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THE BUDGET AND ECONOMIC OUTLOOK:
FISCAL YEARS 2013-23

TUESDAY, FEBRUARY 12, 2013

UNITED STATES SENATE,
COMMITTEE ON THE BUDGET,
Washington, D.C.

The Committee met, pursuant to notice, at 10:24 a.m., in Room
SD-608, Dirksen Senate Office Building, Hon. Patty Murray,
Chairman of the Committee, presiding.

Present: Senators Murray, Nelson, Sanders, Whitehouse, War-
ner, Merkley, Coons, Baldwin, Sessions, Grassley, Enzi, Crapo,
Portman, Toomey, Johnson, Ayotte, and Wicker.

Staff Present: Evan T. Schatz, Majority Staff Director; and
Marcus Peacock, Minority Staff Director.

OPENING STATEMENT OF CHAIRMAN MURRAY

Chairman MURRAY. This hearing is coming to order, and I want
to apologize to members. We are starting a few minutes early be-
cause we have a number of votes coming up on the Senate floor.

In the beginning, I want to start by just welcoming everybody to
this first Senate Budget Committee hearing of the 113th Congress.
We have a number of new members. We welcome all of them. Sen-
ator Baldwin is here; Senator Kaine, Senator King, and Senator
Wicker are joining us as well. Good to have you all on the Com-
mittee. I want to thank our witness, Dr. Doug Elmendorf, for being
here, as well as my Ranking Member, Senator Sessions, and all of
our colleagues who are joining us today.

As we begin the budget process here in the Senate, I am hopeful
that this Committee can be a place where we can come together to
tackle our fiscal and economic challenges in a balanced way that
works for the families and communities that we all represent.

Budget issues have received a lot of attention over the past few
years, but the conversation is too often focused on abstract num-
bers and the partisan back-and-forth. Budgets, however, are about
a lot more than this. They are reflections of our values and our pri-
orities and our vision for what our Government and our country
and our economy should look like now and into the future.

Budgets are not about us here on this Budget Committee. They
are not about our colleagues across Congress or in the administra-
tion. They are about the families across America whose lives will
be impacted by the decisions that we make. They are about their
jobs and their children and their future, and we owe it to them to
make sure they have a voice in this process and that their values
and perspectives are heard.
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So I see today’s hearing as the first part of a two-part opening
examination of our Nation’s fiscal and economic challenges. Today
we will hear from Dr. Elmendorf about the budget and economic
outlook for fiscal years 2013-23. Tomorrow we will hear from mem-
bers of the public and experts to learn more about the impact of
budget decisions on families and communities.

Over the coming weeks and months, as we put together a pro-
growth, pro-middle-class budget resolution, I am going to continue
making sure the voices of the American people are heard loud and
clear throughout this process and that their values and priorities
are being represented.

As we start this hearing on the budget and economic outlook, I
think it would be helpful to do a quick review of how we got to
where we are today, because a look ahead is only valuable in the
context of where we have come.

I have served on this Committee now for 20 years, and in the
time since I arrived our country went from having a serious deficit
and debt problem to running surpluses and being on track to pay
down the debt, to 8 years later being in an even worse position
than we were before, to today when we are starting to turn the cor-
ner but still have a very long way to go.

All of us remember the early 1990s. In 1992, the year before
President Clinton came into office, the same year I was making my
first run for the U.S. Senate, the Federal Government was taking
in revenue equaling 17.5 percent of GDP while spending 22.1 per-
cent of GDP. That was a deficit of 4.7 percent. When he was sworn
in, President Clinton promised to tackle the deficit while con-
tinuing to invest in jobs and the middle class.

I bought into that vision, and I was proud to help make it a re-
ality. When his bill to raise the tax rate on the highest-earning
Americans passed the Senate and House without a single Repub-
lican vote, the top Republican on the Senate Budget Committee at
the time said it would “devastate the economy.” Others predicted
calamity along similar lines.

But as we all know now, it did not work out that way. The unem-
ployment rate went from 7.3 percent at the beginning of 1993 to
3.9 percent at the end of 2000. Over the course of those 8 years,
22 million jobs were created, and the economy grew at an average
rate of 4 percent. And the deficit? Well, revenue increased from
17.5 percent of GDP to 20.6 percent, and responsible spending cuts
brought Federal spending down from 22.1 percent of GDP to 18.2
percent. So a 4.7-percent deficit was turned into a 2.4-percent sur-
plus in 8 years, and our Nation was on track to completely elimi-
nate the Federal debt by 2010.

Now, I do not think the revenue increase under President Clin-
ton was the sole cause of economic growth, but I do think our re-
sponsible fiscal and economic stewardship played a role in keeping
interest rates low and giving markets and small businesses the
confidence they needed to expand and create jobs.

Our work in the 1990s proved that calling on the wealthy to pay
their fair share is not incompatible with strong economic growth.
In fact, it is strongly associated with the kind of broad-based
growth that helps the middle class prosper and expand.
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In 2001, many of us Democrats saw the surplus as an oppor-
tunity for our country to free ourselves from debt and invest in na-
tional priorities. But President Bush and his administration had
other ideas. They saw it as a blank check to cut taxes and increase
spending. President Bush and Republicans in Congress imme-
diately worked to pass two sets of tax cuts that were heavily
skewed towards the rich. When his first Treasury Secretary, Paul
O’Neill, tried to warn that the second round of tax cuts would blast
a hole in the deficit, Vice President Cheney informed him that,
“Deficits don’t matter.” Not too long after, O’Neill was fired.

When Federal Reserve Chairman Alan Greenspan testified in
front of this very Committee in support of the 2001 tax cuts, my
colleague Senator Sarbanes predicted these tax cuts would “put us
on the glide path to dissipate this hard-earned fiscal restraint.” He,
like many of us at the time, was ignored.

President Bush took us into two wars without paying for them.
He enacted Medicare Part D, a program that is estimated to cost
taxpayers $60 billion this year alone without paying for that either.
While he was President, more Americans lost jobs than got new
ones. Inequality grew as the wealthiest Americans benefitted from
the tax cuts while the middle class stagnated. By 2008, Federal
revenues had plummeted back down to 17.6 percent of GDP.
Spending had shot up to 20.8 percent. We were back to a deficit
of 3.2 percent. And all those projections about the national debt
being eliminated were tossed out the window.

When President Obama came into office, our country was losing
over 700,000 jobs a month. He was desperately working to staunch
the bleeding from the Wall Street collapse that threatened to push
our country into a depression. Federal revenue plummeted even
further. Middle-class families and the most vulnerable Americans
were losing their homes, struggling to put food on the table, and
worrying about what the future would be like for their children.
But at the very time when we needed to be investing in our fami-
lies and in our economy and focusing on growth, many of my col-
leagues went back to their file cabinets and dug out those talking
points that they used back in the early 1990s. All of a sudden, they
were telling us deficits were the most important issue to address
and cutting spending was once again a new priority—not jobs, not
the middle class, not economic growth, but deficits—forgetting
what we did in the 1990s to get our country back on track, ignoring
what happened during the Bush administration, and acting like
the world was created on the day President Obama was sworn in.
This narrow and short-sighted approach was wrong back in the
early 1990s. It is just as wrong today, and it is not just Democrats
who say so.

Right now, the economy is still struggling. Millions of workers
are looking for too few jobs. Aggregate demand is still far below its
potential, and at the moment, the Federal Government is bor-
rowing at historically low rates. Experts and economists across the
political spectrum agree it makes sense to invest in job creation in
the short term, while putting ourselves on a strong path to respon-
sible and sustainable deficit and debt reduction over the medium
and long term. And poll after poll shows that is what the American
people support as well.
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Federal Reserve Chairman Ben Bernanke put this idea well in
a speech he gave in August of 2011 when he said, “Although the
issue of fiscal sustainability must urgently be addressed, fiscal pol-
icymakers should not as a consequence disregard the fragility of
the current economic recovery.” And he said, “Fortunately, the two
goals of achieving fiscal sustainability, which is the result of re-
sponsible policies set in place for the longer term and avoiding the
creation of fiscal headwinds for the current recovery, are not incom-
patible. Acting now to put in place a credible plan for reducing fu-
ture deficits over the longer term while being attentive to the im-
plications of fiscal choices for the recovery in the near term can
help serve both objectives.”

I think that is exactly right. I will work with anyone to tackle
our debt and deficit responsibly. But as I have told my Ranking
Member, Senator Sessions, and others, I feel very strongly that it
does not make sense to replace our budget deficits with deficits in
education and infrastructure and research and development. If we
cut our budget deficit by giving up on the investments we need to
compete globally in the 21st century economy, then we will not
have done right by our economy today and certainly not for genera-
tions to come.

So we absolutely need to tackle our debt and deficit in a respon-
sible and sustainable way, but our top priority needs to be jobs and
economic growth. And as we saw in the 1990s, those two go hand
in hand.

Which brings me to our witness today, and I am pleased to wel-
come back to the Committee the Director of the Congressional
Budget Office, Dr. Douglas Elmendorf. The members of this Com-
mittee know Dr. Elmendorf well. He has appeared before us on nu-
merous occasions and, of course, I want to thank you and your staff
on behalf of this Committee for all the hard work and profes-
sionalism you provide to us and to Congress. I think it is fair to
say the report you delivered to us last week on the state of the
budget and economy over the next 10 years is a mixed bag, as it
contains some hopeful signs but also highlights some real chal-
lenges for our Nation.

In terms of the economy, on the one hand, we are starting to see
the effects of the housing and financial crisis fade following the
work we did in Congress to support the recovery. We are clearly
not out of the woods, and far too many workers are still struggling
to get back on the job. But housing prices and the stock market are
rising, and that is certainly some welcome news.

On the other hand, your report makes clear the economy still
faces significant headwinds in the short term, particularly from the
tightening of Federal fiscal policy. The sequester that is set to
occur on March 1st is not the only policy action that is contributing
to this fiscal drag, but it is a major factor. And in total, the impact
of the fiscal tightening, including the March 1st sequester, is to de-
press economic growth by about 1-1/2 percentage points. That
translates into about 2 million jobs by the end of this fiscal year.
Leaving the sequester in place would lead to massive, self-inflicted
damage that would hurt middle-class families, those already strug-
gling in this economy, as well as our national security and future
global competitiveness. But replacing it the way House Republicans
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have proposed with even more cuts to programs families and sen-
iors depend on and without calling on the wealthy to pay even a
penny more would be more damaging in the long run. That is why
I believe very strongly that we should replace the sequester with
a balanced package of responsible spending cuts and revenue from
the wealthiest Americans. That approach makes sense for the Fed-
eral budget, and it makes sense for American families, particularly
when we are talking about so many jobs and an unemployment
rate that remains stubbornly high at near 8 percent.

In terms of the budget outlook, we see some slight improvement.
The deficit is expected to total $845 billion this year, the first time
it will be below $1 trillion in 5 years. To put that number in per-
spective, relative to the total size of the economy, it is expected to
equal 5.3 percent in 2013. Now, that remains too high, but it is
progress. And, in fact, in 2009 the deficit was almost twice as large
at just over 10 percent of the economy. Unfortunately, CBO expects
this downward trend in the deficit as a share of the economy to
continue over the next few years, falling and remaining below 3
percent through 2018, and this is even with the end-of-the-year
budget deal.

We also got what I believe is some good news in the area of
health spending. As I was reading through the report, one section
really got my attention, which was the discussion of the change in
health spending in recent years. In fact, I stopped and underlined
one statistic because I found it so surprising. The statistic is that
CBO has lowered its estimate of Federal spending for Medicare and
Medicaid to such a degree that spending for 2020, one year, just
one year, is now $200 billion lower than CBO thought back in
2010. That is an improvement of 15 percent. And let us be clear.
That improvement has occurred since the enactment of the Afford-
able Health Care Act.

Dr. Elmendorf, I know you have heard a lot from Senator
Whitehouse and other Senators regarding their belief that current
budget conventions and estimates miss the mark in the area of in-
novation and delivery reforms, and I will be interested in hearing
your thoughts on what has led to this downward trend in health
care spending.

Of course, as with the economy, the news on the budget is by no
means all good. As I mentioned earlier, we got hit at the end of
the last administration with the confluence of a financial crisis,
housing crisis, and deep recession. Largely as a result of those con-
ditions, the debt skyrocketed in a very short period of time. The
debt was equal to roughly 36 percent of the economy in 2007. It
will soon be at about 76 percent. And if we do not tackle that re-
sponsibly, it will begin rising again by the end of this decade, par-
ticularly with the retirement of the baby-boom generation and in-
creasing health care costs.

So even with some good news, we have our work cut out for us
as a Committee and as a Congress. This is a tough Committee with
a tough mandate, and I look forward to working with all of my col-
leagues on both sides of the aisle to meet the challenge and address
the budget in a way that is fair, works for the middle class and
most vulnerable families, and invests in long-term and broad-based
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economic growth. We did it in the 1990s. I am confident we can do
it again.

And, with that, let me turn it over to Senator Sessions for his
opening comments, and then we will hear from Dr. Elmendorf. Sen-
ator Sessions.

OPENING STATEMENT OF SENATOR SESSIONS

Senator SESSIONS. Thank you, Madam Chair, and thank you, Mr.
Elmendorf, for appearing before the Committee today. We value
what you do. It is important to us to help us have honest numbers
that we can work with, and honesty in our financial situation is ab-
solutely critical at this point in history.

I would also like to welcome the new members to the Committee,
and I look forward to a productive year. We absolutely face some
very serious challenges. And, of course, the reason Chairman Mur-
ray indicated that deficits have become the topic of the day is be-
cause we have never had such systemic deficits as we have today.
They exceed anything the Nation has ever had, and we are on a
systemic course that continues those deficits. And as the report
that was given to us shows, they get worse in the out-years. We
cannot continue on this course. Bowles and Simpson told us in this
very room that this Nation has never faced a more predictable fi-
nancial crisis.

So that is why we have to talk about this, and we have to ask
some fundamental questions. The Chair has set forth the Presi-
dent’s, the Democratic majority’s narrative. We reject that nar-
rative. We have serious differences with that narrative. We will not
go quietly on that because we believe some of the real problems
that are being caused today are because of this kind of incorrect
economic thinking.

So it has been now 4 years since the Democratic-led Senate pro-
duced a budget. As the law requires, the Senate not only has a
legal but a moral duty to present the taxpayers with a plan on how
they will spend the Nation’s money. So it is a tragedy that under
Senator Reid’s leadership we have not engaged in that kind of open
public financial discussion that the American people deserve. Ma-
jority Leader Reid even said it would be foolish to have a budget.

By contrast, the GOP House, in accordance with law, has laid out
a budget plan each year. That plan will change the debt course of
America. We may not all like everything that is in it, but it would
put us on a positive path. And they will do another budget this
year.

So I am glad that we have had a relenting and are going to have
a budget this year, else I wonder what our Committee might find
itself having to do without a budget and whether we even need the
Committee.

So we look forward to meeting the Committee deadline of April
1st to publicly produce a resolution and then April 15th on the Sen-
ate floor, including the statutorily mandated 50 hours of debate
and a guaranteed vote.

Madam Chairman, I stand ready to work with you and the staff
to produce a budget that we can talk with the American people
about. I believe that budget should balance. We should balance it
at least within 10 years. It is something that we can do, and I
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think the report Mr. Elmendorf has given us shows us some of the
ways that we can get there, and it is not a hopeless situation, but
it is a very dire situation.

The picture CBO paints of the next 10 years is immensely dis-
turbing. Our gross Federal debt after rising $6 trillion in the last
4 years will rise another $9 trillion by 2023. CBO’s report also sug-
gests that then things only get worse outside that 10-year window,
remain continuing up on an unsustainable financial path. And if it
is unsustainable, that means we have to change it. Now this, de-
spite the fact that CBO is projecting revenues to be well above the
average of the last 40 years. Revenue will be up, according to
CBO’s numbers.

The top economists agree, including a recent study from the
International Monetary Fund, that total debt over 90 percent of
GDP weakens economic growth. Federal Government debt is now—
gross debt—is 103 percent. In other words, our job-crushing debt
not only threatens to collapse the economy through a financial cri-
sis, as Simpson-Bowles predicted, but it is already destroying jobs
and growth today. We are not receiving the growth today we
should have as a result of the drag of this debt.

CBO also projects that we are entering a future in which our
debt is so great that our fastest-growing item in the budget will be
interest payments. According to CBO, annual interest costs will
quadruple, totaling $5.4 trillion over the next 10 years—$5.4 tril-
lion. By 2020, just 7 years from now, interest costs are expected to
exceed the cost of national defense. And I just left the Defense
Committee hearing talking about the sequester and how damaging
that will be to the Defense Department because half of the cuts fall
on one-sixth of the budget, the Defense Department. And that is
too severe for them. It needs to be spread out across the entire
spending panoply.

Interest payments, which help no one, build nothing, will crowd
spending on the rest of the budget, and I think it will damage our
economy in the meantime right now.

And while we talk of cuts and frugality, total spending is ex-
pected to go up 67 percent over the next 10 years. No one is pro-
posing a real cut in the actual amount of money spent. It is the
growth in spending that we have to confront.

Primarily alarming is the finding in an additional CBO report
prepared at my request. Spending on just the ten largest welfare
programs, means-tested and poverty programs, will increase even
more—76 percent over 10 years. There are roughly 80 welfare pro-
grams that overall comprise the single largest item in the Federal
budget, larger than Medicare, Social Security, or defense. Improv-
ing these things would do a lot more than just saving money. Like
1996 that helped put us on a path to a balanced budget, smart re-
forms of welfare will help more Americans rise out of poverty—that
is what I want to see; I want to see more people out of poverty—
and will strengthen the institutions of family, charity, and commu-
nity. We must talk honestly and with compassion about these
issues.

In that vein, I would also like to take a moment to address some
comments, Senator Murray, that you made recently, that Repub-
licans are committed to “protecting the rich above all else” and are
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only interested in “starving programs”—I am quoting now—“that
help middle-class families and the most vulnerable Americans.” So
that hurts my feelings. That is not what I believe in. I believe we
have to have an economy that is growing, creating prosperity, that
we need to help poor people get jobs and move forward in their
lives, not be dependent, ever dependent on more and more Govern-
ment checks, handouts, and programs. That would be the way to
save this country, in my opinion. That is the way to help poor peo-
ple, and I resent the fact that people suggest that those of us who
have a different view of how to help poor people somehow do not
care about them. Compassion and help for the poor and struggling
amounts to more than just borrowing money and sending out more
money in the form of checks.

So my goal is to help working Americans from the social and eco-
nomic harm that is caused by policies, I think, of this President
and the Senate majority. These programs have not worked. In
places like Baltimore, a great city, they are producing poverty, de-
pendency, crime, and joblessness. That is what those programs are
producing. One in three residents in Baltimore are on food stamps.
One in three youth in Baltimore are living in poverty. There are
solutions to these problems, and we can do better. We have to do
better. We cannot continue on this course.

So compassion demands change. Our goal must be to help more
Americans find gainful employment and the opportunity to finan-
cially support themselves and their family and to prosper.

Before closing my remarks, I would like to address the serious
challenge we will be facing in the coming days. We are going to
have to consider the immigration question. Studies show that the
proposals for amnesty and legalization could add another $2.5 tril-
lion to the national debt, or more, and we have to watch carefully
that program.

So I look forward to addressing these and other issues during to-
day’s hearing. We have no higher obligation as lawmakers than to
protect the financial security of the Republic. And with regard to
our present posture and state of the economy, the last big systemic
challenge I think maybe our Nation faced was when Volcker and
Reagan dealt with a continually surging inflation rate. They broke
that rise and put us on a path to 20 years of growth. We are now
on a systemically dangerous path of debt. It threatens our future.
We are going to have to confront that with the same clarity and
courage that they did at that time.

And I came in 16 years ago, and I remember that Bush did spend
more money than he should, and I was a critic of that. But I have
to say that hardly a bill that came up that President Bush maybe
proposed more spending that our Democratic colleagues did not
complain because he did not spend enough, and I had to cast vote
after vote after vote to try to contain the growth of spending, and
it was usually every single Democratic colleague was voting to
spend more and Republicans were taking the lonely position of try-
ing to be responsible.

So those are the issues that we face. Our debt course is one that
we have to confront. But looking at it, Madam Chair, I do think
based on the numbers in this report, which include the Budget
Control Act control and the $650 billion tax increase that just
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passed, if we do some other things in a responsible, effective way,
we can put this Nation on a sound course. We can remove the debt
cloud, the drag that this debt has over us, and put us on the path
to prosperity. That is what we have to do. We have no choice.

I thank you.

Chairman MURRAY. Thank you very much.

With that, I will turn it over to Dr. Elmendorf for his opening
statement, and for the Committee members, we are going to have
a series of votes called. We will work our way through 5 minutes
each, and hopefully people can come back and forth between votes
as much as we can so that we can allow everybody who would like
to ask questions to be able to do that.

Dr. Elmendorf, thank you.

STATEMENT OF DOUGLAS W. ELMENDORF, DIRECTOR,
CONGRESSIONAL BUDGET OFFICE

Mr. ELMENDORF. Thank you, Senator Murray and Senator Ses-
sions. To all the members of the Committee, I appreciate the oppor-
tunity to be with you today and to discuss CBO’s look for the budg-
et and the economy over the next 10 years.

Our analysis shows that the country continues to face very large
economic and budget challenges. Let me discuss the economy first,
and then I will turn to the budget.

We anticipate that economic growth will remain slow this year
because the gradual improvement that we see in underlying eco-
nomic factors will be offset by a tightening of Federal fiscal policy
scheduled under current law.

The good news is that the effects of the housing and financial cri-
sis appear to be finally gradually fading. We expect that an up-
swing in housing construction, rising real estate and stock prices,
and increasing availability of credit will help to spur a virtuous
cycle of faster growth in employment, income, consumer spending,
and business investment during the next few years.

However, several policies that will help to bring down the budget
deficit will represent a drag on economic activity this year. The ex-
piration of the 2-percentage- point cut in the Social Security payroll
tax, the increase in tax rates on income above certain thresholds,
and the cuts in Federal spending scheduled to take effect next
month will mean reduced spending by both households and the
Government. We project that inflation-adjusted GDP will increase
about 1-1/2 percent this year, but that it would increase roughly
1-1/2 percentage points faster were it not for the fiscal tightening.

Under current law, then, we expect the unemployment rate will
stay above 7-1/2 percent through next year. That would make 2014
the sixth consecutive year with unemployment so high, the longest
such period in 70 years.

We expect that growth in real GDP will pick up after this year
to about 3-1/2 percent in 2014 and the following few years. But the
gap between the Nation’s GDP and what it is capable of producing
on a sustainable basis, what we call “potential GDP,” still will not
close quickly. Under current law, we expect output to remain below
its potential level until 2017, almost a decade after the recession
started in December 2007.
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The Nation has paid and will continue to pay a very high price
for the recession and slow recovery. We estimate that the total loss
of output relative to the economy’s potential between 2007 and
2017 will be equivalent to nearly half of the output produced in the
country last year.

Let me turn now to the budget. Under current laws, the Federal
budget deficit will shrink in 2013 for the fourth year in a row. At
an estimated $845 billion, the deficit would be the first in 5 years
below $1 trillion, and at 5-1/4 percent of GDP, it would be only
about half as large, relative to the size of the economy, as the def-
icit was in 2009.

Our projections based on current laws show deficits continuing to
fall over the next few years before turning up again by the end of
the decade and totaling nearly $7 trillion for the decade as a whole.

Federal revenues are projected to reach 19 percent of GDP in
2015 and beyond because of both the expanding economy and
scheduled changes in tax rules. That 19-percent figure compares to
an average of about 18 percent over the past 40 years.

At the same time, Federal spending will fall relative to the size
of the economy over the next several years and then rise again.
The decline can be traced to the caps on discretionary funding and
the drop-off in spending that goes up when the economy is weak,
such as unemployment benefits.

But later in the decade, the return of interest rates to more nor-
mal levels will push up interest payments to nearly their highest
share of GDP in 50 years. And throughout the decade, the aging
of the population, a significant expansion of Federal health care
programs, and rising health care costs per person will push up
spending on the largest Federal programs. By 2023, spending
reaches about 23 percent of GDP in our projection compared with
a 40-year average of 21 percent.

What does this mean for Federal debt? We project that debt held
by the public will reach 76 percent of GDP this year, the largest
percentage since 1950. And under current laws, we project that
debt in 2023 will be 77 percent of GDP, far higher than the 39-per-
cent average seen over the past 40 years; and it will be on an up-
ward path. Such high and rising debt relative to the size of the
economy is a significant concern for several reasons.

First, high debt means that the crowding out of capital invest-
ment will be greater; that lawmakers will have less flexibility to
use tax and spending policies to respond to unexpected challenges
like a recession or a war; and that there will be a heightened risk
of a fiscal crisis in which the Government would be unable to bor-
row at affordable interest rates.

Second, debt would be even larger if current laws were modified
to delay or undo certain scheduled changes in policies. For exam-
ple, if lawmakers eliminated the automatic spending cuts sched-
uled to take effect in March but left in place the original caps, pre-
vented the sharp reduction in Medicare’s payment rates for physi-
cians scheduled for next January, and extended the tax provisions
that are scheduled to expire, without making any other offsetting
changes in budget policy, then budget deficits would be substan-
tially larger than in our baseline projections. And debt held by the
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public would rise to 87 percent of GDP by 2023 rather than the 77
percent under current law.

Third, debt might also be larger than in our projections because
even the original caps on discretionary funding in the Budget Con-
trol Act would reduce such spending to just 5.8 percent of GDP in
2023, a smaller share than for any year in at least the past 50. Be-
cause the allocation of discretionary funding is determined, as you
know, by annual appropriation acts, lawmakers have not yet de-
cided which specific Government services and benefits will be con-
strained or cut to satisfy those caps, and doing so might be quite
difficult.

Fourth, projections for the 10-year period covered in this report
do not fully reflect long-term budget pressures. Because of the
aging of the people and rising health care costs, a wide gap exists
between the future costs of the benefits and services that people
are accustomed to receiving from the Federal Government, espe-
cially in the form of benefits for older Americans, and the tax reve-
nues that people have been sending to the Government. It is pos-
sible to keep tax revenues at their historical average share of GDP,
but only by making substantial cuts relative to current policies in
the large benefit programs that benefit a broad group of Americans
at some point in their lives.

Alternatively, it is possible to keep the policies for those large
benefit programs unchanged, but only by raising taxes substan-
tially for a broad segment of the population. Deciding now what
combination of policy changes to make to resolve the budget imbal-
ance would allow for gradual implementation, which would give
households and businesses time to adjust their behavior.

Thank you.

[The prepared statement of Douglas Elmendorf follows:]
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Chairman Muiray, Sendtor Séssions, and Memihers of the
Committee; thank you for inviting me to testify on the
Congressional Budget Office’s (CBO') most recent anal-
ysis of the outlook for the hudget and the ecotiomy. My
starernent suminarizes CBO’s new econemic forecast and
baseline budger projections, which cover fiscal years 2013
t0-2023. Those estimatés were released last week in the
report titled The Budget und Economic Qutlook: Fiscal
Years 2013 v 2023,

Economic growth will remain slow this year, CBO antici-
pates, as gradual improvement in many of the forces that
dtive the economy i offset by the effects of biidgetary
changes that-are scheduled to eccur under current law.
After this year, economic growth will speed up, CBO
projecis, causing the unemployment rate to decline and
inflation and intetest rates to eventually rise from their
current low levels, Nevertheless, the unemployment rate
is expected o reffiain above 7% percent throtgh nexe
year; if that happens, 2014 will be the sixth consecutive
year with unemployment exceeding 7¥2 percent of the
fabor force-—the longest such period in the past 70 years.

If the current laws thar govern federal taxes and spending
do not change, the budger deficit will shrink this year to
$845 billien, or 5.3 percent of grass domestic product
(GDPY, its smallese size since 2008, In. CBO’ baseline
projections, deficits continue to shrink over the next few
years, Falling to 2.4 percent of GDP by 2013, Deficits are
projected to increase later in the coming decade; however,
because of the pressures of an aging popiilatior, rising
health care costs, an expansion of federal subsidies for
health insurance; and growing interest paymenis on fed-
eral debt. As a résulr, federal debe held by the public is
projected to remain historically high relative o the size of
the ecanomy for the next decade. By 2023, if current Jaws
remain in place, debtwill equal 77 percent of GDP and
be on-an tipward path, CBO projects {see Figure 1).

Such high and rising debt would have serious negative
CU“SEunnCCSI W}len interest rates rose Lo more noﬂﬂﬂl
levels; federal spending on interest payments would
increase substaritially. Moreover, because federal borrgw=
ing reduces national saving, the capiral stock would be
smaller and total wages would be lower than they would
be if the debt'was reduced. In addition, lawmakers would
have less flexibility than they night ordinarily to use

fax and spending policies to respond 1o unexpeeted
challenges. Fimally; such a jarge debt would increase the

risk of a fiscal ciisis, during which investors would lose so
much confidence in. the government’s ahility to manage
its budget that the government would be unable to
borrow at affordable rares.

Under Current Law, Federal Debt
Will Stay at Historically High Levels
Relative to GDP

The federal budger deficit, which shrank as a perceritage
of GDP for the third year in a row in 2012, will fall again
in.2013, if current laws remain the same, Avan estimated
$845 billion, the 2013 imbalance would be the first defi-
cit i five years below §1 trillions and av 5.3 pércent of
GDB it would be only abour half as large, relative to thie
size of the'economy; as the deficit was in 2009, Never-
theless, if the laws that govern taxes and spending do-not
change, federal debr held by the public will reach 75 per-
cent of GDP by the erid of this fiscal yeur, the largest
percentage since 1950,

With revenues expected. to risé more rapidly than spend-
ing i the next few years undér current faw; the deficit is
projected 16 dipas low as 2.4 percent of GDFE by 2015
(see Table 1). In later years, however, projected deficits
rise steadily; reaching almost 4 percent of GDT in 2023
For the: 2014-2023 perivd, deficits in CBO's baseline
projéctions total $7.0 trillion. With such deficits, federal
debe would remain abiove 73 percentof GDP-far higher
than the 39 percent average seen over the past four
decades. {As recently as the end of 2007, federal debr
eqiialed just 36 percent of GDPR)Y Moreover, debt wetild
be increasing relative to the size of the economy in the

second half of the decade.

Those projections are nor CBO's predicrions of future
outcomes. As specified in law, CBO's baseline projections
are constructed wnder the assimption that currént laws
generally remain unchanged, so thar they can serveas a
benchmark against which potential changes in law can
be measured.

Revenues

Federal revenues will increase by roughly 25 percent
berween 2013 and 2015 under current law; CBO pro-
jects, That increase is expecred to resule from arise in
income because of the growing economniy, from policy
changes that are scheduled o take effect during thac
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Figure 1.
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petiod, and from policy changes that have already taken
effect but whose full impact on révenues vill not be felt
unti afier this year (such as the recent increase in tax rates
on ificome above certain thresholds)y.

As a result of those factors, revenues are projected rogrow
froim 15,8 percent of GDP in 2012 to 19.1 percent of
GDP in 2015—compared with an average of 17.9 per-
cent of GDP over the past 40 yeass. Under current favw,
reverues will remain ar roughly 19 percent of GDP from
2015 through 2023, CBO estimates.

Dutlays

In-CBO's baseline projections, federal spending rises over
the mext few years in dollar térms bur falls relative to the
size of the economy. During those years, the growth of
spending will be restrained both by the strengzhening
economy {as spending for programs such a5 unemploy-
ment compensation drops) and by provisions of the
Budget Control Acr of 2011 {Public Law 112-25).
Althougb ourlays are projected to detline from 22.8 per-
cent of GIIP in 2012 1o 21.5 pércent by 2017, they will
still exceed their 40-year average of 21.0 percent. {Oue
Jave peaked ar 23.2 percent of GDI in 2009 but have
fallen relative to' GDP in the past few years,)

After 2017;1F current laws remain in place; outlays will
start growing again as a percentage of GDP. The aging

af the population; inereasing health care costs, and a sig-
nificanit expansion of eligibilicy for federal subsidies for
health inswrance will substanitially boost spending for
Social Security and for major health care programs refa-
tive to the size of the economy. At the same time, rising
interest rites will significantly increase the governmenty
debr-service costs, In CBOYs baseline, outlays reach abour
23 percent of GDP in 2023 and are on an upward
trajeciory.

Changes froi CBO's Previous Projections

The deficits projected in CBO’s current baseline are
significantly larger than the ones in CBO's baseline of
August 2012, At that tine, CBO prajected deficits roval-
ing $2.3 willion for the 2013-2022 periad; in the current
baselinie, the total deficir for that period has risen by
$4.6 tillion. Thar increase stams chiefly fram the enact-
ment of the American Taxpayer Relief Act of 2012

{PL. 112-240}, which made-changes o rax and spending
laws that will boast deficits by a votal of $4.0 willion
{excluding debt-service cosws) between 2013 and 2022,
aceording to-estimates by CBQ and the staff of the Joint
Comnrittee on Taxation, CBO's updated baseline also
takes into account other legistative actions since August,
as well as 4 new economic forecast and some technical

revisions fa its projecrions.
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CBO’s Baseline Budget Projections

Total
Actual, 2014- 2014~
2012 2013 2014 2015 2016 2017 2018 201% 2020 2021 2022 2023 2018 2023
in Billions of Dollars
Revenues 2449 2,708 3003 33 3501 375 3937 4101 4279 4498 4734 461 17669 40,241
Outlays 3538 3,553 3618 3803 4007 4300 4542 4811 5078 5350 569% 5939 20330 47,199
Deficit - yor Surplus  ~1,089 -B45 -616 -430 -476 ~-535 ~605 -7 -798 -854 -957 -978 -2,661 -6,958
Of-budget -L151 872 630 433 476 333 598 693 -783 799 B78 872 %7 6,675
Off-budget” 62 7 14 3 * Z 4 <17 -35 55 79 -106 9 28
Dabt Held by the Pubiic
at the Bid of the Year 1,280 1229 12937 13462 14025 14547 15316 18097 16957 17876 18902 19,944 A na
As a3 Percentage of Gross Domestic Product
Revenues 158 169 180 juks 19.1 8.9 188 87 187 189 9.0 181 188 189
Outtays. 28wz A7 A6 pika 25 A7 8D 22.2 229 229 218 2.1
Deficit -7.0 -53 37 -24 -25 ~-27 -2% 32 -35 36 -38 38 -28  -33
Debt Held by the Public
4t the End of tha Year 25 B3I A7 3 TG 74 731 WS A2 50 760 70 . na,

Source: Cangressional Budget Office.

Note: * = hetween ~§500 million and:zéro; nia. = Hot applicable.

a. Off-budget surpluses or deficits comprise surpluses or deficits in the Social Security frust funds and the net cash flow of the

Postal Service,

Looming Policy Decisions May
Have a Substantial Effect on the
Budget Qutlook

Current faw leaves many key budger issues unresolved,
and this year, lawmakers will face thice significant
budgerary deadiines:

B Automatic reductions in spending ate scheduled to be
implemented av the beginnirig of March; whin that
happess, funding for many government activities will
be rﬁduCed by S pﬁrﬂeﬂr OFf more.

B The continuing resolution that currently provides
opetational funding for much of the government will
expire in late March. If no addivonal appropriations
are provided by then, nonessential functions of the
governmnt will have to cease operations.

B A sratitory Emit on federal debt, which was cemporar-
ily removed, will rake effectagain in mid-May. The

“Treasury will beable to eontinue borrowing for a shore
tifiie afet thar by using what are known as extraosdi-
nary measures. But to avoid a default on the govern-
ment’s obligations, the debt limit will need to be
adjusted biefore those medsutes are exhausted later in
the year.

Budgerary curcomes will also be affecred by decisions
sbout whether to continue cerrdin policies that have béen
in effect in recent yeass. Such policies could be contin-
ued, for example, by extending some tax provisions thar
are scheduled to-expire (anid that have routinely been
extended in the past) or by preventing the 25 percent cut
in Medicare’s payment rates for physicians that is due to
oceur in 2014, If, for instance, lawmakers eliminated the
automatic.spending cuts scheduled to rake effecr in
March (but left in place the original caps on discrerioriary
funding set by the Budget Control Act), prevented the
sharp reduction in Medicare’s paymeni rates for physi-
clans, dnd extended the tax provisions that are scheduled
to expire at the end of calendar year 2013 (or, in some
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Figure 2.
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Notes: Potential gross domestic product {GOP} is.CBO’s estimate of
the maximum sustainable fevel of output of the economy.
Data are quarterly. Actual data are plotted through the third
quarter-of 2012, Projections are ploftad through the fourth
quarter of 2023.

cases, i later years), budger deficits would be substan-
tially larger over the coming decade than in CBO's
baseline projections. With those changes, and no offser-
tng reductions it deficits, debr held: by the public would
tise to 87 percent of GDP by the end of 2023 tather-than
to 77 percent.

In addition to those decisions, lawmakers will continue o
face the longer-term budgetary issues posed by the sub-
stanpial federal debr and by the implications of rising
Fealch care costs and the aging of the populatan,

Economic Growth Is Likely to

Be Slow in 2013 and Pick Up in

Later Years

The U.S. econemy expanded modestly in calendar year
2012, continuing the slow recovery seen since the reces-
sion ended in mid-2009. Although economic growth is
expected to remain slow again. this year, CBO anticipates
that underlying factors in the economy will spur a more
rapid expansion beginning next year.

TESTIMONY

Even so, under the fiscal policies embodied in current
law, output is expected to remain below its potential

(or maximum sustainable) level until 2017. By CBO's
estimates, in the fourth quarter of 2012, real {inflation~
adjusted) GDP was ahout 5% percent below its potential
tevel, Thut gap was only modestdy smaller than the gap
berween actual and potential GDP thavexisted at the end
of the recession {see Figure 2) because the growth of aut-
put since then has been only slightly greater thar the
growth of potential cutpue. With such a farge gap
beeween actual and potential GDP persisting for so-fong,
CBO projects that the roral loss of cutput, relative ro the
economy’s potential; between 2007 and 2017 will be
equivalent to siearly half of the ourpur that the United
States produced last year.

The Economic Outlook for 2013

CBO expects that econanic activity will expand slowly
this year, with real GDP growing by just 1.4 percent
{see Table 2), That slow growth reflects a combination
of engoing improvement in underlying economic factors
and fiscal tightening that has already begun ar is
scheduled o pecur—including the expiradan of a 2 per-
centage-point cur in-the Social Security payroll tax,
increase in tax rates on incomme above certain thresholds,
and scheduled avtomatic reductions in federal spending,
That subdued economic groweh will limit businesses’
need to hire additional workers, thercby causing the
unernplovment rite © stay'near 8 pereent this year,
CBO projects. The rate of inflation and interest rares
are projected to remain low.

The Economic Outlook for 2014 to 2018

ARer the economy adjusts this year te the fiscal righren-
ing inherent in current law, underlying economic factors
will fead to more tapid grawth, CBO projects-—3.4 per-
cent in 2014 and an average of 3.6 percent a year from
2015 through 2018, In particular, CBO expects that the
effects of the housing and financial crisis will continue
o fade and thar an wpswing in housing construction
(though from a very low level), rising real estare and stock
prices, and increasing availability of credic will help to
spur a virtuous cycle-of faster growth in employment,
income, consumer spending, and business investment
over the nexe fow years.

Nevertheless, under current law, CB{Y expects the
unemployment rate to remain high—above 7% percent
thraugh 2014before falling to 5% percenit at the end of
2017, The rate-of inflation is prejected o rise slowly after



17

TESTIMONY THE BUDGET AND ECONOMIE OUTLOOK: FISCAL YEARS 2013 TO 2023
Table 2.
CBO’s Economic Projections for Calendar Years 2012 to 2023
| Forecast Projected Annual Average
2012 2013 2014 2015-2018 2015-2023.
: Fourth Quarter to Fourth Quarter {Percentage change)
Rea! Gross Domestic Product 19 1.4 34 3.6 22
Iriflation
PCE price index 15 13 18 1.9 24
Core PCE: price index® 1.5 15 19 2.0 20
Consumer price index” 19 15 20 2.2 23
Core-consumer price index* 19°* 18 2.0 2.2 2.3

Fourth Quarter Level {Percent)
Unemployment Rate 78¢ 80 7.6 5579 52°¢

Calendar Year Average (Percent}
Interest Rates
Tiwee-month Treasury bills 01°® 0.1 0.2 22 40
Ten-year Treasury notes 18° 21 2.7 45 5.2

Source: Congressional Budget Office. {Actual values for 2012 are from Department of Labor, Bureau of Labor 'Statistics; Federal Reserve.}

Notés: The mimbers shown here do-notreflect the vallies for GDP and related series released by the Commerce Department’s Buread of
Economic Analysis on January 36.

PCE = personal consumption éxpenditures.
2. Excludes prices for food and energy.
b. The consumer price index for all urbas corisumers,
¢, Actual value far'2012.
d. Valuve for 2018.
€. Value for 2023,

this year: CBO estimates that the annual increase in the maximuni sustainable level. On that basis, CBO projects

price index for personal consamption expenditures will that both actuial and potential real GDP will grow at an
reach dbout 2 percent in 2015, The interest rate on average rate of 2% percenta year between 2019 and

3-miotith Treasuty bills—which has hovered near zero for
the past several years—is expected to climb to 4 percent
by the end 0f 2017, arid the rite on 10-year Treasury
niotes is projected to. rise from 2.1 percent in 2013 o

5.2 petcexit in 2017,

2023, That pace-is much slower than the average growth
rate of potential GDP since 1958. The mhain reason is
that the growth of the libor force will slow down because
of the rerirément of the baby boomers and an end to the
long-standing increase in women's participation in the

The Economic Outlook for 2019 to 2023 labor force, CBO also projects that thie unemplayment
For the sccond half of the coming decade, CBO does not fate-will fall to 5.2 percent by 2023 and chas inflation
atrempt to predict the cyclical ups aid downs of the and interest rates will stay atabout their 2018 Jevels

econamy; father, CBO assumes that GDP will seay at it throughour dthe 2019-2023 period.
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Chairman MURRAY. Thank you very much.

We will now do rounds of questions, and I am going to do my
best to keep everybody at 5 minutes here so somebody has a
chance.

