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Summary

propriations, th€ongessional Bidget Ofice

(CBO) has estimted theeffectsof the propos-
als in the President’s budg request for fiscalgar
2001 usingCBO'’s econorit andtechnicakestinating
assumptions.

n s requested bthe Senate Comittee on Ap-

Under the Alministration’s policis, CBO esti-
mates a total budgt surplus of $190 billion for 2001
—consistingof an onbudget surplus of $24sillion
and an offoudget surplus of $166 billion(On-budget
totalsexclude Social Securiipflows and outflowgas
well as the necash flowto the Postal Seise.) Cu-
mulative onbudget surplusesby CBOs tally, would
reach $423 billion oer the 20012010period,and off-
budget surpluses $2.3 trillion, under the Presitien
proposls (see Sumary Table 1). CBO's estimates
of budgetarytotals are quite close to those of the Ad-
ministration, which pragdscumulative on-budget sur
pluses of $350 billion ar the 10year periocandoff-
budget surpluses of $2.2 trillion.

The President's Budgetary
Policies

To assess the pact of the President’s buelgas vell

as other budgt plans, CBQuses its baselines a
benchnarkfor conparison.The baseline assienthat
current laws gverning federal reenues ad manda-
tory spending progams renein in place. But discre-
tionaryspendings controlled byannuabppropriation

acts, and no consensus exists about halefioecur-
rent policyfor swch spendingas it applies to future
years. ConsequentlyCBO has prepared threeni
ants of itshaselinegach of vhich assurnes a different
path for discretionargpending

0 The"inflated" variation assuras that budet au-
thority for discretionaryprogams grows at the
rate of inflation eachsar after 2000.

0 The "freee"variation pegdiscretionanbudget
authorityto the le enacted for the curregear
plus anounts alreadgnacted for 2001.

0 The "cappedVariation assuras that discretion-
aryspendingquals BO’s estimates of the stat-
utory caps on such spendinigroudh 2002 and
grows at the rate of inflation thereafter.

Over the 20012010 period, the President’s bud-
getary proposals lead to a cuative total surplus
thatis smallerthan such surpluses under CB®ase-
line variants—$472 billion lesthanunderCBO’s in-
flated \ariation (see Sumary Table 2 and $1,476
billion less tharunderthefreez variation (see Sum
mary Table 3). A similar difference would result if
the cappethaseline was used for cparison.Nearly
all of the differences bewenthebudget'sand CBOs
estimates of the amulative total surplus showp in
on-budget accountsCunulative off-budget surpluses

1. CBO’'sThe Budget an&conomidOutlook:Fiscal Years 2001-2010
(January2000) desribesits baslinein detail The dnuaryedimates
hawe been Bghtly revised; for updated prictins see Appendix A in
this repat.
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wouldbe essentiallyhe sara under althreeversions
of the baseline and the President’s ketdg

The President proposes\eral uses for the pro-
jected orbudget baselinesurpluses. Sone portion
would be dewted to dditional spendingand sora
would finance net tax cuts; the reainder would re-
duce federal debiThebudget also proposes spending
policiesthatincludeincreasingand extendinghe cur-
rent statutoryimits on discretionargpendingaswell
as boostingoutlays for some mandatory progans.
The President’s plan for resing the discretionar
spendingcaps calls for a sigficant increase in 2001;
after that, the proposed capswld resultin a spend-

ing path sinlar to that sugestedy the inflated aria-
tion of GBO's baseline.Relative to the freez veria-
tion, theAdministration’sproposals would add ane
than $860 billion to discretionargutlays over the
20012010 period (relatie to the capped baseline,
nearly$840 billion would be added).

On the nandatoryside of théoudget, the propos-
als of ngjor budgetarysignificance are concentrated
on health initiatives—particularly for Medicare,
Medicaid, and the Stateh@dren’s Health hsurance
Progam (SCHIP). Additional spendingor manda-
tory progans would totalabout $218 billion oer 10
years, BO estinates.

Summary Table 1.

Comparison of CBO’s and the A dministration’s Estimates of the President’s Budget for 2001

(By fiscal y ear, in billions of dollars)

Total, Total,
2001- 2001-
2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2005 2010
CBO's Estimate of the
President’s Budget
Revenues 1,946 2,026 2,097 2,171 2,262 2,352 2,443 25547 2,659 2,781 2,912 10,908 24,250
Outlays 1,778 1836 1,902 1958 2,033 2114 2170 2,240 2,331 2422 2516 9,843 21,523
Surplus 168 190 196 213 228 238 273 307 328 360 395 1,065 2,727
On-budget 15 24 14 18 20 14 34 54 62 80 103 90 423
Off-budget 153 166 182 195 208 224 238 253 266 280 292 975 2,304
Administration’s Estimate
of the Budget
Revenues 1,956 2,019 2,081 2,147 2,236 2,341 2,440 2,559 2,676 2,785 2,917 10,825 24,202
Outlays 1,790 1835 1,895 1963 2041 2,125 2,185 2,267 2,362 2456 2,553 9,860 21,683
Surplus 167 184 186 185 195 215 256 292 314 329 363 965 2,519
On-budget 19 24 14 * * 2 31 53 64 70 91 41 350
Off-budget 148 160 172 184 195 214 224 239 250 260 272 924 2,169
Differences (CBO minus
Administration)
Revenues -11 7 16 24 26 12 3 -12 -17 -4 -5 84 48
Outlays 12 1 _6 =5 8 A1 14 27 31 =34 37 17 -160
Surplus 1 6 10 28 34 23 17 15 14 30 32 100 209
On-budget -4 * * 18 20 12 3 1 -2 10 12 49 73
Off-budget 5 6 10 11 14 11 14 14 16 20 20 51 135
SOURCE: Congressional Budget Office.
NOTE: * = between -$500 million and $500 million.




SUMMARY Xii

The President’s renue proposale/ould shrink eningproposals include taoutsto alleviatethe mar-
receipts bya total of $146 billion oer the 10year riage penaltyanda number of tax credits intendetb
period, accordingp CBO and theJoint Committee on pronote \ariousobjectives. Those reductions are par-
Taxation Most of that net reduction would occur in tially offsetby revenue increases—for exaote, from
the later gars of the period; @v the first five years, raisingthe excise tax on tobacco.

the estinated effect totals $5 billionRevenuedanp-

Summary Table 2.
CBO'’s Estimate of the President’'s Budgetary =~ Proposals Relativ e to CBO’s Baseline Projections
Assuming Inflated A ppropriations (By fiscal y ear, in billions of dollars)

Total, Total,
2001- 2001-
2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2005 2010

CBO's Estimate of the Total Budget
Surplus Under the Inflated Variation

of the Baseline 179 181 212 231 250 273 330 374 404 449 495 1,147 3,199
Impact of the President’s Proposals
Revenues
Reductions * -5 -14 -20 -25 -35 -44 -47 -50 -54 -57 -100 -351
Increases i 15 15 15 25 26 22 22 22 22 22 9 205
Total Impact on Revenues 1 10 1 -6 -1 -9 -22 -25 -28 -32 -35 -5 -146
Outlays
Discretionary spending
Defense 5 -1 2 2 2 2 2 3 5 7 8 7 31
Nondefense 3 1 4 1 il a a A = a 2 3 1
Subtotal 8 -1 6 3 3 1 1 2 5 6 6 12 32
Mandatory spending?
Medicare outlays 0 -1 4 9 17 19 18 22 24 28 31 48 171
Medicare premiums 0 * -2 -9 -11 -12 -11 -13 -13 -15 -17 -33  -102
Medicaid 0 * * 1 2 4 -3 1 6 7 8 7 26
State Children’s Health Insurance
Program 0 1 2 3 5 18 13 7 8 7 11 64
Supplemental Security Income 2 -2 * * * 1 1 1 1 2 2 -1 6
Earned income tax credit * 2 2 2 2 2 2 2 2 2 11 22
Child and dependent care tax
credit 0 0 0 1 2 2 3 3 3 3 4 4 20
Other 1 2 ) 2 A 1 A x> 2 = 1 11 _10
Subtotal 4 1 11 8 16 21 28 30 31 35 37 58 218
Net interest® _* * _* 1 2 4 6 9 13 18 23 8 76
Total Impact on Outlays 12 1 17 13 21 26 35 41 49 58 65 77 326
Net Impact of the President's Proposals
on the Total Budget Surplus -11 9 -16 -18 -22 -35 -58 -67 -76 -90 -100 -82  -472
CBO's Estimate of the Total Budget
Surplus Under the President’'s Budgetary
Proposals 168 190 196 213 228 238 273 307 328 360 395 1,065 2,727

SOURCES: Congressional Budget Office; Joint Committee on Taxation.
NOTE: * = between -$500 million and $500 million.
a. Includes offsetting receipts.

b. Includes proceeds from investing excess cash.
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Underthe President’s policies, annual spending 2010 but would account for onlyl6.9 percent of

by the federal gvernment would rise oer theprojec- GDP, the lowest percentagince 1956 Most ofthat
tion period, but that spendiras a share ofrgss do- reduction is attributable to dimishing interest pay
mestic product (GDP) wouldll. Overall, the Adnn- ments on @vernment debt. Revenues would also de-
istration propses to spend ore than $1.8 trillion— cline as a share of GDP—fror30.2 percent in 2001
represeting 18.3 percent of BP—in 2001. Total to 19.6 percent in 2010.

annual spending estinated to ris¢o $2.5trillion in

Summary Table 3.
CBO'’s Estimate of the President’'s Budgetary =~ Proposals Relativ e to CBO’s Baseline Projections
Assuming Frozen A ppropriations (By fiscal y ear, in billions of dollars)

Total, Total,
2001- 2001-
2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2005 2010

CBO's Estimate of the Total Budget
Surplus Under the Freeze Variation

of the Baseline 179 192 237 273 315 358 436 502 558 629 704 1,374 4,204
Impact of the President’s Proposals
Revenues
Reductions * -5 -14 -20 -25 -35 -44 -47 -50 -54 -57 -100 -351
Increases i 1 15 15 25 26 22 22 22 22 22 9B 205
Total Impact on Revenues 1 10 1 -6 -1 -9 -22 -25 -28 -32 -35 -5 -146
Outlays
Discretionary spending
Defense 5 5 15 21 30 37 44 52 63 73 83 108 424
Nondefense 3 5 15 20 31 39 48 57 67 76 84 111 443
Subtotal 8 10 29 42 61 76 92 109 130 149 167 219 866

Mandatory spending?

Medicare outlays 0 -1 4 9 17 19 18 22 24 28 31 48 171
Medicare premiums 0 * -2 -9 -11 -12 -11 -13 -13 -15 -17 -33  -102
Medicaid 0 * * 1 2 4 -3 1 6 7 8 7 26
State Children’s Health Insurance
Program 0 * 1 2 3 5 18 13 7 8 7 11 64
Supplemental Security Income 2 -2 * * * 1 1 1 1 2 2 -1 6
Earned income tax credit * 2 2 2 2 2 2 2 2 2 2 11 22
Child and dependent care tax
credit 0 0 0 1 2 2 3 3 3 3 4 4 20
Other 1 2 ) 2 A 1 A . 11 _10
Subtotal 4 1 11 8 16 21 28 30 31 35 37 58 218
Net interest® _* _* 2 4 8 13 21 _30 42 55 70 28 246
Total Impact on Outlays 12 12 42 54 86 111 141 170 202 238 274 304 1,330
Net Impact of the President's Proposals
on the Total Budget Surplus -11 -2 -41 -60 -86 -120 -163 -195 -230 -270 -309 -309 -1,476
CBO's Estimate of the Total Budget
Surplus Under the President’s Budgetary
Proposals 168 190 196 213 228 238 273 307 328 360 395 1,065 2,727

SOURCES: Congressional Budget Office; Joint Committee on Taxation.
NOTE: * = between -$500 million and $500 million.
a. Includes offsetting receipts.

b. Includes proceeds from investing excess cash.




SUMMARY

XV

Although CBO estinates that omudget sur-
pluses under the dministration’s budgt would be
smaller and wouldgrow more slowly than under cur-
rent polcies (as reflected in BO's baseline), they
would newrtheless clirb over the progction period,
from $24 billion to $103 billion. (Off-budget sur-
plusesvould chang only slightly fromthelevels pro-
jected under curre policies.) CBO’s estinates of
surpluses under the President’s pra®sire hitper
than the Alministration’s estirates, largly because
for the nost part, CBO’s practions of nandatory
spendingunder curreniaw are lower.Social Security
accounts fomuch of the differenceCBO’s baseline
total for SocialSecurity outlays over the 20012010
period is $128 billion less than thalAinistration’s.

The President's Health
Insurance Proposals

After Social SecurityMedicareandMedicaid are the
largestfederal entitlerant progams. Those progans
and the gants nade to states nder the State Itl-
dren’s Health nsurance Pragm provide federdly
fundedor subsidied health insurance cenageto mil-
lions of lowdincone, disabled, or elderlpeople.

Initiatives in the President’s budgeould ex-
pand coerage of low-inconme people byMedicaidand
SCHIP and increas®edicare coerage of disabled
workersand certain people ag 55 and oldavholose
health coerage because ofijob loss. The President
also proposes to add a prescriptipngbenefitfor all
Medicare beneficiarieandto encourag health plans
in Medicare to compete onthe basis of price byen-
ablingbeneficiaries Wwo choose lowcost plans to pay
lower preniums. In addition, the budgt includes a
number of proposals to reduce the rate aivgth of
Medicaid and Medicare spending

CBO estimatesthat, onbalancethe President’s
health initiatives would increase federapendinglur-
ing the20012010period—by$26 billion for Medic-
aid, $64 billion for SEIIP, and $69 billiorfor Medi-

care. Additionally, the President’s proposals to ex-

pand eligpbility for Medicaraevoulddecrease tax rev
nuesby $8 billion and raise &ial Securityspending
by $1 billion.

The President's Trust Fund
Proposals

Within the federal budgt, receipts and @enditures
for Social SecurityMedicare anda numberof other
progarms arerecordedastransactions of federal trust
funds. That accounng structure often leads federal
decisionnakers to focus on the financial status of the
Social SecurittandMedicare trust funds and toew
their solvencyas an irportant policyobjective.

In the public dele, "solvency' means keping
the trust funds fronexhaustingheir balanes. Fed-
eral trust funds, hoewer, are rarely accounting
mechanisra established to linkeceipts thathe gov-
ernment collects or assigs to specific usesith the
expenditures of those resources; the balances of the
funds are ot assets of theayernment. And there is
no relationship beteen thebalances in a trust fund
and its future obligtions. In otherwords, the gvern-
ment will face clains whether or not the fund has suf-
ficient balances, anitlwill needto acquire actual re-
source from the economto meet those obligtions
when theycone due.

The President’s budg contains three proposals
that the Alministration sayg will postpone thensol-
vency of trust funds.Thetwo largest proposals affect
the Social Securitgnd Medicare trust funds (the third
appliegotheBlackLungDisability Trust Fund).The
President’s budgt would transfer apunts fromthe
general fund of the Teasuryto the two Social Secu-
rity trust funds (OldAge andSunivorsinsurance and
Disability Insumance) and to the Medicareoldpital
Insurance (HI) Trug Fund. The trandfers to Sodal
Security would begn in 2011 and continue throlig
2050. In addition, portions of pregcted orbudget
surpluses wuld be desigated as traffiers to the H
trust fund. Those transfers auld tale placein 2001
and 2002 and ain in 2006 throuly 2010.
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Those proposal&ould create transactions be-
tween g@vernment accounts, but such intraggrn-
mental transfers wuld not bythenselhesincrease the
resources ailable to the gvernment to nreet its fu-
ture obligations. Todays lawmakers can rake a
given set of future obligtions noreaffordablefor fu-
ture generations bytaking actions to enhanceco-
nomic growth. In the short termthe most effective
actionwould be to increase national s&yand inest-
ment by maintaining projeded budget surpluses and
paying down debt held byhe pullic. Such an ap-
proach vould strenghenthe nation’s future abilityo
payfor all types of @ods and serues.

Comparison of Economic
Forecasts

The Administration’s econoin assumptionsfor 2001
through 2010 are siitar to thoseof CBO. Both pro-
ject that gowth over the nextL0 years vill slow from
its recent rapid pac&.he Administration expects real
(inflation-adjusted) GDP tgrow atan awrag annual
rate of 2.7 percent, cqrared vith CBO's forecasbf
2.8percent.Differences arise, haver,in estimates
of how sharp the slowavn will be and howlong it
will last. CBO expects a shaler but longer slow
down than the Admmistration does.

In both forecasts, slaav gowth brings the un-
enployment rate up to \wat islikely to bea nore sus-
tainable leel. In January, that rate reached 4.0 per-

cent, producinghetightest labor rarket in 30 ears.
Both CBOandtheAdministrationproject that the un-
enploymentrate wil eventuallyrise to 5.2 percentn
theAdministration’s forecast, that leMis reachedby
2003; in CBO's, by2008.

The Administration gnerallyexpects higer in-
flation rates oer the mxt 10 years than 80 does,
with the size of the differerces arying accordingto
the index used to easure inflation Overall, thedif-
ferences arergater for thesDP priceindexthan for
the consurar price index (CBI TheAdministration’s
forecast of CPInflation is just 0.1 percentagpoint
higher than CBGs in ewery year except 2001, when
theforecastarethe same. However, theAdministra-
tion expecteshe GDPprice index to gpw 0.3 percent-
ace points faster, on avag, ower the progction pe-
riod than CBO does.

The Administration assues that interest rates
will remain steadythroudh 2010, aeradng 5.2 per-
centfor threemonth Treasunybills and6.1percenfor
10-year Treasurynotes. By contrast, O assums
that interest ratesilfollow thesame moderatecycle
as the gowth of real @P. That assumtion reflects
CBO's viewthatthe Federal Resere will raise inter-
estrates further thisgar to darpen econont growth.
As a result, O estinmates thatthe rate for three-
month bills will averag 5.6 percenh 2001and then
fall, averagng 4.8 percent a gar from 2004 on.
Rates for 10year Treasurynotes argrojectedto av
erage 6.4 percent in 2001, droppimo 5.7 percent a
year in 2004 and bewnd.



Chapter One

An Overview of the
President's Policy Proposals

propriations, the @ngessional BdgetOffice

(CBO) has estirated heeffects of the Aminis-
tration’s bud@taryproposalaisingCBO’s econorit
andtechnicalestimatingassurptions. Under the Al-
ministration’s budgt,CBO estinates, curalative on-
budget surpluses wuld total $423 Hiion, and off-
budget surpluse$2.3 trillion, betveen 2001 and 2010
(see Bble 11). (On-budgettotals exclude Social Se-
curity inflows and outflove as vell as the net cash
flow to the Postal Seise.)

n s requested bthe Senate @nmittee on A-

To assess the jpact ofthe President’s budgas
well as other budet plansCBO usests baseline pro-
jectionsas a bencharkfor conparison.The baseline
assumes that current laggoverning federal reenues
and nandatory spendingprogans renein in place.
But discretionargpendings controlled byannual ap-
propriation actsand no consensus exists about how to
definecurrentpolicy for such spendings it applies in
future years. ConsequentlyCBO hasprepared three
variants of itsbaseline, each oflich assures a dif-
ferent path for discretionagpending

0 The "inflated" ariation assunes that budet au-
thority for discretonary progams grows at the
rate of inflation eachsar after 2000.

1. See Caogessional Budget Office, The Budget and Economic Out-
look: Fiscal ¥ars 2001-201@January2000),for adetaikbd desrip-
tion o CBO's ba®line. The dnuary estimateshawe been Eghtly
revised; the updated pyectins are presnted in Appendix A.

0 The "freee" variationpeg discretionanbudget
authorityto the le enacted fothe current gar
plus anounts alreadgnacted for 2001.

0 The "capped" ariation assunes that discretion-
aryspendingquals ®O’s estimates of the stat-
utory caps on such spendinigroudh 2002 and
grows at the rate of inflation thereafter.

Over the 20012010 period, the President’s bud-
getary proposals lead to curative onbudget su-
pluseghat are smller than such surpluses under each
of CBO’sbaselinevariants byanounts rangng from
$470 billion to $1,52%illion (see Bble 12). The
budget proposes to dete some of those orbudget
baseline surpluses &mlditionalspendingand sorato
net taxcuts—the rerander would be used to reduce
federaldebt. Currulative off-budget surplusesvould
beessentiallythe sare under all threeersions of the
baseline and the President’s batlg

Overall, the Presidestevenue proposals would
shrink receipts by$146billion over the 10year pe-
riod, accordingo CBO and the dint Committee on
Taxation (JCT). Revenuedanpeningproposalsin-
cludetax cuts to alleiate the rarriage penaltyand a
number of taxcredits intended to proote \arious ob-
jectives. Those reductions would be partiatiffsetby
revenue increases—for exame, fromraisingthe ex-
cise tax on tobacco.

Majorspendingproposals in the Presidenitad-
getinclude increasingnd extendinghe discretionary
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spendingcaps and boostingandatoryspendingpri-
marily for health prgrams. After 2001, the Presi-
dent’s proposal for a résedset of statutorycaps
charts a path fatiscretionanspendinghat is siniar
to that sugested byCBO's inflated baselin@ariant.
Rdative to the freez and cappedawiations of the
baseline, the dministration’s proposals ewuld add
more than $830 billion to disdienary outlays over
the 20012010 period.On the nandatoryside of the
ledger, proposals of budgary significanceare con-
centrated ohealth initiatives—particularlynvolving
Medicare, Medicaidand the State l@ildren’s Health
Insurance Pragm (SCHIP). The additional on-

budget spendindor mandatoryprogans would total
about $216 billion oer 10 years, byCBO’s redon-

ing.

Annual spendingby the federal gvernment
wouldrise oer the progction period under the Presi-
dent’s proposals, but that spendamashareof gross
domesticproduct (GDP) would fall soewhat. Over-
all, the Admnistration proposes spend rore than
$1.8 trillion— representind8.3percent of ®P—in
2001 (see @le 13). Total aanud spending is esti-
mated to rise to $2.5trillion in 2010 but would ac-
count for ony 16.9 percent of GDP, the lowest per-

Table 1-1.
Estimates of Surpluses Under the President’s Budgetary
(By fiscal y ear, in billions of dollars)

Proposals and CBQ'’s Baseline Projections

Total, Total,
2001- 2001-
2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2005 2010
CBO's Estimate of the
President's Budgetary
Proposals
On-budget surplus 15 24 14 18 20 14 34 54 62 80 103 90 423
Off-budget surplus 153 166 182 195 208 224 238 253 266 280 292 _975 2,304
Total 168 190 196 213 228 238 273 307 328 360 395 1,065 2,727
CBO Baseline®
Inflated variation
On-budget surplus 26 15 29 36 42 48 92 121 138 169 202 171 893
Off-budget surplus 153 166 182 195 209 225 238 253 266 280 293 _976 2,307
Total 179 181 212 231 250 273 330 374 404 449 495 1,147 3,199
Freeze variation
On-budget surplus 26 27 54 77 106 132 197 248 290 349 410 396 1,891
Off-budget surplus 153 166 182 196 209 225 239 254 267 281 294 _978 2,313
Total 179 192 237 273 315 358 436 502 558 629 704 1,374 4,204
Capped variation
On-budget surplus 26 73 115 129 139 154 202 234 261 300 341 610 1,948
Off-budget surplus 153 166 182 195 209 225 238 253 266 280 293 _976 2,307
Total 179 239 297 324 348 379 440 487 527 580 634 1,587 4,255

SOURCE: Congressional Budget Office.

a. Reflects changes since January 2000. See Appendix A for details.
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centag since 1956 Rewenues would alsdeclineas a
share of GDP—fror20.2 percenti2001to 19.6 per-
centin 2010.

CBO estinates that annual offudget and o-
budget surpluses wauld grow under the Aministra-
tion’s budgpt, the forner climbing from $166 billion

in 2001to $292 bhillion in 2010, the latter froi$24
billion to $103 billion. CBO's estinmates of surpluses
under the President’s policies aretegthan theé\d-
ministrations estinates, largely because BO's pro-
jections of nandatoryspendingunder current law are,
for the nost part, lover (see Bble 14). Social Secu-
rity accounts for mach of the difference; CB®'

Table 1-2.

Impact of the President’'s Budgetary Propos als on Cumulative On-Budget Sur plus es

(In billions of dollars)

Inflated Frozen Capped
Appropriations Appropriations Appropriations
2001-2005 2001-2010 2001-2005 2001-2010 2001-2005 2001-2010
Cumulative On-Budget
Surpluses Under CBO's
Baseline 171 893 396 1,891 610 1,948
Impact of the President’s
Proposals
Revenues -5 -146 -5 -146 -5 -146
Outlays
Discretionary spending
Defense 7 31 108 424 n.a. n.a.
Nondefense S 1 109 437 n.a. n.a.
Subtotal 12 32 217 861 397 838
Mandatory spending
Medicare 15 69 15 69 15 69
Medicaid and SCHIP 18 91 18 91 18 91
Other 24 YA 24 YA 24 YA
Subtotal 57 216 57 216 57 216
Net interest? 7 _75 _28 245 _62 324
Total Impact
on Outlays 76 323 302 1,322 515 1,379
Total Impact of the President's
Proposals on Cumulative
On-Budget Surpluses -81 -470 -307 -1,468 -520 -1,525
CBO's Estimate of Cumulative
On-Budget Surpluses Under
the President’s Budgetary
Proposals 90 423 90 423 90 423

SOURCE: Congressional Budget Office.

