend expiring provisions of
the tax law, and advance other important
goals.
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Table 3. CHANGE IN RECEIPTS «
: _ (In billions of dollars) . - . _ T &

1999 72000 . 2001 2002 . 2003 2004 2000-2004

) February estimate ................. S e 1 806.3 1, 883 0 1, 933 3 2 007 1 2, 075 0 2, 165 5
| T Changes since February' v ) ;
s ~ Revised economic assumptions 166 194.‘_ " 202'.- -20.0 % 25.9 332 ©. 1187
.. Technical reestimates ... 34 .89 .. .97 - :89  .115 6.7 .. 46.7
. Administrative actions .. .. -t - - = = — 0.1
! . o Revmed Proposals TN SRR L * - 19 - 03 © -16 - 0.2 - 02 - 1.0
| . e. ... Total changes e . 200 312 301 273, 376 - 401 166.4
: Mid-Session estimate ......c.ccceeereervenennee 1,826.3 1,914.2 1,963.4 2,0344 21127 '2,205.7
oo T e Note: Excludes Social Secunty and Medicare framework proposals.
: *$50 million or less. -
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7. SPENDING

-t

" The current estimate;bf totai 1999 outlays
is $1,727.5 billion, $0.4 billion higher than
the February budget estimate. The higher

estimate arises largely from increases enacted

in the Emergency Supplemental Appropria-
tions Act of 1999, offset by revised economic

and technical assumptions for mandatory pro-
 grams.

The Adm1mstrat10n now estlmates total
“outlays for 2000 at $1,771.7 billion, $6.1
billion -higher than the February estimate.

This increase is largely due to increases

" “"enacted in the Emergency Supplemental Ap- -
' propriations Act of 1999 and a recent request

for additional funds needed for the census.

"~ For 2000, lower outlays from revised economic
-~ assumptions nearly offset technical reesti-
- mates. '

Dlscretlonary pollcy changes

The Emergency Supplemental Appropna-
tions Act of 1999 provided discretionary fund-
ing for recent natural disasters in Central
America, military operations and humani-
tarian relief in Kosovo, economic stability
in Jordan after the transition of power,
and assistance for agricultural relief in the
United States. The current estimates also
reflect a recently transmitted request for
additional funds needed for the census in
2000, which the Administration proposes to
offset largely by changes in revenues and
mandatory outlays.. The current estimates
also reflect the release of previously enacted
contingent emergency funds, largely for agency
preparation for year 2000 computer problems.
Outlays for emergencies of $4.8 billion and
other offsetting changes cause a $4.1 billion
increase from the Budget in 1999, and outlays
for emergencies account for $4.8 billion of
the $6.0 billion increase in 2000.

Economic changes

Revisions in economic assumptions, dis-
cussed earlier in this report, reduce estimated
outlays by $1.4 billion in 1999 and $1.2
billion 2000. However, over the five-year
budget window from 2000 to 2004, outlay

estimates increase by a net total of $3.9
billion due to economic assumptions. Outlays
are increased by higher interest rates in
all years and slightly higher inflation rates
in the outyears. These increases are partly
offset by the impact of lower unemployment
rate projections and the debt serv1ce unpact

'

" of higher receipts. - P BT

Technical changes

- For 1999, estimated outlays are $2 3 billion

.. lower than in February for technical reasons.
- For 2000, technical changes increase outlays
. by $1.3 billion. The following . changes in

outlay prOJectlons all arise from technical
factors.

Discretionary programs._;Esﬁmétéd outlays
for discretionary programs in 1999 are $1.8
billion above the budget estimates, reflecting
higher-than-anticipated actual outlays for a
number of non-defense programs, most notably
the violent crime reduction fund. For 2000,
estimated outlays are $0.6 billion below the
February estimate, largely because a portion
of the outlays for the grants to school districts
program (Title I) in the education for the
disadvantaged account occurs in 1999 rather
than in 2000, as estimated in the Budget.

Medicare.—Current estimates of Medicare
outlays are lower than the February estimates
by $5.1 billion in 1999. Over the five-year
budget window from 2000 to 2004, Medicare
outlays are projected to be $17.2 billion
lower than the Budget due to technical
reasons. The lower Medicare baseline is a
result of lower estimates for severity of
inpatient hospital cases, which reduces esti-
mates for inpatient hospital spending, and
revised estimates for home health spending.
Further, the Department of Health and
Human Services and the Health Care Financ-
ing Administration’s continuing efforts to root
out fraud, waste, and abuse in the Medicare

" program have contributed to the decline in

Medicare expenditures. For example, in the
1998 Audited Financial Statement, the Office
of the Inspector General estimated that im-
proper payments were reduced by $7.7 billion

11
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from the prior year. While Medicare spending
is down over the five-year budget window,

spending for 2000 is projected to be slightly
higher than the budget estimate. This one- .
year increase is due to a catch-up of back- .

logged home health" clalms from 1999 that

w111 be pa1d in 2000.

, Soczal Securzty —The rewsed estlmates for_
- Social Security - are .lower than the budget

~ estimates by $2.0 billion in 1999, $2.1 billion
.. in 2000, and a total of $12.4 billion from

2000 to 2004 largely due to lower projected
growth in number of beneﬁcmnes mostly
dependents and survivors. - AR :

" Commodity  Credit. Corporatton.'—'Spendiflg

on farm: programs' through the Commodity
-~ Credit’ Corporation ‘is - projected "to increase
"~ by $02" billion in. 1999 . and. $1.7.. billion
- in’ 2000, relative.to. the February budget.

These changes largely reflect increases in

. projected demand for USDA commodity loans

and- payments due to forecasted continuing

low commodity prices.

Federal Housing Admmzstratlon mortgage
insurance. The current estimates of outlays

for mortgage insurance are $1.7 billion higher
than the February estimate in 1999, $0.4

“billion lower than - the budget estimate in

2000, and a total of $3.4 billion lower than
the estimate over five years from 2000 to

© 2004. The 1999 increase includes an' upward

reestimate of subsidy for the cost of loans

'guaranteed by the mutual mortgage insurance

(MMI) fund. This increase is partially offset
by lower than anticipated claims on pre-

~credit reform loans in the MMI Fund and
" reduced estimates  of claims in the general

and special risk insurance fund. The decreases
in 2000 to 2004 are largely due to higher
estimates of loan volume in the: MMI Fund,

- bringing in 1arger sub51dy receipts.’

- Temporary Assistance for Needy' Families

(TANF).—The revised TANF estimates for
1999 are $1.0 billion higher than the budget

_.estimate due to higher actual spending by

States for the year to date. Accelerated
spending is expected to continue in 2000,
increasing estimated outlays by $0.5 billion
above the February estimate. =

’
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Table 4. CHANGE IN OUTLAYS
(In billions of dollars)

1999 2000 2001 2002 2003 2004 o0o-

February eStimate .......cocceviienniicniiinicmcrereescesmsesneaes 1,727.1 1,765.7 1,799.2 1,820.3 1,893.0 1,957.9
Revisions due to:
Discretionary policy changes:

-Discretionary Programs ........c.ceeecerceeecreriesssesnsesas 4.9 6.4 2.0 -1.1 0.7 0.4 8.4
Welfare to work .........cce.... — ~-0.1 -0.2 01 - 02 0.0 0.0
FHA mortgage insurance ... -0.8 -0.5 -0.1 — — — -0.6
Debt SEIVICE .ocveeeericeriererctet e e aneeeeereessesaasnes 0.0 0.3 0.4 0.5 0.6 0.6 2.5

Subtotal, discretionary ..........ccccccvirecririnerensinnenns 4.1 6.0 2.1 -0.4 1.4 1.1 10.3

Economic assumptions:

Unemployment INSUTANCE ......ccoceevisecrmmeisenscsensnnsanes -1.1 -2.5 -1.3 -0.0 0.1 0.1 -3.6
“ Medicare and Medicaid .......ccoconceencervcccnnnrererenans 0.0 -0.1 0.2 0.7 1.2 1.7 3.7
Social Security 0.1 0.0 0.1 0.3 0.7 1.7 2.6
Food stamps -0.7 0.5 -0.2 0.3 0.6 0.6 0.7
Other mandatory programs 04 -0.5 0.4 05 - 03 0.0 -1.6
Net interest: :
Interest rate Hoseesestestsntssesssonterasonessnases 1.0 3.7 4.3 3.6 3.8 4.2 19.6
Debt service -0.2 -14 -2.4 =34 —4.5 -59 -17.6
Subtotal, economic assumptions ..........cccceeereenene -1.4 -1.2 0.1 1.0 1.6 2.4 3.9
Technical reestimates:
Discretionary programs .........ceccsesceressereserrereesssses 1.8 0.6 -0.5 -0.3 -0.4 -0.3 -2.0
Mandatory:
Medicare ........cccceeerreeen -5.1 0.1 —4.2 3.7 —4.5 -5.0 -17.2
Social SECUTILY ....ccecvveerererireeere e re e esaeeeens -2.0 -2.1 -2.3 -2.8 -2.7 -24 -124
Commodity Credit Corporation 0.2 1.7 1.1 0.6 1.0 0.0 4.4
FHA mortgage insurance ............cccceeeeuue 1.7 -0.4 -0.9 -0.8 -0.7 -0.6 -3.4
TANF ..ot seeene s eaesesassessesennes 1.0 0.5 04 01 - -03 -0.8 -0.1
Other mandatory programs!? ... -1.3 1.5 1.0 0.8 0.6 0.6 4.5
Net INLerest .......ccccemvierveeccrinninciseeieerieseensessnsnerersenes 1.3 0.6 -0.8 -0.1 0.8 -0.9 0.3
Subtotal, technical reestimates ...........cccccevvverunen. -2.3 1.3 -6.2 —6.1 —-6.2 -94 -26.6
Total, changes .......cccccevvreverecerressessesarrensenes . 0.4 6.1 —4.0 -5.5 =31 -59 -124
Mid-Session estimate ............coccevreeeeeimnmmeierirecniesesieseeensenns 1,727.5 1,771.7 1,795.2 1,814.8 1,889.9 19520
Memorandum: . ’
Discretionary budget authority: .

February estimate ................. vrrennnes 575.0 555.0 540.3 5472 578.0 5855 —
Defense 11.7 1.8 —_ - _ - " 1.8
Non-Defense -2.8 2.8 0.1 -1.8 0.1 -0.0 1.1

Total, change ....... 8.8 4.6 0.1 -1.8 0.1 -0.0 3.0

Mid-Session estimate reeresseairsessneestesnesarasrans 583.8 559.6 5404 5454 578.0 5855

Note: Excludes Social Security and Medicare framework proposals.
18$4.4 billion of the outlay increase over five years is offset by a corresponding increase in receipts.




FRAMEWORK FOR SOCIAL SECURITY AND
MEDICARE REFORM

" The Administration’s framework for Social
Security and Medicare reform allocates the
total budget. surplus over the next fifteen
years to extend the solvency of Social Security
and Medicare; create Universal Savings Ac-
counts to boost private retirement saving
through tax cuts; and invest in military
readiness, education, and other critical na-
tional needs.

_ In this Mid-Session Review, the total budget
surplus over 2000 through 2014 is estimated
at $5.9 trillion, a $1.1 trillion increase from
the 15-year surplus estimated in the February
budget. This total surplus consists of two
components: a cumulative $3.1 trillion surplus
in the off-budget accounts—almost entirely
the Social Security trust fund—and a cumu-
lative $2.9 trillion surplus in the on-budget
accounts. The framework reserves the entire
off-budget surplus for Social Security. A
lockbox mechanism would ensure that this
Social Security surplus is not used for any

other purpose

The framework would allocate the $2.9

".'__tnlhon on- budget surplus for four purposes,
- as follows:. :

e Transfers to extend Social Securzty sol-
. vency. The framework would transfer $543

. . billion from the available on-budget sur- -
i = plus to extend the solvency of the Social

. Security trust fund. These transfers would
~ equal the interest savings to the Govern-
" ment earned by the cumulative debt re-

duction made possible by the lock-box pro-

: tection for the Social Security surplus.
. Thus, the transfers would begin in 2011

" after. a decade of fiscal discipline and

they would be in addition to the $3.1 tril-

.. lion in off-budget surpluses reserved for .
Social Security. The transfers would be in-
vested in private equltles until equlty.,___‘ :

holdings reach a limited share of trust
fund holdings and then be invested in
Government securities.

' through =~ Universal Savings

would continue beyond,the 15-year period; -

o Transfers to strengthen and extend Medi-

care. The framework allocates $794 billion
over 2000 through 2014 to strengthen and
extend Medicare. The great bulk of gen-
eral fund appropriations would be trans-
ferred to the Medicare Hospital Insurance
trust fund to extend the solvency of the
fund. The transfers would be invested in
Federal securities, and would be backed
dollar-for-dollar by reductions in publicly
held debt. The remaining resources would
fund the net costs of a new Medicare pre-
scription drug benefit. This new benefit

. will modernize Medicare, increase effi-

ciency in our overall healthcare system,
and relieve a significant out-of-pocket bur-
den on much of our senior population.

Universal Savings Accounts (USAs). The
framework - includes  targeted tax relief
Accounts
(USAs) that will make retirement savings
universal. The Administration’s ' proposed

.~ USAs include a flat annual credit per
, worker - and a 50%-100% matching con-

tribution on a worker’s own contributions,
up to a specified annual contribution limit.
Both the -credit and the -matching rate

- would be reduced for those with higher

incomes. Costs of USAs are estimated at .
$540 billion over fifteen years. The esti-
mates reflect a phased-in implementation
schedule to allow time to develop the nec-

. essary systems to administer the accounts.

The USAs are in addition to the Adminis-
tration’s other tax relief proposals .con-

© tained in the February budget that pro-
'vide an additional $76 billion of fully offset
-tax cuts over ten years to make health
“*-and child care more affordable, provide in-
“centives for school construction, extend ex-

piring provisions of the tax law, and ad-

_vance other important goals. Over the next

ten years, the Administration proposes a
total of $327 billion in tax relief.

15
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Table 5. FRAMEWORK FOR SOCIAL SECURITY AND MEDICARE

REFORM
VLT 7 A0 (Dollar amounts in billions) R

Tl A S Subtotal Subtotal Total
Lo Bl e JTLOLY Y e 2000-2004  2000-2009 2000-2014
Reserve pending Soma] Secunty a.nd Medicare reform ................ _ ~ 1,007 .. 2,926 5,935
Off-budget ........... . ereemeranes 776 1,843 - 3,067
’ On-budget reecereseeannesneesnansns 231 - 1,083 2,868
" Social Security and debt reduction lockbox (oﬂ‘ budget) .............. 76 - 1,843 © 3,087

Allocat.xon of on-budget surplus:

Transfer to extend Social Security solvency and reduce debt

. L0 0 : - . .543

. (based on interest BAVIDES) ......cocceverrermsmmnresionnes
Transfers to strengthen Medicare and reduce debt ................. 50 .- 374 - 794
Universal Savings Accounts ..... 26 250 - 540

" Discretionary investments: * ' S

' Military readiness ..... Hivevseeresteseeetebesaneassreasenes 55 127" - 183
© . ... Investments for a secure future rreesssrensesters : 55 127, . 183
_Children and education trust fund .......ccoeormerirrcessstosscrionens 28 74 - 156
Total discretionary mvestments 138 1. 328" o 522
Fmancmg COSEB vttt ere et e 16 . . 132 © 469
Total on-budget allocatmn eierrtere st R— e 231 ©1,083 2,868
Total allocation of reserve ...... et ‘1,007 2926 5935
Off-budget ...cccvevvrerneeeenn rrertet s e shesasa s s ases st 776" 1,843 3,067
ON-DUABEL ..ot sreseseneonene 231 1,083 - 2,868
Remaining on-budget surplus reaeeninenes reerneanans 0 0 0
Memorandum, net debt reduction? ... 720 ) 2,028 4,238

1Net debt reduction mcludes Social Security aurplus Medicare transfers, and other means of financ-

ing. See Table 21.

e Investment in national needs. The frame-
- work would allocate $522 billion over fif-

teen years for investments in critical na-
tional needs. Increased resources for mili-
tary readiness would ensure that the Na-
tion’s defense forces maintain high levels
of performance. Investments in other pri-
orities for a secure.future would ensure
sufficient funding for essential government
functions such as veterans affairs, environ-
mental protection, health research, farm
security, and protecting Americans at
home and abroad. Finally,r a new trust
fund for children and education would
strengthen the Nation's ability to raise
educational achievement and improve the
health and well-being of children. These
investments would begin in 2001. Like the
other components of the program, these
funds are contingent on Social Security
and Medicare reform. The Administration

is committed to “save Social Security first”
by maintaining existing budget rules that
will reserve the entire surpius both off-
budget and on-budget until the enactment
of Social Security and medicare reform.

