
AMSA Health Policy Speech 

I. The Budget & Policy -- Medicare, Medicaid, & Discretionary Spending 

A. Background on the Budget 
• President Clinton has focused on reducing the deficit 
• This results in tightening spending which directly affects policy 
• There are two forms of spending in the President's Budget: 
• Discretionary Spending 

- accounts for 33 percent of spending 
- requires annual action, laws must be passed 

• Mandatory Spending 
- accounts for 67 percent of federal spending 
- authorized by permanent laws 
- includes entitlement programs like Medicare & Medicaid 

• Because of the increasing beneficiary populations and deficit 
reduction efforts, President Clinton supports health care reform 

B. The Budget Process -- Discretionary Spending 
• Health Resources Services Administration (HRSA) is an example of 

health care spending on the discretionary side. 
• HRSA's funding comes through the money allocated for HHS 
• HHS submitted its budget on Oct. 1 of last year for the 1997 budget 
• During Oct. and Nov. OMB decided how much funding HRSA & HHS 

really needed. 
• OMB briefs the President -- "HHS will only receive..." 
• OMB and HHS compromise and reach figure by January 

C. The Budget Process -- Mandatory Spending 
• This includes Medicare & Medicaid 
• Primarily involves estimating and forecasting sizes & need of 

beneficiary populations 
• Medicare 

- comprises 11 percent of total budget 
- completely federally funded 

• Medicaid 
- provides health coverage to poor 
- accounts for 6 percent of total budget 
- expenses are shared with the states 

• What is used in economic forecasting? 
- interest rates 
- economic growth 
- rate of inflation 
- employment levels 
- size of affected populations 



• Additionally, the President relies on OMB, the Council of Economic 
Advisors, and the Treasury Department 

D. Final Points on Health Policy & the Budget Process 
• Law requires President to submit budget by Oct. 1 
• During January, numbers are compiled 
• President's budget provides a starting point for debate 
• It also provides the economic forecast used during the process 

II. "48 Hours" ~ An Example of How Policy is Implemented 

A. Background Facts 
• Average length of stay has decreased from 4 days (1970) to 2 days 

(1992) 
• Now some insurance companies refuse to pay for more than 24 hrs 
• This can be fatal -- brain damage, dehydration, feeding problems 
• Mothers are often also not prepared -- exhausted & overwhelmed 

B. Two Examples 
• Michelle Bauman's daughter died of a step in; went home after 28 hrs 

• Susan Jones' son died of a heart defect that could have been noticed 

C. How the President Influences "48 Hours" Policy 

Observation 
• Adminstration carefully observed action in NJ General Assembly 
• Also followed Sen. Bradley's bill & its introduction 
• Description of what White House staff members did 
Gathering Information 
• Administration collects information on different House bills 
• Many of the House bills vary substantially 
• National Medical Organizations assist the White House 

Taking a position and speaking in favor of the issue 
• HHS played a key role in providing information & clarification 
• The Administration assumed a broad position in favor of the concept 
• President focused on 48 Hours in radio address before Mother's Day 
• First Lady wrote a newspaper article also voicing support 
• The overall significance of Presidential support 

Update on 48 Hours & what the President & First Lady are doing 



Memorandum on June 19 Health Policy Speech 

TO: Jennifer Klein 

FROM: Mandy Biles 

RE: Health policy speech for AMSA; Wed. 6/19 

Enclosed you will find the following: 

• A short outline covering most of the information I put together 

• A longer, detailed explanation of the budget process and a description of 
the President's influence over policy as exemplified by " 48 Hours" 

• The complete set of OMB's numbers for Medicare, Medicaid, and HRSA 

• "A Citizen's Guide to the Federal Budget" 

I realize that some of what I went ahead and wrote down is very basic, but I was not 
sure how much the students you are speaking to already know. 

Good luck and let me know if there is anything else I can do. 



Health Policy Speech before the AMSA on Wed. June 19 

THE BUDGET - MEDICARE. MEDICAID. & DISCRETIONARY SPENDING 

BACKGROUND 

One of the President's key focuses during this administration has been reducing the 
deficit. Consequently, how the President decides to control resources will directly affect 
how much money is allocated to each agency and program and thus how he will 
formulate health policy. 

"For example, the president's budget plan of 1993 has cut the budget deficit in half --
from $290 billion in 1992 to $164 billion in 1995. In order to do continuing this, the 
President's 1997 budget will save $297 billion in discretionary spending, $124 billion in 

L Medicare, and $59 billion in Medicaid. 

How did this happen and how does this represent the President's control in steering 
health policy? 

j.j,',) v ^ 1 * As you may already know, all spending in the budget is divided into two Categories: 
^ i r ^ i Discretionary and Mandatory spending. 

Discretionary spending accounts for 33 percent of all federal spending and requiresjmnual 
action. That is, each year, the President must submit his budget with specific 
designations as to how much funding programs such as the FBI, the Coast guard, 
housing, education, space exploration, defense and foreign aid will receive. 

Discretionary spending requires action; laws must be passed. 

Mandatory Spending accounts for 67 percent of federal spending and is authorized by 
permanent lawsTTHis jnc l^^ 
Security,"nwerfafe, and food stamps) which require that the federal government pay 
benefits to any person that meets the eligibility requirement^ 

Although entitlement programs require appropriations before funds can be sent, they 
differ from other authorizations because the federal government is legally committed to 
fund these programs for all qualifying beneficiaries. 

Mandatory spending does not require legislative action unless the President and 
Congress decide to change the overall spending on the programs. 

As you can see, because the federal government is legally required to spend "x" dollars to 
cover every person entitled to funding, the costs of Medicare and Medicaid will continue 
to soar so long as the beneficiary populations entitled to Medicare and Medicaid 
continue to increase. This is one of the reasons why President Clinton has been such a 
strong proponent of health care reform. 



COMPILING THE PRESIDENT'S BUDGET -- DISCRETIONARY 

One example of discretionary spending that will likely have an effect on your entire 
audience is the Health Resources and Services AdministrationJHRSA). 

HRSA administers over 30 Health Profes^ns Cuiricukim Assistance grants which help 
support curriculums at medical education institutions for the training of various health 
professions, including primary care" physicians. 

HRSA's funding comes through the discretionary funding provided for HHS; an 
executive~branch agency meaning'that HHS budget officials will have to lobby OMB (the 
President's budget office) very hard. 

Although FY97 will begin on Oct.l, HHS (as part of the President's cabinet) was 
required'to^bmn^bH^g^lby Oct.l of last year with a preliminary total number of 
requested funding. (In a sense, HHS is saying, "we want 'x'ddllarslo fund HRSA.") 

During October and November of last year, OMB analysts compared HHS's requests 
with their own estimates of how much total funding the department should receive. 

Eventually, after consulting with different analysts within OMB, the director of OMB 
briefs the^president on the decisions it hasjnade. ("HHS is asking for....to fundJHRSA, 
but we can really only afford to give them...") 

At this point, budget experts from OMB and HHS will meet jn_an_effort.to compromise; 
here the President and the Secreatary of HHS may need toJnteryeneJf difficult 
conflicts arise. 

By January, a settlement is generally reached on the exact number. Remember, 
Discretionary spending comprises only 33 percent of all federal spending. 

COMPILING THE PRESIDENT'S BUDGET -- MANDATORY 

Decisions on Mandatory spending (and thus Medicare and Medicaid) involve less 
interaction with other departments and are more a process of estimatingjmd forecasting 
as there are specific populations which are legally entitled to receive funding.. 

Medicare consists of two parts. Part A -- hospital insurance -- and Part B -- insurance 
for physician costs and other services. Medicare is responsible for providing health care 
coverage to the elderly and people with disabilities and comprises 11 percent of the 
President's total budget. 

Medicaid provides health coverage to the poor and the senior citizens in nursing homes. 
It accounts for 6 percent of the President's total budget. 



mi ^ 

7A f 0 

A big difference between Medicare and Medicaid is that Medicare is entirely funded by 
the federal government while the federal government shares the cost with the states for 
Medicaid. 

Interest rates, economic growth, the rate of inflation, employment levels, and the size of 
beneficiary populations are some of the estimates that must be made -- small changes in 
these assumptions can affect budget estimates by billions of dollars. 