NOTE: n.a. =not applicable; SCHIP = State Children's Health Insurance Program.

a. Includes proceeds from investing excess cash.
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Table 1-3.
CBO's Estimate of the President’s Budget (By  fiscal y ear)
Actual
1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010
In Billions of Dollar s
Revenues 1,827 1,946 2,026 2,097 2,171 2,262 2,352 2,443 2,547 2,659 2,781 2,912
On-budget 1,383 1,466 1,524 1,572 1,624 1692 1,755 1,820 1,898 1,982 2,075 2,174
Off-budget 444 480 502 525 547 570 597 623 649 676 707 738
Outlays
Discretionary spending 575 611 635 656 670 684 701 714 729 752 770 788
Mandatory spending 978 1,021 1,071 1,131 1,204 1,288 1,376 1,441 1,523 1,618 1,721 1,829
Offsetting receipts -80 -79 -88 -95 -110 -117 -126 -131 -141 -149 -160 -170
Net interest 230 225 218 209 194 179 162 146 129 111 91 72
Proceeds from investing
excess cash n.a. n.a. n.a. n.a. n.a. n.a. n.a. n.a. n.a. n.a. n.a. -2
Total 1,703 1,778 1,836 1,902 1,958 2,033 2,114 2,170 2,240 2,331 2,422 2,516
On-budget 1,382 1,451 1,500 1,559 1,606 1,672 1,742 1,786 1,843 1,921 1,995 2,071
Off-budget 321 327 336 343 352 362 373 385 397 410 427 446
Surplus 124 168 190 196 213 228 238 273 307 328 360 395
On-budget 1 15 24 14 18 20 14 34 54 62 80 103
Off-budget 124 153 166 182 195 208 224 238 253 266 280 292
Debt Held by the Public 3,633 3,464 3,287 3,100 2,903 2,690 2,465 2,204 1,907 1,587 1,236 941
Accumulated Excess Cash n.a. n.a. n.a. n.a. n.a. n.a. n.a. n.a. n.a. n.a. n.a. 93
As a Percentage of GDP
Revenues 2000 203 202 200 19.8 198 197 196 196 196 19.6 19.6
On-budget 152 153 152 150 148 148 147 146 146 146 146 146
Off-budget 4.9 5.0 5.0 5.0 5.0 5.0 5.0 5.0 5.0 5.0 5.0 5.0
Outlays
Discretionary spending 6.3 6.4 6.3 6.3 6.1 6.0 5.9 5.7 5.6 5.5 5.4 5.3
Mandatory spending 10.7 107 107 108 110 113 115 116 117 119 121 123
Offsetting receipts -9 -08 09 09 -10 -10 -11 -121 -11 -11 -11 -12
Net interest 25 2.3 2.2 2.0 1.8 1.6 1.4 1.2 1.0 0.8 0.6 0.5
Proceeds from investing
excess cash n.a. n.a. n.a. n.a. n.a. n.a. n.a. n.a. n.a. n.a. n.a. *
Total 18.7 186 183 181 179 178 177 174 172 172 171 16.9
On-budget 152 151 149 148 147 146 146 143 142 141 140 139
Off-budget 3.5 3.4 3.3 3.3 3.2 3.2 3.1 3.1 3.1 3.0 3.0 3.0
Surplus 1.4 1.8 1.9 1.9 1.9 2.0 2.0 2.2 2.4 2.4 25 2.7
On-budget * 0.2 0.2 0.1 0.2 0.2 0.1 0.3 0.4 0.5 0.6 0.7
Off-budget 1.4 1.6 1.6 1.7 1.8 1.8 1.9 1.9 1.9 2.0 2.0 2.0
Debt Held by the Public 399 361 327 295 265 235 207 177 147 117 8.7 6.3
Accumulated Excess Cash n.a. n.a. n.a. n.a. n.a. n.a. n.a. n.a. n.a. n.a. n.a. 0.6
Memorandum :
Gross Domestic Product
(Billions of dollars) 9,116 9,583 10,038 10,496 10,954 11,422 11,924 12,453 13,006 13,583 14,202 14,856

SOURCE: Congressional Budget Office.

NOTE:

n.a. = not applicable; * = between -0.05 percent and 0.05 percent of GDP.




CHAPTER ONE

AN OVERVIEW OF THEPRESIDENT'S PFOLICY PROPOSALS 5

Table 1-4.

Major Differences Betw een CBO'’s and the A dministration’s Estimates of Spending for
Selected M andatory Programs, Fiscal Years 2001-2010 (In billions of dollars)

Administration

CBO Current-Services
Baseline Baseline Difference
Social Security 5,265 5,393 -128
Medicare 2,858 2,868 -10
Medicaid and State Children’s Health Insurance Program 1,894 1,844 50
Civil Service Retirement and Disability Fund 564 607 -43
Unemployment Compensation 319 351 -33
Veterans’ Compensation 227 252 -25
Food Stamps 226 252 -26

SOURCE: Congressional Budget Office.

baseline total for &cial Security outlays over the
20012010 period is $128 bitinless than the dminis-
tration’s.

Spending Proposals

ThePresidenis requestingiearly$625 billion intotal
discretionarybudget authorityfor fiscal year 2001.
Resultingoutlays for that year, BO estimates, vould
exceed the current statutocap by$56 billion, at
thoudh they would equal the outlayprojected in
CBO'’s inflated baselineariation. In 2001, nanda-
tory spending(includingoffsettingrecsipts but exclud-
ing interest costs) under the President’s proposals
would be only about 4 billion more than in CBO's
baseline.Over time, howeer, that budgtaryimpact
would gow, boostingnandatoryspendindyy an esti-
mated$37billion in 2010. Total outlaywouldriseat
an aerage annual rate of about 3.5 percengrohe
20012010 period—discretionaigpendingatabout a
2.4 percentate and mandatoryoutlays (again, with
offsettingreceipts but vthout interestosts)atarate
of almost 6 percent.

Discretionary Spending

A key conponenbf the Admnistration’s budgt is its
proposal to reige the statutoriymits on discretionary

spendingthat are currdty in effect througp 2002.
(The Administration also proposdo extend payas-
you-go requirementsfor mandaory spendingand ree-

nues.) Except for 2001, caps on bugtgquthorityand
outlays would be set at or slgly belowlevels that
would allow future discretionargpendingto keep
pace vith inflation throudp 2010. For 2001, the A-

ministration proposes a nessp on budgt authority
that would be $billion aboe a lew consistent vith

inflation and $73 billion abay the current capThe

Administration’sproposed new caps on budgf auttor-

ity start at $614 billion in 2001 andayv to $758bil-

lion in 2010 (see dble 15)2 Its proposd caps on
outlays risefrom $626billion in 2001 to $780 billion
in 2010—anaverage annual rate ofrgwth of about
2.5 percent.

In addition to extendintpe owerall caps throuy
2010, the Adrmistration would create @ew cap for
its Lands Legacyinitiative. Tha progamwould ac-
quire historic sites, open spagceand threatened
coastal areas; fundingould aerag around $1.5 bil-
lion anrually over the 10year period.EXxisting caps
on hichway and nasstransit spendingvould be al-
lowed to epire in 2003, as praded in current law.

2. Several of the tabksin thischapter preide additimal detailby break
ing down discretionary spendinginto its two general cate@ries of
defense andondefensepending This overview, however, does na
discuss defeng pendingseparatey. For a disussion of the differ-
enceshbetween CB@ and the Adrimistration's edimatesof defene
outlays, see Apendix B.
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Table 1-5.
Estimates of Discretionary  Spending Under the President’s Budgetary  Proposals
and CBO'’s Baseline Projections (By fiscal y ear, in billions of dollars)
2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010
CBO'’s Estim ate of T otal Discr etionar y Spending in the P resident’'s B udget
Budget Authority
Defense 292 306 310 316 324 332 341 350 359 368 378
Nondefense 281 318 320 323 330 337 346 35 364 373 383
Total 573 625 629 639 654 670 687 705 723 741 761
Outlays
Defense 289 295 303 310 318 329 333 339 352 362 372
Nondefense 322 340 353 360 366 373 381 390 399 408 416
Total 611 635 656 670 684 701 714 729 752 770 788
CBO'’s Baseline P rojections A ssuming T hat Discr etionar y Spending
Grows at the Rate of Inflation A fter 2000
Budget Authority
Defense 290 298 305 313 320 328 336 344 352 361 369
Nondefense 280 309 317 325 33 341 350 38 367 376 385
Total 570 607 622 638 654 669 685 702 719 737 754
Outlays
Defense 284 296 301 308 316 326 331 336 347 356 364
Nondefense 320 340 349 39 366 374 382 391 399 409 418
Total 603 635 650 667 682 700 714 727 747 764 782
CBO'’s Baseline P rojections A ssuming T hat Discr etionar y Spending
Is Frozen at the Lev el Enacted for 2000
Budget Authority
Defense 290 290 290 290 290 290 290 290 290 290 290
Nondefense 280 296 296 296 296 296 296 296 296 296 296
Total 570 586 586 586 586 586 586 586 586 586 586
Outlays
Defense 284 290 288 289 289 291 289 287 289 289 289
Nondefense 320 335 333 340 33 334 334 333 332 332 332
Total 603 625 627 628 623 625 622 620 621 621 621
Caps on D iscretionar y Spending P roposed in the P resident’s B udget?

Budget Authority 589 614 625 636 650 665 683 701 720 739 758
Outlays 608 626 649 663 679 699 709 723 743 762 780
CBO'’s Estimate of the C urrent Caps on D iscr etionar y Spending ?

Budget Authority 572 541 550 n.a. n.a. n.a. n.a. n.a. n.a. n.a. n.a.
Outlays 600 579 571 n.a. n.a. n.a. n.a. n.a. n.a. n.a. n.a.

SOURCE: Congressional Budget Office.
NOTE: n.a. = not applicable.

a. Neither the President's proposed caps nor the current statutory limits divide discretionary spending into defense and nondefense costs.
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Table 1-6.
Comparison of Discretionary  Spending Enacted for 2000 w ith the President’s Request for 2001
(By fiscal y ear, in billions of dollars)

Defense Nondefense Total
Discretionary Discretionary Discretionary
2000 2001 2000 2001 2000 2001
Enacted Request Enacted Request Enacted Request
CBO'’s Estimate of Discretionary Spending
Budget authority 290 306 280 318 570 625
Outlays 284 295 319 340 603 635
Adjustments
Advance appropriations
Budget authority 0 0 14 0 14 0
Outlays 0 0 0 0 0 0
Normalizing pay dates and removing
obligation delays
Budget authority 0 0 0 0 0 0
Outlays 2 -2 3 -3 6 -6
Incorporating obligation limitations
for transportation programs®
Obligation limitations 0 0 34 37 34 37
Outlays 0 0 0 0 0 0
Other®
Budget authority 0 0 2 3 2 3
Outlays 0 4 -1 4 -1 8
CBO'’s Adjusted Estimate of
Discretionary Spending
Budget authority or obligation
limitations® 290 306 331 358 621 664
Outlays 286 296 322 341 608 637
Memorandum :
CBO Baseline
Inflated variation
Budget authority or obligation
limitations® 290 298 314 344 604 642
Outlays 284 296 320 340 603 635
Freeze variation
Budget authority or obligation
limitations® 290 290 314 331 604 621
Outlays 284 290 320 335 603 625

SOURCE: Congressional Budget Office.

a. Alimitation on obligations is a ceiling on the amount of funds that can be obligated within a specified period, usually a fiscal year. It does not
affect the amount of funds authorized, but it controls the rate at which those funds can be spent.

b. Adjustments for proposed or enacted mandatory offsets, user fees, reclassifications, effects of supplemental appropriations for fiscal year 2000,
rescissions of prior-year budget authority, and payment shifts between fiscal years.
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Table 1-7.

Comparison of Discretionary  Budget A uthority Enacted for 2000 w ith the President’s Request for 2001,

by Budget Function (By fiscal y ear, in billions of dollars)

2000 2001 Increase or Decrease (-)
Budget Function Enacted?® Request? Amount Percentage
Defense Discretionary (National defense) 289.9 306.3 16.4 5.7
Nondefense Discretionary
International affairs 223 22.8 0.5 2.3
General science, space, and technology 19.2 20.8 1.6 8.2
Energy 2.6 3.1 0.5 19.6
Natural resources and environment 24.0 25.1 1.1 4.5
Agriculture 45 4.8 0.3 7.1
Commerce and housing credit 6.9 3.7 -3.2 -46.7
Transportation 48.9 53.1 4.2 8.6
Community and regional development 11.4 125 1.1 9.8
Education, training, employment, and
social services 54.6 61.5 6.9 12.7
Health 33.7 35.5 1.8 5.3
Medicare (Administrative costs) 3.1 3.3 0.3 8.5
Income security 36.4 41.3 4.9 135
Social Security (Administrative costs) 3.2 35 0.3 8.7
Veterans benefits and services 20.9 22.1 1.2 5.6
Administration of justice 26.6 30.0 3.4 12.7
General government 12.6 14.7 21 16.5
Subtotal 330.9 357.8 26.9 8.1
Total Discretionary 620.8 664.1 43.3 7.0

SOURCE: Congressional Budget Office.

a. Includes appropriated obligation limitations (ceilings on the amount of funds that can be obligated within a specified period, usually a fiscal year)
for transportation programs as well as adjustments to remove the effects of advance appropriations and other factors shown in Table 1-6 that

distort year-to-year comparisons.

Because BO's estmatesof discretionaryspend-
ing under thePresident’proposals are sligly higher
than the Alministration’'s, BO expectsthat such
spendingwould slichtly exceed the mposed caps in
every year. |In 2001, CBO estiates, the proposed
level of budget authoritywould exceed the AAministra-
tion’s cap by$10 billion and tharmount in the inflated
variant of the baselinby $17 billion; outlag subpct
to appropriatn action would exceed the proposed cap
by $8 billion. Much of thedifference in both budg
authority and outlag is attributable to proposed
spendingecuts, reenue increasegy fees that the 4-
ministrationenploysto offset discretionargpending
but that CBO beliees cannot be used for that purpose

under the povisions of the Balanced Budg and
Emergency Deficit Control Act of 1985, as aendec?

After adjistingfor various shifts irthetiming of
payments and other buddaryanonalies, CBO esti-
mates that the Presidentlsudget would increase
spendingauthorityfor discretionarprogansin 2001
by about 7 percent abevhe2000 lewd (see Tble

3. In 2001,those offsets indude earnings tranderred from the Federa
Resere ($38 billion); various prgosalsrelated to pragrans in the
Departrent o Educatian ($2.3 billion); harbo servicesfees(-$04
billion); user feescdlected bythe Federal Aviation Administration
(-$0.7 billion); a reductia to 1998 bvels of supplementalgrants in
the TenporaryAssistance foNeedyFamiliesprogram(-$0.1 billion);
and sate bankexanination fees(-$02 billion).
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1-6 on pag 7). The largest upswing would occur in
the budegt functions for enegg general gvernment,

income security education, and admistration of js-

tice (see @le 17). Only one function islated for a
cut under the President’s proposaisidget authority
fortheconmmerce and housingredit function dropby

nearly47 percent fron2000 to 2001. That result is
skewed howewer, by the fundingfor conductingthe

census in 2000Excludingthe censushat function
would also shovan increase.

Mandatory Spending

In total, BO estinates that the President’s proposals
would add $21&illion in mandatoryspendingboth
on-and offbudget) overthe20012010 period.Three
health progans—Medicare, Medicaid, an8CHIP—
account fonearlythreegquarters of the proposed new
outlays. (For a nore detailed discussiafihealthcare
spendingn the President’s buégy see Chapter 2.)

Over the 10year period, the President’s Medi-
care policies wuld increase net outlapy $69 hllion,
CBO estinates (see dble 18). The nost costlypro-

posal would create a prescription drbgnefit, betn-
ning in 2003, for all Mediare beneficiaries. That
plan would phasén benefits: in 2003, it would pay
half of beneficiaries’ drugosts upo $2,000,ncreas-
ing to a ceilingof $5,000 by2009, vhen the plan
would be fullyphasedn. (There would be no deduc-
tible.) CBO progcts that the proposal woutmbst
Medicare $260 billion beteaen2003 and 2010, but
those costs auld be ofset by nearly$130 billion in
increased premiums. With the drugbenefit in place,
federakpendindor the Medicaid progamwouldalso
increase—hy$19 billion—because Medicaid subsi-
dizes thgoremumsand shares the costs of lomconme
Medicare beneficiaries.

In addition to the drudenefit, the Adrmistra-
tion proposes to allowertainpeople ags 55 to 64 to
buyin to the Medicar@progam The prenums paid
by such enrollees auld cowr thecost of their insur-
ance, byCBO's estimate. However, a tax credit to
those enrollees for 25 ment of their prefums is
projected to cost $8 billion frorda002 throug 2010.

Various other proposals for the Medicare pro-
gram would raduce spendindy approxinately $62
billion over the 20012010 period.The proposals in-

Table 1-8.

CBO'’s Estimate of the Effect of the President’'s Budgetary

(By fiscal y ear, in billions of dollars)

Proposals on M andatory Programs

Total, Total,
2001- 2001-

2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2005 2010

Medicare

Medicaid

State Children’s Health Insurance
Program

Supplemental Security Income

Earned Income Tax Credit

Child and Dependent Care Tax Credit

Other

o o
*
* N

- o +nv o
oo N «
lnon « -

N
[

Total Effect

|NHI\J * N =

[e0]

6 7 8 9 11 12 14 15 69
2 4 3 1 6 7 8 7 26
3 5 18 183 7 8 7 11 64
* 1 1 1 1 2 2 -1 6
2 2 2 2 2 2 2 1 22
2 2 3 3 3 3 4 4 2
401 1 * * 4 11 10
16 21 28 3 31 3 37 58 218

SOURCE: Congressional Budget Office.

NOTES: The estimates in the table, which cover both on- and off-budget spending proposals, include offsetting receipts.

* = between -$500 million and $500 million.
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cludegivingthe feefor-senice sector of thprogam
new purchasindools b leverage volume discounts
from health care praders, ecouragng conpetition
on the basis gfrice anong Medicare+®oice plans,
addinga new cossharingrequirement for clinical lab-
oratory senices, and reducinthe progcted annual
increases in pament ratedor servces furnished by
hospitals and other prilers.

A further proposal woultiroaderhealthcover-
ace, allowng states to coar theuninsured parents of
children eligble for Medicaidand SCHP. Indeed, for
certain parentshe proposal would require states to
provide cowrage. The new FailyCare progam
which would replace SCHP, would boost federal
matching paymentsto stateshat expanded their cev
erage of parentsCBO estimates that the FaipCare
initiative would increase spendirity $64 billion be-
tween 2001 and 2010; howexy atthe sare time, fed-
eralMedicaid paynents would decrease b7 billion
as som recipients wre shifted into the Faity-Care
progam

The President’'s budyg cortains seeral other
proposals related to Medi. The nost costlyof
themwouldrestore full eligpility for certain legl im-
migrants. The Personal &ponsibilityandWork Op-
portunity ReconciliationAct of 1996 (also kown as
welfare rdorm) restricted leg aliens’ eligbility for
welfare benefits.The President would restore it, at a
total costof $10billion between 2001 and 2010’ he
budget also proposes extendand sinplify the transi-
tional Medicaid progam which provdes up to one
year of coerage for recipients o securegbs; that
chang would raise spendinigy nearly$5 billion over
10 years. (Without the extension, thprogam will
end in October 2001.)The net effect of othepro-
posed Medicaid prasions would be a drop spend-
ing of less than $1 billion fror2001 throug 2010.

The income securityfunction of the budet is
anotheffocus of ngjor spendingroposals byheAd-
ministration. Expandingheearnedncome tax credit
would boost outlagby about $2 billion pergar from
2001 onward, anthodifying thechild and dependent
care tax oedit would raise annual spendity as
much as $4 billionIntotal, thosechangswould add
$42billion to outlays over 10 years. The Administra-
tion also proposes to restore Suppmemal Security
Incone payments tdegal immigrantswho neet three

eligibility criteria: theyentered the countmgfter Au-
gust 22, 1996; theawe lived in the United States for
more than fie years; and thepecane disabled after
entry. Restoringhose baeefits, whichwere elininated
by welfare reform would st $6 billion from2001
throudh 2010, CBO estiates.

Revenue Proposals

The Presidergbudget proposes nearly0 changs in
tax laws that on balance walreduce reenues by
almost$150billion from 2001 throug 2010 (see &
ble 19). Over that period, proposals to cut taxes
would subtract about $350 billion fropnojectedrev-
enues. Five propasals account for nearl$0 percent
of that anount: establishindretirementSavngs Ac-
countsfor individuals; proiding relief fromthe mar-
riage penaltyand increasinghe stadard deduction;
allowing people to claintertain exemptions and &
ductionsunder the alternate/mnimum tax; increas-
ingthe lifetime learningcredit for taxpagrs with post-
secondargeducation expenses; aastablishinga tax
credit for taxpagrs with expenses for lonterm health
care.

The budet also contains a nurar of proposals
that would raise regnues byjust ower $200 billion
duringthe period.Oneproposalgcallingfor higher to-
bacco leies, nakes up abou45 percent of that in-
crease.

Overall, alculations byCongessional estilar
tors oftheimpactof the President’s remue proposals
are sinilar to those of the Adninistration. (For pro-
posals that aend the mternal RvenueCode,CBQO s
required bytaw to use estirates proided bythe bint
Committee on Bxation.f Thus, the Adrimistration
projects net losses in resnues from2001 throug
2010 that total only4 billion more than ©ngessio-
nal progctions. But for certain proposals, the differ-
ences arergater.CBO and the CT projectmore rev
enueghanthe Administration does fromroposed in-

4.  Forafull set d such esimates see dint Canmittee o Taxation, Edti-
mated Budget Effect®f the Revenue Bvisons Contained in tk
President FiscalYear 2001 Budget ProposalCX-20-00 (March 6,
2000).
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Table 1-9.
CBO's Estimate of the President's Rev enue Proposals (By fiscal y ear, in billions of dollars)

Total, Total,
2001- 2001-
2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2005 2010

Provisions T hat Reduce R evenues

Establish Retirement Savings Accounts 0 0 -1 -2 -2 -6 -10 -10 -10 -10 -10 -11 -61
Provide Marriage Penalty Relief and

Increase the Standard Deduction 0 * -1 -1 -2 -6 -7 -7 -7 -7 -7 -10 -47
Reduce Individuals' Alternative

Minimum Tax * * -1 -1 -1 -2 -2 -3 -5 -9 -13 -5 -38
Increase the Lifetime Learning Credit 0 * -2 -3 -3 -3 -4 -4 -4 -4 5 -11 -32
Establish a Credit for Long-Term Care?® 0 * -1 -2 -3 -3 -4 -4 -4 -4 -4 -10 -29
Expand Deductions for Charitable

Contributions 0 * -1 -1 -1 -1 -2 -3 -3 -3 -3 -6 -21

Establish a Credit for Certain
Retirement Contributions of Small

Businesses 0 0 * -1 -2 -3 -3 -2 -2 -2 -2 -6 -17
Establish a Credit for Postemployment
Health Insurance 0 0 * -1 -1 -2 -2 -2 -2 -2 -2 -5 -13
Increase the Child and Dependent Care
Credit® 0 * * * -1 -1 -1 -1 -1 -1 -1 -3 -10
Other *r 3 6 - 8 -9 10 11 10 -10 _-9 _-33 _-84
Total * -5 -14 -20 -25 -35 -44 -47 -50 -54 -57 -100 -351

Increase the Excise Tax on Tobacco
Products and Levy a Youth Smoking
Assessment 0 4 4 4 13 13 11 11 11 11 11 37 92
1 2

Replace Sales-Source Rules 0 2 2 2 2 2 2 2 3 8 19
Reinstate Superfund Excise and

Corporate Income Taxes * 2 1 1 1 1 1 1 2 2 2 7 15
Modify Airport and Airway Trust Fund

Taxes 0 1 1 2 2 2 1 1 * 0 0 7 9

Modify the Rules for Capitalizing Policy
Acquisition Costs of Life Insurance

Companies 0 * 1 1 1 1 1 1 1 1 1 5 9
Eliminate Nonbusiness Valuation
Discounts 0 * 1 1 1 1 1 1 1 1 1 3 7
Other *» 7 5 5 S5 1 4 S5 S5 6 _6 28 _54
Total 1 15 15 15 25 26 22 22 22 22 22 95 205
All Provisions
Net Effect 1 10 1 -6 -1 9 22 25 -28 -32 -35 -5 -146

SOURCES: Congressional Budget Office; Joint Committee on Taxation.
NOTE: * = between -$500 million and $500 million.

a. Does notinclude effects on outlays.
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creases in taxes on tobacco, and (€ dnticipates
morerevenues fronchangs to the saleseurce rules
for multinational corporationsOther proposals, such
as prowdinggeneralremedies to curb tax sheltersiliv
generate lessevenue,accordingto the LT. Indeed,
its estimates shovgreater lossethanthose pragcted
by the Adninistration formostof the largst reenue-
trimming proposals.

Provisions That Reduce Revenues

The reenuefreducing proposals in lie President’s
budgé have nultiple purposes.A nunber of them
would establish or expand tax credits aakenother
changes toencourag indivduals to undertakcertain
activities, such as sag for retirenent,providing ed-
ucation and health caliayestingin communities, and
making charitable contributions. Other proposals
hawefair tax treatrent astheirgoal. Thoseprovisions
would offer relief totaxpayers in particular circum
stancessuchasthose vio will incur marriage penal-
ties or face the alternagvmnimum tax.