Social Security and Medicare Transfers,
Debt Reductwn, and Trust Fund Solvency

- The Admunstratzons budget framework re-
serves the off-budget surplus for Social Secu-
"rity through a lockbox mechanism which
ensures that each dollar of off-budget (i.e.
Social Security) surplus is used to reduce
publicly held debt by one dollar. By reducing
publicly held debt, the lockbox also reduces
future interest costs on that debt. Reducing
interest payments over time frees up on-
budget resources which can be transferred
to the Social Security Trust Fund to extend
its solvency.
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Table 6. ALLOCATION OF BUDGET RESOURCES, 2000-2014

(Dollar amounts in billions)

Mid-Session Review

Surplus Percent of
Amount Total
Amount of surplus available:
OfF-DUAREL ...cuvereercccersnanssenssessssssmrmssssssssssssssssss s sssssssse 3,067
On-bUABEL .ottt ee e st 2,868
TOLAL ittt ie e e seseceenane et se e s s e b aranaenes 5,935
Allocation for debt reduction and equity purchase through
Social Security:
-Off-budget .... 3,067
(0] T8 10T 1] O OOPPOt 543
TOLAL eeeriieecrtirienecrsanasessecesesessssas e s e saesasssss e snssanssanaeas 3,609 66%
Allocation of remaining on-budget surplus:
Transfers to strengthen Medicare and reduce debt ........... 794 . 15%
Universal Savings AcCOUDLS ......ccceniivreniisrnereessnssniosansonsens 540 10%
Discretionary investments .............. erveessstaesrereserrsnsasasanssens 522 10%
TOLAl it eteree e neee s s e stesassensansnnasareses 1,856
Total allocation of surplus excluding financing costs: ’
Off-budget 3,067
On-budget 2,399
TOLAL oevveereeeetireeercceeirerreeeteereesessesarssmsmsssstessrareserarmsnenaracnnenss 5,466 100%
FiNANCIOE COBLS worvuruercrrrirearmeesescsesesssesearasssssssassssseesseeassssones : 469 '
Total allocation of surplus including financing costs:
Off-budget 3,067
On-budget 2,868
TOLAL et s ! 5,935

. The transfers to Social Security begin in
2011. The Administration’s policy to reserve
off-budget surpluses will yield $543 billion
in interest savings which will be transferred
-to Social Security between 2011 and 2014.
Cumulative debt reduction of $3.7 trillion
will reduce net interest costs by $189 billion
each year by 2015. Therefore, the $189 billion
will be transferred to Social Security in
2015 and every year thereafter. Budget en-
forcement rules will ensure that these on-
budget transfers, and the corresponding trans-
fers for Medicare, reduce the measured on-
budget surplus and cannot be used for other
purposes.

As proposed in the budget in February,
these transfers to Social Security will be
invested in corporate equities, until equity
holdings reach a limited share of the trust
fund. Although the transfers invested in equi-
ties do not reduce the publicly held debt,
the corporate equities are nonetheless an
economic asset that will be used to finance
future benefits. Transfers above the equity
limit will reduce debt held by the public,
giving the Social Security Trust Fund a
claim against future general revenues. We
will be able to meet this claim precisely
because we are reducing the publicly held
debt and future Federal interest obligations
by an equal amount.




‘'scorekeeping” guidelines
“7'BEA identify accounts with discretionary re--

The Budget Enforcement Act of 1990 (BEA
of 1990) was enacted as part of the Omnibus
Budget Reconciliation Act of 1990. The BEA

_of 1990 established, through fiscal year 1995,

annual . limits, or “caps,”on discretionary

' spending, and a pay-as-you-go requirement

that in total, legislation affecting direct spend-

ing or receipts not result in a net cost.
The Budget Enforcement Act of 1997 (BEA
of 1997), which was enacted as part of

. the Balanced Budget Act of 1997 (BBA of:

1997), extended, through 2002, BEA require-
ments’ for discretionary spending and pay-

as-you-go legislation. The Transportation Eg-

uity Act for the 21st Century (TEA-21)

" further ~modified the discretionary caps by

creating new caps for h1ghway and mass
transit outlays.

The BEA requires that OMB issue reports

~1) seven. working days after. enactment of

individual bills, and 2) three times a year

""on"” the overall status of discretionary and

pay-as-you-go legislation. This section dis-
cusses the status of the discretionary limits
and enacted leglslatlon subject to pay-as-
you- go

Dlscretwnary spendzng

Generally, discretionary programs are those
whose program levels are estabhshed annually
through  the appropnatlons ‘process. The

sources. The BEA limits budget authority
and outlays available for discretionary pro-
grams each year through FY 2002. OMB

S mohitors .compliance with the discretionary

accompanying the .

CURRENT STATUS OF ENFORCEMENT
PROCEDURES

limits throughout the fiscal year. Appropria-
tions that would cause either the budget
authority or outlay limits to be exceeded
would trigger a sequester to eliminate any
such breach. The BEA permits certain adjust-
ments to the discretionary limits, some of
whlch are discussed below.

(

Since the President submltted the budget
in February, Congress enacted P.L. 106-31,
the FY 1999 Emergency Supplemental Appro-
priations Act, which contained emergency sup-
plemental appropriations requested for Depart-
ment of Defense operations associated with
the NATO-led Operation Allied ' Force in
Kosovo. The bill also -included emergency
supplemental appropriations to provide eco-
nomic and humanitarian assistance to the
victims of hurricanes , Georges and Mitch,
to address agricultural disasters in the US,
and to help ensure economic stablhty in
Jordan after the transition of power.

Further, ‘the President_'_has authorized the
release of additional emergency appropriations
that were previously enacted to support the
Administration’s efforts in addressing the
year—2000 computer conversion problem, natu-
ral disasters, security for Americans abroad,
and the funding of a $525 million enriched
plutomum purchase from Russia.

As required by law, the discretionary spend-
ing limits will be adjusted for these emergency
appropriations. Table 7 shows.the current
status of the discretionary spending limits
and -the FY 2000 Pre51dent’s request for
discretionary spending.

19
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Table 7. CURRENT STATUS OF DISCRETIONARY SPENDING LINHTS

(In millions of dollars)

- A% FY1999 . -« + . . FY2000 - < FY.2001: .} FY 2002
+{iBA. *OL  BA OL BA OL BA OL
] Defense Discretionary Prevxew Report Spend- : :
©% . ing Limit ........... S T A . 276,047.270420 © N/A° NA NA - NA NA  NA X
Enacted . Emergency Spending including P.L.. S Y L ) T
-+ 106-31 ereeetseriesseseetnett vt e e b bens e e e enas . 4,066 -3,018 NA. NA . NA NA & NA N/A .
. Release of Contingent Emergency Funding ...... 5907 2233 . NA NA NA~ NA N/A N/A
Subtotal Ad_]ustments e~ 9,973 5251° - NJA  N/A  N/A . NA NA  NA
Current Estunate, Defense stcretlonary. et e e
Spendmg Limit .o 286,020 275,671 NA - NA  NA N/A N/A N/A _
Anncxpated Other AdJustments C R R T ' d
Expected Release of. Cont.mgent Emergency.. . _ S , . : :
Funding ........ asssenserenssasestbisastssnsans .- 2,215 440 NA™ ~ NA° N/A N/A N/A N/A

Subtot.al A.ntxcxpat.ed Other Ad)ustment.s 2,215 440 N/A Y- N/A N/A NA . NA N/A
Estunate of Discretionary Spendmg Limit, . : o .

Including Anhcxpated other Adjust- e ey I ERVH o

TS ool i sesie et eres st nnes 288,235 276,111 . N/A N/A N/A N/A N/A N/A

" Non-Defense Discretionary . Preview Report )

SPENAing LiMit «ovvvvvsroeeoseiesoseeeeoere oo 284533 274324 NA U NA NA NA  NA  NA
Enacted/Released Emergency Spending in-

cluded in P.L. 10631 vevreeerrrrroreoereoeeeererssrn, 1265  63¢ NA.- NA NA NA NA NA
Release of Contingent Funding .......ccccvevrrurucnenes 3,451 1,607 ~N/A N/A N/A - N/A N/A N/A _\
' Subm;al, AJUSEIEDLS errrorereooreseoerrereeeoooo 4716 2241 NA - NA NA NA NA NA

Current Estimate, Non-Defense Discre- _
‘tionary Spending Limit .........ccccoeereennnnne.. 289,249 276,565 N/A N/A N/A N/A N/A N/A

. Anticipated Other Adjustments: )
Expected Release of Contingent Emergency

Funding .....ccocecreveerecrcsccrseernsnennes : 538 192 N/A N/A N/A N/A N/A N/A
EITC Tax ComplANCe ...ccoirmeccercecariieiessiens  eevensvevnees ssvsesesessnns N/A N/A N/A N/A N/A N/A
Continuing Disability Reviews . N/A N/A - N/A N/A- N/A N/A
Adoption Incentive Payments . N/A N/A . NA- N/A N/A N/A
CH/S BITBATS ...ttt setstnies eeeeresissens ssesessensasne N/A N/A N/A N/A N/A N/A
Wye RIVEr ..ot 800 614 NA = NA N/A N/A N/A N/A
Re-base Mandatory Emergency Appropna- T o

1314) T TPV RO ~-246 -243 N/A N/A N/A N/A N/A N/A

Subtotal, Anticipated Other Adjustments .. 1,092 563 N/A N/A N/A N/A N/A N/A

Estimate of Discretionary Spending Limit,
Including Anticipated other Adjust-

MENLS ..o 290,341 277,128 N/A N/A N/A N/A N/A N/A
Violent Crime Reduction Trust Fund Previex;' .

Report Spending Limit ....ccoeveevenceenceviverrennen, 5,800 4,953 4,500 5,554 N/A N/A N/A N/A :
Enacted/Released Emergency Spending includ-

Ing P.L. 10631 oo s e evreeeeeene rnreereenaes N/A N/A N/A N/A

Current Estimate, Violent Crime Reduc-
tion Trust Fund Trust Fund Spending
) 5« ¢ 3 1 AU RSRIRRt 5,800 4,953 4,500 5,554 N/A N/A N/A N/A

Highway Category Preview Report Spending
LIt ettt eerareeaneas 21,991 ...t 24,574 .............. 26,219 .............. 26,663
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Table 7. CURRENT STATUS OF DISCRETIONARY SPENDING LIMITS—Continued

(In millions of dollars)

FY 1999 FY 2000 FY 2001 FY 2002
BA oL BA oL BA OL BA oL

Enacted/Released Emergency Spending includ- .

IDE P.L. 10631 wovvvveereesssessrersseseeesssssesssssssss  sssssssssssss ssssessssesss sossesssesees sesssmessosss sossereessss sessesssonsss setsssseinss sssseessens
Current Estimate, Highway Category

Spending Limit .o e 21,991 ............. 24,574 .............. 26,219 .............. 26,663

Mass Transit Category Preview Report Spend-

Cum e DG LIMIE e e 4,401 ..ol 4,117 L 4,888 ...........c.. 5,384
'_::":___Enacted/Released Emergency Spending includ- _ . )
INE P 106=31 oot ercnsstetees stsasiiinties eaessieteste sresesiesestes sesesiseries bebssesrerases sessssesssins Seessemsssees sesesesseeses
s»e.0 Current Estimate, Mass Transit Category . ' o ] )
v oo Spending LAt .ot sentnrienaes 4,401 ... 4,117 ............. 4,888 ... 5,384

Other stcrehonary Preview Report Spendmg

- LImit coecvercecevisirmsrieveniicsnnec s st anseasns N/A
-’y Enacted/Released Emergency Spendmg mclud- .
ing P.L. 106-31 ........ N/A
Release of Contingent Emergency Funding ...... N/A
Subtotal, Adjustments ...........cccrccirincrereencnsennne - N/A
ACurrent" Estimate, Other Discretionary
Spending Limit .......cccocvevemvrecericnienerererinnenes N/A N/A 531,771 541,118 541,324 541,690 550,382 535,658
~ " Anticipated Other Adjustments:
N Expected Release of Contingent Emergency
T T FURGIDE ceecreeseesieereetne e eee e seessenesesnssesseses N/A N/A 890 ........c.... 345
e EITC Tax Compliance e N/A N/A 145 146 146
f;,. .. Continuing Disability Reviews .........cccoeueeee.. N/A N/A 405 405 405
“5.i ., Adoption Incentive Payments ......................... N/A N/A 13 20 20
" CHIS arrears . ; N/A N/A 409 s e
R L ST0 - C7S NA  NA 1 RO 30
IEEEEN Rebase Mandatory Emergency Appropria- U ) . .
DHODS it s snesan i N/A N/A v S8 et cvenveneenes cstnenrrenns ceereonseenees
_ '. '_ Subt.otal Antu:lpat.ed Other Ad_]ustment.s N/A = N/A 3579 3,787 570 1,912 571 946
Tenerg Estxmate of Other Discretionary Spendmg' )
C by Limit, Including Anticipated other Ad- . .
"'h:“l justments ... .cceeerniennrsnnienn: * N/A =~ N/A 535,350 544,905 541,894 543,602 550,953 536,604
£; i Total stcrehonary Prevxew Report Spending IR L -
gl LMY e Dt senene /566,380 576,089 536,271 570,945 541,324 571,047 550,382 567,019
' PR L5 N e 5331 3,652 i 1020 Ll 202 . T 160
Release of Contingent Emergency Funding ...... © 9,358 3,840 .............. 3,289 ... - 1458 .............. 526
Subtotal, Adjustments .........cccoreereirecererrinenins 14,689 7,492 .oveneenneee 4,418 .......ce.... 1,750 .. 686
Current Estimate, Total Discretionary
Spending Limit ......c.cocovveeeveneemnineenirninenens 581,069 583,581 636,271 575,363 541,324 572,797 550,382 567,705
Anticipated Other Adjustments:
. Expected Release of Contingent Emergency
Funding ......ocoovieeeeeieeeeeeceee e eeae e 890 ..ccoovuverne - 345
EITC Tax Compliance ........... eereerraastrarae ety eetesssesranes eemeseeneee 145 146 146

Continuing Disability Reviews ..
Adoption Incentive Payments ....
C/J/S arrears ....
WYe RIVET ..ottt seae s

o~
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" Table 7. CURRENT STATUS OF DISCRETIONARY SPENDING LIMITS—Contmued

" (In millions:of dollars)

FY 1999 FY 2000 FY 2001 FY 2002
BA OL BA OL BA oL BA OL
Re-base Mandatory Emergency Appropria-
LODS Lo -246 =243 .. =3 s i e e,
Subl:otal Antxmpated Other Adjustments -+ 3,307 1,003 3,579 3,787 - 570 1,912 571 946

Estl.mate of Total Dlscretlonary Spendmg
Limit, Including Anticipated other Ad-

JUStMENLS ... 584,376 584,584 539,850 579,150 541,894 574,709 550,953 568,651

Pay-as-you-go leglslatlon

Pay-as-you-go enforcement covers all dlrect

spending and receipts legislation. The BEA
defines direct spending as entitlement author-

ity, the food stamp program, and budget

authority provided by law other than in
appropriations acts. The following are exempt
~ from pay-as-you-go enforcement: Social Secu-
rity, the Postal Service, legislation specifically
designated as an emergency requirement, and
legislation fully funding the Federal Govern-
ment’s commitment to protect insured depos-
its. :

The BEA requires that, in total, receipts
and direct spending legislation not result
in a net cost. If such legislation yields
a net cost, and if the President and Congress
do not fully offset it by other legislative
- savings, the law requires that a sequester
of non-exempt direct spending programs offset
the net cost.

The BEA requires that, within seven work-
- ing days of the enactment of direct spending
or receipts legislation, OMB submit a report
to Congress that estimates the resulting
change in outlays or receipts for the current
year, the budget year, and the following

four fiscal years. The estimates, which must
rely on the economic and techmcal assump-
tions underlying the most recent President’s
budget, determine whether the pay-as-you-
go requirement is met. . The pay-as-you-go
process requires that OMB maintain a “score-
card” that shows the cumulative net cost
of such legislation.