Mr. Elmendorf, I really want to begin with the question of se-
quester. I believe our focus should be on jobs and the economy, not
on arbitrarily creating pain for American families. In your report
and in comments you have made since, two things got my atten-
tion. The first is that, even with Congress having eliminated some
of the so-called fiscal cliff, we still have in place enough fiscal tight-
ening that growth this year will only be about half of what it
should be. And the second is that the loss in economic growth
translates into about 2 million jobs.

Now, to be clear, the fiscal tightening is more than just the se-
quester, as we all know, but the sequester is a major part of it, and
it is a piece that both sides I think agree is harmful to our econ-
omy, to our families, and our national security.

It seems obvious to me that the answer is to replace the seques-
ter with a phased-in approach that includes an equal amount or
more of smart and sustainable spending cuts and additional rev-
enue.

So my question for you this morning is: Given that CBO notes
that it expects a substantial slowdown in economic growth this
year because of fiscal tightening, would it not be preferable to re-
place the sequester with a package of savings that is better tar-
geted, that is programmatic rather than across the board, and that
is phased in so it occurs when the economy is on a stronger footing?

Mr. ELMENDORF. Yes, Senator. If the sequester were replaced
with a comparable amount of deficit reduction that was phased in
more gradually, that would be better for the economy in the near
term.

The matter of what the composition of that fiscal tightening is
I think can affect the economy, as we have done analyses over the
past few years of different ways of spurring economic growth and
jobs. We talked about the different sorts of effects the different
components of taxes and spending policies can have on the econ-
omy. But, of course, the composition also bears very importantly on
what you and your colleagues think the Government should and
should not be doing and where our public resources should and
should not be devoted. So as you know, there are important issues
in the budgetary choices in addition to the economic effects.

Chairman MURRAY. Okay. And, for the record, it is my recollec-
tion that you, like many people, have advised Congress that there
are better and smarter ways to deficit reduction than through arbi-
trary, across-the-board cuts that are going to occur under seques-
ter, correct?

Mr. ELMENDORF. Well, Senator, we do not make recommenda-
tions about policy. I think we have noted, as others have, that an
across-the-board cut does not give you and your colleagues the
chance to choose where you think the Government should be
spending money on behalf of your constituents. I think that is a
matter of—that is not a matter of economic analysis. It is a matter
of allowing you and your colleagues to set the course of the Federal
budget.



19

Chairman MURRAY. Okay. In my opening comments, I talked
about the improvement in health spending in CBO’s projections,
and I noted that since March 2010, lower health spending has re-
sulted in revisions that lowered estimates of Federal spending for
Medicare and Medicaid by $200 billion, about 15 percent, in 2020.
The Centers for Medicare & Medicaid Services have reached some-
what similar conclusions showing national health care expenditure
growth rates at recent historic lows below 4 percent, levels well
below those seen prior to 2009. Those are really encouraging signs,
and we are hearing from providers and even your predecessor, Dr.
Orszag, that significant innovation is already underway.

I alluded in my opening statement I would give you a chance to
comment on this improvement, and I was wondering if you could
explain what led CBO to make those revisions.

Mr. ELMENDORF. Yes, Senator. There has been a marked slow-
down in the rate of growth of health care spending across the
health care system. We see this in private insurance costs. We see
this in Medicaid; we see this in Medicare. And within Medicare, we
see it in Part A, which basically pays for hospital services, and Part
B, which basically pays for doctors’ services, and in Part D, which
pays for prescription drugs.

So it is a very broad-based slowdown. It has been underway now
for several years. We are working intensively, as are many other
people, to try to understand better the sources of that slowdown,
the causes of that slowdown.

Our current assessment is that a part of that comes from the fi-
nancial crisis and recession, which reduced the income and wealth
that people have to spend on health care. But we think that a sig-
nificant part is more structural in nature and involves underlying
changes in the way that health care is practiced and delivered.

The challenge for us and for others is to understand how much
of those structural factors represent a transient phenomenon and
how many represent a more enduring phenomenon, and we really
do not know at this point. So what we have seen is that the spend-
ing in Medicare and in Medicaid in 2012 was about 5 percent below
what we thought it would be in early 2010. We have extrapolated
some of those slower growth rates over the coming years so that
we have, as you noted, Senator, marked down Medicare and Med-
icaid spending by about 15 percent in 2020 because of these rea-
sons. Of course, there are other factors, legislative factors and eco-
nomic changes, that matter for our projections as well. But because
of what we see happening in the health care sector, we have
marked down growth—marked down the level of spending by about
15 percent. We have also over the past 2 years—

Chairman MURRAY. I am going to have to cut you off because I
am going to have to limit everybody to 5 minutes. So I appreciate
that response very much, and I will turn it over to Senator Ses-
sions.

Senator SESSIONS. Thank you.

Thank you for your insightful report and comments. They are
very important to us. I know CBO has worked hard in projecting
growth rates. That is a big part of how you try to evaluate the im-
pact of a budget and what we will be able to do financially over
the next several years. We accept that as a reasonable way to do
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business, not perfect but reasonable, and I guess it is fair to say
that you worked very hard to create an accurate picture.

Mr. ELMENDORF. My colleagues and I do, Senator.

Senator SESSIONS. We just had a $616 billion tax increase, aver-
aging about $60 billion a year extra income, and we are having re-
covery from the recession, the slowest in a decade but some recov-
ery, and that results in a lower deficit, as you have reported to us.
By 2015, the deficit is projected to be $430 billion, the lowest you
project over 10 years. That is slightly below the highest deficit
President Bush ever had in his 8 years. And you have GDP growth
projected at 3.9 percent. Last year, we were at 2.2 percent, I be-
lieve. So that gives us some perspective.

But after 2015, 3 years from now, the deficit starts a relentless
rise again, increasing every single year almost 10 percent a year
and would more than double over the following 8 years to $978 bil-
lion—is that correct?

Mr. ELMENDORF. Yes, Senator, that is right.

Senator SESSIONS. And you do not see, unless something
changes, any improvement in the out-years, but your report would
indicate that the upward trajectory, as you said, we would still be
on that upward trajectory?

Mr. ELMENDORF. Yes, Senator, that is right.

Senator SESSIONS. And would you say that is an unsustainable
path?

Mr. ELMENDORF. Yes, Senator. As we and many others have said,
the debt cannot rise indefinitely as a share of GDP, and our projec-
tions under current law show debt rising relative to GDP in the
back half of this coming decade.

Senator SESSIONS. And it also increases the risk, as Erskine
Bowles and Alan Simpson told us, of a fiscal crisis that might
occur.

Mr. ELMENDORF. Yes, Senator.

Senator SESSIONS. They said it was inevitable if we do not
change this unsustainable path. Would you agree with that?

Mr. ELMENDORF. Well, in the longer-term projections that we
have done, in the past years, we have shown debt rising relative
to GDP under what had been current policies. We have not up-
dated those projections, but, yes, if one extrapolates what we show
at the end of the decade, then debt would continue to rise as a
share of GDP.

Senator SESSIONS. Well, under your analysis, you conclude that
the revenues are growing each year. You show solid increases. And
your growth rate of revenues for the Government basically runs in
harmony with the GDP increase. As the economy increases, people
pay more taxes and revenue increases. If it declines, revenue would
decline. Is that fundamentally correct?

Mr. ELMENDORF. Yes, Senator.

Senator SESSIONS. So even if tax increases were enacted—let me
just ask this. I think this is important for us to understand. If tax
increases were enacted that were large enough to balance the
budget by 2015, not just leave us with a $430 billion deficit, is it
not a fact that under your analysis and assumptions, a deficit
would begin to return that year or the next year, and it would in-
crease each year over that 10-year budget?



21

Mr. ELMENDORF. I think it depends, Senator, on the trajectory of
the tax increase that you have in mind. So if the tax increase is
a fixed number of billions of dollars per year, then, yes, the other
factors will continue to push up—

Senator SESSIONS. Right, well, fundamentally, is it not true that
the deficits continue to rise and rise steadily because they are in-
creasing faster than economic growth?

Mr. ELMENDORF. Yes, Senator. In our projections, spending is
above—

Senator SESSIONS. Excuse me. Spending is increasing at a rate
higher than you project the economy to increase. Spending would
be increasing around 6 or so percent; whereas, growth—and I will
use your average, about 2 or so. And it is substantially less.

Mr. ELMENDORF. Yes, Senator. So we show spending continuing
to rise—after the middle of this coming decade, we show spending
continuing to rise as a share of GDP. Although we have not up-
dated the longer-term projections, there is no reason to expect that
to turn around because the fundamental drivers are the rising
number of Americans collecting through these large benefit pro-
grams and the rising costs of health care per beneficiary.

Senator SESSIONS. So, to my colleagues, this is the reason I think
it is accurate to say we have fundamentally a spending problem
rather than a tax problem, because if your revenue is not going to
keep up with the spending because we are on an automatic course
through entitlements and other programs and all our desires to
spend more, then you are not going to get the country on a sound
path.

Mr. Elmendorf, debt, I believe, can slow the economy. Back in
2009, you wrote Senator Gregg stating that $850 billion stimulus
would have an economic boost in the short term, this pushing out
of stimulus money, but the cost of borrowing that money would in-
evitably become a drag on the economy, you told us. In fact, you
said that by even next year—2014 I believe is what you projected
back then—the benefits of the stimulus spending would be com-
pletely gone and there would be left a drag permanently on the
economy. And so since there is no prospect of paying down that
debt, we will have some drag—how much, we could dispute— per-
manently as a result simply of that debt. Is that not correct?

Mr. ELMENDORF. Yes, Senator. If cuts in taxes or boosts in
spending that stimulate the economy in the short run are not offset
by some later tightening of fiscal policy, then the extra debt that
is accumulated will be a drag in the long run.

Senator SESSIONS. Thank you, Madam Chair. I have gone over
my time limit. And the other debt we are adding also becomes a
permanent drag on our growth, threatening the future of employ-
ment for millions of Americans.

Chairman MURRAY. I would like to inform the Committee mem-
bers that the way we are going to work in this Committee on recog-
nizing Senators is, as in past traditions, by seniority before the
gavel is hammered and order of arrival after the gavel, so we will
begin with Senator Sanders.

Senator SANDERS. Thanks very much, Madam Chair, and, Mr.
Elmendorf, Dr. Elmendorf, thanks very much for being with us.
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Just a few questions, and if you can give me some brief answers.
Is it fair to say that one of the reasons we have the deficit today
has to do with two wars that were not paid for; huge tax breaks,
much of which went to the wealthiest people in this country; the
Medicare Part D program that was not paid for; and a Wall Street-
caused recession which resulted in significant declines of revenue?
Would you say that that is one of the reasons we went from a sur-
plus at the end of Clinton’s administration to where we are today?

Mr. ELMENDORF. Yes, Senator.

Senator SANDERS. All right. The second question is: In terms of
unemployment, the number roughly 7.8 percent is often thrown
out, but would you agree that if you looked at real unemployment,
people who have given up looking for work, people who are working
part-time when they want to work full-time, that we are really
looking at maybe 14 percent? Is that a fair statement?

Mr. ELMENDORF. Yes, Senator.

Senator SANDERS. All right, the point being that we are in the
midst of a major, major recession.

Now, the debate that is taking place in the Congress right now
is many of my Republican friends believe that the answer to the
deficit problem, which all of us agree is a serious problem, is to cut
Social Security, is to cut Medicare, is to cut Medicaid, is to cut pro-
grams for children. And that is true. That is one way you can go
forward. But some of us believe that we have to take a look at rev-
enue and the fact that at 15.8 percent of GDP, revenue today is the
lowest point that it has been almost in 60 years.

Some of us also believe that we have to take a hard look at huge
corporate loopholes, that before you cut a woman in Vermont who
is living on $15,000 a year Social Security, you may want to end
some of the loopholes that enabled the Bank of America to stash
their money in the Cayman Islands and not pay any taxes at all.
And that is kind of what the debate is about.

So let me ask you this, just confirm if my information is right.
In 1952, 32 percent of all revenue generated in this country came
from large corporations. Today that number is 9 percent. Does that
sound accurate?

Mr. ELMENDORF. I am sorry, Senator. I just do not know that
fact.

Senator SANDERS. Okay. In 2011, corporate revenue as a percent-
age of GDP was just 1.2 percent. Madam Chair, you remember
many of our corporate friends coming here and how they were over-
taxes. 1.2 percent of GDP happens to be, as I understand it, lower
than any other major country in the OECD. So when people come
in and say, “Oh, we are paying 35 percent,” everybody here knows
there is no corporation that pays 35 percent. If they do, they have
to get rid of their accountants, that, in fact, the number on profits
is 12 percent. Is that true?

Mr. ELMENDORF. So, Senator, certainly right that the statutory
tax rate in the corporate tax code and the average share of profits
paid in tax by companies are quite different, but I do not know the
numbers, and I do not know the—

Senator SANDERS. Okay. Let me see if you know this one.

Mr. ELMENDORF. —OECD countries.
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Senator SANDERS. In 2011, my understanding is that corpora-
tions paid just 12 percent of their profits in taxes, the lowest since
1972. How is that?

Mr. ELMENDOREF. I think that sounds about right, Senator.

Senator SANDERS. So, again, the choice that we face, do you real-
ly in the middle of a recession want to cut Social Security benefits
and Medicare benefits when corporations today are paying 12 per-
cent of their profits in taxes, the lowest since 1972? Or do we think
it might make more sense to ask our friends in the corporate world
to pay a little bit more?

Another question. My understanding is that one out of four
major corporations, profitable corporations in this country, in 2005,
the last statistics I have seen—I am sorry I do not have closer
ones—paid zero in taxes. Does that sound right to you?

Mr. ELMENDORF. I am sorry, Senator. I just do not know offhand.
We can look these things up, but I do not carry them around in
my head.

Senator SANDERS. All right. My understanding is that we are los-
ing—and we have introduced legislation to remedy this—about
$100 billion a year in revenue, a year, by companies’ offshoring
their profits in the Cayman Islands, Bermuda, and paying zero in
taxes.

Mr. ELMENDORF. Again, Senator, I do not—

Senator SANDERS. All right. I know that, but do you think it is
a legitimate area to pursue, the fact that we have companies like
Bank of America and virtually every major corporation stashing
their money in the Cayman Islands, paying zero in Federal taxes?
Is that something that you think would be a worthwhile pursuit?

Mr. ELMENDORF. Well, I think that it is certainly a legitimate
issue for the Congress, and we released a report last month that
reviewed the pros and cons of alternative ways of changing the tax
system applying to multinational corporations.

Senator SANDERS. Okay. Madam Chair, I would just conclude by
saying we have a great philosophical difference in this room, and
some of us think that when the wealthiest people are doing phe-
nomenally well, when corporate profits are at an all-time high, we
might want to ask those folks for more revenue rather than cutting
back on the needs of some of the most vulnerable people in this
country.

Thank you, Madam Chair.

Chairman MURRAY. Thank you.

Senator ENzI.

Senator ENZzI. Thank you, Madam Chairman.

I want to thank you for this great book. As an accountant, it has
a lot of numbers in it; I love that. It does lead to a lot of technical
ﬁuestions, though, and I would rather submit those than ask them

ere.

Mr. ELMENDORF. Yes, Senator. We are happy to respond that
way.

Senator ENzI. I still have a few questions, though, and Senator
Sanders brings up one. Are we paying out more in Medicare than
we are taking in at the moment?

Mr. ELMENDORF. Well, as you know, Senator, the dedicated taxes
for Medicare cover the Part A, or are designed to cover Part A, the
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hospital spending, and the Hospital Insurance Trust Fund is, in
fact, losing money every year. The other parts of Medicare have no
dedicated financing. They are funded by beneficiary premiums and
by general revenue transfers.

Senator ENzI. How are we doing on the difference between what
is paid in for Social Security and what is going out monthly or an-
nually?

Mr. ELMENDORF. So the dedicated taxes collected for Social Secu-
rity are less than the benefits that are being paid out for Social Se-
curity.

Senator ENzI. Is there anything in sight where that is going to
change?
| Mr. ELMENDORF. No, Senator. That will continue under current
aw.

Senator ENzI. Thank you.

Now, in the CBO report, you indicate that revenues are projected
to increase by roughly 25 percent between 2013 and 2015, and, in
addition, growth of the economy is expected to be just one and four-
tenths percent in 2013 but accelerate to three and four-tenths per-
cent in 2014. I want to ensure that we all do not leave this hearing
thinking that there is a direct link between increased revenues
through tax hikes and increased economic growth.

In that regard, to what extent do the increased taxes that were
recently enacted and that pull money out of the hands of both em-
ployers and employees have a negative impact on your economic
growth projections?

Mr. ELMENDORF. So, Senator, we think the increases in taxes is
part of the fiscal tightening that is slowing the economy this year,
just as the planned reductions in spending are slowing the economy
this year. That and other sorts of deficit reduction are good for the
economy in the medium run and long run, and that is one of the
difficult trade-offs that you and your colleagues face.

Senator ENzI. Thank you.

The CBO report also indicates that after the economy adjusts
this year to the fiscal tightening inherent in current law, under-
lying economic factors will lead to more rapid growth— you project
three and four-tenths percent in 2014 and an average of three and
six-tenths percent a year from 2015 through 2018. Can you walk
us through your analysis leading to the conclusion that the econ-
omy will adjust this year and not over a longer period of time due
specifically to the tax increases that were enacted earlier this year?

Mr. ELMENDORF. Yes, Senator. So there are two factors here.
There is a growth of the underlying potential of the economy, and
then there is some catch-up from the current level of output, which
is below that potential, which amounts to putting unemployed
workers back to work making better use of the factors and offices
that we have. And both those factors are at work in the growth we
see over the next half-dozen years.

We think that the underlying forces driving the economy are fi-
nally—after long, lingering effects of the financial crisis and the
housing bubble, we think those underlying forces are strength-
ening. We think those are going to help to pull the economy back
up toward its potential output to put people back to work, but only
gradually over the next 4 or 5 years.
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The tightening of fiscal policy is reducing deficits, and the low-
ered debt that will result will be good for the economy later on. It
is also true that the higher tax rates that will be in place because
of the expiration of tax cuts on higher-income people, those higher
tax rates will represent some drag on the economy, and we incor-
porate those factors in our baseline projections and in our analysis
of the effects of alternative policies. We look at the effects of both
debt on the economy and the effects of tax rates in distorting incen-
tives to work and to save.

Senator ENzI. Well, I will have a few more follow-ups on that
one, but, slightly different, the President recently said that in the
absence of a larger budget deal, Congress should pass a smaller
package of spending cuts and tax reforms that would delay for a
few months the sequester slated to go into effect. It is anticipated
those tax reforms mean closing what the President perceives as
loopholes. And it would have the effect of simply raising taxes.

To what extent would raising taxes to offset a portion of the se-
quester have a negative impact on economic growth?

Mr. ELMENDORF. So I think the biggest issue to think about in
terms of the effects of this fiscal policy on the economy in the near
term is how quickly deficit reduction occurs, how much tightening
occurs this year. But it is also true that the composition of the fis-
cal tightening, how much comes through certain sorts of spending
cuts or certain sorts of tax increases can matter for economic out-
comes, but the effect depends a lot on the specifics. When we have
looked at different ways to boost the economy, we have found very
different effects of different sorts of spending increases and very
different effects of different sorts of tax cuts.

So I do not want to make any very general statements because
it really depends on what provisions of the Tax Code would be
changed.

Senator ENz1. I will follow up on that.

Senator ENzI. My time has expired. Thank you.

Chairman MURRAY. Thank you.

Senator WHITEHOUSE.

Senator WHITEHOUSE. Thank you, Madam Chair.

Welcome back, Dr. Elmendorf.

Mr. ELMENDORF. Senator.

Senator WHITEHOUSE. Two quick things. The first is that—I
think it is relevant to the topic you were just discussing. Europe
has gone on an experiment in austerity as a solution to the reces-
sion, and it does not seem to be working very well. Spain’s economy
shrank 1.4 percent in 2012 and is projected to contract another 1.4
percent in 2013. Greece’s economy shrank 6 percent in 2012 and
is projected to contract another 4.2 percent in 2013. Italy’s economy
shrank 2.3 percent in 2012 and is projected to contract another 0.3
percent in 2013. Portugal’s economy shrank 2.3 percent in 2012
and is projected to contract another 0.3 percent in 2013. Unemploy-
ment is in double digits in all of those countries. So although we
are not recovering well, we are certainly recovering, and we see
GDP growth. And if you look at some of the people who are close
to this and looking at it, the conservative Daily Telegraph, Jeremy
Warner, who supported this austerity program, has recently writ-
ten about Britain that they are in a “truly desperate state of affairs
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that demands swift and decisive action. We seem to have the worst
of all possible worlds, with nil growth, some very obvious cuts in
the quantity and quality of public services, but pretty much zero
progress in getting on top of the country’s debts.”

The IMF, which had argued for austerity, now has corrected
itself and says—the chief economist Olivier Blanchard said, “We
find that forecasters significantly underestimated the increase in
unemployment and the decline in domestic demand associated with
austerity.”

The Wall Street Journal, recently discussing Spain and its aus-
terity program, said that it “threatens to create a vicious cycle as
mass layoffs to meet budget targets spark a deeper contraction, re-
ducing tax revenue and increasing welfare costs, as well as damp-
ing consumption.”

Now, Robert Frank, who is a well-regarded American economist
at Cornell, has said, “The cuts that are scheduled in the sequester
are not a way to run a rational government. Cuts of any kind at
this time are not a good idea. It is recessionary. It would slow
growth for sure and put people out of work.”

In that regard, the more conservative American Enterprise Insti-
tute, John Makin and Daniel Hanson said, “An abrupt spending se-
quester scheduled to begin March 1st could cause a U.S. recession.”

Do you recommend an austerity path at this point? What should
we be doing that is different than the European austerity experi-
ment that appears to have ended so badly for them?

Mr. ELMENDORF. So, Senator, we have not studied each of those
European countries carefully, and as you know, there are many fac-
tors that affect their economic performance. But I think that the
recessions and economic contractions that have occurred in coun-
tries that have pushed for very rapid contractions of fiscal policy
are entirely consistent with the analysis that we have been offering
to the Congress for many years now that raising taxes and cutting
spending at a time when the economy is already weak and the Fed-
eral Reserve is limited in its further options to support the econ-
omy will tend to reduce output and reduce jobs relative to what
would occur if fiscal policy were not tightened in those ways. And—

Senator WHITEHOUSE. And you are predicting a more than 1-per-
cent difference in GDP as a result of that if we do not manage the
sequester properly, correct?

Mr. ELMENDORF. So we say that without any of the fiscal tight-
ening that is occurring this year, GDP growth would be 1-1/2 per-
centage points faster. The sequester itself we think represents
about six-tenths of one percent of GDP growth this year and would
mean a difference of roughly 750,000 jobs by the fourth quarter of
this year.

Senator WHITEHOUSE. Okay. And one last point, a different
point. I make it virtually every time we have a hearing, and so I
now will give the abbreviated version here, and the Chairman was
kind enough to mention my interest in this. But when we have a
health care system that is spending 50 percent more than our least
efficient international competitor, when everybody from the Presi-
dent’s Council of Economic Advisers to the Institutes of Medicine
say that there is over $700 billion every year to be saved in the
American health care system, when companies like, in Senator
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Johnson’s home State, Gundersen Lutheran, in Senator Toomey’s
home State, Geisinger, are actually showing the ways to reduce
costs by providing better health care, I look forward to being able
to work with my colleagues on the other side of the aisle to focus
on that. I think when we look at Medicare benefits as the solution
to our health care cost problem, we are fundamentally
misdiagnosing the problem. When we misdiagnose a problem, we
put the wrong cure on it. It will do harm, not good. And we really,
I think, as a Congress can focus in bipartisan fashion on trying to
make the American health care system at least as efficient as our
least efficient international competitor rather than paying a 50-per-
cent inefficiency penalty on that compared to the rest of the world.

Chairman MURRAY. Thank you.

Senator JOHNSON.

Senator JOHNSON. Thank you, Madam Chairwoman, Director El-
mendorf. Let me first agree with Senator Sessions. I actually think
we all share the same goal here. We all want a prosperous Amer-
ica. We want every American to be able to have the opportunity to
build a good life for themselves and their family. It is a matter of,
you know, how do we go about doing it, and it is really through
economic growth.

Director Elmendorf, in general, don’t tax increases harm eco-
nomic growth?

Mr. ELMENDORF. I think it depends what the alternative is, Sen-
ator. I am not trying to—

Senator JOHNSON. I am just talking about—

Mr. ELMENDORF. —be difficult here.

Senator JOHNSON. I am just talking about—

Mr. ELMENDORF. If the alternative is to run large deficits indefi-
nitely, if the only available policy lever were a change in tax rates
or some other change in the Tax Code, I am not sure what the an-
swer to that question is.

Senator JOHNSON. Let me point out a couple facts about eco-
nomic growth. Even with the meager growth we have had since
2009, Federal revenue has increased by $388 billion per year since
that time period, correct?

Mr. ELMENDORF. I will take your word for that, yes, Senator.

Senator JOHNSON. If we would just return to a normal economy,
which we had in 2007, when revenue generation was 18.5 percent
of our economy, that would add an additional $435 billion per year.

Mr. ELMENDORF. Again, we certainly think that when the econ-
omy is—the growth we have in the economy is an important factor
pulling up tax receipts.

Senator JOHNSON. Now, the tax increase, the punishing of suc-
cess in the fiscal cliff piece of legislation, that in

2014, according to the Joint Committee on Taxation, would raise,
I believe, $41 billion in 2014. Is that about right?

Mr. ELMENDORF. That sounds plausible, Senator, yes.

Senator JOHNSON. So increasing taxes on the rich is a tenth as
effective if we would actually just return our economy to a normal
economy. Is that about correct?

Mr. ELMENDORF. That particular policy, yes, Senator.

Senator JOHNSON. Now, in your projections, you are taking us—
and you pointed out that the 40-year average is 18 percent of rev-
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enue compared to GDP, and your projections now are saying you
are going to somehow get 19 percent out of the economy. I would
like to point out over the last 62 years, we have only had 13 in-
stances where revenue actually hit 19 percent. Three of those, it
actually peaked 20 percent. But I would like to just quickly show
a chart here. We have had a wide variety of top marginal tax rates,
I mean the attempt to punish success, which I think is the wrong
way to go, of as high as 91 percent, 70 percent, 50 percent, 28 per-
cent under Ronald Reagan, I would like to point out. For a brief
moment in time, we were actually 72 percent free, then 35, 39.6
percent, we are pushing that top marginal tax rate up to 40 per-
cent. But it is amazing how incredibly tight the average around
that, in my case, 18.1 percent over 50 year averages, what makes
you think that we can actually extract over the next 10 years about
19 percent of revenue when we have not been able to do it regard-
less of how we have tried to punish success?

Mr. ELMENDORF. Well, Senator, as you know, there are a lot of
other features of the Tax Code besides the top marginal rate, and
one could draw pictures like that that showed the rates that ap-
plied to people at other points on the income distribution. There
are a set of changes that have been made to what sort of income
is taxed, what deductions and credits are available. So our projec-
tion is that under current tax law revenue will reach roughly 19
percent of GDP. That is not really hard for us to imagine given the
way current tax law works.

One factor, of course, is—another factor you know is that at
points where tax receipts have moved up to be a higher share of
GDP, Congress has often stepped in and made some change in the
tax law to bring them back down. And you may do that again, but
that is not what our baseline projections are—

Senator JOHNSON. Okay. Let me quick answer Senator Enzi’s
question about how much more we are going to be paying out in
benefits, and these are according to your schedules here. Between
2014 and 2023, we will pay out $5 trillion more in benefits to So-
cial Security recipients and Medicare than we are taking in in
terms of tax revenue and premiums on Medicare. Now, that $5 tril-
lion compares to $9 trillion of total additional debt, it is almost 60
percent. If you are going to actually try and address the debt and
deficit issue, wouldn’t you actually have to try and propose a plan
to save those programs for future generations? Wouldn’t that be
one of the first places you would look?

Mr. ELMENDORF. I think it is very difficult, Senator, if you look
at our projections, to see how one can put the budget ultimately on
a sustainable path without making significant changes in either of
those large benefit programs or in the taxes paid by a broad cross-
section of Americans.

Senator JOHNSON. Okay. Well, let me also ask just about interest
payments, because we will be paying about $5.4 trillion in interest
expense, and by the end of the period, we are about 5.2 percent of
a 10-year Treasury note. I just want to put another chart up here.
Over 30 years from 1970 to 1999, the average interest rate the
Federal Government paid on its debt was 5.3 percent. We have
been keeping that artificially low, 1.5 percent, to accommodate all
this deficit spending. If we just reverted to that mean, that would
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be more than $600 billion per year for increasing our interest rates
by 3.8. Isn’t that largely correct?

Mr. ELMENDORF. So as you noticed, Senator, our own projection
has the 10-year Treasury note rate going to 5.2 percent in the sec-
ond half of the coming decade, and that is the reason why we show
such a large increase in Federal interest payments.

Senator JOHNSON. That is something we really need to be con-
cerned about. What makes you think that we will not hit that 5.2
percent a little bit quicker?

Mr. ELMENDORF. Because the weakness of the economy has kept
down the private demand for credit and has led the Federal Re-
serve to keep interest rates low. In addition, there are serious eco-
nomic and financial problems in Europe that have led people to put
money in this country, and I think in general an aversion to taking
financial risk given the events of the last half dozen years. We
think those factors will persist for a while and then wane.

Senator JOHNSON. Aren’t seniors on fixed incomes the biggest
victims of these artificially low held interest rate?

Mr. ELMENDORF. I do not know, Senator. We have not analyzed
that. It is true that the people who are dependent on receiving in-
terest payments are receiving lower payments because interest
rates are low.

Senator JOHNSON. Thank you.

Chairman MURRAY. Senator Baldwin.

Senator BALDWIN. Thank you, Madam Chairwoman, and I have
to tell you, it is a delight to have my first budget meeting. I am
delighted to have Director Elmendorf here. And since you only get
your first hearing once, I wanted to say a couple of things.

I appreciated your opening remarks, Chairman Murray, about
the fact that budgets truly are a statement of our values and our
priorities as Americans. And for me, that means developing a budg-
et that strengthens the essential pillars of our economy and eco-
nomic security, especially for the middle class. Quality education,
affordable health care, a good-paying job, retirement security are
things that we really on to have a strong middle class. So I want
to see us develop a budget that truly holds true to the belief that
iI}ll America everybody gets a fair shot and everyone does their fair
share.

I believe—and many have echoed this sentiment—that our coun-
try faces twin challenges: the challenges of getting our economy or
economic recovery, seeing it through, job creation, and particularly
in the private sector, and confronting our debt and deficit. And I
believe that we have to face both of these challenges head on and
address them in a bold yet balanced way.

In the past 2 years, we have made significant strides in achiev-
ing a $2.5 trillion bipartisan deficit reduction, but we obviously
need to do more. But that is the trick, that is the challenge, that
is the hardest task, is how do we forward a set of policies that
helps us achieve both of those twin challenges without frustrating
the other.

So, Mr. Elmendorf, I would like to begin by asking you how we
approach these twin challenges, these parallel challenges of job
growth and deficit reduction. You highlighted in your testimony
that there is a large gap between potential GDP and actual GDP,
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and that gap is almost as large as it was during the worst of our
recession. This means that there is a shortfall in consumption, in
Government spending and/or investment. Additionally, we have
record low financing costs right now and unemployment levels of
above 16 percent in the construction sector.

In terms of economic multipliers, isn’t it true that one of the best
ways to increase growth in the future is to invest in infrastructure
today?

Mr. ELMENDORF. Yes, Senator. Investments in infrastructure, if
done in an intelligent manner, can provide a real boost to economic
activity, not just today when the investment is occurring but over
time as the investment yields returns.

Senator BALDWIN. And along those lines, what do you view as
the other best economic multipliers strategies at this point? What
gives us the most leverage?

Mr. ELMENDORF. Well, Senator, the most effective way that we
know for the Congress to boost economic growth this year is to
defer some of the fiscal tightening that is scheduled in current law.
But I want to be clear that if that deferral occurs without some off-
setting tightening of fiscal policy later, then that will make eco-
nomic outcomes worse in the medium term and long term.

Senator BALDWIN. The dual twin challenges. You want to attack
one without frustrating progress on the other.

You stated in your testimony that this fiscal tightening that we
are talking about would restrict GDP growth by 1.5 percent and
cost us 2 million jobs. In your testimony, you also stated that our
unemployment rate would remain above 7.5 percent for the foresee-
able future through 2014. I have a chicken-versus-egg question for
you. I know they are challenging. But in your view, to what extent
is high unemployment a cause of weak economic growth as opposed
to the effect of weak economic growth? And if high unemployment
is, in fact, a cause of slower growth, what effect would direct Gov-
ernment action to lower our unemployment rate have on our over-
all fiscal situation?

Mr. ELMENDORF. So, Senator, we think that the high unemploy-
ment rate is primarily the effect of businesses not hiring, which is
primarily an effect of their not seeing the demand for their prod-
ucts, and that policies that would boost the demand for business
services would encourage businesses to hire more, and that would
tend to bring down the unemployment rate.

There are also policies that could be directed specifically at un-
employed workers. We wrote a report last year on ways of respond-
ing to persistently high unemployment, and we talked in that re-
port about some of the broad macroeconomic policies, but also
about more targeted policies to help train workers, help connect
workers to available jobs. Our view in that report was that those
policies could be very helpful for certain people in certain cir-
cumstances but would be very difficult to implement on a national
scale quickly enough to change, significantly change the trajectory
of the overall unemployment rate over the next few years.

Senator BALDWIN. Thank you.

Chairman MURRAY. Thank you.

Senator WICKER.
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Senator WICKER. Thank you, Madam Chair, and thank you, Mr.
Budget Director.

The President a few days ago proposed a balanced approach to
pay for sequestration in another way involving revenue increases
and a different approach to making the budget savings. What
would be the score of the President’s proposal in this regard?

Mr. ELMENDORF. So, Senator, we have not seen a specific pro-
posal, so I do not know what it—

Senator WICKER. You know, I have not seen a specific proposal
either,?so it is hard to score that speech that the President made,
isn’t it?

Mr. ELMENDORF. Yes, Senator.

Senator WICKER. Now, on the other hand, the House last year ac-
tually proposed legislation and passed legislation to deal with the
sequestration. Is that correct?

Mr. ELMENDORF. Yes, Senator, that is right.

Senator WICKER. Okay. Did you have an opportunity to score
that?

Mr. ELMENDORF. We did, Senator, but I do not remember the es-
timate that we provided. But we provided the cost estimate.

Senator WICKER. All right. And the Chair suggested earlier in
this hearing that we avoid sequestration by restructuring the cuts
to let them take effect a little more gradually that involve revenue
there. Have you had an opportunity to score that proposal by the
Democrats on this Committee?

Mr. ELMENDORF. No, Senator. We have not received a specific
proposal of the sort that you are describing, and if we received—
if such a proposal were made public and we were to do an estimate
of it, then you and all of your colleagues would see it.

Senator WICKER. Okay. Well, I think that would be very helpful
because it is frustrating to me because, on the one hand, our broth-
ers and sisters at the other end of the building, at least if they
have taken the hit, proposed specific solutions to sequestration.
They have been scored. They have been passed. They sat over here
in the U.S. Senate all last year with no action, and yet we have
suggestions by the President, suggestions by our friends on the
other side of the aisle, but they cannot be scored, and we cannot
have any idea what CBO would think about those.

Let me just say this: There is a lot of revisionist history when
it comes to this period that I participated in as a Member of the
House of Representatives where we actually had budget surpluses
at the Federal level. You would think from the Chair’s opening
statement that President Clinton came into office in 1993, proposed
balanced budgets, got those balanced budgets, and we had 8 years
of relative fiscal sense here in the Federal Government. The fact
is, is it not, that President Clinton in 1993, in 1994, and in 1995
proposed in all of those years deficit spending as far as the eye can
see? Is that correct?

Mr. ELMENDORF. I think that is right, Senator, but my recollec-
tion of the specifics of those budgets is not perfect.

Senator WICKER. That is my recollection, too. As a matter of fact,
in the 1995 budget proposed by President Clinton, who takes credit
for the surpluses later on, it proposed over $200 billion in budget
deficits as far as the eye could see. And then what happened is in



32

the 1994 election the people of the United States elected a Repub-
lican majority in the House and a Republican majority in the Sen-
ate. And I know you do not get involved in politics, but let me just
observe that Chairman Kasich was directed by the Speaker of the
House to come up with a very tough budget bill, and, in fact, the
Republican majorities in the House and in the Senate got the
President of the United States to buy into reconciliation, to buy
into welfare reform, and on a bipartisan basis after Republicans
took control of the House and Senate majorities, that is when we
had budget surpluses. That is when the budget surpluses began.
They were never proposed before then by President Clinton.

Now, also, I do not recall President Bush getting us into a war
in 2001. I recall Osama bin Laden and al Qaeda getting us into a
war in 2001. And as I recall, it was

passed unanimously in the United States Senate that we would
retaliate in Afghanistan and go into war. It was not a Bush war.
It was something that we all did and all Americans supported it—
one dissenting vote in the House of Representatives. So I think it
is disingenuous to have revisionist history when, in fact, we did
have this war. We were in an economic recession in 2001. What
would a tax increase have done to us in 2001 to pay for that war
in Afghanistan? It would have been a huge drag on an already ten-
uous economy, would it not have?

Chairman MURRAY. Dr. Elmendorf, I am going to ask you to sum
that up really quickly, or there are several of us who are going to
miss a vote.

Mr. ELMENDORF. An increase in 2001 would have had that effect,
yes, Senator.

Senator WICKER. Thank you very much, Doctor.

Chairman MURRAY. I am going to recess and go over and vote at
the end of this vote and the top of the next one and come back.
If any members want to come back and ask questions of Dr. El-
mendorf, I will do it between the third and fourth vote, and I will
be here.

We will take a quick break.

[Recess.]

Senator MERKLEY. [Presiding.] The Committee will come back to
order, please. And as soon as my colleagues return, we will return
to the regular order of questioning, but for now I am the only one
here, so I will take advantage of that moment.

Thank you. Good to have you here.

Mr. ELMENDORF. Thank you.

Senator MERKLEY. And I appreciate so much the third-party, bi-
partisan analysis the CBO brings to our discussions. It helps if we
have a common set of analyses to base our discussion and analysis
on here in the Committee, and thank you for providing that.

I wanted to start by asking you a question that may not be re-
flected in the numbers and maybe it cannot be, but that is for you
to respond to, and that is, we have had a series of fiscal cliffs, if
you will, not only the fiscal cliff December 31st, but we have the
upcoming concern over the debt ceiling, the continuing resolution,
and so forth.

It seems like we have been lurching from budget crisis to budget
crisis. Is there any way of measuring that or do you make an at-
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tempt to measure the impact on decisions made within the econ-
omy and perhaps within your models regarding investments and so
forth that might drive economic outcomes?

Mr. ELMENDORF. Senator, we do think that the ongoing uncer-
tainty about Federal budget policy represents a drag on spending
and, thus, on incomes and jobs. But we do not know how to quan-
tify that effect. There is economic research—we have had some of
this presented at our meetings of our panel of Economic Advisers—
that tries to, is starting to build some evidence about the effects
of policy uncertainty on the economy. But that is, I would say, still
in a preliminary stage, and we do not know how important those
effects are.

We think the primary source of uncertainty that is holding back
household spending and business investment and hiring is uncer-
tainty about the income that households will have and the demand
for the products that firms will face. But policy uncertainty is prob-
ably also playing some additional negative role.

Senator MERKLEY. It was interesting to see a series of reports in
December and on into January regarding retail sales, everything
from clothing to other consumer goods, that seemed to show a sig-
nificant change, and one possible explanation was related to the
fiscal cliff and the recognition of what is going to happen in March.
Another was that the payroll tax got changed, and folks had 2 per-
cent less money in their paychecks. Do you have any sense of how
that—was that expected, that turndown? If not, what is the best
explanation or culmination of explanations?

Mr. ELMENDORF. So it is difficult to read too much into the very
preliminary data we have for the beginning of this year. Our expec-
tation had been and remains that the expiration of the payroll tax
cut represents an important piece of fiscal tightening that is good
for the deficit over time but is a negative factor for consumer
spending in the first part of this year. But that is a judgment based
on decades of evidence of other changes in income and how it af-
fects spending, not really derived from what we have seen over the
past month, but we just do not know enough of what is going on.

Senator MERKLEY. So we are looking at another set of decisions,
and right now we are on a course to have a significant drop in de-
fense and non-defense discretionary programs. And one idea that
has been put out there is, well, instead of reducing spending, let
us reduce the spending on appropriated programs, if you will, let
us reduce spending on tax loopholes. And for some, that is reducing
spending; for others, increasing revenue. But largely, if you spend
money on a tax loophole, it has a corollary in the real world, so it
is fair to frame it that way.

Have you all looked at the different impact of whether, say, shut-
ting loopholes that give special payouts to oil companies versus cut-
ting food stamps, just an imaginary comparison, has in terms of
how it reverberates in the economy and affects working people?

Mr. ELMENDORF. So, Senator, we have not looked at particular—
we have not formally analyzed the macroeconomic effects of closing
particular tax loopholes. But we have said many times that the
sorts of spending or tax changes that matter most for the economy
in the short run are those that directly affect the spending by the
Government or by households or by businesses.
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So food stamps are received by people who, as you know, have
very little other income. They will tend to spend a very large share
of any change, spend more if their food stamps go up or spend less
if the food stamps go down. So changes in that way will tend to
be passed through to changes in spending on a nearly one-for-one
basis; whereas, most of the tax revenue is collected from people
who are not living so close to the economic edge and thus will tend
to respond less sharply in their spending for every dollar change
in their after-tax income.

So, in general, changes in food stamps will tend to have larger
effects on the economy in the short term than changes in other
spending programs or tax provisions, but we have not looked at the
specific example you raised.

Senator MERKLEY. Now that we are back in the world in which
Social Security premiums are being paid for directly out of pay-
checks completely, the argument is often made that Social Security,
the premiums go into the trust fund, the trust fund lends money
out to earn a modest return, comes back, and they proceed to dis-
burse it when folks become eligible. And in that sense, is it fair to
say that Social Security does not contribute to the national debt?