Retirement Savings Accounts The bud@tproposes
to allowcertainindividualsto contribute to a newav
ings vehicle called a Retireant Saings Account
(RSA). Taxpayers between the ag of 25 and 60
with annual earningyof at leas$5,000 would estab-
lish the accounts ith participatingfinancial institu-
tions, sinilarly totraditional indivdual retirenent ac-
counts (RAs), or with their emloyers, throub
401(R-type plans.The proposatallsfor the financial
institutionor enployer to match thetaxpayer's contri-
butions bya proportion that wouldary with the tax-
payer'sincome and then to rece@a generalbusiness
tax credit that was nonnefidatbe and equd to the
matchingcontribution® Paticipaing financial institu-
tions would also receiwacredit of $10 per account to
cowver expected adrmistrative costs. The proposal
wouldreduceevenues byabout $61 billion fron2001
throuch 2010.

The progamwould offer two typesof matches:
a basic one equalingp to 100 percendf the first

5. Arefundabécreditgenerates paynent tothe taxpagr from thegov-
ernmentif the credit exceedwshat the taxpagr owes—that is the tax
liability. A nonrefundalé credit,in contrast,provides nosud pay-
ment.

$1,000 that the taxpaycontributecand a suppleen-
tal one of up to $100 of the first $100 contribution.
(Thus, a taxpasr eligible for a full metch who con-
tributed $500 wuld receie $600 in natching contri-
butions.) Matchingratesof 100 percent would apply
to married taxpagrs filing jointly who had incone
below $25,000 and sitgtaxpagrs with incone be-
low $12,500. Taxpayers with higher incones would
qudify for lower rates, and the matches would be
conpletelyphased out for arried taxpagrs with in-
conme exceeding$80,000 and sirg taxpagrs with
income of half thatanount. Between 2002 and 2004,
both the incorathresholdsand the raximum contri-
bution eligble for a match would be lower.

As with deductiblelRAs and 401(kplans, peo-
ple would not include contributions to RSAs heir
taxable incong, and anyearning within the account
would not be taxedTaxpayers would, howegr,have
to paytax on their withdawals. Contributions to
RSAs established with fimaial institutions, including
anymatching would count toward th$2,000annual
limit on IRA contributions.

Marri age Renalty Relief and the Seindard Deduc-
tion. By 2005, the President’s buelgproposes to
graduallyraise the standard deduction for teamner
couples until it is tice that for sintg taxpayers. The
increase wuld belimited to the earned incaof the
lower earner and would reduce soalled narriage pen-
alties under current law(The marriage penaltyap-
plies to certain mrried couples who tagher paymore
income tax than theyvould if theywere sinde.) Yet
the proposal wuld also increse so-called narriage
bonusedor other couples—thosehe paylesscom
bined tax under current law tharbifth partners were
sinde because one spousmgrates mchof the cou-
ple’s earnigs. CBO expects the standard deduction
(which is indexed for infition) to reach $8,300 for
married couples and $5,000 for slagaxpagrs by
2005 under current lawTheproposal would increase
the deductiomy $1,700 for twoearner couples in that
year.

In addition tahose boosts, the Admistration is
proposingto inaease the standard deduction for all
taxpayers startingn 2005, includingmarried couples
who file jointly but haw only one spouse with earn-
ings. The uptickin the standardeductiorwould cone
to $500for married taxpagrs filing jointly, $250 for
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sinde taxpagrs, and $350 for hekof-household
filers. Relief fromthe marriage penaltyand other
changes to thestandardleductionvould reduce res
nues byan estimted $47 billion throug 2010.

Alter native Minimum T ax. Thedternative minimum
tax (AMT), enacted in 1978, has its own ex®ions
and deductions, rate schedule, and definitionsnef
come. Today the AMT generally affects hidper-
income taxpayers. Over time, howe\er, its reachwill
expandsharplybecausedy conponents, suchstax
braclets, are not indexed for inflatiganlikethose of
the regilar tax).

In contrast to current lawhe President’s bueg
would phase iexenptionsfor dependents for taxpay
ers subgct to the AMT In 2000, taxpagrs would not
be alloved to claimexenptions for their first tw de-
pendets, but theycould claimthemfor anydepend-
ents bepnd that nurber (for a third, dourth, and so
on). By 2010, theycould claimexenptions for all
dependentsln addition, the President proposes to al-
low taxpayersin 2000 and 2001 who claithe stan-
dard deduction for their re¢ar taxes to clan it for
the AMT as well. Thosechangswould nmean a loss
in revenues of $38 billion oer the 20012010period.
Near the end ahedecadethat progcted loss clifns
sharply because the proposal phaisethe nunber of
exenptions that can be claied and because, under
current law anincreasingshare of taxpagrs will be-
cone subgct to the MT over time.

Lifetime Learning Credit. ThePresident proposesto
increase the rate difielifetime learningcredit estab-
lished bythe Taxpayer Relief Act of 19970 28 per-
centof qualifying expensesUnder current laywtax-
payers can claima credit of 20 percent of qualified
tuition and related expenskes postsecondargduca-
tion up to $5,000 ($10,000 startimg2003).Thepro-
posal would also expiad eligibility for the credit by
raisng the incone thresholds at hich the credit
phases outln total, the preision would cause rest
nues to drop bybout $32 billion fron2001 throub
2010.

Long-Term Care. A newtax creditwould be estab-
lished for taxpagrs who either receiw or provde
longtermcare. In 2001, the creditouldbeasmuch

as $1,000;it would rise gradudly to $3,000 by2005
and renain atthatlevel. In recogition of the burden
assuned by people vino provde care thenselhes in-
stead of paiyng for it, thecredit would not be lirited
to out-of-pocket expenses, althongt would phase out
for married taxpagrs with adusted goss incore
(AGI) abowe $110,000 and for sitgtaxpagrs with
AGI abowe $75,000. Over 10 years, the proposal
would pare regnues byabout$29 billion. In addition,
because theredit would be refundable under certain
circumstances, outlaywould increase byabout $3
billion throuch 2010.

Charitable Giving by Nonitemizing Taxpayers. The
Administration proposes tolalv taxpayrs who do
notitenizetheir deductionsntheir individual incone
tax return (and insteaalaim the standarddeduction)
to deduct 50 percent of their charitable contributions
that exceed specified thresholdThe threshold for
married taxpagrs filing jointly would be $2,000 a
year throu@ 2005 and $1,00€hereafter; for sinig
taxpayers, the threshold would be half thaseounts.
Revenues would fall by about $21 billion throug
2010 under the proposal.

Pension Contributions of SmallBusinessesUnder
the Administration’s budgt, snall enployers(gener-
ally, thosewith 1000r fewer enployees) could claim
credit against incone tax equalingg0 percent of cer-
tain contributions thegnade b defined contribution or
integatad defined benefit pension plansThe credit
would be awilable from2002 throgh 2011, and a
firm could claimit for up to thregrears.However, the
credit would not cover contributions for playees
who were hiply conpensated.Under the proision,
revenues vould drop byabout $17 billion hrough
2010.

Health Insurance Coverage Bllowing Employ-
ment. In certain cases, theo@isolidaed Omnibus
Budget Reconciliaton Act of 1985, or ©BRA, al-
lows continuation of employment-based health insur-
ance for a defined period after plomymentends.Un-
der the Presidestbudget, the tax codevould offer a
credit of 25 rcent of the anount that an indivdual
paid to naintain that coerage. The proposal would
reduce regnues by$13billion through 2010, accord-
ing to the LT's estinate.
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Child and DependentCare. The Administration pro-
poses a nuiver of changs to the existingredit for
workerswhoincurexpenses for the care of their chil-
dren a@ 13 or younger or their disabled dependents.
Increasingthe maximum rate of the credit fron30
percentto 50 percent anadkingit refundablearetwo

of the propeaals. In addition, the President wants to
provide a new nonrefundabdeedit for taxpagrs with
children under the agof 1, whetheor not theyincur
costsfor those children’s careTaxpayers could re-
ceive a $500 credit for each of up toawhildren.
The changs would shrinkevenuesby about $10 bil-
lion from 2001 throuch 2010 and increase outky
(throuch the refundable copmnent) byabout $2il-
lion.

Other. TheAdministration’s budgt includes a num
ber of other reenuefeducingprovisions that would
cut recepts by $84 billion from2001 throug 2010.
Those proisions, which rakeuprouchly onegquarter
of thetotal revenuecost ofthe President’proposals,
include establising a tax credit for preiams under
the proposed Medicare bily progam ($8 billion);
raisingthelimits on the lowincome housingcredit($6
billion); extendingand nodifying the credit for busi-
ness actiity in PuertoRico ($6 billion); establishing
or extendingvarious creditdor purchasemtended to
improvethe envronment ($6 billion); naking nurrer-
ous other chares to tax laws caying pensions and
other retirenent savngs ($6 billion); expandingm:
powerment zones ($5 billion); andsteblishing a credit
for certain investnents in selected comunity devel op-
ment entities ($4 billion). The budgt also poposes
—for a loss in reenues of$4 billion over 10 years—
to increase and siplify the earned incoatax credit.
Howewer, the outlayside of the budgt woud record
mostof the cost of that proposal ($BRlion) because
the credit is refundable.

Proposals That Increase Revenues

A number of the tax chages that the President pro-
poses wuld raise evenues. he proposals include
excise taxes otobacco, air trawel, and petroleuma
newlewy on tobacco copanies; differenaccounting
rules for donestic and naltinational corporations; and
increases in estate anidtgaxes.

Tobacca The Presidergbudgetwould increaseex-
isting excise taxes on tobacco and, ibyth snoking
does nofall belowspecified leels, lew a newcharg
on tobacco copanies. Startingin 2001, the excise
tax would go up by25 cents per paclsupplantinga
5-centperpack increase scheduled forauary 1,
2002. Moreoer, if youthsnoking has not been cut in
half by 2004, the President proposes toihdgvying
an annual chaspntobaccaconmpanies of $3,000 for
ewvery snoker under the agyof 18.

TheJCT and CBO pragct reenues ofapproxi-
mately $92billion throudh 2010 fromthose proposals,
with about twothirds ofthatamount generated byhe
youth snoking lewy. The Administration progcts that
the proposals wuld raise about $26 billiotess, or
$66 billion. Most of the ariance between the ést
mates stera fromdiffering assurptions about Wen
shoking levels might be low enoug to turn off the
levy. CBOprojects that it wl continue througp 2010.
The Adninistration expcts youth snoking to hawe
fallen sufficientlyby 2008 to end the lgv

Export SalesSource Under current lawJ.S. multi-
nationd corporationsenjoy atax benefit tha dlows
themto report sora of their incone from exports as
foreign earnings, ewen if those exports areamufac-
tured in the Wited Sates andheincome fromthemis
not subgct to foregn taxes. That treatrent allows
certain nultinational firms toincreaseheir use of for-
eign tax credits and thus lawtheir federal tax pay
ments. Repealingheprovision,as the Adrmistration
proposes, wuld raise $19 billion osr 10 ears, ac-
cordingto the LT, which propctsalmostthree tines
as nuch in reenues fronthe repeal asads the Ad-
ministration. The variation stens mainly from differ-
entassumtionsaboutforeign effectiwe tax rates, the
anmount of excess foreigereditsavailable to corpora-
tions, and corporationsophisticated wsof certain
foreign tax arrangments, suchas carrforward and
carrybackprowisions.

Superfund. The President proposes tongate the
taxes dedicated to the Hmdous Substance Super-
fund that expired in 1995Throuch 2010, the excise
taxon producers and iporters of petroleurandcer-
tain chenicals would kring in $8 billion to federal
coffers, and the additioral income tax tha would be
leviedonall corporationsvould raiseanothe$7 bil-
lion.
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Airport and Airway Trust Fund Taxes. The Ad-
ministration proposes to coent the current excise
taxes on air traxel into an unspecified syemof user
fees related to the fedei@st of prouding air traffic
senices. Because the buég did not specifythe
anmountof the fees, thedT used theAdministrations
estimate of increased remues—$9 Hlion throud
2010.

Lifelnsurance Costs The President’budgetwould
require lifeinsurergdo delaytakingtax deductions for
sone of the costs (such as caornissions anédminis-
trative expenses) that thacur in acquiringpolicies.
Before 1990, lifeisurers could irmediately deduct
their expenses for policpcquisition, egn thoud
those actiitiesgeneratedncome over multiple years.
Legislation enacted it990,howe\er, shrankthe tax
deferralbyrequiringlife insurers to deduct a specified
share othosecostsdependingnthetypeof policy,
over either five or 10 years. Thenewproposal would
increasehat share, boostimgwvenues byanestinated
$9 billion throudn 2010.

Nonbusiness Valiation Discounts and Esate and
Gift Taxes. The valuation discount recadzes that
minority shareof an actiw business is @rth lesghan
the proportionate shaw its value to a sole owner.
However, beneficiariesf estatesn which control of a
businesss not an issue havbeen clairmg the dis-
countto reduce thealue of other assetshen theyare
divided at the tima a dft is made or adeath occurs.
This proposhwould limit the use of @uation dis-
counts toactive businesseand thus add $7 billion to
revenues oer the20012010 period. Other proposals
in the budgt would raise estatend gift taxes by
nearly$3 billion throudp 2010.

Other. Numerous other proigions that would in-
crease taxes (b$54 billion throudp 2010) are also
part of thePresident’s budgt for 2001.Theyinclude
providing general renedies, such as increasdigclo-
sure and penalties, to curb thegth of tax shelters
(%5 billion); disallowing sone interest deductionisy
firms thet invest in corporatewned life insurance
policies ($5 billion); elinmatingdeductions bgertain
mutual funds for diidends paid to redeestockfrom
shareholders if the redgrtiondoesnot represent a net
contraction of the fund ($4 billion); prohibitinghe
Federal Resenfromreplenishingts surplusaccount

to offset the transfer to ther@asury for fiscal year

2000that was letslated in Noember 1999 byPublic

Law 106-113, An act raking consolidate@ppropria-
tions for the fiscal year endir§epterber 30, 2000,
and for other purposes, referredrtehisreportas the
Consolidated Apropriations At ($4 billion); and
changng the period ogr which businesses amiize

certain startap and orgnizational expenditues ($3
billion).

Budgetary Conventions

In addition to its policyroposals for fiscalgar2001,
the Admnistration’s budgt contains a supplental
request for 2000.Among other thing, the request
calls for rewersinga nunber of shifts in the tinmg of
paymentsand delagin obligatingfunds thatvereen-
acted in prewus legslation. Thebudget categrizes
such reersals as "restorinpudgetary conventions."
Yet despite that charactesitton and all ti seens to
imply, the Adninistration hasnade other proposals
that are inconsistentitk budgetarytradition.

In a restoration of comwntion, the suppleantal
requesproposes to reinstate certain federal gates
that were to be shifted forardinto thenextfiscal year
under the ©nsolidated Appropriations Actln that
legslation, the Congpss and the President deddya
pay date to October 1 (theeginning of the gvern-
ment’s fiscalyear)that nornally would haw occurred
on Septerber 29 or Septeber 3. Also duringlast
year’'s appropriation process, parttbé fundingfor
seeral progans waswithheld until late in the fiscal
year. The effect of those tiing shiftsandobligation
delays was to transfer nearl$8 hllion in spending
from 2000 to 2001.Now, the Adninistration is pro-
posingto shift $7 billion of it backo 2000.(TheAd-
ministration does not propose to eese the delagin
obligating funds for foreign operations pragns,
which account for th spending that does not shift
backto 2000.)

A furtherproposal of that soould restorethe
traditionalpaymentdates for eterans’conpensation
and SupplemntalSecurityincone at the end of 2000.
Normally, benefits for thosvo progamsarepaid on
thefirst dayof each mnth, but vhen Qctober 1falls
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on a weekend, payments shift back to the previous
Friday. The Balanced Budg Act of 1997 undidhe
regularly scheduledhift in 2000; the Adrmistration
now proposes to paynose benefits (approxately $4
billion) on Septerher 29, 2000.

In anattenpt to conply with the cap on budy
authorityin 2000,the Congess and the President en-
acted about $14 billion in adnce appropriationfor
2001 that would ordinarilhhawe been nade awilable
in 2000.Although the Adninistrationincludeslegisla-
tive langiacgein the budet to continue that practice in
2002, it has alsimdicated that it would consider lisg
lation to restore the cust@my funding patterns.But
the Adninistration’s budgt figures do not reflect such
a shift, nor do CBO'’s.

Seweral proposals that are not consistent with
normal budgetaryconwentions agdso part of the Pres-
ident’s budgt. Those proposaiscludea shift in the
timing of Medicare pasnents to health mintenance
organizations; reclassification of certain discretionary
progams as nandatory a requirerent that the Fed-
eral Resene transfer additionatarning to the Trea-
sury; and an admmistrative proposal concerninipe
payment of interest on net receipts fratre Federal
HousingAdministration’s nutual nortgageinsurance
progam

Debt Reduction

Surplusegfrom off-budget or onbudget sourcesthat
are not used to arease spendingy reduce taxes are
available to @y down debt. For exanple, setting
aside theoff-budget SocialSecuritysurpluses, as the
President proposes,onld enabe the Departrent of
the Treasuryto significantly reduce debt held e
public. And under the Presidentgidget, remaining
on-budget surpluses vuld alsabeusedto pare dow
that debt.

Other uses, hoewer, arealso proposed for por-
tions of the on-budget surplus. The budget calls for
transferringcertain amunts, for example, to Medi-
care’s Hospital nsurance fust Fund. Yet those
intragovernmental transactions would hano effect
on the budgt’s bottomline. And althoudh the trans-

ferswould make the trust fund appear to beore fi-
nanciallysound, theyvould notactuallyprovide any
newresources to help the federal/grnment meet its
obligations to Medicare recipientserthelongterm
Similar transfers are proposed for Social Securéy
ginning in 2011 ad for the Back Lung Disability
Trug Fundin 2001. Like the proposed Medicare
transactions, thogeansfers would hagrno effect on
the federal gvernment's ability to meet the progans
obligations. (See ChapteB for a nore detailed dis-
cussion of trust fund transactions.)

In one instance in the budyg, a progamis pro-
posed but the omey that would fund it is actually
counted toward debt reductiofihe budgt mentions
a "resere for catastrophic prescriptionruy cower-
ace." If the legslation was enacted, the resewould
consune $35 billion of the surplus allocatédreduc-
ing debt between 2006 and 201But no specific in-
formation is proided about how the progmwould
work, and because the diget applies the mney
needed to fund it to debéduction, CBO’s estirmates
do not include spendinfgr the resers.

If thesupluses tlat (BBO projecsunde thePresi-
dent’s budget—as well as under all threergionsof
its baseline—raterialize, all debt held byhe public
that is awilable for redemtion could be retired by
2010. "Available" is the ley word: sone portion of
the outstanding debt will remain in public hands be-
cau® many 30year Treasurybonds are not slated to
mature until after 2010The Treasuryconducted tw
trial buybacks of debt, each totalin§1 billi on, on
March 9 and Marc 16; newertheless, oer time, the
nunber of holders of 3@ear bonds Wwowould choose
to sell their securities at prices that trevegnment
would be wlling to payis uncertain. Furthernore,
unless te governnent discontinues ther&asurys
progamnms for savngs bonds and for state and local
government securities, those fogsrof debt \ill con-
tinue to be issued andlivemain outstandig at the
end of the 2002010 period.

Underthe President’s proposals, after all accu-
mulated surplees had been used to retireadable
debt held bythe publc, $93 billion in excess cash
would renain in 2010. The Treasurywould invest it,
CBO assums, at the aarag interest ate progcted
for Treasurybills and notes andiould receie divi-
dend or interest earnindromthose inestnents.
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Grants to State and Local
Governments

In thecurrent fiscal gar, BO estinates that the fed-
eral gvernment will transfer about $28®illi on to
state, loal, and tribal gvernments throudp various
grantprograns. Although most bud@t functions in-
clude at least soespendingor grants, the functions
for health; incorma security educatia, training ent
ployment, andsocial serices; and transportation fev
high concentrations ofrgnt outlag. Inthe first three
categries, federal @nts prinarily supportpayments
to or serices for indivduals. Qilays for grants in
those functions total about $230 billion, coma than
80 pecent of total gant spendindor this year. The
Medicaid progam alone accounts for about 40 per
cent of gant spending-an estinated $115 billion in
2000. Transportation gants, which rake up 11 per-
cent,or $32 billion, of total gant expenditures, pri-
marily fund the deglopment of transportabn infra-
structure, particularlghe consruction of hidhways,
mass transit stens, and airports.

In the four functions with the ost spendindor
grants, CBO identified wre than 350 different pro-
grams. The magjority of them receive cate@rical
grants, which provide aid for specific, narowly de
fined purposes. Anuch snaller nunber of block
grants provile funds for a broad raagf activties.
Those gants hae only minimal restrictions on thie
use.

More than half of all gant progams focus on
educationfraining enployment, and social setees.
In the current fiscalgar, BO estimates, a little ogr
$40 billion will be disbursed fothose purposes to
state, local, and tribabyernments throudp more than
200 different proganms. About 70 of themsupply
funds for elemntary secondaryand wcationaledu-
cation and another 65 prae noneyfor social ser-
vices. The healticategry accountdor the next larg
est nunber of progans, and amngthem Medicaid
claims the biggest share of outlays ($115 billin).
Aside fromMedicaid, BO estimateghat sliditly less
than $8 billion in gants will be disbursed thisgar
throuch apgoximately 70 other progams for health,
most of which fund health care seoes.

The President’s bu@gwouldboostspendingor
grants in 2001—bw sigiificant anount for disre-
tionary programs and bya nore nodest arount for
mandatoryprogams. Outlays for grants would total
$303billion in that year—or about one of esry six
dollarsof federal spendindpyCBO’s estinate. Grant
outlays in the 2001 budget include $125 billion for
discrdionary progans and $178 billion for randa-
tory progans.

Because annual chaegin outlag reflect not
only current decisiongutpastfundingactions as well,
changes in budget authoritypresent a nnch clearer
picture of the President’s poligyoposaldor discre-
tionaryprogams. After adpstingfor various shiftan
the timng of payments, @O estimatesthatthe Presi-
dent’'sbudgetwould increase discretionabyidgetau-
thority for grants byabout $11 billion, or 9 percent,
conpared vith this year's lewel (see Tble1-10). The
increase wuld falllargely within three functionsed-
ucation, training enployment, and social serues;
income security and transportation.

Almost half oftheincreases centered on educa-
tion, training enployment, and social serges pro-
granms. The President’s proposal®uld raise discre-
tionarybudget authorityfor those gants byalmost$5
billion abowe the 2000 lest—an increasef aboutl4
percent. Fundingfor elenentaryand secondamdica
tion proganswould climb the nost. ThePresidenis
requesting1.3 billion for a nevprogamthatconsists
primarily of loans to subsidiez school renaations.
Large increases for a numer of existingeducation
progamns are als proposed, includingrogans for
schooimprovenent, education for the disaahtaged,
educaiton reform and special educatiorGrants for
trainingand erployment servcesandsocial serices
for children and dmilies would also see sificant
increases under the President’s tetdg

In the incore securitycate@ry, budget authority
for grants would gow by about$3billion, which rep-
resental12 percentincrease almthis year's lewl of
$28billion. That expansion includes substantial en-
largement ofa number of progans, including grants
for honeless assistance and otheusiog progans
and for child care and delopment.
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Conpared with the 2000 lel; the Pesident is
requesting2.5 billion (or 7 percenthorein spending
authorityfor transportationigants. Obligation limita-

tions set irappropriation acts control annual spending

for most of those @nts. (A limitationon oblications
is a ceilingon the arount of funds thatan be obli-
gated within a specified periodjsuallya fiscal yar.)
Under the President’s proposals, theiti@tions that
govern spendindor highwaysand transit construction
progams would rise bymore than $2 billion.

Although for most functions, budgt authority
for grants would gow under the President’s bugtg
two functions would receie significantly lessmoney

in 2001: adrmistration of jstice ad natural re-
sourcesnd enwwonment. The proposedropin fund-
ing for justice gants results frona net decreasa i
grants to state and locabgernmentsfor law enforce-
ment activties and for pograms to reduce iolent
crime. Those cuts would beartially offsetby a pro-
posedncreasén budget authorityfor grants thasup-
port conmunity-oriented policing Similarly, a large
cut ingrantsto states and tribalayernments for env-
ronmental protectiomctivitieswould nore than offset
smaller boosts in a fewatural resources prors.
The proposed cut in fundingtens largely from the
elimination of new budeg authorityfor constructing
watertreatnentfacilities. Such gants vere appropri-

Table 1-10.

Comparison of Discretionary  Spending A uthority for Grant Programs Enacted for 2000 w ith the
President's Request for 2001, by Budget Function (By fiscal y ear, in billions of dollars)

2000 2001 Increase or
Budget Function Enacted® Request?® Decrease (-)
Natural Resources and Environment 4.3 4.1 -0.2
Transportation® 355 38.0 2.5
Community and Regional Development 8.8 9.2 0.4
Education, Training, Employment, and Social Services
School renovation program 0 1.3 1.3
Other elementary, secondary, and
vocational education programs 22.1 24.0 1.9
Training and employment services 3.8 4.2 0.4
Children and family services 6.4 7.3 0.9
Other 3.6 4.0 0.4
Subtotal 35.8 40.7 4.9
Health 6.7 7.0 0.3
Income Security 27.7 31.1 3.4
Administration of Justice 3.9 3.3 -0.6
Other 1.9 2.0 0.1
Total 124.6 135.3 10.6

SOURCE: Congressional Budget Office.

a. Adjusted to account for timing shifts.

b. Includesappropriated obligation limitations (ceilings on the amount of funds that can be obligated within a specified period, usually a fiscal year).
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ated for specific communities in the current fiscal
year.