For this reason, the President's decisions concermng^m^datoryjpendingare_notonly 
strongly influenced by a continuous stream of economic forecasts from OMB, but those 
made by the Council of Economic Advisors and the Treasury Department. 

riSOME FINAL POINTS ON HEALTH POLICY AND THE BUDGET PROCESS 

^ The law requires that by the first Monday m February,jhe President submit to Congress 
^ i ^ ' T his proposecTTecIeral budgeTfor the next fiscal year which begins Oct.l. 

it If ^'"""^ Duringjihe month of January, all of the numbers from the different departments are 
| ^ ,f;:::,. !^ assembled and put into tlfe~l5udget as discretionary spending. 

n n i r n ' <!' 
^ .., iW10 " Similarly, the mandatory spending numbers are also compiled. Here, if conflict arises, it 

vu ft"1' M f is often a result of underestimating the cost of an entitlement program (like Medicare, 
-v Medicaid, or Welfare). 

In terms of affecting policy, once the President's budget is submitted to Congress, it 
serves as more than just half of the overall product by providing a starting point for 

W ' ^ v t debate. 

h n'v . $ is Additionally, the President's budget provides the economic forecast used throughout the 
\ r e st of the budget process. Virtually all congressional budget activities that take place 

(Gfc , M"^*^ over the rest of the process generally are initiated by the President's budget. 

V,̂  .s]^1* One example of this control has evolved in the continuing debate surrounding what has ^ * 
"^x. come to be known as "48 Hours." ^ 

48 HOURS - AN EXAMPLE OF HOW POLICY IS IMPLEMENTED 

BACKGROUND FACTS 

In 1970, the average length of stay for an uncomplicated hospital delivery was four days. 
By 1992, it had declined to two days. 

Now a large number of insurance companies are refusing to pay for anything more than 
a 24 hour stay, except in the most extreme circumstances, and some have recommended 
releasing women as early as eight hours after delivery. 
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This cost containing can be dangerous if not fatal -- early release of infants can result in 
numerous problem including feeding problems, severe dehydration, brain damage, and 
stroke. 

Additionally, many mothers are not physically capable of providing for a newborn's needs 
24 hours after giving birth. Often, they are exhausted, in pain, and faced with an 
overwhelming set of new responsibilities. 

TWO EXAMPLES 

Michelle Bauman testified before a Senate committee that she was told to go home 28 
hours after her daughter was born. Her baby died within one day of returning home due 
to a strep infection - had she been in the hospital for 48 hours, her daughters symptoms 
would have appeared while still there. 

Similarly, Susan Jones and her healthy newborn were discharged approximately 24 hours 
after birth, believing that he was healthy. However, her son had a heart defect which 
was not noticed by the hospital until a visit on the third day. The baby eventually died. 
Susan is convinced, had she been around for an additional day, the problem would have 
remained. 

HOW THE PRESIDENT INFLUENCES POLICY 

Observation 
Initially, the Administration will frequently watch an issue carefully on the state level. In 
this case, the New Jersey General Assembly passed a bill in June of 1995 requiring 
insurers to pay for a second day of hospital care for mothers and their newborns. It also 
extended the minimum insurance financed hospital stay to 96 hours after a C-section. 
Maryland had already passed a similar bill. 

The immediate result of this was additional pronounced lobbying to the President for 
national legislation that would create a national standard out of the state's law. 
Members of the state legislature wrote to he President urging him to assume his 
leadership position and support the "48 Hour Bill." 

In the same week Sen. Bill Bradley (D-NJ) introduced a similar bill relating to the 48 
hour minimum stay; thus taking the laws of his own state and attempting to extend them 
nationwide. 

Again, members of the administration continues to keep a close watch on Sen. Bradley's 
bill, carefully studying the specified provisions. (You might want to describe a little bit 
more here about what you specifically did during the recent discussion of 48 hours.) 



Information Assimilation 
During the next several months, several different versions of what has now come to be 
known as the "48 Hour Bill" are introduced on the House side. All of the federal bills 
require health insurers to allow mothers and their newborns to remain in the hospital for 
up to 48 hours following a normal birth and 96 hours following a cesarean section. 

However, the bills vary substajitially^One permits, early, discharge onlyjf home visits and 
parental education are_arranged. Others, only if neither the mother nor her provider 
object. Another, only if ŝ pecific medical criteria are met. The Bills also applied to 
different populations (uninsured vs. the privately insured). 

In order to help differentiate among the proposals, the Administration uses studies and 
recommendations made by many prominent National Medical Organizations (AMA, 
ACOG, etc.) for knowledgeable reference. 

These organizations will also assist the President by keeping careful tabs on legislative 
action throughout the states so that his staff can have up to date information within 
minutes. 

Take a Position and Speak in favor or against an issue 
As part of the President's cabinet, HHS is a key resource during this time as well. Its 
specialization helps funnel and obtain information, provides clarification, and helps 
develop the Administration's stand on an issue. 

In this particular case the Administration did the following: 
(1) Took a position on the issue "in favor of the general concept." 
(2) Followed congressional actions closely without ever endorsing a specific house bill 
because each contained various provisions the adminstration was not wholly in favor of. 

Additionally, the President will often wield his power by appealing to the people directly 
through speecfiesTlDne excellenTexample of this occurred this pasrMother's Day.—With 
several different bills introduced and being" discussedrthe PresidenOIsed his radio 
addresslhlTdayljefore Mothers Day to stress the importance_of-guaranteeing quality 
care for newborns_and_theit-mothers. 

Similarly^the First Lady also "expressed concerns about early discharge" and wrote a 
syndicated newspaper column arguing for "government safeguards" in this area. 

By publically endorsing the general concept of a 48 hours bill, the administration is able 
to provide statements for other legi'slatureslo refer fo, perpetuate the~debate, and 
encourage action in Congress by expressing definitive interest. 

UPDATE 
At this point, it might be good to provide an update on the status of 48 Hours as well 
as what the President is continuing to do in terms of influencing the health policy 
surrounding it. 



Major Steps in the President's Budget Process -- A Timeline 
An example of how the President's budget for FY V? was created in conjunction with HHS 

Spring 1995 

June 1995 

October 1, 1995 

Thanksgiving, 1995 

December 1995 

End of December 1995 

January 1996 

February 1996 

March - Sept. 1996 

October 1, 1996 

Oct. 1996 - Sept 1997 

October 1997 

OMB takes the President's guidelines and provides 
HHS with a target figure for spending for FY '97 

ASMB personnel at HHS begin meeting and discuss 
their budget for FY '97 

HHS submits FY '97 proposal to OMB; FY '96 begins 

President and OMB "pass back" revised proposal to 
HHS 

HHS battles with OMB over budget for FY '97 

HHS and OMB (and the President) reach an overall 
figure for spending in FY '97 

OMB officials compile President's budget for FY '97 

President transmits his budget to Congress 

Congressional action on the budget 

The 1997 fiscal year begins 

HHS program managers execute the budget provided 
in law 

Data on actual spending for the completed fiscal year 
becomes available 



"In the Beginning.... The President's Budget Proposal" -- An Outline 

I. What is the Budget? 
• primary focus is on the budget year 
• covers four years following the budget year to reflect long term 

decisions 
• includes data on the most recently completed fiscal year 
• Budget process has three main interrelated phases: 

1 - Formulation of the President's Budget 
2 - Congressional Action on the Budget 
3 - Budget Execution 

II. Where Does the Money Go? (Spending) 
• There are two forms of spending in the President's budget: 
• Discretionary Spending 

- accounts for 33 percent of all federal spending 
- requires annual action 
- funds FBI, housing, education, space program, etc. 

• Mandatory Spending 
- accounts for 67 percent of all spending 
- is authorized by permanent laws 
- funds entitlement programs & interest on national debt 

• A big difference in terms of budgetary conflicts is what drives the 
baseline for entitlement programs vs. discretionary spending 

III. Formulation of the President's Budget 

Step One - Executive Branch Agencies Develop Budget Proposals 
• Agencies are required to submit their budgets to OMB by Oct. 1; 

one year prior to the beginning of the fiscal year. 
• Executive Branch establishes spending guidelines for agencies 
• OMB takes guidelines and establishes target limits for each agency 
• Agencies begin meeting around June for deliberations over their 

budgets; different groups bring proposals to the table 

Step Two -- Agencies Submit Proposals to the President 
• Agencies submit proposals by Oct.l to OMB 
• OMB analysts compare agencies requests with initial target figures 
• OMB analysts identify issues requiring discussion with agencies 
• PADS (Program Associate Directors) make additional decisions 
• Budget Review Divisions provide overall outlooks and suggestions 
• Director of OMB briefs the President on all decisions 
• President and advisors provide further input 



Step Three -- "Passback" (Executive Branch Responds) 
• Agencies typically hear back by Thanksgiving 
• Agencies consider President's proposal and appeal 
• OMB and President deliberate/compromise with agencies 
• Overall number is reached for spending for each agency 
• This process is completed by late December 

Step Four -- Compiling the President's Budget 
• Law requires the President to submit his proposal by the first 

Monday in February 
• January is essentially spent compiling numbers into readable form 
• This year was unusual due to efforts to create a balanced budget; 

the President submitted his budget in two parts 

IV. The Rest of the Process in Brief 
• From its submission in February through September, Congress 

reviews the President's proposed budget 
• Congress develops its own budget and approves spending and 

revenue bills 
• The President's budget is significant in the rest of the process 

- provides starting point for debate 
- provides the economic forecast used for the rest of the 

budget process 
- provides an adjusted cap for discretionary spending 

• The fiscal year begins on October 1 
• Agency program managers execute the budget Oct through Sept. 
• Data on actual spending for the completed fiscal year is available 

the following October -- 2 years after the process was formally 
initiated. 