Mr. ELMENDORF. I think that is not right, Senator, actually. The
payroll tax receipts, as you know, that are going into Social Secu-
rity are less than the benefits that are being paid out. And the in-
terest payments that Social Security receives are a receipt to that
part of the Government and a payment from some other part of the
Government.

In the work that we do, we tend to look at the Government as
a whole, and on that basis, the dedicated Social Security taxes are
less than Social Security benefits. So on that basis, the program is
actually a drain on the budget today. But even if one includes the
interest payments and looks at the overall Social Security balance,
that is positive today, so the tax receipts and interest payments to-
gether are larger than benefit payments. But that will actually
turn around within the coming decade, by about 5 or 6 years from
now, I think. In our projections, the Social Security Trust Fund,
even counting interest payments, will be running a year-to-year
deficit, that is, it will be starting to draw down on the accumulated
balances in the trust fund.

Senator MERKLEY. It really does depend on how you view that
trust fund, because if you view it as the equivalent of a semi-pri-
vate entity which is truly separate, it would be no more than my
saving money and my spending money out of that account in the
future, and it would be separate from the overall debt analysis. But
I understand that ongoing, eternal question of how you frame that.

Mr. ELMENDORF. Again, sir, I would say that even taking the in-
terest on board, we think that in 2017 the combined OASI and DI
trust funds will be running a deficit, even including the interest
payments that they are receiving. So it is not very far off before
even on that basis the program will be in deficit.

Senator MERKLEY. About roughly 20 years before the trust fund
itself is depleted.

Mr. ELMENDORF. More than that, Senator, yes.

Senator MERKLEY. Let me turn a little bit to the impact of health
care. I believe your summary said that if you look at the current
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deficits, which have dropped significantly over the past couple
years, but they are going to double over the next roughly 10 years,
from $400-plus billion to $800-plus billion, and that health care
costs are the biggest driver as a result of the pressures of an aging
population, one of the things that is common in the Medicare sys-
tem is fee-for-service.

Now, fee-for-service basically says the more services you provide,
the more profit you make. So whether you are building a piece of
military equipment or running health care, it is an incentive to
spend a lot, not necessarily to spend wisely.

Has CBO done an analysis of the impact of fee-for-service on the
cost of health care and the savings that might result from changing
that structure?

Mr. ELMENDORF. So, Senator, I think there is a widespread view
among analysts that moving away from fee-for-service to paying
providers for handling an overall medical condition rather than for
each individual service they provide, by paying them for providing
that overall bundle of care in a high-quality way, that sort of move-
ment would be a great boon to our efficient use of health care dol-
lars.

In the work that we have done, I think the crucial question is
what the movement is to, is what alternative method is put in
place. So as you know, in the Affordable Care Act there were a lot
of changes made in the fee-for-service part of Medicare, including
a number of changes in how providers are paid, that represent
moves away from a traditional fee-for-service approach. And we es-
timated that some of those changes would indeed save the Federal
Government significant amounts of money. But I think the chal-
lenge now that you and your colleagues face is what other specific
changes in Medicare you might make. And as we work with the
staff of this Committee and others on potential changes in Medi-
care, we and your staffs are looking at different ways of changing
the fee-for-service system. But just what the Federal changes
should be to induce the sort of changes in the delivery of health
care that people have in mind is not so straightforward, and I
think that is a real—that is a fundamental challenge.

Senator MERKLEY. Thank you very much. I think that given your
analysis and that of everyone else, these are going to be the big
drivers. I am sure members will be looking to the details that you
all produce to try to understand the policy options.

With that, our Chair has returned, so I will return the Com-
mittee to Chairman Murray.

Chairman MURRAY. [Presiding.] Well, thank you very much, Sen-
ator Merkley. And we apologize to everybody. There are votes ongo-
ing. Some members I believe are coming back. We are trying to get
an assessment as quickly as possible on which ones are returning,
so if you would not mind being flexible.

I believe that Senator Portman will be arriving shortly. We are
checking right now, and I will turn it over to him the minute he
gets here. I believe Senator Warner also was going to return. If
there are any offices that know whether their Senator is returning,
it would be really helpful to us so that we can conclude this fairly
quickly. Again, we do have votes ongoing.
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While none of my members are here, I will take this opportunity
to ask you several questions, but, again, I will relinquish the
minute someone walks in.

Dr. Elmendorf, a lot of my colleagues attempt to claim that after
the fiscal cliff deal, which raised about $600 billion from the
wealthiest taxpayers, the tax discussion is somehow finished, and
some point to CBO’s new budget outlook, noting that projected rev-
enues will rise above the 40-year historical average of 18 percent
of GDP.

But this argument really ignores some really important facts. It
is true CBO expects revenues to average 18.9 percent of GDP over
the next decade. It is also true that the last five times we have bal-
anced the budget, revenues have been much higher, between 19.5
and 20.6 percent of GDP. Correct?

Mr. ELMENDORF. Yes, Senator, I think that is right.

Chairman MURRAY. Okay. And their argument also actually fails
to take into account for the reality that the baby-boom generation
is entering its retirement years, and I want to paraphrase you, but
you have noted that the past combination of policies regarding Fed-
eral spending and revenue cannot be repeated when it comes to the
Federal budget going forward, which I take to mean that we are
entering a new phase with respect to our fiscal pressures. That re-
ality was recognized by bipartisan budget groups— Simpson-
Bowles and the Senate Gang of Six both did—and they proposed
substantially more in revenue than will be generated by the 2012
fiscal cliff.

So my question to you is this: If we were to hold revenues at an
average of 18.9 percent of GDP, as you estimate, not to ask for a
penny more of contribution from either the wealthiest of Americans
or from some of the most egregiously wasteful loopholes in the Tax
Code, if you could, lay out for this Committee some of the policy
choices that Congress will have to face within a relatively short pe-
riod of time.

Mr. ELMENDORF. Yes, Senator. If tax revenues are maintained at
their historical average share of GDP, or even at the roughly 19
percent that we project for the end of this coming decade, then put-
ting the Federal debt on a sustainable long-run path would require
substantial cutbacks in the benefits and services that people re-
ceive from the Government relative to what would happen under
current law or current policies. The numbers for the increase in
beneficiaries of Social Security and Medicare are just striking. We
estimate that by 2023 there will be about 40 percent more people
receiving Social Security and Medicare benefits than received them
last year. With a 40-percent increase in the number of people re-
ceiving benefits, the total costs will be much higher or the benefits
per person will have to be much lower.

When we look out even over the next 25 years, as we did in our
long-term budget outlook last year, we were clear that the biggest
factor pushing up spending was the aging of the population and the
growing number of people who would be eligible for these benefits
under current law. The rise in health care costs per person in ex-
cess of GDP growth per person is a smaller factor, not an insignifi-
cant one but a smaller factor, actually, than the aging of the popu-
lation.
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So over the past 40 or so years, leaving aside the developments
of the past few because of the recession and financial crisis, but
over the 40 years leading up to that, this country had an expansion
of Social Security and health care programs that was essentially fi-
nanced by a reduction in military spending as a share of GDP.
There was no direct flow of money, but if you looked at the overall
Government budget, the decline in defense spending as a share of
GDP turned out to be essentially the mirror image of the increase
in Federal spending on Social Security and the big health care pro-
grams between about 1970, say, and 2007.

But that is the pattern that cannot be repeated, and it cannot
be repeated because we now have a much sharper increase in the
number of people who are beneficiaries of these programs, so the
underlying forces pushing them up are stronger. We have also re-
duced defense spending to a much smaller share of the economy
than it had been before. So that method essentially of dealing with
the rising costs of these programs is not available at that order of
magnitude. And this is not to say that changes cannot be made, of
course, in defense spending or other things. But something dif-
ferent will have to happen going forward. And under current law,
all Federal spending apart from that for Social Security and the big
health care programs and interest payments, but everything else
the Government does is already on track to become a much smaller
share of the economy than it has been in the past. So even as
things stand in these projections, the role of the Federal Govern-
ment over the next decade relative to the past decade is sharply
different, much more spending on these benefit programs, particu-
larly for older Americans, and relative to the size of the economy
on a track to have less spending on defense but also non-defense
discretionary spending and the mandatory programs apart from So-
cial Security and the big health care programs.

So the share of GDP that we represented by in particular non-
defense discretionary spending, and defense discretionary spending
at the end of the coming decade, will be lower than they have been
at any point in my lifetime, which is the period for which the Gov-
ernment has been collecting data on that basis.

So there is a really profound shift underway, even under the cur-
rent law, which is not enough to put the debt ultimately on a sus-
tainable path. So if you and your colleagues want to put the debt
on a sustainable path, and also if you want to undo some of the
things that are in current law like the sequester, then you will
need to make substantial changes either in those large benefit pro-
grams or in the share of GDP taken up by tax revenue.

Chairman MURRAY. Okay. Let me check with our staff. Do we
know if any members are returning?

[Pause.]

Chairman MURRAY. All right. I will ask one more question, and
I would just like to notify all Senators, you have about 3 minutes
to let me know if you are returning, or your staffs. Otherwise, I am
going to ask one more question and adjourn.

Dr. Elmendorf, I did want to ask about the issue of sustainability
as well as the second report you released last week on macro-
economic effects of alternative budgetary paths. I want to make
sure that this Committee aggressively addresses the fiscal chal-
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lenges we face, but to do it in a way that protects the recovery,
puts in place sensible deficit reduction, and ensures the middle
class get a fair deal.

The groups like Simpson-Bowles and the Senate Gang of Six
prioritized protecting the economic recovery. They proposed to put
our debt on a stable downward path without making immediate
drastic cuts, and that approach would really allow us to make
smart cuts, smart investments, and ask that everybody pay their
fair share.

Your report suggests that in the near term large spending cuts
would have a negative impact on growth, an effect that would be
concerning given the relatively weak state of our economy today.

How might we avoid that negative impact while still achieving
the benefit to the economy of deficit reduction?

Mr. ELMENDORF. I think, Senator, to provide more support for
the economy in the near term without damping long-term economic
prospects, you and your colleagues could pursue a path of less fis-
cal tightening this year and next, accompanied by greater tight-
ening later in the coming decade. And there are many different
combinations of policies that could be used to achieve that, but I
think that sort of path that had less fiscal tightening now and
more later could be good for the economy in the short term and
also could strengthen the economy in the medium term and long
term.

Chairman MURRAY. Okay. Well, CBO’s analysis of alternative
budgetary paths suggests that budget savings of about $4 trillion
over the next decade on top of the sequester and the savings al-
ready achieved in the last Congress would be necessary to come
close to eliminating the deficit by 2023. What would be the con-
sequences of implementing an additional $4 trillion in deficit reduc-
tion, particularly if certain parts of the budget were to be excluded
by defense or revenue?

Mr. ELMENDORF. Achieving that amount of deficit reduction
would involve fundamental changes in some significant pieces of
the budget, and the more pieces that were taken off the table, the
more significant the changes would need to be in the remaining
pieces. But the precise consequences, of course, on the benefits and
services provided around the economy would depend on the nature
of those cutbacks.

Chairman MURRAY. All right. Let me check with my staff to see
if there are any Senators returning.

Okay. I think the votes contracted everybody’s schedule this
morning, and, Dr. Elmendorf, I know that you will answer any
questions that are given to you in writing.

I do want to thank all of our Committee members for partici-
pating today, and thank you, Dr. Elmendorf, for being here, as well
as all the staff of the Congressional Budget Office. I know the hard
work you put into preparing the budget outlook and helping our
Committee.

For all of our Committee members, I want to remind all of you
that we do have our next meeting tomorrow at 10:30 to hear from
members of the public and experts to learn more about the impact
of budget decisions on families and communities, and as I said ear-
lier, I am committed to making sure that families and communities
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have a voice in this process and that their values and perspectives
are heard.

Finally, for the information of all my colleagues, additional state-
ments and/or questions to Dr. Elmendorf for this hearing record
are due by 6:00 p.m. today to be submitted to the chief clerk in
Room 624.

With that, again, Dr. Elmendorf, thank you very much, and I will
adjourn this hearing.

Mr. ELMENDORF. Thank you, Senator.

[Whereupon, at 12:19 p.m., the Committee was adjourned.]
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CBO’s Responses to Questions for the Record,
Senate Budget Committee Hearing,
February 12, 2013

Senator Grassley

Question 1: The CBO baseline shows that federal revenues, under current law, will rise to
about 19 percent of GDP and stay there for most of the next ten years—higher than the
historical average of aboiut 18 to 18.5 perceént, The baseline also shows that spending will
average above 22 percent of GDP over the next ten years—nhigher than the historic average
of 21 percent. This disparity leads to deficits totaling $7 trillion over the ten years,

Is it correct to state, that based on historical trends of revenue and spending, the primary
driver of deficits over the next ten years is historically high spending?

Answer: Under current law, deficits during the 2014-2023 projection period will average

3.3 percent of GDP, CBO projects, sirilar to the 40-year average of 3.1 pereent. In those
projections, the deficit initially declines from 5.3 percent this year to a low of 2.4 percent in 2015
and follows an upward trend thereafter, reaching 3.8 percent by the end of the prejection period.

CBO projects that revenues will average about 19 percent of GDP during the coming decade
under current law, above their 18 percerit average of the past 40 years. CBO also projects that
outlays will average 22 percent of GDP over the next 10 years under current law, above their
21 percent average of the past 40 years. Thus, both outlays and revenues are projected to be
higher than their historical average shares of the econoniy’s total output.

CBO expects that, under current law, outlays will be above their historical avérage primarily
because the aging of the population, rising health care costs, and a significant expansion in
eligibility for federal subsidies for health insurance will push up spending for Social Security and
the major federal health care programs (Medicare, Medicaid, and the subsidies to be provided
through insurance éxcharges). Such spending is projected to equal 10.9 percent of GDP during
the coming decade, compared with a 40-year average of 7.2 pércent. In addition, with federal
debt held by the public much larger relative to GDP than it has been in the past, net interest
paymients are projected to equal 2.5 péreent of GDP, compared with a 40-year average of

2.2 percent.

Other broad categories-of spending are expected to represent smaller shares of GDP than they
have been in the past: Mandatory spending other than for Social Security and the major health
care programs I8 projected to average 2.6 percent of GDP, compared with a 40-year average of
3.0 percent; defensé spending is projécted to average 3.0 petcernt of GDP, compared with a 40-
year average of 4.7 percent; and nondefense discretionary spending is projected to average

3.0 percent of GDP, compared with a 40-year average of 4.0 percent.
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Question 2: Some have argued that to close the deficit over the next decade, we should
simply bring revenue up to about 21% of GDP, from the present level of around 18.5%. An
increase in effective tax rates to collect revenues at 21% of GDP would vesult in a tax
increase over the next ten years of abeut $3-4 trillicn. And, that’s on top of the $600 billion
tax increase enacted as part of the fiseal ¢liff deal,

Do you think raising taxes by $3-4 trillion is the right approach to reduce deficits and
balance the budget over the next ten years? What would a tax increase of that size do to
economic growth? Finally, what’s better for our fiscal stability long-term — a $4 trillion tax
increase or increased revenué s a result of economic growth?

Answer: Choices about public policy inevitably involve cerfain sorts of value judgments that
CBO does not and should not make. To ensure that CBO’s analysis is objective, impartial, and
nonpartisan, the agency does not make recommendations about what policies the Congress
should enact.

The eeonontic effects of & tax increase would depend on how taxes were raised—including, i
particular, the extent to which statutory tax rates were raised versus the extent to which the tax
base was broadened. In the shott run, a tax increase is likely to reduce economic output below
what it would be otherwise by reducing after-tax income and therefore demand for goods and
services. In the Jonger run, & tax increase would have competing effects on the economy: The
poticies that raise tax revenues might decrease people’s incentives to work and save, but the
smaller budget deficits and lower federal debt would boost national saving, investment, and
income. The net effect on output would depend on the details of the policies underlying the tax
increase.

Question 3: Following the enactment of legislation to cut spending and increase taxes, some
of our colleagues and outside commentators, including Paul Krugman, have argued that
we're essentially on the cusp of victory regarding our debt problem. He stated in a column
recently that the budget deficit isn’t our biggest problem, and it’s a problem that is
already, to a large degree, solved. He argues that an economic recovery will stabilize
deficits.

Do you agree with this assessment, or is it important to put the debt-to-GDP ratio on a
downward path? Is simply stabilizing it at the historically high level of 77 percent of GDP
enough? What are the economic consequences of such high and rising debt?

Answer: By 2023, if current laws remain in place, debt will equal 77 percent of GDP and be on
an upward path, CBO projects. Such high and rising debt will eventually have serious negative
consequences:

e  When interest rates rise to more-normal levels, federal spending on interest payments will
increase substantially (as shown in CBO’s baseline projections).
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¢ Because federal borrowing reduces national saving, the capital stock will be-smaller and
income will be lower than they would be if the debt was smaller.

s Lawmakers will have less flexibility than they would otherwise to use tax and spending
policies to respond to unexpected challenges.

»  Sucha large debt will increase the risk of a fiscal crisis, during which investors would
lose so much confidence in the government’s ability to manage its budget that the
government would be unable to borrow at affordable rates. It is impossible to predict with
any confidence whether or when a fiscal erisis might occur in the United States; in
particular, there is no identifiable level of debt relative to GDP that indicates that a crisis
is likely or imminent. At any given time, the risk of such a crisis depends not only on the
debt fevels and economic conditions in the United States and other countries 4t the time
but also on expectations about budgetary and economic developments in the future, All
else being equal, however, the greater the amount of federal debt, the greater the risk of a
fiscal crisis.

Question 4: Your report indicates that interest rates will be higher in the second half of the
decade due to the high debt-to-GDP ratio. I presume there is a negative consequence to
economic growth of higher interest rites and Iower private investment,

Will higher interest rates, caused by high debt levels, reduce long-term economic output?

Can you characterize the impact of higher intevest payments and federal borréwing on
national saving and wage growth?

And, what does this niean for America’s poor and most valnerable?

Answer: CBO forecasts that iriterest rates will average 4.0 percent on 3-month Treasury bills
and 5.2 percent on 10-year Treasury notes over the period from 2018 to 2023, Those rates are
cansistent with the historical relationships among interest rates, inflation, federal borrowing, and
the factors that underlie the growth of potential GDP. In particular, the rate on 10-year Treasury
notes, adjusted for inflation, is piojected to equal abeut 3 percent from 2019 to 2023—higher
than its long-run historical average, primarily because CBO forecasts a higher-than-avérage ratio
of federal debt t0 GDP during that period. With increases in federal debt and interest rates over
the next decade, the federal government’s net interest ¢osts aré projected to iricréase from

1.4 percent of GDP in 2013 to 3.3 percent of GDP in 2023, contributing to the increase in federal
debt. The rise in debt is projected to crowd out investment, reducing the nation’s output and
wages for Americans in all income categories.
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Question 5: It is my understanding from the work of the Congressional Budget Office that
health care will become the single largest spending provision of the federal government,
exceeding Social Security, as of 2015. ¥ further understand from your work that over the
next 25 years health care entitlements will nearly double as a share of GDP growing to 10%
of GDP.

Given those two facts, if we are serious about spending, we have to be talking about bealth
care. If we are going to reduce spending in health care, we have very few options, We can
cither increase the amount beneficiaries pay or reduce what we pay providers. If we want
aur health ¢are system to be more efficient; we are going to have to make structaral,
delivery system reforms to our health care system.

Do you disagree with any of this statement?

Axiswer: Under cifrent law, the aging of the population, risihg health caré costs, and a
significant expansion in eligibility for federal subsidies for health insurance will substantially
boost federal spending on Social Security and the government’s major health care programs,
relative 1o GDP, for the next 10 vears and in decades thereafter, In particulat, in CBO’s baseline,
outlays for the federal government’s major health care programs—Medicare (net of receipts from
premiums), Medicaid, the Children’s Health Insurance Program, and subsidies offered through
new health insurance exchanges and related spending—are projected to rise from 4.7 percent of
GDP in 2012 to 6.2 percent in 2023, Spending for Secial Security will also be rising as a share of
GDP. In total, outlays for the major health care programis will exceed spending for Social
Security by 2015 and will be 13 percent greater by 2023, CBO projects.

Unless the laws governing Social Security and the major health care programs are changed-—or
the increased spending is accompanied by corresponding reductions i other spending,
sufficiently higher tax revenues, or a combination of the two—debt will rise sharply relative to
GDP after 2023,

Major changes & current tax or spending policies will be necessary o-put the biidget ot a morg
sustainable path, but such changes will require significant trade-offs between deficit reduction
and other policy goals. If lawmakers want to reduce federal spending for health care relative to
what it would be under current law, then increasing the share of health care costs borne by
beneficiaries and reducing payments to providers are among the key alternative approaches.
Some versions of those approaches—as well as other possible changes in federal programs—
might also lead to changes in the delivery of health care that would increase the efficiency of the
health care system. Policy ¢hanges that align the interests of patients, providers, and payers may
have the greatest potential to coritrol costs, although they may be complex to design and can
have uricertain effects.
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Senator Warner

Question 1: Starting with the Simpson-Bowles report, over the last couple years expert
groups on solving long-term deficits havé told s that in order fo gét our debt to GDP ratio
to a sustainable level we need about $4 trillion in deficit reduction over 10 years to get our
debi-to-GDP ratio to a sustainable level. How much deficit reduction would we need over
10 years to have the same effect that a 34 trillion package (constructed line in Simpson-
Bowles) would have had in 20117

Answer: The National Commission on Fiscal Responsibility and Reform (often called the
Simpson-Bowles Commission) estimated that, under its plan (released in December 2010 and
covering the years between 2012 and 2020), debt held by the public at the end of that period
would stand at about 65 percent of GDP and be on a slightly dowriward trajectory. By contrast,
under CBO’s most recent baseline (which covers the years between 2013 and 2023), debt held by
the public would equal 77 percent of GDP at the end of the period and be on a slightly upward
trajectory. Undet an illustrative path developed by CBO in which baseline deficits would be
reduced by a fotal of $2.4 trillion (including the effects on debt service and on the economy),
debt would decline to 67 percent of GDP in 2023, in the vicinity of the debt that the Commission
projected for 2020 under its plan (although its plan did not take potential economic effects into
account). A second illustrative path developed by CBO in which deficits would be reduced by a
total of $4.8 trillion over 10 years (refative to CBO’s current baseline) would put debt held by the
public on a steeper downward trajectory and bring it to 59 percent of GDP in 2023,

The amount of debt considered “sustainable” is unclear, Achieving relative stability in the debt
—as would ocour in CBOs projections under current law-—would be 4 welcome development
after the sharp upward surge in debt during the past several years, but such debt would still equal
a gredter percentage of GDP than in any year between 1952 and 2010. Even stabilizing debt
closer to 60 percent of GDP would still be a higher level than in nearly all years during that
period. Debt that was high by historical standards weuld have significant consequences,
including higher net interest costs and lower national saving, teading to less domestic investment
and income relative to what they would be otherwise: In addition, policymakers’ ability to use
tax and spending policies to respond to unexpected challenges could be constrained, and the
likelihood of a fiseal crisis would be higher.

Question 2: Are there benchmarks in terms of unemployment and GDP growth where
allowing deficit reduction to take place will have a less dramatic effect on unemployment
and GDP?

Answer: Deficit reduction would tend to have a smaller negative impact on GDP in the short run
when the economy was stronger and monetary policy was less constrained in its ability to
confront economic headwinds. Ordinarily, the Federal Reserve can seek to offset a tightening of
fiscal poliey by lowering shott-term interest rates. But in the eurreiit economic énvironment, with
output so far below its potential {maximum sustainable) level, the Federal Reserve has kept
short-term interesi rates near zero. As a result, the Federal Reserve would be unableto further
reduce short-ter interest rates to offset the negative short-run effects on GDP of tax increases or
spending cuts. CBO currently projects that after outpul moves closer fo its potential, the Federal
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Reserve will begin to raise short-term interest rates above zero in 2016. As we near that time,
CBO expects that fiscal tightening would have a smaller effect on unemployment and GDP than
it would have this year or next year.

Question 3; Today, looking at what we have done in terms of new révenue for the next ten
vears and making an apples to apples comparison with baselines—how much revenue has
the Congress raised compared to what Simpson-Bowles, which had bipartisan support,
proposed that Congress raise in order to address our fiscal challenges?

Answer: The National Commission on Fiscal Responsibility and Reform proposed that federal
revenues total 19.3 percent of GDP in 20135, 20.0 percent in 2017, and 20.6 percent in 2020,
Under the assumpticn that the laws governing taxes do not change; CBQ projects that federal
revenues will equal 19.1 percent of GDP in 2015, 18.9 percent in 2017, and 18.7 percent in 2020,
Thus, under current law, federal revenues would be below the commission’s proposed amounts
by about 1 percent of GDP in 2017 and about 2 percent of GDP in 2020,

Question 4: Sequester is scheduled to hit in just 17 days. Thesé cuts were made to bé so
stupid that nobody would want them to happen. But, as the days go by, and we do
nothing, it is seerns more hikely it will go into effect. What is immensely frustrating is that
it seems like under the guise of trying to save money through sequester, we are going to
end up paying more on many contracts due to termination fees and other associated
costs. For éxamplé, with many pentagon maulti-year contracts, we get cost savings by
“"huying in bulk"”. The preblem is, if we miss a payment due to sequester, the contract
will be cancelled and the taxpayer will be hit with huge charges for termination costs,
and then end up paving more at the single quantity price. One tangible example is the
USS Abraham Lineoln was scheduled to begin 2 44 month overbaul on this mosth; but
the Navy doesn’t have funding for that project due to the CR, so it's tied the Lineoln up
to a pier and it's going to cost the taxpayers $10M/month to sit there {with a 1,000
persen overhaul crew ready to go-but nio funding), not to mention derailing the Navy's
tightly coordinated carrier overhaul schedule.

Is CBO accounting for these types of potential cost increase, and how are You measuring
them?

Answer: When departments and agencies cannot plan and execute their budgets because of sharp
changes in funding or uncertainties about funding, their operations will often be less efficient.
For example, uncertain budgets have led some federal agencies to lease buildings rather than
purchase them cutright, which may have resulted in higher total costs ever the long term.
Uncértain budgets have also led federal agencies to postpone updating computet and
communications systems, which may have reduced the productivity of their employees.

However, the efficiency of the operations of federal departients arid agencies does not affect
CBO’s baseline (currént-law) projections for discretionary spending. With ¢aps on discrétionary
spending in place, CBOs projections of overall defense and nondefense discretionary funding
are equal to the cap amounts. Hence, the inefficiencies that may result from sharp changes in
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funding or uncertainties about funding do not affect the amount of discretionary spending that
CBO projects. Rather; such inefficiencies reduce the quantity or'value of the goods and services
that the government can acquire and produce with that spending, and they may make it more
difficult to constrain spending in the future,
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Senator King

Question 1: Federal tax expenditures have grown substantially over the last decade, almost
doubling from $508 billion in 1988 to $1.025 trillion (in 2010 dollars). In a 2012 report from
the Joint Committee on Taxation, the committee lists tax expenditures at over $1 trijlion
dollars, constituting a larger part of the budget than Medicare, Medicaid, Social Security,
or National Defense. Given this Congress’ responsibility to address our fiscal challenges in
a balanced way, reforming tax expenditures in order to achieve credible deficit reduction
should be prioritized before cutting federal discretionary spending,

Could you provide insight on the sustainability of the growth of federal tax expenditures as
a share of the federal budget?

Answer: Under current law, tax expenditures will continue to grow in coming years. For
example, the staff of the Joint Committee of Taxation recently éstimated that, under current faw,
total tax expenditures in the individual income tax will increase from about $1.0 trillion in 2012
to about $1.4 trillion in 2017, a rise of about 40 pereent.' Some tax expenditures (such as ones
related to health care) will grow at a faster pace, and some (such as the tax expenditure for the .
child tax credit) will grow more slowly, By way of comparison, CBO projects that, under current
law, receipts from individual and corporate income taxes combined will increase by about 70
percent between 2012 and 2017,

Question 2: A series of bipartisan deals enacted in 2011 will cut federal discretionary
spending by appreximately $1.5 trillion for Fiscal Years 2013-2022, In the Budget and
Economic OQutlook: FY 2012-2023 report, the Congressional Budget Office projects that
with the original caps on discretionary budget authority from just one of the deals — the
Budget Control Act ~ discretionary spending will equal 5.8% of GDP in 2023, This would
be the lowest level for discrétionary spending as a sharé of the economy in more than fifty
years, sinking discretionary spending to a new historic low.

Could you provide insight on the following: How have cuts in federal discretionary
spending enacted under the 2011 series of Continuing Resolutions and the 2011 Budget
Control Act affected the economy; and, as this Committee seeks to address upcoming fiscal
challenges, such as the sequester, the budget, and the debt Hmit, how would further cats in
federal discretionary spending affect the U.S, economy?

Answer: CBO has not séparately analyzed the econormic effects of the limits on discretionary
spending imposed by the Budget Control Act of 2011 and the various continuing resolutions
enacted by lawmakers in recent years. In general, reductions in federal spending tend to lead to
lower output and income in the short run because they subtract from the economy’s demand for
poods and services; but they tend to lead to greater output and incame in the longer run because
the resulting smaller budget deficits and lower federal debt boost national saving and investment.
That positive long-run effect on output would be offset to some extent if the reductions in federal

! Joint Committee on Taxation, Estimates ¢/ Federaf Tax Expenditures for Fiscal Years 2012-2017; JC8-1-13
(February 1, 2013), www.jct.gov/publications.itm].
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spending came from cuts in spending on productive government investment, such as carefully
chosen infrastructure projects.

Question 3: It is undeniable that America’s infrastructure is in decay. The American
Society of Civil Engineers estimated in 2011 that we must invest $1.7 trillion between now
and 2020 to rebuild roads, bridges, water lines, sewage systems, and dams that are reaching
the ends of their planned life cycles. In Maine, the Federal Highway Administration
estimates that 342 Maine bridges are structurally deficient (14.24 percent of the 2402 total)
and in need of repair. We need to reinvest in and rebuild America’s infrastructure system.

Could you provide insight on the following: How do targeted infrastracture invesbments
effect economic growth? Are there investments Congress could make that would have
greater economic impact than rebuilding our nation’s public infrastructure?

Answer; In the current economic environment, with significant unused eapacity, additional
federal spending on infrastructure could increase employment and output. In addition, evidence
suggests that spending on carefully selected infrastructure projects can contribute to long-term
economic growth by increasing the nation’s capital stock and raising productivity. If that
spending on infrastructure resulted in greater federal debt, the negative effects on private
investment and output from that higher debt would be offset to some extent by the positive
contributions of the additional infrastructure itself. CBO has discussed infrastructure invesiments
in a number of reports and testimonies, including Spending and Funding for Highways (January
2011), www.cho.gov/publication/22003; Public Spending on Transportation and Water
Infrastructure (November 2010}, www.cbo.gov/publication/21902; and fssues and Oplions in
Infrastruciure Investment (May 2008), www.cho.gov/publication/19633.

Other government investaients that could enhance productivity in the long run include increases
in the quality and quantity of public education and increases in research and development.
However, the effectiveness of investments in those areas is very difficult to project, and
outcomes would depend eritically on the specifics of the policies.



49

Senator Enzi

Question 1: The CBO report indicates that revenues are projected to increase by roughly
25 percent between 2013 and 2015. In addition, growth of the economy is expected to be
just 1.4 percent in 2013 but accelerate to 3.4 percent in 2014.

To what extent do increased taxes that were recently enacted and that pull money out of
the hands of both employers and employees have a negative effect on your economie
growth projections? Would you please quantify the amount?

Answery CBO estimates that eéconomic growth in 2013 would be roughly 1% percentage points
faster than the agency now projects if not for the fiscal tightening projected for this year. About
1s percentage points of that effect come from automatic reductions in federal spending
established by the Budget Control Act of 2011, the expiration of the cut in payroll tax rates, and
the increase in tax rates on income above certain thresholds; the spending changes and the
combined tax changes account for about equal pertions of that amount. (The remaining Y%
percentage point comes from other, smaller changes in spending and taxes.)

Question 2: The CBO report indicates that “after the economy adgusts this year te the
fiseal tightening inherent in current law, underlying economic factors will lead to more
rapid growth, CBO projects—3.4 percent in 2014 and an average of 3.6 percent a year
from 2015 through 2018.”

Would you walk us through your analysis leading to the conclusion that the economy will
“adjust” this year, and not over a longer period of time, due specifically to the tax increascs
enacted earlier this year.

Answer: CBO’s analysis indicates that the economy gained momentum in 2012, and will
continue to do so in 2013, but that GDP growth will be constrained this year by the tightening of
fiscal policy that is now under way. Were it not for that tightening, CBO’s forecast for real GDP
growth in 2013 would be about 3 percent, or about 1% percentage points faster than our forecast
under current Jaw,

CBO expects that the effect of the fiscal tightening on the rate of growth of output will occur
primarily in 2013 because the tax increasés and spending cuts will reduce private and
government purchases of goods and services fairly quickly. After that occurs, the underlying
momentum of the economy appears to be strong enough to return growth to more than 3 percent
in 2014. Nevertheless, output will remain lower than it otherwise would have been for several
years, CBO estimates. In the longer run, the impact of the fiseal tightening on output will reflect
the balarice between two forees: People’s ircentives to work and save will be reduced because of
higher marginal tax rates, but smaller budget deficits and lower federal debt will boost national
saving and investment.

Question 3: In each of the past four years, the CBO has projected that a rapid recovery was
only two yéars away, but that has net yet ocearred. Your report indicated that the effects of
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the housing and finaneial crisis will continue to fade and that an upswing in housing
construction, rising real estate and stock prices, and increasing availability of credit will
help spur economic growth.

‘Would you explaiu to us why these past projections were incorrect and how the estimations
of economic growth in this yedr’s report took thoseé previous inaccuracies into account?

Answer: CBO regularly evaluates the quality of its economic forecasts by comparing themy with
the economy’s actual performance and with forecasts by the Administration and the Blue Chip
consensus—an average of about 50 private-sector forecasts. The most recent comparison,
CBO's Fconomic Forecasting Record: 2013 Update, www.cho.govipublication/43846, was
published in January 2013.

The economy has been weaker for a longer period of time than we and most other forecasters
had anticipated. CBO recently published a report on the factors behind the slow recovery-—What
Accounts for the Slow Growth of the Economy Afler the Recession? (November 2012),
www.cho.gov/publication/43707—which includes a discussion of the performance of different
sectors of the economy. Compared with past recoveries, this recovery has seen especially slow
growth in four components of demand for goods and services: purchases of goods and services
by state and local governments, purchases of goods dnd services by the federal government,
residential investmerit, and ¢onstimer spending.

In 2009 and 2010, we marked down our forecast as we reassessed the effect that the financial
crisis and recession were having on the economy. More recently, our forecast has been affected
by such factors as weakness in Europe’s économiies and fifiancial markets, and uncertainty about
and anticipation of changes in fiscal policy. CBO's current forecast for the economy over the
next few years reflects strengthening momentum as well as restraint from significant fiscal
tightening that is projected to hold down growth this year. If niot for that fiscal tightening, CBO’s
forecast for GDP growth in 2013 would be considerably stronger.

Question 4;: Compared to the report issued last August by the CBO, the report issued last
week shows that corrent faw no longer puts our debt on a downward path. Would taking
action sooner rather than later to reduce our 816 trillion (and growing) debt impose less
pain, both financially and economically, on the nation and the taxpayers? For example, if
we were to enact legislation fike the Penny Plan (8. 1316, the One Percent Spending
Reduction Act of 2011, introduced in the 1127 Congress) that cuts spending by one percent
across the board each year for several years to achiéve a balanced budget, could the long-
term benefits (in terms of economic growth and fiscal sustainability) of such a plan
outweigh any potential short-term consequences?

Answer: Reductions in federal spending tend to lead to lower output in the short run because
they subtract from aggrepate demand for goods and services, and they tend to0 lead to higher
output in the longer run becauge smaller budget deficits and lower federal debt boost national
saving and investment,
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How much the deficit is cut in the next few years will have a number of cousequences. The
longer that significant deficit reduction is deferred, the larger the government’s accumulated debt
will be (with its associated costs and risks), the greéater people’s doubts might be about whether
long-term deficit reduction will actually take place, and the greater the policy charniges will need
to be when deficit reduction begins. Conversely, the sooner that the deficit is cut, the less time
that households, businesses, and state and local governments will have to plan and adjust their
behavior, In addition, the timing of the steps taken to put fiscal policy on a sustainable course
will affect ditferent generations differently and will have a substantial impact on the ¢conomy.
CBO analyzed the economic effects of waiting to implement policies that would stabilize the
ratio of federal debt to output in Economic Impacts of Waiting fo Resolve the Long-Term Budget
Imbalance (December 2010}, www.cho.gov/publication/219359.

Lawmakers could enact a wide range of policy changes with a wide range of timing for
implementing those changes. Households, businesses, state and local governments, and
parti¢ipants in the financial markets would be more likely to believe that the deficit reduction
would truly take effect in the future if the future policy changes were specific and widely
supported:

Question 5: Would you please explain why the number of individuals projected to lose their
employer-based or non-group insurance coverage has increased by more than 4 million
since your previous estimate in August? Would you please explain what the effects of this
increased loss of private insuranee coverage will be on the federal government spending?

Answer: Appendix A of CBOs report The Budget and Economic Outlook: Fiscal Years 2013 to
2023 (February 2013), www.cbo.gov/publication/43907, includes a section explaining the
changes related to projected insurance coverage under the Affordable Care Act (ACA). As the
report notes, rediced marginal tax ratés are one of the niain factors that explain the increase of

4 million people shifting out of employment-based coverage. The American Taxpayer Relief Act
loweraed marginal tax rates (compared with the rates that were seheduled to be in effect under
prior law), thus reducing the subsidy for health insurance provided by the tax exclusion for
employment-based coverage, (The value of that subsidy is equal to the amount that a firm pays
for héalth insurance premioms multiplied by the marginal tax rate of the employee.) CBO
anticipates that with a smaller government subsidy for employer-based eaverage, less of that
coverage will be provided and more people will enroll in the riew insurance exchanges tharn CBO
and the staff of the Joint Committee on Taxation (JCT) had previously estimated. That effect
accounts for 2 million to 3 million additional peaple shifling out of employment-based coverage
in the February 2013 baseline compared with prior estimates.

CBO also made a technical improvement to its models regarding how people’s income is
projected. As CBO stated in a March 2012 report onemployment-based health insurance
coverage under the ACA-—CBO and JCT s Estimates of the Effects of the Affordable Care Act
on the Number of People Obtaining Employment-Based Health Insurance,
www.cbo.pov/publication/d43082-—employers’ decisions about whether to offer healtlt insurarnice
will depend in part on how many of their workers are eligible for Medicaid or exchange
subsidies. In the February 2013 baseline, as a result of modeling improvements, slightly more
people are now projected to have income that will make them eligible for Medicaid or significant
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subsidies in the insurance exchanges. That increases the likelihood that some of those workers or
their employers may make decisions that move those workers out of employment-based
coverage.

Another technical change incorporated in the February 2013 baseline is an improvement in
CBO’s projections of insurance coverage in the absence of the ACA (shown as “prior law”
coverage in CBO’s tables). That change has made employment-based health insurance coverage
slightly more sensitive to the amount of unemployment and slightly less gensitive to growth in
health insurance premiums. As a result, CBO now estimates that there would have been

166 million people enrolled in employment-based caverage in 2020 in the absence of the ACA,
compared with 161 million in the August 2012 baseline. With more people estimated to have had
such coverage in the absence of the ACA, there will be a slightly greater reduction in
employment-based coverage due to the ACA. Nevertheless, because of that higher starting point,
CBO and JCT now project that, after the reduction stemming from the ACA, about 158 million
people will obtain coverage through their employers in 2020, compared. with the estimate of

157 million in the August 2012 baseline.

Question 6: CBO has projected that 7 million people will lose their employer-sponsored
health insurance coverage over the next ten years. However, other actuarial estimates have
placed the number at twice that amount or higher. Would you please explain how CBO
arvived at this estimate; and what sources you consulted in estimating the number of
employees who will lose their employer-sponsored health insurance?

Answer: In March 2012, CBO and the staff of the Joint Committee on Taxation (JCT) published
a lengthy report titled CBO and JCT's Estimates of The Effects of the Affordable Care Act on the
Number of People Obtaining Employment-Based Health Insurance,
www.cbo.gov/publication/43082. That report explained in detail how CBO and JCT estimate
changes in employment-based coverage stemming from the Affordable Care Act (ACA). As the
repert nates:

Some observers have expréssed surprise that CBO and JCT have not expected a
much larger reduction in the number of people receiving employment-based
health insurance in light of the expanded availability of subsidized health
imsurance coverage that will result from the ACA. CBO and JCT's estimates take
account of that expansion, but they also recognize that the legislation leaves in
place some financial incentives and also creates new fimancial incentives for firms
to offer and for many people to obtain health insurance coverage through their
employers. CBO and JCT have estimated that many workers and their families
will not be eligible for Medicaid, the Children's Health Insurance Program . .., of
substantial subsidies for the purchase of health insurance through the exchanges
and that most employers will continue to have an economic incentive to offer
health insurance to their employées. . . . Other analysts who have carefully
modeled the nation’s existing health insurance system and the changes in
incentives for employers to offer insurance coverage created by the ACA have
reached conclusions similar to those of CBO and ICT or have predicted smaller
declines (or even gains) in employment-based coverage owing to the law. Surveys
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of employers regarding their plans for offering health insurance coverage in the
future have uncertain value and offer conflicting findings. One piece of evidence
that may be relevant is the experience in Massachusetts, where employment-based
health insurance coverage appeared to increase after that state’s reforms, which
are similar but not identical to those in the ACA, were implemented. (pp. 1-2)

CBO and JCT’s current estimates reflect our assessment of employers™ and employees’
responses to the set of opportunities and incentives under the ACA. In particular, the estimates
reflect the view that workers generally want to obtain health insurance coverage at the lowest
possible cost, taking info account both the price charged and any changes in tax payments or
government subsidies that apply. CBO and JCT continue to expeet that the ACA will lead to 2
small reduction in employment-based health insurance. That projection arises from the ageneies’
modeling of the many changes in oppertunities and incentives facing employers and employees
under the ACA and is consistent with the findings of other analysts who have carefully modeled
the nation’s health insurance system.
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Senator Johnson

Question: In the Budget and Economic Qutlock: Fiscal Years 2013 to 2023, CBO projects
slower growth in health care spending than bas historically been the case. Please provide
detailed information about the assumptions used by CBO in the adjustment of its current
projections for Medicaid and Medicare, inclading the details on actual spending for 2012,
Please provide specifics about what the Affordable Care Act’s policy changes do to either
achieve savings or increase costs, as well as the technieal changes made to the CBO’s
assumptions pertaining to Medicaid expenditures.