Outlays for grants undethe President’s propos-
as for entitlements and other mandaory programs
would rise byless than $0.5 billion in 2001, cpared
with current law Most of the increase (about $0.4
billion) would g toward newgrants for earlchild-
hood education.

Differences BetveenCBQO's
and the Administration's
Estimates

By CBO's recloning total surpluses under the Presi-
dent’s policies wuld be $209 billion higer from
2001 hrough 2010 than the Admistration has esti-
mated (see @ble 1-11). The discrepancgccurs be-
cause in rast yars, CBO’s econoia and technical
assumptions produce higer projected reenues and
lower mandatory sperling than the Aministration
anticipates under current law.

Differences inEstimates ofthe Baseline

No sngeddiningpattern charactegs the differeces
between CBO's and the Aiministration’s estirates
over the 20012010 period. In projectingrevenues,
CBO'’s baseline posts Higr totals fron2001throuch
2006, excedingthe Administration’s currensenices
estinate by a total of $87 billion (see dble 112).
But thatrelationship is reersed from2007 throub
2010, vwhen BO's estimate is a total of $43 billion
below that of the Adimistration. Thepatternof reve-
nuevariations arises frordifferent progctions otax-
able incone; CBO'’s estinate is hidperthrough 2004,
but theAdministration’sis higher thereafter (for wre
details, see Rapter 4).

On the outlayside,CBO's baseline estimates for
mandatoryprogans are lover than the Aministra-
tion’s in alnost eweryyear. From2001 throup 2010,
CBO projects$209 billion less in outla with much
of that difference showingpin estimatesof spending

for Social Security. The reasons for the difference
vary dependingon the ar. In 2000 and 2001, CBO
projectsthat caseloadsilWbe slightly lower thanthe
Administration expectsin the longr term the Ad-
ministration has osrestinated the real fiflation-ad-
justed) gowth in awerage benefits, 8O beliewes.

There are saral potential sarces for the dis-
crepanciein growth rates of Social Securityenefits.
Because those benefits are gared on he basis of
the earning histories of bené&fiaries, risingwages
can be a sigificant factor in suclgrowth ower time.
But the forecasts afnnualwage increasei the Ad-
ministration’s and CBQO'’s pregtions are coparable
over the 20012010 periodand therefore contribute
little to explainingwhy projected benefits diffeso
much. Projections of caseloads and annuadteauf-
living adjustients are sirilar as well. A significant
portion of the difference lies in outlsfor the Osabil-
ity Insurance progim CBO projects aerage real
growth in benefits for disabled waeks of about 0.4
percent a gar—the agrag for thepast five years.
The Administration, bycontrast,estimates that real
benefit gowth will averag 1.4 percent aaaroverthe
projection period.

Overall, the Administration anticipates that So-
cial Securitypayments wil grow atanaverageannual
rateof 5.5 percent oer the 10year period, copared
with CBO'’s progction of 5.2 percentrgwth. After
adjustment for autonatic increases, the dministra-
tion’s estinatesof averag benefits are alswticeably
higher than ®O'’s for Civil Senice Retirement, un-
enployment conpensation, geterans’ corpensation,
and Food Staps.

Differences inEstimates ofthe
President's Proposals

Overall, CBOS estimates of the budgary impact of
the Presidert'proposals i relatiwely close to those
of the Administration, althoulg for a particular pro-
gram there nay be substantialariation between the
two. For example, CBO's estimates of proposals for
Medicaid andSCHIP togetherarelower than the Al-
ministration’sin all years of the pr@jction periodin
2010, the dference is nearly $8 billion), mostly
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Table 1-11.
Sources of Differences Betw een CBO’s and the A dministration’s Estimates of the President’s
Budgetary Proposals (By fiscal y ear, in billions of dollars)
Total, Total,
2001- 2001-
2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2005 2010
Administration’s Estimate
Surplus Under the President's
Budgetary Proposals 167 184 186 185 195 216 256 292 314 329 363 965 2,519
Sour ces of Differ ences
Revenue Differences
Baseline -11 6 17 25 24 11 3 -11 -15 -8 -9 84 44
Policy * x> 1 2 2 _ il * 3 4 4 > 4
Total -11 7 16 24 26 12 3 -12 -17 -4 -5 84 48
Outlay Differences
Discretionary -6 1 5 5 3 * 4 5 7 8 7 14 45
Mandatory
Baseline -5 -4 * 13 -10 -13 22 -32 -36 -40 -40 -40 -209
Policy -1 4 i _4 _1 _2 _3 * 2 3 _4 _9 _3
Subtotal -5 * i -10 -11 -11 -18 -32 -38 -42 -44 -31 -206
Total -12 1 6 -5 -8 -1 -14 -27 -31 -34 -37 -16 -160
All Differences 1 6 10 28 34 23 17 15 14 30 32 100 209
CBO's E stimate
Surplus Under the President's
Budgetary Proposals 168 190 196 213 228 238 273 307 328 360 395 1,065 2,727
Memorandum :
Economic Differences
Revenues 8 8 10 10 5 -5 -18 -27 -32 -30 -26 27 -106
Outlays 1 2 il 5 210 11 11 21 10 9 -8 23 73
Total 7 6 9 15 15 6 7 -16 -22 -21 -18 51 -32
Technical Differences
Revenues -18 -1 6 14 21 17 21 16 15 26 21 56 154
Outlays -12 -1 6 > 2 > 3 A6 21 25 29 7 87
Total -6 * * 14 19 17 24 31 35 51 49 49 241

SOURCE: Congressional Budget Office.

NOTE: * = between -$500 million and $500 million.
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Table 1-12.
Comparison of CBO’s and the A dministration’s Baselines (By fiscal y ear, in billions of dollars)

Total, Total,
2001- 2001-
2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2005 2010

CBO Baseline
(Inflated variation)
Revenues 1,945 2,016 2,096 2,177 2,263 2,361 2,465 2,572 2,686 2,813 2,946 10,913 24,396
Outlays 1,766 1,835 1,885 1,945 2,012 2,089 2,135 2,198 2,282 2,364 2,451 9,766 21,197
Surplus 179 181 212 231 250 273 330 374 404 449 495 1,147 3,199
On-budget 26 15 29 36 42 48 92 121 138 169 202 171 893
Off-budget 153 166 182 195 209 225 238 253 266 280 293 976 2,307

Administration Current-
Services Baseline

Revenues 1,956 2,010 2,080 2,151 2,238 2,350 2,462 2,584 2,701 2,821 2,955 10,829 24,352
Outlays 1,776 1,839 1,883 1,958 2,025 2,103 2,158 2,236 2,324 2,410 2,499 9,807 21,434
Surplus 179 171 197 193 213 247 304 347 377 411 457 1,022 2,919
On-budget 32 11 25 8 18 33 80 108 127 151 184 95 746
Off-budget 148 160 173 185 195 214 225 239 250 260 272 926 2,173

Difference (CBO minus
Administration)

Revenues -11 6 17 25 24 11 3 -1 15 -8 -9 84 44
Outlays 0 4 2 A3 A3 14 23 38 41 46 47 42 237
Surplus * 10 15 38 38 25 26 26 27 38 38 126 281
On-budget -5 4 5 28 24 15 12 13 11 18 18 76 147
Off-budget 5 6 10 10 14 11 14 14 16 20 20 50 134
SOURCE: Congressional Budget Office.
NOTE: * = between -$500 million and zero.
because dthe proposed FailyCare progam Start- care tax credits is $#allion to $3 billion a yar hider
ing in 2007, CBO estiates, the new authorityp the than he Administrations. Most of that difference,
Presidens budget combined with existingSCHIP thoudh, ariees because thedininistration nisclassi-
spending would be insufficient to fund the pn@gm fied the outlayand reenue conponents of the policy
and neet statesibligations under it.CBO has there-
fore based its estiates of outlagfor theproposal on Overall, after takng the \arious differences into
the authorityspecified in the budd. account, CB@ projections of the Presidespolicy
proposals are ithin $4 billion of the Administrations
In contrast, BO's estimate of the effects on out- in every year between 2001 and 2010.

lays of the earned incoemand chid and dependent






Chapter Two

The President's Health
Insurance Proposals

are the largst federal entitlerant progars.

Together with the State Children’s Health h-
surance Pragm, they provide federdly funded or
subsidizd health insurance cerage to millions of
low-income, disabled, or agd beneficiariesThis fis-
cal year, Medicaid W spend about $115 billion on
health care for 43 ition low-income people and on
subsidies to hgitals that sere low-inconme popula-
tions. SCHIP—which givesfederalgrants to states to
provide health insurance for uninsured children who
do not qualifyfor Medicaid—wil spend $2 billian.
And Medicare Wl pay for thehealthcare of sora 39
million elderly and disabled people agrosscost of
about $221 billion. (Premums paid byparticipants
cower sone of those costs.Jogether, those three pro-
grams will account for about 18 percent of feder
outlays in 2000.

n fter SocialSecurity, Medicare and Medicaid

The President’s budg for 200lincludes a @ri-
ety of initiatives to expand health insurance @age
of low-income people throuly Medicaid ad SCHIP
and coverace of disabled workrs and certain people
ages 55 and oldathroudh Medicare. The President
also proposes aihg a prescription drugpenefit to
Medicare and encourangy health plans to copgeteon
the basis of price bgnablingMedicare beneficiaries
whochoose lowcost plans to papwer Medicarepre-
miums. In addition, the budg includes srious pro-
posals to reduce therayth rate of spnding for
Medicaid and Medicare.

The President also proposes transferrimgye-
nues fromthe gneral fund of the fleasuryto Medi-
care’s Hospitalisurance fustFund. Although that
transfer would delayhe date on which the trust fund
is exhaustedt would not proude anynew resources
to address the budtary pressures that il result
fromthe progcted rapid gowth of Medicare spending
over the corimg decades.

Taken together, the health care initiatg inthe
President’s budgt would raise federal spendity
$159 billion overthe20012010period, the ©Gnges-
sional Budget Cffice estimates (see Bble 241). Of
that total, $26 billion wuld bespendindor Medicaid,
$64 billion for SCHIP, and $6%illion for Medicare.

In addition, the President’s proposals to expandtelig
bility for Medicare would reduce tax renues by$8.4
billionand increase Social Securgpendingwhich is
off-budget) by $1.4 billion oer the sam period.

Because of the agnitude offederal health insur-
ance proganrsand the scalef thePresident’s propos-
als to alter theman understandingf how those pro-
gramsspendnoneyis important in ealuatingthepro-
posals. Consequentlythis chapter reiews trends in
spendingandenrollment for Medicaid and SCIRlbe-
fore exanning the changs to those pragns pro-
posed in the President’s buatglt then does the sam
for Medicare. (The President’s trust fund proposals
are discussed inl@apter 3.)
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Table 2-1.

Ten-Year Esti mates o f the President's Heal th
Insurance Proposals (In billions of dollars)

Administration CBO
Medicaid and SCHIP (Federal pay ments)
Medicaid
FamilyCare N.A. -7.4
Effects of Medicare prescription
drug benefit 33.7 18.7
Other proposals N.A. 15.1
Subtotal N.A. 26.4
SCHIP
FamilyCare N.A. 63.7
Other proposals NL.A. 0.7
Subtotal N.A. 64.4
Both Programs
FamilyCare 76.0 56.2
Effects of Medicare prescription
drug benefit 33.7 18.7
Other proposals 14.0 159
Total 123.7 90.8
Medicare
Changes to Traditional Medicare® -54.1 -48.6
Expanded Eligibility 2.9 0.2
Prescription Drug Benefit 126.6 130.6
Competitive Defined Benefit -11.9 -13.7
Total 63.5 68.6
Total Proposals
Cost of the President’s Health
Insurance Proposals 187.2 159.4
Tax Credits for Expanded Eligibility
in Medicare _16 _ 84
Decrease in the Cumulative
On-Budget Surplus 188.8 167.7
Social Security Outlays for Expanded
Eligibility in Medicare (Off-budget) 1.1 14
Decrease in the Cumulative
Total Budget Surplus 189.9 169.1

SOURCES: Congressional Budget Office; Joint Committee on Tax-

ation; Office of Management and Budget.

NOTE: SCHIP = State Children's Health Insurance Program;

N.A. = not available.

a. Includes changes to fee-for-service Medicare, changes to
Medicare+Choice, and the interactive effects of changes to fee-
for-service Medicare that lead to changes in Medicare+Choice

payments.

Spending and Enrollment
Trends in Medicaid and
the State Children’s Health
Insurance Program

CBO projects that spendinfgpr Medicaidand SEIP
will more than double @r the next 1@ears.Federal
outlays for Medicaid (a pint federal/state pragm)
will rise from $115 billion in 2000 to $264 billion in
2010—an agrageincrease of 8.7 percent aaf.
Thatprojectedgrowth rate is higper than theatesex-
perienced in recentears but wll below the double-
digit increases seen in the earl$990s. Federal out-
lays for SCHIP, which was created bthe Balanced
Budget Act of 1997, are prefted to risérom $2 bil-
lion in 2000to nearly $5 billion in 2010 (see dble
2-2 on pags 26 and 27).

Medicaid

Medicaid coers a rang of acute antbng-termcare
senicesfor eligible beneficiariesUnder current law
spendingon those benefits is gjected to gow from
$100 billion this yar to $240 billionin 2010. The
progam also nakes payments (khown as DSH pay
ments) to "disproportionate shafedspitals that seev
large nunbers of Medicaid recipigs and other low-
income people.CBO expectghat statutoryimits will
keep those pagents relatiely flat over the next de-
cade; theyare estimated to ris@nly from $9 billion in
2000to $10 billion in 2010 Administrative expenses
are progcted to gow from $6billion this year to nore
than $14 billion at the end of the decadéedicaid
also povides funding of about $0.5 billion agar to
the Vaccines for Children pragm operated bythe
Centers for Dsease @ntrol and Preention ((DC).

CBO estimates thattotal Medicaid enrollrent
will rise from 43 million in 2000to almost51 million
by 2010. Enrollees can be digded into four gneral
digibility categries:aged, blind @ disabled, children,
and adults. Although the first two categwes repre-
sent less than 30 percent of total enrelhitptheyac-
count for nore than 70 percent of total spendingn
benefits.Low-incomechildren and adults ake upthe
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majority of enrolles, but theyaccount for a sailer
portion of spendindecause thehawe much lower
health care costs per capita.

Because statediare the costs of the Medicaid
progamwiththefedera government, states’ decisions
about eligpbility and the scopef benefits affect fed-
eral spendingThe federal gvernment paysfor a per-
centag of each state’s Medicamltlays accordingo
a formula based onhe state’s per capita incom
That federal retching rate \aries fromstate to state,
ranging from 50 percent to 83 percenOn averag,
the federal government pays for 57 percent of total
Medicaid spendingstates arsesponsible for the other
43 percent.The state share of Medicaid spendiag
also progcted to increasdramatically over the next
decade—fron$88 billion to $202 billion Combining
federal and state sharéstal Medicaid spendingill
rise from $203 hllion to $466 billion duringthat
period.

Past and Future Growth of Federal Medicaid Out-
lays. After a period of rapid mpwth in the early
1990s, federal spendirigr Medicaidrose byonly 3.3
percent in 1996 and 3.9 percent in 19€BO attrib-
utes the slowdown inrgwth to a nurher offactors: a
decline in caseloaddue to a corhbination of strong
econonit growth and welfare refrm, onetime savings
as stategnrolledMedicaid beneficiaries in amaged
care, actions bystates toihmit reimbursenents to
healthcareproviders,andstatutorychangs that lim
ited the arount of DSH pagnents a hosmal could
receive to 100 percent of its uncgransated care.

That slow growth has not lasted. Medicaid
spendingncreased b$.9 percentin 1998nd6.4per-
cent in 1999.CBO expects higer gowthratesin the
future: 7 percent in 2000, rising to 9 percent a year
after 2003.Althouch gowth of 9 percent represents a
sharp increase frothe lowrates of thenid-1990s, it
remeinswell belowgrowth rates of a decadep (see
Figure 24).

CBO anticipates that aumber of factors Wi
boost spendingrowth ower the next sesral years.
Sorre of those factors reflect states’ deois about
thedesired scope dheir Medicaidprogarmns; others
are a function of the risingost of proiding health
care benefits.

First, many of the forces that slosd gowth in
the mid-1990s hae prowed tenporary Medicaid
caseloads are risirggpin as stateseenroll children
and adults who droppexit of the progamafter wel-
fare reformlegslation wasnactedn 1996. (Higher
enrollmentof childrenhasoccurredasstatesdentify
childrenwhoareeligible for Medicaid viile theyseek
out children to enroll in theiSCHP progans.)
Health care praders are bginning to negotiate hidner
payment rates And a nodest slowdowin thegrowth
of enrollment in Medicaid nmanaged care plans and
pressure bythose plans to raise pagnt ratesare
likely to reduce theaungs from moving peopleinto
managed care.

Second, rany states are expandingedicaid
eligibility under tle program's existing authority and
underwaivers ganted bythe Health Care Financing
Administration (HCFA). Those expansionsilprob-
ablybe nodest in scope, focusimg pregant wonen
and other adults, or be waivprogams that specifi-
cally limit enrollment. However, states rmy choose to
expandMedicaid eligbility further usingrevenues
from their multibillion- dollar settlersnt with the to-
bacco industryand fromthe continuingstrongecon-
omy. Stategmay alsoexpandenrollimentof disabled

Figur e 2-1.
Annual Grow th of Federal M edicaid Outlay s,
1978-2010 (By fiscal year)

5 Percenta ge Change from Previous Y ear

Actual

Projected
30

25

20

ol vy
1980 1985 1990 1995 2000 2005 2010

SOURCES: Congressional Budget Office projections and historical
data from the Office of Management and Budget.

NOTE: The growth rate for 1999 is estimated.
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Table 2-2.
CBOQO's March 2000 Baseline for M edicaid and the State Children's Health Insurance Program
(By fiscal year)

1999* 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010

Medicaid
Federal Payments (Billions of dollars)
Benefits
Acute care
Fee-for-service 41.4 43.4 46.9 50.8 55.2 60.4 66.1 72.2 78.6 85.7 934 1018
Managed care 13.3 15.3 17.3 194 21.5 23.7 26.1 28.7 31.5 34.6 38.0 41.7
Medicare premiums 2.4 2.5 2.7 29 3.1 3.5 3.9 4.3 4.7 51 5.6 6.1
Long-term care 35.8 38.6 41.6 45.1 48.6 52.9 57.7 63.0 68.9 75.3 82.4 90.0
Subtotal 92.9 99.8 1085 1182 128.3 1405 1538 168.1 183.7 200.7 2193 2395
Disproportionate Share Hospitals 8.7 8.6 8.4 8.1 8.3 8.5 8.7 9.0 9.2 9.4 9.6 9.8
Administrative Costs 55 6.3 6.8 7.3 7.9 8.6 9.4 10.2 111 12.1 13.2 14.4
Vaccines for Children 0.5 0.5 0.5 0.5 0.5 0.5 0.5 0.5 0.5 0.5 0.5 0.5
Total 107.6 1151 1243 1341 1451 1582 1724 1879 2045 2227 2426 264.2
Annual Growth Rate of Federal Payments (Percent)
Benefits
Acute care
Fee-for-service 6 5 8 8 9 10 9 9 9 9 9 9
Managed care 14 15 13 12 11 10 10 10 10 10 10 10
Medicare premiums 6 4 8 10 7 11 11 9 9 9 9 9
Long-term care 5 8 8 8 8 9 9 9 9 9 9 9
All Benefit Payments 6 7 9 9 9 9 9 9 9 9 9 9
Disproportionate Share Hospitals 2 -2 -2 -3 2 3 3 3 2 2 2 2
Administrative Costs 11 15 8 7 9 9 9 9 9 9 9 9
All Federal Payments 6 7 8 8 8 9 9 9 9 9 9 9
Federal Benefit Payments by Eligibility Category (Billions of dollars)
Aged 27.7 29.7 31.8 34.2 36.5 39.5 42.8 46.3 50.4 54.8 59.6 64.9
Blind or Disabled 39.1 42.3 46.6 51.6 57.1 63.4 70.4 77.8 85.8 945 1042 1147
Children 15.8 16.7 18.1 19.3 20.7 22.3 24.1 26.1 28.2 30.4 32.9 354
Adults 104 11.1 12.1 13.0 14.1 15.3 16.6 17.9 19.4 20.9 22.6 24.5
Total 92.9 998 1085 1182 128.3 1405 1538 168.1 183.7 200.7 219.3 2395
people vihoreceiwelong-termcare serices at hom or such as prescription dreigand longerm care pro-
in the conmunity becaus®f concerns about cqnty- vided in cormunity setting.

ing with the Americans \ith Disabilities Act.
Trends in Spending on Benefits. Health care bene-
Third, adninistrative costs are expected to rise  fits for enrollees account for theast najority of

rapidly asstatesspend rore on enrollingpeople vino Medicaid spendingMorethan60 percent of spending
left the rollsunderwelfarereformand on other aspects on bendfits goes for acute care services—a catemyy
of progam management. States vill also continue that includespayments to feder-senice provders,
ther long-standingefforts to receigadditional federal capitaed (per capita) payents to mnaged care
matching payments byconwerting progans thatthey plans, and Medicare expenses for certaindinaries.
now fund therseles into Medicaid pragns. The respf benefit spendingoes for institutional and

noninstitutional longermcare serces.
Fourth, Medicaid costs are expected to increase
because of recipientkigher utilization of serices
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Table 2-2.
Continue d
1999* 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010
Medic aid (Continue d)
Enrollment by Eligibility Category (Millions of people)
Aged 4.3 4.4 4.5 45 4.6 4.6 4.7 4.8 4.9 5.0 5.1 5.2
Blind or Disabled 7.2 7.3 7.5 7.8 8.1 8.3 8.6 8.9 9.1 9.4 9.6 9.9
Children 21.6 22.3 23.0 23.1 23.3 23.6 23.9 24.3 24.5 24.8 25.1 25.4
Adults 8.9 9.1 9.4 9.3 9.2 9.4 9.5 9.7 9.8 9.9 10.1 10.2
Total 42.0 43.1 44.4 44.8 45.1 46.0 46.7 47.6 48.3 49.1 49.8 50.6
State Children's Health Insurance Program
Federal Payments (Billions of dollars)
Budget Authority 4.2 4.2 4.2 3.1 3.2 3.2 4.1 4.1 5.0 5.0 5.0 5.0
Outlays
Separate state programs 0.6 1.3 1.8 2.1 2.4 2.7 2.8 2.7 2.8 29 3.0 3.4
Funds transferred to Medicaid® 0.4 0.7 0.8 0.9 1.0 11 12 11 1.2 13 13 14
Total 1.0 2.0 2.6 3.0 34 3.8 4.0 3.8 4.0 4.2 4.3 4.8
Memorandum :
State Medicaid Payments 81.8 87.6 945 1021 1105 1206 1315 1434 156.2 1701 1854 202.0
Total State and Federal Medicaid 189.5 202.8 218.8 236.2 2556 278.8 304.0 3312 360.6 3928 4279 466.2

SOURCE: Congressional Budget Office.

a. Estimated (actual outlays are notknown because state-reported Medicaid expenditures include spending on Medicaid expansions that are funded

by SCHIP).

b. Medicaid expansions that are funded by SCHIP; these are not included in baseline projections for Medicaid.

Acute Gre Services.Payments nade tohealth care
providers on a feder-senice basis ar@rojected to
increase fron$43 billion in2000 to $102 billion in
2010—an agrag of about 9 percerd year (see
Table 22). That progction reflectdhe movement of
beneficiaries out dieefor-senice arrangments and
into managed careplans. The fastestigwing conpo-
nent of feefor-senice acute care is spendifay pre-
scription drug, whichis projected to rise bgbout 12
percent annuallgecause of bothigher utilization and
higher drugprices. Spendingfor sone other acute
care serices—such as outpant hospital, clinic, di-
agnostic, and screenirgerices—isalsoexpected to
grow faster than the avag, risirg by about 10 per-
cent a yar.

Outlays for Medicaid's nanaged care plans,
which receie a fixed paynent per enrollee, are pro-
jectedorise from$15 billion in 2000 to $42 billiom
2010. Those figures indude payments for fully and

partially capitated plans, priany care cas@ranage-
ment fees, and other paents for usompensated care
that are included in soenstates’ veiver progarns.
CBO progcts that thannualgrowth of managed care
payments will slow from 15 percenin 2000 to 10 per-
cent in 2004 Thatslowergrowthis expected to occur
for two reasonssorne planswill leawe the narket be-
cause of insufficient capitation rates, and enrelim
will increase nore slowy as states face difficulties
movingchronicallyill agedanddisabled beneficiaries
into managed care.

Besides its raglar benefits, Medicaid algmays
the prenums and outef-pocket expenses incurred by
sore low-income Medicae beneficiaries. For so-
called qualified Medicare beneficiariesNIBs), who
haweinconebelowthefedera povertylevel, Medicaid
pays all of Medicare’s prenums and cossharing
anmounts. (About threequarters of QMBs are dually
eligible for full benefits undr both progans.) For
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specified lowincome Medicare beneficiaries
(SLMBSs), who haeincone between 10@ercentand
120 percent of the pewty level, Medicaid pag the
premums for Part B of Medicare (Supplemtay
Medical Insurance). Inaddition, certain quidfied indi-
viduals who ha income between 120 percemand
175 percent of the pevty level are eligble to hawe
Medicaid paysorre or all of their Part Boremiums
through 2002. (Although state Medicaid progns
initially make the Rt B premum payments for the

lattergroup, Medicare reiburses states for 100 per-

cent of thecosts.) All together, BO estinates that
Medicaid pendingon Medicare preiams for those
three categries of lowincomebeneficiaries W more

than double in the néxlecade, fron$2.5 billion to
$6.1 billion.