MEMORANDUM ON JUNE 10 BUDGET SPEECH 

TO: Jennifer Klein 

FROM: Mandy Biles 

RE: "In the Beginning... The President's Budget Proposal" 

Enclosed you will find all of the information I could assimilate as follows: 

• A longer detailed explanation of the President's budget process 

• A shorter, more concise outline with most of the same information 

• A timeline (which I put together for myself in order to follow the process) 

• OMB's number for Medicare, Medicaid, and HRSA. (These are 
complete for 1996; the rest of 1997 should be forthcoming but I didn't 
want to wait any longer.) I am also enclosing the fax sent over by OMB on 
the discretionary numbers. 

• "A Citizen's Guide to the Federal Budget" -- somewhat helpful. 

• Excerpts from The Guide to the Federal Budget. (Very basic, but good if 
you want to make some distinctions.) 

If there is anything else you need done -- revised talking points, more information, 
charts, overheads, etc. -- do not hesitate to ask and I will do my best to help you ASAP. 

I hope this is helpful. 



"In the Beginning... The President's Budget Proposal" -- In Depth 

WHAT IS THE BUDGET? 

The primary focus of the budget is on the budget year (the next fiscal year for which 
Congress needs to make appropriations.) 

The budget may propose changes to funding levels already provided for the current year, 
and it covers the four years following the budget year in order to reflect the effect of the 
budget decisions over the longer term. 

The budget also includes data on the most recently completed fiscal year so that the 
budget estimates can be compared to actual accounting data. 

For more general description of "What is the Budget" -- see p.l of "A Citizen's Guide..." 

The budget process has three main interrelated phases: 
1 - Formulation of the President's Budget*** 
2 - Congressional action on the budget 
3 - Budget execution 

WHERE DOES THE MONEY GO? 

Spending designated in the President's budget generally comes is allocated in two forms -
- discretionary and mandatory. 

Discretionary spending accounts for 33 percent of all Federal spending and js what the 
PresidentjmdJS^^ to spend for the next yeaTthrough the "13 annual 
appropriations bills. 

This includes money for activities such as the FBI and the Coast Guard, for housing and 
education, for space exploration and highway construction, and for defense and foreign 
aid. 

Mandatory spending which accounts for 67_p££££ntj3f_all spending, is authorized by 
permanent laws, not by the 13 annual appropriations bills. 

This includes entitlement -- such as_Sgcial Security (22 percent^ Medicare (11 percent), Hctnaud 
and FoodStamps as well as interest on the national debt. Vw-o&vT* ~ 

For these reasons, debate between agencies and OMB is generally more centered around 
discretionary spending rather than mandatory. 

In mandatory entitlement programs, (like Medicare and Medicaid), the baseline is 



generated by the number of recipients involved. Whereas legislative policy resulting 
from legislative decisions (i.e. balancing the budget) drives discretionary spending. 

FORMULATION OF THE PRESIDENT'S BUDGET 

Step One -- Executive Branch Agencies Develop Budget Proposals 

The process of formulating a budget, from the President's standpoint, begins at least nine 
months before the budget is transmitted to Congress (in February)and at least 18 months 
before the fiscal year begins (in October). 

This means that agencies are required to submit their budgets to the President (via 
OMB) by October 1; one year prior tojhe^beginning of thejiscalj/ear. 

The Executive Branch however must provide the agencies with guidance as they create 
their budgets for the upcoming year; thus during late Spring, the President (in 
conjunction with his advisors) establishes general budget and fiscal policy guidelines. 

Agencies begin meeting early to develop proposals. For example, the budget personnel 
at HHS, begin meeting now in June of 1996 for deliberations in order to submit their 
budget to the President in October of '96 as part of FY 'gs. 

OMB uses the President's guidelines to work with federal agencies in order to establish 
specific policy directions and planning levels for the agencies in order to help guide their 
budget requests. 

The result is that OMB provides overall guidelines generally in thejform of a single 
targetjiumberjo the agencies. 

This number generally equates to economic planning in the form of OMB telling the 
agencies to "Please plan for 1997 by assuming your 1996 budget plus inflation" or "1996 
with more programs and fewer dollars." 

During the deliberations on the agency level, different agencies which will receive grants 
and bring their own proposals with them to the table. (For example, HHS will consider 
Head Start's budget during their own budget process.) 

Step Two - Agencies Submit Proposals to the President and OMB 

The submission of the agencies' budgets by Oct.l to OMB initiates the deliberative 
process fronuthe-PrgsMenf s standpoint. Here, budget analysts compare agencies' 
requests with initial target figures provided by OMB. 

Budget analysts will also identify the issues with the agency's budget requiring discussion 
with the agencies.(The agencies will also submit justifications explaining why their 



requests are larger than expected.) 

After reviewing proposals, budget analysts assist P A I ^ ( P r o g r m n j \ s ^ l a t e ^ in 
OMB who continue the analysis process making additional considerations and decisions. 
(Generally, they decide to cut the amount requested by the agencies.) 

PADS are helped by further analysis done through Budget Review Divisions which look 
at the whole picture and make estimations such as "with these allocations, the deficit will 
be..." 

More decisions are made by the PADS and the Director of OMB in the form of 
agreements which eventually will respond to the budgetary requests of the agencies. 

After the OMB officials have made all of the decisions they can, the Director of OMB 
briefs the President on all decisions; here is when he intervenes. (Meetings with the 
President may involve the Director and the Cabinet Secretary.) 

In addition to OMB, decisions concerning the President's budget are typically influenced 
by projections of the economic outlook that are prepared jointly by the Council of 
Economic Advisors and the Treasury Department. 

Step Three -- "Passback" (Executive Branch Responds) 

In aJypkalj^aiL(which^ year was not), the Executiyej3ranch agenciesjiear back by 
Thanksgiying^yjth a preliminaty~estimate destgnaiecTby^ the President. During the next 
few days, the agencies will consider the president's proposal. 

Agencies_will typically appeal the decisions (which generally include cuts in requested 
funding) to anyone who will listen to them, be that a PAD, the Director, or White House 
official. 

During the next month, HHS and the other agencies deliberate and compromise with 
OMB, attempting to settle on agreements. (Stronger disagreements are settled between 
the Secretary of the agency and the President and White House policy officials.) 

Each agency must reach an overall budgetary number in terms of total dollars it will 
receive at the end of this negotiation stage. However, rarely are all of the expenses 
within the agency's budget set by this point. 

This decision making process is usually completed by late December, still 10 months 
beforelhe beginning of the next fiscal year. Atjhis time, the final stage of developing 
detailed budgeLdatgjmd the preparation of theTPresident's budget documents begms. 

Step Four -Compiling the President's Budget: 

The law requires that by the first Monday in February, the President submit to Congress 



his proposed federal budget for the next fiscal year, which begins on Oct.l. 

Consequently, the month of January is essentially spent compiling the numbers into a 
very large readable document 

This year, the President faced unusual challenges in submitting his budget on time due to 
the fact that when OMB would have normally prepared the budget, President and 
congressional leaders of both parties were negotiating a plan to balance the budget over 
seven years. Congress had not yet finished the necessary spending bills for 1996. 

As a result, the President complied with the February legal deadline by submitting a 
brief budget document on Feb. 5 and the rest of jthejmdget documents^withjhe 
traditionajamount of back-up detail, in March. 

THE REST OF THE PROCESS IN BRIEF 

From its submission on the first Monday in February through September, Congress 
reviews^ the President's proposedbudget and develops its own budget and approves 
spending and revenue bills. 

Once it is submitted to Congress, the President's budget serves as more than just half of 
the overall product by providing a starting point for debate. 