Table 8 presents OMB est1mates of pay-
as-you-go legislation enacted as of June 20,
1999. These are the same balances shown
in the February budget. At the end of

this session of Congress, OMB will determine

the need for sequestration. The 1999 impact
of legislation enacted this year will be added
to the year 2000 balances in the end-of-
session report that OMB is to issue 15
days after the first session of the 106th
Congress adjourns sine die. In total, pay-
as-you-go legislation already enacted has saved
$2.9 billion for 2000. The Administration
has proposed to remove the year 2000 balances
from the pay-as-you go scorecard and to
-use the savings to offset defense spending.
Under current estimates, no sequester is
projected for 2000. The table also shows
the CBO estimate for the one Act this
year that CBO scored as pay-as-you-go.

ey .4

Pro——
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Table 8. NET COST OF PAY-AS-YOU-GO LEGISLATION ENACTED AS OF JUNE 20, 1999

(In milliens of dollars)

Repart Act Number Act Title 1999 2000 2001 2002 2003 2004 1999-04
Number

Pay-ns-you-go balances in FY 2000 Preview Report: .
OMB estimate ......c.cccoceevrennenee 0 -2,927 -833 -164 -1,092 0 -5,016

CBO estimate .......cccceeeererinnne. 0 587 337 2,759 2,426 0 6,109
Legislation enacted in 1st session—106th Congress: '
N.A. P.L. 106-25 Education Flexibility Partnership Act of 1999
H.R. 800 OMB estimate

OMB does not believe this bill is subject to pay-as-you-go.
0 32 -11 -16 -5 0 0

CBO estimate

Subtotal, legislation enacted in 1st session—106th Congress

OMB estimate .........cccceevvreeeene 0 0 0 0 0 0 0

CBO estimate .........ccecveverneens 0 32 -11 -16 -5 0 0
Total, balances

OMB estimate .......ccceeverenennen 0 -2,927 -833 ~-164 -1,092 0 -5,016

CBO estimate ......cccceeevercrennnn 0 619 326 2,743 2,421 0 6,109

* Net costs or savings of $500,000 or less.

Note: OMB also scored the following bills as PAYGO, but none had an impact greater than $500,000 in any year: Nurs-
ing Home Resident Protection Amendments of 1999 (P.L. 106—4, H.R. 540), Family Farmer Bankruptcy Extension Act
(P.L. 106-5, H.R. 808), Interim Federal Aviation Administration Authorization Act (P.L. 1066, S. 643), Crop Insurance
(Al.)ptlic%tsigg D;?%line Es);tension (P.L. 106-7, H.R. 1212), and Tax Relief for Personnel Involved in Operation Allied Force

L1 1, H.R. 1376).
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Table 9. ESTIMATED SPENDING FROM 2000
BALANCES OF BUDGET AUTHORITY: DISCRE-
TIONARY PROGRAMS !

(In billions of dollars)

Total
Total balances end of 2000 ......cccvirirrvrcineiincreeneenas 685.4
Spending from 2000 balances: : ’ . .
00T ..oeececreieeiriere e e ere s e e oo s esae e e s e et sa e e an bt 256.8
2002 149.4
2003 ... w929
2004 ..o e 63.6
Expiring balances 2001 through 2004 . terrrereesenre e rsttnene rerssbessee
Unexpended balances at the end of 2004 ................................... 122.7

1This table is required by section 221(b) of the Legislative Re-
organization Act of 1970.

Table 10 OUTLAYS FOR MANDATORY PROGRAMS UNDER CURRENT LAW!
(In billions of dollars)

1998 Estimate
Actual 1999 2000 2001 2002 © 2003 ° . 2004

Human resources programs:

Education, training, employment and social services . 12.4 129 . 145 - 137 12.6 14.7 15.7
Bealth ..ottt s e ses e 106.6 115.1 1229 132.1 . 1424 . 153.8 166.2
Medicare ..... RO 190.2 197.0 214.9 225.1 230.0 247.5 261.1
Income security .... . 192.3 - 199.8 . 2123 2225 - 2327 @ 2414 250.2
Social security ........ccccceernencrne 376.1 " 387.2 403.1 4211 - 4414 : 4629 4865
Veterans’ benefits and services [ 233 . 248 [ 249 - 260 268 ° 283 29.3
Subtotal, human resources programs e eesresnera o 900.9 ., 936.7 992.7 1,040.3 1,086.0 ?1,148.5 1,209.1

Other mandatory programs: - : - o R -
International Affairs. ......ccccceonvrieienneeen e saeaeas ' -5.0 —4.6 -39 -3.7 . -34 . -32 -3.1
Energy ......cooeecenmeennnn. e ee et en et ransanas . -24 ~ -30 ~ -51 - -44 43 42 43
AGTICUILUTE oovvvroneocerennemeccereeenenesessssseeresennsssesssssssons ' 79 . 173 127 . 98 .79 10 6.2
Commerce and housing credlt ........ eeerernreeesererearesessnanras -22  -18 1.0 40 6.2 6.7 7.2
Transportation ..o : 21 . 21 2.4 20 . 14 - 19 1.8
Undistributed offsetting receipts .... —47.2 —404 422 455 515 @ —46.1 —46.9
Other functions ........couirvemiencrmissesesssesnsssss s ssseneisd 0.4 38 2.6 1.3 09" 11 . 28
Subtotal, other mandatory functions ......cooeeeereenennes —46.4 . -265 -326 -36.6 —42.8 - -368 -36.2

Total, outlays for mandatory programs under cur- o ' : o ..
TENL JAW ooiororeieceirrceeneniccsnerercssssioer e s s ssssnssnsnons 854.5 910.2 960.1 1,003.8 :1,043.1 -1,111.7 1,172.9

1'I.‘his table is required by Section 221(b) of the Legislative Reorginizations Act of 1970. "
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Table 11. 15-YEAR BUDGET TOTALS
(In billions of dollars)

Budget Estimates Projections !

Total

2000 2001 2002 2003 2004 2005 {2006 2007 2008 2009 2010 2011 2012 2013

00-09

February Budget Policy Pending Social Security and Medicare Reform: . RO U ;o
Receipts ..o 1,883 1,933 2,007 2,075 2,166 2,265 2,364 2,474 -2,588 2,708 2,828. 2,950 3,072 3,197
Outlays .....cocooiiiiiiiieee 1,766 1,799 1,820 1,893 1,958 2,034 2,081 2,154 2,234 2,315 2,399 2,486 2,578 2,676
Unified surplus .....cccceeiienne (117 134 187 182 208 231 283 320- 354 393 429 464 495 520

On-budget -12 0 44 31 50 58 103 131 156 188 221 253 284 312
Off-budget 129 134 142 151 158 173 179 190 198 205 208 211 211 208

Mid-Session Policy Pending Social Security and Medicare Reform: ) ' o ’
Receipts .......ccoiiviciciiieeinens 1,914 1,963 2,034 2,113 2,206 2,313 2,420 2,536 2,657 2,784 2,908 3,035 3,165. 3,299
Outlays ... 1,772 1,795 1,815 1,890 1,952 2,026 2,076 2,147 2,229 2,311 2,386 2,464 2558 2,659

Unified surplus ...

On-budget ........ . 5 24 65 58 79 94 142 174 203 240 279 324 360 394
Off-budget .....ccccevveieeene 137 144 154 165 175 193 202 215 225 233 243 246 - 248 246 .
Changes from the February Budget to the Mid-Session: . : '
Receipts .......cccomimviinrencinnns 31 30 27 38 40 47 55 62 69 77 - 80 85 93 103
Outlays ... 6 4 -6 -3 -6 -8 -5 -6 -5 4 -13 -21 -20. -17 .
Unified surplus ..o 25 34 33 41 46 55 61 68 74 80 .93 106 113 119 .
On-budget ....ccoeveieiineenee 17 24 21 26 29 36 38 43 47 52 : 58 71 76 82
Off-budget ..o 8 10 12 14 17 19 22 25 27 29 ; 34 35 3. 38
Mid-Session Policy with Social Security and Medicare Reform: : _ .
Receipts ......ccoeviminciinnnnnnee 1914 1,963 2,034 2,110 2,183 2,284 2,372 2488 2,608 2,732 2,852 2,977 3,107 3,240
Outlays .....ccccoovrirmiininininnnnans 1,772 1,818 1,867 1,940 2,001 2,082 2,140 2,215 2,301 2,386 2,467 2,555 2,652 2,758

Social Security lockbox 2

Available unified surplus ...... Q 0 0 Q 0 0 0 0 0 0 ] 0 0 0
On-budget .....ccoccovcricninnnns 0 0 0 0 0 0 0 0 0 0 0 0 0 0
Off-budget ....cccocvvrieirins 0 0 0 0 0 0 0o 0 0 0 0 0 0 0

142 168 220 223 254 286 343 389 428 473 522 571 608 640 °

137 144 154 165 175 193 202 215 225 233 243 356 386 417
Medicare lockbox ..............c.. 5 0 12 5 7 10 29 59 83 113 142 67 68 . 65 .

22,464

20,054

2,409
750
1,659

22,940

20,013

2,926
1,083

1,843 -

476

—41

517 :
333
183 -

22,689
20,523
1,843
324

Q
0
0

1 Projections for 2010 through 2014 are an OMB extension of detailed agency budget estimates through 2009
2Includes earnings.
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Table 12. MANDATORY AND REVENUE PROPOSALS

(In millions of dollars)

Estimate Total
1999 2000 2001 2002 2003 2004 2000-2004

Initiatives:

Agriculture:

Increase Environmental Quality Incentive Program ... ........... 20 41 53 65 74 253
Forest Service payments to States de-coupling ...cccccoeee wouirinnenns 41 55 64 72 259

Wildlife Habitat Incentive Program (WHIP) 5 7 8 8 31
Farmland Protection Program (FPP) ................ e 6 20 28 27 82
. Cooperator Export Program/Quality Samples .....c....c.. .c... 30 30 30 30 150
Reallocate rural development and research funds 11 27 42 43 123
EZ/EC economic development grants .......ccccccuvevicencnne sneune 5 12 14 14 45
Extend CCC computer fundiBg ......coceorvenvnremsissseiveerecrs sverireenens 35 35 35 35 175
Restore Food Stamp benefits for elderly legal immi-
TBTADILS oviiisrenscesnnni ettt e ettt et ens nesassenis 20 20 25 30 35 130
Education: .
Extend loan consolidation ........c.cccccevniiinciereniccnrcnnncs 133 O cciiiries errrerrene ceeeesireene snesbresteaes 91
HHS: - )
Education and child care: o
Child CATE ..oevvicviveiirervremereeiarerereereeeeresestnrarsasssscenassnses  seveerossane 828 1,085 1,333 1,525 1,904 6,675
Establish Early Learning Fund 372 516 603 624 612 2,727
~ Subtotal, education and child care ...t e 1,200 1,601 1,936 2,149 2516 9,402
~ Foster carefindependent living ......coooceroiininccccncns wivininnns 6 31 43 49 51 180
Health care: '
Medicare buy-in, health CoStS .......cccieveivrerreciieriness cesecreensen cosssssenssans 322 406 372 336 1,436
Disability health options 20 75 169 250 342 856
" Cancer clinical trials 10 190 250 300 ............ 750
Covering children .....cccccvvrveiieecencnscnnenersssecsennsnsens seeens 79 619 601 85 25 1,409
Long-term care eligibility expansion, Medicaid costs 5 15 25 30 35 110
- lmmigrant proposals, Medicaid/CHIP costs .............. ..... 31 57 107 - 187 285 667
T ORL et e B9 s crererrennnes sereecestaanes sesenie RN 59
Subtotal, Health care .........cccoocnmiiniicincrarccnnninees cevesnenees 204 1,278 1,558 1,224 1,023 5,287
HUD: v =
Fund new urban Empowerment Zones 3 51 114 © 138 144 450
Elderly housing VOUCREIS .....c.ccceeeevrerievresrrersecneeerarnnes  svesssennens - 8 46 - 77 78 80 289

Interior: - .
BLM timber payments to States delmkage ..............................
.Recreation/entrance fees .........cccormeemervrreeversecreesiniarars enes
Finance land purchases with sales of surplus land
Transfers to retired miner’s health benefits ....cc.cccceee cvceereencns
Expand cover-over of distilled spirits tax to Virgin Is- - ’ .

2 1ARAS s [N 12 ‘12 12 12 12 60
Labor ' ' ‘
Reauthorize NAFTA- TAA through 9/30/01 and other : o . . :
“TAA amMendmMEeDtS .....cocuveecineimieerenirerenreseesessesenaniarsesse sssesessnnes ’ 101 150 65 16 ...cenneee 332
. PBGC: raise guarantee cap for multi-employer pen- : .
» 8ions And Other ..ol restaeees s . 1 1 2 .3 3 10
UI reform proposal ________ 90 0190 . 260 ) 20 40 600
Extend welfare to work 15 294 450 207 34 1,000
Transportatlon oo P
- Shift St. Lawrence Seaway to mandatory .......c.ecoeeen. 12 . 12 13 14 14 65
Treasury:
Expand cover-over of distilled spirits tax to Puerto . _ .
RUCO ottt ettt sa s st an et reaes | sererecsiaes 34 - 34 - 34 34 34 170
Long-term care tax credit (outlay portion) - 6 123 7127 146 156 558
Veterans: o o

Pay full compensation benefits for Filipinos residing - - o . e
TN the TS, et enesae e rseteseans | ssersrereses 5 5 . 5 5 5 25
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Table 12.": MANDATORY AND REVENUE PROPOSALS—Continued

(In millions of dollars)

Estimate Total
1999 2000 2001 2002 2003 2004 2000-2004
Charge fees to lenders participating in VA's home
loan program to fund information technology im-
provements: . o -
Increased technology spending .........coeevvevicvens oo S } 5 ° 5 5 ecereerens eevereseaens 15
D -1 SO OO -5 -5 =15
Department of Defense—Civil: ] _ T , -
Retirement reform ........ceeveevvecevernennen. v rosstetsnasts | sasestsens 1 . 1 1 2 6
EPA: o : . e _
Provide funding for Superfund orphan shares ............ .ocoeveune 200 200 200 200 200 1,000
Flood map modernization .......c..cceeeereereeennninrenrennnes sovevessenes 26 53 61 64 66 270
SSA: .
Return to work proposals (SSI portion) .....ccccvcevviiins cvrverveerns sreverscsenns seresveseeens =5 -5 -5 -15
Restore SSI benefits for disabled legal immIErants ..... ... coeeeinenns cevereeserns 77 180 328 585
United Mine Workers of America:
Interior transfers for retired miner’s health benefits .. ............ 42 it eesieeees setbeeesnes ersasenres -42
Health benefits .......cccoceecevirversevresnesrreeeeenersesesesesseeenns 8 57 14 13 12 12 108
Revenues: . oo -

Provide tax relief and extend provisions ...................... 670 4,287 17,795 6,619 6,892 17,333 32,926
Subtotal, ADEIBLIVES .oonrreoreeereeeeeeeeesesse e ceessesereneesnesssannns 811 6,504 12,097 11,917 11,801 12,477 54,796
Offsets not designated for discretionary: ’

Agriculture:

Cut conservation farm option to fund WHIP and FPP ............ -3 -16 =21 -27 -29 -96

Reduce EEP .....iiirierrrcieeerrenaesressnsstsrae s ressseseeresns sens -85 -106 -118 -130 -139 -578

Charge fair market value for timber/Forest Service -17 -17 -17 -17 -17 -85

12% commodity Provisions ............ecceeieeremerieviieevviieees eee -95 -104 -93  -111 125 -528

Forest 5ervice TECTEALION fEBES ....oiicceeecerecinreentiireiiins setsairees sesveessensene saresessoress -24 -7 -17 -48
- Education—student loans:

Advance recall of reserves ....c.cccvvvcnivciicicccvninni,. =142 =28 it v cereraennira srereeraeas -23

Recall additional federal fund reserves .... . -234 -262 -159 —65 -720

Implement a 90-day non-interest accruing curing pe-

riod before lenders file default claims .......cceveeveecies ereenies - —24 =27 -29 =31 -128

Eliminate GA complement at 95% on new loans -60 -65 =70 -14 -269

Reduce guaranty agency retention rate to 18.5% —-64 —66 =72 =71 ~762

Reduce lender subsidy to 20 basis points on tax ex-

emMPt ENARIS ...oovvivieeeererrceceeieccirsnnrererrcterie s cres e sans eemesteeees seseesrensens -205 -218 264 ~96 -783
HHS: ’
Eliminate child support hold harmless payments and
conform paternity match with administrative
MALCH TALE (et nereee e ee e ae e e sbe e e aseesreesnes -59 -324

Health care savings .......ccccceeeveuens -1,615 -5,763

Adjustment of child support orders .... =70 -85

Cap TANF transfer to SSBG .....iccovieivrvnernecieecnreenies caeereraaens 100 -500