Long-Term Care Service€BO projects that federal
Medicaid spendingn longtermcaeservices wvill rise
from $39 billion this war to $90 tlion in 2010. In
that progction, spendingn long-termcareprovided in
institutions such as nursimgnes is expected grow
lessrapidly (8 percent ayear) than spending on non-
institutional care (12 percent aar).Noninstitutional
careincludes a rangof medical and support seices,
such as homm health care, personadre, and other
senices offered under speciabiwers for hore-and
community-basedcare. Becaus of its faster gowth
rate,noninstitutionakare wl account for anncreas-
ing share of total spendingn longterm care, rising
from 28 percent in 2000 to 37 percent in 2010.

Trendsin DSH Paymerts. The Baanced Bidget Act

set specific state allotents for disproportionate share

hospital paynents for eachegar of the 1992002 pe-
riod. After that, state allotemts wll rise at the sam
rate as the conswenprice index but W becappedt
12 percentf a state’s total Medicaid spendinghe
actalsolimited state [BH payments to nental health
facilities. CBO estimates that thodamits, alongwith
statutoryrestrictions a the anount that states ag
payindividualhospitals, Wl prevent sone statefrom
spendingtheir entire [3H allotments. As a result,
federalDSH payments are expected to decrefreen
$8.6 billion this yar to $8.1 Ilion in 2002. After
that, theyare progcted to gow byabout2.4percent a
year, reaching9.8 billion in 2010.

Trends in Administrative Costs. CBO estimates that
Medicaid’s spendingn adninistration vill growat an
average annuatateof 9 percent throug2010, rising
from $6 billion to $14 billion. Statesare expected to
drive that gowth byincreasingheir efforts to enroll
people who left the rolls under weléareform and
continuingto shift theadministrative expenses of other
welfareprogans into Medicaid to raximize federal
matching payments. Also contributingto gowth is
higher spendindor improvements to corputer sg-
tems, adninistration related to the prision of school-
based health sees, and mntal healttcase mnage-
ment.

Trends in Enrollment. CBO estirmates that oerthe
20002010 period, Medicaid enroliemt will rise atan
average annual rate of 1.6 percenthe nunber of
blind or disablednrollees Wl increase nost quicky

—by 3 percent agar, on agrag. Thatgrowth is tied
largely to continwed increases in the nurar of dis-
abled recipients in the Supplental Securityncone
(SSl) progam which usuallyconfers eligbility for

Medicaidaswell. CBO also anticipates samgrowth

in disabled enrollees because of states’ effortee

ply with the Americans \ith Disabilities Act.

Enrollment of children is expectadincrease by
3.1percent nextgar before mderatingn lateryears.
Asnotedearlier,enrollment will j ump in the neaterm
asstatesvork to enroll children in SCHR and, irthe
process, identifghildren who are elighle for Medic-
aid. (Such children cannot participate in S@JlIn
addition, children who dropped off the rolls aftel-
fare reformhawe begun to return to the Medicaid pro-
gram. Enrollment of adults is also Iy to increae
modestlyin the near terras states exparwdverage of
parents, as peiitted bythe 1996 wlfare reformlaw.

State Children’s Health Insurance
Program

The Balanced Ridget Act established GHIP as title
XXI of the Social Securitict. The progam gives
states ratchingfunds to proide health insurance to
children who are ninsured but do not qualiffor
Medicaid. States can use th&CHIP fundsto enroll
childrenin their existingMedicaid progam or estab-
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lish a separatprogam To date, about 70 percent of
states hawchosen to establish separate paong. To
encourag states to particgbe in SCHIP, the federal
government matchegtheir SCHIP spendingt ahigher
rate thanMedicaid spending70 percent &rsus 57
percent, on aarag).

Unlike Medicaid, viich is an operded entitle-
ment progam, federal funéhg for SCHP is limted.
The federalgovernment allocates raneyto the states
each yar for SEIIP on the basisf how many low-
income and uninsured children thelyawe. Totd
SCHIP dlotments wil be $4.2 billion in 2000 and
2001, drop to $3.hillion in 2002, and then rise aig,
reachindgs5.0 billion by2007. States hagthreeyears
to spend their GHIP allotments; after that, anyn-
spent funds are reallocated to statest have ex-
hausted their allotrants and are ade awilable for
another ear.

If a state runs out of $CP money, the conse-
guencesor children enrolledintheprogramdepend on
whether the stateperates a separate pnamor one
that enrolls children in MedicaidChildrenin states
that expanded their Medicaid pregis with SCHP
funds are entitled to Medicaid benefitésuch a state
uses up its SEIP allotrrent,children can continue to
receivesavices throupg Medicad (althoudh states will
receiwe the lower Medicaid netching rate for those
senices). Children in states ith separate pragirs,
by contrast, are not entitled to Medicaid benefits; they
may have to wait until the following year's funding
becones awilable to continue recdivg senices.

Trends in Spending. CBO progcts that federal out-
lays for SCHIP will rise from $2.0billion this year to
$4.8 billion in 2010 (see ale 22). Outlay growth
will be particularly strongin the next fewyears as
states build up their progms. In 1998 and 1999
combined federalspendingvas onlyabout $1 billion.
Thatamountwasmuch lower than the total ailable
allotments forseeralreasons:thelenghy lead tine
necessarto dewelop large-scale health insuranpeo-
grams, theconstraints of states’ legative calendars,
and progamrules that lint adninistrative andout-
reach spendintp 10 percent of totalpending States
may also haebeen exercisingaution as theglanned
the siz of theirprogans out of concern about sharp
drops in their allotrants begningin 2002.

Sone states hawalreadyplanned progams with
large enrollment gods that will require as much or
more fundingthan wil be provided intheir allotrent
anmounts. Other statesvill neal afew more years to
develop larger programs. Still others may have pro-
grans that neer use awilable allotnent anounts be-
cause of the states’ financial constrainttherprefer-
ences of stateayernments. In most years, statesiiin
large progans are expected to reip part on thee-
allocation ofunused funds frorather states to support
their proganms. CBO estinates that in 2001, $1.8
billion of the total 1998 SBIP allotment will be re-
allocated, and $0.5 billioof thatamountwill never be
spent. Inlateryears, a saller proportion of the total
allotment is likely to be reallocated as states eep
greater capacitto spendheirallocationswithin three
years. Given states’ preferences and consits
SCHIP progans are expected to be fullgeweloped
by 2003.

Trendsin Enroliment. Assessingnrollnrent lewes in
SCHIP is difficult for two reasonsFirst, to date, the
progami s experience sggsts that children enroll in
SCHIP for short spells, oving on and oftthe rolls as
their fanily’s income changs. Variation in earning
is common anong families with children eligble for
low-income health progans. SCHIP is desiged to
continue children’s health cerage when their fam
ily’sincorre lises aovedigibility levels for Medicaid;
conwersely those children can returnitbedicaid from
SCHIP when their fanily’s income falls. In fact,
many childrenwholeave SCHP reportedlyeenrollin
Medicaid.

Second, as states build up their SBHro-
grans, reported lests of enrollnent often accourfor
only a few nonths of coerage duringanygiven year.
Consequently, data on the nuber of children enrolled
in the progamat a particudr point in time, or at any
timesince the prognis inception, ogrstate thaum
ber of children coered on a fullyearequivalent basis.

CBO edimates that enrollent in SGIP could
reach 2.1 rilion this year, with about 1.6 riflion chil-
dren enrdled on a fullyearequivalent basis. After
2002 enrollmentcould reach a steadyate of 2.5nil-
lion on an aerage annual basis, or closer2 million
on a fullyearequivalent basis.
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The President’s Proposals for
Medicaid and SCHIP

The President’'dudget includes numrous proposals
that would affect the Medicaid ar@CHIP progans.
CBO estimates that those proposal®ud increase
fedel outlays for Medicaid by$26 billion throudp
2010 (see @le 23). They would raise fedel
spendingfor SCHIP by $64 billion owr the sam
period.

Themain Medicaid and S8IP proposal$ocus
on expandingeligibility. The nost farreachingof
those initiaties,the Fanily Care proposal, wuld pro-
vide health insurance cexage to parents of children
enrolled in Medicaid o8CHIP. The President’s bud-
getwouldalsoexpand Medicaid andiHIPeligibility
to 19-and20-yearolds, sone aged or disabled people
with income below 300 percent of the S3ienefit
standad, and certain wmen with breast or cetial
cancer.Other proposals wuld restore full Medicaid
eligibility to immigrants vwho lost coerage underwel-
fare reform allow stateso use SCHP funds to cosr
immigrant chibiren, and extend the Medicaid cerage
of people vino loseeligibility becausefan increase in
their earning.

Other proposals in the buelgwould eyand
states’ outreacéffortsto children viho are eligble for
but not enrolled in Medicd and SCHP, reduce
Medicaid spendindor prescripton drugs, and de-
creasdederalreimbursenent for sone admnistrative
costs related to enrollingelfare recipientsn Medic-
aid. Proposals byhe President thatauld affect pre-
scription drugcoveragg, the Part Borermium, and cost
sharingin the Medicare pragam (discussed later in
this chapter) would also increase spendinfpr
Medicaid. Finally, the President’s budg includces
proposals to cobat fraud in Medicaid, iprove the
progam s operations, and pnove public health.

The FamilyCare Proposal
Undercurrent law Medicaidcoverage in moststates

is far nore expanise for children than for parents.
Becaus®f a conbination of federal requireentsand

optional eligbility expansionsby sates, Medicaid ty-
ically cowers pregrantwomen and children at incoen
levels at or aboe the federgbovertylevel. For most
parents, bgontrast, eligpility standardfor Medicaid
remein in line with standards for @fare progans,
which are sibstantially belowthe poerty level. Al-
thoudh current éw allows states to expand awage
of those parentstateshave been cautious in their ap-
proach! Also, states cannot use their SEHilinds to
cower the parents of children ellge for that progam,
althoudh seeralstates hawexpressed interest do-
ing so.

The President’proposal vauld add $5illion
in budget authoritybetween 200and2010to existing
funds for SCHIP and renamthat progam Fanily-
Care. The Fanily Care proposal would expandgs
bility for parents of Medicaid andCElIP children—
usingan enhanced atchingrate initiallyto notivate
states to participate and a néederal requiremnt
later to compel staes to take part. The federal gv-
ernnment would natch Fanily Care spendingt the
saneenhanced rate that applies intFH@ (70percent,
on awrag). Theproposalvould also rake eligibility
standards for Medicaidone uniformanongstates It
would require lhat by 2006, all parents with incogn
belowthe poertylevel would bedigible for Medicaid
and all children with faiity income below 200 percent
of the powerty level would be eligble for eithe
Medicaidor SCHP. The progamwould provde en-
hanced ratching funds to states thaready cower
parents abawthe poertylevel and children with fam
ily incone abowe fecerally mandated eligility re-
quirerents.

The Fanily Carefundingin the President’s bud-
get, howeer, would be insuftient to coer the full
costs of the pramm after 2006,CBO estinates.
Once annudtranily Care funds were exhausted, addi-
tional costs for rany of the pogranis beneficiaries
would shift toMedicaid. ThoseadditionalMedicaid
outlays would be matchedatthelower Medicaid rate
(57 percent, on arage). Overall, (BBO estimatesnet
federal spendingn Fanily Care and Medicaid under

1. Statescanexpand Mdicaid coverage of parentseither thraigh autho-
ity granted underection 1115 ¢ the Scial Security Act ar through
permissive state incane and reource requirerents alowed under
section 1931 é the act.
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Table 2-3.

CBO's Estimate of the President's Propos als for Medic aid and the State Childr en's
fiscal y ear, in billions of dollars)

Health Insurance Program (By

Total, Total,
2001- 2001-
2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2005 2010
Federal Payments for Medicaid
Eligibility Expansions
FamilyCare proposal® 0.2 -0.1 * * 0.2 -7.3 -3.6 0.7 1.0 15 0.3 -7.4
19- and 20-year-olds 0.1 0.1 0.1 0.1 0.2 0.2 0.2 0.2 0.2 0.2 0.7 17
300 percent of SSI standard * 0.1 0.1 0.1 0.1 0.1 0.2 0.2 0.2 0.2 0.4 1.3
Women with breast or cervical cancer * * * * 0.1 0.1 0.1 0.1 0.1 0.1 0.2 0.6
Legal immigrants * 0.1 0.3 0.5 0.8 1.0 1.3 1.7 2.0 2.4 1.7 102
Transitional Medicaid _0 0.4 0.4 0.4 0.5 0.5 0.6 0.6 0.7 0.7 1.7 4.8
Subtotal 0.4 0.6 0.9 1.2 1.8 -5.4 -1.3 35 4.2 5.2 50 111
Outreach Proposals 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.2 0.2 0.5 1.2
Medicaid Drug Proposals
Sharing of price data with states * -0.1 -0.1 -0.1 -0.1 -0.1 -0.2 -0.2 -0.2 -0.2 -0.4 -1.3
Rebate requirement for generic drugs * * -0.1 -0.1 -0.1 -0.1 -0.1 -0.1 -0.1 -0.1 -0.3 -0.8
Coverage of smoking-cessation drugs * * * * * * * * * * 0.1 0.2
Subtotal * -0.1 -0.1 -0.2 -0.2 -0.2 -0.2 -0.3 -0.3 -0.3 -0.6 -1.9
Allocation of Administrative Costs -0.3 -0.3 -0.3 -0.4 -0.4 -0.4 -0.4 -0.4 -0.4 -0.4 -1.7 -3.6
Interactions with Medicare Proposals
Cost sharing and Part B premiums * * * 0.1 0.1 0.1 0.1 0.1 0.1 0.1 0.2 0.8
Medicare prescription drug proposal
Low-income subsidy 0 0 * 0.6 14 1.7 1.9 2.1 2.2 2.5 20 124
Induced Medicaid enrollment _0 0 0.2 0.5 0.8 0.8 0.9 1.0 11 11 14 6.3
Subtotal * * 0.3 11 2.2 2.6 2.9 3.1 3.4 3.8 3.7 195
Other Proposals® _* _* _* _* _* _* _* _* _* _* _* 0.1
Total 0.2 0.3 0.8 19 35 -3.2 11 6.1 7.1 8.5 6.9 264
Federal Pay ments for the State Children's Health Insurance Program
Eligibility Expansions
FamilyCare proposal® -0.3 14 2.4 3.1 4.4 17.5 13.0 7.3 7.7 7.2 109 63.7
19- and 20-year-olds * * * * * * * * * * 0.2 0.4
Legal immigrants * _* * _* * * * _* * _* 0.1 0.2
Subtotal -0.3 14 24 3.1 45 175 131 7.4 7.8 73 112 643
Outreach Proposals * _* * _* * * * _* * _* * 0.1
Total -0.3 14 2.4 31 45 175 131 7.4 7.8 73 112 644
Federal Payments for Both Programs
Total Cost of the President's Proposals -0.1 1.8 3.3 51 8.1 14.3 14.1 13.6 14.9 15.8 18.1 90.8
Memorandum :
Total FamilyCare Outlays® -0.1 1.3 2.3 3.1 4.6 10.2 9.4 8.1 8.7 8.7 11.3 56.2

SOURCE: Congressional Budget Office.

NOTE:

* = between -$50 million and $50 million; SSI = Supplemental Security Income.

a. Outlays as constrained by the budget authority provided in the President's budget.

b. Includes interactions with other programs and initiatives related to public health and program administration.
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this proposal wuld total $56 billim throudn 2010
(seeTable 23). If spendingvere not constrainedy
the insufficient funds, theet costs of the proposal
would increase by13 billion owr the 20012010
period.

How the Program Would Operate. The Family Care
proposaivould beimplementedin two distinct phases:
an optional phase betgn 2005nd2005 and a ian-
datory phase startingn 2006. The ways in which
states could use their FalpCare funds would differ
tremendously between the tw phases.During the
mandatoryphase, statesomld berequired to payor
cowverace of sone FamlyCare beneficiaries throum
Medicaid (and somMedicaid benetiaries throup
FamilyCare). States wuld receve an enhanced
matchingratefor somebendiciaries een thoup thos
people would be caved byMedicaid. The Fanily-
Care proposal isanplex, and sora key details are
not specified in the President’s budg

Phase I: Voluntary Expansion, 2001-200%0 pa-
ticipate in the newrogam states wuld first be re-
quired to expand GHIP eligibility to childrenwith
family income up to 200 percerdf the poerty level
and elininate waiting lists. The President’s proposal
wouldmake Fanily Care funds aailable for fiveyears
(rather than the current threears under SCH) to
give stategmoretime to spend their aney. CBO as-
sunes thatstates could use their newanily Care
funds to neet those initiatequirenentsif their exist-
ing SCHP allotrents had run out.

After meetingthose requireents, states could
voluntarily extend coerage to parents of childremi
Medicaid or SCHP. States would beequiredto en-
roll parents in the sagnprogamas their childreand
to enroll he parents of Medicaid children before the
parentof SCHIP children. Startingin 2002, funding
for those cograge expansions would coefrom the
new Fanily Care allotnents. (CBO assuras that any
cowverace expansions ke in 2001 would bpaidfor
out of current SCH? allotrrents.) The federhgov-
ernmentwould metch states’ spendirfgr Fanily Care
at the sam ratethatnow applies to SCH? (althoudp
states wuld not beabletoreceivethat rate for parents
who haeinconmebeloweligibility limits thatwere es-
tablished beforeahuaryl, 2000).

Phase Il: Mandatory Expansior2006 and After.
Starting in 2006, all states would be requiredex-
pand eligpility to parents of Medicdieligible chil-
dren up to thpowertylevel. That mandate has a com
plicated tvist. States vould haweto cower all of those
parentsthrough Medicaid, includingparents in that
income cate@ry who were prewously cowered by
Fanily Care. Therefore, som of the parets would
shift from Fanily Care toMedicaid,but otherswould
be newlyenrolled in Medicaid. Expanded cosrage
for parents with incomabo\e the poertylevel would
still come from the Family Care allotnents. Either
way, states wuldreceiwe the enhanced atchingrate
for all parentsenrolled under the proposalOnly
states that had expanded ®lility to parentaunder
the poertylevel before dnuaryl, 2000, would fail to
get an enhanced achingrate.

However, states that had cened parents ith
income abowe the poerty level before dnuary 1,
2000, or that cosred chidren abowe federallyman-
dated eligpility requirenents would be revarded. In
the first phase of the propostileywouldcontinue to
receiwe the reglar Medicaid match forthose benefi-
ciaries, een as other staghat expanded their pro-
grans after theproposal’senactnent receied an en-
hanced raetch throudp Fanily Care. In phasdl, how
ewer, the earhactingstates wuld beableto transfer
financingof thosegparentsaandchildren to Farnty Care
(with its higher metchingrate), een thoudp those ben-
eficiaries would renain entitled to Medicaid benefits.

CBO'’s Estimate. The President’s budg wouldpay
for the Family Care progamwith specified leels of
budget authoritythatwould fall short of full funding
To assess the extent of tishortfall, BO estinated
the inplications of the propos#br the federal budst
in two ways—withoutand with the constraints of the
available budgt authority(see Bble 24). The first
approach treatsamily Care as an opeandecentitle-
ment progamand illustrates the full scope thiepro-
posed expansiorf-orthe second approach, CBad
to make assurptionsabout the amunt of Farily Care
fundingthat would be awilable eachar becausthe
President’s budgt does not specifgnnual araunts.
CBO then assessedhether that fundingwould be
enoudh to cover the program’s projected spending
each ar. The two approachesigld very different
results.
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Table 2-4.
CBO's Estimate of the President's Family Care Proposal (By fiscal y ear, in billions of dollars)

Total, Total,
2001- 2001-
2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2005 2010

Proposal W ithout A nnual Spending Constraints (Federal pay ments)

FamilyCare Outlays

Phase I: Voluntary expansion -0.3 14 2.4 3.1 4.4 2.8 3.1 3.1 3.4 33 109 26.6

Phase II: Mandatory expansion _0 _0 _0 _0 _0 146 157 170 183 197 _0 854

Subtotal -0.3 14 24 3.1 44 175 188 201 21.7 230 109 1120
Medicaid Outlays

Phase I: Voluntary expansion 0.2 -01 * * 0.2 0.5 0.5 0.5 0.6 0.5 0.3 29

Phase II: Mandatory expansion _0 _0 _0 _0 _0 -78 -84 -91 -98 -10.6 _0 457

Subtotal 02 -01 * * 02 -73 -79 -86 -93 -10.1 0.3 -42.8

Total New Outlays -0.1 1.3 2.3 3.1 46 102 109 115 124 129 113 691

SCHIP Outlays (Under current law) 2.6 3.0 3.4 3.8 4.0 3.8 4.0 4.2 4.3 48 16.9 38.0

Combined FamilyCare/SCHIP Outlays 2.3 4.4 5.8 6.9 84 213 228 243 26.0 27.8 27.8 1499

Proposal W ith Annual Spending Constraints (Federal pay ments)

FamilyCare Budget Authority

SCHIP budget authority (Under current law) 13.9° 3.1 3.2 3.2 4.1 4.1 5.0 5.0 5.0 50 274 516
Proposed FamilyCare budget authority 0 3.2 4.5 4.5 4.5 6.3 6.5 6.5 7.0 7.0 16.7 50.0
Total Budget Authority 13.9 6.3 7.7 7.7 86 104 115 115 120 120 44.1 1016
Total Budget Authority, Start of Fiscal Year 139 179 212 230 247 267 170 115 120 120 n.a. n.a.
Minus Combined FamilyCare/SCHIP Outlays 23 -44 58 -69 -84 -213 -228 -243 -26.0 -27.8 na. na.
Total Budget Authority, End of Fiscal Year 116 135 154 161 163 54 0 0 0 0 na n.a.
FamilyCare Outlays Precluded by Available
Budget Authority 0 0 0 0 0 0 -58 -12.7 -140 -158 n.a. n.a.
Impact of Budget Authority on FamilyCare Outlays
Unconstrained FamilyCare outlays -0.3 1.4 2.4 3.1 44 175 188 20.1 217 23.0 109 1120
FamilyCare outlays precluded by available
budget authority _0 _0 _0 _0 _0 0 -58 -12.7 -140 -158 0 -483
Revised FamilyCare Outlays -0.3 1.4 2.4 3.1 44 175 13.0 7.3 7.7 72 109 637
Impact of Budget Authority on Medicaid Outlays
Unconstrained Medicaid outlays 02 -01 * * 02 -73 -79 -86 -93 -10.1 0.3 -42.8
Higher Medicaid outlays because of FamilyCare
constraints _0 _o _0 _0 _0 0 4.2 9.3 10.2 11. _0 354
Revised Medicaid Outlays 02 -01 * * 02 -73 -36 0.7 1.0 1.5 03 -74
Total New Outlays -0.1 1.3 2.3 3.1 46 10.2 9.4 8.1 8.7 87 113 56.2
Memorandum :
Administration's Estimate of Total New Outlays 0.8 1.6 2.6 3.8 5.0 89 120 128 137 148 138 76.0

SOURCE: Congressional Budget Office.
NOTE: * = between -$50 million and $50 million; SCHIP = State Children's Health Insurance Program; n.a. = not applicable.

a. Includes $9.6 billion in budget authority from prior fiscal years.
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Phase [: Voluntarfxpansion2001-2005.CBO &
suned thatall statesvould participate in th&armily -
Care progam to receie higher natching funds for
expandingeligibility . Nonethelesssone statesnight
choose not to takpart duringthe oluntary phase.
Poorer states alreatip\e higherthanaverag netch-
ing rates in Medicaid andauldreceive onlyamodest
enhancerant under the proposaln addition, states
that nowhave more restrictie eligbility standard$or
addts and children and are not spendigjof their
SCHIP allotments night sedittle reasono participate
voluntarily. States night also tailor the tinmg and
magnitude of their participation indnily Carewith an
eye to the shortfall occurrinigp phasell

CBOestinmates that the first phase of FanCare
would increase speling by $26.6 billion throug
2010. About 20 percent adhatspendingvouldbe for
states to met the conditionsof participating in
Fanily Care.Approximately 20 states now haeligi-
bility limits for SCHIP below200 percent of the pev
erty level. Expandingthose linits to qualify for
Fanily Care would leadsone of thestatego exhaust
their SCHIP allotments; BO assumed that they
would be able to use funds frotheir FanilyCare
allotments tocover anyshortfall. Eliminatingwaiting
lists for SGHIP would hawe a sinilar effect on states
whose SEIIP progams were near their allotent
limits.

Making SCHIP funds asilable for five rather
than three gars, ashePresidenproposes, wuld re-
duce £HIP outlays by an estimted $0.9 billion in
2001. Because SCHP funds that remin unspent af-
ter three parsarereallocatedo states that hawused
up their allotnents, gving states tw more years to
spend their allotents would essentiallyghift SCHIP
funds to states that are less diy to spend them
States that had been plannitg use ealocated
SCHIP money in2001 would hagto conpensate for
thechang by cuttingtheir progam, usingstate funds
to make up thedifference or (if their SCHIP progam
was inplemented as dMedicaidexpansionfowering
the affected beneficiaries under thetatregular
Medicaid progam In later years, tlose states could
also respond bwysing a portion of their Faity Care
allotments.

During the 20012005 peiod, CBO estimtes,
states wuld spend $10.8illion of their Fanily Care

allotments. About 85 percent of thatould cower par-
entsof Medicaid children, \ith the rest coering par-
ents of £HIP children. Total SCHIP/FamilyCare
allotment anounts oer the period would be sufficient
to payfor that spendingparticularlybecause any
states haw significant unspent SCIRI funds. CBO
assumes that states auld expand their cavage of
parents gadually, enrolling50percenbf eligible par-
ents vith income belowthe poerty level, 25 percent
of parents of Medicaid chdren wth family inconme
abowethepowertylevel, and 12.5 percent of parets
SCHIP children by2005.