Answers In recent years; health care spending has grown much more slowly, both nationally
and for federal programs, than historical rates would have indicated. For fiscal year 2012,
federal spending for Medicaid was $251 billion, and federal spending for Medicare (net of
beneficiaries” premiums and other offsetting receipts related to the program) was $466 billion.
Those amourits are about 5 percént below the amounts that CBO had prejected in March 2010,
In resporise to that slowdown, over the past several years CBO has made a serigs of downward
technical adjustments to its projections of spending for Medicaid and Medicare. For example,
from the March 2010 baseline to the current baseling, technical revisions (mostly retlecting the
slower growth in the programs’ spending in recent years) have lowered CBO’s estimates of
federal spending for the two programs in 2020 by a total about $200 billion—by $126 billion
for Medicare and by $78 billion for Medicaid, or by roughly 15 percent for each program.

For the 2013-2022 period, CBO’s latest projection of Medicaid spending is nearly $240 billion
(or about 5% percent) lower than its estimate in August 2012, That revision reflects both lower
anticipated enrollment in Medicaid and lower expected costs per persoi.

CBO now estimates that enroltment in 2022, for example, will be about 84 million, compared
with the 85 million it projected last Angust. Although CBO has increased its estimate of the
number of people who will enroll in Medicaid for the first time because of the Affordable Care
Act's expansion of the program, the agency’s projection of the number of people who would
have been covered by Medicaid in the absence of that law has declined by a greater amount.
Lower estimated Medicaid enrollment among those other groups is, in part, the result of
improvements in CBQ’s methads for forecasting the number of people with insurance. More
peopleare now expected to obtain insurance through other sources (primarily employers),
resulting in lower projected enroliment in Medicaid. In addition, fewer people are now
expected to enrol in the Supplemental Security Income progran;, and because peaple who are
enrolled in that program automatically qualify for Medicaid, that-change inn turn reduces the
projected number of Medicaid enrollees.

CBO’s current haseline also shows lower spending per person in the Medicaid program than
was shown in August, primarily because of adjustments to account for the slowed growth in
Medicaid spending. The agency also expects that per-person costs will be lower than it
anticipated in August because a larger share of the people who will be covered under the
Medicaid program will be children and healthier adults, whose medical costs tend to be lower
than these of less healthy adults. Because of those and other factors, CBO now estimates that



55

Medicaid spending per person in 2020 will be about 6 percent lower than it projected in
August.

For the 2013~2022 period, CBO has reduced its 10-year projections of outlays for Medicare by
about $140 billion (or about 2 percent) mostly for technical reasons—in particular, because of
data on actual spending for 2012, the third consécutive year in which spending was
significantly lower than CBO had projected. In past baselines, CBO had begun to reflect the
stowing growth in spending for Medicare™s Part A (Hospital Insurance) and Part B (Medical
Insurance); the largest downward revision in the current baseline is for spending for
Medicare’s Part D {prescription drugs).

You also asked for specifics about what the Affordable Care Act’s poliey changes do 1o either
achieve savings or increase costs. For the most recent estimate we have completed for the
budgetary effects of the changes made by the Affordable Care Act, see Congressional Budget
Office, letter to the Honorable John Boehner providing an estimate for H.R. 6079, the Repeal
of Obamacare Act (July 24, 2012), www.cbe.gov/publication/43471.
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Senator Whitehouse

Question: In CBO’s review of the causes of slowing growth in health care spending, what
types of evidenice will you consider? How will you determing whether changes in health
eare spending are temporary or structaral?

Answer: CBO continually reviews patterns of growth in health ¢are speading to inform our
projections. Whenever changes in those patterns are observed, we try to determine—through cur
own analysis and through discussions with outside analysts and practitioners—ithe extent to
whiich the changes result from government policies, economic circumstances, demographic
shifts, or changes in the nature of health care and the delivery of that care.

We are currently analyzing data on Medicare spending, Medicare beneficiaries, economic
conditions, and ather factors to determine what portion of the slowdown in Medicare spending
can be attributed to changes in the prices paid for health care services under current law and
changes in the cemposition and health of the Medicare population. In addition, we are examining
which types-of medical care experienced sharpet slowdowns in growth than cther types.

To help assess the extent to which changes in Medicare spending might be the temporary
consequence of the weak economy, we are also exploring whether the use of health care services
by beneficiaries who were affected the miost by the financial crisis and recession grew at a slower
rate than the use of services by beneficiaries who were less affected.
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Seaator Crapo

Question 1: It is my understanding that the Secial Security Disability Insurance (§SDI)
program is currently projected to be insolvent by 2016, that the Medicare program is
projected to be insoivent by 2024 (just one year beyond the current J-year budget
window), and the Social Security program is projected to be insolvent by 2033. Is this all
correet?

Answer: CBO projects that the Social Security Disability Insurance Trust Fund will exhaust its
balances sometime in fiscal year 2016. Based on current law in 2012, CBO estimated that the
Old-Age and Survivors Insurance Trust Fund would be exhausted in 2038 and that the combined
balances of those two trust funds would be exhausted in 2034. (The trust funds are legally
separate but are often combined for estimating convenience.y CBO has not yet updated its long-
ferm baseline to reflect changes in law since 2012. For Medicare, CBO projeécts that the trust
fund for Part A (the Hospital Insurance Trust Fund) will exhaust its balances sometime in fiscal
vear 2023.

Question 2: There has been much receinit discussion about the composition and effects of
recent deficit reduction efforts, particularly the Continuing Resolution, the Budget Control
Act and the recent Fiseal Cliff agreement. I know there are sone modest Medicare savings
currently projected to be a part of the sequester. Outside of those modest savings, which
have yet to actvally take effect, is it not correet that, regardless of the significance that one
may apply to the overall deficit-reduction effects of those pieces of legislation, those
measures have not kad any measurable effect on improving the solvency of any of these
important programs?

Answer: The Budget Control Act provided adjiistments to the diseretionary spending caps for
increased activities related to program integrity in the Disability Insurance program. Even if the
Congress-had provided the maximum amount allowed under the adjustment (it provided less than
the maximum in 2012), CBO does not expect that the decrease in benefit outlays resulting from
those activities—less than §2 billion cumulatively through 2016—-would have a significant effect
on the balances in the Disability Insurance Trust Fund, which will have a shortfall of about

$15 billion in 2016.

None of that recent {egislation significantly affected the solvency ot the Hospital Insurance Triist
Fund.

Question 3: I have spent much of the last 3 years focusing on ways to contain our ever-
expanding deficit and entitiement problem. Sitting on the President’s Fiscal Commission,
the Gang of 6 and Gang of 8, my colleagues and I continued to go back to the same old
reform ideas because we couldn’t get any new ideas to save money, While we have heard
dbout many different idesas from my colleagues on both sides of the aisle to reform our
nation’s Medicare program, CBO hasn’t always been able to put a dollar amount to how
much money these ideas would save,
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Donald Berwick, a Center of American Progress senior fellow and former administrator of
CMS recently stated that CBO’s scoring rules are “much too much embed in the status
quo. They require levels of certainty about the costs and benefits that defy many forms of
innovation. They don’tinvite the kind of ambitious thinking that the country really needs
right now, and unfortunately it does increase the risk of cuts.”

We all know that CBO has previously acknowledged certain policies in Medicare reform
that get away from the status quo are difficult to score—this includes those that will impact
consumer or business behavior, prevention and eare coordination,

Does CBO plan to make any changes to its current scoring rules to account for the
innovation that is needed to reform the antiquated Medicare program to sustain it in the
long run? And to sustain it without making blanketed cuts that will do nothing to bend the
cost curve or address solvency?

Answer: The procedures that CBO follows in producing baseline projections and cost estimates
for legislative proposals are procedures that the budget committees and others i the Congress
have found most useful over time, CBO aims to provide estimates of the budgetary impact of
proposals that reflect its best judgment, based on available data and information, about what
would geeur if those proposals were implemented. Because the budgetary effects of proposed
policies are alimost always uncertain, however, those estimates should be viewed as CBO’s
assessment of the middle of a distribution of possible outcomes.

Such estimates are particularly challenging for proposals that are more innovative, which tend to
have effects—on the federal budget, on beneficiaries of federal prograins, and on providers of
services—that are more uncertain. For innovative health care proposals, the distribution of
possible outcomes often includes both a possibility of targe savings and a possibility of small
savings ot-even costs. Indeed, assessments of numerous demonstration projects in Medicare—
which CBO reviewed in Lessons from Medicare’s Demonstration Profects on Disease
Management, Care Coordination, and Value-Based Payment (January 2012),
www.cbo.gov/publication/42859 —show that certain changes in Medicare have led to a wide
range of budgetary and other effects for different providers of care who have participated in
those projects.

A key issue in many proposals that we have analyzed is not whiether efficiencies can be achieved
in principle, but the extent to which & particular legislative proposal will result in efficiencies in
practice, For example, in many cases, our estimate of the budgetary effects of a proposal depends
on how well the proposal targets a specific population or behavior. In the case of prevention
activities, the costs of a new screening program for a specific disease that is made broadly
available to Medicare beneficiaries often outweigh the savings generated from detecting that
disedse at an early stage il a small share of those benefis “aries. If the screeriing policy could
effectively target the narrower population, the budgetary costs would be smaller relative to the
budgetary benefits. The fact that a policy might lead to improved health outcomes does not
necessarily mean that it would save the government money. Of course, even if such sereening
cost the government money, on balance, it might well represent an appropriate use of
government funds, but that is not CBQ’s judgment to make.
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To estimate the effects of legislative proposals generally, CBO reviews studies by outside
analysts, examines historical data for federal programs and any relevant data available from
states, and conducts its own research using administrative records and survey data. The agency
also consults with people in research organizations; relevant federal, state, and local government
agencies; and businesses and national associations representing various groups. In the case of
innovative strategies in health care, we are continually and very actively engaged in assessing
new information as it becomes available, We are also engaged in several in-depth analytic efforts
to improve our ability to model significant structural changes in Medicare, such as a premium-
support approach.

Question 4: Along those lines, the Bowles-Simpson Commission recognized that, while it
would not be appropriate to seek savings from Social Security to reduce the overall
national debt, it is a fact that Social Security will be insolvent within a generation if we-do
not act. Therefore, we felt it appropriate to include policies that would meet the goal of
ensuring that Social Security remains solvent for the next 75 years, and beyond. And we
were told by experts that various policy proposals can be measured on how they improve
the solvency of Social Security, and that the goal of overall solvency is measurable,

However, when it comes to Medicare, we are told by experts that it is not as clear cut to be
able to determine the precise type or magnitude of pelicies that would need to be enacted to
pull the program from the brink and ensure the program remains solvent for at least the
next 75 years. We know that the entitlement programs are by far the major driver of our
long-term budget pressures. As such, rather than trying to focus on policies that would
achieve a certain targeted amount of overall deficit reduction, if policymakers instead
focused on enacting policies that would achieve 75-year sustainable solvency for Soeial
Security, Medicare and Medicaid (with the secondary effect being a dramatic improvement
in the long-term budget outlook), de we currently have the scoring/ estimating
measurements available in your office and elsewhere that would allow us to make the
necessary decisions to try to achieve those long-term solvency goals?

Answer: Federal trust funds, such as those for Social Security and Medicare’s Hospital
Insurance, are cssentially accounting mechanisms within the government’s overall financial
flows, They have important legal meaning but little economic or budgetary meaning. The dates
on which the balances of those trust funds are projected to be exhausted do not provide useful
information abotit the resources that will be needed in futuré years from taxes, other governmerit
income, or governmient borrowing to pay for benefits to be provided in that year.

The Social Security and Medicare trust funds are part of the federal government, so transactions
between them and the Treasury are intragovernmental and have ne net impact on the unified
budget or on federal borrowing from the public. For each year, the sum of a trust fund’s receipts
and the interest that is credited on the trust fund balance, minus spending for benefits, represents
the surplus (or deficit, if benefit spending is greater) in the trust fund for that year. Any cash
generated when receipts exceed spending is not retained by the trust fund; rather, it is turned over
to the Treasury, which provides government bonds to the trust fund in exchange and uses the
cash to finance the government’s ongoing activities. Thus, from a unified-budget perspective,
any increase in revenues or decrease in outlays for the trust funds represents cash that ean be
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used to finance other government activities without requiring new government borrowing from
the public. Similarly, any increase in outlays or decrease in revenues for the trust funds in some
future year represents a draw on the government’s cash in that year. Thus, the resources to
redesm government bonds in the trist funds and thereby pay for benefits in some fiiture year will
have to be generated from taxes, otheér governinent incomig, or government barrowing in that
year.

The finanicial pressures that will be gerierated by Social Security and Medicare in future years
can best be assessed not by the projected exhaustion date of the trust funds biit by the difference
between projected spending for those programs and other activities and projected federal
revenues. Such projections {as well as projections of balances in the trust funds) are particularly
difficult to make for health care programs over very long time periods becauise & wide range of
changes could oceur in people’s hiealth, i the sources and extent of their insurarnce coverage, and
i the delivery of medical care—and those changes could have a significant impact on federal
health care spending. Those potential changes make long=run estimates of the effects of
proposals to alter federal health care programs much more uncertain than estimates of the effects
of proposals to alter the Social Security program, which is affected primarily by demographic
changes that are somewhat less difficult to predict,

Although the trust funds have little budgetary meaning, maintaining the solvency of such funds
can be a goal that contributes to accomplishing the averall defieit reéduction necessary to put the
nation on a sustainablé fiscal course. However, the solvency concept is more applicable to Soeial
Security, which has a dedicated revenue source, than to Medicare, only part of which (Hospital
Insurance) has a dedicated revenue source, or to Medicaid, which does not have a dedicated
revenue source. As illustrated by our report Secial Security Policy Optiens (July 2010),
www.cbo.govipublication/21547, CBO has the capacity to analyze many different types of
changes in Social Security’s program rules that affect benefits or taxes. The report shows not
only effects on Soeial Security’s solvency over the 75-year horizon for 30 different options but
also tikely effects on different types of people overtirhe,

The Medicare trust funds are different. In the case of the Part B and Pait D accounts in the
Supplementary Medical Insurance Trust Fund, the amounts eredited to the trust fund—and
therefore, the amounts that come from taxes, other government income, or government
borrowing—are automatically adjusted to cover the expenditures of the Part B and Part D
componerits of the Medicare program. For those trust fund accounts, solvency is automatic.



THE PRESIDENT’S FISCAL YEAR 2014 BUDGET
PROPOSAL

THURSDAY, APRIL 11, 2013

UNITED STATES SENATE,
COMMITTEE ON THE BUDGET,
Washington, D.C.

The Committee met, pursuant to notice, at 2:07 p.m., in Room
SD-608, Dirksen Senate Office Building, Hon. Patty Murray,
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Present: Senators Murray, Sanders, Whitehouse, Warner,
Merkley, Coons, King, Sessions, Portman, Johnson, and Wicker.

Staff Present: Evan T. Schatz, Majority Staff Director; and
Marcus Peacock, Minority Staff Director.

OPENING STATEMENT OF CHAIRMAN MURRAY

Chairman MURRAY. This hearing will now come to order, and I
want to thank again my Ranking Member, Senator Sessions, and
all of our colleagues for joining us here today, as well as members
of the public who are here in person or watching online.

Today’s hearing is on the President’s fiscal year 2014 budget pro-
posal. Our witness is Acting Director of OMB Jeff Zients, who is
here to talk about the proposal and answer our questions.

Jeff, I just want to start by thanking you once again for being
here today and for all of your hard work at OMB during some real-
ly tough times. Your skilled leadership has really been instru-
mental in helping our Nation work through a number of budget cri-
ses, any of which could been devastating to our fragile economic re-
covery had we been unable to work our way through them.

And we especially appreciate your willingness to serve as Acting
Director the past 15 months, including your work on the past two
budgets. I know that you and your family have sacrificed a lot in
order to provide continuity to this agency and the dedicated em-
ployees who work there.

Mr. Z1ENTS. Thank you.

Chairman MURRAY. It is sometimes pretty thankless work, but
you have done a great job, and I want the record to reflect the
thanks from me and from all of our Budget Committee. So thank
you very much.

Mr. ZIENTS. Thank you.

Chairman MURRAY. I imagine we are going to hear some ques-
tions about the timing of this budget today, but everyone really
should keep in mind why our budget process has been operating so
far outside of regular order.

(61)
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The uncertainty surrounding the fiscal cliff had major ripple ef-
fects on budget writing in Congress, as well as, I am sure, at OMB.
The policy changes coming out of the year-end deal added to the
challenges, and then sequestration, which we all hoped would be
replaced, went into effect and shuffled that dynamic even further.

So I am hopeful we can return to regular order in the budget
process, but we should be clear. There has been nothing regular
about the lurching from crisis to crisis over the past year.

As I am sure Jeff will talk a bit more about, the fact that the
President’s budget timing has shifted, along with other consider-
ations, has changed the way they have now approached their pro-
posal.

Normally, during times when we are not dealing with fiscal cliff
uncertainty and devastating automatic cuts, the President lays out
his budget proposal, the House and Senate hold their hearings on
it, and it influences our work as we write our respective budgets
in Congress.

This year, of course, is different. The House has already passed
their budget, the Senate has passed our budget, and now we are
trying to move forward towards the next step in the process and
find a way to get to a balanced and bipartisan deal.

So President Obama has made it very clear that the proposal we
are discussing today does not reflect his thoughts on the ideal pol-
icy, and it certainly does not represent any kind of new starting
point for negotiations.

It is not the budget I would write on my own, and it includes sev-
eral policies that I do not think are the best ways to tackle the def-
icit and debt.

While I was glad to hear some Republicans in the past few days
express interest in finally putting an end to governing by crisis, I
was disappointed to see members of leadership come out and seem-
ingly reject any compromise at all. I hope Republicans are now pre-
pared to tell us their ideas for a bipartisan path forward. And I
know that the American people are expecting us to work together
now to come to a deal. I know I am ready to do that, and I think
the onus is on Republicans to now show us that they are as well.

While this proposal reflects President Obama’s compromise offer,
I was very glad to see the President maintained his commitment
to putting jobs and broad-based economic growth first. I know
Democrats here in the Senate feel very strongly that protecting our
fragile economic recovery is paramount. The budget we passed re-
flects that, and any deal we come to would have to work for mid-
dle-class families and the economy as well.

One of the most important ways that both the Senate budget and
the President’s proposal puts the economy first is by replacing se-
questration in a fair and responsible way.

I know that when I went home to Washington state over the re-
cess, my constituents were telling me about the negative impact
that sequestration was already having on their families and com-
munities. I am sure my colleagues heard similar stories back in
their home States. And the problem is it is only going to get worse.

We all know sequestration was never intended to take effect. It
was supposed to motivate both sides to reach a compromise. That
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is why the Senate budget replaces those automatic cuts with an
equal mix of responsible spending cuts and new revenue.

And while the House budget refused to include any compromise
in this area and replaces only the defense cuts while making even
deeper cuts to programs families and seniors depend on, I am hope-
ful that we can work together on a fair and responsible replace-
ment.

In addition to replacing sequestration, the President’s proposal,
like the Senate budget, also prioritizes creating jobs and laying
down a strong foundation for long-term economic growth through
investments in early childhood education, college affordability,
transportation infrastructure, and other key programs that we in-
clude in the Senate budget as well.

I was also very glad to see that the President’s proposal main-
tains the key principle in the Senate budget that is supported by
bipartisan groups and the vast majority of the American people,
that deficit reduction needs to be done in a balanced way, and in-
cludes a responsible mix of spending cuts and new revenue from
those who can afford it the most.

Since the Simpson-Bowles report was released in 2010, which
recommended $4 trillion in deficit reduction, Congress and the ad-
ministration have worked together to reduce the deficit by $2.4 tril-
lion, with $1.8 trillion coming from spending cuts and $600 billion
from allowing tax rates to rise on the wealthiest Americans.

The Senate budget as well as the President’s proposal builds on
that work to exceed the bipartisan goal of $4 trillion in a way that
reduces the deficit to below 3 percent of GDP and that pushes our
debt as a percentage of the economy down and moving in the right
direction.

If the Senate budget was enacted, the total deficit reduction since
the Simpson-Bowles report would consist of 64 percent from spend-
ing cuts, 14 percent from tax rates on the rich, and 22 percent from
new revenue from closing loopholes and cutting wasteful spending
in the Tax Code that benefits the wealthiest Americans and biggest
corporations.

The ratios under the President’s compromise proposal would be
slightly different, but the fact that it includes a mix of spending
cuts and new revenue reflects the values and principles of balance
and fairness that the vast majority of Americans have clearly stat-
ed they support.

In addition to responsible spending cuts, a critical component of
a balanced approach is ensuring that the burden of deficit reduc-
tion is not borne solely by the middle class, seniors, and most vul-
nerable families. And that means making sure that the wealthiest
Americans and biggest corporations pay their fair share.

Although our budget leaves the specifics to the Finance Com-
mittee and the President’s proposal lays out a particular path, both
put revenue on the table and specifically cite the need to close loop-
holes and wasteful deductions that benefit the rich.

This should not be controversial.

In 2012, on average, the top 1 percent of income earners saw
their after-tax income increase by nearly $250,000 as a result of
special tax provisions; the middle class only received an average of
about $3,500. Those heavily skewed tax breaks do little for our
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economy; they just make it harder for middle-class Americans to
get ahead. Especially at a time when we are looking everywhere for
savings, we just cannot afford them.

Even many Republicans agree there is waste to be found in the
Tax Code. Speaker Boehner proposed raising $800 billion for deficit
reduction by closing what he called “special interest loopholes and
deductions.” Chairman Ryan has noted that, “The Tax Code is pat-
ently unfair.” And he has said that many of the deductions and
preferences in our Tax Code are, and I quote, “mainly used by a
relatively small group of mostly higher income individuals.”

In fact, to keep the House Republican budget’s tax reforms rev-
enue neutral, as they have committed to doing, they would have to
identify $5.7 trillion in savings from the Tax Code to pay for the
tax rate cuts they want to give to the rich. That is almost six times
what the Senate budget proposes.

So House Republicans clearly know there are savings to be found
in the Tax Code. The difference is that Democrats believe that in-
stead of that savings going toward more tax cuts for the rich, we
should use it to reduce the deficit and invest in our middle class.

I was very glad to see that although some of the details differed,
the President’s budget reflects that critical idea as well. So I am
looking forward to hearing more about the proposal today and ask-
ing some questions.

The Senate budget that we passed last month reflects where 1
think our country needs to be, as well as the pro-growth, pro-mid-
dle-class values and priorities of Senate Democrats and the vast
majority of the American people as we now move into negotiations
with the House. I am hopeful that Republicans will come to the
table and show they are willing to compromise to get to a deal.

I have been talking to Chairman Ryan about my desire to move
to the next step in this process under regular order and do every-
thing possible in a conference committee to bring the House and
Senate budgets together. I know it will be difficult, but it is what
the Arllilerican people expect, and I think we owe it to them to make
it work.

So with that, before we ask our witness to deliver his testimony
and move to questions, I will turn to my Ranking Member, Senator
Sessions, for his opening remarks.

OPENING STATEMENT OF SENATOR SESSIONS

Senator SESSIONS. Thank you, Director Zients. We thank you for
your work and for your appearing before the Committee today to
present the President’s 2014 10-year budget. You have been placed
in a difficult, unenviable position of defending a policy in terms of
budgets that is indefensible. The administration has not indicated
willingness to compromise, but as they have released with this
budget, they slam the door on compromise, in effect, saying that
this is not a compromise position. And Gene Sperling made that
clear in other statements he has made. So this was not well re-
ceived by those who thought that there may be some possibility of
progress.

Now, the Chair is correct that things can break, and we would
hope that there is a possibility we will have some improvement.
But the President’s statement was very strong.
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His budget message in this document he submits uses the word
“balance” seven times, and, of course, it does not produce a bal-
anced budget. Our colleagues in the Senate used that word “bal-
ance” 230 times in the 15, 18 hours that they used to debate. This
budget, like the Senate budget, is not a balanced budget, nowhere
close to being a balanced budget, does not intend to be a balanced
budget. Spending never equals revenues. Spending always goes up,
and substantially so.

Now, our colleagues in the House understand what balance
means to the American people. You do not spend more money than
you take in. That is what it means. The budget plan passed by the
House achieves an actual balance of revenue and expenditures.
Yours does not.

The administration says this simple understanding of balance is
not a correct one. They say in their arrogance that the more sophis-
ticated and erudite and correct understanding of the word “bal-
ance” is that tax increases equals spending cuts and, therefore, you
have a balanced plan.

Tax increases equals spending cuts, and you have a balanced
plan.

But this budget does not achieve even that twisted definition of
“balance.” In comparison with current law, the law we are oper-
ating under since August of 2011, the law the President signed, the
budget increases spending and increases taxes.

Commentators hoping for real progress have taken your numbers
at face value and taken them as a cause for some optimism. A care-
ful examination of the budget numbers, however, reveals little
basis for optimism. In fact, this budget fails in every important cat-
egory needed to put the Nation on a sound financial path.

Using OMB’s own numbers, your numbers, this budget will in-
crease spending by one thousand twenty-five billion dollars relative
to current law. Increases spending. That includes $61 billion in
spending proposed in this budget for this fiscal year, which ends
less than 6 months from now. Taxes are increased by one thousand
eighty-three billion. The deficit is largely unchanged, a meager $59
billion reduction in the deficit path we are on today.

Total debt will continue to climb, increasing by $8.3 trillion and
reaching $25.4 trillion over 10 years. Stunningly, interest pay-
ments on that debt reach $763 billion in the last year of your budg-
et, larger than the spending we have for national defense.

So this plan is not balanced, even under the sophisticated under-
standing of balance propounded by the President, and that you
have used, I believe. Mr. Lew certainly did. What this budget pro-
vides is the old-time Democratic religion of tax and spend. Under
this budget, spending by the Federal Government will reach $4,200
per household in 2023.

Democrats say the Government needs more money to finance the
continued expansion of the State. They say the American people
are at fault, they have not sent enough money here, we need to ex-
tract more from them and not reduce spending that we now have.

So this President has already cajoled Congress into giving him
some $1.6 trillion in tax increases—$600 billion in January of this
year and $1 trillion as part of the health care law.
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The President is now asking for an additional $1 trillion in tax
increases, and he wants more spending increases. Many Americans
will pay for these tax increases, not just the mythical rich. We
know that. These tax increases will weaken the economy, coming
on the heels of tax increases that just took effect on January 1st
of this year: higher income tax rates on income and capital gains,
a new 3.8 percent tax on investment income, and a 0.9 percent
Medicare tax surcharge.

This budget amazingly creates new Federal entitlement pro-
grams. For example, rather than confronting abuses in existing
public welfare programs, which are expected to grow by 83 percent
over the next decade, the budget creates a new educational entitle-
ment for universal preschool financed by tax increases. It provides
mandatory spending for neighborhood revitalization and subsidizes
taxable bonds issued by State and local government.

The tendency of this Government is to use tax increases to pay
for new spending, and it has caught the attention of the fiscal
watchdogs. “The President’s many new expensive spending initia-
tives, paid for in large part with additional tax increases, could de-
tract attention from the need to come up with a bipartisan solution
to the Nation’s significant fiscal challenges.” That is Maya
MacGuineas at the Committee for a Responsible Federal Budget, a
very respected commentator on the fiscal scene.

So this budget has no real proposal for reforming ineffective and
outmoded welfare programs that comprise in total the largest
spending in the budget. And, sadly, there are no serious reforms
for saving our endangered Social Security and Medicare pro-
grams—reforms that are essential.

Will this budget get us out of a high-debt, slow-growth economy
we currently find ourselves in? Again, the budget fails in that.

After spinning the numbers in unjustified ways, the President
claims that the debt-to-GDP ratio goes down starting in 2016 as
the President will be prepared to leave office. And so the Republic
is saved. There is no need to worry about entitlements or the spec-
ter of higher interest rates. Nothing really could be further from
the truth.

By your own numbers, this budget leaves us above the 90 per-
cent total of debt-to-GDP ratio that academic studies have shown
tends to slow economic growth.

In the last year of your budget, the gross debt is 97 percent of
GDP, leaving each American household with $189,000 in debt. And
in the out-years the entitlement avalanche is even more pro-
nounced. You do nothing to help the United States avoid what
Simpson and Bowles called “the most predictable economic crisis in
our history.”

It is possible that the 2.9 percent real economic growth projected
in this budget will prove optimistic given the high levels of debt
and Federal taxation that are called for in the budget, and this is
without any expectation, no projection that we might have a reces-
sion or a real spike in interest rates.

So the world is a fragile place. The world economy is fragile. The
budget leaves us vulnerable. There is no room for error. It chooses
to grow the Government at the expense of the economy, and this
is the wrong course.
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So I look forward to discussing some of these issues, and I would
note, Madam Chairman, that, yes, the sequestration was hoped to
be avoided, but the cuts in that sequestration were not to be avoid-
ed. They were in law and all agreed to by the President. So pro-
posals to alter where the cuts fall rather than so disproportionately
on the Defense Department are legitimate discussions, but not to
alter that.

And with regard to the Tax Code, the Democratic witness a few
weeks ago told us that the deduction closings and loophole closings
in the corporate tax rate should be used to reduce that corporate
rate and not to spend on new programs. That is certainly what the
Chairman of the Finance Committee, Senator Baucus, believes.

So we have a lot of disagreement. I am disappointed in this
budget. I look forward to discussing it with you and I will reflect
that we are disappointed also that it was so late in coming.

Thank you, Madam Chair.

Chairman MURRAY. Director Zients, thank you very much again
for being here. We will turn to you for your testimony.

STATEMENT OF THE HONORABLE JEFFREY ZIENTS, ACTING
DIRECTOR AND DEPUTY DIRECTOR FOR MANAGEMENT, OF-
FICE OF MANAGEMENT AND BUDGET

Mr. ZIENTS. Thank you Chairman Murray, Ranking Member Ses-
sions, and members of the Committee.

I want to begin by thanking the Committee for holding the hear-
ing yesterday for Sylvia to be the next OMB Director. If confirmed,
we all believe she will do a great job, and we would encourage the
Committee and the full Senate to move as fast as possible on her
confirmation.

I am pleased to be here today to present the President’s fiscal
year 2014 budget. The main message—and I am going to use a cou-
ple of slides—of the President’s budget is that we can make critical
investments to strengthen the middle class, create jobs, and grow
the economy while continuing to reduce the deficit in a balanced
way. We can do both balanced deficit reduction and jobs invest-
ments.

On the left-hand side, in terms of balanced deficit reduction, the
budget builds off the deficit reduction achieved to date. It includes
the President’s fiscal cliff compromise offer to Speaker Boehner
from December. Importantly, the budget turns off the sequester by
replacing the sequester cuts with balanced deficit reduction.

At the same time, the budget proposes important jobs invest-
ments to enhance economic growth through skills and competitive-
ness with investments in education, R&D, and infrastructure. Each
of these new investments are fully offset. They are fully paid for,
and they do not add to the deficit.

On deficit reduction, as the Chairman said, over the past couple
years Democrats and Republicans have worked together to cut the
deficit by more than $2.5 trillion. Here is a rack-up of the deficit
reduction to date. The BCA capped discretionary spending, saving
over $1 trillion; another $370 billion in savings to the 2011 appro-
priations; the end of last year’s fiscal cliff agreement reduced the
deficit by more than $600 billion. Together, the deficit reduction
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lowered interest payments, saving an additional $480 billion. In
total, more than $2.5 trillion in deficit reduction has been achieved.

The President is committed to achieving a total of $4 trillion in
deficit reduction. As the Chairman cited, $4 trillion is the bench-
mark set by Bowles-Simpson and other independent economists
that puts us on a sustainable fiscal path. The good news is we are
more than halfway there, more than halfway there on the $4 tril-
lion target.

The President’s budget finishes the job with an additional $1.8
trillion of deficit reduction. The $1.8 trillion is from the compromise
offer the President made to Speaker Boehner during fiscal cliff ne-
gotiations in December. By including this offer in the budget, the
President is showing his willingness to compromise and make
tough choices and his commitment to putting the country on a sus-
tainable fiscal path.

Here are the components of the deficit reduction, the $1.8 tril-
lion. Let us start on the left side with the $2.5 trillion we have al-
ready achieved. The first bar, $400 billion in health savings that
strengthen Medicare by squeezing out waste and incentivizing de-
livery of high-quality and efficient health care.

Next, $200 billion in savings from other mandatory programs, in-
cluding reductions to farm subsidies, reforms to Federal retire-
ment, and selling unneeded Federal real estate.

Next, $230 billion by indexing annual inflation adjustments to
the chained CPI.

Another $200 billion in discretionary savings beyond the $1 tril-
lion that I mentioned earlier from the BCA caps.

Next, $580 billion in revenues from tax reform, not by raising
rates but by closing loopholes and reducing tax benefits for families
with more than $250,000 in income.

As a result of this, we have $190 billion in savings from reduced
interest payments on the debt. At the same time, we invest $50 bil-
lion immediately in infrastructure to repair our roads and bridges
and create jobs. In total, this achieves $1.8 trillion in additional
deficit reduction over the next 10 years, bringing our total deficit
reduction to $4.3 trillion, with more than $2 in spending cuts for
every $1 in revenue.

To be clear, this offer includes difficult cuts that the President
would not propose on their own, including CPI, which the President
is only willing to do with protections for the vulnerable and as part
of this whole balanced plan. However, by including the compromise
offer in the budget, the President is showing his willingness to
make tough choices and his commitment to reducing deficits and
putting the country on a sustainable fiscal path.

Here are the annual deficits from 2012 through 2023. As you can
see on the left-hand side, in 2012 the deficit was 7 percent as a
percent of the economy. The budget phases in deficit reduction to
support the ongoing recovery, and by 2016, the deficit is below 3
percent. By 2023, it is below 2 percent, at 1.7 percent.

As a result of this deficit reduction, debt as a percent of our econ-
omy is also on a declining path. With declining deficits and declin-
ing debt, the President’s budget achieves important milestones of
fiscal sustainability.
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This budget reaches those milestones of fiscal sustainability
while investing in the drivers of economic growth. In doing so, it
demonstrates that we do not have to choose between deficit reduc-
tion and economic growth. It shows that we can, and indeed we
must, do both. The country will not prosper if we have
unsustainable deficits. But it also will not prosper if our infrastruc-
ture is crumbling and our workers lack the skills to compete.

Through paid-for initiatives like Pre-K for All, job training, and
accelerated infrastructure investments, this budget will enhance
our Nation’s competitiveness. And through balanced deficit reduc-
tion, this budget will enhance confidence and lay the foundation for
more durable economic growth. It is the right strategy for our econ-
omy, for creating jobs, and for building prosperity.

I am happy to take your questions.

[The prepared statement of Mr. Zients follows:]
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Chairman Murray, Ranking Member Sessions, members of the Committee, thank you for
welcoming me here today, and giving me the opporturiity te present the President’s 2014 Budget. It
is good to be with you again.

I want to begin by thanking the Comimittee for holding a hearing yesterday on the President’s
nomiration of Sylvia Mathews Burwell to be the next OMB Director, If confirmed, we believe Ms.
Burwell will be-an outstanding OMB Director and hope the Committee and full Senate will move to
a vote on her confirmation as soon as possible.

1 also-want to congratulate the Chairman and Committee for passing the Senate Budget Resolution.
The Resolution is a concreté plan that will grow our ecanomy and shrink our deficits ini a balanced
way. It also makes investments critical to-our middle-class security.

The President’s 2014 Budget demonstrates that we can make critical investments to strengthen the
middle class, create jobs, and grow the economy while reducing the deficit in a balanced way. The
Budget addresses three core questions the President raised in his State of the Union address: How
do we attract more jobs to our shores? How do we equip our people with the skills needed to do the
Jjobs of the 21st Century? How do we miake sure hard work leads to a decent living? The Budget
addresses these questions as part-of a comprehensive plan that reduces the deficit and puts the
Nation on a sound fiscal course:

Every new initiative in this plan is fully paid for, so they do not add a single dimé to the deficit. At
the same time; the Budget inclides the President’s offer made as a part of the “fiscal ¢liff®
negotiations to build on the more than $2.5 trillion in deficit reduction already enacted with another
$1.8 trillion, comprised of additional entitlemeént reforms, spending cuts, and tax reform that
promotes growth, while reducing tax benefits for the wealthi¢st Americans. The Budget would
result in:

e $4.3 trillion in total deficit reduction, with over §2 in spending cuts for every $1 in
increased revenue.

e Debtas a share of GDP on a downward trafectory by 20186, reducing it from 78.2 % of
GDP in 2014 to 73.0% by 2023.

e Deficit under 2% of GDP in the 10-vear window, and below 3% of GDP by 2016.
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This strategy will build on our country’s economic recovery. It is the right budget and economic
plan for this period in our economy.

Since I was last with you, we have continued to make significant progress in the recovery from the
worst financial crisis since the Great Depression. The economy is now on the mend. We have seen
positive economic growth for 14 consecutive quarters, and 37 months of private sector job growth,
Our businesses have created nearly 6.5 million jobs: The housing market is recovering. America’s
auto industry is once again resurgent. And we have successfully ended the war in Irag and dre
bririging owr troops hoie from Afghanistan.

But as the President has indicated, our work is not done, The economy is adding jobs, but too many
Americans are still unemployed. Businesses are hiring again, but too many are still struggling to
compete and find workers with the right skills to mect their needs. Home prices are rising at the
fastest pace in six years and construction {s expanding, but too many families with solid credit are
still finding itdifficult to buy a home or refinance.

At the same time, we face significant near- and long-term fiscal challenges. In the near-term,
deficits are coming down, but they remain too high~ primarily as a legacy of the recession, and
unpaid for policies enacted over the decade before this President took office. Over the long-term,
although the Afferdable Care Act reduced the deficit and is helping t6 slow the growth in health
care costs, along with an aging population, rising health costs continug to bé one of the largest
threats to our long term fiscal sustainability.

The right prescription to address these challenges is to combine smart, targeted investments in areas
critical for economic growth and competitiveness, with deficit reduction that will boost confidence
and certainty by putting the nation on a sound long-term fiscal trajectory. The Budget does just that
— offering a plan for deficit reduction that is phased in to avoid harming the eeonomic recovery, and
includes protections for the most vulnerable. At the same time, it preserves high priority
investments that will enhance economic growth and private sector job creation.

Let me briefly give an overview of how this Budget invests for growth, and then how it'réduces thie
deficit in a balanced way.

INVESTING FOR GROWTH AND STRENGTHENING THE MIDDLE CLASS

Making Amierica a Magnet for Jobs

Over the last four years, we have begun the hard work of rebuilding sur Nation’s infrastriigture, but
to-compete in the 21st Century economy and becomne a magnet for jobs, we must do more. The
Budget includes $50 billion for up-front infrastructure investments, including a “Fix-It-First”
program. that makes an immediate investment to put people to work as soon.as possible on our most
urgent repairs. And to make sure taxpayers do not shoulder the whole burden, the Budget creates a
Rebuild America Partnership t0 attract private capital to upgrade what our businesses need most:
mademn ports to move our goods, modern pipelines to withstand a storm, and modern schools
worthy of our children.
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If we want to make the best produets, we must also invest in the best ideas. That is why the Budget
maintains a-world-class commitment to science and research, increasing non-defense research and
developrment (R&D) investment by 9 percent over 2012 levels. Furthermore, we are targeting
resources to those areas most likely to directly contribute to the creation of transformational
technologies that can create the businesses and jobs of the future— like Advanced
Manufacturing R&D, where the Budget proposes to increase R&D investments by over 80%.

No area holds more promise than our investments in American energy. The Budget continues to
advance the President’s “ali-of-the-above™ strategy on energy, investing in clean energy research
and development; promoting energy efficiency in our cars, homes, and businesses; encouraging
responsible domestic energy production; and launching new efforts to combat the threat of climate
change. '

A fop priority is niaking America a magnet for new jobs and manufacturing. After shedding jobs for
more than 10 years, our manufacturers have added more than 500,000 jobs over the past three years.
To accelerate this trend, the Budget builds on the suecess of the manufacturing innovation institute
we created in Youngstown, Ohio last year, and calls for the creation of a network of up to 15 of
these institutes across the Nation. Each manufacturing innovation institute will bring together
companies, universities and community colleges, and government to invest in cutting-edge
manufacturing technologies and turn regions around our country into global centers of high-tech
jobs.

The Budget also supports efforts the President announced earlier this year to modernize and
improve the efficiency of the Federal permitting process, cutting through the red tape that has been
holding back even some of the most carefilly plarned infrastructire projects. These efforts will
help cut timelines in half for infrastructure projects, while creating new incentives for better
outcomes for communities and the eavironment.

Educating a Skilled Workforce

All of these initiatives in manufacturing, energy, and infrastructure will help set the stage for
entrepreneurs and small business owners to expand and create new jobs, But these investments
won’t-matter unless we also equip our workforce with the education, skills, and training to fill those
jobs.

And that has to start at the earliest possible age. The Budget includes a proposal that invests in
America’s future by ensuring that four-year-olds across the country have access to high-quality
preschool education through a landark new initiative in partnership with the States. Research
cornfirms that investments in quality pre-school are among the highest return in improving
educational outcomes and better preparing our workforce for the demands of the global economy.
This investment in preschool is fully paid for in this Budget by increasing the tax on tobacco
products, which is also an effective measure to improve health outcomes for our communities.