Interior: .
Hardrock mining production fee on public lands ......... ..c.oceeve eiveceeennn, -8 ~-26 -26 -26 -86
Filming and photography on public LARAS ...ccciiiieieis ceiiiiiits ceveeteetiiees vrereerenrets veeesreseios sssestessenses sersisrsssns sessessesssssaresns
Treasury:
Extend CUSLOMS MSEI f8ES ..c.cvcievreeeriirrceeressieeciestrreains sestostesees seessessesnss testesessssses saresssosnonse sasssesssereas -1,522 -1,522
Simplification of foster child credit (outlay portion) .... ............ -2 -36 -37 -39 —40 -154
Veterans:
Extend expiring OBRA VA provisions:
Round down to the next lower dollar COLA adjust-
ments to disability compensation and DIC ........... ..o i e eeeeeeeeene ~15 -24 -39
Limit pension benefits to Medicaid eligible bene-
ficiaries in nursing homes (includes Medicaid off-
BOLE) ettt et e s e et iete vessteaasts reeesaeeseses bessbeeneterse aereesereees -110 -117 -227




SUMMARY TABLES 29

Table 12. MANDATORY AND REVENUE PROPOSALS—Continued

(In millions of dollars)

Estimate

1999 2000 2001 2002 2003

Total
2004 2000-2004

Verify income of pension beneficiaries with the IRS ) ’
B0A SSA .ottt ettt sssne et stecseniiies beseseesiaets SEisebeseters sressaeseEEs -3 -3 -6
Collect higher loan fees and reduce resale losses -188  -190 -378
SSA:
Program integrity proposal (SSI portion) ........cceveiee criinnenan -14 -18 -59 -65 . 46 -202
Fed/FDIC:
State bank exam fee (non-Fed members) ......ccccccvvveernr crvivnnne -84 —88 -91 -95 ~-100 —458
Allowances: . .
Tobacco recoupment POlCY ...ccceevrerrrmreaimrcrenriieesvaesenenes o etereiates aerreeneenens -2,824 -2,123 -1,235 ~690 ~6,872
Revenues:; i :
... State bank eXam fEeS ......cccccovriireeriserse e reenrenraes eesaeseeeas -82 -86 - -90 -94 -98 -450
sk FEMA mortgage transaction fees ... -58 -59 —62 —-65 -68 -312
nowme—e- - United Mine Workers premiums ..........cceemncnnnenenne -15 -14 -13 -12 -12 -66
R " Clergy open season for OASDHI coverage (on-budget
TR 2 POTEION) et b -1 ~1 -1 -1 . -6
o Ul solvency incentive ............. AN -312 96 .t e -632
Eliminate unwarranted benefits .... -7,174 -~7,356 -7,556 -7,623 -34,705
Subtotal, offsets not designated for discrétionary ... =522 -7,100 -12,595 -12,197 -12,041 -12,874 -56,807
"~ Subtotal, proposals subject to pay-as-you-go .............. 289 596 498 280 -240 -397 -2,011
Proposals not subject to pay-as-you-go:
Education:
. Family education loans modification transfer .........ccee ovveesinnes 468 -110 -111 -97 -80 70
" Housing and Urban Development: o
Increase in FHA MMI commitment limitation ... seeceerenen -299 209 s crrrrenennne cssreineneens -398
Labor:
- U7 UTIDBETILY weevcveieeieivtnreneereseceseresansaeresssanetesssasanrnssnses | sssssocnesse -118 -160 -160 -160 ~160 ~758
_Social Security Administration:
- -+ Return to work proposals (DI portion) .......c..ceeeiceries aveceeercns - 10 25 41 45 . 46 167
Program integrity proposal (DI portion) .. . -7 ~11 -13 -12 ~13 ~56
. Impact of Medicare buy-in on OASI .....ccooceiireniriecnees cevcrmrenses sevrenesssines 64 113 144 153 474
.FDIC: )
... - . Interest payments related to State exam fees ........... ... -2 -1 -12 -17 -23 -61
LT .. Morris K. Udall Scholarship Foundation: ) :
o .. Receipt of federal payments to the foundation ........... ceceeerene -3 -3 =3 . -3 -3 -15
- - Undistributed offsetting receipts: s :
Redefine wage base for military pay covered by Social S : ’ .
Y- Security ... revenanees eremreaeereeenenne reereesessissanertenereaerresasasne  sneerssssse 264 . 271 261 - 260 261 1,317
- Revenues: _ . :
=.x- . Clergy open season for OASDHI coverage (off-budget
POTLION) eoireecriearesiiseeinncetosessesesnnssesacsacserssesaenarsseaseesns | saaseesesses -3 -7 -9 -9 -10 -38
"7 Subtotal, proposals not subject to pay-as-you-go ... " 310 87 107 151 17 702
SUBTOTAL, proposals not designated for discre- .
LIODALY ....oocceiieiee et ssserersestneaesrasressrereesae 289 -286 -535 -173 -89 -226 -1,309
Offsets designated for discretionary:
Outlays: i :
Education—student loans:
" NDNH SAVINES .oeveverenrineierieseieseessnssessosetssssassssssssssssssns  sesesssssses -876 -19 = -25 -26 -25 -971
Recall additional federal fund reserves ........cccceevues .- —BEB e rrrerenreene erereerrnees seevanrenens -868
Eliminate GA complement at 95% on new loans L e s e ceeseranans —41
" Reduce lender subsidy to 20 basis points on tax ex-
empt 1enders ..o e ctneaeneen =132 e e e -132
HHS:
Health care savings .......ccccveiievcinicerineseeseeeeeeines aeereeecens -1,100 -920 -1,030 -980 -1,070 -5,100
Freeze TANF supplemental growth at FY99 level ... .......... —45 -87 —48 —41 -20 -241
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: Table 12. - MANDATORY AND REVENUE PROPOSALS—Continued

(In millions of dollars)

Estimate Total

1999 2000 2001 2002 2003 2004 2000-2004

~ Corps of Engineers: . . oL Lo o

. Harbor services fund user fees ..o sivenreeres - -966 - -963 - -960 996 -1014 4,899
Undistributed offsetting receipts: o o T
Change in military retirement .........cccomeesieiinn cenicnnenne , -849 -1,058 -1,159 -1,231 -1,270 -5,567
A_uowa_nces - ' C el . P A P . R . .
Tobacco recoupment Policy .......couiiecieinsismiiiccccioness cecersenass sovee E— e =1,794  -3,318° -3,998 -9,110
Revenues: k S : e
. Superfund tax eXtensions ...........ceceeeeererensessersorsomesonse -109 -1,532 -1,207 -1,219 -1242" -1,259 ~6,459
Repeal of existing harbor maintenance excise tax ....... .......... 472 - 505 541 -- 578~ 619 2,715
FAA USET fEES .uovrecerrenrecirreirerereteser st s sesaeesses s eeses -1,122 -1,184 -1,091 -1,007 ‘- -910 -5,314
Modify individual estxmated tax safe harbors .....cccccecee crvreneen. -1,800 =71 1871 reeessmesraes sesane
Federal tobacco taxes ..........c.cuvrenvinirenneresnevesseeressenns 77 -17,987 -17,105- -6,589 -6418 -6,400_ -34,499
Subtotal, offsets designated for discretionary reereseens . .-32 -16,846 -12,109 -11,503 -14,681 -15,347 -70,486

TOTAL, mandatory and revenue proposals

MEMORANDUM:

Total tobacco recoupment policy savings shown above ... ........ R -2,824 3,917 —4,553 -4,688 -15,982
Total health care savings shown above .......cuevvivicienes eevereeeane . -1,326 -2,031 -2,296 -2,525 -2,685 -10,863

257 -17,182 -12,644 -11,676 -14,770 ~156,678  -71,795

Table 13. TAX RELIEF PROPOSALS INCLUDING SOCIAL SECURITY AND -
MEDICARE REFORM , -
(In billions of dollars) .

— 0~
1999 2000 2001 2002 2003 2004 2000~ 2000 B
Provide tax relief and extend expiring provisions: 3
Make health care more affordable .........cccooovrvvecees coeeens -0.1 -13 -13 -15 -16 -5.8 -14.7
Expand education initiatives ..........cccecvveevvvermnnenne. -1 -05 -14 -13 -12 -12 - -56 -116 ;
Make child care more affordable .. vt eveeeerens -0.4 -1.7 -1.5 -1.6 ~1.6 6.8 -15.7
Extend expiring provisions ........... .. 04 -17 -17 -06 -03 02 46 -5.3

Other tax relief provisions ...... -0.2 -1.6 -1.8 ~-1.9 -2.3 -2.7 -10.2 -29.1

Subtotal, provide tax relief and extend expiring : :
........... -07 —43 -18 66 69 -73 -329 - -763

provisions ........
Create Universal Savings ACCOUDLS .....c.cceveeeevcercicccins ceeeieiee serreseas 08 -0.6 -26 -223 -26.3 -2504
Total effect of tax relief proposals. ............................ -0.7 —4.3 -86 -7.2 ~9.5 -296 -59.2 -326.7
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Table 14. EFFECT OF PROPOSALS ON RECEIPTS

(In millions of dollars)

Estimate Total
: : 1999-
1899 2000 2001 2002 2003 2004 2004

Provide tax relief and extend expiring provisions:
Make health care more affordable:

Provide tax relief for long-term care needs .......cccceveerrrvenveinens cecrvrinnene -52 -1,107 -1,144 -1,312 -1,408 -5,023
Provide tax relief for workers with disabilities .........cccoeciiiinees creenienee -21 -151 -169 -187 -196 -724
Provide tax relief to encourage small business health plans ..... ........... -1 -5 -10 -15 -13 —44

Subtotal, make health care more affordable ... weoormren -74 -1,263 -1,323 ~1,514 -1,617 -5,791

Expand education initiatives:
Provide incentives for public school construction and mod-

BITUHZALION ...veieeierrereriairnneeierenrresrmsesesnereesssnseasssaseersesssenssssssssaanass  sesosssassas -146 -570 -939 -1,035 -1,045 -3,735
Extend employer-provided educational assistance and include
graduate education ... =72 =267 -T19 =236.....uee erreirens -1,222
Provide tax credit for workplace literacy and basic education i i
PYOBTAINS eoeineiucesiimsineensiseseenistestssansenasasessensesessesararasssensaneentaene: T -3 -18 -25 -38 -55 -139
.. .. _Encourage sponsorship of qualified zone academies 22 -43 =55 24 ... -144
Eliminate 60-month limit on student loan interest deduction ... ............ -18 . -61 -62 67 -73 -281
N Eliminate tax when forgiving student loans subject to income )
. CODLINEENL TEPAYMEDL oottt ettt ieaes frnetetitres ettt atees Sessisbtants Sesbiterises Shaesesees dersatstatas 2aestsennerens
Provide tax relief for participants in certain Federal education
PIOETAINS .eoiiiisrisserssriarsioretenesrsnesstenseasssenssnecssasstesaneseesanesssssssessnns  sarersessons -3 -7 =7 -7 -6 -30
.-.—. ...Subtotal, expand education initiatives ........ccc.cccerriereernriens -72 —459 -1418 -1,324 ~1,171 -1,179 -5,551
. Make child care more affordable: ’
- Increase, expand and simplify child and dependent care tax
CTEARL ettt e et s sn e e resrnes | satessanenen -338 -1,585 -1,426 ~1,471 -1,503 -6,323
- Provide tax incentives for employer-provided child-care facili-
IS e e e s e e aee | cbescesiaeas —40 -84 -114 -131 -140 -509
Subtotal, make child care more affordable ...........ccccccevevevecires cvvceeennn -378 -1,669 -1,540 ~1,602 -1,643 -6,832
Provide incentives to revitalize communities: N o
Increase low-income housing tax credit per capita cap ......ccceee coevereenes —46 -186 -330 -—474 -620 -1,656
Provide Better America Bonds to improve the eavironment ..... Cvevesnerens -8 49 -127 -205 -284 673
Provide New Markets Tax Credit .........ccoeerernreerrcnecrerisvernvecsecrons ooes SR -12 -88 -207 -297 -376 -980
. Expand tax incentives for SSBICs, -* —* - —* —* ~* —*
Extend wage credit for tWo DEW EZs ........ccceeerinieriecnieeieceens sreeessesess cvsvirestrse svestresmess sessessscs eereststes severesteses sessessseesens
_ Subtotal, provide incentives to revitalize communities ... .oecereene. -66 -323 -664 -976 -1,280 -3,309
: Promote energy efficiency and improve the environment: L o .

v - Provide tax credit for energy-efficient building equipment ........ .cccvec.... .-230 -407. -376 -393 -127 -1,533
Provide tax credit for new energy-efficient homes ........ccccevvvecees vevveecnce. -60 . -109 -92 72 -9 —429
Extend electric vehicle tax credit; provide tax credit for fuel-ef- .

fICIENE VERICIES w.cvceecevetitiitiec ettt bent et serbsnstns suineirnes sebibieeeens —4. -178 -T12  -B94
Provide investment tax credit for CHP systems we . =1 64 --99 -110 -52 ~7 =332
Provide tax credit for rooftop solar syStems .....c...ccevevveienienier eeveeecens -9 -19 -25 -34 —45 -132
Extend wind and biomass tax credit and expand eligible bio- . R ] .

INASS SOULCES .eveucrerecesarsarsescassseseenrsessestsssesensestsnsasansrasssesssscasnesse  orscstonsss ..-20 48 -73 -88 -9%4  -323

Subtotal, promote energy efficiency and improve the envi- L
FONIMENL .eveuteeeuireraneeeanraseseemsenamsatasteesaeeseneesesassensessesessenssesensss - -1 .-383 -682 -680 -—817 -1,081 -3,643
- Promote expanded retirement savings, security and portability ... . -27 -144 -204 -218 -213 - -218 -997
" Extend expiring provisions: L RS '
" Allow personal tax credits against the AMT ............................... -67 -679 . -707

e et e 1,386

Extend work opportunity tax credit ..........ocooeeeeuerreereriresursesceenes -23 -116 -164 -81 -38.- -16 415

. Extend welfare-to-work tax credit :. -3 -19 36 -21 -9 -2 -87
' Extend R&E taX Credit .ooooeosossfsooosooseo oo -311 -933 -656 -281 -133 -53 -2,056

Make permanent the expensing of brownfields remedlat:on .
COSES Luiiiiiireisnnreire s e et e st e s e s e st skt e s e s e [ -106 -170 = -168 - -167 -611




30 . . MID-SESSION REVIEW

Table 14.  EFFECT OF PROPOSALS ON RECEIPTS—Continued

- (In millions of dollars)

_ Estimate Total

1999

1999 2000 2001 2002 2003 2004 2004
Extend tax credit for first-time DC homebuyers ..........ccccvueveneee. - ;1 .=1..;-10 ) T ~12
Subtotal, extend expiring ProVISIONS co.......oorssrooccsrresrssseernen 403 —1,748 -1,679 -554 ~348 -238 4,567
SIMPLfy the tAX JAWS ...oveeeeeeetseteeeemseseesserseeseeessessessemssseessesreseeessssss . -64 -141 .-159 -154 -104 ' —41 -599

" Miscellaneous provisions: . . e _ - o

Make first $2,000 of severance pay exempt from income tax ... ... —42 -168 -173 -133........ -516
Allow steel companies to carryback NOLs up to five years ....... ,-19. -1%0 -28 . -30, -24 -20 292
Subtotal, miscellaneous provisions ............ et resereanensens o -19 _—2_3_2'_‘,—196 2203 -157 -20 -808

. Electricity restructuring:
. Deny tax-exempt status for néw electric ut:hty bonds except
for distribution related expenses; repeal cost of service limi-
tation for determining deductible contributions to nuclear
decommissioning funds; clarify the 15-year life of distributed

power property eerenrsteessnennaente  ttnsessennes 371w 18 27 38 96
Su'br.otal electricity restructuring ............... eeevieeeseesesmaessassaaes | soesssmes 3 10 18 27 38 96
Modify international trade provisions: ) . ' '
Extend and modify Puerto Rico economic- actxvxty tax ecredit ..... .eceenen. -24 46 -71 -106 -141 388
Extend GSP and modify other trade provisions? ........ccccecerreenns -84 641 =353 -93 -96 -99 -1,282
Levy tariff on certain textiles/apparel produced in the CNMI1 .. 187 187 - 187 187 748
Expand Virgin Island tariff credits ! ..........ccoeivmmecniinnesiesiierens cvceninenss seovssessnns -~ - -2 -1 -3
Subtotal, modify international trade provisions ..........cccceernene. -84 665 -212- 23" -17 -54 -925
Subtotal, provide tax relief and extend expiring provi-
BIOMS 1 et et e e e e b e ar b et nsenis -670 -4,287 -7,795 -6,619 6,892 -7,333 -32,926
Eliminate unwarranted benefits and adopt other revenue
measures: '