The President's budget provides the economic forecast used throughout the rest of the 
budget process. It also includes an adjusted cap for discretionary spending. 

This becomes important because if Congress does not pass its budget resolution by April 
15, the cap included in the President's budget can be used to provide the appropriations 
committee with their allocations so that debate may begin. 

Virtually all congressional budget activities that take place over the rest of the process 
generally are initiated by the President's budget. 

The fiscal year begins on Oct.l and data on actual spending for the completed fiscal year 
is available the following October. 



President's Budget Numbers on Medicare. Medicaid, and HRSA 

MANDATORY 

Total Spending for Benefits 

Part B 
Physicians 
Primary Care 

Federal Share of Medicaid Spending 

1996 

$194 billion 

$69 billion 
$42.2 billion 
Not Available 

$94.9 billion 

1997 

DISCRETIONARY 

Health Resources Services Adminstration $372 million 

Primary Care Medicine $75 million 
Other Health Professions $297 million 

$366 million 

$80 million 
$286 million 



T ' Health Division # 
Office of Managemenl and Budget 
Executive Office of the President 

Washington, DC 20503 

June 5, 1996 

Please route to: 

Subject: 

Prom: 

Richard TunnanV 
Barry Clendenin \$ 
Amanda Biles 

Discretionary Primary Care 
Training Funds in the FY97 Budget 

Decision needed 
Please sign 
i'er your request 
Please comment 
For your informttlion 

Wilh infonnHlional copies lor 
HPS and HD Chrons. Min 

Greg While 
GU 

Phone: 
l-ax: 
Room: 

202/395-7791 
202/395-39JO 
#7026 

r 

Primnry Core Health Prnfesitlons (HP) Curriculum Anistiincc GrnnU in the FY97 Budget 
UASinMillioiu; 

Primary Cure Medicine 
and Public Heollh Training Cluster* 

4 Oilier I lealth lYofcssions Cluslcre" 
Total IlltSA Health Profensions 

FY96 rY97 +/• over 
Budget n'?6 

75 80 

297 286 -11 
372 366 -6 

Curriculum twistance Granu included in Itn! I'ritnio' C«ic clwicr uc Family Medicine. Ueneml Iniemiil Moditiiio/T'odiatiicj, 

Pulilic Heililk'Pfcvenuve Medicine greno. 

The 4 oilier IIP cluncrj the I Ictllh rrofctlioni Workforce Developmeni cluster, IVIII.IKOJ A i d HcilOi Education 

Ccnicff (AHEC) clmtcr, Nuraing Educntion/Pnioiiw clitiw miul ilm Minoiiiy/Ditadvanlaeed HP duncr, 

On behalf of Jennifer Klein, you asked for infonnation on discretionary funding in the FY 
1997 Budget for primary care physician iraining. The Health Resources and Services 
Administration (HRSA) administers over 30 Health Professions Curriculum Assistance grants, 
which help support curriculums al medical cduqiion institutions for the training of various health 
professions, including primary care physicians. 

To ease administrative burdens on grantees aud the Federal government, the FY 1997 
Budget grouped these 30-odd grants into 5 Health Professions "clusters.'* one of which is titled the 
"Primary Care Medicine and lhe Public Health Training Cluster." Funding for this cluster, as well 
as the four other clusters is detailed in the table above. 

As you know, HRSA funds for primary care physcian training are very small in 
comparison to the funds made available through Medicare. 



Chapter Ono 

THE FEDERAL BUDGET 
AS A SECOND LANGUAGE 

Before anyone attempts to understand the budget process or to analyze 
individual budget documents, it is important to master the following 
key terms and concepts. (For further information on the language of 
the budget, refer to the updated glossary at the end of the book.) 

AUTHORIZATION VERSUS APPROPRIATION 

Two steps must usually occur before the federal government can spend 
money on an activity. First, an authorization must be passed allowing 
a program to exist. The authorization is the substantive legislation 
that establishes the purpose and guidelines for a given activity and 
usually sets the limit on the amount that can be appropriated. The 
authorization does not, however, provide the actual dollars for a pro-
gram or enable an agency or depailment to spend tunds in the tuture. 

'Second, an appropriation must be passed. The appropriation ena-
bles an agency or department to make spending commitments that 
eventually lead to dollars being spent. 

Except in the case of entitlements, an appropriation is the key de­
terminant of how much will be spent on a program. In almost all 
cases, however, an appropriation for a given activity is not supposed 
to be made until the authorization is enacted. No money can be spent 
on a program unless it first has been allowed (authorized) to exist. 
Conversely, if a program is authorized but no money is prov ided (ap­
propriated) for its implementation, that activity cannot be carried out. 
Therefore, both an authorization and an appropriation are necessary 
for an activity to be included in the budget.1 

A particularly confusing aspect of these two legislative require­
ments is that both authorizations and appropriations often describe 
an activity in dollar terms. For example, the fiscal 1982 authorization 
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for UH: .Kln.inis.m.iv,- exposes ol ll.e U .H. , ,1 St.t.^s Rn.lway Asso,:.-
.tio.. stated: "There are authorized to be appropriated to the Associ-
at«m for purposes of carrying out its administrative expenses under 
this Act not to exceed $13.01)0.000 . . . whereas the hscal 1J82 
.mpropriation for the same organization stated: "For necessary admm-
i'trative expenses to enable the United States Railway Association to 
carrv out its functions . . . $13.000.000.":' 

Despite the fact that both seemed to be providing $13 million, only 
,1,.; appropriation was actually doing so. The dollar hgures in the 
authorization served onlv as an upper limit on what could be appro­
priated. A n ^ l i m t J l i a i ^ 

, J i A n entitlement is a particulaMvpe of authori/ajionihaLlfiamres 
t l , P iederal H o v B r n m e n U o _ e a £ H g n i a ^ pers^or unit of govern-
mpnl i h a l m e e t d E S ^ ^ 1 1 ^tablishes. An ent.tle-
.n^Tdiffers from other authorizations because it c o n f u t e s a legally 
binding commitment on the federal government. Although, hke all 
other programs, an entitlement requires an appropriation, that appro­
priation is often permanent and indefinite so that the amount spent 

h vear is not determined through the annual appropriations pnv 
cess. ^ e a n u i u n U ^ ^ 
vided automatically.' 

i r rnTtdigibiTi^tent ial recipients may sue the federal government 
il entitlement benefits are denied lo them because funds are not ap­
propriated. The authorization, therefore, is the key legislation ,n de­
ciding how much will be spent on an entitlement and relegates Ihe 
appropriation to little more than a formality. Examples of ent.tlemenl 
programs are Medicare and Social Security. 

BUDGET AUTHOR/TY VERSUS OUTLAYS 

The dollar amounts listed in both authorization and appropna urn 
bills are stated in terms of "budget authority." I ^ e t aiit juuibaitAI 
is the permission g r a n t e d t o a n j i i i e n c ^ ^ 
n T i S T t ^ n T ^ ^ workers and signing con 
trTTrRTomTi^Tse someTtem. In most cases, budget authority is nol 
the amount of spending that wi l l occur but the level o new speudmg 
commitments that wi l l be made. Although budget authority wi l l lead 
to the spending of money, it is not the actual exchange of cash. 
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OutlavsJO) are the aclual dollars that cilhor have been or wil l be 
spent on a particular activity. Outlays are the direct result of budget 
authority, that is, the permission to enter into a commitment to spend 
money, made either this year or in previous years. The overall level of 
outlays compared with the overall level of revenues determines 
whether the budget is in surplus or deficit. 

Figures for both budget authority and outlays are needed because 
many federal activities are not completed within a single fiscal year 
and it is important to know both what the total cost wil l be (budget 
authorTTy) and what wi l l have to be spent this year (outlays). By look-
ing beyond this year's spending requirements to the overall cost of 
the activity, the president and Congress can know the future spending 
commitments tbey are making as well as the cash required immedi­
ately-

Knowing future spending commitments is particularly important 
for activities that take several years to complete. For example, when 
the government decides to procure an aircraft carrier, outlays in the 
first year wil l be relatively small because it takes a long time to start 
construction. The budget authority in the first year, however, wi l l be 
large because it wi l l reflect the ful l cost of the ship. In the second 
year there wil l be no new budget authority because the full cost was 
provided in the previous year's budget. Outlays, however, wi l l begin 
to increase in the second year as construction continues and acceler-
ales. This pattern of outlays but no new budget authority wil l continue 
each year until the procurement is completed. 