But it’s not just preschoo! that we need to- invest in. We also need to ensure access to higher
edueation for gur country’s young people. Skyrocketing college costs are still pricing too many
young people out of a higher education, or saddling them with unsustainable debt. To encourage
colleges to do their part to keep costs down, the Budget includes reforms that will ensure
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affordability and value are considered in determining which colleges receive eértain types of
Federal aid.

To further ensure pur educational system is preparing students for careers in the 21 Century
economy, the Budget includes additional measures to improve and promote science; technology,
engineering and mathematics (STEM) education. This includes a comprehensive reorganization and
consolidation of STEM education programs to make better use of resources and improve outeomes,
and a new STEM Master Teacher Cotps, to leverage the expertise of some of Anieriea’s best and
brightest teachers in science and mathematics, and to eievate the teaching of these subjects
nationwide,

Making Sure Hard Work Leads to a Decent Living

The Budget also builds on the progress made over the last four vears to expand opportusiity for
every American and every cotiimunity willing to do the work o lift themselves up. The Budget
creates new ladders of opportunity to enstre that hard work leads to a decent living.

The Budget proposes partnerships with communities to identify Promise Zones that will help them
thrive and rebuild from the recéssion. The Promise Zones initiative will revitalize high-poverty
communities across the country by attracting private investment, improving affordable housing;
expanding educational opportunities, reducing crime, and providing tax incentives for hiring
workers and investing in the Zones.

The Budget makes it easier for the long-term unemployed and youth who have been hardest hit by
the downturn to remain connected to the workforce and gain new skills with a Pathways Back to
Work fund. This initiative will support summer and year round jobs for low-inccme youth,
subsidized employinent opportuiities for unemployed and fow income adults, and other profising
strategies designed to lead to employment,

The Budget supports the President’s-call to reward hard work by raising the Federal minimum wage
to $9.00 an hour. Raising the minimum wage would direetly boost wages for 15 million workers
and would help our growing economy. Furthermore, the Budget permanently extends expansions of
the Child Tax Credit, the American Opportunity Tax Credit and the Earned Income Tax Credit.

Economic growth is best sustained from the middie class out. Everyone who works hard and plays
by the rules should have a fair shake at opportunity, including going to college and getting a well-
paying job to support their family: As the President said in the State of the Union; “America isnot a
place where the chance of birth or circumstance shoutd decide our destiny. And that’s why we need
to build new ladders of opportunity into the middle class for all who are willing to ¢limb them,”

Keeping Americo Sufe

Finally, we know that economic growth can only be achieved and sustained if America is safe and
secure; both at home and abroad. At home, the Budget supports the President’s initiative to help
protect our children, reduce gun violence, and expand access to mental health services. To confront
threats outside our borders, the Budget ensures our military remains the finest and best-equipped
military foree the world has éver known, even as we wind down more than a decade of war.
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Importantly, the Budget upholds our solemn obligation to take care of our service members and
veterans, and to protect our diplomats and civilians in the field. It keeps faith with our veterans,
investing in world-class care, including mental health care for our wounded warriors; supporting
ourmilitary famities; and giving eur veterans the benefits, education, and job opportunities that they

have eamed.
REDUCING THE DEFICIT IN A BALANCED WAY

The Budget does all of these things as part of a comprehensive plan that reduces the deficit. All of
these initiatives and ideas are fully paid for, to ensure they do not increase the deficit by a single
dime. As a result, we do not have to choose between investing in our economy and reducing the
deficit—we have to do both.

We have already made important progress in reducing the deficit. Over the past few years, President
Obama has worked with Democrats and Republicans in Congress to cut the deficit by more than
$2.5 trillion through a mix of spending cuts and new revenue from raising income tax rates on the
highest income Amiericans. This deficit reduction puts us more than halfway toward the goal of $4
trillion in deficit reduction that independent economists say is needed to put us on a fiscally
sustainable path.

Now we need to finish the job. That is why the President stands by the compromise offer he made
during “fiscal clift” negotiations this past December. That-offer is still on the table. And this Budget
includes the proposals in that offer. These proposals would achieve $1.8 triltion in additional
balanced deficit reduction over the next 10 years, bringing total deficit reduction to $4.3 trillion,
with more than $2 in spending cuts for every $1 in revenue. The Budget brings deficits to below 3
percent by 2016, to below 2 percent of GDP by the end of the budget window, and puts debt on a
declining path.

This represents more-than enough deficit reduction fo replace the damaging cuts required by the
Joint Committee sequestration. We should reduce the deficit in a balanced, targeted and thoughtful
way, not by making harsh and arbitrary cuts that jeopardize our military readiness, devastate
priorities like education and énergy, and cost jobs. As the President has said, sequestration is rot
smart policy—it can and should be replaced.

By inciuding this compromise offer in the Budget, the President is demonstrating his willingness to
make tough choices to find common ground to further reduce the deficit. This offer includes some
difficult cuts that the President would not propose on their own. But both sides are going to have to
be willing to compromise if we hope to move the country forward.

Deficit reduction is not amend i and of itself. But reducing the deficit in a way that protects our
core priorities is a critical step toward ensuring that we have a solid foundation on which to build a
strong economy and a thriving middle class for years to come.

The key elements of the President’s compromise offer include:

¢ Tax Reform: $580 billion in additional revenue from tax reform that closes tax loopholes and
reduces tax benefits for those who need them least.
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e Health Savings: $400 billion in health savings that build on the health reform law and
strengthen Medicare.

s Other Mandatory Savings: $200 billiori in savings from other mandatory programs, such as
reductions to farm subsidies and reforms to Federal retirement contributions.

s Discretionary Savings: $200 billion in additional discretionary savings, with equal amounts
from defense and non-defense programs — that is $200 billion below the Budget Control Act
spending caps that were lowered even further by the American Taxpayer Relief Act.

+ Inflation Indexing: $230 billion in savings from switching to the use of chained-CPL

« Reduced Interest Payments: Almost $200 billion in savings from reduced interest payments
on the debt and other adjustmerits.

Reforming the Tax Code

First, the Budget proposes pro-growth tax reform that closes loopholes and addresses deduetions
and exclusions that allow the wealthy to pay less in taxes than many middie-class families. The
President believes that today’s tax code has become increasingly complicatéd and unfair. There is
o better time to pursue tax reform that reduces the deficit, maintains progressivity, simplifies the
tax system, and supports job creation and economic growth.

As a first step towards comprehensive tax reform, the Budget proposes two measures that would
raise $580 billion by broadening the tax base and reducing tax benefits. First, by limiting the fax
rate at which high-income taxpayers can reduce their tax liability to a maximum of 28 percent, the
President’s Budget will reduce the tax benefits for the top two percent of families to levels closer to
what middle-class families get. Second, by requiring those individuals with incomes over $1 million
to pay no less than 30 percent of their income after charitable giving in taxes — the so-called Buffet
rule - thie President’s Budget will further reduce wasteful and inefficient tax expenditures.

The Budget also supports the President’s plan for-corporate tax reform. Now more than ever, we
cannot afford a tax code burdened with costly special-interest tax breaks. In an increasingly
competitive global economy, we need to ensure that our tax code contributes to making the United
States an attractive location for entrepreneurship and business growth. For this reason, the President
is calling on the Congress to immediately begin work on corporate tax reform that will close
loopholes, lower the corporate tax rate, encourage investment here at home, and not add a dime to
the deficit.

Health Savings

Along with an aging population, rising health costs continue to be one of the largest coniributors to
the deficit, and any sustainable fiscal path forward must include further reforms to our country’s
health care systems.

The Affordable Care Act (ACA) was a significant step toward controlling health care spending. The
law reduced the deficit by over $100 billion in the first 10 years.and $1 trillion in the 10 years after
that, and it includes some of the best ideas on how to make our health system more efficient and
change payment systems to incentivize higher quality and lower cost.care. One of the most
tmportant steps we can take right now for ong-term deficit reduction is to implement the ACA fully
and efficiently. Still, more needs 1o be done.
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The President is proposing to build on the achievements of the Affordable Care Act by offering
additional health savings that will reduce the deficit by another $400 billion over the next 1Q years.
These savings will be primarily achieved through smart reforms that address long term cost growth,
reduce wasteful spending, improve-efficiency, and ask beneficiaries who are able to contribute a
little more.

Specifically, the Budget includes several reforms, encouraging delivery of high-quality and efficient
services by skilled nursing facilities, long-term care hospitals, inpatient rehabilitation facilities and
home health agéncies. We are squeezing out waste by making sure we get the samé rebates for
drugs, regardless of whether people are participating in Medicare or Medicaid. Finally, the Budget
calls for the wealthiest Medicare beneficiaries to cover more of the costs. We ¢an reform Medicare
without breaking the fundamental compact we have with our nation’s seniors. Together, these
reforms illustrate that we can achieve significant savings to improve the long-term fiseal outlook of
our healthcare programs without sacrificing quality care.

Other Mandatory Savings

Third, the Budget includes $200 billion in other mandatory savings, coming from smart reforms and
tough choices in programs outside of mandatory health care prograrmis. This includes reforms to
agriculturs subsidies, Federal employee retirement programs, and disposing of excess Federal

property.

Combined with the economy’s continued recovery, over time these savings will reduce mandatory
spending as a share of the economy outside of the major entitlement programs by 15 percent.

Discretionary Savings

Fourth, the President’s plan proposes-additional cuts to discretionary spending without jeopardizing
our peed to maintain the investments in education, research and development, clean energy and
infrastructire that are necessary to continue to rebuild our economy in the short-term and build a
foundation for long-term growth. Total discretionary spending has already been cut by over $1
trillion since January 2011, and is currently on 4 path to its lowest level as a share of the econorny-
since the Fisenhower Administration,

In the interest of reaching bipartisan agreement.on a balanced deficit reduction package, the Budget
proposes to lower the discretionary caps even further, reducing discretionary spending by an
additional $200 billion over the next decade. The proposed cuts are evenly distributed between
defense and non-defense spending, and are timed to take effect beginning in 2017, after the
economy is projected to have fully recovered.

1t is important to note that discrétionary spending only represernits about a third of the budget this
year and is projected te drop to less than a quarter of the budget by 2023. While we can work to
eliminate inefficiencies, we cannot put the country on a sustainable path forward with cuts to
discretionary spending alone.
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Inflation Indexing

Fifth, in the interest of achieving a bipartisan deficit reduction agreement, the President is also
standing by his compromise offer to use the chained Consumer Price Index (CPI) to compute cost-
of-living adjustments in major federal programs and the tax code. This is not the President’s
preferred approach, but it is an idea that both House Speaker Boehner and Senate Minority Leader
McConnell have pushed for and that the President is willing to aceept. However, he is only willing
to do so in the context of a major fiscal agreement that is balanced, includes revenue contributing to
deficit reduction, and protects vulnerable populations, as the Budget does.

The switch to chained CPI, like the additional domestic discretionary spending cuts in the Budget, is
a clear example of the President’s willingness to miake tough choices in-order to reach a bipartisan
agreement. The President has made it clear that he is willing to make these compromises as part of a
deal that calls for shared sacrifice, and will put the country on a sustainable long-term fiscal path.

Rooting Out Waste and Inefficiency

In addition to making tough trade-offs to reduce the deficit in a balanced way, the Budget continues
the President’s efforts to ensure we are getting the biggest bang for our buck when it comes to
spending taxpayer dollars. It includes a series of new proposals te root out waste as well as reform
and streamline government for the 21% Century.

In total, the Budget includes 215 cuts, consolidations, and savings proposals, which are projected to
save more than $25 billion in 2014. These measures include closing a loophole in current law that
allows people to collect full disability benefits and unemployment benefits that cover the same
period of time; major food aid reforms that would assist up to two million additional people, while
reducing mandatory speniding by $500 million over the riext decade; and ensuring that the
government pays the lowest price for drugs, regardiess of the program that makes the purchase,
saving $123 billion over 10 years.

The Budget also builds on the Administration’s successful efforts to root oit wasteful improper
payments, which have prevented over $47 billion in payment errors over the past thrée years. The
Budget dedicates a dependable:source of funding to root out fraud and abuse, producing deficit
savings of roughly $40 billion over 11 years. '

CONCLUSION

Building on the economic recovery we have seen over the past couple years, the Budget is the right
plan for this moment in our country’s economy. This is the plan it will take to make sure America
remains strong in the years ahead and that we leave behind something better for future generations.

I jook forward to working with both houses of Congress in the coming months as we work to make
the tough decisions needed to both grow our economy and put our country on a sustainable fiscal
course.
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CHAINED CPI: A BENEFIT CUT FOR SENIORS

The chain-weighted consumer price index - “chained CPI” — would erode seniors’ Social Security
benefits by reducing annual cost of living adjustments (COLAs). With lower COLAs, seniors will see
their limited incomes cover less and less of their everyday expenses, putting them at higher risk of
poverty.

IMPACT ON SENIORS

&  While effects of chained CPI would be small each year, they would become significant over tire.
For sentors retiring over the next few years, this means that chained CPI would cut berefits by
about;

o 3.7% atage 75;
& 6.5% at age 85; and
o 9.2% at age 95. [Social Security Chief Actuary, 6/21/11].
& These percentages translate to significant ammual benefit cuts of:
o 8658 atage 75;
o $1,147 at age 85; and
o $1,622 atage 95. [SSAL
s Nearly oné in six seniors currently lives in poverty. [AARP, 12/2012].

*  One third (33.9%) of all beneficiaries are 80 years old or older — a group that relies on Social
Security for nearly all of its fncome (90% or more), and which would suffer more from chained CPL
[AARP, 10/2012].

» The existing CPI formuld — based on a basket of goods not geared to the rieeds of the elderly —
shortchanges seniors, and chained CPI would make it worse. In 2010 and 2011, seniors did not
receive a COLA. According to the Bureau of Labor Statistics, however, seniors saw prices on thé
following necessities increase substantially during those two years:

Item Percent Increase Percent Tnicrease
Dec. 2009-Dec. 2010 Dec. 2010-Dee. 2011
Food and Beverages 1.5% 4.5%
- Medical Care 3.3% 3.5%
Gasoline 13.8% 9.9%
Fuel Oil (household use) 13.5% 14.3%

& The President has proposed a complex and inadequate “benefit enhancentetit” to compensate the
very elderly for the damage of chained CPI. Only those 85 and over (fewer than 15% of seniors)
would get the full 5% enhancement, and that amount would not fully compensate them. Even
seniors retiring in the near futtire would see 8 6.5% cut from chained CPI by age 85. Since the
éffects of chained CPI compound over time, future generations would be huit even more. A 35=
year-old today would ses a 15% cut when she turns 85,

SENATOR SHELDON WHITEHOUSE 41113
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Chairman MURRAY. Thank you very much, Mr. Director.

For the information of all of our Senators here, in deference to
those Senators who have to wait a long time, I am going to be, to
Senators on my left and on my right, very strict on time limits on
the 5-minute time, so know that as you are going to into it, I am
going to make sure that everybody gets a chance to ask their ques-
tions in a timely fashion.

Senator SESSIONS. Well, 5 minutes is a pretty short time, Madam
Chairman, I got to tell you. I know you want to get this through,
and I know Mr. Zients does not want to be questioned hard about
some of these numbers—

Chairman MURRAY. I would object—

Senator SESSIONS. —his numbers that are incorrect and his
statement that is disappointingly incorrect. But—

Chairman MURRAY. Senator—

Senator SESSIONS. —you are the Chairman, we will try to cooper-
ate. But I just want to be on record as saying I am disappointed
that we are constricted. And presumably we will not have a second
round either?

Chairman MURRAY. I am willing to sit here as long as we need
to. I am just trying to—I was trying to make a ruling to allow the
Senators who are at the end of our aisle—

Senator SESSIONS. If we could have a second round—

ghairman MurrAy. If anybody wants to come back for a sec-
ond—

Senator SESSIONS. You are very—

Chairman MURRAY. I will be happy to do it—

Senator SESSIONS. That is good. That would be fair.

Chairman MURRAY. —take an extra 5 minutes. I am not trying
to be unfair to anybody’s questions, and I assure you Director
Zients has not asked me for relief. I am simply, in deference to a
number of our Senators who have told me they need to leave early
thisuafternoon, I want to have everybody gets a chance to ask. That
is all.

Senator SESSIONS. Fair enough.

Chairman MURRAY. And I will restrict myself too.

Director, since enactment of the fiscal cliff deal, which made
most of the Bush tax cuts permanent but will raise about $600 bil-
lion from the highest-income Americans, some of my Republican
colleagues have said that the tax discussion is finished and claim
that because revenues as a share of the economy are now projected
to rise slightly above their 40-year average of 18 percent of GDP,
any additional revenue, even if generated by closing tax loopholes,
is off the table.

The last five times we have had a balanced budget, revenues
were considerably higher than we are projected to experience going
forward, even after the fiscal cliff. And now, unlike in past years,
we also have to consider the retirement of the baby boomers and
the critical need to invest in our people and our infrastructure to
make sure we can compete on an international basis.

The revenue policy in the budget that this Committee wrote and
the Senate passed a few weeks ago was shaped by those unavoid-
able realities, and I believe that is what every bipartisan group
that has examined our budget situation—Simpson-Bowles, Gang of
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Six—has also recommended several times more revenue than the
year-end deal will generate.

So I wanted to ask you today whether or not you agree that rais-
ing additional revenue, if we are going to reduce deficits, has to be
a part of it in a fair and balanced and sustainable manner. And,
additionally, can you comment on the extent to which structural
factors like demographics led the administration to propose addi-
tional revenue?

Mr. Z1ENTS. Absolutely. You are right in that we do believe that
we need to have additional revenues. In the $1.8 trillion com-
promise offer, there is $580 billion of revenue, all through tax re-
form so not raising rates.

I think it is important to note that in December Speaker Boehner
said that there was potentially $800 billion or more available
through tax reform. So I think we all believe we can make our Tax
8036 simpler, fairer, and get rid of wasteful spending in the Tax

ode.

You are right also on demographics. Thirty million people are
part of the baby boomers joining retirement, starting back a decade
or so ago, going forward to the next decade. We have 30 million
new folks who will be recipients of Social Security and on Medi-
care. Those demographics are undeniable. So in the context of
those demographics, and when you study historically, the propor-
tion that is revenue, GDP, you are right that we absolutely need
additional revenue. The President is proposing $580 billion, all
through tax reform, not through raising rates. And, again, Speaker
Boehner as recently as December said that $800 billion or more
would be available through tax reform.

Chairman MURRAY. Okay. President Obama made it very clear
that his proposal is not the budget he would write on his own. It
is not the budget I would write on my own. And there are some
policies in there that I personally do not think are the best way to
tackle the deficit and debt. But the President did say he wanted
to lay out a path to a bipartisan deal that included some key Re-
publican demands in return for significant revenue being put on
the table.

So I wanted to ask you, Mr. Zients, this budget includes the offer
that the President made to Speaker Boehner in December. Some of
the choices I believe are really quite stark. However, I do under-
stand the President’s determination to reach a bipartisan accord.

Can you tell us why the President chose to submit a budget that
represents last year’s compromise offer rather than pursuing a
fresh one?

Mr. Z1ENTS. The President is very committed to getting the coun-
try on a sustainable fiscal course, and his commitment to that is
reflected in his willingness to put forward what is a compromise
offer. You know, whether it is in budget negotiations or my time
in the private sector, if you are in the middle of a negotiation, then
everybody retreats to their extremes, very little gets done. The
President is very committed to getting something done, getting
these manufactured crises behind us so businesses can grow and
invest and hire. This is not his ideal way of doing deficit reduction.
The chained CPI is in interest rate because Leader McConnell and
Speaker Boehner asked for it. They also asked for age 67, which
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is not good policy, which the President is not willing to do. But as
part of a balanced plan that does the $1.8 trillion, the President
is willing to do CPI as part of that plan, while having one other
condition on it—that it has provisions to protect the most vulner-
able and older recipients of Social Security.

Chairman MURRAY. In my last 15 seconds, what do you see as
the path forward?

Mr. ZIENTS. I think you hit the nail on the head up front: regular
order.

Chairman MURRAY. Thank you very much.

Mr. Sessions? Senator Sessions?

Senator SESSIONS. You indicate that new spending is paid for,
but that is exactly what this budget does. It increases spending al-
most $1 trillion and increases taxes a similar amount. It does not
reduce the deficit in any significant way, almost a minuscule
amount.

You indicate in your statement and the President has said that
the compromise includes $580 billion in additional revenue from
taxes. Looking at your own table on page— Table S.4, page 187 of
your budget, it indicates that over the next 10 years, in the absence
of adopting the President’s policies, revenue would be $40.089 tril-
lion. Then you go to the next page, Table S.5 on page 189, it shows
the revenue after adopting the President’s policies, and it is
$41.231 trillion, equaling an increase in projected revenue of $1.14
trillion.

Isn’t your compromise hiding over a half trillion dollars in tax in-
creases over the current baseline?

Mr. ZIENTS. No. And I think this is a very important point to
make because my guess is the structure is going to be important
for our conversation throughout. If you remember the first slide, it
has two sides. It had a compromise offer for $1.8 trillion of deficit
reduction. The President stands by that—

Senator SESSIONS. Are you saying this budget has $1.8 trillion in
deficit reduction over the current baseline, over the current law?

Mr. ZIENTS. The structure is important. On the other side are in-
vestments, each of which is paid for. Pre-K is an example. There
is a tobacco tax.

Senator SESSIONS. Yes, it is paid for. With what?

Mr. Z1ENTS. With a tobacco tax.

Senator SESSIONS. Is that included in the $580 billion—

Mr. ZIENTS. Senator—

Senator SESSIONS. —in new taxes you say is there?

Mr. Z1ENTS. Let me—

Senator SESSIONS. Yes or no. Is it in the 580—

Mr. Z1ENTS. The President—this will answer your question. The
President is willing to do that deal on the left-hand side. He is will-
ing to—

Senator SESSIONS. I am looking at—

Mr. Z1ENTS. He believes it should be—

Senator SESSIONS. —not a chart, Mr. Zients.

Mr. ZIENTS. Let me be clear. The President stands by the $1.8
trillion compromise offer. The President also believes that we
should be investing in Pre-K and other areas that will help grow
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the economy, help our competitiveness, but that offer, that $1.8
trillion offer—

Senator SESSIONS. Well, let me just conclude. I appreciate that.
I will conclude that you did not count the $70 billion in tax in-
creases to pay for the children, so that is up over $580 billion, an-
other 70-some-odd billion. And there is a series of those in there
that total up $1.142 trillion in new taxes. Is it not?

Mr. ZIENTS. Let us—I think you are on the same page—

Senator SESSIONS. Is it not—

Mr. ZIENTS. —that we are willing to do, the President is willing
to do the $1.8 trillion deficit reduction package, which includes
$580 billion through tax reform. He believes that additional invest-
ments should be made to improve our competitiveness—

Senator SESSIONS. Did you count increasing the unemployment
surcharge by $15 billion as new taxes?

Mr. ZIENTS. There is no increase in the unemployment insurance
during the next few years across time.

Senator SESSIONS. What about the Superfund tax increase of $20
billion? Was that scored in your $580 billion—

Mr. Z1ENTS. The $580 billion is all through tax reform, and the
President has two specific policies to back that up: a 28-percent
maximum on deductions and the Buffett Rule. But I want to be
clear that that offer stands. We believe, the President believes that
are worthy investments that should be made to improve our com-
petitiveness, put people back to work, each of which is offset.

Senator SESSIONS. Mr. Zients, all I am going to tell you is I read
your budget, it increases taxes in plain numbers by over $1 trillion,
and it increases spending by almost that same amount, virtually
having no deficit reduction. So your statement, repeated statement
that your budget raises taxes and reduces spending is utterly inac-
curate.

Mr. ZIENTS. Senator—

Senator SESSIONS. Yes, it is.

Mr. ZIENTS. Senator, it is time that we come together, get some-
thing done, get these manufactured crises behind us. In that spirit,
the President has put forward $1.8 trillion. The investments are
sound investments that should be made, each of which is offset.
But the President will do the compromise deal.

Senator SESSIONS. Well, Ms. Maya MacGuineas feels that the in-
crease in spending jeopardizes the progress that could be made,
and I totally agree. This is not a compromise plan. It is a tax-and-
spend plan that does not alter the debt course of America, and that
debt course, as Mr. Bowles told us, is unsustainable at this point.

Mr. ZIENTS. So two things. One, I think it is very important that
one understand that the primary driver of spending increase is
that the President’s plan turns off the sequester with balanced def-
icit reduction. Maya MacGuineas—you have mentioned her a cou-
ple of times now—

Senator SESSIONS. If you turn off the sequester—

Mr. Z1ENTS. —she does not have—

Senator SESSIONS. —have you not increased spending by about
$1.1 trillion?

Mr. ZIENTS. Maya MacGuineas, the person you have quoted sev-
eral times, does not have the sequester in her baseline. We re-
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placed the sequester with balanced deficit reduction. And at the
end of the day, when you are in business, you look at a bottom line.
It is your profits. It is your sales growth. The bottom line here is
that we have deficits on a declining path below 2 percent in 2023
at 1.7 percent, and debt as a percent of the economy is on a declin-
ing path. So we can spend lots of time looking at big numbers and
different baselines. Let us make sure we focus on the bottom line.

Senator SESSIONS. Well, your budget increases the deficit by $8.2
trillion over 10 years? Yes or no.

Mr. Z1ENTS. The deficit—the deficit—

Senator SESSIONS. In your own number—

Mr. ZIENTS. The deficit as a percent of the economy is at—

Senator SESSIONS. No. I asked you the dollars.

Mr. ZIENTS. —1.7 percent.

Senator SESSIONS. Did it increase the deficit by $8.2 trillion?

Mr. Z1ENTS. I need to check—

Senator SESSIONS. You do not know what is in your numbers,
how much you increase the deficit?

Mr. Z1ENTS. There are a lot of numbers there. What I can tell you
is what we should focus on, and this is exactly what Bowles-Simp-
son does, and other groups. What is debt as a percent of our—what
is the deficit—

Chairman MURRAY. I am sorry.

Mr. ZIENTS. —as a percent of our economy? We are less than 2
percent at the end of the window at 1.7 percent.

Senator SESSIONS. Chairman Murray increases the deficit $7.3
trillion, considerably better than yours.

Senator WICKER. Hear, hear.

Chairman MURRAY. Senator Sanders.

Senator SANDERS. Very nice of you, Senator Sessions, to com-
pliment Senator Murray.

Chairman MURRAY. I will take it.

Senator SANDERS. it is unusual.

Mr. Zients, thanks very much for being with us.

Mr. Z1ENTS. Thank you.

Senator SANDERS. Let me begin. I am Chairman of the Budget
Committee, and I have the misfortune of trying to follow in the
footsteps of Patty Murray, who did a wonderful job.

Chairman MURRAY. Veterans Committee.

Senator SANDERS. Veterans Committee. I am sorry. I am not try-
ing—Veterans Committee. And I want to ask you a question about
veterans’ benefits. Right now in our country, as I think you know,
we have more income and wealth inequality than at any time since
the 1920s. In fact, between 2009 and 2011, as you well know, all
of the new income created in America went to the top 1 percent.
In the midst of that growing inequality where the wealthy are
doing phenomenally well while the middle class in many ways dis-
appears, we are looking in the President’s budget at very signifi-
cant cuts to the benefits of disabled veterans. In fact, the chained
CPI would impact the benefits of 3.2 million veterans with war-re-
lated disabilities. The largest cuts in benefits would impact young,
permanently disabled vets who were seriously wounded in combat,
and these are really significant cuts.
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Our veterans who started receiving VA disability benefits at age
30 would have their benefits reduced by $1,425 a year at age 45,
$2,300 at age 55, and $3,231 at age 65. Spouses, widows of soldiers
who were killed in action, would also see cuts.

In the midst of enormous income and wealth inequality, Mr.
Zients, do you really think we should move toward deficit reduction
on the backs of men and women who have lost arms and legs de-
fending this country.

Mr. ZiENTS. Clearly veterans, Wounded Warriors, are a top, top,
top priority for this President and this First Lady and for this
country. All means-tested veterans programs would be exempt from
CPI, as would be the case with means-tested programs—

Senator SANDERS. I am familiar with the so-called superlative
CPI. But you will not disagree with me that the overwhelming ma-
jority of disabled vets would suffer cuts?

Mr. Z1ENTS. The annual increase that they would have, their in-
flation increase, would be indexed to chained CPI.

Senator SANDERS. Right. And do you disagree with the numbers
that I said. I believe they are accurate.

Mr. Z1ENTS. I have no basis for—

Senator SANDERS. Okay. So I am just asking you, when you one
out of four corporations in America that pay zero in taxes, when
the effective corporate tax rate today is 12 percent, the lowest that
it has been since 1972, do you not think that there are ways to
move toward deficit reduction in a way that is fairer than on the
backs of disabled veterans?

Mr. Z1ENTS. Well, clearly we share passion for taking care of our
veterans. As we move forward in deficit reduction, we should work
together to make sure that what we—

Senator SANDERS. But we are not doing that, Mr. Zients. We are
talking about significant cuts on people who have given, you know,
more than—

Mr. Z1ENTS. I want to be clear that the benefit would be cal-
culated the same way. The annual increase would be index—

Senator SANDERS. And the figures that I—

Mr. Z1ENTS. The most vulnerable veterans—

Senator SANDERS. All right. But those are a small—I understand.
That is a good talking point. But the vast majority of disabled vets
would see significant cuts as opposed to the current chained CPI.

Let me ask you another question, and that is the issue of rev-
enue. In 2012, as I recall, revenue was about 15.8 percent of GDP,
the lowest in about 60 years. And it is going to go up a bit. My
understanding is that the President’s proposal for corporate tax re-
form is to try to do away with loopholes without bringing in—in a
deficit-neutral way, without bringing in any new revenue.

When you have major corporation after major corporation paying
zero in taxes, when we are losing about $100 billion a year through
offshore tax havens, why are we not talking about bringing in sub-
stantial sums of new revenue rather than cutting Social Security
or benefits for disabled vets?

Mr. Z1ENTS. The President’s position on corporation tax reform
has remained the same, which is, first of all, it has to pay for the
$40 billion or so of so-called annual extenders, so that is $400 bil-
lion across a 10-year period of time. Those have to—either those
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annual extenders have to go away or they have to be paid for as
part of corporate tax reform.

What is corporate tax reform all about. It is about growing the
economy and creating jobs. So companies that get tax breaks for
moving jobs overseas, those will go away. R&D—

Senator SANDERS. But isn’t it also—we are here to—I apologize
for interrupting. I do not mean to be rude, but we do not have a
lot of time.

Mr. Z1ENTS. Please. Please.

Senator SANDERS. But here we are struggling to deal with deficit
reduction. Do you not see, when the corporate tax rate today is at
12 percent, the lowest that it has been since 1972, do you not see
the opportunity to bring in substantial sums of revenue through
tax reform?

Mr. Z1ENTS. We see the opportunity, as I mentioned before, to get
rid of those annual extenders which cost $40 billion a year. We see
the opportunity to reward companies through things like the R&E
tax credit, which only applies to R&E done here in America, ex-
tending that permanently while getting rid of tax havens and other
loopholes to grow the economy and create jobs. If—

Chairman MURRAY. Senator Sanders—

Mr. Z1ENTS. I will just finish my statement. If there is not going
to be a corporate tax reform process that does what we just talked
about, then those closing of loopholes and getting rid of wasteful
tax expenditures should go to deficit reduction, I agree.

Chairman MURRAY. Thank you very much.

Senator SANDERS. Thank you.

Chairman MURRAY. Senator Johnson?

Senator JOHNSON. Thank you, Madam Chair.

Director Zients, welcome back.

Mr. Z1ENTS. How are you?

Senator JOHNSON. You are going to miss this, right?

My assumption was the reason that you were 2 months late in
presenting your budget really was the CBO score, CBO baseline
under the fiscal cliff deal, trying to get that all in order.

Mr. Z1ENTS. Yes, it was the fiscal cliff deal, which, you know, im-
pacted—ended up impacting obviously the revenue side and discre-
tionary side, November and December, as Senator Portman—sorry,
November and December as Senator Portman knows are the prime
budget times. We really had to put things on pause during that pe-
riod of time.

Senator JOHNSON. Okay. So, again, we are comparing all of your
numbers really against the CBO baseline. Getting back to Senator
Sessions’ question on revenue, your budget now is going to raise
revenue by 42.1—let me see here. It is always difficult to follow
this stuff—$41.2 billion over 10 years, $41.2, and the CBO baseline
is $40.2, so that is $1 trillion, correct? So revenue is up a trillion,
but you are saying you are going to increase taxes $580 billion.

Mr. ZIENTS. Yes.

Senator JOHNSON. So what is the other revenue?

Mr. Z1ENTS. Well, as I said before, there are paid-for investments,
also like the tobacco tax for Pre-K. Those are investments that the
President believes we should make. But the $1.8 trillion of deficit
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reduction, that package, that compromise deal, is not conditioned—
is not conditioned on making those other investments.

Senator JOHNSON. Okay, but you are increasing revenue by $1
trillion. How likely do you think it is that we are actually going to
achieve deficit reduction outside your administration’s time frame
here? What I am looking at is, again, comparing the CBO baseline,
it is claiming about $1.7 trillion of deficit reduction. But the fact
is you actually increase the deficit over the first 4 years, the 4
years of your administration, by $540 billion. So the deficit actually
increases over the CBO baseline by $450 billion, and then the last
6 years of the budget window, when you are out of office, then you
reduce the deficit by about $2 trillion.

How likely is it that you will actually increase the deficit by $450
billion during your administration but then will actually realize
that $1 trillion of deficit reduction in the last 6 years—

Mr. ZiENTS. Well, I think we see with the BCA that when we
sign something into law, we live by the caps.

Senator JOHNSON. Aren’t you getting out of—aren’t you canceling
half the BCA, the sequester part?

Mr. Z1ENTS. No. We are—

Senator JOHNSON. You are canceling that. You are—

Mr. ZIENTS. We are placing the sequester—the sequester was
never intended to be implemented. The sequester was meant to be
such bad policy that it would force balanced deficit reduction. It
virlas never intended to be implemented. I think we can all agree to
that.

Senator JOHNSON. It was intended to reduce spending by another
$1.2 trillion, which now you are canceling.

Mr. Z1ENTS. No. It was intended—

Senator JOHNSON. Yes.

Mr. ZIENTS. —to create $1.2 trillion of balanced deficit reduction.

Senator JOHNSON. Listen. No, in your budget you have canceled
the $1.2 trillion—

Mr. Z1ENTS. And replaced it with balanced deficit reduction.

Senator JOHNSON. —with $1 trillion of increased revenue, taxes.

Mr. ZIENTS. No, with $1.8 trillion of deficit reduction where there
is $580 billion of revenue.

Senator JOHNSON. Well, again—

Mr. Z1ENTS. That was always the intention—

Senator JOHNSON. The point being is the serious part of your
budget is the first couple years, and you are actually increasing the
deficit by about $250 billion in the first 2 years. That is really the
direction of your budget.

Mr. Z1ENTS. This might be—

Senator JOHNSON. You are increasing deficits.

Mr. Z1ENTS. This might be a fundamental difference between us.
We believe that deficit reduction is important, putting the country
on a sustainable—

Senator JOHNSON. But something kind of like Wimpy, though: “I
will gladly pay you Tuesday for a hamburger today.”

Mr. Z1ENTS. But in and of itself, not an economic policy. We have
to get people back to work. We have to create jobs. We have to
grow this economy. We have to compete globally. The deficit reduc-
tion alone is not—
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Senator JOHNSON. Anyway, so you are increasing—you are in-
creasing the deficit in the first 4 years by $450 billion, are you not?

Mr. Z1ENTS. We have—

Senator JOHNSON. Compared to the CBO, that is a correct figure,
is—

Mr. Z1ENTS. We have deficit on a declining path—

Senator JOHNSON. You are increasing the deficit over the CBO
baseline in the first 4 years by $450 billion, are you not? That is—

Mr. Z1ENTS. I think the important thing to do is by 2016—

?Senator JOHNSON. Can you say yes or not? That is correct, isn’t
it?

Mr. ZIENTS. —you are below—

Senator JOHNSON. Okay. Let us move over to what I was talking
to Sylvia Burwell about yesterday. Just in terms of agreeing on
numbers, you can never solve a problem unless you can start
agreeing on numbers. According to OMDB’s analysis, the trust fund
has no value to the Federal Government. Would you agree with
that?

Mr. ZieNTS. Which trust fund?

Senator JOHNSON. The Social Security Trust Fund has no valued
because you have the trust fund holding about $2.6 trillion worth
of assets in Social Security and then you have a $2.6 trillion liabil-
ity to the Treasury. When you consolidate that, that has no value
in terms of making payments on Social Security. Isn’t that correct?

Mr. Z1ENTS. No. The trust fund has value.

Senator JOHNSON. To who?

Mr. Z1ENTS. The trust fund has value to Social Security.

Senator JOHNSON. So where is the liability? Do you disavow the
fact that Treasury has the liability of $2.6 trillion that offsets in
a consolidated statement—

Mr. Z1eENTS. I think what you are talking about is the difference
between gross debt and debt held by the public. If you—

Senator JOHNSON. I am talking about having some—I am talking
about having some value to actually make payments on the $1.3
trillion of deficit spending of Social Security over the next 10 years.

Mr. Z1ENTS. That has the full faith—

Senator JOHNSON. There is no value—

Mr. Z1IENTS. That has the full faith and credit of the U.S. govern-
ment.

Senator JOHNSON. Your OMB says that nets to zero. Isn’t that
correct?

Mr. Z1IENTS. Social Security is not the driver of our near-term fis-
cal issues.

Senator JOHNSON. I was just asking—

Mr. ZIENTS. Social Security—Social Security—

Senator JOHNSON. I was not asking that question—

Mr. ZIENTS. —is solvent to 2033.

Senator JOHNSON. Does the Social Security Trust Fund have any
value to pay off those benefits?

Mr. ZIENTS. The Social Security Trust Fund is solvent through
2033. Those assets are backed by the full faith and credit of the
U.S. Government.

Senator JOHNSON. Okay. Thank you, Madam Chair.

Chairman MURRAY. Thank you.
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Senator Whitehouse?

Senator WHITEHOUSE. Thank you very much, Madam Chair. And
welcome, Mr. Zients.

Mr. Z1ENTS. Thank you.

Senator WHITEHOUSE. I am afraid this is your last time before
us, which is probably a mixed blessing from your point of view. But
thank you for your service.

Mr. ZIENTS. Thank you.

Senator WHITEHOUSE. Two topics and then a question.

The first is on health care delivery system reform. Bipartisan,
nonpartisan, very expert groups have said that there are savings
available in the health care system between $700 billion and $1
trillion a year. And the administration in many ways has deployed
quite a lot of resources to try to implement delivery system reform,
and we gave you 45 different provisions in the Affordable Care Act
to try to help you do it.

What frustrates me is that, to date, the administration has yet
to put a savings target on this effort. The talk is still about bending
the health care cost curve. I would urge OMB to urge the adminis-
tration to be accountable and set a target, because an organization
as big as the United States Government is not going to respond as
effectively to a meaningless and unaccountable standard like bend
the health care cost curve as it will to this much dollar savings by
this date from these mechanisms.

Now, you have built some health care cost savings into this.
Some of it requires political changes that are going to be difficult.
But there has yet to be a hard number that is the administration’s
target on what it is going to do for delivery system reform. So I
would urge you to please reconsider that. We are left completely at
sea when the administration that has the implementation power
for this will not even set a target for itself.

The second thing is on chained CPI. I would like to put into the
record a summary sheet that we have done, if I may do so, without
objection.

Chairman MURRAY. Without objection.

Senator WHITEHOUSE. It shows, I think, that it is just as wrong
as it can be to have made that choice. I do not care where it came
from. I do not care if it was Speaker Boehner’s idea. It is wrong.
Social Security, as you just said, has not contributed to the deficit
problem. And seniors, at least the ones that I deliver Meals on
Wheels to in senior high-rises, are not living so high off the hog
that they are great people to go after. And the protection of vulner-
able seniors, as I read your plan, is actually less than the hit to
them. They end up still negative, even at 85 years old, because by
the time they get the 5-percent hit—5-percent benefit, they are get-
ting a 6.5-percent hit.

So I just want to let you know, anything I can do to be a foe of
that, I intend to do. The $15 billion that comes back to seniors
through the benefit against the $230 billion overall cut to me is a
fig leaf.

Mr. ZIENTS. A couple of comments?

Senator WHITEHOUSE. Yes.

Mr. Z1ENTS. First—

Senator WHITEHOUSE. Leave me time
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Mr. Z1ENTS. I will go fast. Let me just go to bottom-line results
on health care. Total health care spending grew by 3.9 percent in
2011—

Senator WHITEHOUSE. I know. I know all that. I know all that.

Mr. Z1ENTS. That is the third year in a row—

Senator WHITEHOUSE. Let me go to my—

Mr. ZIENTS. Let me go to Medicare spending, though. Medicare
spending per beneficiary grew only 0.4 per beneficiary—

Senator WHITEHOUSE. I know all that.

Mr. ZIENTS. —in fiscal year 2012.

Senator WHITEHOUSE. I know all that.

Mr. ZiENTS. Okay. On CPI—

Senator WHITEHOUSE. Do not tell me things I have not asked you
about that I already know.

Mr. Z1ENTS. The protection for the older beneficiaries—

Senator WHITEHOUSE. Yes.

Mr. ZiENTS. —for the most vulnerable, i.e., the lowest income,
they will actually not at age 85, as you suggested be behind. They
will actually be ahead, because it is a 5- -percent adjustment based
on the median.

Senator WHITEHOUSE. We will take a look at that because that
is not what we are looking at.

Mr. ZIENTS. Okay.

Senator WHITEHOUSE. Do you know what a fiscal multiplier is?

Mr. ZIENTS. Sure.

Senator WHITEHOUSE. Okay. There is an ideology around here
that all cuts help grow the economy—all cuts help grow the econ-
omy—and that all Federal spending is a burden on the economy,
and that here endeth the lesson. That is all there is to it. It is that
simple. That is ideology.