Limit benefits of corporate tax shelter transactions:

Deny tax benefits resulting from non-economic transactions;
modify substantial understatement penalty for corporate tax
shelters; deny deductions for certain tax advice and impose
excise taxes on certain fees, rescission provisions and provi-

sions guaranteeing tax benefits .......c.ccoieiicmnieciniinsenciniinees e 11 76 162 194 214 657
Preclude taxpayers from taking tax positions inconsistent with

the form of their transactions ..........cccceieveeeivrerniecennnecenes 5 50 52 55 58 62 277
Tax income from corporﬂte tax shelters involving tax-indiffer- -

€0L PATEIES ooiieiiiiietieri sttt st s e es 15 150 155 165 175 185 830
Require accrual of income on forwa.rd sale of corporate stock . 1 4 9 13 21 31 78
Modify treatment of built-in losses and other attribute trafﬁck- :

IDE ittt n st e s sate e snenes 9 113 185 192 200 208 898
Modify treatment of ESOP as S corporation shareholder 17 64 102 145 183 202 696
Prevent serial liquidation of U.S. subsidiaries of foreign cor-

POTALIONS ..cvuvrreurieereeearieneserernasreesereressestsssssnsansasesanseamsmsssesessessscss  sesesssasees 12 20 19 19 19 89 - -
Prevent capital gains avoidance through basis shift trans- "
actions involving foreign shareholders ..........ccocevieeiininnienenns 65 301 114 64 45 27 551
Limit inappropriate tax benefits for lessors of tax-exempt use -
PIOPEILY ooveereeererieaeeeesssssessessessssessesessessasssenssesstssentasessonsssasanes 1 35 79 119 147 163 543 =
Prevent mismatching of deductions and income exclusions in : 4
transactions with related foreign persons ..........c.ccooiviiniiiiins v 60 104 108 112 117 501
Restrict basis creation through Section 357(c) 3 9 19 28 39 50 145
Modify anti-abuse rule related to assumption of liabilities ....... 1 C 2 4 5 7 9 217
Modify COLI rules ....ocovreenieiiciecienmr ittt cecnenineseienns seseeessens 240 366 398 427 451 1,882
Subtotal, limit benefits of corporate tax shelter transactions 117 1,051 1,285 1,473 1627 1,738 17,174

Other proposals:
Require banks to accrue interest on short-term obligations ...... .......... 72 2 3 4 4 85
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Table 14. EFFECT OF PROPOSALS ON RECEIPTS—Continued

(In millions .of dollars)

Estimate Total
1999
1999 2000 2001 2002 2003 2004 2004

Require current accrual of market discount by accrual method

BAXPAYETS orevererritsroscsssmarsssnsiretasesatnssisibssnssssssssnsssnsnsssaosessensasans 3 7 11 15 20 25 78
. Limit conversion of character of income from constructive own-
ership transactions with respect to partnership interests ...... 19 30 37 32 32 35 166
Modify rules for debt-financed portfolio stock .....ceeceniiriinnnnss 1 5 9 14 20 26 74
Modify and clarify certain rules relating to debt-for-debt ex- i
ChANEES ..vurececerercecr et r s rssssstsnse o 15 76 109 108 107 106 506
Modify and clarify straddle rules ......ccovcricicninnnnniiiiniencn, 16 40 50 48 47 49 234
Conform control test for tax-free incorporations, distributions,
and reorganizations ..., 7 18 22 22 21 21 104
Tax issuance of tracking 8tock .....ccoccvieniirenreecccerrcennineenncsnnnennnens 40 105 128 - 127 127 127 614
Require consistent treatment and provide basis allocation :
rules for transfers of intangibles in certain nonrecognition -
LrANSACLIONS veeeeieiiiei ettt a e e 2 66 83 86 90 95 420
‘ * Modify tax treatment of downstream MErgers ............coeeresocenes 14 42 55 59 63 67 286
Modify partnership distribution rules -28 131 162 173 162 147 775
Deny change in method treatment to tax-free formations ......... 6 94 64 65 67 70 360
Repeal installment method for accrual basis taxpayers .... 685 757 438 114 16 2,010
Deny deduction for punitive damages ..........ceceevvemecerenes 88 124 130 137 143 622

25 39 40 42 21 167
-219 -189 48 255 435 330
30 49 61 69 75 284

Apply uniform capitalization rules to tollers ..................
Provide consistent amortization periods for intangibles ...
Clarify recovery period of utility grading costs ..............

Require recapture of policyholder surplus accounts .......cccocovivces wivviennenes 134 222 219 217 215 1,007
Modify rules for capitalizing policy acquisition costs of life in-
BUTANCE COMPANIES ..eevrrrrrernrrrosecseissrseseosssessarrssessssssssssssanssssmsaesses  sansaresases 379 977 946. 914 880 4,096
" Subject investment income of trade associations to tax 172 294 309 325 341 1,441
Restore phaseout of unified credit for large estates ... wvesverenes 27 61 66 72 76 302
Require consistent valuation for estate and income tax pur-
poses .. raresesessssassetsnatansssassarasae 3 8 13 17 22 63
Require basis allocation for part sale/part gift transactions ...... .....c..... 2 3 4 5 6 20
. Conform treatment of surviving spouses in community prop-
;. erty States .....cvciniiieniincnens renresesensest st 3 15 33 46 59 72 225
"Expand section 864(c)(4XB) to interest and dividend equiva- :
I 160LS ...ttt sa e naan e 9 15 16 16 17 73
~ Recapture overall foreign losses when CFC stock is disposed ... ............ 6 6 6 6 7 31
Modify foreign tax credit carryback and carryforward rules ..... 38 252 315 266 253 °© 233 1,319
Increase elective withholding rate for nonperiodic distributions
oy from deferred compensation plans ... e 42 2 2 2 2 50
" Increase section 4973 excise tax for excess IRA contributions .. ............ 1 12 12 13 14 52
Limit pre-funding of welfare benefits for 10 or more employer
PIADS oottt s e r et sssre e e e r st at et arers | seeassaseans 92 156 159 150 149 706
Subject signing bonuses to employment taxes ......c...ccceceeerciieee erererines 5 3 3 3 3 17
, Expand reporting of cancellation of indebtedness income .....cc.. cveereeeee, T 17 7 1 7 35
' Require taxpayers to include rental income of residence in in- .
come without regard to the period of rental .......ccccceeevvminiccs rrrvneann. 4 - 11 11 12 12 50
Repeal lower-of-cost-or-market inventory accounting methed ... 18 422 525 431 433 201 2,012
Defer interest deduction and OID on certain convertible debt .. 2 9 20 32 44 55 160
- Modify deposit requirement for FUTA ........ccccovinicmiiiinnins cerossssins oisesesnins sesssssissss sisssssssis sisssstatsss sossssssssss sessesessemvas
. .. Reinstate Oil Spill Liability Trust Fund tax1 ....cccovninieens 26 254 256 257 261 264 1,292
Xy Deny DRD for certain preferred Stock .........cceceeeeenenecrenseneenens 4 13 26 38 52 66 195
. Disallow interest on debt allocable to tax-exempt obligations ... 4 11 17 23 - 28 33 112
o ", Repeal percentage depletion for non-fuel minerals mined on : I
e wmn... Federal and formerly Federal 1ands .......c.ccommesscrecimemevens ersmsenonne 92 94 96 97 99 478
Modify rules relating to foreign oil and gas extraction income ......... 5 65 107 ~ 112 118 407
Increase penalties for failure to file correct information re- o
BUTIIS Lireeiirceiianencssssetieerarmeae s seas e rasanssorsasassansnessnnansnsisasnesasasass  srsssssorons 6 12 15 19 13 65
Tighten the substantial understatement penalty for large cor- .
POTALIONS 1iiiieeieiiiieicitieeeerinteeiaretee st e esaaesesmaeesestsaatsasassesansesssnsens  tesseassons smssssssvans 25 42 43 37 147
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'Table 14. EFFECT OF PROPOSALS ON RECEIPTS—Continued

(In millions of dollars)

Estimate Total
- . 1999~
1999 2000 2001 2002 2003 2004 2004

Require withholding on certain gambling winnings .......cccceiens wevveeens 1T 4 - 1 -1 1 24

Simplify foster child definition under EITC ....c.cccocevrervmiiiiinns ireecinnes venrniinaens 6 7 1 7 27

Replace sales-source rules with activity-based rules .......ccoceieiee weeeeess 310 540 570 600 630 2,650

Repeal tax-free conversions of large C corporations into S cor- ) T

POrALIONS .oovveiriiririere s st e aenaeaes 10 - 32 46 56 68 212
- Eliminate the income recognition exception for accrual methoed
BEIVICE PIOVIAErS ..ccoviieiiiieiereirieecreeesae e ecneresnressesscssinenssnaee e 1 32 © 44 46 48 50 220

Modify structure of businesses indirectly conducted by REITs 4 27 27 27 28 28 137

Modify treatment of closely held REITS ....ccocoeiiinecniiiniiniiiiiins veieeeens 24 10 12 14° 15 75

Impose excise tax on purchase of structured settlements .......... 6 8 6 3 1 -2 16

Amend 80/20 COMPANY TUIES ..cvuvreemrueremrersssrmsmeessemsemsssesseseasesseses 28 48 49 51 52 53 253

Modify foreign office material participation exception applica-

ble to inventory sales attributable to nonresident's U.S. of- )

fice rrereraeurensnensnsetensessasaneacarenssass 1 7 10 10 11 11 49
Stop abuse of CFC exception to ownership requirements of sec-

tion 883 rerrenetannenestsanes SRR - 4 9 7 5 5 30

Include QTIP trust assets in surviving spouse’s estate ........cc.e. cocveecees ceeenernenne 2 2 2 2 8

Eliminate non-business valuation diSCOUNtS .......cccereeeecreemrsrennres  ceseresenses 206 425 443 477 494 2,045

Eliminate gift tax exemption for personal residence trusts ....... ........... -1 -1 -1 3 12 12

Increase proration percentage for P&C insurance companies ... .......... —4 49 64 87 107 303

Subtotal, Other PropoSals ..........coeecsmmeecrmmcsemeresnecssssssssssses 255 3,945 5,889 5,883 5929 5885 27,531

Subtotal, eliminate unwarranted benefits and adopt .

other revenue measures? .............cmieneenienneesrescenrsosens 372 4,996 7,174 17,356 17,556 7,623 34,705
Other provisions that affect receipts: i
Reinstate environmental tax on corporate taxable income? .......... ............ 794 460 463 476 481 2,674
Reinstate Superfund excise tAXeS ! .........ccccccveeverreerreresenrseesseceressene 109 738 747 756 766 778 3,785
Convert Airport and Airway Trust Fund taxes to a cost-based

USEr fe€ BYSLEIN 1 ooiiiiiiiicccretiesne e cecessae s e e sreessrs s e e resrrssnssanssess | secsessnnan 1,122 1,184 1,091 1,007 910 5,314
Receipts from tobacco legislation ! -77 17,987 17,105 6,589 6,418 6,400 34,499
Assess fees for examination of bank holding companies and

State-chartered member banks (receipt effect)? ......cccoecvviiiies crvveiinnns 82 86 90 94 98 450
Restore premiums for United Mine Workers of America Com- _

bined Benefit Fund ........cccooiieiicveinccninecnenecrneneeesmiessnssesenans 8 15 14 “13 12 12 66
Assess mortgage transaction fees for flood hazard deter- )

IUNALION L oottt s vebe bt res s e sttt s et sants | sessesiesnes 58 59 62 65 68 312
Modify individual estimated tax safe harbors ..........ccceeevvenccniiices ceveieeenne 1,800 T1 =1,87] it ceevireeees cveereseenens
Replace Harbor Maintenance tax with the Harbor Services User .

Fee (receipt effect) 1 .......oooiriecerirercnerecesreccestesaeesnensecrereneessensss sevovssniane —472 -505 =541 -578 -619 -2,715
Allow members of the clergy to revoke exemption from Social Se- .

curity and Medicare coverage? .......c.cciinmcninnicininnin, e, 5 8 10 10 11 - 44
Create solvency incentive for State unemployment trust fund ac-

COUNES 1 Lottt s ae s et et s ae b ernn baseabeesses 224 312 96 s s 632

Subtotal, other provisions that affect receipts? 40 12,853 9,541 6,758 8,270 8,139 45,061

Total effect of proposals? ........c.cccovriiiiiiiciinnc e, -258 13,062 8,920 7,495 8,934 8,429 46,840
(Paygo proposals)l ... ... -290 1,090 -149 999 836 469 3,245
(Non-paygo proposals) ... e 3 7 9 9 10 38

(Discretionary offsets) 32 11,969 9,062 6,487 8,089 7,950 43,557

*$500,000 or less.
1 Net of income offsets.
2 Net of deductibility for income tax purposes.




Table 15. OUTLAYS BY CATEGORY

(In billions of dollara)

February estimate

Mid-Session estimate

1999 2000 2001 2002 2003 2004 1999 2000 2001 2002 2003 2004
Without Social Security and Medicare Reform:
Discretionary:
Defense .......... 2715 2748 2827 2928 3047 3144 2830 2803 2844 2933 3049 3145
Non-defense 3036 3167 3297 329.7 3316 3349 3049 317.0 3246 3329 3317 3349
Subtotal, discretionary .........cccooeriiicevciniencenn e, 581.2 591.5 612.4 622.6 636.3 649.3 5879 597.3 609.0 626.2 636.6 649.4
Resources contingent on Social Security and Medi- ’
CATE TEIOTIM Loeieieiiiicceee e rtese e e e e eesaes s sensnes  sesssesersases sessesaresneas -26.3 -40.9 -365 =341 e e -213 459 -365 -34.1
Mandatory:
Social SECUTILY ..ooviiiirceeireiicree e : 389.2 4052 4236 4441 4651 4874 3872 403.1 4212 4416 463.1 486.7
Medicare 202.0 213.7 227.7 231.7 2496 263.4 197.0 213.7 223.6 228.5 245.8 2569.3
Medicaid 108.5 114.7 122.2 131.1 141.6 152.9 108.6 114.8 1226 131.7 142.4 154.1
Other ..o et 2189 225.4 233.7 237.1 253.6 266.1 2175 224.4 232.7 237.2 254.5 265.7
Subtotal, mandatory ... 9186 959.0 1,007.1 1,0439 1,1099 11697 9102 956.0 1,000.0 1,039.0 1,105.8 1,165.7
Net interest ... et e aes 227.2 215.2 205.9 194.7 183.2 173.0 229.4 218.5 207.4 195.5 183.9 171.0
Total, outlays ....ococvveviiicirieei e 1,727.1 1,765.7 1,799.2 18203 1,893.0 19579 1,7275 1,771.7 1,795.2 11,8148 18899 19520
With Social Security and Medicare Reform: )
"DHSCIEtiONATY .ovoreeereeecieecrer s s 581.2 5915 6124 6226 6363 . 649.3 5879 5973 609.0 6262 636.6 6494
Mandatory ...... .. 9186 °959.0 1,007.1 1,0439 1,099 11697 9102 956.3 1,001.2 1,043.1 1,114.1 1,1728
Net interest C 2212 215.5 207.6 199.0 190.7 183.6 2294 - 2185 208.0 197.9 189.0 179.3
TOLAL, QULIAYS .coviemmrrereereeeveeeeecesereeseeeressesesesesesessesereseenon 1,727.1 1,766.0 1,827.2 18655 1,936.9 2,002.6 17275 1,772.1 18183 18677 19397 20014
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Table 16. RECEIPTS BY SOURCE
(In billions of dollars)