A good analogy is the purchase of an automobile with a three-year 
Id.in. When the purchase of the car (at a total cost of $20,000, for 
example) is arranged, the buyer and seller sign a contract for the full 
amounl and the "budget authority" is $20,000. But the actual amount 
spent, that is the "outlays" in the first year, is only equal to the down 
IMvment ($5,000, in this example) plus the monthly payments (an­
other $5,000). In the second year no new budget authority is needed 
because the loan already has been arranged and the commitment 
made, but there are outlays, in this case equal to the monthly pay­
ments ($5,000). In the third and final year again there would be no 
H' U budget authority, but the outlays again would equal $5,000, at 
wliich point the loan would be repaid. Table 1 shows how the federal 
Imdget typically depicts this situation. 

It should be clear from table 1 that neither budget authority nor 
"inlays alone are sufficient to tell the full budgetary consequences of 
;IIM< liasing this car. By looking only at budget authority in fiscal 199(3, 
'Ii ' 1 |irograiii might seem too expensive to undertake because the full 
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Tiilili! I IHIKCIIASK O l ' AUTOMOni l .K (in l l ioi isi imls nf (lullars) 

f i s c a l YiMr 

i'.I'Mi I 'Klfi 

B I H I K I - I A u l h n r i l y ( l ! A | 20 .0 0.0 0 1) 

O u l l i i v s (O) M i l l fi.O TvO 

cost of ( IK ; car ap[ jears to be. neeclccl in that your. Ye I hy l ook ing on ly 

al the budget a u t h o r i t y i n f iscal years liMMi and 19<)7, the car looks too 

good to pass up because it appears to cost n o t h i n g even though sub-

s lanl ia l spend ing is. in fact, re ( | i i i red . Hut if you look o n l y al (l it; 

outlays in a pa r t i cu la r year you w i l l not know the l u l l cost of the car 

because on ly Ihe year ly spend ing requ i rement is obv ious . 

Some federal ac t i v i t i es , notably the payment of salar ies and en l i t le -

menls. usua l l y " s p e n d o u t " w i t h i n the l iscal year i n w h i c h the budget 

au thor i ty is p rov ided . In these cases, budget a u t h o r i t y and out lays are 

approx ima le l y equa l . In some cases, however, the level of ou l lays 

appears to be greater than the level of budget au thor i t y . T h i s s i tua t ion 

general ly is the resul t of budget au tho r i t y that was p rov ided in pre­

vious years but is on ly now be ing spent. The level of out lays lor a 

par t icu lar year is. therefore, a c o m b i n a t i o n of budget a u t h o r i t y pro­

v ided that year and in prev ious years. 

It is d i f f i c u l t , however, to de te rm ine s i m p l y by l o o k i n g at the tables 

in the budget whe the r out lays are the resul t of budget a u t h o r i t y pro­

v ided th is year or in prev ious years; usua l l y some knowledge; of the 

program is necessary. Take the prev ious example of an au tomob i l e 

purchased w i t h a three-year loan. Table 2 shows how the federal 

budget t v p i c a l l v w o u l d depict lhe s i tua t ion i l a second car is pur­

chased in a s i m i l a r manner and al the same cost in f iscal 1997. 

It w o u l d be w r o n g lo assume thai Ihe $15.()()() in out lays in f iscal 

1997 is the resul t of the $21),UUO in budget au tho r i t y p rov ided in fiscal 

1997. In fact, on l y $10.UUO comes f r om Ih is new budget au thor i t y . The 

rema in ing $.r>.000 comes f rom budget au tho r i t y p rov ided in f iscal 1991) 

(hat is now c o i n i n g due (the m o n t h l y payments f r om the au tomob i l e 

purchased in that year). Even if (be dec is ion was made not to buy the 

Tiihlr 2 PUKUIASr , O f TWO AUTOMOUII.KS (in thniisands nf dollars) 

f i s c a l Year 

10!l(i 15197 1'1'lti 

\Uu\w. \ A u t l m r i t v | l i A ) 20 (1 20 0 0.(1 

Onll .- iys ( ( ) | 1(1.(1 I f i . I I l l l . o 
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secoml „ „ i n 1997 and the M i r o $20 ,000 in budget a u l h o r i t v w » , 
cn I r o n , the 1996 budget. $5 ,000 s t i l l „ , ) u k | b e i fi,^HZ 

result i n fiscal 1 9 9 6 out lays was lo aI Z o I T ^ l ^ 

b u d j e t a u t h o r i t y p rov ided in prev ious ^ 1 . ! ^ w a f ^ p ^ ' . o 

^ o n t m u e to r e m a m u n s p e n t . T h i s $ , , , 0 1 . 5 b i l l i o n w a s X to,! , ) 

l riK.ire 1 RELATION OF BUDGET AUTHORITY TO OUTLAYS 

RELATIONSHIP OK BIIU(;KT AUTHORITY 
TO OUTLAYS FOR FY 19% 

(in billions nf dnll.-iiM 

New Authority 

Recommended 

lor 19% 

1.613.8 . 

Unspent Authority 

w Enacted in 

Prior Years 

1,014.8 
Hi be spcn l in 

I'UIOR- Yc;irs 

635.2 

Cnspent Authority 

Inr Outlays in 

Future Years 

1,001.5 

•ovtrrnmtMil 
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amount of unspent budget autlmritv that was projected to result in 
outlays in fiscal 1997 and beyond (bottom right-hand corner)/' 

CONTROLLABLE VERSUS UNCONTROLLABLE SPENDING S_ 
AND DISCRETIONARY VERSUS MANDATORY SPENDING 

The $1,001.5 billion in unspent budget authority is a significant part 
of what is classified as "relatively unumtmllahlo" spending. Such 
spending is not out of control in the literal sense. It consistsol outlays 
that result from prior-year commitments of the federal government, 
including previously granted budget authority, entitlements, open-
ended progranisTand permanent appmpriatinps (interest on the na-
lionaTHebUjor example) that require no further action by Conacess 
and the president to be spent. For example, of the $1,151.8 billion in 
outlays in the Clinton fiscal 1996 budget, approximately $8t)4 bil­
lion—75 percent—can be classified as relatively uncontrollable. 

"Controllable" spending is spending that wil l occur^only_if Con-
gress passes and the president signs an appropriation toTit. 

"Uncontrollable" is something ot a misnomer; if Congress and the 
president choose to act, in many cases they can change laws to alter 
the amount expected to be spent or to stop such spending entirely. In 
other words, controjjahle spending wil l occur onlu-iLCnnpress and 
the president take some.action fsnrh as an appropriation) to cause it. 
Uncontrollable spentf+Rg^yiLl occur unless Congress and the president 
lake some action t^jstop i i . . 

The difference between controllable and uncontrollable spending 
took on new importance because of passage of the Budget Enforce­
ment Act (BEA) of 1990.'' The act drew a sharp distinction between 
"discretionary appropriations," which are virtually the same as con­
trollable spending, and "mandatory spending," which is virtually the 
same as uncontrollable spending, and created different limitation 
mechanisms for each (see chapter 2). 

BEA states that discretionary appropriations are "budgetary re­
sources provided in appropriations acts." This means that Congress 
must pass and the president must sign legislation each year allowing 
these funds to be spent. BEA defines mandatory spending as budget 
authority provided by laws other than appropriations (primarily au­
thorizations), entitlement authority, and the food stamp program. This 
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means that, for the most part, the funds will be spent even if Congress 
does not pass and the president does not sign new legislation this 
year. 

ECONOMIC ASSUMPTIONS 

The federal budget is very sensitive to changes in the economy. The 
levels of many spending programs change as interest rates, inflation, 
and unemployment increase or decrease. Similarly, the amount of 
revenues collected by the government changes as the economy, usually 
measured by the gross domestic product (GDP),7 declines or grows 
because businesses and individuals pay taxes according to their in­
come. Whenever the president and Congress formulate the budget, 
therefore, they must make certain assumptions about how well or how 
poorly the economy is likely to do. 