There is also economics. Economics says that the impact of cut-
ting and spending by the Federal Government on the economy var-
ies depending on the condition of the economy. And right now we
have a whole raft of reports coming out showing that the fiscal
multiplier is actually above 1, which means that every dollar cut
out of the economy in terms of Federal spending does more damage
to the economy than it saves. You have Oxford Economics saying
that the fiscal multiplier is 1.4; Goldman Sachs, that famous left-
wing institution, 1.5; IMF, 1.7; UC Berkley, 2.5; and a group out
of Northwestern University shows it actually at 3.7. If it is 3.7,
that means that every dollar you cut in spending, you reduce GDP
by $3.7. You are creating actual damage in the economy by cutting
spending.

Is that something that we should be considering in the Budget
Committee as we hear this repeated ideology that all cuts help and
all spending is bad?

Mr. Z1IENTS. I think we have an immediate task, which is the se-
quester. So the sequester is $85 billion taken out of the economy,
hundreds of thousands of jobs. Goldman, CBO, and others say it is
a half to 1 percent of GDP. We need to immediately turn off the
sequester, which was never intended to be implemented, and re-
place it with balance deficit reduction that phases in as the econ-
omy improves.

Senator WHITEHOUSE. Thank you.
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Chairman MURRAY. Thank you.

Senator Portman?

Senator PORTMAN. Thank you, Madam Chair. And, Director
Zients, welcome back for your last visit, which is probably a happy
thing for you. But thanks for your service.

I must tell you, I feel like I am living in a separate universe
when I hear the discussion about the budget and what we just
heard about ideology. We are in a deep fiscal hole. We have never
experienced this as a country, so very few economists can tell us
exactly what is going to happen. But the best economists out there
all agree that we are in danger, and Rogoff and Reinhart, of course,
have told us that when you hit 90 percent of GDP, you end up hav-
ing an impact of 1 or 2 percent to the Nation’s growth, which
means about a million jobs this year alone. So the notion that we
can continue careening down this path of record debt, now over $17
trillion, gross debt over 100 percent of our economy, and an annual
deficit again this year of $1 trillion—we have never had a deficit
of $1 trillion until 3 years ago. Now we have had—we will have
had 4 years of it. This is dangerous. And we have already had one
downgrade. We are on a negative watch for the others. And what
happened in Southern Europe could happen to us.

And so I know you probably do not disagree with anything I just
said, but you might disagree with whether your budget proposal is
adequate to it. But this notion that we should just go ahead and
spend and do not worry about it, that the chickens will not come
home to roost, is really dangerous. I mean, who gets hurt the
worst? The folks who are on the first or second rung of the ladder
trying to get on the third or fourth rung.

And so I applaud some things in this budget. One is the fact that
you are willing to take one small step and talk about the entitle-
ment programs. As you know, CBO has told us in this Committee
that these incredibly important programs that are a safety net,
that must be preserved, are going to increase 95 percent in spend-
ing over the next 10 years, almost 100-percent growth, almost dou-
bling spending. And 100-percent growth in those programs and you
all do propose something, would is to have an accurate measure of
inflation for CPI. It is not a cut. The question is how much the in-
flation adjuster ought to be, and you use what you think most
economists agree with, and so that is a measure that I think is fair.
It also affects taxes, of course, so it raises revenue as well, because
taxes are indexed, and the brackets being indexed are affected by
what the measure of inflation is. So it is about $100 billion in
taxes, too. So I think that is good.

I think on the corporate reform side, I will say I read the cor-
porate reform part a little differently than some of my colleagues
on my side and the other side. I do think that this is all about
growth and all about jobs and all about revenue, ultimately. And
we have the most competitive—a non-competitive, antiquated cor-
porate tax system in the world, the highest rate, of course, among
all developed countries. Even when you include the effective rate,
it is still way above the average of these other countries. And so
I am glad you said in your budget for the first time that you ought
to not use these preference reductions or loophole closures for the
budget deficit generally but for revenue-neutral tax reform. So I
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want to give you credit for that, and it is consistent, as you said,
and which the President has said, over the years, in fact, and what
most people believe has to be done if we are going to become com-
petitive.

By the way, CBO has told us 70 percent of that benefit of the
lower rate goes to who? Workers. And this is about those workers,
again, middle-class Americans who are trying to keep their job or
get a job and have decent pay when their pay has gone down al-
most 4,500 bucks over the past several years on average. So I
thank you for that.

What I am concerned about is this just does not seem to be near-
ly up to the task that we identified, and let me ask you a couple
questions, if I could. One, what is the debt-to-GDP in the tenth
year in terms of the gross debt? We have your chart as to the pub-
lic debt. What is your gross debt number?

Mr. ZIENTS. I can get that for you while I also would say that
CBO and others all agree that gross debt is not a terribly meaning-
ful metric.

Senator PORTMAN. Well, you just said the trust fund is an asset.
If you believe that, you must think gross debt is important.

Mr. ZIENTS. And so, you know, when you—

Senator PORTMAN. You cannot have it both ways.

Mr. ZiENTS. I think the right way to look at it is debt held by
the public, and debt held by the public is 73 percent—

Senator PORTMAN. Because you do not think that the trust fund
should be made whole in Social Security?

Mr. ZI1ENTS. I am saying when you are benchmarking, you are
using the R&R study and benchmarking and worried about our
economic growth—

Senator PORTMAN. Well, and R&R talks about—

Mr. ZIENTS. —versus other countries. If I can—

Senator PORTMAN. I do not have a whole lot of time left, but let
us just stipulate that you do not have a gross debt in your figure,
but it is about 100 percent of the economy. It is between 95 and
100 percent—

Mr. Z1ENTS. And, again, I do not—we join CBO in not thinking
that is the right way to look at it.

Senator PORTMAN. Well, it is the right way to look at it if you
consider the trust fund to be something that we ought to replenish
and it ought to be made whole. In terms of Social Security, again,
telling you you are doing the right thing, a small step admittedly
because it does not solve the problem, but with regard to Social Se-
curity, what is the shortfall this year in Social Security, payroll
taxes being paid versus benefits being paid out.

Mﬁ' ZIENTS. Social Security is working how it was intended to
work.

Senator PORTMAN. What is the shortfall—

Mr. ZIENTS. It is solvent through—

Senator PORTMAN. What is the shortfall this year?

Mr. Z1ENTS. I do not have that number handy.

Senator PORTMAN. $77 billion. A $77 billion shortfall this year.

Mr. ZIENTS. Again, while Social Security is not a driver of our
immediate fiscal situation, we should talk about reforming Social
Security across time.
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Senator PORTMAN. We should, of course.

Mr. Z1ENTS. And the President—

Senator PORTMAN. And where does that $77 billion come from?
It comes from general revenue. So here is my bigger point. When
you look apples-to-apples comparison to what you all have in the
CBO baseline—and baseline, by the way, for those listening who
might not understand all this jargon, it just means if we do not do
anything, just like, you know, what is the autopilot? If we do not
have this budget, given the crisis that we face, your debt to GDP—
public debt, not gross debt; and let us use your numbers, public
debt—is actually higher than CBO’s because they use different eco-
nomic assumptions than you do. You have higher GDP. Yours is ac-
tually above the Blue Chips as well, and that is fine. But I am just
saying we are not getting at the problem if it actually is an in-
crease in the deficit over the next few years—

Mr. Z1ENTS. Well, we all know that we could spend the next 2
weeks discussing baselines and—

Senator PORTMAN. Well, no. That is fine. Let us just—

Chairman MURRAY. Senator, I hate to—

Mr. Z1ENTS. —bottom line. The bottom line—

Chairman MURRAY. Senator Portman, if I can interrupt—

Mr. ZIENTS. —is the President’s budget—

Senator PORTMAN. The bottom line is if we do not do anything,
the situation would be better than—

Mr. Z1ENTS. If I could just say one more sentence, the bottom line
is the President’s budget has deficits below 2 percent in 2023, and
debt as a percent of the economy on a declining—

Chairman MURRAY. Senator Portman, I hate interrupting, but I
have Senators at the end of the line here who are—

Senator PORTMAN. Thank you.

Mr. Z1ENTS. Thank you, Senator.

Chairman MURRAY. —pressing me to allow them a chance.

Senator Warner?

Senator WARNER. Thank you, Madam Chairman. And, Mr.
Zients. great to see you. I think you are seeing one of the reasons
why it is hard to get a grand bargain. But, candidly, the fact that
you are getting as much grief from both sides of the aisle shows
me that you are probably in the zone where things are going to get
talked about, because if there is not some angst on both sides, we
are not going to get things done.

I would point out to all my colleagues that actually the Presi-
dent’s budget is the only one of the three budgets between the Sen-
ate budget or the House budget that at least starts to take on the
challenges around Social Security. The Senate chose not to; the
House chose not to. And chained CPI, which examples that were
used earlier, your COLA increase might go from $36 a month to
$33 a month based on historic norms, I think quite honestly, which
solves about 22 percent of the Social Security problem, does not
solve it all but it takes about a fifth of it out of the way. I actually
think the overwhelming majority of Americans would believe, if
rather than looking at the dramatic fall off the cliff that Social Se-
curity is going to hit—and I actually believe earlier than 2033—you
know, I commend you for taking an appropriate stand.
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I also would agree that, as some of my colleagues have said, you
know, we cannot, no matter how—we cannot cut our way or we
cannot tax our way simply to prosperity. We also have to have a
growth agenda. And I would point out that there was a lot of talk
made here of Simpson-Bowles. I think I would argue—I have spent
as much time with that report as most on this Committee. Simp-
son-Bowles, Domenici-Rivlin, all laid out in their agendas, one, that
our problem on debt and deficit—and I am particularly on this side
of the aisle was probably one of the more obsessed members about
that issue—that this is not as much an immediate problem, but an
intermediate problem and needs to have phase-ins. And both Simp-
son-Bowles and Domenici-Rivlin said as part of a growth agenda on
items like infrastructure, which your budget has included and paid
for, those are things that will actually help grow the economy,
which will at the end of the day generate additional revenue—

Mr. ZI1ENTS. Yes.

Senator WARNER. —as well and be part of a longer-term solution.
And as we have continued to see the markets— actually, I have
been a little bit surprised—continuing to buy our debt at interest
rates of record lows, and as Chairman Bernanke and others at the
Fed have said, this is an intermediate problem, not one that needs
to be solved tomorrow but does need to be acted upon, I do believe
an investment component in a budget is a responsible and reason-
able thing, and as well as something that both Simpson-Bowles and
Domenici-Rivlin did.

I would also point out on Maya MacGuineas, again, somebody
who I have spent an enormous amount of time on and worked
closely with her organization, in her statement she does point out
that public debt would fall from 77 percent in 2013 to 73 percent
by 2023. I think the goal was closer to 70. I would rather it get
lower than that, but it is in the right direction.

Her quote as well is, “pleased to see the President’s continued
support of deficit reduction,” and “he is still serious about fiscal re-
form.”

So while, again, this may not be the budget any of us would have
individually written, it is a budget that I think starts us down to-
wards structural reform of our entitlements, which I would say to
some folks on my side of the aisle, the math is pretty persuasive.
On average, the person pays in about $115,000 in Medicare taxes
and takes out about $320,000 in Medicare taxes. That is not sus-
tainable.

When I was a younger, 16 people were working for every 1 per-
son on Social Security. Now it is three. In 15 years it will be two.
It is the most successful program ever put in place, but the math
is not sustainable. And nothing is self-correcting about this unless
we act, and I commend you and the President for making some of
the—starting down some of the hard choices that need to be made.

On the revenue item, I tell you, I would just simply say, you
know, I think with the demographic bulge and with even no matter
what kind of structural reform of entitlements we would have, the
idea that we are ever going to go back to a sustainable fiscal cir-
cumstance with anything around the 18.6 or even 19 percent is just
not in the realm of reality, that if we are not between 20 and 21
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percent of revenue on an ongoing basis, we will just—we are never
going to get close.

Now, that does not mean as well that we do not need to drive
down our costs, and I want to in my last 17 seconds commend you
on one other item, finally, on GPRA, a little important bill that no-
body has ever heard of that actually Senator Sessions helped get
through, and I appreciate that. You have finally identified some of
the underperforming programs, and of the 215-odd programs you
have identified for either substantial cutback or elimination, 56 of
those are programs that were in the process of being eliminated be-
cause of GPRA. And I have done over my time, but I would look
forward to working with you and your successor, Sylvia Burwell, on
making sure that on some of these programs we actually end up
making the hard choice of finally eliminating them. We are going
to be under tight fiscal constraints for as far as the eye can see,
and we just do not have room for inefficient programs in this Fed-
eral Government.

Mr. Z1ENTS. Thank you, Senator Warner.

Chairman MURRAY. Thank you.

Senator Wicker?

Senator WARNER. There was no question there.

Chairman MURRAY. But you filled your time.

Senator Wicker?

Senator WICKER. Madam Chair, first a matter of housekeeping.
Mr. Zients said the path forward is regular order. The Senate has
passed a budget. The House has passed a budget. Has a conference
committee been appointed and have conference meetings been
scheduled?

Chairman MURRAY. No, we have not done that yet, and the Sen-
ate is—I have had a chance to talk to my counterpart in the House,
and we are looking to move forward on that. I believe that we need
to get to a conference committee and am working to get to that.

Senator WICKER. Well, I certainly support regular order there.

Mr. Zients, this budget does not balance at any point within 10
years, does it?

Mr. Z1ENTS. No. The President—

Senator WICKER. Okay. That is fine. You do not need to explain.
Is there a glide path for it to balance later on in the century after
the 10-year period?

Mr. Z1ENTS. This budget makes significant progress. As Senator
Warner said, it brings the deficit to below 2 percent, debt as a per-
cent of the economy down significantly. It is a big step forward, but
the important thing—

Senator WICKER. Okay. Well—

Mr. Z1ENTS. The important thing, I want to make this point, if
you would give me one minute, is that we need to get this economy
ramped further up. We have added 6.5 million jobs across the last
37 months, 14 straight quarters of GDP growth—

Senator WICKER. You know, I do not mean to be rude, Mr.
Zients. I just asked if it gave us a glide path to balance at any
point, and you are free to explain on someone else’s time.

Mr. ZIENTS. Significant progress consistent with Bowles-Simpson.
Most importantly, we need to focus on jobs and growing this econ-
omy.
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Senator WICKER. I think I understand the answer to that is no.

Let me ask you about the estate tax. You know, the President
signed only 4 months ago the bipartisan vote, passed the Senate
by 89-8, to permanently set the estate tax rate at a top rate of 40
percent with an exemption of $5.12 million indexed for inflation.
He just signed that 4 months ago. Now, for some reason the Presi-
dent proposes to return that back to the old rate 4 months later.
Surely you do not—well, let me ask you this: How much theoreti-
cally does this raise in revenue?

Mr. Z1IENTS. Well, he is not suggesting that we do this 4 months
later. He is suggesting that in his budget he is proposing in 2018—

Senator WICKER. Okay. Four months later, he proposes to—

Mr. ZIENTS. In 2018, and that is to return to the 2009 param-
eters.

Senator WICKER. Right.

Mr. Z1IENTS. The 45 percent rather than 40 percent. Still a $3.5
million exemption per individual. I think the figure is three out of
1,000 estates would be impacted by this. I think that in the context
of the fiscal situation that we have all talked about, the need to
put the country on a sustainable fiscal path, the President believes
that that is fair and good policy.

Senator WICKER. Okay. And yet he signed a bill on a permanent
basis to put it at 40 percent and 5.12 inflation adjusted. I would
have to say this, Madam Chair. I think the President cannot real-
istically believe that this has a prayer of passing. And so the $79
billion—I never got my answer there, but the book says it is sup-
posed to raise $79 billion—is just totally false.

But let me move on to my last question. I appreciate what Sen-
ator Warner said about the Consumer Price Index. You know, the
President told a group of us last night that chained CPI has a bad
connotation. Maybe we need to give it another name. I have come
up with one, Madam Chair. Let us call it “TRICOLA”—truth in
cost of living adjustments.

Now, isn’t it a fact that the President’s proposal is a more accu-
rate measure of the inflation adjuster than the current CPI we
have?

Mr. ZiENTS. Well, I think that—I am not an economist, and,
again, the President would not do chained CPI or superlative CPI
on his own as part of balanced deficit reduction.

Senator WICKER. Is he suggesting a more or less accurate infla-
tion adjuster?

Mr. Z1ENTS. I think he uses it as a technical rationale for chained
CPIL

Senator WICKER. Is that it is more accurate?

Mr. ZIENTS. As a technical rationale for using chained CPI. At
the same time, it is very important to protect the most vulnerable
and to have a bump for older Social Security recipients.

Senator WICKER. Well, let me just say this: Mr. Warner has left
the room, but I think he put it correctly. You are talking about $3
a month, and with protections in there for the bottom tier of ben-
efit recipients. If we cannot do that to save the system and to save
a successful program, then we are pretty well not going to be able
to save Medicare and Social Security in the future.
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Would you agree also that it is a balanced approach— and we
have heard this ad nauseam—in that chained CPI or the new
TRICOLA not only saves us in the spending side of it, but also it
does amount to a significant revenue raiser?

Mr. Z1ENTS. It does have a component of changing how the an-
nual increase in tax brackets are calculated. It does result in more
revenue.

Senator WICKER. It results in a substantial amount of new rev-
enue. So in that sense, Madam Chair, we have the answer to our
President’s request for a balanced approach. Thank you.

Chairman MURRAY. Thank you.

Senator Merkley?

Senator MERKLEY. Thank you, Madam Chair, and thank you for
your testimony, Mr. Zients. I applaud the President’s attention to
manufacturing in this budget. I applaud his investment in edu-
cation, early education and STEM, his understanding of the impor-
tance of investing in infrastructure, and of the goal of laying out
ahplan that lowers the debt as a ratio to GDP. All these are good
things.

I am going to expand on the conversation we have been having
about CPI, and I noticed you were careful not to say it was not
more accurate, as my colleague asked you to say. And, of course,
there is a good reason for that. I think you are aware that the CPI
index as applied to Social Security is not based on a basket of
goods faced by our senior citizens. You are aware of that? Just yes
or no is fine.

Mr. Z1ENTS. It is based on a certain measure of cost of living and
the chained CPI.

Senator MERKLEY. Please tell me you know that it is not based
upon a basket of goods seniors face. This is the most fundamental
fact in CPL.

Mr. ZIENTS. It is an annual inflation adjustment—

Senator MERKLEY. It is based on a basket of goods that all Amer-
icans face, not that seniors face. Am I right or wrong?

Mr. Z1ENTS. It sounds like that is the case, yes. It is used
across—

Senator MERKLEY. Please, simple answers are fine in this room.
We do not—

Mr. Z1ENTS. It is used across many Government programs, and
as we talked about—

Senator MERKLEY. Great.

Mr. Z1ENTS. —it is also used across the Tax Code.

Senator MERKLEY. Because it does not track what seniors face,
there is a separate CPI for what seniors face. It is called “CPI-E.”
I assume you are familiar with that.

Mr. Z1ENTS. What I know about CPI-E is that it is very early
stage index that is not terribly well developed at this stage.

Senator MERKLEY. Thank you. It is developed to track what sen-
iors face. It goes the opposite direction of what you are proposing
in a chained CPI, which is less accurate about what seniors face
in their basket of goods. And I think that is very important because
at the heart of this is an issue of fairness.

Now, there are many ideas that have been put forward about
how to make sure that we have a trust fund that is not only sol-
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vent for 20 years but solvent for 75 years. Those include, for exam-
ple, a sliding-scale means testing the 25 percent most affluent re-
tired Americans. So they get a little bit less. They still get Social
Security, but they get a little bit less. Has the President and his
team carefully looked at such measures and tried to evaluate them
in terms of fairness to our seniors?

Mr. Z1ENTS. So let me just comment a little more on CPI-E. My
understanding is that it is not proven. It is only experimental. I
want to emphasize the chained CPI would apply across all Govern-
ment programs, excluding means-tested Government programs. I
also want to emphasize that we have talked about that there will
be a bump-up for older Social Security beneficiaries.

As to Social Security overall, the President has put forward prin-
ciples for Social Security reform and would engage in a Social Secu-
rity reform process.

Senator MERKLEY. Thank you. I do not think you answered my
question. Should I repeat it for you? Has the President’s team
looked at other strategies for reducing the costs of Social Security
that might be fairer such as means testing the 25 percent richest
seniors in a sliding scale, a modest reduction in their benefits?

Mr. ZIENTS. Social Security is not the driver on near-term fiscal
issues. Social Security is a reform process that the President has
laid out principles for. The reason that chained CPI is in the com-
promise offer is that Speaker Boehner and Leader McConnell asked
for it to be in. They also asked for us to consider moving the age
for Medicare eligibility to 67. We are not willing to do that. We are
willing to do chained CPI under two conditions: one, it is part of
balanced deficit reduction—

Senator MERKLEY. Thank you. I am going to cut you off because
you have chosen not to answer the question I asked you, if you had
looked at other strategies affecting Social Security. I will take that
your avoidance of answering is simply no. I would like to encourage
the administration, as I have on multiple occasions, to look at
many other strategies that have been suggested that are fun-
damentally fairer, that protect the solvency of Social Security for
75 years, go much further in that sense than this 20 percent im-
provement we have before us, but do not reduce Social Security for
hard-working, middle-income Americans.

I want to close by noting that under the charts that Senator Ses-
sions referred to, I see under the outlay section a 0.3 reduction, a
$0.3 trillion reduction, and I see under receipts a 1.1 increase. That
totals 1.4. I am not seeing where—and this is compared to the
baseline that you have on the previous chart.

Mr. Z1ENTS. What page or table are you referring to?

Senator MERKLEY. Yes, 186 is the baseline. That is the adjusted
baseline, S.4 on 187. And on 189 is the proposed budget, and if you
compare the outlays and the baseline, those are 46.8 versus 46.5
in the President’s budget. That is a 0.3 reduction in outlays. And
if you compare receipts, there is a 1.1 increase. So 0.3 and 1.1 is
1.4. Where is the other $400 billion?

Mr. Z1ENTS. Well, I think actually the easiest way to see the def-
icit reduction is to use Table S.3. As I explained before, we have
in the baseline sequester— because, unfortunately, that has been
implemented. We replace sequester with balanced deficit reduction,
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which I think most people believe is a much better path for this
country. And in doing so you have that discrepancy.

If you look at Table S.3, you will see—

Senator MERKLEY. Okay. But if we simply compare the baseline
to the President’s budget, it would be 1.4.

Mr. ZIENTS. So the President’s—the baseline has the sequester in
as all spending cuts, which was never the intended policy. We are
replacing that with balanced deficit reduction—

Senator MERKLEY. I understand

Mr. ZIENTS. —which is laid out on S.3.

Senator MERKLEY. Thank you for that clarification.

Chairman MURRAY. Senator Coons.

Senator COONS. Thank you, Chairman Murray.

Thank you, Acting Director Zients, for your testimony and for
coming here today. As I am sure has been said before, a budget is
a statement of priorities and values, and in my view, the Presi-
dent’s budget is an important contribution to our ongoing conversa-
tion. It does the right thing by prioritized job growth and investing
in our economy in the short run. There are a number of things in
here that I am very interested in, find appealing, as others of my
colleagues have commented, focus on STEM education, on manufac-
turing, on investing in R&D and infrastructure. But there are other
things that are part of any rough-hewn compromise that are objec-
tionable to some, as you have heard today.

Last month, when we passed the Senate budget resolution, I
think we also struck a balanced compromise that was a mix of
tough spending cuts with revenue increases. This budget, as I have
understood it so far, builds on the very real progress we have
made, the $2.4 trillion in progress towards the broadly agreed
roughly $4 trillion objective. It does about another $1.8 trillion.

I wanted at the outset to say I was thankful to see there was
some continued investment in a project near and dear to my region,
the Delaware River dredging, as well as a variety of programs that
I have long championed and believe in, the Manufacturing Exten-
sion Partnership and a broad range of other manufacturing-related
initiatives I would like to ask about.

But the President also included difficult choices on entitlement
reform, and I would like to drill down a little bit further if I could
to follow on some questions you haveten from the previous two
Senators. In my view, when it comes to any conversation about en-
titlement reform, we have to be clear about maintaining a circle of
protection around our most vulnerable that is both rooted in our
most fundamental values and in what I hear from the people of
Delaware. I have consistently voted against proposals that would
dismantle Medicare, Medicaid, and Social Security, turn them into
voucher or block grant programs. These are vital programs seniors
have worked for their entire lives and I think need and deserve
protection.

So in the conversations you have been having today, there has
been some dialogue, some discussion about what is chained CPI
and what are the provisions. If I understand correctly, the budget
as proposed, as you have just recently said, includes some protec-
tions for the most vulnerable. Would you explain those in a little
bit more detail for me?
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Mr. ZI1ENTS. Any Government program that is means-tested
would not be subject to the chained CPIL.

Senator COONS. So what would the principal exclusion— what
would that mean for veterans’ benefits or SSI or—

Mr. Z1ENTS. The means-tested veterans’ programs—we had a dis-
cussion on veterans before you came in—would be excluded. SSI is
excluded. Pell is excluded. Social Security, as we have talked about,
chained CPI applies. Chained CPI applies to Federal retirement
programs. We could get you a more complete list, but that is a rep-
resentative sample.

Senator COONS. And a reference to an additional payment for
those who have been on Social Security for a long time—

Mr. ZiENTS. That is right. At 76 there is a bump-up, which is
based off of the average benefit, 5 percent of the average benefit,
and that phases in across the following 10 years.

Senator COONS. And the rationale for—

Mr. ZIENTS. As I said, anyone who is on SSI, that is means-test-
ed. That is not—that would not be subject to chained CPL.

Senator COONS. You had an exchange, a conversation with Sen-
ator Merkley about the different versions of CPI: CPI-U, CPI-W,
CPI-E, chained CPI. And you were asked previously about whether
chained CPI was more accurate. My understanding is for a long
time it has been viewed by economists as being a more accurate
predictor broadly, not for the specific population of seniors or the
most vulnerable.

Mr. Z1ENTS. Yes.

Senator COONS. Help me understand—

Mr. Z1ENTS. That is my understanding. Again, I am not an econo-
mist, but my understanding is it has to do with the substitution
effect, that when something is priced higher, if there is an oppor-
tunity to buy a like good or a similar good that is less expensive,
you know, chicken versus another type of meat, that you need to
take into account the substitute effect. But, again, in terms of real
technical expertise, I do not pretend to have that, and we can cer-
tainly follow up and give you more—

Senator COONS. My sense was the name “chained” comes from
chaining the effects from quarter to quarter or month to month.
The substitution effect you are talking about is if the price of ap-
ples goes up very quickly, folks will substitute oranges for apples.

Mr. Z1ENTS. That is right.

Senator COONS. If the price of beef goes up, they will buy chick-
en. But I think the specific question Senator Merkley was trying
to drill down on was for those of us who share a concern about its
potential impact on seniors and the most vulnerable, is it an accu-
rate predictor of the basket of costs, whether housing or medical or
food, that would be relevant? Or is there a more accurate predictor?

Mr. Z1ENTS. Well, again, for the most vulnerable, the chained
CPI will not apply. There will be the increases we talked about for
the older beneficiaries. My understanding is there is a technical ra-
tionale for chained CPI being a better indicator or tracker, if you
will, of annual inflation.

Senator COONS. You said earlier that the President rejected a re-
quest and asked for consideration of raising the age of Medicare,
but was willing to move forward with chained CPI, and one of its
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benefits was it raised revenue as well as reducing costs. Could you
talk about that a little further?

Mr. Z1ENTS. Well, I think, importantly, on the age 67, that is just
cost shifting.

Senator COONS. Right.

Mr. Z1ENTS. It is cost shifting to the private sector. It is cost
shifting to our seniors. It could leave people uninsured. That is not
good policy. The President is not willing to do it. Chained CPI the
President has been clear he will not do on its own. It has to be part
of balanced deficit reduction that includes revenue. The $1.8 tril-
lion package has $580 billion of revenue in it, and he will only do
chained CPI with the protections that we just talked about, protec-
tions for the most vulnerable and protections for older recipients of
Social Security.

Chairman MURRAY. Thank you very much. I will—

Senator COONS. I see I am out of time. I apologize. Thank you.

Chairman MURRAY. Thank you, Senator.

Senator Sessions?

Senator SESSIONS. Mr. Zients, on Table S.13, Federal Govern-
ment financing and debt, the gross debt of the United States in
2013 is $17.2 trillion, and in 2023, it is $25.4 trillion, a net increase
of $8.2 trillion in the gross debt of the United States, according to
your own numbers in your budget that you have submitted to the
Senate and the Congress of the United States. Is that not correct?

Mr. Z1ENTS. Well, let me just catch up to you. I think that you
are citing gross debt, and we have spent some time talking through
how gross debt is not the right metric. I think the right—

Senator SESSIONS. Well, but if you are wrong about that ques-
tion—let us talk about the gross debt. So you agree that it is an
$8.2 trillion increase in the gross debt.

Mr. ZIENTS. Yes, that—

Senator SESSIONS. By your own numbers.

Mr. Z1ENTS. Right. I do not think the gross debt is the right met-
ric here—

Senator SESSIONS. Now, you say you are not an economist, but
you say the gross debt is not the right metric.

Mr. Z1ENTS. I will join CBO—

Senator SESSIONS. Let me put up a chart—

Mr. ZIENTS. —in saying that gross debt is not the right metric.

Senator SESSIONS. All right. You join with CBO, but I think
there has been a serious misunderstanding about that. The Rogoft-
Reinhart study and their work that considered the debt crises in
countries all over the world for over 100 years, they say in this
paper, public debt refers to the gross central government debt. And
they say that is the number that they had when they calculated
that debt over 90 percent of GDP slows growth.

So I would ask you, if you are wrong in that estimation, that the
important figure is the gross debt, would that not mean the United
States is at risk for slow growth right now, a fact that you said is
most important for—

Mr. Z1ENTS. First, let us go someplace that we both agree on. We
need to reduce our deficits, and we—

Senator SESSIONS. I know, but this is really important.
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er. Z1IENTS. —need to reduce that as a percent—okay. In terms
0 —

Senator SESSIONS. This is really important.

Mr. ZIENTS. In terms of that study, it is benchmarking versus
other countries, and other countries have different financing sys-
tems. If the U.S. measured the same way as other countries, our
debt would be well below that 90 percent. It would be much closer
to the debt held by the public, which is in the mid-seventies.

Senator SESSIONS. Well, let me point out that three other studies
in recent years have been done in Europe. The European Central
Bank, the International Monetary Fund, and the Bank for Inter-
national Settlements, they have all done independent analysis.
They showed that high government debt weakens the economy,
slows growth, and our growth is well below what CBO was pre-
dicting just a few years ago.

Last year, they predicted—2 years ago, they predicted 2012
would be 4.4 percent growth. It came in at 2.2 percent growth, well
below what CBO was projecting.

Mr. Z1ENTS. One thing I would agree on—

Senator SESSIONS. I would say, just to follow up—and this is a
serious matter. We need to address it. Those three studies—Euro-
pean Central Bank, IMF, and the Bank for International Settle-
ments—also used gross debt, and each one of those analyses that
they have produced, the United States is at a level where our
growth is being slowed by the existing level of debt. And to me that
gives us a great imperative to get off this track and begin to place
our country back into a debt level that is sustainable.

Mr. ZIENTS. So I am sure you spend a lot of time with
businesspeople around the country. I do the same. I think that we
also agree that we need to decrease our debt as a percent of our
economy.

I will tell you something that is holding back growth right now.
It is the manufactured crisis after manufactured crisis coming out
of Washington. We need to turn off the sequester. We need to do
balanced deficit reduction and let our job creators create jobs with-
out worrying about what Washington is going to—

Senator SESSIONS. Well, we certainly need to avoid crises every-
where we can. However, the August 2011 debt ceiling increase re-
sulted in the only real reduction in the growth of spending, $2.1
trillion, and it was a firm commitment and law to reduce spending
by $2.1 trillion. And that was not—

Mr. Z1ENTS. That crisis also led to a severe drop in consumer con-
fidence, a rating decrease, and tremendous reaction across the
economy.

Senator SESSIONS. So it was—

Mr. ZIENTS. We cannot repeat that. We owe it to this country, to
our job creators, to people who are seeking jobs, to avoid that type
of crisis. The President—

Senator SESSIONS. We need to avoid that crisis and we need
more help from this administration to get our debt level down. And
you are raising taxes substantially in this budget that you pro-
duced. You raise taxes. But, Mr. Zients, unlike what Senator War-
ner suggested, we are not using those taxes to reduce the debt.
They are being used to fund new spending above the spending level
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we are on. The CBO baseline, the law that we passed in August
of 2011 increases spending about 5 percent plus a year.

Mr. ZIENTS. Senator—

Senator SESSIONS. So this would not reduce spending. It would
just reduce the growth of spending—

Mr. ZIENTS. The President’s budget—

Senator SESSIONS. —under current law, and you increase that.
You increase spending over the steadily increasing CBO baseline.
That is what you do.

Mr. Z1ENTS. The President’s budget puts this country on a sus-
tainable fiscal path, invests in jobs and competitiveness, and gets
this economy growing again.

Chairman MURRAY. Okay.

Senator SESSIONS. And makes it worse than the current situa-
tion.

Chairman MURRAY. Director Zients, I just have a couple more
questions. I was really pleased to see the President’s budget in-
cluded a strong focus on early childhood education. As you know,
that is an area of particular interest to me. I have long believed
that early childhood education is one of the best investments the
Federal Government can make. We know the research that shows
that a child’s early years are a critical development stage, and
early childhood education really is a great benefit to that child,
their family, their community, and our country.

So I wanted you to speak to that issue for a minute. Your budget
proposes expansions in several areas of childhood education. Can
you speak to how many children currently have access to pre-kin-
dergarten and other early childhood education programs and how
the proposals that you are presenting would expand those?

Mr. ZIENTS. Yes, I do not have those exact statistics with me, but
my team will definitely follow up. I share your passion around
early childhood and the importance of it for our competitiveness,
the return on investment that we will get from that. The tobacco
tax will fund the Pre-K initiative. It also at the same time will re-
duce smoking. It will discourage teenagers from smoking, and it
will hopefully encourage folks to quit. So it has great public health
benefit, and at the same time I share your passion about the Pre-
K initiative.

Chairman MURRAY. Okay. I appreciate that, and I really would
like to see those numbers.

Mr. Z1ENTS. We will get those to you.

Chairman MURRAY. I also wanted to ask you about an area really
important to me at home, and that is the Pacific salmon issue.
There are many species of Pacific salmon and steelhead. They are
really central to the cultural identity of my home State and really
the west coast, and they support commercial fisheries, recreation,
tourism, and economic activities, and they are very sacred to many
of our Native American tribes, and, really, we have an obligation
on treaty requirements that we have to meet.

So I was really dismayed to once again see how drastically un-
derfunded the Pacific Coastal Salmon Recovery Fund is. Even in
today’s austere times, which we all recognize, and with sequestra-
tion, the cuts that are called for in this program are much greater
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as a percentage of total funding than for a lot of the other pro-
grams in the discretionary funding.

I just want to remind the administration this program leverages
State, local, and private dollars to recover these species that are
vital to so many areas of our economy and to our treaty obligations
in the Pacific Northwest. So I am disappointed again in the fund-
ing, and I will work with your replacement, as well as this admin-
istration, because this is something critical to all of us at home.

Mr. ZieNTs. I will take that feedback. Obviously, it is difficult
times, particularly on the discretionary side with the caps.

Chairman MURRAY. Thank you very much.

We have two more questioners for you, and then we are going to
call the hearing to a close. Senator Johnson and then Senator
Whitehouse.

Senator JOHNSON. Thank you again, Madam Chair.

Mr. Zients, let us go at the Social Security Trust Fund another
way here. Let us just go through the transactions. what happens
when the Social Security Trust Fund basically starts paying for
benefits using U.S. Government bonds? What happens?

Mr. Z1ENTS. It will sell those bonds.

Senator JOHNSON. To who?

Mr. Z1ENTS. To the public, and it will be reflected in our public
debt, the metric that I keep turning to.

Senator JOHNSON. So we are going to have to, again, float those
bonds, and somebody is going to have to give us money for that
again.

Mr. Z1ENTS. That is all reflected in the President’s budget.

Senator JOHNSON. Which is just very similar to when the U.S.
Treasury floats a bond to finance the deficit.

Mr. Z1ENTS. Yes. At the end of the day, the Social Security Trust
Fund is working the way it was intended to work, which is that
it is—

Senator JOHNSON. But, again, it is going to have to—

Mr. ZIENTS. And it is solvent through 2033. At that point, if we
do nothing—which I do not think would be any of our strategies—
the benefit would go down to 75 percent. Clearly, we need to re-
form Social Security. It is not an immediate driver of our issues,
but it is an issue we need to tackle.

Senator JOHNSON. But it is doing the exact same thing as U.S.
Treasury has to print a bond and then sell that to the public. And
as we continue to grow our debt, it is going to more and more dif-
ficult to sell those—

Mr. Z1ENTS. Well, I think we are—

Senator JOHNSON. —U.S. Government-backed bonds. Correct?

Mr. Z1ENTS. —all in passionate agreement that we need to get
our fiscal house in order, and we need to bring down our deficits.
We need to bring down our debt as a percent of GDP. The metric
that I keep coming back to is debt held by the public. That is re-
flective of the dynamic you just described.

Senator JOHNSON. But, again, there is no difference whether it
is the Social Security Trust Fund selling a bond to the creditors or
the U.S. Treasury selling a bond.

Mr. Z1ENTS. And that ends up—when they do that—

Senator JOHNSON. It is the exact—



104

Mr. Z1ENTS. —that is reflected in debt held by the public.

Senator JOHNSON. It is the exact same—

Mr. ZIENTS. But they are not—

Senator JOHNSON. —thing.

Mr. Z1ENTS. That bond is not being sold today. it is being re-
flected across time, and when you have debt on a declining path,
it includes the dynamic that you just described.

Senator JOHNSON. So, again, in your—

Mr. ZIENTS. So we are driving down—

Senator JOHNSON. In OMB’s own publication—and I do not have
the graphic up here, but it basically is talking about that, you
know, when you consider the asset of the Social Security Trust
Fund offset against a liability of the U.S. Treasury, it nets to zero.
In terms of the value to the Federal Government, the Social Secu-
rity Trust Fund has zero value. Do you agree with your own agen-
cy’s publication?

Mr. ZiENTS. 1 agree with the conversation we are having here. I
c}z;nnot take a quote out of context and not understand the whole
thing.

Senator JOHNSON. Okay.

Mr. Z1ENTS. So what I said is that when Social Security sells
those bonds to the public, that is reflected in the debt path that
we have been talking about, which is on a declining path starting
in 2016. And that is why the debt held by the public I believe is
the right metric for us all to be using.

Senator JOHNSON. The reason I am making such a big point of
this is I do not see any way we start solving these problems until
we are honest with the American people in terms of the depth of
the problem. And for anybody to say that Social Security is solvent
to the year 2035 is just—I just think that is a false statement, be-
cause you have a cash deficit—

Mr. ZIENTS. Well, that is the Social—

Senator JOHNSON. You have a cash deficit of $5.1 trillion that we
are going to incur between now and 2032, quite honestly.

Mr. Z1ENTS. Well—

Senator JOHNSON. And, we have—again, all we are going to have
to do is we are going to float those bonds.

Mr. ZIENTS. But this is the Social Security Actuary. It is 2033,
not 2035, I think you just said. And I think we all agree that we
do need to tackle our Social Security set of issues across time. It
is not an immediate driver, but it is something that we should
move on.

Senator JOHNSON. Okay. Within the next 10 years, the cash def-
icit in Social Security will be about $1.3 trillion. That is according
to the Social Security Administration. The chained CPI that the
President has included in his budget reduces benefits by a more ac-
curate inflation calculation, by about $130 billion. Correct?

Mr. Z1ENTS. Well, I think across time that compounds quite a bit,
SO0—

Senator JOHNSON. In the first 10 years, that is—

Mr. Z1ENTS. Right, but be careful about the compounding effect
of it. So it is more significant across time because of the
compounding effect.

Senator JOHNSON. What would it be in the second decade?
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Mr. ZIENTS. I do not know that exact number. We can follow up.

Senator JOHNSON. Okay.

Mr. Z1ENTS. But a multiple of that.

Senator JOHNSON. But it is fair to say that in terms of solving—

Mr. Z1ENTS. And I think you heard Senator Warner—

Senator JOHNSON. Unfortunately, I was at a different hearing.
Sorry.

But in terms of just the magnitude of the problem, what the
President is proposing here with the chained CPI would solve
about 10 percent of the 10-year deficit in Social Security benefits
exceeding the revenue generated. Correct?

Mr. Z1IENTS. I think that is about right. Again, I think we are in
passionate agreement that we should be tackling Social Security
reform in a way that is balanced, that protects the most vulner-
able, and it is not a crisis but it is something that we should do.

Senator JOHNSON. Okay. Well, thank you, Madam Chair. Thank
you, Director Zients.

Mr. Z1ENTS. Thank you.

Chairman MURRAY. Senator Whitehouse, last 5 minutes.

Senator WHITEHOUSE. Thank you, Madam Chair.

Director Zients, I was a little bit out of time last time, so I want
to go back to my fiscal multipliers again, and we had described how
the fiscal multiplier is basically the measurement of the effect of
Government spending or Government cuts on gross domestic prod-
uct on the economy. And if the number is over 1, we pointed out
that actually you are doing more damage to the economy by cut-
ting. And I used the example that hypothetically the Northwestern
University and National Bureau of Economic Research recent num-
ber suggests that the fiscal multiplier might be 3.7, and that that
means that if you cut $1 in Federal spending, if that number is ac-
curate, you are causing $3.7 in reduced economic activity.

And what I want to add to that is that the reverse is true as
well, that if, in fact, the fiscal multiplier is at 3.7, as the National
Bureau of Economic Research suggests, $1 of additional Federal
spending will create $3.7 in additional activity. So the $3.7, as I
understand it, applies both to the magnifying effect of a cut, also
the magnifying effect of Federal spending, while the fiscal multi-
plier is in that position. Is that your understanding as well?

Mr. ZIENTS. Yes.