The Fanily Care progamwould affect Medicaid
in seweral way during that period. First, Medicaid

spendingvould increase as states that expanded their

SCHIP progansidentified children vao were eligble
for Medicaid. Second, Medicaid would piakp the
costs for sorof the children wolost SCHIP cower-
ace because dahe extension of fundingvailability
from three to fie years. Third, FamilyCare would
induce somaparentof children who were eligle for
Medicaid but not enrolled to enraheir children. In
the other direction, seval tsates that would expand
cowerace to parents of Medicaichildrenanyway (af-
ter Jaauay 1,2000)under current law would proba-
bly implement those expansions thrduBanily Care,
with its enhanced federalaweh, instead of throuy
Medicaid. That switch would reduce Medicaid eut
lays, CBO estimates. On balance, the FampCare
progamwould increase feddrspending for Medicaid
by $0.3 billion ower the 20012005period(see Figre
2-2).

Phase II: Mandatory Expaign, 2006 and After.In
2006, as states were required toake all parents of
Medicaid childrerwith family incorme belowthe pov
ertylevel eligiblefor Medicaid(at an enhancedatth-
ingrate), Farity Care spendingn those parents would
drop. At the same time, federal Medicaid spending
would sur@ by more than $4 billbn a year to coer
thoseparents and othersashe newlyeligible underthe
requirenent.

Fromabudgetarystandpoint, a wre significant
chang would occur in 2006 stateghatalreadycow
ered parentsf Medicaidchildren with family inconme
abo\e the poertylevel as well as children beyd fed-
erally mandated leels would begn payng for those
beneficiaries througFanily Care instead of Medicaid
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Figur e 2-2.

Budget Author ity and Outla ys Under the
President's Family Care Proposal, 2001-2010
(By fiscal year)

5 Billions of Dollars
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SOURCE: Congressional Budget Office.

NOTE: The numbers for FamilyCare include budget authority and
outlays projected under current law for the State Children's
Health Insurance Program, which FamilyCare would re-
place. They assume the spending constraints in the Presi-
dent's budget.

(at an enhanced atching rate). Ignoring any con-
straints inposed byavailable fundingCBO estinates
that the shift wuld cost Farty Care $14.6 billion in
2006 and a total of $85.4 billion @r the 20062010
period. Medicaid outlays would plunmet by $11.9
billion in 2006 and a total of $69.5 billion throug
2010 as a resutif thatshift. The net effect on federal
outlays—a $15.8 billion increase evthe 20062010
period—reflects the higer cost of cosring thoseben-
eficiariesunder Fanily Care’s enhancedatthingrate.
About 75 percent of the additional outlaysuld be
for children.

Insufficient Funding. If the FamilyCare proposal
wasadequatelyunded, progamspendingvould total
$112 billion oer the 20012010 period. (Including
outlays for SCHP, thet amount would be $150 bil-
lion.) Butin CBO’s vew, the arounts requesteidr
Family Care in the President’s buelgwould nd be
enoudn, evenwhen conbined with SCHPP allotrrents.
Problens would beg in 2007, when stes would
hawe only $17 billion awilable to coer an estinated
$23 billion in spendingsee Bble 24).

If states ran out of Farty Care funds, about 90
percent of FailyCare beneficiaries wouldetain
Medicaid coerage. Thosebeneficiaries include par-
ents of Medicaicchildren with family incorme abowe
the powerty level and Medicaid children ith family
income abow the federallymandated rmimums.
States would continue to cavthose people under
their Medicaid progans but would receiwe the lower
Medicaid natchingrate.

Prospects for SCHI childrenand their parents
would be nurkier. In states that had enrolled them
throudh an expanded Medicaid progm those en-
rollees would dill be entitled to Medicaid after
Fanily Care funds ran outBut enrollees wuld hawe
no such garantee in states that had created sépara
progams. Those states awuld face three choices
when Faniy Care funds were exhaustedscale back
their progams, fund anyadditionakostsentirelyfrom
state coffers, or ake ther Medicaid eligpility stan-
dards less resttiive (which would allowthemto re-
ceive additional fedeal matchingfunds, albeit at the
lower Medicaid rate).

The constraints iposed bythe President’s bud-
get request for FaityCare would reduce épro-
granis outlays substantially—to $64 billion oer the
20012010 peiod, CBO estimtes, corpared with
$112 billion. Likewise, Medicaid samgs would be
only $7 billion ower 10 years, comared vith $43 bil-
lion (see Eble 24).

Comparison with the Administration’s Estimate.
CBO'’s estinate of net federal outlag under the
Family Care proposal is substantiallpwer than the
Administration’s estirate. CBO projects thathose
outlays, including saungs in Medicaid, would total
$56.2 billionthrough 2010 (vith fundingconstraints).
By contrastthe Administration estirates the net cost
of the proposal at $76.0 billion.

Other Proposals to Ex@and Eligibility

Expanded Coverage ofl9- and 20-ear-Olds. Un-
der current law states are liited in their abilityto
cover 19-and 20yearolds in Medicaid. People in
that ag goup canqudify for Medicaid if they are
pregrant, disabled, or hawchildren of their own en-
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rolled in the protam and neet welfarerelated stan-
dards. Sore people viho were fornerly in fostercare
are also eligple. In all, abat 1 million 19-and 20-
yearolds, nostly with incone below 200 percent of
the poerty level, receive Medicaid throudp one of
those ctegories. States are not allosd to cower 19-
and 20yearolds in their SCHP progans.

ThePresident’s budgt would gve states the op-
tion of cowring 19- and 20yearolds in both pro-
granms. CBO anticipates that statésattogethercon-
tain 25 percent aheeligible people in that aggoup
would tale up the option for Medicaid and that states
with 5 percentof theeligible population would do so
for SCHIP. Asa result, ®O estimatestheproposal
wouldincrease enrollent of 19-and 20yearolds in
Medicad by about 10 percent, raisirgpendingby
$1.7 billion ower the next decad Spendingfor
SCHIP would increase b$0.4billion (see Bble 23).

Expanded Eligibility for Long-Term Care Services.
The President’sudget would also allow states to ex-
tend Medicaid eligpility for noninstitutional longerm
care sevicesto certain agd or disabled peopleith
income up to 300 percent of the S&hndard (which
is now$512 per ronth). Qualified individuals would
require the samhigh level of medical and social sup-
port needed bpeople innstitutions and those receiv
ing hone- or conmunity-based seliges.

Current law lets states expand digibility for al
aced or disabled people with incempto the poerty
level. Many staes set substantiallgigher incone
limitsfor peoplerequiringinstitutional long-term care;
that limit is commonly set at 300 percénf the SSI
standard (which corresponds to about pa%ent of
the powerty level). In addition,states can offer non-
institutional bng-term care services to qualifed people
at simlar income levels throudn special wivers for
home-and conmunity-based selices.

Under the President’s propossiatescouldex-
pand elgibility more broadlythan under a waiver,
which frequentlifimits enrollmentto a specific,nar-
row set of people However, CBO assuras that rela-
tively few states—representing percent of total
Medicaid enrollnent—would tale adwantage of the
option, because of concerns about potentikige
jumps in enrolinert. (Many people in the expanded

income-eligibility range who donotreceiwelongterm
care sericesunder current lawould neet the qualifi-
cations for institutional or @iver care.) CBO esti-
mates that this propab would increase Medicaid
spendindoy a total of $1.dillion overthe 20012010
period.

Coverage br Certain Women with Breastor Cer-
vical Cancer. The President’s budg would gve
states the option of praing Medicaid cwerage to
women who hawe been screened under the CDC'’s
Breast and @vical CancerEarly DetectionProgam
and fourd to hawe breast or ceieal cancer. Cur-
rently, screeningsenices under that progm are
available onlyto wonen with income up to 250 per-
cent of thepovertylevel (most states set their eilij-

ity criteria at about 20percentof the poerty level).
Stateghatexercisedhis option vould receiethereg
ular Medicaid natchingrate fromthe federatovern-
ment. CBO estinates that states that account for 15
percenbf total Medicaid costs would expaatigibil-

ity in 2001 under thisnoposal. By 2005, that share
would rise to around 30 percettnderthoseassum-
tions, the proposal euld increase federal Medicaid
spending by $0.6 billion oer 10 ears, BO esti-
mates.

Eligibility for Some Legal Immigrants. The Presi-
dent’'s budgt contains three proposals that would
soften the restrictions on Medicaid étidjty for lecal
immigrants that vere enacted as part ofdfare re-
form. Under that reformmost legl immigrants wo
enteredhecountryafter August 22, 1996, are neti-
gible for nonerargencyMedicaidsenices until they
accunulate 10 yars of SociaBecurity-covered em
ployment or becom naturalizd citizens. Eligibility
was daso tichtened for other manstested proans,
such as SSAnd Food Staps.

Under the President’s buelg inmigrants who
had been in the countfgr five years anavho becara
disabled after entrwould be alloved to receive SSI
disability benefits. That proposal wuld also affect
Medicaid because agt SSlrecipients are autoati-
cally eligible for Medicaid. In addition, the budsf
would gve states the option of expandirtheir
Medicaid progams to cower immigrant children and
preghant wonen. (The option for inmigrant children
would also nake themeligible for SCHP.)
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CBO estimates that those proposal®wid in-
crease federal outlayor Medicaid by$10.2 bilion
and for SEIP by$0.2 billionthrough 2010. Most of
the additional outlag¥—$8.8 billion—would be for
disabled ifmigrants receilng SSI Those estnates
arebased on historical data abounhingrants’partici-
pation in SSand Medicaid; theglsoaccountor the
fact that ilmigrants alreadyeceiwe limited Medicaid
benefitsf they require erergency medical treatnent.
On the basis of discussionsgtiv state officials, 8O
assunad that states that tether contair®0 percent of
total Medicaid enrollees auld ultimately choose @
cover immigrant children and pregnt wonen.

Extension of Transitional Medicaid. Under current
law, states rast provde "transitional" Medicaid cov
erage to beneficiaries o would nornally lose their
Medicaid cowrage when their earnirg increase.
States are required to @those gople for at least
six monthswithoutregard to their earning and for up
toayear subgct to certain incomlimits. Sonestates
hawe extended that cevage to 18 or 24 nonths. The
requirenent will expire at theendof fiscal year 2001.
The President’s liget would perranentlyextend it
and sinplify income-reporting requirements for people
enrolledin transitionaMedicaid. CBO estimatesthat
thosechangs would increase spenditny $4.8billion
throuch 2010.

Proposals b Increase Otireach

Some 4 million to 5 million children nmeet the eligpil-
ity standards for Medicaidut arenot enrolled in the
progam The President’s budyg includeghree initia-
tives that ainto get more of those children enrolled by
increasingutreactefforts. The first would letstates
expand theikdsof entitiesthat can conduct presymm
tive eligbility d eterminations(which enroll poor, unin-
suredchildren in Medicaid on a tgmorarybasis until
a full deternmation of their eligbility canbemade) to
include schools, SCI® workers, and horeless shel-
ters. Thesecond initiatie would gve states access to
income information fromthe National School Lunch
Progam which would gve themanother tool to iden-
tify eligible but unenrolled childrenThe third pro-
posal would require states toake their enrollnent
requirenentsfor Medicaid as simple aghosefor their
SCHIP progans.

CBO estinates that those outreach proposals
would bringlessthan5 percent of the eligle but un-
enrolledchildren into Medicaid As a result, thero-
posals wuld inaease federal Medicaid spending
$1.2 billion over the rext decae@. They would also
increase SAIP spendingby $0.1 billion throudn
2010.

Proposals Affecting Medicaid’s
Prescription Drug Benefit

Unlike MedicareMedicaidcovers prescription drus
for many beneficiariesTolower Medicaid’'s pending
on prescription drugg HCFA negptiates rebatesitt
drugmanufacturers.The President’s budgcontains
three proposals that euld affect the prognis pre-
scription drugenefit. Theywould provde data about
drug prices to state Medicaid pn@grs, require an
additional rebate ém manufacturers of gneric drug,
andextendcoverage to certain drug intended to help
people stop soking.

Providing Average Manufacturer Price Data to
State Medicaid R ograms. The Presidenproposes
allowingtheSecretaryf Health and lman Senices
(HHS) to gve state Medicaid progims information
about the aerage manufacturemprice (AMP) of each
drugthat Medicaid coers. The AMP is the price that
wholesalers payncludingdiscountsandprice reduc-
tions,for drugs distributed to retail phaiies.Drug
manufacturers are required to prde that inbrmation
on a confidential basis to®fA in order to participate
in Medicaid. HCFA uses the MP information to
calculate the aounts that ranufacturers owe under
Medicaid’s rebate pragm (which is explaied be-
low). Most states set their drugimbursenent rates
on the basis of estiates of pharmacies’ acquisition
costs plus a dispensiffige. Stategyenerallyarrive at
those estimates by applying a discount to the pub-
lished listprice. Certain drug are also subgt to spe-
cific upper payent limits.

Having AMP data would let states realuate
their currentpayment rates.But the degee to vhich
theywouldincorporateahenew information is hidnly
uncertain. CBO assures thatstates would use the
AMP data toeduceheir reinrbursenent rates, lowr-
ing Medicaid outlag by $1.3 billion throu¢ 2010.
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Requiri ng an Additional Rebatefrom Manufactur-
ers of Generic Drugs. Under current law pharna-
ceutical nanufacturers mast signa rebate aggenent
with the Scretaryof HHS beforeMedicaidwill cover
their pioducts. Rebates are based specifically the
AMP and on the nuimer of units of the drugur
chased byMedicaid. Manufacturers of both brand-
name and @neric drug pay a basic rebate to
Medicaid, but those rebates are calculated udifig
ferent fornulas. For makers of generic and other
overthe-counter drug, thebasicrebateequals 11 per-
cent of the AMP For brandrane drugs, nanufactur-
ers nust payan additiomal rebate if theyincrease the
prices of those drigat a higer rate than eneral in-
flation. The additionalrebate discourags nanufac-
turers fromcircunmventing the effect of the basic re-
bate byraisingprices. The President’s budg would
extend that additional rebate tengric drug.

Given the competitive nature of the amket for
generic drug, extendinghe additional rebate twwver
those drug would bringin sigrificantly less noney
than the additional rebates on bravaire drugs do.
Nevertheless, recent @ence sugests that price in-
crease$or sonme generic products haexceededen-
eralinflation. CBO estinates that this proposabuld
sawe $0.8 billion oer 10 \ars.

Mandating Coverage ofSmoking-Cessatim Drugs.
Medicaid allovs statego exclude coerage of certain
types of drug, includingdrugs for fertility, cosnetic
purposes, and swking cessation. However, an in-
creasinquunber of states haarecentlyexpanded their
cowerace of snoking-cessation drugy althoudy the
scopeof thatcoverage varies fromstate to stateThe
Presdent proposes requiringll states to car pre-
scription drugs, and at least one ewthecounter
product for snoking cessation.CBO estimates that
this proposal wuld increase Medicaid outlaigy $0.2
billion over the 20012010 period.

Proposal to Reduce Medicaid’s
Administrative Costs

Before the 1996 welfaresfrorm law, the three @jor
public assistance progms—Aid to Families with De-
pendent Children (AFDC), Food Stpm and Medic-

aid—all reinbursed states fd&0 percentof mostad-

ministrative costs States usuallghargd the cormon

administrative costs of those progns to AFDC.

When the wlfare reformlaw replaced ADC with

TemporaryAssistance for Bedy Families (TANF), an

anmount equal to historical admistrative costs (in-
cludingthe conmon costof administeringMedicaid
and Food Staps) was included in the states’ block
grants. Under current lawstateanustcharge part of
the conmon costs of Medicaid and ANF to Medic-
aid, even if those costs are alreaigluded in their
TANF block grants.

The President’s budg proposes toeduce fed-
eral reinbursenent for Medicaid adimistrative costs
to reflect costs that are estitadto becovered bythe
TANF block grant. The reduction would acunt to
aboutonethird of the cormon costs odministering
those progans. Howe\er, the proposalvould allow
states to use ANF funds to paythosecosts. CBO
estimates that the mpposal would reduce federal
Medicaid outlag by $3.6 hllion over 10 \ears. But
outlays for TANF would rise by$0.8billion overthat
period as states offset semf the dop in Medicaid
reimbursenents.

Interactions with Medicare Proposals

Because Medicaid paypremiums and cossharing
anmounts for nany Medicare beneficiaries wittow
incone, pdicies that affect Medicare spendiafien
hawe animpactontheMedicaidprogam Se\eral of
the President’s proposdts Medicare(which are de-
scribed later in this chaplewould affect Medicaid
spendindgor those beneficiariesCBO estinates that
the net effect of the proposals (excludihg proposal
to add gorescriptiondrugbenefit to Medicare) wuld
be toincreasdederal Medicaid outlagby $0.8 billion
throuch 2010.

The President'prescription drugproposal for
Medicare vould hae a substantiallgreatereffecton
Medicaid spendindpr low-income Medicare benefi-
ciaries. That effect is described irrgater detail be-
low, butits net cog to Medicaid would be $12.4 hl-
lion over the nextlecade Moreower, Medicaid would
incur furthercostsecause the nesrugbenefit would
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induce nore lowincone Medicare beneficiaries to
enroll in Medicaid. CBO estinates those additional
costs at $6.3 billion throing2010.

Other Proposals

The President’s budg containseweralother propos-
als that vould hawe a small net effect—less than $50
million a year—onMedicaidspending Theyinclude
initiatives that wuld sae moneyby combatingfraud
and inproving progamoperations, sucas prowding
the Secretargf HHS with strongerenforcenent tools,
allowing civil penalties to be pursuedaigst nursing
home chains, and stretiggningenforcenentof orders
for parents to paynedical child support.Thebudget
also includes proposals thabuldincrease Medicaid
spending swch as launchingan asthra-management
initiative, exempting caregvers when Medicaid costs
are recoered fromestates, chamggthe car allovance
rules in theFoodStanp progam and naking certain
housingunds contingnt on the use of Medicaid waiv
ers for hone-and conmunity-based selices.

Spending and Enrollment
Trendsin Medicare

Thegrowth rate of Medicare spendihgs sloweddra-
matically in recent gars.After increasindpy anaver-
ace of 11 perent per year from1990 throug 1995,
spendingrose by8 percent in 1996 anjdist 1.5 per-
cent in 1998. In 1999, Medicare gnmding did not
grow at all but instead declined By7 percent.

The decline in 1999 stegriromse\eralfactors.
First, it reflects a continuation of two trentfst be-
gan in the nid-1990s: a slowingof growth in enroll-
ment, and the effeaif antifraud initiativs on comli-
ance with Medicarse'rules for pagent. Second, the
drop reflects charag in paynent rates and othero-
gram rules required bythe Balanced Budget Act
(BBA).

2. Spendingfor Medicare benefitslropped by0.9 percent in 199%ut
that decreaswaspartialy offsetby anincreag in gpendingfor pro-
gram administration.

The lull in the gowth of Medicare spendinig
likely to prowe short—in pet because the Medicare,
Medicaid, and SCHR Balanced Budg Refinenent
Act of 1999 (BBRA) wil increase Mediare’'s pay
ments to health care prdders begnning in 2000.
CBO projectsthat spendingrowth will resunein the
next fewyears and Wl averag about? percenannu-
ally throuch both 2005 and 2@1(see Table 25).
Total Medicare outlay(mandatoryand discretionapy
are pojected to nearlydouble bythe end of the de-
cade, to $438 billion. Much of that increase ilWre-
flect risingcosts per beneficiaryenrollment will ex-
pand onlymodestly asthelastof therelatively small
cohorts born in the late 193@sd early 1940s reach
age 65.

In the decades after 2010, Medicare spending
will grow more rapidly asthebabybooners begn to
turn 65. Between 201@nd2030, the elderlpopula-
tion will increase at a rate three esifaster than be-
tween 2000 and 2010Medicare costsre likely to
keep gowing considerablyasteithanprogamenroll-
ment, howewer, because afdvances in nedical tech-

nology that are expected to raise health care costs and

because of a continued ieaise in becficiaries’ use of
senices.

Medicare+Choice

TheBalanced Bidget Act established th®ledicare+
Choice progamto expand the ramgof health plans
available to beneficiaries andlay the foundation for
a nore conpetitive Medicare sgtem Building on
Medicare’s preius riskbased sector, whichall of
the plans wre health raintenance orgnizations,
Medicare+@oice allows a wider \ariety of health
plans (includingreferred proider organizations, pri-
vate feefor-senice gans, and prower-sponsored
organizations) to participatén Medicare. Whereas
traditional Medicare pa/health care mviders on a
feefor-savicebasis, Medicare+Choiceplans receiga
fixed anmount per enrollee for prading senices.

CBO projects that paynents for Medicare+
Choice and otherrgup plans Wl soar from$41 bil-
lion thisyear to $133 billion in 2010, as enro#mt in
those plans continués expand (seeable 26). That
spendingincrease also reflects peajted gowth in



40 AN ANAL YSIS OF THE PRESIDENT'S BUDGETARY PROPOSALS FOR FISCALYEAR 2001 April 2000

Table 2-5.

Medicare Outlay s Under CBO's Baseline A ssumptions (By selected fiscal y ears)

1990

1999 2000 2005 2010

In Billions of Dollar s

Gross Mandatory Outlays
Benefits 107
Mandatory administration and grants® *

Total 107
Premiums -12
Mandatory Outlays Net of Premiums 96
Discretionary Outlays for Administration _2
All Medicare Outlays Net of Premiums 98

208 217 308 433
1 1 1 2
209 218 310 434
22 22 34 -51
188 196 276 383
_3 _3 _4 _4
190 200 279 387

Average Annual Gr owth Rate from Previous Y ear Show n (Percent)

Gross Mandatory Outlays n.a.
Premiums n.a.
Mandatory Outlays Net of Premiums n.a.
Discretionary Outlays for Administration n.a.
All Medicare Outlays Net of Premiums n.a.

7.7 4.3 7.3 7.0
6.7 13 9.4 8.3
7.7 4.7 7.0 6.8
3.6 11.5 3.2 4.1
7.7 4.8 7.0 6.8

SOURCE: Congressional Budget Office.

NOTE: * = less than $500 million; n.a. = not applicable.

a. Mandatory outlays for administration pay for peer-review organizations, certain activities against fraud and abuse, and grants to states for

assistance with premiums.

costsper enrollee that (under current lawill rouchly
mirror growth in the feefor-senice sector. Within
that sharplypward trend, howeyr, annual chares in
Medicare+@oice spendinguill vary considerably
Those fluctuations re#t from technical aspects of
Medicare’s reirbursenentpolicy rather than sudden
changs in underling spendingpatterns.

CBO projects that enrollmntin Medicares risk
basedlans will grow by about 5 percent thiswar,to

3. Medicaregeneraly paysMedicare+Chae plnson the firg dayof the
month. Whenthe first dayfalls on a weelend @ hdiday, payments
are $ifted tothe bst busness dayof the precedingnonth. In addi-
tion, the Babnced Budegt Act aters some payment datedor group
plans For those reasns, the nunberof paymentsvaries each figal
year fran 11 to13. The gowth of Medicarespendingfor group pans
surgesin yearswith 13 paynentsand $ows in yearswith 11 pay
ments.