9e

February estimates

Mid-Session estimates

1998
Actual 1999 2000 2001 2002 2003 2004 1999 2000 2001 2002 2003 2004
Individual income taxes .........ccoveeverircrenersernenns 828.6 868.9 899.7 9125 942.8 9707 10177 8867 921.1 934.0 961.1 996.1 1,043.8
Corporation income taxes ..........cccccccvvunnen. 188.7 182.2 189.4 196.6 203.4 2123 2215 1795 187.5 191.8 197.9 205.9 - 2135
Social insurance and retirement receipts .. 571.8 608.8 636.5 660.3 686.3 712.0 739.2 608.0 641.1 666.8 694.4 . 723.8 754.5
Excise taxes .......ccococevveerneenns reveererasereeneees 571.7 68.1 69.9 70.8 72.3 73.8 75.4 70.7 72.1 73.0 73.8 752 768
Estate and gift taxes ... 24.1 25.9 27.0 28.4 30.5 316 339 284 31.4 32.8 35.1 36.6 39.2
Customs duties .............. . 18.3 17.7 18.4 20.0 21.4 23.0 249 ©18.0 17.2 . 183 20.0 215 229
Miscellaneous receipts ........ccooccoveeenriiiiicncnnnnns 32.7 347 421 44.9 50.3 517 ~ 53.0 35.1 439 '46_.8 52.1 53.6 "' 55.0
Total without Social Security and Medi- -
care Reform .........cocoviniiininncciinnncieeen. 1,721.8 1,806.3 1,883.0 1,933.3 2,007.1 2,076.0 2,165.5 1,8263 1,914.2 1,963.4 2,034.4 2,112.7 2,205.7
Memorandum:
Total with Social Security and Medicare Re- )
(] 5 + 1 W PSS 1,721.8 1806.3 1,869.0 19174 19852 20541 2,1419 18263 1,914.2 19626 2,033.8 2,110.1 2,183.4
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Table 17. OUTLAYS BY AGENCY
(In billions of dollars)

February estimates

Mid-Session estimates

1998
Actual 1999 2000 2001 2002 2003 2004 1999 2000 2001 2002 2003 2004
Legislative Branch .....c..coocevveirienciinnieneciene 2.6 2.8 3.1 3.0 3.1 3.2 3.2 2.9 3.1 3.0 3.1 3.2 3.2
Judicial Branch ........ 35 39 4.1 43 4.3 44 44 3.9 4.1 43 43 44 4.4
Agriculture .. 53.9 63.4 55.2 55.0 54.7 54.7 56.7 62.7 56.2 55.6 55.3 55.9 57.0
Commerce ..........0 ... 4.0 48 - - 66 5.2 4.7 4.7 4.7 4.8 8.2 5.6 48 4.7 4.7
Defense—Military .... . 256.1 - 263.6 260.8 2686 2783 290.2 300.0 268.6 2638 - 269.6 2786 2903  300.0
Education .....ccccooveeiicciiciicnn e s 315 344 35.0 39.2 38.2 39.8 40.4 343 33.8 38.7 371 39.3 40.1
ENETEY «.i et cees s seee st seseseresne b s stnninnn 144 155 15.8 16.0 16.0 15.9 15.6 15.5 15.8 16.0 16.0 15.9 15.6
Health and Human Services .. . 3506 , 3755 400.3  426.7 443.1 474.1  501.6 371.3 4010 4235 4406  470.7 . 4979
Housing and Urban Development .......... eetirennins 30.2 323 325 32.7 29.2 27.8 26.1 33.0 31.8 31.7 284 270 255
| 5179 £ 7 SRRSO 7.2 84 8.5 8.6 8.6 8.7 8.8 8.6 8.6 8.7 8.6 8.8 8.8
" Justice ...... . 16.2 16.5 19.8 20.9 19.7 19.7 19.5 18.6 20.4 20.8 19.8 19.8 19.6
Labor .... 30.0 349 38.7 40.6 41.2 419 43.2 329 36.8 39.8 41.8 42.7 43.7
State ............. --5.4 6.8 7.0 7.3 7.3 7.0 7.1 7.0 7.2 7.5 7.5 7.1 7.3
Transportation ... 39.5 419 45.5 48.2 49.5 51.2 52.8 419 45.5 48.3 49.5 51.2 52.8
Treasury ....ccocceeee 390.1 3860 3779 3766 3743 3724 3721 3884 3828 3815 3802 380.1 379.2
Veterans Affairs .........coeevenincenincenncireneennne 41.8 43.5 44.0 45.3 46.0 46.8 47.9 43.9 44.0 45.3 46.0 46.8 479
Corps of Engineers .........cccccninniniincniincennnes 38 4.2 3.1 3.0 3.0 29 2.9 4.2 31 3.0 3.0 29 29
Other Defense Civil Programs ............... 312 32.3 33.2 341 35.0 35.8 36.7 323 33.2 34.1 35.0 359 368
Environmental Protection Agency ......... 63 - 67 7.3 16 7.4 73 7.3 6.7 73 1.6 7.4 7.3 7.3
Executive Office of the President ............ 0.2 04 0.3 03 03 - 0.3 03 04 0.3 0.3 0.3 0.3 0.3
Federal Emergency Management Agency 2.1 2.7 2.7 24 - 18 1.5 13 31 3.2 2.7 2.0 15 1.3
General Services Administration .............. . 1.1 03 0.4 0.4 —0.1 0.3 0.2 0.4 0.4 0.4 -0.1 0.3 0.2
International Assistance Programs .................... 9.0 10.1 10.4 10.7 11.4 11.5 11.5 10.5 10.9 10.8 115 11.5 115
National Aeronautics and Space Administra- :
T BN e erereseesenrerenaee 14.2 14.0 134 134 13.5 137 13.7 14.0 13.4 13.4 13.5 13.7 13.7
National Science Foundation ... 3.2 33 3.6 3.8 4.0 4.0- 4.0 33 3.6 38 4.0 4.0 4.0
Office of Personnel Management ...........cccevneee 46.3 48.3 50.5 52.9 55.4 57.8 60.6 48.3 50.5 529 55.4 57.9 60.7
Small Business Administration ............ccoccecineene -0.1 0.9 - 03 0.3 0.5 0.7 0.7 -0.8 0.3 0.3 0.5 0.7 0.7
Social Security Administration ... 408.2 4224 439.0 4582 4799 5020 5254 4205 4369 4558 4774 5000 524.7
Other Independent Agencies ........c..cccvvceicrniiinens 110 ., 63 148 17.2 21.2 22.1 23.1 65  15.1 17.8 21.8 22.7 23.6
ANOWENCES ..veiveeireecvenenncein st seecacnresesraevenss bessaessssnas 31 26 -266 -40.2 -339 -289 0.6 3.1 -268 422 -338 -288
Undistributed Offsetting Receipts ................... -161.0 -160.4 -170.8 -177.0 -191.0 -1955 -205.0 -160.8 -172.5 -180.9 -196.7 -203.0 -214.6
Total without Social Security and Medi- . . . . .
care Reform .........coveeevvucvenrecnveeenmenne. - 1,652.6  1,727.1  1,765.7 1,799.2 1,820.3 1,893.0 1,957.9 1,727.5 1,771.7 1,795.2 1,814.8 1,889.9 1,952.0
Memorandum: ]
Total with Social Security and Medicare Re-
1111 21 RSOOSR eeroreeas 1,652.6 1,727.1 1,766.0 18272 1,865.5 19369 2,002.6 11,7275 1,772.1 1,8183 1,867.2 1939.7 2,001.4
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Table 18. OUTLAYS BY FUNCTION
(In billions of dollars)

February estimates

Mid-Session estimates

1998
Actual 1999 2000 2001 2002 2003 2004 1999 2000 . 2001 2002 2003 . 2004

National defense ........ccooeeeveeiiiiriiniieneencieeeeeene 268.5 276.7 274.1 282.1 292.1 304.0 313.8 282.2 279.6 283.8 292.6 304.2 3138
International affairs ..........ccccocivveiiiniiece e, 13.1 155 16.1 17.0 17.8 17.7 17.9 15.9 16.9 17.3. 18.1 17.9 18.1
General science, space, and technology .. . 18.2 18.5 18.6 19.0 19.1 19.3 19.3 185 18.6 19.0 19.2 19.3 19.3
ENEIBY oottt enae n 13 * -2.0 -1.1 -1.1 ~-1.1 -1.2 0.2 -2.0 -11 -1.1 -1.1 -1.2
Natural resources and environment ... 224 243 23.7 244 24.0 243 24.3 24.6 24.0 24.5 24.1 245 245
Agriculture .........cooevveivicinnnnn 12.2 21.4 15.1 12.8 114 10.2 103 220 16.9 13.8 12.0 11.1 10.3
Commerce and housing credit 1.0 0.5 64 7.7 9.3 9.5 9.9 1.6 7.2 7.6 9.0 9.3 9.8
Transportation .....c.ccoeevernivinecneneneens . 40.3 42,6 46.4 48.8 49.6 51.8 53.4 427 46.4 48.8 49.6 51.8 53.4
Community and regional development ............ 9.7 104 10.2 10.0 9.6 9.3 9.1 10.7 10.8 10.4 9.8 9.4 9.1
Education, training, employment, and social . : . . :

SEIVICES ....oivcviieieieiritiireeneeersenee e e re s enanre e se s nneen 54.9 60.1 63.4 67.8 66.9 68.7 70.0 59.5 62.3 67.3 66.6 68.5 69.6
Health ....... 131.4 143.1 152.3 162.8 173.3 184.7 196.6 142.8 152.5 163.3 174.0 185.5 197.8
Medicare .............. 192.8 205.0 216.6 230.6 234.6 2525 266.3 199.9 216.6 226.5 2314 248.7 262.2
Income security ... 233.2 243.1 258.0 267.3 274.7 282.3 291.2 240.7 255.5 266.2 274.9 282.6 291.2
Social Security ....cccveiiircerereirerrr e e 379.2 3926 4086 4269 4473 4683 4906 390.7 ~ 406.4 4245 ~ 4448 4663 4899
Veterans benefits and services .........c..ccceeennnne 418 43.5 44.0 45.3 46.0 46.8 479 44.0 44.0 45.3 46.0 46.8 47.9
Administration of justice .......ccccvrieeniieinniiiniens 22.8 24.5 275 28.8 27.6 27.7 271.5 26.7 28.2 28.7 27.7 27.8 27.6
General government ........cccoveeviicnnniiininennns 13.4 14.9 145 14.7 14.5 14.6 14.7 15.7 14.6 14.6 145 14.5 14.6
Net iNterest ..ooocooecvieereereeeriee e eseee e sersraes 243.4 227.2 2152 2059 194.7 183.2 173.0 2294 2185 2074 195.5 183.9 171.0
AVNOWANCES ..ottt i evsreerrseens reeressnenees 3.1 26 -266 402 -339 -289 0.2 0.5 -274 424 -339 -288
Undistributed offsetting receipts .........ccccooeee.e. ~47.2 -40.0 —45.7 —45.0 -51.1 —47.0 —47.9 —-40.4 —45.6 -45.2 -51.3 -47.2 —48.1

Total without Social Security and Medi- o

care Reform ..........ccccieiriiieiniiciiien e 1,652.6 1,727.1 1,765.7 1,799.2 1,820.3 1,893.0 1,957.9 1,727.6 '1,771.7 1,795.2 1,814.8 1,889.9 1,952.0
Memorandum:

Total with Social Security and Medicare Re-

1153 3 o+ HOU USSP SSRUR P 1,652.6 1,727.1 1,766.0 1,827.2 1,865.5 19369 20026 17275 1,772.1 11,8183 1,867.2 1,939.7 2,001.4

* $50 million or less.
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Table 19. DISCRETIONARY BUDGET AUTHORITY BY AGENCY v

(In billions of dollars) %
A . 1998 February estimates Mid-Session estimates o}
enc
geney Actual 4999 9000 2001 2002 2003 2004 21999 2000 2001 2002 2003 2004 E
[
Legislative Branch ..... " . RSN 2.3 2.6 27 2.7 2.7 2.8 2.8 2.6 2.7 2.7 2.7 2.8 2.8 11
Judicial Branch ...... 3.2 34 3.9 39 39 4.0 4.0 34 39 3.9 3.9 4.0 4.0
Agriculture ....... w 15.8 15.8 15.2 15.6 154 15.4 154 3165 3152 15.6 15.4 154 154
Commerce .......... e 4.2 5.1 7.2 5.1 4.6 4.6 4.5 5.1 9.0 5.1 4.6 46 4.6
Defense—Military .....c..cccveveicreciencrerecrinnercrenenee 259.8 263.5 268.2 2874 289.3 299.7 308.5 273.0 4268.2 287.4 289.3 299.7 308.5
Education ..o 29.8 288 - 328 34.7 34.7 34.7 34.7 288 6328 34.7 34.7 34.7 34.7
EDEIEY oottt saene e 16.8 17.9 17.8 18.7 18.6 18.5 18.5 17.9 17.8 18.7 18.6 185 18.5
Health and Human Services ........ . 37.1 41.3 41.5 435 43.4 43.4 43.4 415 41.5 43.5 43.4 43 4 43.4
Housing and Urban Development . 22.4 25.5 23.8 28.0 28.0 28.0 28.0 252 €238 28.0 28.0 28.0 28.0
Interior ... 8.1 18 8.6 8.6 8.6 8.6 8.6 79 8.6 8.6 8.6 8.6 8.6
JUSLICE Lot e 17.6 18.1 18.4 185 - 186 184 18.4 18.2 18.4 18.6 18.7 18.5 18.5
Labor ..o 10.7 11.0 115 11.5 115 115 11.5 11.0 115 115 115 115 11.5
State ......ccoeeee. . 5.6 7.6 6.4 6.3 6.4 6.6 6.8 8.2 6.7 6.4 6.6 6.8 6.9
Transportation ..... . 15.0 12.5 12.9 13.5 14.0 147 15.2 126 12.9 13.5 14.0 14.7 15.2
Treasury .................. . 11.5 12.7 12.0 12.7 125 12.6 12.6 12.8 12.0 12.7 12.5 12.6 12.6
Veterans Affairs ..... . 18.9 19.2 19.2 19.2 19.2 19.2 19.2 1.2 719.2 19.2 19.2 - 192 19.2
Corps of Engineers ..................... 4.2 41 3.9 39 3.9 4.0 4.0 4.1 3.9 3.9 3.9 4.0 4.0
Other Defense Civil Programs ......... 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.1
Environmental Protection Agency 7.4 7.6 7.2 7.2 72 7.2 7.2 7.6 7.2 7.2 7.2 7.2 7.2
Executive Office of the President .........c..c..... 0.2 0.4 0.3 0.3 0.3 03 0.3 04 0.3 0.3 0.3 0.3 - 0.3
Federal Emergency Management Agency .......... 2.4 0.8 0.9 0.9 0 0.9 0.9 2.3 0.9 0.9 0.9 09 0.9
General Services Administration ............... 0.1 0.5 0.2 0.4 0.3 0.3 0.2 0.5 0.2 0.4 0.3 0.3 0.2
International Assistance Programs 11.4 31.2 12.7 12.7 12.2 12.2 12.2 8322 12.7 12.7 12.2 12.2 12.2
National Aeronautics and Space Administra-
BIOME oeiiire ettt cen et e srreee s b ce st sraeersiaes 13.6 137 13.6 138 13.8 13.8 13.8 13.7 13.6 13.8 13.8 13.8 13.8
National Science Foundation ....... 3.4 3.7 39 4.0 4.0 39 3.9 3.7 39 4.0 4.0 39 3.9
Office of Personnel Management .. 0.2 0.2 0.2 0.2 0.2 0.2 0.2 0.2 0.2 0.2 0.2 0.2 0.2
Small Business Administration .... 0.7 0.7 0.8 0.8 0.8 08 0.8 0.8 0.8 0.8 0.8 08 0.8
Social Security Administration ..... 5.6 5.5 5. 5.6 5.6 5.6 5.6 55 5.6 5.6 5.6 5.6 5.6
Other Independent Agencies ..... 6.2 6.2 6.6 6.9 6.8 6.8 6.8 6.3 6.5 6.7 6.6 6.5 6.5
AlloWances ........ccocooreriiieeneneneninnnes e 7.6 -03 -4717 416 -~205 -225 2.8 23 477 -435 205 -225
Undistributed Offsetting Receipts ..........cooueecee. | ereesmreniens smsssesreaens . -28 11 1.1 -0.2 0.2 e -2.8 1.1 1.1 -0.2 -0.2
Total without Social Security and Medi- = - ) o S .
_care Reform .........ccoce.e. e eereeereaaeenns ' 534.2 ° 575.0- 5655.0 65403 547.2 b578.0 65855 583.8 559.8 5404 5454 578.0 5855
Memorandum:" " N o
Total with Social Security and Medicare Re- =~ = - : : :
B (11 - YOO OV 534.2 5750 5550 5909 5948 6074 6199 583.8 559.6 586.0 5980 6075 6199
1The 2001-2004 budget projections for discretionary spending, with the exceptions of the Department of Defense and some capital intensive lor:ig-tex_‘m projects and ad-
vance appropriations, do not represent a policy pmf'ection, but an aggregate freeze at the 2000 policy levels. The estimates in the aggregate, including a reserve for prior-
ity initiatives, show the discretionary program levels the Administration will support if Social Security and Medicare are reformed.
2Includes emergency funding. @ z




3In addition to the appropriated discretionary budget authority, $5.8 billion was appropnated in 1999 for emergency fundmg for agncultural dlsasters classnf'ed as -
mandatory.