Senator WHITEHOUSE. So the other thing I wanted to touch base
and ask—I was running out of time, and I did not want to hear
a speech from you about health care, about stuff that I already
knew. But I do want to give you the chance to answer that ques-
tion now that we do have the time. There was a point that you
were trying to make, and I wanted to get to the fiscal multiplier,
so why don’t we spool back to where we were when I was explain-
ing my concern that the Obama administration has not set a spe-
cific target with a dollar target amount and a date for its delivery
system reform efforts and my view that that is an impediment to
the successful accomplishment of those efforts. The example I use
is I do not think we would have put a man on the moon when we
did if President Kennedy’s goal had been to bend the curve of space
exploration. It was because we had a hard target, accountability
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metric that the agencies of the Federal Government and the pri-
vate sector all came together around that.

So that was my point, and you wanted to respond. Go for it.

Mr. ZIENTS. No, I think as someone who spent 29 years in the
private sector, I could not agree more in terms of having a handful
of metrics to drive performance. You know, right now, standing up
ACA is a very high priority. Implementing the—hopefully passing
the budget and implementing these reforms to Medicare is impor-
tant. But I think a conversation with Secretary Sebelius and get-
ting advice from you on the metrics and how her metrics compare
to what you are thinking would be a healthy conversation. We defi-
nitely need—in order to manage health care costs toward high-
quality care delivered at a lower cost—that is a hard thing to do.
There is a lot of variation, as you know, in care across the country,
and there is not a good correlation between how much people spend
and the quality of that care. Figuring out those best practices and
how we implement them across the system and what metrics we
use to drive toward high-quality, lower-cost care is central. And I
would encourage that conversation, and I will absolutely let Sec-
retary Sebelius know that you have specific thoughts on it.

Senator WHITEHOUSE. And I think the other point that you are
making is that the growth rate in our health care cost has come
down significantly since the passage of the Affordable Care Act—

Mr. Z1ENTS. You have had 3 years in a row now where— this is
not Federal costs. This is health care costs for our country.

Senator WHITEHOUSE. For the country.

Mr. Z1ENTS. Which, you know, in my old life trying to run a busi-
ness, a significant part of your cost structure is your health care
cost. So this is important for our competitiveness. We have had 3
years of below 4 percent. That is the first time that has happened
in 50 years.

So there is more work to be done, but we are making progress.
CBO actually cites ACA as one of the drivers of that progress.

Senator WHITEHOUSE. The two main drivers that are cited, as I
understand it, are that the economic troubles we are having have
probably reduced it somewhat, and the Affordable Care Act have—

Mr. ZIENTS. Absolutely, which is doing a better job of aligning in-
centives and getting providers to work together and finding those
best practices and implementing those and incenting those.

And then the other figure I cited was Medicare on a per capita
basis cost growth has come in quite a bit. Now, we do have the de-
mographic challenge that we talked about, that we will have many
more participants in the Medicare program.

Senator WHITEHOUSE. So last point. To the extent that our col-
leagues want to reduce the cost of so-called entitlements like Medi-
care, we are actually already doing it, and it is built into the pro-
jections going forward because those numbers have come down.
Correct.

Mr. Z1ENTS. Absolutely.

Senator WHITEHOUSE. Thank you.

Chairman MURRAY. Thank you very much. I really want to thank
the participation and cooperation of all of our colleagues today.
And, Mr. Zients, I especially want to thank you for coming to tes-
tify and, again, for serving as Acting Director of OMB.
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As a reminder to all of our colleagues, statements and/or ques-
tions for the record for today’s hearing are due in by 12:00 p.m. to-
morrow, and we are meeting against next Tuesday, April 16th, to
consider the President’s fiscal year 2014 budget proposal, and Sec-
retary of Treasury Jacob Lew will be here to testify on behalf of
the administration.

Again, Mr. Zients, thank you very much.

Mr. Z1ENTS. Thank you for having me.

Chairman MURRAY. The hearing is adjourned.

[Whereupon, at 3:55 p.m., the Committee was adjourned.]
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Sen. Crapo

Acting Director Zients, in the President's FY14 budget, it is projected that the Fed-
eral Housing Administration (FHA) will require $943 million from the U.S. Treasury
this year to meet its obligations, Understanding that at this point we are only diseuss-
ing a projection, please walk the Committee through the process by which this would
occuy, if it does, and how the public would be notified of the action,

The actual need for a mandatory appropriation from the general fund to FHA's Mutual
Mortgage Insurance (MMI) fund will not be determined until September 2013, and will
be based on FHAs realized revenues through the end of the fiscal year. In the event that
FHA’s capital reserve does not have sufficient balances at the end of the year to satisfy
the $22.4 billion net reestimate obligation, FHA will receive a mandatory appropriation
using the permanent indefinite authority for reestimates provided under the Federal
Credit Reform Act of 1990—standing authority available to-all Federal loan programs.

If a mandatory appropriation is required, it will be presented in detail in FHA’s financial
statement for fiscal year 2013. The financial statement is typically published in early
November.
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Sen. Johnson

When you were asked to describe what happens when the Social Security trust funds
(the combined OAST and DI trust funds need to cash in Treasury bonds they hold
to pay for current benefits, you seemed to say bonds would be sold to the public.
Which entity would sell bonds to the public?

When trust fund holdings are redeemed to fund the payment of benefits, the Depariment
of the Treasury finances those benefits out of current revenues, or by borrowing from the
public.
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Sen. Johnson

Deseribe the transaction that takes place when the Social Security trust funds redeem
Treasury bonds: Which entity pays and which receives payment? If itis a government
entity that must pay, describe where the funding comes from.

When the Sccial Security trust funds redeem trust fund securities from the Department
of the Treasury, the Department of the Treasury credits the Social Security trust funds
with cash balances. The redemption of the securities is an intragovernmental transaction.
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Sen. Johnson

You seemed to refer several times to the Social Security trust funds selling bonds to
the public. Do you believe that the Social Security trust funds sell bonds?

The Social Security trust funds invest revenue in excess of benefit payments in Treasury
bonds. When the Social Security trust funds need to redeem those securities in order to
pay benefits, they redeem the securities from the Department of the Treasury, The Depart-
ment of the Treasury finances the redemption of securitics to pay benefits out of current
revenues or by borrowing from the public.
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Sen. Johnson

In the Analytical Perspectives section of President Obama's Fiscal Year 2010 budget,
the OMB described the Social Security trust funds in this way: "These balances are
available for future benefit payments and other trust fund expenditures, but only
in a bookkeeping sense. The holdings of the trust funds are not assets of the Govern-
ment as a whole that can be drawn down in the future to fund benefits. Instead, they
are claims on the Treasury.” It went on to write, "The existence of large trust fund
balances, therefore, does not, by itself, increase the Government's ability to pay be-
nefits. Put differently, these trust fund balances are assets of the program agencies
and corresponding liabilities of the Treasury, netting to zero for the Government as
a whole.” Do you agree with OMB’s assessment? Do you believe these statements
are true?

Trust fund balances represent the value of past surpluses of the trust funds that are reserved
for future payments from the funds. For Social Security, for example, the trust fund bal-
ances represent the value of past payroll taxes and other income in excess of past benefits.
These balances are committed toward the payment of future benefits for existing and future
beneficiaries.

The quoted statements. accurately deseribe the nature of trust fund balances from the
perspective of Treasury’s cash management. When a trust fund redeems its balances fo
pay benefits, the Treasury Department must finance those benefit payments in the same
way that it finances other Government payments—{rom current revenues or from borrow-
ing.
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Sen. Johnson

The above description by the OMB in President Obama's 2010 budget indicate that
the assets of the Social Security trust funds are liabilities of the Treasury, which is
to say debt that must be paid by American taxpayers. This would seem to differ in
no substantial way from any federal debt held by the public, which also must be paid
by the American taxpayers. What is your basis for distinguishing the two kinds of
debt in saying thatone is important for Budget Committee members to considerand
the other is not?

There is an important distinction between debt held by the public and debt held by the
trust fiinds in economic terms, because debt held by the public requires borrowing on the
capital markets, absorbing funds that could otherwise be invested in the private sector.

‘While the balances of the trust funds provide the program with authority to draw upon
the U.S. Treasury in later-years to make future payments to the public, issuing debt to the
trust funds does not have any of the credit market effects of borrowing from the public.
The issuance of debt to the trust funds is an internal transaction of the Government, is not
financed by private saving, and does not compete with the private sector for available
funds in the credit market. The assets provided to the trust fund are fully offset by the in-
creased liability of the Treasury to pay the claims, which will ultimately be covered by
the collection of revenues or by borrowing from the public,

The current interest earned by the trust funds on their Treasury securities does not need
to be financed by other resources. Iivcontrast, interest on debt held by the public contributes
to the tnified budget deficit and rmust be finarced through revenues or borrowing from
the public.

Some observers point to the debt held by trust funds as a measure of the future payments
to be made by these programs and therefore of future demands on the capital markets.
However, it is important to note that debt held by trust funds does not accurately represent
the actuarial present value of projected payments to beneficiaries. Those future paymients
are better captured by the prejections in the annual trustees’ reports.
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Carmen Reinhart and Ken Rogoff produced a seminal book, This Time Is Different,
showing that when gross debt approaches and exceeds 90% of GDP, growth is reduced
by 1 percentage point or more. On February 17, 2011, then Treasury Secretary
Geithner said the following: "It's an excellent study. And you eould say in some ways
what you summarize from it, understates the risks, because it's not just that govern-
ments or countries that live with very high debt-to-GDP ratios are consigned to
weaker growth. They're consigned to the damage that comes from periodic financial
erises as well.” Do you agree with this assessment?

I do agree that Reinhart and Rogoff’s research is valuable. They updated the research in
This Time is Different, most recently in a 2012 article, and other authors have published
related research. One needs to be careful not to exaggerate or distort the findings of this
research when we draw lessons fram if, and recognize that no one study is definitive or
infallible. Researchers in this field are quick to point out that a statistical association
between higher debt and lower growth is in itself not evidence that higher debt causes
lower growth. Nevertheless, this area of research suggests that we must not be complacent
about the high debt-to-GDP levels that resulted from the economic and financial erisis of
2008, and argues for a fiscal policy that reduces debt as share of the economy. The Pres-
ident's FY 2014 Budget proposal accomplishes that goal.

Reinhart and Rogoff made clear that their research does not support austerity. Their 2012
paper said that their research “should not be interpreted as a manifesto for rapid public
debt deleveraging exclusively via fiscal austerity in an environment of high unemploy-
ment.” The President’s Budget addresses the risks pointed about by economists such as
Reinhart and Rogoft, but without innecessary austerity measures that would cost the
economy jobs and sacrifice critical investments in areas such as education and infrastruc-
ture.
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The President’s Budget proposes a 56 percent total spending increase over the next
10 years. Mandatory spending alone will grow by 5.2 percent per year. Over the
samie period, OMB estimates that inflation will be about 2.2 percent per year. Do
you believe that 5.2 percent annual spending growth in mandatory programs is
sustainable?

The 2014 Budget includes reforms that strengthen Social Security and Medicare and
preserve our fundamental compact with America's seniors. Despite these cost saving re-
forms, demographics will continue to drive mandatory spending as the baby boom gener-
ation retires. Over the next two decades, over 30 million new people will participate in
Sacial Security and Medicare. Over the next 10 years, mandatory spending for programs
other than Social Security, Medicare, and Medicaid will fall as a share of GDP.

The most relevant metric for assessing fiscal sustainability is the path of the deficit and
the debt as a share of GDP. By proposing $1.8 trillion in additional deficit reduction,
bringing cumulative deficit reduction since January 2011 to more than $4 trillion, the
President’s Budget reduces the deficit below two percent of GDP by the end of the budget
window and brings down debt as a share of the economy.
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Total receipts under the President’s "adjusted baseline” in Table S-4 total $40.089
trillion over-the next ten years. Total receipts under the President’s Budget in Table
§-5 total $41.231 trillion over the next ten years. The difference between those two
figures is $1.142 trillion. Please provide me with a table that shows the specific rev-
enue policies that reconcile the difference between the two figures.

The Administration’s revenue proposals reduce the deficit and make the tax system fairer
by reducing tax benefits for higher-income taxpayers and eliminating a number of tax
loopholes, while providing support for job creation, incentives for investment in infrastruc-
ture, and help to families saving for retirement and paying for college and child care. The
Budget includes the President’s offer to Speaker Boehner during the fiscal ¢liff negotiations
that raises $580 billion from upper income tax provisions. The upper income tax provisions
include a limitation on the value of tax deductions and preferences for the highest-income
families and compliance with the Buffett rule so that the wealthiest American families
pay no less than 30 percent of their income in taxes. The offer also includes a switch to
the chained CPI for indexing tax provisions for inflation which generates $100 billion in
additional revenue.

In addition to the offer to Speaker Boehner, the Budget includes other revenue changes
and loophole closers to offset tax cuts and job creating initiatives and investments, which
account for $199 billien of the proposed tax increases and include proposed increases in
unemployment insurance-taxes and an increase in tobacco excise taxes. An additional $20
billion in increases is attributable to the Administration's proposals to increase employee
contributions to Federal defined benefit retirement plans. Finally, several of the mandatory
savings proposals include receipt effects which, on net, increase government receipts.
The specific tax increases, loophole closers, and reforms proposed by the Administration
ate summarized in the table below. Descriptions and estimates -of the receipt effect of
each proposal are presented in Chapter 14 of the Analytical Perspectives volume of the
FY 2014 Budget; estimates of the proposals are also prowded in Summary Table S-9 of
the main Budget volume.
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Effect of Revenue Proposals on Receipts
{in billions of dollars}

2014-23
Adjusted baseline receipts peneressneanener e . . 40,089
Tax simplification, incentives and relief:

Tax relief to create jobis and jumpstar growth 1. oo =32
Incentives for investment in infrastructure 1/........ 72
Tax cuts for families and individuals 1/.......... -24
Simplify the tax systemn 1/... 4
Trade initiative.............. SOOI - A
Total tax simplification, incentives and refief............ e 11

Tax increases, loophole closers and reforms:
Upper-InCome tax ProviSIONS . .. .ove oot vt srne s e e imemen s s neasnsos 583
Meadify estate and gift tax provisions 79
Reform treatment of financial industry institutions and products. ........ 83
Other revenue changes and l0ophole CIOSErS. ..ot . 189
Reduce the'tax gap and make reforms 17 78
UBEI FRES. ... is e vnmss s e s s e s e fiia s sk 11
OEr INBHVES.. ..ot ettt s s s ar s ceees 120
Total tax increases, loophole closers and reforms 1,131
MNet effect of revenue proposals on receipts 2h.....ccomsiscnnns 1.142
Policy receiDIS. . s crpressesssrmmersreyssrsssssasss . 41,231

1/ The provision affects both receipts and outiays; only the receipt effect is presented here.
2/ Total effect of the Administration's receipt proposals with cutlay effects presented as
though they were receipts. is as follows:

2014-23
Total tax simplification, incentives and refief...........ccociiiiiiciin, -89
Total tax increases, loophole closers and reforms 1,132

Net effect of revenue proposals (total budget effect) v . 1,043



120

Sen. Sessions

The President's Budget cuts defense discretionary spending by $120 billion, compared
to the initial Budget Control Act caps. Has the new national security strategy been
modified to accommuodate this reduction? Would it need to be?

The President’s Budget proposes a total of $5,996 billion in-national defense (050) function
discretionary budget authority over the FY 2014~ FY 2023 period. This is approximately
$120 billion, or two percent, less than current law would allow, assuming an extension
of the caps in current law to FY 2023. This reduction, along with a roughly equal reduction
in non-defense budget authority, is part of a balanced deficit reduction package that would
allow Congress to replace and repeal the much larger cutsto both defense and non-defense
programs requiréd under current law.

This Budget supports implementation of the defense strategy announced last year. The
senior leaders of the Department of Defense (DOD) were filly consulted in the develop-
ment of the Budget, and no reductions to the defense caps in current law are proposed
until FY 2017. That gives the Department time to carefully assess a variety of approaches
to accommeodate the reductions. DOD has begun a Strategic Choices and Management
Review to develop options to ensure that the Department is prepared to defend the Nation
and our strategic interests, whether a balanced deficit reduction proposal is enacted or the
deeper cuts associated with sequestration are atlowed to continue.
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The President’s Budget proposes an immediate $50 billion surface transportation
stimulus and $166 billion in additional stimulus, including an Infrastructure Bank
and billiens of dollars for high-speed rail. No state has been able to secure enough
funding to complete and operate high-speed rail in the U.S. In fact, Florida, Ohio,
and Wisconsin all rejected federal high-speed rail funds from the 2009 stimulus bill
because such projects were too costly. Are states better able to undertake such pro-
jects now? What is the federal share of high-speed rail projects assumed to be in the
President's budget?

The President first laid out his vision for high-speed rail in Amterica over four years ago
and since that time the High-Speed Intercity Passenger Rail {(HSIPR) has funded improve-
ments and upgrades in major corridors around the country, including the Northeast Cor-
ridor. To date the Federal Railroad Administration has obligated more than $10 billion
in grant funding provided by Congréss through the American Recovery and Reinvestment
Act of 2009 (ARRA) along with additional funding provided in FY 2010.

As.of the end of 2012, 27 individual projects were under construction or completed and
California is set to break ground this year. When grants were made available through the
HSIPR program, the Department of Transportation (DOT) received applications from 39
States and the District of Columbia totaling more than $75 billion. While States like
Florida, Ohio, and Wisconsin ultimately returned Federal funds, DOT received bipartisan
jetters submitted by delegations from 24 States seeking a portion of the $2.4 billion that
Florida returnied to the Department. The Administration proposes to include rail within
the broader surface transportation framework so. that projects to expand and improve rail
surface can proceed with greater certainty with regard to long-term funding:

Generally speaking, programs to expand rail service, such as High Speed Rail, assume
4n 80 percent Federal share and 4 20 percent non-Federal share.
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The President's Budget calls for an increase in funding for surface transportation
programs beyond the current surface transportation authorization (MAP-21, which
expires at the end of FY 2014) of $88.5 billion over 2015-2020 period. How much of
that amount will be devoted to highways? At the same time, the President’s Budget
also calls for the creation of an expanded Transportation Trust Fund to replace the
Highway Trust Fund, and would move several General Fund programs (inclading
Amtrak) to the new Trust Fund. The Transportation Trust Fund would also provide
dedicated funding for 2 National High-Performance Rail System, among other rail
programs, through a new Rail Account (in addition te the existing Highway and
Transif accounts). Can you provide a table that shows the allocations to the various
programs that will be covered by the proposed Transportation Trust Fund?

The 2014 Budget includes $469 billion in total transportation funding across the proposed
surface and rail reauthorization periods. Funding for the reauthorization proposals would
be derived from the Transportation Trust Fund. Funding for the two reautherizations is
distributed as follows:

(1) For rail, beginning in 2014, $40 billion 1s proposed over five years, an authorization
length in line with the Passenger Rail and Improvement Act (PRIIA).

(2) For other surface transportation programs, the budget reserves $429 billion over six
years beginning in 2015. The start of the authorization coincides with the expiration of
MAP-21. This amount covers baseline funding levels, including general fund transfers
to keep the transportation trust fund solvent, and includes programmatic increases for
highway, transit, highway safety, and multi-modal programs,

Bécause the rail proposal begins in the budget véar, the budget includes year-by-year
amounts over the reauthorization period. The surface transpertation funding is reserved
in an outyear allowance without modal splits.

Though this detail 1s not included in the outyear estimates due to the allowance; the Ad-
ministration envisions that allocations for surface transportation programs will generally
be consistent with the 2013 Budget proposal, when surface and rail were proposed for a
coneurrent six-year period; with the allocations preposed in the attached table.
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FY 2013 Surface yrization Proy
Average Annual Modal Allocations:

WMode Percentage Share
Highways (FHWAj 66%
Highway Safety (NHTSA, FMCSA) 2%
Transit (FTA) 23%
Rail (FRA) 9%

Totat 100%
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The President's budget proposes universal access to pre-kindergarten programs for
all four-year-clds, financed by new tobacco taxes- a tax increase of 94 cents per pack
(from $1.01 to $1.95). According to the Centers for Disease Control, tebacco usage
in the U.S. has been declining nearly 2 percent every year since 1965, so, other thing
being equal, tobacco taxes likely will not keep up with future costs of the new pre-
kindergarten programs. Do you think it is smart to initiate a new entitlement program
- that will grow larger over time - but pay for it with a declining revenue source?
Would the administration advocate scaling back the new spending if the new taxes
did not keep pace with spending growth?

The President’s pre-kindergarten proposal, Preschool for All, is a financial incentive to
States to provide access to high-quality preschool to all children, not an entitlement that
will grow over time. The program establishes Federal-State cost-sharing partnerships to
provide all low- and moderate-income four-year-olds with high-quality, publicly-funded
preschool. The ten-year Federal cost of the program is fully paid for through new tobaceo
taxes, which also would result in 230,000 fewer youths smoking. Funding for Preschos!
for All is based on a mode! where the Federal government would assume a significant
share of the program costs in the first years of the program with states gradually assuming
mote tesponsibility over time. For example, in the first year of the program, Federal funds
would support approximately 90 percent of the cost in a typical State and this funding
would decrease to approximately 25 percent of the cost in the tenth year. Under this pro-
gram, the Federal government provides eritical support for the creation and expansion of
State preschool while encouraging states to eventually incorporate preschool into their
K-12 education system. This model ensures the Federal cost does not exceed declining
tobacco tax revenue.
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In the prepared testimony, you applaud the creation of 6.5 million new jobs since
the Great Recession ended, but in that time nearly the same number of individuals
- 5.5 million people - have left the workforce. Many of those folks now receive (some
simultaneously) federally-funded food stamps, federally-funded unemployment in-
surance, federally-funded disability insurance, and federally-funded health care. As
previous testimony in this committee has shown, many of these people are trapped
by federal policies that discourage work and perpetuate poverty. How does the
President's Budget change these federal programs to incentivize financial independ-
ence?

The programs you miention provide a eritical safety net to those who have lost their jobs
or are unable to work, and the Admiinistration is committed to making sure they are
avatlable for those who need them. At the same time, the President’s Budget builds on
the significant progress made-over the last four years te create ladders of opportunity into
the middleclass, The President’s 2014 Budget contains a variety of initiatives and reforms
designed to help unemployed Americans find jobs more quickly. Specifically, the Budget
includes:

» A $4 billion Reemployment NOW proposal, which incorporates a number of reforms
to help UT claimants and other long-term unemployed individuals get back to work
more quickly.

* $25 million to facilitate State take-up 6f the demonstration authority that was included
in the Middle Class Tax Relief'and Job Creation Act of 2012, to help States test new
and better strategies for getting Ul beneficiaries back to work.

# $30 million for reemployment services targeted at Ul claimants who are identified
as most likely to-exhaust their benefits.

* A reformed Universal Displaced Workers program to provide a core set of support
and reemployment services to all workers who lose their jobs,

In addition, the Budget includes reforms to ensure that these programs provide benefits
only to those who are eligible. The Budget includes additional funding for:

» Medical eligibility reviews for Social Security Disability Insurance. While most
Disability Insurance beueficiaries have permanent disabilities, these reviews ensure
that those who do medically improve and are able to work feave the program. The
Budget proposes to fund a historic number of medical eligibility reviews to make
certain that only those who remain eligible for benefits continue to receive them.

+ Unemployment Insurance Reemployment and Eligibility Assessments (REAs), a
proven strategy whereby States review-the continued eligibility of UT claimants and
refer them to additional reemployment services. The Budget’s proposed investment
of $80 million is expected to provide benefit savings of $315 million.

The Budget also includes a legislative proposal to reduce an individual’s Social Security
Disability Insurance benefit in any month in which the person also receives unemployment
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benefits. This proposal would eliminate duplicative payments for the same period out of
the workforce, while still providing a base level of income support.

The Administration also strongly supports changes to ensure that hard work leads to a
decent living. The President has long championed the Eamed Income Tax Credit (EITC),
enacting substantial expansions as part of the Recovery Act, which were subsequently
extended. The EITC reduces paverty by encouraging work and supplementing the wages
of low-income workers, The EITC is particularly effective at increasing the work and
earnings of fernale-headed families. By boosting employment among single mothers, the
EITC also reduces the number of families that receive cash welfare assistance. The Budget
proposes to permanently extend recent EITC and Child Tax Credit expansions. The
President has also called for an increase in the minimum wage to $9 per hour, which
would raise wages for 15 million wage eamers. Along with refundable tax credits, this
would ensure thata minimum wage earner with children no longer falls below the poverty
lige.
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Under current law, Social Security benefits would be redueed 25 percent by 2034.
If chained CPI were implemented as envisioned in the President's Budget, in what
year wounld a reduction in benefits staxt?

The Social Seeurity actuaries estimate that adopting the chained CPI immediately would
extend the ability of the Social Security trust funds to make full scheduled benefit paymetits
by about two years. Building in protections for the elderly and long-term disabled would
likely reduce that estimate.
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The President's Budget again proposes placing caps on Overseas Contingency Oper-
ations. In the absence of caps, wounld funding for Overseas Contingency Operations
decrease on its own due to the realities on the ground in Afghanistan and policy de-
cisions already in place? Are there other options available to the Congress to reduce
spending beyond the preposed caps if Congress believed national security was at
risk?

The Budget proposes a $450 billion multi-year cap, from FY 2013 to FY 2021, on Gov-
ernment-wide Overseas Contingency Operations {OCO) funding. This proposal generates
an estimated $675 billion in deficit savings relative to OMB’s adjusted baseline,

This Administration brought a responsible end to the war in Iraq, with all American forees
out by December 2011. We are steadily drawing down our presence in Afghanistan, as
well. The President announced in this year’s State of the Unien address that we will bring
half our 68,000 troops in Afghanistan home within one year. By the end of calendar year
2014, our war in Afghanistan will be over. As a result of these policies, war spending has
begun to decline.

We expect that OCO funding will continue to decline over the next few years, and capping
OCO funding will ensure that the OCQ budget cannot be used to evade the discipline re-
quired by the Budget Control Act in other parts of the discretionary budget.

As required by law, the Congressional Budget Office (CBO) estimate of the baseline de-
ficit assaumes that we will be spending as much as we are today on OCO for years into
the future. OMB’s adjusted baseline makes a similar assumption. In reality, responsibly
ending the war in Afghanistan in 2014 and capping OCO will mean that we spend much
less, and the projected deficit will come down as 4 result.

In case of a national emergency requiring OCO funding above the proposed cap. level,
Congress could designate such funding as an emergency requirement. This is also the
case with regular discretionary funding subject to caps under current law.
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The Administration claims that most of the tax increases in the President's Budget
fall on upperincome taxpayers. However, adopting the chained CPI-U would affect
taxes paid by taxpayers in lower tax brackets as well, such as taxpayers that are now
on the edge between the 10 and 135, 15 and 25, and 25 and 28 percent tax brackets.
These tax brackets are those that contain the middle income taxpaying households.
How many of these middle income taxpayers will face tax increases under the Ad-
ministration's budget plan?

No middle mcome taxpayers will face tax rate increases. When tax brackets are indexed
to inflation, tax rates stay constant for taxpayers of any given real income level. The
chained CPI proposal would use an altemative measure of inflation to index tax brackets,
and therefore make it more certain that tax rates would stay the same for sach real income
level.
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During the hearing, you spoke of a list of programs that would be affected by the
President's chained CPI proposal. Could OMB provide a list of those programs, as
well as programs that currently receive an inflation adjustment that would not be
covered by the President’s proposal?

In the interest of achieving a bipartisan deficit reduction agreement, the Budget proposes
to use'the chained CPI to compute cost-of-living adjustments i1 major Federal programs,
such as Social Security and federal employee retirement, as well as the tax code. However,
this change must be paired with protections for the ¢lderly and those who rely on Social
Security for long periods of time and it would not be applied to any means-tested programs,
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Under the President's proposal, interest payments mere than triple from $220 billion
today to $760 billion in 2023. These payments go to foreign and domestic creditors
to pay for our growing national debt. Will higher interest payments in the future
prevent the government from fully funding woithwhile goals like defense? Does in-
terest on the debt pose a risk to this country's fiseal future?

We all agree that we must take steps fo put our country on a sustainable fiscal path, That
is why the President has proposed an.additional $1.8 trillion in deficit reduction, bringing
our deficit below 2 percent of GDP and putting debt as a share of the economy on a de-
clining path. Including previously enacted deficit reduction, this will lower interest pay-
ments over the next decade by almost $700 billien.

Under our projections, interest payments do rise from where they are today—in large part
because we expect interest rates to eventually increase from their historic lows as the
economy continues to recover. The President’s plan takes this inte account and puts the
budget on a sustainable path. To be clear—we need to take action, and the President has
a plan to do so.
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As OMB Director, you are the Administration official responsible for submitting
legislation tg Congress in response to Medicare funding warnings issued by the
program's trustees. Last year (2012) was the sixth consecutive year that the trustees
were required to issue a Medicare funding warning. The Administration has never
submitted legislation in response to these warnings. Will the Administration submit
Medicare legislation to Congress this yvear? If not, why not?

The Administration takes very seriously both Medicare costs and the program’s financing
gap and has worked relentlessly to enact legislation that strengthens the program’s benefits
and financing for seniors, The President’s FY 2014 Budget proposes specific actions to
strengthen Medicare that would produce roughly $370 billion in Medicare savings over
the next decade and would extend the program’s solvency about four years by promoting
high-quality, efficient care, while encouraging beneficiaries to seek high-value services.

Moreover, the most recent Medicare Trustees Report shows that the funding warning
threshold was last exceeded in 2012, and not during any other subsequent year during the
applicable 2012-2018 time frame. Therefore, legistation is notnecessary to bring general
revenue financing below the funding warning thresheld for 2013 through the remainder
of the seven-year funding warning window.

Additionally, as noted in prior years during this Administration as well as during the
previous Administration, the Executive Branch considers the provision requiring the
submission of legislation in response to the Medicare funding warning to be advisory and
not binding, in accordance with the Recommendations Clause of the Constitution.
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The President's Budget proposal calls for increasing receipts from offshore and on-
shore oil aud gas development by $2.5 billion over 10 years through royalty reform,
encouraging development of existing leases, and improved revenue collection. How
many additional {(fewer) barrels of oil and cubic feet of natural gas are estimated to
be produced if the President's proposals are enacted? What percentage increase
{decrease) in production does that represent? What general geographic regions
represent the bulk of this increase (decrease)? What proportion of the increase (de-
crease) comes from offshore production in federal waters and from onshore produc-
tion on Federal lands?

The Budget includes a package of legislative and administrative reforms to improve the
management of Federal oif and gas resources both onshore and offshore. These reforms
serve three purposes:

(1) improving the return to taxpayers from development of publicly-owned oil and gas
TESOUICes,;

(2) encouraging diligent development of both new and existing oil and gas leases; and
(3) streamlining revenue collection processes.

Collectively, these reforms will generate roughly $2.5 billion i net revenue to the
Treasury over 10 years, of which about $1.7 billion would result from statutory changes.
Many States will also benefit frorn higher Federal revenue sharing payments. The details
of some reforms are still under development, so it is tooearly to estimate the net agpregate
rmpact of these reforms on Federal oil and gas production or speeulate on impacts by
geographic region. However, in total, these reforms are not expected to have a significant
negative impact on gear-term production, and the impact may ultimately be positive.

It is wiorth noting that the FY 2014 Budget also includes permitting reforms and increased
resources for Department of the Interior agencies to support the responsible developirient
of our Federal oil and gas resources: The Budget provides robust suppott for onshore energy
permitting and oversight on Federal lands, with a more than 20 percent increase over the
2012 enacted level in total discretionary funding for the oil and gas program of the Bureau
of Land Management (BLM). We are also proposing an extended and revamped BLM
permitting pilot office authority and we continus to implement administrative changes
that will facilitate improved responsiveness to industry permit requests,

The Budget propoeses $169 million and $222 million, respectively, to fund the Bureau of
Ocean Energy Managementand Bureau of Safety and Environmental Enforeement, which
share responsibility for overseeing development of il and gas resources on the Outer
Continental Shelf (OCS). The current OCS five-year leasing program will make more
than 75 percent of estimated undiscovered technically recoverable oil and gas resources
on the OCS available for development.
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The President's Budget calls for an Energy Security Trust, provided $200 million
annually. Is this increase in spending tied to receipts from new production from
federal onshore or offshore areas? The Trust is intended to "transition our cars and
trucks off of oil.” In what form will this money be spent {e.g., on advanced research
at DOE facilities)? What technologies are expected to receive funding through this
program? What will be the level of market penetration achieved by cars and trucks
not powered by oil in 10 years without the Energy Security Trust? In 20 vears? What
will he the level of market penetration achieved with the Energy Security Trust in
place in 10 years? In 20 years?

The Administration is calling on Congress to establish an Energy Security Trust, setting
aside §2 billion over 10 years (or $200 miillion annually) that would support breakthrough
research into a range of cost-cffective technologies like advanced vehicles that run on
electricity, homegrown biofuels, fuel cells, and domestically produced natural gas. The
mandatory funds would be set aside from royalty revenues generated by oil and gas devel-
opment in Federal waters of the Outer Continental Shelf (OCS), already included in the
Administration’s five year plan. The Energy Security Trust would be administered by the
Department of Energy (DOE), supplementing DOE programs funded on an annual basis
with diseretionary appropriations. This R&D investment would accelerate cost reduction
and improve performance, presenting consumers with cleaner transportation alternatives
and enabling increased market peretration within the next 10 to 20 years.

The intent of this Trust is to support efforts to reduce our reliance on oil. In furtherance
of that objective, it will support the highest-priority research designed to accelerate the
transformation of our fransportation system from one that relies nearly exclusively on oil
te one in which alternative fuels play an increasingly important tole. We expect that it
will fund R&D in support of alternative fuel vehicles; such as advanced battery chemistries
for electric vehicles; stronger, lighter, and cheaper containers for compressed natural gas;
and advanced liquid biofuels. It also could support limited deployment related R&D in
areas where such support could help facilitate the adoption of vehicles that do not use oil.

The Energy Security Trust will continug to increase momentum towards a cleaner, more
efficient flget that is good for consumers, increases energy security, and cuts carbon pol-
tution. And it will help sét us-ona course to meet the President’s goal to cut net oil imports
in half by the end of the decade, relative to 2008 levels.
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The President’s Budget calls for increasing the receipts that fund the inland water-
ways trust fund by $1.1 billion over 10 years. Under the President's proposal, when
dees the Army Corps of Engineers estimate the Olmsted Lock and Dam will be
completed and no longer consume resources from the inland waterways trust fund?

Olmsted Locks and Dam would replace two aging dams on a key segment of the inland
waterways on the Ohio River, near the point where it flows into the Mississippi. For the
Army Corps of Engineers (Corps) civil works program, this project is a high priority.

The Corps is in the process of developing a revised detailed schedule for completing this
project. Under the President’s legistative propesal and the -current Corps construction
schedule:

« the Olmsted Locks and Dam would become operational in FY 2019, based on the
minimal project features required for the dam to safely hold the pool and pass com-
mercial tows and barges through the new locks;

= the Corps would complete the other physical work associated with the dam contract
in FY 2020, including contractor de-mobilization and equipment salvage; and

» the Cotps would complete the remainder of the project in FY 2023, including work
on miscellancous other facilities (e.g., buildings and grounds), permanent operating
equipment, river dikes, and the demolition of Locks and Dams 52 and 53.

Due to the low level of receipts now in the inland waterways trust fund, the ongoing cost
of the Olmsted Locks and Dam project accounts for roughly 66 percent ($163 miltion)
of the total Corps budget authority proposed for inland waterways capital investments in
FY 2014, and roughly 87 percent ($81.5 million) of the amount financed through this
trust fund.

The Administration recognizes the need for additional capital nvestment on the inland
waterways. The President’s legislative proposal is an equitable way to finance the non-
Federal share of this investment, which is the responsibility of the commercial users of
these waterways under current law. The proposal would create a workable balance of
funds in the inland waterways trust fund, based on an assesstaent of the likely capital in-
vestirient nigeds. With the additional revenue collected from the users and matching funds
from the general fund, the Corps would be able to complete the Olmsted Locks and Dam
project sooner, without consuming such a large percentage of the receipts in this trust
fund, and would therefore be able to undertake and complete other inland waterways
capital investments sooner as well.
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The President’s Budget calls for a strategic review of the Tennessee Valley Authority, poten-
tially including divestiture. Will the President keep Members of Congress from states serviced
by the Tennessee Valley Authority informed at the start of the strategic review, during the
review, and at the conclusion of the review? Will the President commit to seeking Congres-
sional input during the strategic review? What factors will govern the Administration's
consideration of this issue? Does the Administration expect to make a determination for
proposal to Congress? If so, when?

The Administration’s primary consideration is how to best position TVA to address its
capital financing constraints within the cwrrent fiscal environment. The possible TVA
divestiture option referenced in the President’s Budget was not intended to suggest a
specific course of action but rather to provide a basis for discussion. The Administration
will evaluate various options for addressing this issue, including potentially some of those
outlined in the September20] 1 TVA Office of Inspector General’s (O1G) report entitled
“History, Status, and Alternatives: TVA Financial Flexibility.”

Administration officials will work with TVA over the next few months to develop a plan
for the review which will address its finanicing issues to meet future capacity needs, fulfill
its environmental responsibilities, and modernize its aging generation systern. The review
will include discussions with appropriate stakeholders, including the Congress, customers,
Staté and local governments, and employees, contractors and labor organizations to ensure
that all issues are taken into consideration—including electricity prices, environmental
obligations, employment issues, and the safe and reliable delivery of electricity.

Should the Administration determine actions which require legislative changes may be
appropriate, the Administration will work with the Congress on them.
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Sen. Sessions

The President's Budget proposal calls for savings of nearly $38 billion in a new Farm
Bill, including reductions in Crop Insurance of nearly $12 billion. $7.4 billion of this
is would come from lower premium support rates. How many farmers do you estimate
will forego crop insurance under your proposal? How many will seek lower levels
of coverage? If these reductions have minimal impact on farmers’ coverage decisions,
at what reduction level would you expect to see more than negligible impact?

The Administration does not currently have an estimate of how much the government
paid premium would have to decrease before farmers would leave the crop insurance
program. However, the reduction would have to be largerand more broadly applied before
farmers would be likely to forego crop insurance,

The Administration assiunes that no farmers currently participating will forego crop in-
sutance because of the Budget proposal.

The savings estimate reflects a change in growers’ insurance coverage choices based on
the decrease in government subsidy. The Budget assumes that 2 small proportion of
growers (from 2 percent to 5 percent of policies) would opt out of buy-up crop insurance
program, especially those who purchased the lowest levels of coverage. These farmers
are expected to participate in catastrophic (CAT) coverage, for which the premium would
continue to be subsidized at 100 percent of the premium. Within the buy-up coverage,
the Budget assumes that a larger portion of growers would drop a coverage level or so,
depending on the degree to which the decrease in subsidy intreased out-of-pocket costs.
Current estimates are that the effect on the out-of-pocket cost per farmer will average
12.5 percent or about $500 annually.
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Sen. Sessions

The President's Budget calls for increasing the Department of Energy's Budget by
$1.7 billion over FY 2012 levels. At the same time, it calls for reducing spending on
coal research and development by miere than $80 million, a cut of nearly 25 percent.
Does the President have an estimate on when carbon capture technology will be
commercially available? What impact will this reduction in spending have on that
when that milestone will cecur?

The President’s Budget is consistent with the Administration’s plan, as outlined in The
Reéport of the Interagency Task Force on Carbon Capture and Storage, to overceie the
barriers to the widespread, cost-effective-deployment of carbon capture and storage (CCS)
with a goal of bringing 5 to 10 commercial demonstration projects online by 2016. With
over $4 billion of support from prior year appropriations and the American Reinvestment
and Recovery Act, the Department of Energy is managing a portfolio of eight commercial-
scale demonstration projects that are progreéssing toward meeting this goal. In fact, one
ofthese prajects is already operating while two more are under construction. These projects
will demonstrate a range of currently available CCS technologies integrated at scale with
power plants and industrial facilities. The research and development activities in the
President’s Budget focus on second generation CCS technologies--those that are not
currently in commercial application at any scale or level of integration, but have potential
to tmprove the efficiency or reliability of CCS processes.

As stated in The Report of the Interagency Tusk Force on Carbon Capture and Storage,
there are no insurmountable technological, legal, institutional, or other barriers that prevent
CCS from playing & role it reducing greenhouse gas (GHG) emissions. The technologies
exist and the President’s Budget continues to invest in improving their perfermance and
reliability. However, widespread, cost-effective deployment of CCS will occur only when
driven by a policy designed to reduce GHG emissions. Ultimately, comprehignsive energy
and climate legislation will provide the targest incentive for CCS deployment as an option
for climate change mitigation, because it will create a stable, long-term, market-based
framework to channel private investment into low-carbon technologies.
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Sen, Sessions

Recently, acting EPA Administrator Bob Perciasepe indicated that EPA’s FY 2014
appropriations would fund an effort to curb greenhouse gases from existing coal-
fired power plants. 1, Does the President's Budget envision the incremental shutdown
of more than 5% of the nation's coal-fired power plants that are currently not slated
for closure as a result of this rule? 10%? 2. How much of EPA’s budget will be ded-
icated to all stages of development and promulgation of this rule? Does that estimate
include funding for performing economy-wide modeling of the rule?