Economic assumptions frequently have been a source of constant 
confusion and controversy. Because the president, the House and Sen-
ate_Budget Committees, and"the^Cojigr^si^ OfficeJ.CBO) 
otTen_jj|rcfi]Terent economic projectjons, the budgetsare noj always 
comparable. In addition, the sameTudggtsjjvitl^different economic 
assmnptions produce different results. For e^TTple, the Bush fiscal 
1996 budget proiected a balanced budget using economic assumptions 
that many believed were optimistic. Using its own forecast that dif­
fered substantially from the president's, CBO re-estimated the Bush 
deficit to be $120 billion, $27.5 billion higher. Both of these estimates 
were for the same budget and included the same spending and tax 
proposals. Economic assumptions were again a major point of conten­
tion during the fiscal 1996 budget debate. Congress used CBO's eco­
nomic forecast and the deficit projections it produced when it put 
together a seven-year deficit elimination plan. The Clinton Adminis­
tration, however, used its own forecast to compile its own balanced 
budget plan. Because the White House used_asjightly more optimistic 
estimate of anmi^conom^_growth th^TcBCni.S peroenTysT^ 3 
peroennnhe-r^red_SBen^ culsTn the Clinton plan appeareB to 
bejess onerous than thoselnlESTongressional plan. In addition, 
w % L l j 2 L ^ M U I o i S c a s L w g M ^ the administFation's nlaTTdTd 
not appear to achieve a balanced budget. 

Table 3 shows the differences that existed between the Clinton 
Administration and CBO economic assumptions for 1995 and 1996. 
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T a b l e 3 C L | M T » N ^ « ^ ASSUMPTIONS 

" " Foreaist Projectod 
Actual 

UlltS l!»9r. 1997 199H 1999 2000 

Nominal GUP 
(Bil l ions of dollars) 

CBO 

Adminis t rat ion 

Real GDP 

(Percentage change, year over year) 

GBO 

Admin is t ra t ion 
GDP Deflator 
(Percentage change) 

CBO 
Admin is t ra t ion 

Consumer Price Index 
(Percentage change, year over year) 

CBO 
Adminstrat ion 

Civ i l ian Unemployment Rate 

(Perceni) 

CBO 

Admin is t ra t ion 

Three-Month Treasury Bil l Rate 

(Percent) 

CBO 

Admin is t ra t ion 

Ten-Year Treasury Note Rate 

(Percent) 

CBO 

Admin is t ra t ion 
Nominal Income 
(Percentage of GDP) 

Wage and salary disbursements 

CBO 

Admin is t ra t ion 

Other personal income 

CBO 

Admin is t ra t ion 

Corporate profits 

CBO 
Adminis t rat ion 

0 735 7 127 7.456 7,847 8,256 8.080 9.128 

6,735 7.117 7.507 7.921 8.361 8,832 9.310 

4.0 

4.0 

3.1 
2.8 

1.8 

2.5 

2.4 

2.5 

2.3 
2.5 

2.3 
2.5 

2.3 

2.5 

2.1 

2.1 

2.6 

2.8 

2.H 

3.0 

2.8 

3.0 

2.H 

3.0 

2.8 

3.0 

2.8 

3.0 

2.6 

2.6 

3.1 

3.1 

3.4 

3.2 

3.4 

3.2 

3.4 

3.2 

3.4 

3.1 

3.4 

3.1 

6.1 
6 1 

5.5 

5.8 

5.7 
5.9 

5.8 

5.8 

5.9 

5.8 

6.0 

5.8 

6.0 
5.8 

4.2 
4.2 

6.2 

5.9 

5.7 

5.5 

5.3 

5.5 

5.1 
5.5 

5.1 
5.5 

5.1 

5.5 

, 7.1 
7.1 

7.7 

7.9 

7.0 

7.2 

6.7 

7.0 

6.7 

7.0 

6.7 

7.0 

6.7 

7.0 

48.7 

48.7 

48.8 

48.2 

48.9 

48.1 

48.8 

48.0 

48.7 

47.9 

48.6 

47.8 

48.5 

47.7 

36.0 

36.0 

36.4 

36.4 

36.9 
36.7 

37.2 

37.0 

37.6 

37.4 

38.0 
37.7 

38.4 

38.0 

7.8 
7.8 

7.5 
7.6 

7.2 
7.6 

7.1 
7.6 

7.0 

7.5 

6.9 

7.5 

6.8 
7.7 

U S Cotmress Congressional Budget OHice. An Auolvs.s ol (lie Presidenl's 

S a i l P ^ S £ r F i - I .««6 (Washington. U.C, U.S. Government Print ing Of-

free. 1995). pp. 11-12. 
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Appendix C provides estimates for the impact of several changes in 
the economy on revenues, outlays, and the deficit. 

BUDGET FUNCTION 

The president's budget and the congressional budget resolution are 
supposed to present each program according to the principal national 
need it is intended to serve." These needs constitute general areas of 
federal activity (agriculture, health, community and regional devel­
opment, and so on) and are referred to as "funct ions." Every program, 
regardless of the agency or department that administers it, is placed 
in the one function of the budget that best describes its most impor­
tant purpose. 

A function is not the same as the budget of a particular department. 
The National Defense function, for example, is different from the De­
partment of Defense budget because the function also includes several 
nuclear weapons programs administered by the Department of Energy. 
In addit ion, a department's budget often is divided among several 
functions. The Treasury Department, for instance, administers pro­
grams in a number of functions, including Commerce and Housing 
Credit, General Government, and International Affairs. A function 
also does not correspond precisely to an authorization or appropria­
tion b i l l , which usually deals w i th parts of several functions at the 
same time. Finally, a function is not the same as the three categories 
of discretionary spending—defense, international, and domestic— 
that were established by the Budget Enforcement Act for fiscal years 
1991-1993, or for the two categories—defense and nondefense—that 
Congress imposed for fiscal years 1996-2002 in the fiscal 1996 
congressional budget resolution. 

Each function is separated into subfunctions. which divide the pro­
grams according to the "major mission" they fu l f i l l . The first two 
digits of a subfunction are the same as the digits for the main function: 
only the last digit is different. For example, function 400, Transpor­
tation, contains the following four subfunctions—401, Ground Trans­
portation: 402, A i r Transportation; 40.'t, Water Transportation; and 
407, Other Transportation. 

Table 4 provides a list of the 20 functions. Appendix D of this book 
describes each function and includes a list of its major agencies, 
departments, and programs. 
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Table 4 I'UNCTIONS OF THE FISCAL. VMi lUJDCi:!' 

Number T i t le 

050 National Defense 
150 [nlernational Affairs 
250 Genera! Science, Sjiace. and Technology 
270 Energy 
:H)0 Natural Resources anil Environment 
:i50 Agr icul ture 
:i70 Commerce and Housing Credit 
400 Transpurlat ion 
450 Connmmi ly and Regional Development 
500 lu lucat ion, Training. Emplovinenl, and Social Services 
550 Health 
570 Medicare 
(UK) Income Security 
050 Social Security' 1 

700 Veterans Renetits and Services 
750 Admin is t ra l ion ol (itslice 

mm General Government 
900 Net Interest 
920 Al lowances 
950 Undistr ibuted Offsett ing Receipts 

SEQUESTERS VERSUS IMPOUNDMENTS1 

The Balanced Budget and Emergency Deficit Control Act of 1985" 
(commonly known as Gramm-Rudman-HoI I ings, or "GRH") created 
a new budget procedure—sequestration. 

The Budget Enforcement Act substantially revised sequestration. 
Under BEA, federal spending originally was divided into four cate­
gories for fiscal 1991-1993—domestic discretionary, defense discre­
tionary, international discretionary, and all mandatory programs. For 
fiscal 1994 through 1998, BEA combined the three discretionary cat­
egories into one (see chapters 2 and 7) . 1 2 

The 1996 congressional budget resolution (H. Con. Res. 67) revised 
the discretionary spending caps and, therefore, the programs subject 
to a sequester. Through fiscal 1998, discretionary spending is divided 
into two categories—defense and nondefense—so two different dis­
cretionary sequesters can occur in those years. 1 ' 

For discretionary programs, the presidentmust issue a sequester 
order to cut spending if the director of thtTOTtice ot Management and 
Budget determines that the l imi t or " cap " has been b r e a c h e d . " 

For mandatory spending and revenues, over the entire 1991-2002 
period lhe president must issue a sequester order if a law has been 
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This is very different from another budgeting tool that can be used 

p r e s i S n

S P e n d i n 8 - i m p 0 U n d m e n t s - ^ impo'undmen s when he 

BASELINES 

p r o g r Z w o l ^ 

if 'he specified assumptions w e " r e l u l ed $ ^ ^ I a , e r 

, " " e 5 B A S E L , N E B A S E D 0 N A S S U M E D 5 « : 

PERCENT PER YEAR 

I'I'Mi 1997 

HIO t) 
1998 

105.0 110.3 

1999 

115.8 
2000 

121.6 
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inrrgasejlonlv $1 over the baseline zdhe_amo»"» "^at is assumed 
would be spent anywav. , . ., „, 

baselines are n ^ ^ T e to federal budgeting; they are actually- part 
of everyday life. For example, workers who complam that they did not 

t enough of a raise in their salaries to stay even with mllaUon -
aetuallv using a baseline that is based on an assumption that heir 
earnings would or should grow by that amount each year.' W a r ly 
a golfer who gets a "birdie" is said to be "one below par, that is, one 
less than the baseline; for the hole. 