6.4 nillion.* That projection is lower than CBO had
prevously predicted. The reason is thd¥edicare
beneficiaries haa/becone less likely to switch from
feefor-seniceto Medicare+@oice plans since those
plans announced Higrpremums and reduced bene-
fits for 2000 and whdrewfrom sonelocalities. Over
the longer run, howeegr, CBO expects Medicare+
Choice plans toantinue offeringmore generous bene-
fit packages than feefor-senice Medicare. Conse-
guently, enroliment will continue to gow over the next
decade—froml6 percent of Medicare enrollettss
year to 31 percerh 2010. Because peenrollee pay
ments to Medicare+8oice plans are tiea feefor-

4. Anocther 05 million beneficiariesareenrdled in group planspartici-
patingin a denongration prgect @ paid o acost bass. CBO edi-
mates that enrtiment in th@e phanswill decine to 0.1 million in
2010.
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Table 2-6.
Outlay s for M edicare Benefits, by

Sector, Under CBO's Baseline A ssumptions (By fiscal y ear)

Sector 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010
In Billions of Dollars
Group Plans? 37 41 48 44 53 60 75 73 90 103 117 133
Fee-for-Service Sector
Skilled nursing facilities (Part A only) 12 11 12 13 14 15 16 18 19 20 21 23
Home health 10 10 11 12 14 17 19 21 23 26 28 31
Hospice 3 3 3 3 3 4 4 4 4 4 5 5
Hospital inpatient® 86 86 90 94 98 103 107 111 116 120 125 130
Physicians’ services 33 36 38 40 41 42 43 44 45 45 46 48
Outpatient facilities 15 17 19 21 22 24 25 27 29 31 34 36
Other professional and
outpatient ancillary services 3 14 14 15 16 18 19 20 22 23 25 27
Subtotal 171 176 187 198 210 222 234 246 258 270 284 299
Total 208 217 235 242 263 282 308 319 348 373 402 433
Annual Grow th Rate (Percent)
Group Plans?® 15.1 9.2 16.3 -6.7 19.8 132 241 21 234 142 140 135
Fee-for-Service Sector
Skilled nursing facilities (Part A only) -12.5 -2.9 9.2 9.5 5.9 7.0 7.3 7.3 7.0 6.9 6.8 6.9
Home health -34.9 16 132 121 153 165 128 118 10.1 9.8 9.7 9.6
Hospice 186 11.0 7.9 6.2 6.5 6.0 5.4 5.2 5.0 4.9 4.9 4.8
Hospital inpatient® -1.3 0.6 3.7 4.5 5.2 4.6 4.0 4.0 4.0 3.9 4.0 3.9
Physicians’ services 51 7.6 6.0 4.1 3.5 2.9 3.1 2.1 1.4 1.2 2.0 2.8
Outpatient facilities -8.2 12.3 15.2 8.3 7.2 7.0 6.8 7.1 7.1 7.5 7.6 7.5
Other professional and
outpatient ancillary services 5.3 8.4 5.9 6.3 7.3 7.7 7.3 7.2 7.2 7.6 7.8 7.7
All Fee-for-Service -3.8 3.1 6.4 5.7 5.9 5.8 5.3 51 4.9 4.9 5.2 5.3
All Medicare Benefits -0.9 4.2 8.3 3.2 8.5 7.3 9.3 34 9.1 7.3 7.6 7.7
Memorandum :
Part A Enrollment (Millions of people)
Group plans? 6.6 6.9 7.2 7.5 7.9 8.6 9.4 10.3 11.2 12.2 13.3 14.2
Fee-for-service sector 32.2 32.3 325 32.7 32.7 32.7 32.4 32.2 32.0 31.9 31.9 31.8
Total 388 393 39.7 402 407 412 418 425 433 442 451 460
Group Plans as a Percentage of
Part A Enroliment 17 18 18 19 20 21 22 24 26 28 29 31
Change in Part A Enrollment (Percent)
Group plans? 14.5 4.4 3.3 4.1 6.5 7.8 9.6 9.5 9.3 9.0 8.2 7.2
Fee-for-service sector -1.4 0.4 0.6 0.5 0.1 -0.2 -0.7 -0.7 -0.5 -0.3 -0.2 -0.1
Both Sectors 1.0 11 11 11 1.3 14 14 1.6 1.8 21 2.2 2.0
Part B Enrollment (Millions of people) 36.9 373 377 380 384 389 394 399 406 414 422 430
Number of Capitation Payments® 12 12 13 11 12 12 13 11 12 12 12 12

SOURCE: Congressional Budget Office.

a. Includes Medicare+Choice, health maintenance organizations paid on a cost basis, and demonstration contracts paid under Medicare Part A.

Does not include health care prepayment plans, which are paid on a cost basis for Part B services.

b. Includes subsidies for medical education that are paid to hospitals that treat patients enrolled in Medicare+Choice plans.

c. In general, capitation payments to group plans for the month of October are shifted to the preceding fiscal year when October 1 falls on a
weekend. In addition, the Balanced Budget Act of 1997 shifts payments that would otherwise have been made on October 1, 2001, to the last
business day of September 2001. The October payments in 2000 and 2006 will be made on October 2 instead of September 29.
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senice expendituresiigherenrollment in those plans
doesnotnecessarilglowthe gowth rate ofMedicare
spending

Feefor-Service Medcare

CBO projects thaspendingn Medicares feefor-ser-
vice sector il increase front176billion in 2000 to
$299billion in 2010. That gowth will occurdespite
shrinkage in feefor-senice enrollnent—which will
declineby 500,0000ver the next decade—and cirts
the growth of paynent rates for mny senices.
Spendinggrowth for different types of serices wil
vary considerablhover that period.

Postacute Gare Services Growth in paynents for
skilled nursingfacility (SNF) and hore health ser-
vices—the fastegfrowing areas of feder-sewice
spendingin the decaddefore the Blanced Bidget
Act—slowedsignificantly begnningin 1998.Spend-
ing for hone healthcarefell by 14.9 percent in 1998
and byan een nore dranatic 34.9 pecent in 1999.
SNF expenditures, bgontrast, rose b§.8 percent in
1998, but that as less thahalf the rate of the prév
ous \ear. Spendingor SNF senicesthen dropped by
12.5 percentin 1999Growth in paynents for hospice
services slowd to 1 percent in 1998, dowwrom 5.7
percenthe prevous year. In 1999, howesr, growth
in hospice payents soared to 18.6 percent.

The slowdown in spendinfpr SNF and home
health serices nostly resultedrom the newprospec-
tive paynent sytens enacted in thBBA. Increases
in the tine to processlaimsalso plagd a role, partic-
ularly for SNF senices. The delaybetween proision
of senices and payent byMedicare accounted for
1.5 percentagjpoints of the drop in hoenhealth pay
ments, on awerag, in 1998 and 1999The paynent
lagaccounted for 2.2 percentgoints ofthedropin
SNF paynents in 1998 and 5.5eentage points in
1999.CBO expectslaimsfor postacute care seéces
to be processednore quicly in later years, elinmat-
ing the dragon spending

The BBRA tmporariy increasedhe payment
rates for SIF senices (fromApril 2000 throu Sep-
tember 2002andpostponedy a year the 15 percent
cut in paynents for hora health seficesthat had been

scheduled for €ober 2000. The transition to pro-
spectie paymentsystens andthe inplementationof
those BBRA provisions are expected to restore the
growth of spendingfor postacute sences. That
spendings progcted to incease throuf 2010 at an
average annual rate of 7 percent for EBenices and
12 percent for homhealth seii¢es. Growth in pay
ments for hospice serges is expected to decrease to
its longterm trend of around $ercent per year by
2005.

Inpatient Hospital Services Medicare pagnents for
inpatient hospital sergesfell by 1.3 percent in 1999,
to $86 hlli on. The factors contributingp that drop
includeda decline in the ®ume of senicesprovided
as well as provsions in the BA that foze payment
rates formost operatingosts, reduced capitedlated
payment rates byl7.8 percent, and cut subsidies for
medical education.In addition, theeasemix index(a
measureof therelative costliness of the casesated
in hospitals paid unaedhe prospectie paynent s\s-
tem) fell by 0.5 percentn 1999 dter falling by the
sane anountin 1998. The drop in that index ay be
attributable to the widespreadoptiorby hospitals of
less agressi billing practices flowing antifraud
initiatives that focused on those practices.

For mosthospitals, the Banced Bidget Act lim-
itscurmulative increases in payent rates for operating
coststo about6 percentagpoints below the totahte
of inflation over the 1992002 period.Although the
BBRA easedoneof thoseimitsfor cerinhosptals,
continuinglimits onrate increasesilresult in onlya
0.6percentisein total paynents for inpatientospital
senices in 2000, CBQ@rojects. After the BBAlimits
expire,howe\er, annual gowth rates are expected to
accelerate agjn, awragng 4.2 percent fron200L
throuch 2010.

Physicians’ Services Medicare pagnents for phgi-
cians’ serices rose by.1 percentri 1999, to $33
billion. Paymentsareprojectedo increase to $36 bil-
lion this year and to w at an agrag annual rate of
2.9 percent oar the next decade, reachib4g billion
in 2010. That growth rate results fromayment for-
mulas enacted irhe BBA that tie the gowth of per-
enrollee spendindor physicians’ serices to the
growth of goss domastic product per capita.
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Outpatient Services Payments to outpatierfacili-
ties—suchashospitals’ outpatient deparamts, ther-
apy provders, dialgis facilities, and rural health
clinics—fdl by 8.2 percent in 1999, in part because
the BBA’s caps on therapygenices vere inple-
mented. Those pagnents are prejcted to rebounithis
year and to @w by 15.2 percent in 2001 because of
increases iprospectie paymentrates enacted in the
BBRA. Annual gowth rates are then expected to
level off at 7 percent to 8 pernefor the rest of the
decade.

In 1999, Medicare spent abist $13 billion on
nonphysician proéssional serices and other outpa-
tientancillarysenices—includingviedicareeovered
prescription drug, durable redical equipnent, anbu-
lance serices, and chiropractic aar Those outpa-
tient costs are pregted to ¢gw, on aerag, by
rouchly 7 percent a &ar for the rest of the dade.
That gowth resultsn large part fromrising payments
for the limted categry of drugs cowered under Part B
of Medicare.

The President's Proposals for
Medicare

The President’s budg request for 2001 includes pro-
visions to expaniedicareeligibility to newpopula-
tions, extend Medicare cemage to sewices such as
prescription drug, and reducthe growth of progam
spendindor senices coered under curreraw. Pop-
ulationsnewly eligible for Medicare would include
certain people betwaehe ages of 55 and 64, who
would be allowed to buin to theprogam Thecost
of those expansions would be offset $gaiings in
Medicare’s fedor-senice sector, Wwich would hawe
spillover effects onMedicare+®@oice spendingnd
also result in lover Part B premiums. The net effect
of the President’s MedicapFoposalsvould beto in-
crease Medicare spendify a total of$69 billion
throudh 2010 (see dble 27).

Thebudgetalsoincludes a $750 ition denon-
strationproject to let Medicare beneficiaries partici-
pate in clinical trials That progamwouldbepaid for

through the Teasuy’s general fund rather than the
Medicare trust funds.

Proposals to Modify Traditional
Medicare

The Presidenproposes a ariety of policy changs
that would affect beneficiaries, praers, and health
plans participatingn Medicare, including

0 Reductions in payents for certain seives;

0 Moderniation initiativesthatwould add inno®-
tionsin health care financingsed in the priate
sector to fedor-senice Medicare;

0 Adjustnents to beneficiagis’ costsharing re-
guirerents; and

0 New requiremantsto improve conpliance with
Medicare’s pagnent rules.

Those proposals would reduce peajted fedor-ser-
vice spendingoy $40.4 billion between 2001 and
2010. Becauseghegrowth of spendingn Medicare+
Choiceplans is linked to the gowth of spendingn the
feefor-senice sector, those rediumhs would also
lower paynentsto Medicare+Choice plans (1$414.0
billion over 10 years).ThePresident also proposes to
accelerate iplementation of nethods of adijisting
payments toMedicare+@oiceplansto reflect health
risks nmore accurately That provision would reduce
spendingduringthe next decade $0.5 billion.

One-quarter of the gpsssaungsin spendingor
Medicare Part Bvouldbereturnedo beneficiaries in
the form of lower prenums. Thus, beneficiaries
wouldsawe $6.3 billion throudp 2010 (see able 2-7).

Reductions in Fayments Under the President’s pro-
posals, payents to certain progers and suppdrs
would fall sigiificantly. In principle, those ras are
updated eachear to reflect chargg in the costs of
inputs (suchaswages, nedical equipnent, drug and
other supplies, and so onfor many senices, the
Balanced Budget Act holds the increases in pagnt
rates below the annual rate of inflation thro@§02,
with full adjustrrent for inflation resurimg in 2003.
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The President’s proposals wouldntioue holding
those pagnent increasesdow inflation throudp 2005.

The largpst saings would come from extending
the BBA's redudionsin annualpayment updates for
inpatient hospital seiges. The President proposes

reduce the annual updates for hospitals paid under the

prospectie paynent sytemby 0.8 percentagpoints
for urban hospitals and 0.4 percergagintsfor rural
hospitals betwen 2003 an@005. In addition, the
BBA's provsion to lower prospdive capital pay
ments to hospitals bg.1 percent would be exterdle
through 2005. Those proisions would sag $14.0
billion throuch 2010 (see dble 2:8). Additionalsav
ings would cone from extendingthe BBAS update
reductions throug 2005 for hospitals paid on the
reasonableost basis established liye Tax Equity

andFiscalResponsibilityAct of 1982; for supplieref
durable nadical equiprent, prosthetics and orthotics,
andparenteral and enteral nutrition; for clinical labo-
ratory senices; and for abbulance selices Those
provisions would lower spendirigy anothei$5.0 bil-
lion throudh 2010.

The BBA reduced Medicare'paynentsfor the
bad debts that hospitals inclie President’s bueg
would further reluce those pagents and would ex-
tend the reduction in payents for bad debts tther
providers. Those proiders include SNFs, praders
of outpatient phygical therapyconprehensie outpa-
tient rehabilitation facilities, comunity mental health
clinics, federally qualified health centers, and rural
healthclinics. Total savngs from reducingbaddebt
payments wuld be $5.3 billion throug2010.

Table 2-7.

CBO's Estimate of Changes in M edicare Spending Under the President’s Proposals

(By fiscal y ear, in billions of dollars)

2001 2002 2003

Total, Total,
2001- 2001-

2004 2005 2006 2007 2008 2009 2010 2005 2010

Changes to Traditional Medicare

Reductions in payments -0.8 -1.0 -1.9
Fee-for-service modernization 0 -0.1 -0.2
Adjustments to beneficiaries' cost
sharing 0 0 0
Requirements to improve compliance * -0.1 -0.1
Immunosuppressive drugs * * *
Medicare+Choice 0 3.4 -4.6
Part B premium receipts 02 03 _04
Subtotal -0.6 25 -6.5
Expanded Eligibility
Benefits 0 1.8 3.3
Premium receipts _0 -2.0 -3.2
Subtotal 0 -0.2 *
Prescription Drug Benefit
Medicare and ESI outlays 0 0 147
Part D premium receipts _0 _0 -7.8
Subtotal 0 0 6.9
Competitive Defined Benefit
Payments to plans 0 0 -1.9
Premium receipts _0 _0 _186
Subtotal 0 0 -0.3
Total Change in Outlays -0.6 2.2 0.1

-2.8 -3.6 -3.7 -3.9 -4.1 -4.3 -45 -10.0 -30.6
-0.5 -0.7 -0.8 -0.9 -0.9 -0.9 -1.0 -1.6 -6.0

* -0.1 -0.2 -0.3 -0.4 -0.5 -0.6 -0.1 -2.2
-0.2 -0.2 -0.2 -0.2 -0.2 -0.3 -0.3 -0.6 -1.9

40 15 -15 -1.8 21 -25 28 -37 -145
05 06 07 08 09 10 11 _20 _63
40 B4 57 63 69 75 B2 141 486

4.0 5.0 5.8 6.5 7.1 7.9 91 141 504
-4.0 -5.0 -5.8 -6.4 -7.0 -7.9 9.0 -142 -50.2
* * 0.1 0.1 0.1 0.1 * -0.1 0.2

216 268 299 351 387 444 490 631 2604
108 -134 -148 -175 -19.1 -22.0 -242 -320 -129.7

108 134 151 176 196 224 248 311 130.6

-4.2 -7.2 -11.0 -125 -142 -161 -181 -13.3 -85.2
3.5 6.1 93 106 119 135 152 112 715

-0.7 -1.1 -1.8 -2.0 -2.3 -2.6 -2.9 -2.1  -13.7

6.2 6.8 7.7 95 106 124 138 147 68.6

SOURCE: Congressional Budget Office based on the March 2000 baseline.

NOTE: * = between -$50 million and $50 million; ESI = employer-sponsored health insurance.
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Table 2-8.
CBO's Estimate of the President’s Proposalsto M odify Traditional M edicare
(By fiscal y ear, in billions of dollars)

Total, Total,
2001- 2001-
Proposal 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2005 2010
Gross Mandatory Medicare Outlays
Reductions in Payments

PPS hospital payments 0 0 -0.6 -1.3 -1.9 -1.9 -2.0 -2.0 -2.1 -2.2 -3.8 -14.0
TEFRA hospital payments 0 0 -0.1 -0.3 -0.3 -0.3 -04 -04 -04 -04 -0.7 -2.6

Laboratory, ambulance, DME, PEN,
and P&O updates 0 0 -0.1 -0.2 -0.3 -0.3 -0.4 -0.4 -0.4 -0.5 -0.5 -2.5
Bad-debt payments -0.4 -0.4 -0.5 -0.5 -0.5 -0.5 -0.6 -0.6 -0.6 -0.7 -2.3 -5.3
Other reductions -0.4 -0.6 -0.6 -0.6 -0.6 -0.6 -0.6 -0.7 -0.8 -0.8 -2.7 -6.2

Fee-for-Service Modernization

Centers of excellence 0 * -0.1 -0.1 -0.1 -0.1 -0.1 -0.1 -0.1 -0.1 -0.3 -0.9
Preferred provider organizations 0 -0.1 -0.2 -0.3 -04 -0.5 -0.5 -0.5 -0.5 -0.6 -0.9 -3.5
Competitive acquisition 0 0 * -0.1 -0.1 -0.1 -0.1 -0.1 -0.1 -0.2 -0.2 -0.8
Contracting reform 0 0 0 -0.1 -0.1 -0.1 -0.1 -0.1 -0.1 -0.1 -0.2 -0.8
Disease and primary care case
management O * * * * * * * * * * *
Adjustments to Beneficiaries’
Cost Sharing
Part B deductible indexed to CPI 0 0 * -0.1 -0.2 -0.3 -0.3 -0.4 -0.5 -0.6 -0.3 -2.4
20 percent copayment for laboratory
services 0 0 -0.5 -0.7 -0.7 -0.8 -0.8 -0.9 -1.0 -1.0 -1.9 -6.4
Elimination of cost sharing for
preventive services 0 0 0.6 0.8 0.8 0.8 0.9 0.9 0.9 1.0 2.1 6.6
Requirements to Improve Compliance
Secondary-payer reporting * -0.1 -0.1 -0.1 -0.1 -0.1 -0.2 -0.2 -0.2 -0.2 -0.5 -1.3
Partial hospitalization * * * * * -0.1 -0.1 -0.1 -0.1 -0.1 -0.1 -0.5
Other Proposals
Immunosuppressive drugs * * * * * * * * * * 0.2
Medicare+Choice provisions 0 3.7 -4.1 -0.1 * 0 0 0 0 0 -0.5 -0.5
Interaction with Medicare+Choice
Payment Rates® _ 0 -0.3 -0.6 -0.9 -15 -15 -1.8 -2.1 -2.5 -2.8 -3.2 -14.0
Subtotal -0.8 2.1 -6.9 -4.5 -6.0 -6.4 -7.1 -7.7 -8.5 -9.2 -16.1 -54.9
Premiums
Changes in Part B Premiums for
Beneficiaries Enrolled Under
Current Law® 0.2 0.3 0.4 0.5 0.6 0.7 0.8 0.9 1.0 11 2.0 6.3

Mandatory Medicare Outlays Net of Premiums

Total -0.6 25 -6.5 -4.0 -5.4 5.7 -6.3 -6.9 -7.5 -82 -141 -48.6

SOURCE: Congressional Budget Office.

NOTE: *=between -$50 million and $50 million; PPS = prospective payment system; TEFRA = Tax Equity and Fiscal Responsibility Act of 1982
(facilities are paid on areasonable-cost basis); DME =durable medical equipment; PEN = parenteral and enteral nutrition; P&O = prosthetics
and orthotics; CPI = consumer price index.

a. The effect on payments to Medicare+Choice plans of changes in the rate of growth of fee-for-service spending.

b. The effect on Part B premiums of changes in Part B spending per capita.
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Other sericesfor which paynents would be re-
duced include outpatient drsigtests perfored by

clinical laboratories, and prosthetic and orthotic de-

vices. The Administration also proposes tower

Medicare’s pagnents for erthropoietin, a drg used
by patients \ith endstag renal diseasehwo are re-
ceiving dialysis. In addition, the President’s buglg
would eliminate Health Professional Shortad\rea

bonus pagnentsfor nonprimary care phgicians prac-
ticingin urban areadf enactedthosechangswould

sawe $6.2 billion throug 2010.

Fee-or-Service Modernization. TheBalanced Rid-
get Act took important steps tovard improving the
efficiency of Medicare’s fedor-senicesectory es-
tablishing prospectie paynent sywtens for sewral
senices. The President’s budyg would seekfurther
efficiencies byextendingand naking permanent a
"centers of excedhce" progam that lets Medicare
contracwith certain hospitals to treparticulardisor-
ders. Those hospitalsrouldbe chosen on a cqrati-
tive basis.

UndertheproposaltheSecretanpf HHS would
be authoried to payselected hospitals a slegbun-
dled rate for all seiees associatedith an acute hos-
pital adnission.Thefirst contracts incorporatinguch
payments would be established in 2002 tardiac
surcgeryandkneeand hip replaceents. Contracts for
other procedureand nedical conditions could be es-
tablished in the futureCBO estimates that the pro-
posal wuld sae $0.9 billion throug 2010.

ThePresident’dudget would also authoréghe
Secretaryof HHS to negtiate dscounted payent
rates for Medicare seiceswith physicians and hospi-
tals orgnized as preferred praéder orgnizations.
Thoseproviders could rake up for the loss in renue
from lower Medicare pasnents byattractingmore
patients, who would halower cost sharinthan un-
der feefor-senice Medicare.CBO expects that the
negptiated discounts awuld be small because¢he nma-
jority of Medicare enrollees (abo8b percent) hag
supplenental coerage that insulates therfinom cost-
sharingequirenents and becauseteficiaries tend to
staywith their current proders. Newertheless, pro-
viders in cometitive merkets night feel that being
desigquated d'preferredMedicare proider" would be
necessaryo meintain theirpatientbase or attract new

Medicae patients. Those arrangments wuld sae
$3.5 billion throudp 2010, BO estinates.

ThePresidenalso proposes tagetheSecretary
authorityto contract selectaty for sone Part B ser-
vices othethan those furnished kphysicians. That
proposalwould expand on a deastration pragct in
Polk County Florida, in which Medicaris choosing
suppliers throuly a conpetitive-bidding process for
five types of products:oxygen equipnent and sup-
plies, hospital beds and@ssories, enteral nutrition
productsand supplies, uroldgal supplies, and suirg
cal dressing. CBO estimates that alloiwng more
conpetitive acquisition wald sae $0.8 billion
throuch 2010.

In addition, the President would allow botkuir
ance companies and other entities tlaae experienced
in processingclaims to conpete for Medicare busi-
ness.The expanded caopetition wouldresult in nore
accurate processirgf claims, which CBO estinates
would sae $0.8 billion oer 10 ears.

The President auld also povide diseasenan-
agement and prirary care cas@ranagement senices
to certain Medicare beneficiariegive feefor-senice
sector.Based on thexperienc®f theMedicare @se
Managnent Denonstration progcts conducted be-
tween 1993 and 1995—hich fourd that case @n-
agement failed to reduce @vall use or cost fo
Medicareeovered servces—@BO estinates that the
proposal wold haw a nedjgible effect on spending
for Medicare benefits @r the 20012010 period.

Adjustmentsto Benefciaries’ CostSharing. Other
provisionsofthePresident’s budget woud requirefee-
for-senice enrollees to pagnore for Medicare ser-
viceshyindexingthe Part Bleductiblgoinflationand
requring coinsurance paments for clinical laboratory
senices. At the sam time, consurance for certain
prewentive servces would bediminated. Thenet effect
of thosechangswould be to reduce Medicaoaitlays
by an estimted $2.2 billion throug2010.

UnderPart B, beneficiaries mst payfor thefirst
$100 of coered serices eachgar before Medicare
begns payng. Thatdeductibleanounthas rerained
thesane since 1991.Under the Presidesiroposal,
it would increase bthepercentagchangin the con-
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suner price ndex beginningin 2003. In that \ear,
CBO estimates thedeductible would be $103, rising
to $122 in 2010.

Clinical laboratorysenices are an excdapn to
thedeductible rules; Medicare psfpr 100 percenpf
those.The Presiderdbudgetproposalvouldimpose
the standard PaB deductible and 20 percent coin-
surance requireent on clnical laboratorysenices
(other than preantive servces) leginning in 2002.
For certain preentive serices howewer,the proposal
would elininate bottthe deductible and the 20 percent
coinsuranerequirenent. That changwould substan-
tially increase the usef those serices and also in-
crease deand for other serees.

Reguirements to Improve Compliance with Medi-
care’s Payment Rules. The President’s budy in-
cludesseeralinitiatives to inprove conpliancewith
Medicare’spayment rules and reduce fraud and abuse.
In particular:

0 Group health plans auld be required to notify
Medicare of beneficiaries forvemtheyprovide
primary cowerage. HCFA would then kow im
mediatelywhether Medicarer a private insurer
had primary responsibilityto payfor a benefi-
ciary s health seii¢es.

0 New ruleswould restrict the prasion of partial
hospitaliation serices—aitpatient services fu-
nished to patientshomight otherwise be hospi-
talized for the treatent of mental healthcondi-
tions. In addition, the Seetary of HHS would
receive moreauthorityto screen outnqualified
providers of that benefit and could jiose civi
monetary penalties on phyicians vho falsely
certified that patients needed those Bmys.

Together, those prasions waild saw an estirated
$1.9 billion ower 10 ears.

Other Proposals The budegt also includes a pro-
posal to lenthen coerage of immunosuppresse
drugs for certain beneficiaries o receie organ
trarsplants paid for byMedicare. Tansplant recipi-
ents whdhawe not exhausted their current drogver-
agewouldqualify for a total of 48 ranths ofcontinu-
ouscowerage for immunosuppressedrugs aftertheir

transplant. All new transplant recipients wibd also
be eligble for 48 nonths of drugcowerage. That pol-
icy would anend tenporarycowerage extensions en-
acted in the BBRA. CBO estimated tha the BBRA
allowed for eight additional nenths of coerage be-
yondtheformer 36month limitation for peopleeligi-
ble in 2000 and 11 additionalamths ofcoverage for
peopleeligible in 2001 throuly 2004. Lenghening
drug cowerage would generate sawngs by awerting
costsassociated ith kidneyrejection, such asehos-
pitalization, diahsis, and retransplantatiomfter ac-
countingfor those offsettingavngs, CBO estimates
that permanentlyextendinghe period of drugower-
age to 48 nonths would cost $0.2 billion oer the
20012010 period.