EPA will continiue to collaborate with Federal and State agencies, the private sector, and
other stakeholders, to explore cost-effective strategies to reduce greenhouse gas emissions.
As such, the Budget requests an increase of $2 million to support climate-related emissions
reduction efforts in the stationary source program. In FY 2014 EPA will work to address
whether New Source Performance Standards for new and existing sources of greenhouse
gases are warranted. The additional resources will improve the agency’s ability to perform
analyses of prioritized sectors, including power plants.
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Sen. Sessions

During testimony, you asserted that debt held by the public relative te Gross Domestic
Product (GDP)-not gross debt, which includes the bonds held by the Social Security
trust funds-was the "relevant” measure of our indebtedness. When asked why the
debt held by the Social Security trust funds was not relevant, you responded that
the federal government would simply "sell the trust funds ' bonds to the public,”
therefore debt held by the public relative to GDP was still the best measure. However,
neither the Social Security Administration nor the US Treasury are permitted to
sell the bonds held by the trust funds to the public, By law, these bonds are non-
marketable (see section 201(d) of the Social Security Act). Therefore, vour statement
that the federal government would simply "sell the trust funds' bonds to the public"
appears to be incorrect. Moreover, it seems fiscally irresponsible tp ignore the debt
burden impaosed by the Social Security trest funds. Treasury's obligations to Social
Security will have to be inanced with higher taxes or new (marketable) debt-a fact
conceded by the Clinton Administration: “These [trust fund] balances are available
to finance future benefit payments and other trust fund expenditures-but only in a
bookkeeping sense. Unlike the assets of private pension plans, they do not consist of
real economic assets that can be drawn down in the future to fund benefits. Instead,
they are claims on the Treasury that, when redeemed, will have to be financed by
raising taxes, borrowing from the public, or reducing benefits or other expenditures.
The existence of large trust fund balances, therefore, does not, by itself, make it
easier for the Government to pay benefits.” (Fiscal Year 1999 Budget of the United
States Government, Analytical Perspectives, p. 328.) The bonds issued to the Social
Security trust funds alse count towards the debt ceiling. During the debt crisis of
2011 , obligations held by the trust funds eomprised over 30 percent of the debt
subject to limit. Between 1997 and 2002, the federal government raised the debt
limit twice even though debt held by the public was declining. It seeins clear, the
debtissued to the Social Security trust funds, and hence gross federal debt, is certainly
not irrelevant. Given this, how do you justify the Administration's position that gross
debt relative to GDP, which includes debt held by the Social Security trust funds, is
not a superlative measure of our nation's indebtedness? How do you explain to the
US taxpayers who will bave to finance our gross debt that debt held by the public
relative to GDP (which excludes the promises to Social Security), is "the best meas-
ure' of our debt burden?

Debt held by the public is more important than gross Federal debt in economic terms,
because debt held by the public requires borrowing on the capital markets, absorbing
funds that could otherwise be invested in the private sector,

While the balances of the trust funds provide the fund with authority to draw upon the
1.3, Treasury in later years to make future payments to the public, issuing debt to Gov-
emment accounts does not have any of the credit market effects of borrowing from the
public. The issuance of debt te Government accounts is an internal transaction of the
Government, is not financed by private saving, and does not compete with the private
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sector foravailable funds in the credit market. The assets provided to the account are fully
offset by the increased liability of the Treasury to pay the claims, which will ultimately
be covered by the collection of revenues or by borrowing.

The current interest earned by the Government account on its Treasury securities does
notneed to be financed by other resources. In contrast, interest on debt held by the public
coniributes to the unified Budget deficit and must be financed through revenues or bor-
rowing.

Some-observers point to the debt held by trust funds as a measure of the future payments
to be made by these programs and therefore of future demands on the capital markets.
However, it is important tonote that debt held by trust funds does not accurately represent
the actuarial present value of projected payments to beneficiaries. Those future payments
are better captured by the projections in the annual frustees’ reports.
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Sen. Warner

The GPRA Modernization Act required OMB and the agencies to develop an invent-
ory of federal programs - can you fell us when we can expect that inventory and
what will it include?

Over the past year, OMB has worked with agencies to develop a comprehensive list of
government programs; as required by the GPRA Modernization Act, The initial list of
programs for the major agencies will be available online at the end of May. The initial
inventory will describe each program and show how it supporis the agency’s strategic
goals and objectives, and show three years of funding at a summary level. Once thisinitial
inventory is established, and we have collected feedback, we plan to continue to build
out additional information in the coming year. We lock forward to hearing feedback on
the initial inventory as we continue to improve this effort over time.
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Sen. Warner

OMB expanded the performance.gov website last year to include quarterly perform-
ance updates for the priority goals across government, but unfortunately, the website
developed is difficult to navigate and the data is not presented in a consistent way
with trend data for all the goals. What are your plans to improve this website to
make it easier for Congress and the taxpayers to track the performance of our gov-
ernment? Do you have plans for a citizen scorecard/report card to comumunicate the
results on key priorities?

OMB is continuously improving Performance.gov to provide a clear, concise picture of
Federal performance—both on mission-criented goals and government-wide management
priorities—and meet the requirements of the GPRA Modernization Act. OMB’s first pri-
ority has been to develop the capacity to collect the information from Federal agencies
required by the Act and present this information in a useful way on Performance.gov. In
December 2012, Performance.gov was updated fo provide the public with the first-ever
quarterly performance reporting on Priority Goals. For each Priority Goal, users can see
the Goal Leader, progress summary, key performarnce indicators, major milestones, and
contributing programs. In total, agencies have identified 241 guantitative performance
indicators, which are displayed in graphs to allow an easy view of the trends; in other
cases milestones may be more appropriate. For the first time, agencies are reporting results
for most of their indicators on a quarterly basis, not just through annual reports.

As you mention, work remains to be done. This includes the addition of new content to
fulfill the requirements of the Act, as well as enhancements to the site to improve usability.
OMB is working closely with GS#A, agencies and the Performance Improvement Council
(PIC) to further develop Performance.gov, including refining the presentation and
streamlining the back-end data collection capabilities. Constraints on available funding
and agency capacity, and the need to learn what works before we scale up government-
wide, have necessitated a phased development path. We've requested additional funds in
the FY2014 budget to enhance Performance.gov, including adding miore citizen-focused
presentations. Within resource and capacity constraints, we will continue to develop
Performance.gov to provide miore useful and timely performarice information.
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OPENING STATEMENT OF CHAIRMAN MURRAY

Chairman MURRAY. This hearing will come to order, and I want
to thank all of my colleagues, and in particular our Ranking Mem-
ber Senator Sessions, for joining me today, as well as all the mem-
bers of the public who are watching, whether it is here in person
or from home.

Before we begin, I do just want to take a quick moment to ex-
press my dismay and heartache at the tragedy that took place at
the Boston Marathon yesterday. Secretary Lew, I know you have
a strong connection to Boston. And I know I join with all of our col-
leagues here, and all Americans, in saying that my thoughts are
with the athletes and the spectators, their families, and everyone
who has been impacted from around the world. And I echo Presi-
dent Obama, who said last night that all Americans stand with the
people of Boston, and that we will bring those people responsible
to justice.

We are here today to continue our discussion of the President’s
fiscal year 2014 budget proposal and, particularly, its approach to
reducing the deficit through a combination of spending cuts and
new revenue from those who can most afford it.

Secretary Lew, it is nice to welcome you back to this Committee
in your new role as Secretary of the Treasury, and congratulations
and thank you so much for your doing that and for appearing, of
course, before us today, and for all of your work, really, to help
strengthen our economy and our middle class.

As we all know, yesterday was Tax Day. Americans across the
country sat down at their kitchen tables or at a computer and filled
out a lot of complicated forms. It is a common experience but, un-
fortunately, one that some workers and families experience very
differently than others. This year, for example, it will be very pos-
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sible for a hedge fund manager to pay a lower tax rate on his in-
come than a soldier or a police officer or a teacher.

Taxpayers will subsidize millionaires more when they purchase
a second home or a yacht than they will middle-class families who
are purchasing their very first home. American families will con-
tinue to subsidize billions of dollars in tax incentives for companies
reporting record-breaking profits. And the complicated forms that
I just mentioned, a lot of that complication is due to tax expendi-
tures, which a member of President George W. Bush’s Council of
Economic Advisers called “spending in disguise.”

The majority of these tax expenditures, about 70 percent of them,
are structured so they are more valuable as your income increases.
In 2012, middle-class families received an average benefit from tax
expenditures of about $3,500. But the top 1 percent of income earn-
ers received an average benefit of nearly $250,000. In other words,
the less you needed, the more you got.

And tax expenditures are estimated to cost us $1.3 trillion this
year. We have heard testimony in this Committee that too many
of those expenditures are not doing much to support our economy,
although they have helped to drive the effective tax rates of the
wealthiest Americans to historic lows.

At a time when we are looking for savings everywhere to address
our debt and deficit, finding ways to both make our tax code fairer
and help reduce our deficit makes sense. And addressing tax ear-
marks for special interests, like tax subsidies for the fossil fuel in-
dustry and the special tax rates applicable to hedge fund managers’
income, should be at the top of our list. We should also address the
tens of billions of dollars lost each year to offshore tax abuse and
the nearly $400 billion the IRS has told us we lose each year to
the tax gap.

These are the kinds of goals a bipartisan budget deal could ac-
complish, which is one of the reasons why it is so important that
we take advantage of the opportunity we have right now.

The Senate has passed our budget, the House has passed their
budget, and the President weighed in with a bipartisan path for-
ward, and now we need to do everything we can to get to a bal-
anced and fair agreement. And an essential part of any agreement
will be asking the wealthiest Americans and biggest corporations
to pay their fair share.

That is why I am pleased the President’s budget proposal main-
tains the key principle in the Senate budget, which is supported by
bipartisan groups and the vast majority of the American people: we
need to tackle our deficits and debt in a balanced way, with a mix
of spending cuts and new revenue from those who can afford it
most.

If the Senate budget were enacted, 64 percent of total deficit re-
duction since the original Simpson-Bowles report would come from
spending cuts—64 percent—14 percent would come from rate in-
creases on the wealthiest, and 22 percent would come from new
revenue raised by closing tax loopholes and cutting wasteful spend-
ing in the Tax Code that benefit the wealthiest Americans and big-
gest corporations.

The ratios under the President’s compromise proposal would be
slightly different, but the fact that it includes a mix of spending
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cuts and new revenue reflects the principles of balance and fairness
that the vast majority of Americans support.

It is disappointing that, given the clear need for fairness in our
tax code and the need for a balanced approach to deficit reduction,
the budget passed in the House last month represents the opposite
values and principles. The House budget doubles down on pro-
tecting tax cuts for the wealthiest Americans.

According to the Center on Budget and Policy Priorities, to avoid
increasing the deficit while achieving its tax reform goals, the
House budget would provide filers with incomes of $1 million or
more an average net tax cut of $245,000, while families with chil-
dren who make less than $200,000 would see their taxes increase
by $3,000 on average.

The House budget pursues an extreme, cuts-only approach,
slashing our investments in education and infrastructure and re-
search that help ensure our country can create good middle-class
jobs in the future. All in all, the House budget is an extreme plan
that makes it harder for the middle class, and those aiming to
reach the middle class, to get ahead.

It just will not work for American families or for our economy
and it certainly does not suggest the willingness to compromise, or
work across the aisle, that we will need to see from Republicans
in the next few months.

We have reached a unique point in the last 2 years of discussions
about our country’s economic and fiscal future, one that both
Democrats and Republicans have pursued. We have the oppor-
tunity now to go to conference through regular order, debate our
different approaches, and hopefully come to a fair, bipartisan deal.

This process, which I would think my Republican colleagues
would want to begin as soon as possible, will require tough choices
on both sides. Democrats have consistently shown we are willing
to do so, and now it is up to Republicans to join us at the table
ready to compromise.

Secretary Lew, as you know from your history of bipartisan
budget deals, including the year-end deal to avert the fiscal cliff,
revenue will have to be a focal point of our debate and any solu-
tion.

Republican leaders, who are seemingly rejecting any effort at
compromise, will need to put our families and our economy above
partisan ideology. This should be doable, especially because some
leading voices in the Republican Party have expressed a willing-
ness to look at new revenue.

Speaker Boehner himself has proposed raising $800 billion in
deficit reduction by closing special interest loopholes and deduc-
tions, likely including many of the ones I just talked about. In the
House budget, Chairman Ryan’s tax plan implicitly assumes he can
find $5.7 trillion in savings from our Tax Code. He, of course, puts
every dollar of these savings to rate reduction and puts nothing to-
ward addressing our debt and deficit.

But the majority of the Senate has made it clear that when it
comes to eliminating spending in the Tax Code or moving forward
with tax reform, we must identify savings to address our debt and
our deficit. Doing so would be consistent with the approach sup-
ported by the vast majority of Americans and with bipartisan rec-
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ommendations and would help us reach the fair and comprehensive
agreement that American families and businesses deserve.

I hope that our hearing today can be a productive part of this
conversation, and I want to again thank everyone for being here.
Secretary Lew, I look forward to hearing more from you about the
President’s proposal today and why new revenue from the wealthi-
est has to be part of any fair and responsible budget plan.

With that, I will turn it over to Senator Sessions for his opening
remarks.

OPENING STATEMENT OF SENATOR SESSIONS

Senator SESSIONS. Thank you, Madam Chairman. The budget of
the United States is indisputably in terrible shape, and we remain
on an unsustainable path.

I would note, however, in defense of the House budget, that it
balances in 10 years. It does not just use the word “balance.” Its
revenue equals its outflow. That is what a real balance means, al-
though we are in “Through the Looking Glass” sometimes in this
place, and we do not understand what a balanced budget is.

It is a balanced budget, and it allows spending to increase 3.4
percent each year. That is the kind of budget we ought to be doing
here, not another one that increases taxes but increases spending
almost as much.

The President has now sent us his budget. It came after the Sen-
ate and House had passed their budgets. But we do have—Madam
Chairman, you mentioned tax expenditures, but I do recall so viv-
idly the witness you called, a Democratic witness who told us there
are tax expenditures, deductions that can be eliminated and loop-
holes that can be confronted in corporate tax policy, but that all of
that should be utilized to reduce our rates because we have the
highest corporate tax rate in the world, and we should be using
that to reduce the corporate rate rather than increasing spending,
and that is the view shared by the Democratic Chairman of the Fi-
nance Committee, Max Baucus, also.

I have examined this budget. I did not really intend to talk about
it too much, but you have talked about, and I know Mr. Lew will
talk about it also. We have disagreed over these things before, and
I do not really want to prolong it. But I do think it is important
that I share a few thoughts about it.

The President says this budget raises taxes $580 billion over 10
years, but the budget actually calls for $1.1 trillion in tax in-
creases. It is easy for anyone to figure this out. If you subtract the
total taxes in OMB’s baseline shown on Table S.5 from the total
revenues OMB proposes in Table S.4, the difference is $1.1 trillion.
That is just a fact. The House Budget Committee independently
analyzed the budget. They reached the same number. It is easy to
see.

The President uses the term “balanced” seven times in his cover
letter on the budget in his message, but it does not balance. It does
not pretend to balance. And not once does he reveal that he raises
taxes $1.1 trillion.

Your budget would require people to send $1.1 trillion more to
Washington at a time when the economy is already weak. But this
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gogs not go to reduce the debt. It is not even used to reduce the
ebt.

You also increase spending $1.1 trillion over current law that the
President signed into law August almost 2 years ago. The budget
hides this by using a number of gimmicks. For instance, it claims
$675 billion in savings from war costs—costs that are not going to
happen because we are drawing down. And that was virtually basi-
cally emergency spending.

It hides another $250 billion in spending by just asserting that
Congress will eventually find offsets to the so-called doc fix, but
CBO will not score that as an offset, paid-for expenditure, and it
should not be.

You then claim the budget will reduce deficits by $1.8 trillion.
That is just not accurate. Compared to current law, the law we are
on, the baseline we are on, apples to apples, excluding the war cost

immick, the deficit reduction in this budget is no more than about
%100 billion over 10 years, not $1,800 billion.

The administration claims that the increased spending and debt
will grow the economy, however. We are not to worry, it is going
to grow the economy. The Government has tried to boost the econ-
omy through stimulus spending for several years. That has not
worked. It has failed. Instead, we have the weakest recovery since
the end of World War II, and this has meant that Federal tax reve-
nues have failed to recover as we would like to see them recover
from a growing economy, and that has contributed to our debt
problem, leaving us more debt than projected.

How weak has this recovery been? After 63 months from the be-
ginning of the recession, the total number of people who have jobs
remains far below the number that were working when the reces-
sion began. Total employment is 2,847,000 below the level of em-
ployment in December of 2007, and wages are not up either. Wages
are down.

At no time since the end of World War II have we had such a
high percentage of working-age Americans simply give up trying to
find work. Over 5.5 million workers have left the labor force since
the recovery began. An additional 485,000 left just last month, with
only 88,000 new jobs being created. One might think that this is
due to people retiring, but the data show that only a fifth of the
people who have dropped out of the labor market retired. So people
are just giving up.

Why are they dropping out? The likely truth is unsettling. The
four-fifths who have not retired are working-age Americans who
may be forced to live on food stamps or housing assistance or Gov-
ernment programs in a netherworld of no work and dependency on
the Government. This budget does nothing to effectively help them,
but continues a tax-and-spend policy that has not worked.

The fact is spending continues out of control. I believe that
spending and debt is affecting our economic growth adversely right
now. Entitlement spending would continue to grow at 5.2 percent,
much faster than OMB expects the economy to grow. Yet the ad-
ministration refuses to reform the broken welfare and retirement
programs that are driving the spending surge. You did propose a
CPI change that helps somewhat, but is not in any way a systemic
fix of a program out of control.
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Later in the 10-year budget window, these surging programs
overwhelm the rest of the budget. But let us focus today on a dan-
ger here. I will not argue with you anymore in my questions, Mr.
Lew, about the budget numbers. I know what you will talk about
in your talk, though I disagree with your analysis. This budget in-
creases our debt over $8 trillion over 10 years. That is a fact. That
is in your own tables that you have given us. That is an increase
of $61,000 for every household—$61,000 in additional debt per
household over the next 10 years. This is more debt than the budg-
et that our Chairperson has produced for us and the Senate passed.

Based on your own numbers, gross debt never gets lower than
96 percent of GDP. Erskine Bowles sat in the chair you are in now
and said we face the most predictable economic crisis in our Na-
tion’s history. This budget does not avert that crisis. It increases
deficits over current law over the next few years. It increases defi-
cits more than current law over the time that President Obama re-
mains in office and adds more debt than the Senate budget.

We are in a danger zone, and there are many ways for us to get
out of it, but this budget does not get us out of it.

Mr. Lew, congratulations on your confirmation. You got a strong
vote. I gave you a hard time. We disagreed on a lot of issues. But
you are our Secretary of the Treasury. You are an individual that
I think has the ability to help us get out of this fix and get us on
a path to sound economic growth. I will be asking some questions
about our current financial situation, where we will be going in the
future, and I appreciate having a discussion with you on those
issues.

Chairman MURRAY. Thank you very much.

With that, we will turn to you, Secretary Lew, for your opening
statement.

STATEMENT OF THE HONORABLE JACOB J. LEW, SECRETARY,
U.S. DEPARTMENT OF THE TREASURY

Secretary Lew. Thank you, Chairman Murray and Ranking
Member Sessions, and I, too, would like to begin by just saying
that our hearts go out to the people of Boston today. It is a second
home to me. It is very personal thinking about that place and those
people. And they are in our thoughts and prayers today, and we
are going to do everything we can to find out who did this.

I appreciate the opportunity to testify today on the President’s
budget. I would like to begin by taking a quick look at our econ-
omy. Our economy is much stronger today than it was 4 years ago,
but we must continue to pursue policies that will continue to grow
the economy and create jobs.

Since 2009, the economy has expanded for 14 consecutive quar-
ters. Private employers have added nearly 6.5 million jobs over the
past 37 months. The housing market has improved, consumer
spending and business investment have been solid, and exports
have expanded.

But we have very tough challenges still. We have removed much
of the wreckage from the worst economic crisis since the Great De-
pression, but the damage left in its wake is not fully repaired.
Families across the country are still struggling. Unemployment re-
mains high. Economic growth needs to be faster. And while we



151

have made progress, we need to do more to put our fiscal house in
order.

At the same time, political gridlock in Washington continues to
generate a separate set of head winds, including harsh, indiscrimi-
nate spending cuts from the sequester that will be a drag on the
economy in the months ahead if they are not replaced with sensible
deficit reduction policies like the ones in the President’s budget.

This budget is animated by the simple notion that we can and
must do two things at once: we must strengthen the recovery in the
near term, while reducing the deficit and debt over the medium
and long term.

This has been the President’s longstanding approach to fiscal pol-
icy, and when you compare the trajectory of our recovery with
those of other developed economies in recent years, it is clear why
the President remains so committed to this path.

It is important to bear in mind that our deficits are already fall-
ing. In the last few years, the President and Congress working to-
gether have come to hammer out historic agreements that substan-
tially cut spending and modestly raise revenue. When you combine
these changes with savings from interest, we have locked in more
than $2.5 trillion of deficit reduction over the next 10 years. And
now we are putting forward policies that will lower the deficit to
below 2 percent of GDP and bring down the national debt relative
to the size of the economy over 10 years.

We restore the Nation’s long-term fiscal health by cutting spend-
ing and closing tax loopholes, taking a fair and balanced approach.
At the same time, the budget incorporates all the elements in the
President’s offer to Speaker Boehner last December, demonstrating
his readiness to stay at the table and make very difficult choices
to find common ground.

Consistent with that offer, the budget includes things the Presi-
dent would not normally put forward, such as means-testing Medi-
care through income-related premiums and adopting a more accu-
rate but less generous measure of inflation known as “chained
CPL”

It includes these proposals only so we can come together around
a complete and comprehensive package to shrink the deficit by an
additional $1.8 trillion over 10 years and to remove fiscal uncer-
tainty that hampers economic growth and job creation.

This framework does not represent the starting point for negotia-
tions. It represents a fair balance between tough entitlement sav-
ings and additional revenues from those with the greatest incomes.
The two cannot be separated and were not separated last Decem-
ber when we were close to a bipartisan agreement.

This budget provides achievable solutions to our fiscal problems,
but as crucial as these solutions are, we have to do more than just
focus on our deficit and debt.

Now, the significance of balancing the budget is something I
know well. Under President Clinton, I helped negotiate the ground-
breaking agreement with Congress to do just that. And as Budget
Director in that administration, I oversaw three budget surpluses
in a row and worked with many on the left and the right on a plan
to pay down the debt.
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But that does not mean we should make deficit reduction our one
and only priority. So, in addition to ensuring that we have a sound
fiscal footing, this budget lays out initiatives to fuel our economy
now and well into the future. Every one of these initiatives is paid
for in our deficit reduction package, meaning they do not add a
dime to the deficit.

As the President explained in his State of the Union address, the
surest path to long-term prosperity is to strengthen the middle
class. This budget does that by zeroing in on three things: bringing
more jobs to our shores, equipping American workers with the
skills they need to make the United States more competitive, and
making sure hard work amounts to a decent living.

We will strengthen manufacturing and domestic energy produc-
tion, invest in infrastructure and worker training, and expand op-
portunities for children and those hardest hit by the recession.

The President has provided a detailed blueprint for growing our
economy and cutting our deficits, and as this budget shows, we do
not have to choose between the two and, indeed, we must not. We
can adopt a powerful jobs and growth plan even as we embrace
tough reforms to stabilize our finances.

The debate we are engaged in is very important. It is part of a
complex sorting-out process that will determine our Nation’s fu-
ture. But as everyone on this Committee knows, the path before us
is going to be a struggle. It is going to require difficult decisions
that will directly affect the daily lives of millions of Americans, and
it really matters that we get it right.

Thank you, and I look forward to answering your questions.

[The prepared statement of Secretary Lew follows:]
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“These balances are available for future benefit
payments and other trust fund expenditures,
but only in a bookkeeping sense.

The holdings of the trust funds

are not assets of the Government as a
whole that can be drawn down in the
future to fund benefits.

Instead, they are claims on the Treasury.”

—Office of Management and Budget, 2010 Analytical Perspectives, page 345
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“The existence of large trust fund balances,
therefore, does not, by itself, increase the
Government’s ability to pay benefits.

Put differently, these trust fund balances
are assets of the program agencies and

corresponding liabilities of the Treasury,

netting to zero.”

— Office of Management and Budget, 2010 Analytical Perspectives, page 345
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Statement of Secretary Jacob J. Lew
Committee on The Budget
LS. Senate
Aprit 16,2013

Chairman Murray, Ranking Member Sessions, and members of the committee, thank you for the
opportunity to appear beforé you today to discuss the President’s Fiscal Year 2014 Budget.

The President’s Budget is based on a belief that an agreemient to achieve balanced deficit
reduction is.consistent with making - and fully paying tor — targeted investments critical to
continued economic growth :and job creation. The Budget includes the President’s compromise
offer to Speaker Boehner to reduce the deficit by an additional $1.8 trillion, it addition to the
more than $2.5 trillion already enacted, and fully pays for all new initiatives to ensure that they
do not add to our deficit burden.

L Introduction

The United States economy has made substantial progress toward recovering from the worst
financial crisis since the Great Depression. Despite significant headwinds — both as a result of
the crisis and from other temporary shocks — the economy has grown at an average annual rate of
Just over 2 percent over the last three and a half years. We have seen steady improvement in the
tabor market; where private sector employers have added nearly 6.5 million jobs since the trough
of the labor market in February 2010, The housing market; which had been a significant drag on
economie growth throughout the recession and into the early stages of the recovery, is now
gaining upward momentum.

While our economy is stronger today, more work must be done to help create jobs and accelerate
growth. Even though the unemployment rate, at 7.6 percent, is at its lowest fevel in four years, it
is still too high. Too many Americans are sti}l struggling to find work. Despite recent
improvements in the housing market, many families remain underwater on their mortgages and
credit-worthy borrowers continue to have trouble getting the financing they need to buy a home
or refinance existing mortgages. Although corporate profits are at an all-time high, America’s
middle class continues to struggle.

The President’s Budget addresses these challenges in a wiy that builds oni the momeritum of the
economic recovery, It takes a credible approach to bringing our deficits down to a sustainabie
level; at the same time, it makes important investments to help build a foundation for sustainable
econonvic growth, These proposals are based on the conviction that an agreemént is within our
reach, and that it is also possible to achieve bath our fiscal goals and our long-term priorities.

While deficit reduction is mecessary to put our nation on a-sound fiscal course, we have to bear in
mind that the recovery remains fragile. Cutting spending too deeply or toc soon would harm the

recovery in the near term, undermining our shaved fiscal goals and our ability to make necessary

investments for growth over the long term.
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The proposals in the Budget are rargeted at growth and opportunity — cutting where we can-and
investing where we will see the strongest return, both now and into the future. Specifically, the
Budget calls for increased investment in innovation and infrastructure to make the United States
a more attractive place for job creation. Tt introduces initiatives to bolster education and worker
training so Americans have the necessary skills to compete in a global economy. And it puts
forward policies that are designed to give all Americans the opportunity to share in the benefits
of economic growth. These measures will help grow and strengthen the middle class, which has
been the key engine of prosperity in the United States. Additionally, they are fully paid for, so
they will not add to: the deficit.

Ultimately, the central challenges addiessed in the President’s Budget = strengthening growth
now, investing in-our future, and putting our nation on a sound fiscal footing ~ complement and
depend on each other. Investing in oureconomy today will help us grow in the future and that,
in turn, makes our fiscal challenges considerably more manageable. Committing to a credible
path for deticit reduction today allows for investments that enhance cur long-term growth.

11 Balanced Deficit Reduction

When the President came: into office four years ago, he inherited a large fiscal deficit — projected
to be more than 9 percent measured ag a share of the economy before any of his policies were
eriacted. As the economy has béen healing, both the expiration of cyclical spending and a pickup
in economic growth have contributed to & more sustainable path for the country’s finances.

Over the past two and a half years, we have made considerable progress in reducing the size of
the deficit, which fell to about 7 percent of GDP in FY 2012 — the fastest pace of defieit
reduction over a similar time frame since just after WWIL Moreover, following current policy;
the deficit will continue to decline over the next 10 years, owing to a mix of spending cuts and
tax reforms including $1.4 trillion in spending cuts to discretionary programs (as a resuit of both
the Budget Control Act of 2011 and other appropriations bills enacted since 2011), as well as
over $600 billion in revenue from the American Taxpayer Relief Act of 2012. Taking into
account interest savings, this amounts to ntore than $2.5 triflion in deficit reduction over the 10-
year window, nof including savings from: winding down the wars in Trag and Afghanistan. But
we need to do more to ensure that our long-term fiscal outlook continues to improve.

We must continue to achieve deficit reduction in a balanced way. It must include entitiement
reform and spending reductions. We niust also pursue tax reform that closes loopholes and
addresses deductions and exclusions that allow the wealthy to pay less in taxes as a percentage of
incomie than many middle-class families. lndividual tax reform must be coupled with reform of
the U.S. business tax system to enhance American competitiveness, lower rates, broaden the tax
base; and level the playing field for companies withotit losing any revenue. All told, these
initiatives constitute a balanced approach to deficit reduction. Such a balanced approach does
not force unnecessary cuts 1o education, energy, and medical research and does not endanger
Medicare and Social Security.
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The President’s Budget takes this balanced approach with additional spending cuts and increased
reveéniies through tax reform. These poficies will reduce the deficit to roughly 1.7 percent of
GDP by the end of the budget window and put the nation’s debt on a declining path, reaching
73.0 percent of GDP by 2023.

The additional $1.8 trillion in deficit rediction proposed in this Budget comes from closing tax
loopholes and reducing tax benefits for those who need them least; continued health care reform;
savings from mandatory programs; additional cuts to diseretionary spending; and savings from
using a more acourate measure of inflation, plus the reduced interest payments resulting from
lower borrowing,

The most important pieces of the compromise offer made by the President include:

e Tax Reform: $380 billion in additional révenue from tax reform that closes tax loopholes
and reduces tax benefits for those who need them least and that will support the creation and
retention of high-quality jobs.

s Health Savings: $400 billion in health savings that build on the health reform law and
strengthen Medicare,

« Other Mandatory Savings: $200 billion in savings from other mandatory programs, sueh as
reductions to farm subsidies and reforms to federal retirement contributions:

= Discretionary Savingsy $200 billion in additional disefétionary savings, with eqial anounts
from defense and non-defense programs~ that is $200 billion below the Budget Control Act
spending caps that were lowered even further by the American Taxpayer Relief Actof 2012,

s Consumer Price Index: $230 billion in savings from switching to the use of chained-CPlL

o Interest Pavments: Almost $200 billion in savings from reduced interest payments on the
debt and other adjustments,

1 will address each of the key eleiments of the President’s compromise offer, all of which are in
the Budget.

Components of Balanced Deficit Reduction
Tax Reform

As a first step toward balanced deficit reduction and tax reform, the President proposes enacting
two individual tax reform measures that would raise $580 billion by broadening the tax base for
high-income taxpayers, and ensuring that the very wealthy pay federal tax rates at least equal to
those paid by middle-class Americans. The first measure sets a 28 percent wiaximum rate at
which upper-income taxpayers could benefit from itemized deductions and certain other tax
preferences to reduce their tax Hability. The second puts in place the Buffet rule, which requires
those individuals with incomes over $1 million to pay no less than 39 percent of income after
charitable coniributions in taxes. At the same time, the Budget includes business tax reform that
will provide gréater certainty and improve global competitiveriess while présérving theé revenue
collected today.
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Health Care Reform Savings

The President’s Budget builds on the health care cost savings driven by the Affordable Care Act
by reducing excess payments for health care services and supporting reforms that boost the
quality of care. The Budget also includes structural changes that will help enicourage Medicare
beneficiaries to seek high-value health cdre services, while preserving the basic structire drid
promise of the program. These actions would save an additional $400 billion.

Other Spending Cuts and Savings

The Budget calls for a total of $400 billion in additional diseretionary and non-health mandatory
spending cuts over the next 10 years. Savings in mandatory programs outside of health care
inciude reforms to agricultural subsidies and federal retivement benefits as well as from a variety
of smaller savings initiatives across the agencies.

The budget includes an additional $200 billion in spending ¢uts, split evenly between defense
and nondefense spending. On its current trajectory, discretionary spending is projected to
decline to its lowest level as a share of the economy sinee the end of the 1950s; the discretionary
cuts included in the President’s offer to Speaker Boehner would push discretionary spending
even lower, The President’s cuts are coupled with targeted investments that are impérative to
growth and opportunity; such as early childhood education:

In addition, the Budget includes additional savings of $230 billion by changing the standard
measure of inflation used to adjust spending programs and the tax code from the standard CPI to
achained CPI, coupled with protections for the most vulnerable. The chained CPlis a more
aceurate measure of inflation in that it does a better job of reflecting the substitution of goods in
respanse to relative price changes.

HI.  Strengthening the Middle Class by Investing in the U.S. Economy

In addition to the proposals to stabilize our finances, the President’s Budget offers a nurmber of
policies aimed at making targeted investments to promote long term growth, These policies
make domestic job ¢reation more attractive by increasing investnient in innovation,
infrastrueture; and manufacturing. The Budget also offers policies to inerease access to and the
affordability of education and jobtraining programs. At the same time, it inciudes proposals so
that'the gains from these policies can be shared by all Americans.

Promote Greater Competitiveness in Global Markets

A number of proposed initiatives are designed to enhance our ability to sell American-made
goods and services to the rest of the world. The Budget increases funding for agencies involved
in trade promotion and trade financing so that these agencies can help the United States achieve
the goal set in 2010 by the National Export Initiative (NEI) to double U.S. exports over a five-
year period. In addition to the NEI, the Budget prioritizes completing ongoing trade negotiations
~such as the Trans-Pacific Partnership ~ and opening new negotiations ~ like the Transatlantic
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Trade and Investment Partnership with the European Union — to help strengthen trade ties with
the Asia-Pacific region and the European Union, respectively. In addition, more resources for
trade enforcement will help make siire that our workers and businesses exporting their products
and services overseas are operating on a level playing figld.

Currently, the U.S. corporate tax system provides incentives for companies to relocate operations
abroad by allowing them to reduce their tax liability. The President’s Budget changes that by
reforming the corporate tax system to encourage domestic job creation without losing any
revenue. Part of that effort will include removing deductions for moving production averseas
and providing a new tax credit for firms that bring foreign operations back to U.8. soil,

Investing in Innovation, Infrastructure, and Manufacturing

As global markets become more open and as sconomic activity abroad continues to strengthen, it
is-crucial that U.8. firms and workers remain on the technological frontier. That is why we need
to invest in Research and Development (R&D), infrastructure, and our manufacturing base.
These investments will help foster job creation, raise living standards, and kéep our nation
competitive in a global economy.

The: President’s Budget increases funding for non-defense R&D investment to §70 billion, a
roughly 9 percent increase aver its 2012 level of $64 billion. Theseé investments are targeted to
areas most likely fo unleash transformational technelogies that will create the businesses and
jobs of the future. History has shown that federal support for R&D has helped spurnew
technologies, including the internet, global positioning systems, and clean energy.

Similarly, federal investments in public infrastructure projects, such as the national highway
system, have led to significant gains in our nation’s productive capacity. In recent years,
however, work to maintain and improve public infrastructure has failed to keep pace with the
rate of detetioration and obsolescence, As CEOs tell me every tine we meet, -our aging
infrastructure has become a detriment to our future growth prospects, and meodernizing
infrastructure must be a national priority.

The President meets this obligation by directing $50 billion toward infrastructure upgrades and
repairs, And to get started on the most urgent projects as guickly as possible, the Budget would
createa “Fix it First” program that puts people on the job right away to clear out the backlog of
deferred work on highways, roads, bridges, transit systems, and airports. But taxpayers need not
shoulder the entite cost of these projects: the President’s Budget calls for a Partnership to
Rebuild America. This program helps leverage private investment in infrastrueture by starting 4
National Infrastructure Bank as well as by enacting America Fast Forward bonds, which help
facilitate and reduce the cost of financing new projects. These initiatives will help lay the
foundation for long-term economic growth and also help generate new high-quality middie-class
jobs today.

Growing ourmanufacturitg sector also generates new, high-quality middie-class jobs: The
Budget makes a one-time down payment of $1 billion to-establish manufacturing innovation
hubs in various regions around the country. The Budget also includes funding to launch
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Manufacturing Technology Acceleration Ceriters oriented toward impraving supply=chain
efficiency. Finally, the Budget prioritizes investments and initiatives to miake the United States a
world leader in clean energy.

Investing in the American Workdorce

If we want to make America more competitive in the global economy, we must equip America’s
workers with the high-tech skills that the 2 Ist century requires.

The Budget takes a number of steps 1o help Americans acquire these skills. It proposes to work
rogether with states to make high-quality preschool available to every four-year old in America:
It rewards school districts that develop new partnérships with colleges and employers, and focus
on science, technology, engineering, and mathematies (STEM) so that high school students are
better prepared for the jobs of tomorrow. And it expands access to higher education by making
college more affordable. The Budget makes the American Opportunity Tax Credit — which
helps students pay for college expenses — permanent. At the same time, it reaffirms the
Administration’s strong cominitment to the Pell Grant program, which provides grant assistance
to low-and moderate-income students ‘and provides a mechanism to keep interest rates for
student loans from rising ~ at a time when market rates are low.

In addition to investing in education, the Budget strongly supports training and employment
programs to help workers gain skills and find new jobs or careers. One specific focus is on
modernizing, streamiining, and strengthening government delivery of job training services. The
Budget proposes a Universal Displaced Warker program that would reach over 1 million
workers per year with a set of core services, combining the best elements of two more narrowly
targeted programs. In addition, starting in fiseal year 2015, the Budget provides $8 billion for
the Community College to Career Fund; this Fund supports state and community collége
partnerships with businesses, thereby enhancing the skills of American workers.

Strengthening the Middle Class

Investing in U.S. firmis and workers is critical to maintdining competitiveness, but it is also
important to make sure that all Americans have an opportunity to benefit from the resulting
economic gains.

To this end, the President’s Budget includes tax proposals that are geared toward rebalancing the
tax code in a way that eases the burden on the middie class, including closing specific loopholes
that benefit only a small group of the wealthiest Americans. The Budget also contains a number
of proposals designed to build ladders of opportunity so that hard work is rewarded and
inequality-and poverty are reduced.

The Budget creates a Pathways Back to Work fund to make it easier for workers, particularly the
long-term unemployed, to remain connected to the workforce and gain new skills for sustained
employment, The Bidget would also increase the minimum wage to $9.00 an hour by the end of
20135 and index it to inflation thereafter.,
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Taken as whole, the policies put forth in the President’s Budget enhance America’s
competitiveness and, in doing so, create a healthy environment for fostering a strong, growing
middle class — a key engine for sustainable economic growth in which hard work is rewarded and
every American has an opportunity to advance and succeed. At the same time, we maintain our
commitment to our most vulnerable citizens and to our seniors.

Moreover, these new policy initiatives are fully funded, so that the Budigét is ablé to make
gssential investients in the nation’s future while also reducing the deficit.

1I¥. Counclusion

In summary, the U.S. economy has made significant progress toward recovering from the worst
financial erisis since the Great Depression.. However, it is important to recognize that wé should
be doing more to secure the recovery, create jobs, and improve the fitture prospects of the nation.

We have made significant gains in theé labor market, but unemployment remains unaceeptably
high at 7.6 percent and too many Americans are still looking for wark. Congress has already
passed some parts of the American Jobs Act. 'We can further support the recovery ir the private
sector by passing the rest. Similarly, activity in the housing market appears to be gaining
momentur, but we need to do more to support credit-constrained families who want to buy a
house or refinance their existing mortgage.

The President’s FY 2014 Budget, by including the components of the President’s December
compromise offer to Speaker Boehner, reiterates a commitment to coming together atound a
balanced plan to reach more than $4 tritlion in total deficit reduction over the {0-year budget
window. At the same time, it prioritizes growth-oriented policies that are designed to enhance
ULS: competitiveness and strengthien the middle class, enstring that the resulting economic gaing
can be shared broadly among all Americans,

In conelusion, it is important to note that this framework does not represent the starting point for
negotiations, [t represents a fair balance between tough entitlement savings and additional
revenues from thase with the greatest inconigs. The two cannot be separated. and were not
separated last December when we were close to a bipartisan agreement.

This is my first opportunity to appear before you as Treasury Secretary, but this is far from the
first budget that T have worked on. There is no doubt that this is a serious proposal at a serious
time. There is a path to a bipartisan agreement that moves the country forward. This budget
deals with the world as it is now gnd as it will be in the future. Itmakes difficult choices. Tt
inncludes a powerful jobs and growth plan. And it is the right course of action for our nation and
our econpmy, and a path for bipartisan agreement to move the country forward.

Thank you. [look forward to taking your questions.



No empirical basis for reducing the Social Security COLA

November 20,2012 — 250 Ph.D. econamists.and more than 50 social insurance experts with doctorates in
related fields oppose proposals to reduce the Social Security cost-of-living adjustment by tying it to arvindex {the
chained CPI-U} that does not reflect the spending patterns of beneficiaries.

As economists.and social insurance experts, we agree that the annual Social Security cost-of-living
adjustment [COLA} should be based on the most accurate measure possible of the impact of inflation on
beneficiaries. For this reason, we oppose proposals 1o reduce the Social Security COLA by tying it to a
chained consumer price index that does not directly measure the actual expenditures of beneficiaries. Such
a move would lower the COLA by an estimated 0.3 percentage points per year, translating into a 3 percent
benefit cut after 10 years and a 6 percent cut after 20 years, The oldest beneficiaries, who are often the
poorest beneficiaries, and persans receiving disability benefits for more than 20 years would see even larger
cuts overtime.

Arguments in favor of reducing the COLA are premised-on the assumption that the current COLA
overcorrects forinflation. However, it is just as fikely that the current COLA fails to keep up with rising costs
confronting elderly and disabled beneficiaries. For historical reasens, the current COLA {5 based on a
consumer price index for wotkers; excluding retirees and other Social Security recipients who are not in the
labor force. it and other indices based on the spending patterns of workers or the general population likely
understate the impact of cost increases faced by Social Security beneficiaries because seniots-and disabled
people spend a-greater share of their incomes on out-of-pocket medical expenses than do cther consumers,
and health costs have risen faster than overall inflation in recent decades.

A chained price index is suppased to more fully reflect the:ability of consumers to substitute cheaper goods
and services in response to price changes. Whether or not such substitution preserves consumers® standards
of living, differant consumers have varying ability to make such adjustments, Since efderly and disabled
peoplespend a greater share of their incomes on necessities such-as health care, rent, and utilities, and sinte
this population is alse less mobile, a chained COLA based on the spending patterns of workers of the general
population may overestimate the ability of Social Security beneficiaries to take advantage of cheaper
substitiites.

The actual spending patterns of Social Security beneficiaries have not been comprehensively studied.
Haowever, an experimental index computed by the Bureau of Labor Statistics suggests that the current COLA
may et keep up with seniors’ costs of living. Until direct evidence is gathered, there is no empirical basis for
reducing the Social Security COLA, which could exacerbate, rather than correct, an existing problem,
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The organizations of the signatories are jisted for identification purposes only; the signatories are representing