Federal budget baselines were intended to be used to show how 
proposal compared to the amount needed to keep a program a t a 
onstan. level of services. The problem is that over the year the 

original purpose for baselines has often been forgotten or ignored and 
Zcomp'arisons of a proposed level of spending with ,h ; ; basehne 
often have been misused. For example, a member of Congress who 
wants to defeat a proposed funding level for the commg year that ,s 
at the baseline might refer to it as a budge, "freeze when n c 
represents an increase over the amount expected to be spen in he 
current year. Or a member who wants to cut a program below the 
amount expected to be spent this year might find that opponents make 
^ proposed reduction look larger by comparing it to the baseline 
rather than the prior year. 

In 1989. baselines became increasingly controversial because o 
OMB Director Richard Darman's attempt to avoid using he current 
services baseline and instead to compare everything to what was ac-
uallv spen. the previous year. Current services not only assumes an 
nc ease for inflation in most programs, for entitlements it a so as-
sumes additional increases to cover such changes as increased num-
tera of people who are expected to be eligible to participate In these 
programs the baseline amount, therefore, can be significantly above 
The amount that was spent the previous year, even though there ,s no 

^Da^man w^upset because the Bush Administration's proposals to 
spend more than the previous year looked like cuts in - - p a r . so n o 
the baseline. When compared with the previous year s aclual amount, 
however, the proposals appeared to be rather generous. 

What Darman really wanted to do was play the same game tha he 
was accusing others of playing by using a different basel.ne. one hat 
would show the president's proposals in the best possible hgh . l i e 
that preferred the current services baseline wanted to be ab e to clam 
1 a The administration was cutting spending even though the amount 

that would be spent was more than was spent the previous year. 
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Darman wanted to claim that the president was increasing spending 
even though the amount to be spent under the administration's pro­
posal was less than was needed to maintain the same level of services. 

The baseline controversy erupted again in 1994 and 1995. In 1994, 
the House—led by Reps. Charles Stenhom (D-TX), |ohn Kasich (R-
OH), and Tim Penny (D-MN)—voted to eliminate the use of the base­
line and to instead use the prior year's level as a base to judge all 
proposals. The Senate did not act on the change, however, so the 
existing baseline continues to be the standard. In 1995, the House 
changed its own rules to require that CBO use the prior year rather 
t han the baseline when making its comparisons. This change on I y 
applies to the House, however. The, baseline controversy was also 
important in 1995 as Democrats and Republicans sparred over 
whether the proposals lor Medicare were a cut or an increase! The 
answer? It depended on the baseline being used. 

What is most interesting is that, using different baselines, both sides 
in a dispute wi l l agree completely on what was spent last year and 
what is being proposed to be spent this year. However, the baselines 
they use wi l l allow the two sides to reach very different conclusions 
about exactly the same budget figures. 

It is important to remember that baselines are not forecasts of what 
is Roing to happen. Al l Ihey do is show how spending or revenues 
wij l change if the assumptions hold true. 

The Budget Enforcement Ac. uses baselines extensively. The most 
important use is for the "pay-as-you-go" sequester system for man­
datory spending and revenues. If spending on mandatory programs 
rises above its baseline or revenues fall below its baseline because of 
riewip^Oatinn ffnartprl hy rnn{jrp;^s_and. the White Houseand that 
change is not offset by either an equal mandatory spending cut or 
revenue increase or both, then a sequester is triggered. 

ON-BUDGET VERSUS OFF-BUDGET 

Not everything the federal government spends money on is reflected 
in the budget totals. Certain federal entities, programs, and some parts 
of programs have been specifically excluded from the budget. The 
liudget Enforcement Act, for example, excluded the receipts and dis­
bursements of Social Security17 (the Old-Age and Survivors Insurance 
Fund and the Disability Insurance Fund) from the president's budget 
and the congressional budget resolution. Programs that have been 



14 The Guide to the Federal Budget 

excluded like this are called "off-budget." Because the spending on 
these programs is not included in the budget totals, the deficit is not 
affected by it. 

There is no standard list of reasons as to why some program is off-
budget; the decision is almost always political and can be changed 
depending on the year and situation. For example, until 1981 the 
purchase of oil for the strategic petroleum reserve was "on-budget," 
that is, any spending was included in the budget and the deficit was 
affected accordingly. In 1981, the Reagan Administration proposed 
and Congress agreed to take this spending off-budget. There was no 
specific reason for this other than the fact that the price of oil had 
increased and the White House did not want the deficit growing by 
as much as would have occurred. Rather than propose to increase 
revenues or cut other programs to control the deficit, Reagan proposed 
to take the spending off-budget. In 1985 this program was put back 
on the budget again when Gramm-Rudman-Hollings was enacted. 

The issue of on-budget versus off-budget spending became a some­
what more popular issue in 1989 because of the savings and loan 
bailout legislation. The Bush Administration wanted the expected $50 
billion in spending between fiscal 1989 and 1991 to be off-budget, 
while Congress wanted it to be on-budget but to exempt it from the 
GRH deficit calculations. The compromise was that the first $20 bil­
lion would be on-budget and the next $30 billion would be off-budget. 

DEFICIT VERSUS DEBT 

The federal "deficit" and the national "debt" are often incorrectly 
used interchangeably. 

A deficit occurs when the federal government spends more in any 
fiscal year than it receives in revenues. The fiscal 1995 deficit was 
$164 BILLION. 

The national debt is made up of two different components. The first 
is the amount the federal government bag had tn hnrmw whenever it 
has not had enough cash in a fiscal year to meet î s nhligatinns that 
is. when it has run a deficit. The second is the amount lent to the 
government by the federal trust funds which, bv law, must invftst in 
U.S. securities when they have a surplus. The combination of the 
amount borrowed to finance the deficit plus the amount invested by 
the trust funds is called the "debt subject to statutory limit." The 
amount of federal indebtedness for these two reasons is limited by 
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law by what, appropriately, is called the debt limit or more common ly, 
as the debt "ceiling." 

Even if the federal government has a balanced budget, the amount 
it has to borrow wi l l still increase each year for two reasons. First, if 
any of the almost 170 federal trust funds has a surplus, it must be 
invested in federal securities so the Treasury wi l l be borrowing the 
surpluses and the overall amount of federal debt wi l l increase. Sec­
ond, although the federal budget accounts for the loans and loan guar­
antees the government makes on a net present value basis, the amount 
actually disbursed in a year is current-year dollars. This means that 
the government's borrowing needs wi l l be greater than wi l l seem 
apparent from the budget totals. 

Therefore, all of the rhetoric about the end of federal borrowing 
once the budget is balanced is wrong. Even if there is a balanced 
federal budget for a period of years, trust fund surpluses mean that 
gross federal debt wi l l continue to grow and the debt ceiling wi l l have 
to be increased. 

The best way to think about federal debt and borrowing is to com­
pare it with the spending practices of an individual who has a credit 
card with a borrowing limit of $1000. Assume that this person has 
no savings account, mattress stuffed with dollar bills, or other source 
of cash. When she or he spends more than they earn in any month, 
they might use their Master Card or Visa to get through to the next 
paycheck. In this sense they have run a monthly deficit of say, $100. 
If they do not pay off the fu l l amount they borrowed when the bill 
comes in next month, they wi l l have a credit card bill or debt of the 
amount remaining on the card. If they then repeat the same process 
for the next few months, they wil l eventually reach the limit on their 
credit card and wi l l be unable to borrow any more. 

Reaching the limit on a credit card does not mean that this person 
must stop living. It does mean, however, that she or he wi l l have to 
live for the next month on their paycheck plus any other source of 
cash that they may have—relatives, for example. They wil l not be able 
to use their credit card again until they have paid off some of what 
they have already borrowed, unless their bank increases their credit 
limit. 

Whenever the federal government runs a deficit it also uses its credit 
card to meet its obligations. However, Washington's borrowing limit 
is set not by a bank, but by a law that must be passed by Congress 
and signed by the president. The statutory limit on the national debt 
was reached in October 1995. When Congress and the Clinton Admin­
istration could not agree on a new ceiling, the federal government did 
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not have had enough cash to meet its obligations and had to do the 
equivalent of borrowing from its family, that is, take extraordinary 
steps, to make sure that its bills were paid, such as selling government 
assets to raise cash and disinvesting one or more of the federal trust 
funds. 