4The 2000 program level is adjusted by $3.1 billion in advance appropriations requested for 2001 for family housmg and mlhtary construction pro_]ects and base reahgn-
ment and closure (BRAC) activities.

5The budget provides a total program level of $34.8 billion, $1.3 billion (four percent) above the 1999 level on comparable terms

LR g S

6 The budget provides HUD $28.0 billion in budget authority including $4.2 billion in advance appropriations. : S :
7The budget provides a total program level of $20.0 billion when expected medical collections for veterans programs are added $l24 million over the 1999 enacted level
8 Includes $18.4 billion for the International Monetary Fund quota increase and the New Arrangements to Borrow.

oy
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- Table 20.

T (In billions of dollars) <
1998 i February estimates . _ Mid-Session estimates © ¢
~Actual 1999 2000 2001 2002 2003 . 2004 1999 2000 2001  2002° 2003 2004 :
National defense ......cccccevvvvviivinericcrerice e, 272.4 277.0 281.6 301.3 303.2 . 3136 322.3 288.6 283.4 3013 303.2 3136 322.3
International affairs ......ccccoovveeviviieivcevenenennns 19.0 40.8 21.3 212 208 210 . 211 42.6 21.6 213 21.0 21.1 21.3
General science, space, and technology ... 18.0 18.8 19.2 194 19.4 19.3 19.3 18.8 19.2 19.4 19.4 19.3 19.3
ENEIEY .ottt renes . 31 29 ©.28 3.2 3.0 “3.0 . 3.0 29 2.8 32 3.0 3.0 3.0
Natural resources and environment .... 23.5 234 23.8 24.0 239 23.9 240 23.7 239 24.0 23.9 24.0 24.0
Agriculture ... 4.3 4.3 4.1 4.1 4.2 4.1 4.1 4.5 4.1 4.1 4.2 4.1 4.1
Commerce and housing credit . 3.1 3.7 5.4 33 29 2.9 2.9 3.6 7.0 3.1 2.6 2.6 2.6
Transportation ......ceeoniceeeniiincicceneenne. 16.0 13.3 135 14.2 14.7 15.3 15.8 13.4 13.5 14.2 14.7 154 15.8
Community and regional development .............. 10.3 8.9 89 8.9 8.9 8.9 8.9 106 8.9 8.9 8.9 -8.9 8.9
Education, training, employment, and social
SEIVICES .eviiieieeeeerrerietaeterserntereresenrerrrereterreesnsresees 46.7 46.6 52.1 54.2 54.2 54.1 54.0 46.6 52.2- 54.2 54.2 54.1 54.0
Health ......... v 26.4 30.1 30.6 31.0 30.8 30.8 30.8 30.2 30.6 31.0 30.8 30.8 308
Medicare ............ 2.7 3.0 29 29 29 29 2.9 3.0 29 29 29 2.9 2.9
Income security .... 29.7 32.8 30.2 36.4 36.2 36.2 36.2 32.6 30.2 36.4 36.2 36.2 36.2
Social Security ....cccovniiiiiceiicenns 3.2 3.2 3.2 3.2 3.2 3.2 3.2 3.2 3.2 3.2 3.2 3.2 3.2
Veterans benefits and services ... 18.9 19.3 19.3 19.3 19.3 19.3 19.3 19.3 19.3 193 19.3 19.3 19.3
Administration of justice ............. 24.8 26.2 26.4 26.8 26.9 26.7 26.8 26.3 26.4 26.9 27.0 26.8 269
General government ......... 12.1 13.2 12.7 13.5 13.2 13.3 13.2 13.5 12.7 13.5 13.2 13.3 13.2
Allowances ........ccceeecommemrrniinccnnnes e ennnenees 7.6 -0.3 -47.7 -41.6 -20.5 -225 0.5 0.5 -47.7° -43.5 -20.5 -225
Undistributed offsetting receipts ........cccecceneiiens crviiicsece cerenvneneens -2.8 1.1 1.1 -0.2 0.2 .. -2.8 1.1 1.1 -0.2 -0.2
Total without Social Security and Medi- .
care Reform .......ccooooiiiiiiiiiiiiiiceeiiivcrcrecciraens 534.2 575.0 5655.0 540.3 547.2 578.0 585.5 583.8 569.6 540.4 5454 578.0 585.5
Memorandum:
Total with Social Security and Medicare Re- i
153 2 1 1 DT TTT OO O P PP OO R 534.2 575.0 555.0 590.9 594.8 607.4 619.9 583.8 559.6 586.0 598.0 607.5 619.9
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42 . MID-SESSION REVIEW?

Table 21. FEDERAL GOVERNMENT FINANCING AND DEBT WI’I‘H SOCIAL
SECURITY AND MEDICARE REFORM! 5
(In billions of dollars)

" 1998 ’ Estimates

Actual 999 2000 2001 2002 2003 2004

Financing: : - . L -
SUrplus oF defitit (=) ..eevreerreeosmesessesssseseeseesreresssns 69.2 98.8 1374 1441 1542 1651  1750"

(On-budget) -299 -248 . — - - -~ -
(Off-budget) .. 99.2 1236 1374 1441 154.2 165.1 175.0
Means of ﬁnancmg other than borrowing from ; ) :
the public: . ) . o :
Medicare solvency transfers ..........ccoccovvinen. - -— 48 0.3 123 . 5.2 6.9

Changes in: 2 ' . ' .
Treasury operating cash balance .. 4.7 -6.1 — — - — -
Checks outstanding, etc.? ............. -105 - -16 -12 — - . - -
Deposit fund balances ........cccooveerimiciiinnnnn, - =08 -7 - = - - — —_
Seigniorage 0n €oins ......cccoeeeerecnreencnieinnennerns 0.6 1.0 1.0 1.0 1.0 © 10 1.0

Less: Net financing disbursements:
Direct loan financing accounts ........
Guaranteed loan financing accounts

=115 -25.2 -21.2 -20.1 -19.6 -19.2 -177 -
0.5 1.6 0.9 1.8 1.8 1.8 20

Total, means of financing other than bor- ’ )
rowing from the public ......cccocerurvrirurnanne -18.0 -32.0 -15.8 ~17.0 —4.4 -11.2. -1.8

Total, repayment of the debt held by : :
the public .....cccceeneivineen. 51.3 66.8 121.6 127.1 149.8 154.0 167.2
Change in debt held by the public ..................... -51.3 -66.8 -1216 -127.1 -149.8 ~154.0 -167.2
Debt Outstanding, End of Year: )
Gross Federal debt:
Debt issued by Treasury .........cceccereeveruecreenenes 5,449.3 5,586.7 5,675.9 5,754.3 5,8405 5924.1 6,006.8
Debt issued by other agencies .........c.....u.n...... 294 28.6 27.7 26.7 25.7 - 24.3 23.0
Total, gross Federal debt ..........cccevmnennnnn. 54787 5,6153 57036 5781.0 5866.1 59484 6,0298
Held by: '
Government ACCOUNLS .....c.ceeeiveeeiiieenereeeeeeeneas 1,758.8 11,9622 12,1722 23766 2,611.6 2,847.9 3,096.5
The public e e 3,719.9 3,653.0 35314 3,404.4 3,2545 3,100.5 2,933.3
Federal Reserve Banks4 ..o, 458.1

(01915 USSR UU RSP 3,261.7
Debt Subject to Statutory Limitation, End of

Year:
Debt issued by Treasury ......ccceevcervevrercviniirennins 5449.3 5586.7 56759 57543 58405 5,924.1 6,006.8
Less: Treasury debt not subject to limitation5 .. -15.5 -15.5 -155 -15.5 -15.5 -15.5 -15.5
Agency debt subject to limitation .........cocoeun. 0.2 0.1 0.1 0.1 0.1 0.1 0.1
Adjustment for discount and premium®€ ... 5.5 5.5 55 5.5 5.5 5.5 5.5

Total, debt subject to statutory limitation? ... 5,439.4 5,576.7 56659 57443 5830.5 509141 5,996.8

1 Treasury securities held by the public and zero-coupon bonds held by Government accounts are almost entirely meas-
ured at sales price plus amortized discount or less amortized premium. Agency debt is almost entirely measured at face
value. Treasury securities in the Government account series are measured at face value less unrealized discount (if any).

2 A decrease in the Treasury operating cash balance (which is an asset) is a means of financing the deficit and therefore
has a positive sign. An- increase in checks out.st,zzmdm%l or deposit fund balances (which are liabilities) would also be &
means of financing the deficit and therefore would also have a positive sign.

3Besides checks outstanding, includes accrued interest payable on Treasury debt, miscellaneous liability accounts, allo-.
cations of srecxal drawing rights, and as an offset, cash and monetary assets other than the Treasury operating cash bal-
ance, miscellaneous asset accounts, and profit on sale of gold.

4 Debt held by the Federal Reserve Banks is not estimated for future years.

5 Consists primarily of Federal Financing Bank debt.

6 Consists of unamortized discount (less premium) on public issues of Treasury notes and bonds and unrealized discount
on Government account series securities, except, in both cases, for zero-coupon bonds.

7 The statutory debt limit is $5,950 billion.
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(In billions of dollars)

"

Table 22. | FEDERAL DEBT WITH SOCIAL SECURITY AND MEDICARE REFORM

Estimates Projections
2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014
Debt held by the public: .
Debt held by the public, beginning of period .......coovrnvrveciinnans 3,653 3,631 3,404 3,255 3,101 2,933 2,744 2,525 2,262 1,964 1,625 1249 944 637 335
Debt reduction from:
Off-budget surplus: .
Surplus pending Social Security and Medicare reform ....... -137 -144 -154 -165 -175 -193 -202 -~215 -225 -233 -243 -246 -248 -246 -241
Social Security solvency transfers .......c.ococcemevininiicenennen. 0 0 0 0 0 0 0 0 0 0 0 -107 -125 -145 -166
Returns on investment of transfers! .. 0 0 0 0 0 0 0 0 0 0 0 -3 -14 27 -43
Medicare solvency transfers ............ccccvniiiiniieiiennns -5 -0 -12 -5 -7 -10 -29 -59 -83 -113 -142 -67 -68 -65 -58
Less purchase of equities by Social Security trust fund? e 0 0 0 0 0 0 0 0 0 0 0 110 139 172 209
Other financing requirements? ........ccocomiieeiviimrccinrenniciiees 21 17 17 16 15 13 12 11 9 8 8 8 . B 9 9
Total chanEes ...cccccocerciviiecereccctcc et -122 -127 -150 -154 -167 -189 -219 -263 -298 -339 -376 -305 -307 -302 -291
Debt held by the public, end of period .......ccccevcmnirccvincrrenenne 3,531 3,404 3,255 3,101 2,933 2,744 2,525 2,262 1,964 1,625 1,249 944 637 335 44
Less market value of equities .........cccccevveeecierncrmnneccnnnce i 0 0 0 0 0 0 0 0 0 0 0 -110 -248 -420 -629
Debt held by the public, less equity holdings, end of period ...... 3,631 3,404 3,255 3,101 2,933 2,744 2,525 2,262 1,964 1,625 1,249 834 388 -85 -585
Debt held by Government accounts:
Debt held by Government accounts, beginning of period ........... 1,962 2,172 2,377 2,612 2,848 3,096 3,363 3,667 4,012 4,394 4,823 5,299 5,822 6.374 6,949
Increase prior to Social Security reform ...l 205 204 222 230 240 254 271 280 289 299 310 315 318 317 314
Social Security and Medicare solvency transfers 5 0 12 5 7 10 29 59 83 113 142 173 193 210 224
Earnings on solvency transfers invested in Treasury securities 0 0 1 1 2 2 3 6 11 17 25 35 42 48 55
Less purchase of equities by Social Security trust fund?! .......... 0 0 0 0 0 0 0 0 0 0 0 -110 -139 -172 -209
Total changes ........ccciiiiiviiiiin e 210 204 235 236 249 266 304 345 382 429 476 523 552 575 593
Debt held by Government accounts, end of period .........c........ 2,172 2,377 2,612 2,848 3,096 3,363 3,667 4,012 4,394 4,823 5,299 5,822 6,374 6,949 7,543
Plus market value of equities .........ccceeciniiicniicnnniincincinnnns 0 0 0 0 0 0 0 0 0 0 0 110 248 420 629
Debt and equities held by Government accounts, end of period 2,172 2,377 2,612 2,848 3,096 3,363 3,667 4,012 4,394 4,823 5299 5932 6,623 7,369 8,172

1Includes accrued capital gains.
2Primarily credit programs.

Note: Projections for 2010 through 2014 are an OMB extension of detailed agency budget estimates through 2009.

SATEVL AMVIKKAS - -
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Highlights of Treasury Analysis of Key Provisions in Archer Bill
July 16, 1999

The Estate Tax

The Administration has supported proposals that have significantly reduced the burden of
the estate and gift tax, especially on small businesses and farms. The Tax Payer Relief Act of
1997 (TRA97) will eventually raise the estate tax deduction from $600,000 in 1998 to
$1,000,000 by 2006.

e the percentage of estates subject to tax will decline from 2 percent in 1997 to 1.5 percent in 2006.
(US Department of Treasury)

In addition, TRA 97 provides special relief for small businesses and family farms:

¢ A special additional deduction exempts from estate tax small businesses and family farms worth
up to $1,300,000 from estate tax. (US Department of Treasury)

o Estate taxes on closely—held farms and other businesses can be deferred for up to 14 years. (US
Department of Treasury)

» Farm asset account for just 0.26% of all assets filed as estate taxes. (US Department of Treasury)

Also, the estate tax promotes fairness by ensuring that income that escapes taxation during life is
taxed at death.

Captial Gains Tax Cut

The proposed tax cuts would disproportionately benefit the wealthiest Americans. The
proposal would reduce the top tax rate on long-term capital gains to its lowest level since 1941 —
lower than rates that prevailed during the supply-side Reagan years.

e [t would provide a huge windfall to the wealthiest Americans — who have been riding a
phenomenal wave of good fortune in the stock market. Annual gains for the S&P 500 index
have averaged 20 percent since 1993 (not including dividends).

o In 1996, taxpayers with AGI between $200,000 and $500,000 had average long-term
capital gains of over $32,000; taxpayers with AGI between $20,000 and $25,000 have
average long-term gains of about $41. That would translate into a tax benefit of over
$1,600 for the high-income taxpayer compared with a tax reduction of about $1.00 for the
lower-income person.

o A 1997 CBO study found that the 0.1 percent of returns with capital gains larger than $1
million accounted for nearly one-third of capital gains in 1993. More than one-half of



capital gains were realized by the 0.5 percent of returns with the largest capital gains.
. That study also found that high-income taxpayers (i.e., those with over $200,000 in

income in 1993) were more than 4 times as likely to realize a capital gain as middle-

income taxpayers (i.e., those with $40,000 to $50,000 of income).

o High income people’s gains are also larger. The average gain for the high-income group

was $143,943 — more than 45 times as large as the typical gain realized by a middle-
income taxpayer.

The tax cuts would have little or no effect on savings and economic growth Although rate
cuts provide a higher return to saving, the effects on savings are mixed because some people
respond to the higher rate of return by saving less.

e A large capital gains differential could rejuvenate the unproductive individual tax

shelter industry of the early 1980s, just as we are trying to contain corporate tax
shelter activity.

e The proposed 25 percentage point difference between the top rate on ordinary income

and the top rate on long-term gains would create a huge incentive to convert ordinary
income into capital gains.

e Such conversions are economically inefficient and cause indirect losses of tax
revenues (in addition to the direct effect of lower taxes on capital gains). For example,

a top-bracket investor could borrow at 10 percent to finance an investment that

produces capital gains at an 7.5-percent annual rate and make money after tax, even
though the investment is—absent tax considerations—economically irrational.

The timing of the proposal is particularly questionable since it comes just two years after a major

capital gains rate cut and at a time of full employment and robust economic growth.

The proposed tax cuts are fiscally irresponsible. Preliminary estimates are that the proposal
would cost $18 billion over five years and $44 billion over ten years. Any tax cut of such
magnitude should be targeted to achieving other higher priorities. Because unlocking effects

would partly offset revenue losses in the first few years, the cost of the proposal would increase
in the second five years and continue growing thereafter.