There are essentially two ways that debt is limited—permanent and 
temporary. 

Permanent Debt CeiJing. Congress usually sets by statute a perma­
nent dollar amount that acts as a ceiling on the total amount of federal 
debt. Once the ceiling is reached, the Treasury cannot issue new debt 
but can refinance existing debt as long as the total amount of outstand­
ing debt stays below the permanent limit. This is the equivalent of 
what happens when someone reaches the limit on their credit card 
and then makes a payment. At that point they can use the card again 
until their personal debt ceiling is reached. 

Temporary Debt Ceiiing. Occasionally the debt ceiling has been 
increased temporarily, that is, until a specific date. If a new debt limit 
is not passed prior to the expiration of the temporary debt ceiling, the 
ceiling falls back to its previous permanent limit. This creates even 
more serious problems for the Treasury than when a permanent ceil­
ing is reached because not only is the government unable to issue new 
debt, but it also is unable to refinance existing debt until the total 
amount of outstanding federal debt falls below the prior lower ceiling, 
a very unlikely situation. 

Congress has most often used the temporary debt ceiling during 
budget negotiations, postponing a permanent increase in the debt 
until legislation to control or reduce the deficit has passed. This has 
put additional pressure on everyone to conclude the negotiations or 
threatens to throw federal finances into chaos. 

Ironically, the statutory debt ceiling has become largely irrelevant 
to controlling federal spending. Since the current form of the debt 
ceiling was created in 1941, the content of the budget and the budget 
process itself has changed dramatically. In 1941, most of the budget 
was appropriated annually and Congress had no process to review, 
much less control, the overall amount of federal spending or deficit. 
A debt ceiling, therefore, served as a control on what could be spent. 

Since then, however, the total amount of the budget that is appro­
priated has fallen precipitously. It was less than 36 percent of the 
budget in fiscal 1995. Federal spending is now driven by entitlements 
and interest on the national debt and the debt ceiling does nothing to 
ease the government's obligation to make these payments. The ceiling 
simply prevents the Treasury from borrowing the cash to pay its ob­
ligations. 

The Federal Budget as a Second Language 

Indeed, the debt ceiling is one of the most contradictory statute: 
that exists. Through appropriations and entitlement legislation, Con 
gress, in essence, requires the federal government to enter into obli 
gations. The failure to increase the debt limit does not change tin 
requirement for the federal government to enter into these obligations 
It simply prevents the Treasury from paying them off. In other words 
the Treasury must issue checks that it knows wi l l bounce. 

In 1995, the required increase in the debt ceiling became contro 
versial when Congress threatened to withhold the legislation until 
President Clinton agreed to its plan to balance the budget within seven 
years. That threat forced many budget watchers to review in great 
detail the options available to the Treasury to deal with this type ol 
problem. 

In the past, Treasury has suspended the sales of nonmarketable 
debt, such as savings bonds, and state and local government series. II 
has also trimmed or delayed auctions of marketable securities. These 
actions are relatively typical in the months before the debt ceiling is 
reached. As the borrowing margin thins, the Treasury has often found 
that it must underinvest the federal trust funds, that is, hold back from 
issuing interest-bearing securities to the funds which would then 
count against the debt ceiling. Instead, the trust funds are credited 
with uninvested balances. The Treasury can also sell some federal 
assets—gold, for example—to raise cash. It could also decide not to 
meet its financial obligations. 

It is important to note, however, that not increasing the debt ceiling 
does not shut down the government. Assuming that appropriations or 
a continuing resolution (see chapter 5) have been enacted, agencies 
and departments still have the authority to enter into obligations and 
the Treasury is still be able to issue checks. However, the government 
might not have enough cash to honor the checks when they are pre­
sented for payment. 

Interest on the national debt is an on-budget expenditure and is 
displayed in the "Net Interest" function. Therefore, a reduction in the 
amount of interest paid by the government is listed as a reduction in 
spending. 

BALANCED BUDGET VERSUS BALANCED 
BUDGET AMENDMENT 

Technically, a balanced federal budget is one where spending exactly 
equals receipts, that is, where "outlays" equal "revenues." These 
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days, however, the budget is frequently said to be " in balance" if 
revenues equal or exceed outlays. In other words, a balanced federal 
budget is often considered to be a budget that is not in deficit. 

A balanced budget is different from the proposed balanced budget 
amendment to the U.S. Constitution. If passed by the required two-
thirds majority in each house and ratified by 38 states, the amendment 
would establish a constitutional requirement that the federal budget 
be balanced each year. It would not, however, actually balance the 
budget; that would still have to be done by Congress adopting and the 
president signing legislation that would result in the necessary spend­
ing cuts and revenue increases. 

Therefore, having a balanced budget requirement (be it constitu­
tional or statutory) is not the same as having a balanced budget. The 
first might lead to the second, but there is no guarantee. 

The concept of a constitutional requirement for a balanced budget 
became newly popular during the debate on the fiscal 1993 budget 
when both houses of Congress seriously considered but failed to adopt 
any of the plans that were proposed by various representatives and 
senators. At least one of the proposed amendments received a majority 
of votes in both the House and Senate. They did not, however, receive 
the two-thirds majority required of all proposed constitutional 
amendments. A balanced budget amendment was considered again 
in 1994. It failed to get a two-thirds majority in the Senate or even a" 
simple majority in the House. In 1995, the House voted 300 to 132 in 
favor of the amendment. The effort failed when the Senate voted 65 
to 35 in favor of a similar proposal, two votes short of the required 
two-thirds majority. 

Notes 
1. The reasons for this dual requirement are mostly political. For a good discussion of 
how this process came to be. see Allen Schick, Congress and Money: Budgeting, Spend­
ing, and Taxing (Washington, D.C: Urban Institute Press. 1980). 

2. Public Law 97-35. 

3. Public Law 97-102. 

4. If Congress and the president failed to enact all of the 13 regular appropriations by 
the start of the fiscal year and government functions were shut down, entitlement 
programs would not be affected because they are funded permanently rather than 
annually. Furthermore, in 1981, Attorney General Benjamin Civiletti ruled that federal 
employees responsible for processing entitlement payments would continue to work 
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even in the absence of a regular appropriation because their functions are essential I 
the payment of the permanently funded entitlement benefits. 

5 Theoretically, if the federal government stopped all new spending budget authorit 
and outlays could eventually be reconciled so that they would equal each other. Hou 
ever, budget authority that was unused for some reason (unspent appropriations, n 
scissions, and so on) would also have to be taken into account. 

6. Public Law 101-508. 
7. The Commerce Department substituted "gross domestic product" or "GDP" for gro 
national product starting in 1992. 
8 The budgets produced by the Bush and Clinton Administrations have not follow, 
this requirement as strictly as previous administrations. Although the budgets ha' 
included tables that have displayed the budget by function, the narrative discussu 
has generally ignored the functional scheme entirely. This has made it far more d.ffic. 
to understand and analyze the proposals. 

9 Social Security was removed from the budget by the Omnibus Budget Reconciliati. 
Act of 1990 (Public Law 101-508). The Social Security function may not. therefoi 
show up in every functional table. 

10. See chapter 6 for a further discussion of sequesters and chapter 7 for furtl 
explanation of impoundments. 

11. Public Law 99-177. 
12 Under the Budget Enforcement Act of 1990. the caps on discretionary spendi 
were established through fiscal 1995. The Omnibus Budget Reconciliation Act of 19 
(PL. 103-66) extended the caps through fiscal 1998. 

13 Legally, these revised categories of discretionary spending do not apply to I 
president because they were changed in a concurrent resolution which technically oi 
affects congressional actions. If the new caps are subsequently enacted m a sta u 
that is. legislation passed by Congress and signed by the president, they would tl 
apply to the executive branch as well. Of course, even in the absence of a statul. 
change, the administration could decide to operate as if the new caps had been enact. 

14. Public Law 93-344. 
15 Section 13101 of the Budget Enforcement Act of 1990 modified section 257 of 
Balanced Budget and Emergency Deficit Reduction Act of 1985, which pravidr. 
description of how the baseline is to be calculated. 

16 It is important to note that this assumption need not be written in a contract 
the baseline to be used. Similarly, there is no requirement that a baseline be specil 
in law for it to be used in the federal budget debate. 

17 The administrative expenses of Social Security continue to be "on-budget" beca 
of a ruling by the Office of Management and Budget which, according to the Bm 
Enforcement Act. makes the final decision about such questions. 