Estimated Revenue Effect of Capital Gains Tax Cut, in Billions of Dollars
(Very Preliminary)

Year] 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 19994 1999-
2004 2009
Revenug -3.4 -0.1 -3.7 -53 -52 -5.0 -53 -53 -54 -5.4 -17.64 -44.3

Losq




Source: Department of the Treasury July 7, 1999
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Congress Focuses On Taxes, Health Care And Trade

THREE OF THE MOST HIGH PROFILE and diffi-
OUTLOOK .

_ cult issues Congress must confront —
taxes, Medicare and managed care reform, and trade —
are in the spotlight this week. After House Republicans man-
aged to push through their tax bill last week, that battle shifts
to the Senate with floor action beginning Tuesday and sched-
uled for completion Thursday or Friday on the $792 billion
measure approved by the Finance Committee. The floor de-
bate should be a replay of the Finance panel markup in some
ways, with amendments ranging from complete substitutes
to minor items based on the parochial interest of individual

senators.

Unlike the situation in the House, where leaders stood

by the package authored by Ways and Means Chairman
Archer, Senate leaders will seek at least a debate on their |
own ideas of how to provide tax relief. Majority Leader Lott 'q
and Majority Whip Nickles want to see more of an across-
the-board approach than Finance Chairman Roth offered.
There could be a few bipartisan proposals as well. Sens. Bob
Kerrey, D-Neb., and John Breaux, D-La., joined with Senate
Environment and Public Works Chairman Chafee and Sen-
ate Health, Education, Labor and Pensions Chairman Jef-
fords in offering a $500 billion tax relief alternative at the
markup. Sens. Paul Coverdell, R-Ga., and Robert Torricelli,

D-N.J., might also push their $350 billion measure.

Roth sought to aim the bulk of the re-

continued on page 5

Hear That Train (Wreck) A’'Coming?

publican  con-

gressional leadership and Budget com-
mittee chairmen agreed in early March
to an FY2000 budget framework based
on sticking to the 1997 Balanced Bud-
get Act’s spending cap, and agreed not
to spend the “Social Security surplus,”
pundits, the press and even fellow Re-
publicans have predicted they will be
forced to break the cap and dip into
the politically sacrosanct Social Secu-
rity trust fund.

Under this year’s budget resolu-
tion, Congress must cut spending from
the FY99 level of $564.6 billion —
which includes the $20.8 billion in
emergency FY99 spending, but not the
one-time International Monetary Fund
payment of $17.8 billion — to the
FY2000 cap of $538 billion.

At each step along the way, from
adopting the budget resolution and
the resulting 302(b) Appropriations
subcommittee spending allocations
for FY2000, to the release of the CBO’s
budget re-estimate July 1, and through
passage of the initial FY2000 appro-

priations bills, GOP leaders in both
chambers have deferred making the
toughest calls on spending cuts until
later in the process.

But appropriators have worked
their way through all but the final
spending bills facing the deepest cuts
— the VA-HUD and particularly the La-
bor-HHS measures — and “later” is fast
becoming “now.” That means the ques-
tion of how to stick to the caps and
pass appropriations bills must be an-
swered in the immediate future.

House Military Construction Ap-
propriations Subcommittee Chair-
man David Hobson, R-Ohio, was con-
fident of the ultimate outcome, if a bit
unsure of how the congressional lead-
ership will get there.

Hobson believes House leaders
can get the remaining bills through
the House, “But where I think the bub-
ble breaks is in the Senate and in the
conference committee. ... The day will
be here and the powers that be will
have to react, and | don’t think most
members know where that is.”

The CBO now

continued on page 5

Thls Week’s Floor Schedule _

SOnate '

. The Senafe will, convene at 11

a.m. today to con51der a resolu- o
‘tion to reinstate Rule 16 anda. .
motion to invoke: cloture on a mo-
tibn'to. proceed to ]uvemle ]ustlce
leglslatlon A series of roll call
votes is expected to, begln at 5; 30
p.m; The Senate Tuesday begms




Highlights of Analysis of Sen. Roth Tax Proposal from Key Organizations
July 23, 1999

COST OF THE MAJOR COMPONENTS OF THE SENATE TAX BILL (Billions)

PROVISION 1999-2004 2000-2009 2009 2009
(percent of
total tax

cuts)

Reduce 15% bracket to 14 % $86.8 $216.1 $26.9 17%
Increase start of 28% bracket $0.0 $81.5 $20.1 13%
Family tax cuts $12.0 $222.5 $54.1 35%
Retirement Savings Tax cuts $10.3 $84.0 $16.4 11%
Education Tax cuts $4.3 $12.2 $1.9 1%
Health Care Tax cuts $7.9 $52.2 $11.8 8%
Estate and gift tax cuts $7.2 $63.1 $17.2 11%
Other $27.6 $60.3 $6.6 4%

oy Total 81562 1§99 |- 81549 1 100%

[Estimaies by thé Joint Committee on Taxafion, July 21, 1999]

Roth Tax Cut Benefits the Wealthy

The Citizens for Tax Justice estimated the following distribution of the tax relief for the main
provisions in the Roth Bill (see attached):

Distributional Effects of Senate GOP Tax Plan

Income Group Income Range Average Tax Cut Share of Tax Cut
Lowest 20% Less than $13,300 $22 0.6%
Second 20% $13,300 - 23,800 $120 3.0%
Third 20% $23,800 — 38,200 $276 7.0%
Fourth 20% $38,200 — 62,800 $532 13.6%
Highest 20% $62,800 or more $2,969 75.7%
Addendum
Bottom 60% Less than $38,200 $139 10.7%
Top 5% $124,000 or more $7.,347 46.8%
Top 1% $301,000 or more $22,9604 29.2%

[Citizens for Tax Justice, July 19, 1999]




Income Tax Rate Cut
Reduce 15 percent rate to 14 percent.

e Roth has claimed that a middle income family of four would receive a tax cut of $450. However,
according to the Center on Budget and Policy Priorities that would only apply to families
with incomes that exceed $61,000. (Center on Budget and Policy Priorities, July 19, 1999)

e The median income for a family of four is in fact $37,000 and would receive $188. (Center on
Budget and Policy Priorities, July 19, 1999)

Shifting tax rate ceiling
Increasing the boundary point between the 14 and 28 percent bracket by $2,500 (35,000 for joint
filers)

e This provision would benefit only the quarter of taxpayers with incomes high enough to be above

the cut-off for the 15 percent tax bracket (those with incomes that exceed $61,000) (Center on
Budget and Policy Priorities, July 19, 1999)

IRA expansion

1) Remove income limits (currently $160,000 for married filers) on the use of Roth IRAs.

2) Increase the income limit (scheduled to be 390,000 by 2007 for married filers) on the use of
conventional, deductible IRAs to $§137,000 by 2008:

3) Double the amount that a taxpayer and spouse can contribute each your to either convention
or Roth IRA:

e Since current law limits the ability of only the 20 percent of taxpayers with the highest incomes
to use conventional IRAs and a still smaller percentage of high-income taxpayers to use Roth

IRAs — eliminating and raising the limits would exclusively benefit upper income taxpayers.
(Center on Budget and Policy Priorities, July 19, 1999)

Marriage penalty

The Roth proposal claims to "eliminate” marriage penalties by allowing taxpayers the option of

filing as though they were single taxpayers on a combined form, with income from jointly-owned

assets split evenly.

e Unlike marriage penalty reduction options that target relief on middle-class taxpayers, such as
proposals to increase the standard deduction for married couples, allowing married taxpayers
the option of filing as though they were single taxpayers provides a disproportionate share of
the tax-cut benefits to higher-income couples.

. Analysis of similar proposals in the past indicates that more than 80 percent of the tax cut
benefits provided would go to couples with incomes in the top third of the income

distribution (i.e., to married filers with incomes exceeding $50,000). (Center on Budget and
Policy Priorities, July 19, 1999)

Estate Tax
Increase the exemption to 81.5 million from §1 million.



Only 2 percent of all deaths result in estate tax liability.

Only 1.96 percent of descendants in 1999 will have estates large enough to require payment of
any estate tax. (Center on Budget and Policy Priorities, July 19, 1999)

An IRS analysis of the 32,000 taxable estates filing in 1995 showed that the one-sixth of taxable
estates with gross value exceeding 42.5 million paid nearly 70 percent of total estate taxes.
(Center on Budget and Policy Priorities, July 19, 1999)

The same IRS analysis found that all farm property regardless of size accounted for less than

one-half of one percent of all assets include in taxable estates. (Center on Budget and Policy
Priorities, July 19, 1999)

Health insurance deductions
Tax deduction for the purchase of health insurance by taxpayers who pay at least 50 percent of
the cost of the premium.

Some 18 million - 43 percent of all of the non-elderly uninsured — owe no income tax. These

individuals would receive no benefit from a tax deduction. (Center on Budget and Policy Priorities,
July 19, 1999)

Another 20 million — some 50 percent of the non-elderly people without health insurance — pay
income tax at a 15 percent marginal tax rate. (A top marginal rate of 15 percent applies to two
parent families of four with gross incomes up to at least $61,250). A deduction would

provide these taxpayers with a subsidy equal to only 15 percent of the cost of insurance not
covered by an employer. (Center on Budget and Policy Priorities, July 19, 1999)

For example, for a family earning $35,000 whose employer does not offer insurance, the
proposed deduction would reduce the out-of-pocket cost of a typical family health insurance
policy that carries a $1,000 deductible from $6,700 to $5,860 — or from 19 percent of
income to 17 percent of income. (Center on Budget and Policy Priorities, July 19, 1999)



July 22, 1999
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SUBJECT: MAIN PROVISIONS OF SENATE REPUBLICAN TAX CUT BILL

Roth Tax Bill Passed through Senate Finance Committee on a Vote of 13-7.

The Senate Finance Committee approved the “Taxpayer Refund Act of 1999” on a vote of 13-7
with Sens. Bob Kerrey and John Breaux voting with the Republicans. The bill was only slightly
modified from its original version, and thus all of the previous analysis and numbers are largely
unchanged. The main modification adopted by the committee was a smaller reduction in the
income limits for deductible IRA contributions.

Democratic Substitute Failed on Party Line Vote, 11-9

Senator Moynihan’s offered a democratic substitute, with a net tax cut of $290 billion over 10
years, as an alternative. It failed on a straight party line vote, 11-9. Senator Graham’s
amendment to delay the tax cuts until legislation hiad extended the solvency of Social Security
until 2075 and Medicare until 2027 also failed on a straight party line vote.

Republican Amendments to Benefit Wealthy Even More Failed

Several amendments were offered to tilt the tax reductions more toward the wealthy. Senator
Gramm’s amendment included a 10 percent across-the-board reduction in tax rates. Senator
Nickles proposed keeping the lowest bracket at 15% and using the savings to increase the income
level for the 28% bracket. Roth, Chaffee, Jeffords, and all of the Democrats voted against both
of these amendments.

Key Components of the Roth Tax Cut

The Roth tax cut includes several different provistons. The most important difference from the
Archer Bill is that the rate reductions apply only to the 15 percent bracket — there is no across the
board 10 percent rate reduction.

The main provisions of the Bill are:

Reduction of 15 percent rate to 14 percent. This would benefit everyone who pays taxes.
Only the top 25 percent of filers, those in the 28 percent bracket and above, would get the full
$450 reduction this provides. Most families of four with incomes below $61,000 would get less
than this amount. Cost from 2000-2009: $216 billion; share of phased-in tax reduction (i.e.,
in 2009): 17 percent.



Increase in the starting point of the 28 percent bracket by $2,500 (85,000 for Joint
Returns). This would benefit the one-quarter of taxpayers above the 14 percent bracket and near
the margin. The 10-year cost is $81 billion and it represents 13 percent of the tax cut in
2009.

Family tax provisions. The costliest provision is the option for couples to file single returns on
a combined form, which represents half of the total tax reduction. Note that this contrasts with
other “marriage penalty” relief proposals which typically raise the standard deduction for married
couples. The effect would be to allow some wealthy couples to shift income out of the 31+
percent brackets into lower brackets by dividing income. This change represents half of the cost
of the family tax provisions. Most of the remaining cost comes from modifications of the
Alternative Minimum Tax. In addition, other provisions include the provision of “marriage
penalty relief” for the EITC and the increase and expand the Dependent Care Tax Credit. The
total cost is $222 billion over 10 years, or 35 percent of the 2009 cut.

Retirement savings tax provisions. Half of the cost comes from increasing the annual
contribution limit for IRAs to $5,000 and then index for inflation. Another quarter of the costs
comes from expanding the coverage of IRAs to wealthier taxpayers. It also includes numerous
other provisions related to retirement. The total 10 year cost is $84 billion and when fully
phased in will represent 11 percent of total cuts.

Education tax provisions. A small number of the provisions affect education, including
increasing student loan deduction income limits and extending and expanding tax exclusions for
employer provided educational assistance. The total 10-year cost is $12 billion and the share
of total costs in 2009 is 1 percent.

Healthcare provisions. Mainly providing an above-the-line deduction for health insurance
expenses where the taxpayer pays at least 50 percent of the premium. Also deductions for long-
term care insurance and other measures. The 10-year cost is $52 billion and it represents 8
percent of 2009 tax cuts.

Estate and gift tax provisions. The main cost comes from raising the exemption to $1.5 million
and reducing the effective marginal rates for some taxpayers. Together with other provisions
this would cost $63 billion over 10 years, representing 11 percent of the phased-in package.

Other provisions. Other provisions concern small businesses, tax-exempt organizations,
international transactions, housing and real estate, and extend expiring provisions. There are also
offsets, totaling $9 billion over 10 years, about one-third of which is from loophole closers. The
total cost of other provisions is $60 billion over 10 years, representing 4 percent of the total
cost.



The Joint Committees estimates of the magnitudes of the reduction of different taxes are given in
the following table (see attached).

COST OF THE MAJOR COMPONENTS OF THE SENATE TAX BILL (Billions)

PROVISION 1999-2004 2000-2009 2009 2009
(percent of
total tax
cuts)

Reduce 15% bracket to 14 % $86.8 $216.1 $26.9 17%
Increase start of 28% bracket $0.0 $81.5 $20.1 13%
Family tax cuts $12.0 $222.5 $54.1 35%
Retirement Savings Tax cuts $10.3 $84.0 $16.4 11%
Education Tax cuts $4.3 $12.2 $1.9 1%
Health Care Tax cuts $7.9 $52.2 $11.8 8%
Estate and gift tax cuts $7.2 $63.1 $17.2 11%
Other $60.3
[Estimates by the Joint Committee on Taxation, July 21, 1999]

Roth Tax Cut Benefits the Wealthy

The Joint Tax Committee has produced a distributional analysis of the Roth plan. The results,
however, are meaningless, as the Center for Budget and Policy Priorities has pointed out (see
attached). They do not include many of high-income tax cuts (like estate taxes) and they cover
the 2000-2004 period, before many of the tax cuts for high-income households are phased in.

The Citizens for Tax Justice estimated the following distribution of the tax relief for the main
provisions in the Roth Bill (see attached):

Distributional Effects ot Senate GOP Tax Plan

Income Group Income Range Average Tax Cut Share of Tax Cut
Lowest 20% Less than $13,300 $22 0.6%
Second 20% $13,300 - 23,800 $120 3.0%
Third 20% $23,800 — 38,200 $276 7.0%
Fourth 20% $38,200 - 62,800 $532 13.6%
Highest 20% $62,800 or more $2,969 75.7%
Addendum

Bottom 60% Less than $38,200 $139 10.7%
Top 5% $124,000 or more $7,347 46.8%
Top 1% $301,000 or more $22.964 29.2%
[Citizens for Tax Justice, July 19, 1999]




The Effects on the Deficit and Debt over the Next 20 years

Treasury has not yet done an analysis of the 20-year cost of the tax plan. According to Center on
Budget and Policy Priorities, the cost of the tax cuts rises from $792 billion in the first 10 years
to $2,041 billion in the second 10 years (see attached).

OMB analysis indicates that the interest cost from the first 10 years will be $179 billion, bringing
the total 10-year cost of the tax bill to $971 billion. That leaves the CBO on budget baseline
surplus at $25 billion over that period — which is contingent on maintaining the discretionary
caps.

We do not yet have estimates of the interest costs of the second 10 years. My approximate
estimate using the Center for Budget and Policy Priorities data is $1.0 trillion. This would leave
the debt held by the public $4.0 trillion higher in 2019 than it would have been without this plan.
(By contrast, the Archer bill would leave debt held by the public about $5 trillion higher after 20
years.)