The Presidergbudget proposes akingvarious
changes to the Medicare+#tice progam The nost
sweepingproposal—to replace Medicarek@ice in
2003 with a new stemfor making payments to pri-
vate health plans, called the cpatitive defined bene-
fit system—is discussed i separate section below
Before that sgtemis putin place, the budsf proposes
to repeal the BBRA provisiontha dowed the imple-
mentation of inproved methods ofadjustingrates paid
to Medicare+@oice plans to reflectlifferences in
risk. The President wuld reestablish the ofigalim-
plementation scheduleSpeedinghe phasén of im-
proved risk adjustment would sae $0.5 billion be-
tween 2001 and 2010Ln addition, the budz would
shiftthe paynents oved to Medicare+8oice plansn
October 2002 to the end of Sember 2002. That
shift would increase Medicare outlayor fiscal year
2002 and reduce outlajor 2003 but would havno
currulative effect.

Proposals to Expand Medicare
Eligibility
The President’s proposals to let peopheler ag 65

buyin totheMedicare progamare sinilar to propos-
alsin last years budget, with one exceptionlnder

the current proposal, participants would be able to

claimup to 25 percent of their btip preniums asan
income tax credit. Two groupswould be digible to
participate: people ages 62 to 64 who do not have
private health insurance, Medicaid, or atipeblic
cowverace; and certain wrkers ags 550 61 who lose
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their health insurance because filaloss. The terns

of participation would differ for the tworgups. Be-

cause of the tax credit,BD's estimate of participa-
tion in thebuy-in optionis higher than the estiate for

last years version, and its @amate of aderse selec-
tion anong participants is sigjficantly less.

A third proposal to xpand Medicare cavacg,
which would applyto disaltbed workers, is part of a
broader initiative to allowthe disabled to return to
work and naintain their health insurance canace.

Buy-In for People Ages 62 to 64 The Administra-
tion proposes allwing people ags 62 to 64 Wwo do
not hae enployment-based health insurance, Medic-
aid, or coerage throudh another gvernment progam

to enrollvoluntarilyin Medicare, proided theydo so
assoonas theyare eligble. Eventsthatwould make
people eligble include turnings2 or losingenploy-
ment-based health insurance betem ags 62 and 64
under certain circustances.

Medicare prenums under the buyn would be
paid in two parts, both of which woutetadjusted for
geographic \ariations in Medicars'costs and updated
annually

0 Before ag 65, enrollees owuld pay premums
that reflectedhe awrage expected cost of bene-
fits if everyone a@s 62 to 64 participated the
buy-in. Thenationalaverage nonthly premium
would ke about $326 in 2002, the firstegr of
the progam Up to 25 pecent of those prefn
ums could be claird as an incomtax credit.

0 At age 65 and thereafter, btg participans
would paya prenium surchareg (in addition to
theirreqular Medicare prerium) to recapture for
the gvernment the extra costs that Medicare
would payasaresultof adwerseselectionin the
buy-in progam The surchargwouldreflect the
difference betwen thgrenium paid before ag
65 and the higer average costs of people lvo
chose to participate in the progm CBO esti-
mates thata person who enrolled in the biry
progamin 2002 at ag 62 andstayed until ag@
65 would paya surcharg of about $4monthin
2005. No part of those preimms could be
claimed as an incomtax credit.

The buyin for people ags 62 td64 would raise
outlaysfor Medicare benefitsby $46.2 lillion between
2002, when the pragmwould begn, and 2010, CBO
estimates (see dble 29)° Premums would total
slightly more than thatresultingin net Medicare sav
ings of $0.1 billion. Tax revenueswould be reduced
by about $7.7 billion because of the tax credhjck
CBO assumd about threetuarters of participants
would claim About650,000 people would participate
in the progamin 2002, risingo aboutl.3 nillion by
2010. In addition, Social Securitgenefits vouldin-
crease byabout 4.4 hllion through 2010, under the
assaimption that approxirately 1 percent of people
aces 62 to 64 wuld retire if Medicare carage was
available to them

Buy-In for Displaced Workers Ages55to 61 The
Administration also proposes to all@ertain vorkers
agesbh5 to 61 vino lose health insurantecausef a
job loss to buyn to Medicare. (Their spouses auld
be eligble for coverage as well.) The progamwould
be awailable onlyto peoplewho net se\eral eligbility

requirenents:

0 Having health insurance cexage for at least 12
monthsimmediatelybefore enrollingn thepro-
gram,

o0 Participatingin their enployer’s plan inmedi-
ately before losingheir job;

0 Beingeligible for unenployment nsurance bene-
fits; and

0 Beingineligible for anyother erployment-based
or federal health insurance aage. (That re-
guirermrent means that worrs would first hag
to exhausthe 18 monthsof continued cosrage
from their former enployer awailableunder the
Consolidated @nibus Budget Reconciliation
Act of 1985, or COBRA.)

Monthly premiumsfor the buyin wouldbeabout
$460perpersonn 2002, but participants couddaim
a tax cred for up to 25 percent of their pagnts.

5. The bassfor that eimate issmilar tothe apprachthatCBO used in
edimatingprevous versionsof theproposal. See Cogressional Bud-
get Office, An Analysis of the President’'s Budgetary Proposals for
Fiscal Year 1999(March 1998)pp.3742.
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Premumswould beupdatecannuallyand adjisted for
geographic differences in costsThose prerfums
would notquitecower the costs of the progm how-
ewver, becaustheprogamwould attract enrolleesho
expected to havhigh medical costs. As a result,
CBO projects that the pragm would increase net
Medicare outlag by about $0.Dillion between 2002
(whenit began) and 2010, reflectingutlays for bene-
fits of $4.1 hllion and premiums of $3.9 billion (see
Table 29). The bulkof the prograni's costs would
come from forgone tax reenue due to the tax crdadi
amountingto about $0.7 billion throug2010. The
proposalwould also encouraga smll number ofad-
ditional workers to seelunenployment insurance,
raisingfederal outlag for unenployment conpensa-
tion by an estimated $0.1 billion ogr 10 \ears.

Participation in the progam would be limted
because of the striegt eligbility requirements and
the sigificant preniums that enrollees wuld pay
althoudh thetax credits for both the buyn preniums
and COBRA prefimms would result in subantially
higher participation than otherwiseBy 2010, CBO

estimates, about®000people would beenrolled in
the progamat anyone tirre.

Medicare Coverage brthe Working Disabled The
Work Incentives mprovenent Act of 199 extended
cowerace under Mediare's Part A (Hospital Asur-
ance) byfour and @alfyeardor certain disabled peo-
ple who return to work. The President proposes to
make that extensin permanent. CBO estinates that
the chang would increase net Medicare outtagy
$0.1 billion ower the 20012010 period.

Proposal to Add a Prescription Drug
Benefit to M edicare

By far the Presidersttostliest proposal for Medicare
is to creag a voluntary outpatient prescription drug
benefit under a new Part D thile progam That ben-
efit would begn in 2003 and be fly phased in by
2009. The benefit woud pay half of the cost of pre-
scription drug, up to a specid cap. It would be

Table 2-9.

CBO's Estimate of the President's Proposals to Expand M

(By fiscal y ear, in billions of dollars)

edicare Eligibility

Total, Total,
2001- 2001-
2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2005 2010
Buy-In for Certain People Under Age 65
Benefits

Ages 62 to 64 0 1.8 3.1 3.8 4.6 53 5.9 6.4 7.1 8.2 13.2 46.2
Ages 55to 61 0 0.1 0.2 0.3 0.4 0.5 0.6 0.7 0.7 0.8 0.8 4.1

Premiums
Ages 62 to 64 0 -2.0 -3.1 -3.7 -4.6 -5.3 -5.8 -6.3 -7.2 -83 -134 -46.2
Ages 55to 61 _0 -0.1 -0.2 -0.3 -0.3 -0.5 -0.5 -0.6 -0.7 -0.8 -0.8 -3.9
Net Outlays 0 -0.2 * * * 0.1 0.1 0.1 * * -0.1 0.2

Coverage for the Working Disabled

Benefits 0 0 0 0 0 0 * * 0.1 0.1 0 0.2
Premiums 0 0 0 0 0 0 * * * * 0 -0.1
Net Outlays 0 0 0 0 0 * * * * 0 0.1

SOURCE: Congressional Budget Office.

NOTE: * = between -$50 million and $50 million.
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financed half fromprenmium payments byenrollees
and half fromgeneral government revenues. Taking

cost sharingand preriums into account, the agrage

enrollee would pay aboufr5 pecent of the cog of

cowered drug,uptothecap. (The Presidergbudget

alsoprovides$35billion from 2006 throug 2010for

a possible catastrophic benefit, butpodicy is speci-
fied. Consequentlythat anount is not includedh the
estimates discussed below

How the Benefit Would Work. In 2003, all
Medicare enrollees auld hae a onetime chanceo
purchase theew benefit. In later years, enrollees
would be perntted to choose the Part @ption only
when theyfirst becare eligble for Medicare, ith two
exceptionsbeneficiaries Wose primary coveragewas
employer sponsored would bévgn oreopportunityto
enroll after their retirent (or after the retireemt or
death of the wrking spouse), and beneficiariesth
enployersponsoredetiree health plans woulthve a
onetime option to enroll if their faner enmployer
dropped prescription drugpverace for all retirees.

The new drudpenefit would badministeredy a
pharmacy benefit nanagement conpany (PBM) in
each gographic area, selected thrdugompetitive
bidding All Part D enrollees wuld gain from the
belowretail prices that PRls cantypically negtiate

with drugmanufacturerandpharnacies. The benefit
would haw nodeductibleand would gnerallypay50
percent ofinenrollees prescription drugosts, up to a
limit of $1,000in 2003. That cap would gadually
riseto $2,500 n 2009. Thus, in 2009, a beneficiary
who spent $5,000nprescription drugwould receie
the maximumreimbursenent of $2,500.Thatbenefi-
ciarywouldalso pay$578.40 in Part D preimmsthat
year. After 2009, the capould be indexed to annual
changs intheconsunerprice index (®I). Assuning
that the cost of prescription dmigontinued to rise
more rapidlythanthe CP], the real @lue of the cap
would shrink thus erodinghe benefit.

Certain low-income beneficiaries wuldreceiwe
help with drugrelatedcosts throulg the Medicaid pro-
gram Medicaid would payboth the prenums and
costsharingexpenses under the drbegnefit, at the
usual federal/stat@atchingrate, for participants wio
were also fullyeligible for Medicaid (soealled dual-
eligibles,who nowreceiwe full drug coverage throudh
Medicaid) or who had incoebelow the pogrtyline.
The federal gvernment would payd| of the prenums
and cosharingexpenses for other R& enrollees
with incone below 135 perent of the poerty line,
and part of the prelmms for Part Denrollees with
incone between 135 peraeand 150 percent of the
poverty line (see ®ble 2410). Eligibility for those

Table 2-10.

Government Subsidies for Drug Costs Under the President’'s Proposal for a Prescription Drug

Benefit in Medicare (In percent)

Percentage of Costs Covered
by Government Payments

Part D Costs Above the

Eligibility Status Costs Part D Cap
Eligible for Full Medicaid Benefits 100 100
Eligible for Partial Medicaid Benefits or Not Eligible

Income less than poverty level 100 0

Income between 100 percent and 135 percent of poverty level 100 0

Income between 135 percent and 150 percent of poverty level 25-50 0

Income more than 150 percent of poverty level 25 0

SOURCE: Congressional Budget Office.

NOTE: Includes Medicare and Medicaid payments for drug costs in effect under current law as well as proposed new government payments.
Government payments are net of premiums and cost sharing paid by beneficiaries.
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subsidies wuld be deterined by state Medicaid
agencies. Neither the federal nor stateggrnments
would be liable focowering anydrugexpenses abev
thePartD cap for lowincone beneficiaries Wo were
not fully eligible for Medicaid. For dual-€ligibles,
thoudh, Medicaid would pagll drugcostsnot paid by
Medicare, includinggxpenses abevthe cap.

aced care plans auld receie theirprescriptiondrug
cowverace throuch those plans, kich for the first tine
would be paid directlyfor provding such coerage
(for enrollees Wo opted for the Part Denefit).

Medicare now payfor a limited list of drug
provided on an atpatient basis.Those drug would

continueto be covered under Rrt B of the program.
Consequentlytheir costs would not be included in the
cap on Part D benefits.

ThePresident’s proposal also includesncen-
tive thatis intendetb retain enployer-sponsored drug
coweracefor retirees.Medicare vould payenployers
67 percent of thpremum-subsidycostst would hae
incurredif the enployers’ retirees had enrolled in Part
D instead. In addition, enrollees in Medicare’'sam

CBO's Estimate. ThenewPart D proisionswould
add a total of $149 billio to federal costs throhg
2010,CBOestimates. (By conparison, the Adiimis-

Table 2-11.
CBO's Estimate of the President’s Proposal for a Prescription Drug Benefit in M edicare
(By fiscal y ear, in billions of dollars)
Total, Total,
2001- 2001-
2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2005 2010
Medicare
Benefits 0 0 143 211 26.2 292 343 378 434 479 616 2542
Part D premium receipts 0 0 -78 -108 -134 -148 -17.5 -19.1 -22.0 -24.2 -32.0 -129.7
Subsidy to health plans
for retirees 0 6 04 O5 06 _07 08 09 _10 _11 _15 _6.1
Net outlays 0 0 6.9 108 134 151 176 196 224 248 31.1 130.6

Medicaid (Federal)
Part D benefits and premiums
Part A/B benefits and premiums
Net outlays

*
o
(o2}

14 1.7 19 21 22 25 20 124
68 08 09 10 11 11 14 _63
21 26 28 30 33 36 34 187

oloo
olo o
Q|.O
N

[}
=l

o
o
~
[

Net Effect on Federal Spending 119 155 176 204 226 257 285 345 1493
Memorandum :
Medicaid (Federal)
Net outlays at usual federal/
state matching rate 0 0 * 0.3 0.7 0.8 0.8 0.9 0.9 1.1 0.9 5.4

Net outlays at 100 percent

federal matching rate 0 0 0.3 0.8 15 1.8 2.0 2.1 2.4 2.6 26 134

Medicaid (State)
Part D benefits and premiums 0 0 -02 -01 -01 * 201 * 01 -01 -04 -07
Part A/B benefits and premiums 0 0 02 03 06 06 07 07 08 09 11 48
Net outlays 0 0 * 02 05 06 06 07 07 08 07 4.0

SOURCE: Congressional Budget Office based on the March 2000 baseline.

NOTE: * = between -$50 million and $50 million.
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Table 2-12.
Cost per Participant Under the President’s Proposal for a Prescription Drug Benefitin M
(By calendar y ear, in dollars)

edicare

2001 2002 2003 2004 2005 2006 2007 2008 2009 2010

Monthly Part D Premium n.a. na. 2410 24.90 32.30 3350 40.10 41.70 48.20 50.90
Cap on Benefits n.a. n.a. 1,000 1,000 1,500 1500 2,000 2,000 2,500 2,562
Percentage of Participants
Over Cap n.a. n.a. 31 34 25 27 22 23 20 21
Average Benefit per Participant n.a. n.a. 568 589 770 803 969 1,011 1,173 1,240
Average Out-of-Pocket
Expense per Participant® n.a. na 1,410 1,572 1,604 1,785 1,853 2,046 2,147 2,358
Memorandum :
Monthly Part B Premium
Under current law 49.30 53.20 58.60 64.20 69.70 7470 79.40 8420 89.70 95.10
Under the proposal 4890 52.60 57.80 63.20 68.40 73.30 77.90 8250 87.80 93.00

SOURCE: Congressional Budget Office based on the March 2000 baseline.
NOTE: n.a. = not applicable.

a. Before reimbursement by a medigap plan, employer-sponsored insurance, or Medicaid.

tration’s estimate is abou$160 billion.) Of CBO's
total, alnost $131billion would represent outlayfor
Medicare (net of premam receipts), and nearl$19
billion would represent federal outkfor Medicaid
(see Table 2411). States wuld also face additiah
Medicaid cats—totaling sone $4 billion throudp
2010. CBO estinates thathe prenum for Part D
would start at $24.10 aonth in 2003 and rise to
$50.90 in 2010 (seedble 212).

about21 percent of participants would heesxpendi-
tures exceeding. The Part D benefits paid per par-
ticipant would aerage $568n 2003, risingo $1,240
in 2010.

CBO estimates hiper Medicare costs for the
prescription drugpenefit than the dministration does
but lower Medicaid costs. Aa resllt, its estinate of
net federal costs is aboup&rcentowerthan the Ad-
ministrations. The two base theiestimatesof future

CBO’s costestimate assums that st people
who are enrolled in Part Bf Medicare would also
enroll in Rat D. But sone of those wo hae
enployersponsored drugowerace for retireeswvould
keep that cosrageratherthan opt for the newenefit.
In addition, CBCQassurmas that peoplehoare eligble
for benefits undePart B but do not actuallenroll
would also not enroll in Pafl. Under those assym
tions,nearly36 nillion people wuld sign up for Rrt
D in 2003, representingpproxinately 88 percenbf
total Medicare enrollent.

drugspendingnpatterngeportedn Medicare’s Cur-
rent BeneficiarySuney. Howewr, CBO and the Ad-
ministration differ in the adistrents theymake to
those data to account for underreporimthesuney
and gowth sincethe sureyyear. In particular, O
uses a largr adpstment factor (1.33) to account for
underreportingby noninstitutionalized respondents
than the Adrimistration does (1.15).Further, CBO
assunes somewhat hidner rates of growth in drug
spendingver the next fewears than the dministra-
tion. Both CBOand the Aministration assumthat

In 2003, abouBl percent of participants would
hawe drugexpenses exceeditige $1,000 cap on Part
D benefits. By 2010,when the cap would be $2,562,

6. Last year,the Adninistration used a 130 facte to adjug for under-
repating.
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the newdrugsubsidiegor low-incone people vill in-
duce nore participation in Medicaid, btheAdminis-
trations estinate of that effect is lagg.

Compared with its estimate of a siridar proposal
bythePresident lastgar, CBO rade onlytwo signifi-
cant changs in the assuptions underlyng its esti-
mate of the Rrt D benefit (aside fromeflectirg the
delayed start of the benefit froA002to 2003) One
chang affects Medicare costs and thitherMedicaid
costs. For Medicare, 80O's current assumtion
(based on theesults of an eployer suneyconducted
by Hewitt Associates) is that onlg5 percent of em
ployers would accepthe prenum subsidyand leep
their current drugoweragefor Medicae-eligible retir-
ees® (In last years estimate, (BO assumad that 75
percenof enployers would accept the subsidyFor
Medicaid, BO expecs less of an increase in
Medicaidparticipationbecause of lovincone subsi-
diesfor the newdrugbenefitthanit did lastyear(70
percent versus 80 percent)That chang was nade
becaus®f better infornation about the proportioof
income-eligible people vao would also neet theasset
requirenents for Medicaid elidpility .

Estimatingthe cost of a serge not nowcowvered
by Medicare is inherentlgnore difficult than estirat-
ing thecostof a changin the way a current seilice is
paid for. With the proposed prescription drhgnefit,
uncertainties exist about tmature and \alue of the
benefitthe effectiness of BMs incontrollingdrug
costs, participation in Part By Medicare beneficia-
ries who now hawe drugcowerage, and the imact of
the new benefit on Medicaid spending

The Nature and Value of the Beneft. Per capia
spending for prescription drug has beenrgwing at
doubledigit rates in recentgars—faster than other
conponents of health car@ending. Whether that
rapid gowth will continue, accelerate, oraglerate is
unclear.A number of innowative drug ardikelyto be
approwed for narketing in the nearfuture, which
would tend to increase both the use and thecaae

7.  Forlastyearsedimate,seethestatenent d Dan L. Crippen Directa,
Congressional Budget Office, before the @nate Conmittee ; FH-
nance July 22,1999.

8. Hewitt Associates Retiree Health Covenge: Recent fends and
Enployer Perspectives on Futue Benefits (Menlo Park Calf.:
Henry J. Kaiser Family Foundatia, October 1999).

price of prescription drigy However, a nunber of
heavly used branavane drugs are about to lose their
patent protectio (allowing entry of generic substi-
tutes), vhich would tendto reduceprices. Thus, pro-
jectiors of the rate of gowth in druguse and prices
are hidnly uncertain egn without changs ininsurance
cowerace. For this estimte, BO assurasthat recent
growth trends Wl continuefor several years and then
moderate.

Another area of uncertainig/the extent tavhich
thecowerage provded under the President’s proposal
would increase drugtilizationby enrollees.Half of
Medicare enrollees alreathavecoveragefor prescrip-
tion drugs (typically throudh a retiree health plan or
Medicaid) that is at least gsnerousasthe coverage
in the President’s plarkortheother half, CBO esti-
mates that thenew Part Dcowerage would increase
drugutilization byup to 25 percent.

PartD is desiged to ensure thataat enrollees
wouldreceiwe sone benefit. However, becausef the
annual cap, it wuld not protect enrolleagth chronic
conditions vhho ae dependent on prescription deug
fromvery large outof-poclket expensesAlthoudh the
benefit cap wold reduce Medicarg'exposure to in-
creases$n prescriptiondrugcosts, it vould alsolimit
the value of the benefit to peoplehs are esgcialy
vulnerable to thse costs. Alternatively, a progam
that did not proide first-dollar cowerage but limited
anenrollees outof-pocket costs to somannualmaxi-
mum (or stoploss) would be less likly to cause a
large increasé drugutilization and wuld better pro-
tect enrollees fromatastrophiexpensesUnder such
aprogram howeer, fewer enrollees wuld be lilely to
benefit. Further acatastrophidenefit night result in
higher prices for somdrugs with no close substitutes
becausenrolleesvhose expenses exceededstop-
loss anount would no longr be pricezonscious.

The Efectiveness oPBMs. The President proposes
to adnminister the drudpenefit throub privatesecor
pharnacybenefitmanagment conpanies, which pri-
vate health plans use to r@gte price discounts and
control utilization. A sinde PBM, selected throug
conpetitive biddng, would adninister the benefit in
eachregon. CBO's cost estimteassunesthatthose
PBMs would reduce costs lapout 12.5 percent from
theleve that an uninsured retgurchasewould pay
—sneller savngsthan BMs nowgenerate for larg,



54 AN ANAL YSIS OF THE PRESIDENT'S BUDGETARY PROPOSALS FOR FISCALYEAR 2001

April 2000

tightly managed health plans. That estimate could
chang, howewer, as details of the proposatlesig
energe.

PBMs sawemoneyfor privatesector healtplans
in four main ways. First, theynegtiate discounts
with pharnacies that age to participaté their net-
works. Secondtheyobtain rebates frommanufactur-
ers of wand-nane drugs in exchang for preferred
status on the health plaformulary. (A formularyis
a list of drug preferred byhe plans sponsorjn part
because daheir lower prices.) Third, PBMs use nail-
order pharracies, which are often better able than re-
tail pharnacies to saw noney Mail-order pharra-
ciesare likely to hawe lower average operatingcosts,
and theymay be nore likely to substitute eneric or
other lover-cost drug for the ones prescribedi-
nally, PBMs establish differential copamgnt require-
ments that encourag beneficiaries to select law
priced options such aeneric,preferredormulary, or
mail-order drug. Sormre PBMsalsouse nanagment
techniques such asine utilization revewand prior
approva to evaluate care and encousaghe nost
costeffective treatnent practices.

Whether thé>BMs chosen to admister the Part
D benefit would ha® as nuch freedomto use those
costsavng techniques as théyawe in aggressie pri-
vate insurance lgns is unclear. For example, the
Presidens proposakpecifiesthatPBMs would hawe
to set dispensinfges hidp enoudpto ensureparticipa-
tion by most retail pharmacies, which could duce
their ability to negtiate substantial di®unts from
pharnacies. The proposal also specifies thenefi-
ciaries would be giaranteed amss to offformulary
drugs when nedically necessary reducing PBMs’
ability to negtiate rebates frormanufacturers.Fur-
ther, the proposal @uld limit their ability to encour-
ace beneficiaries to choose lexcost drug throudn
differential copaynents. Although PBVis would not
be prohibited fromchardgng varying copgyments,
those copayents could not exceed 50 percestrre
private drugplans require enrollees paythefull dif-
ferencebetweerthe cost of a brandane drugandits
generic equival ent (if oneexists) unlessthe prescribing
physician specificallystates that the brandhe drug
is medically necessarySuchan approach wuld ap-
parentlynot be peritted in the Rrt D progam

Indeed, how mchincentive PBMs would hagto
generate sangs under theorogamis very uncertain.
The Resident’s proposal ersionscompetitive bid-
dingto select the PR for eachgeographicareaputit
is unclear what financial sks, if any the winning
PBM would bear begnd the costs of processing
claims. The proposal indicates that contractual incen-
tives (such as perfoance bonuses)ight beusedto
encourag PBMVis tofocus nore agressiely on gener-
atingsavngs, butthosemechanisrahawe not yet been
specified. Nor is it cleathow savngs would be mea-
sured. Actual saings could disappear, en thoud
nominal discount andebaterates were unchard, if
theprices fromwhich discounts and rebatesr cal-
culated rose as a result of the nieswefit.

Program Participation. CBO'’s estinate assues
that exeryone who participatesn Part Bof Medicare
would alsoparticipatein PartD, with one exception:
a quarter of beneficiaries who hadrug coerage
throudh health plans for retire@guld retain that cov
erage. Those assuptions are quite speculatiyhow
ewver, and participation ratesight well be lower or
higher.

As noted above, employerswould recevefederal
payments equal to 67 percent of the Part D prem
subsidyfor eligible retirees if thekept (or instituted)
prescriptiordrugcowerace at least as@pd as thé&art
D benefit. Thatsubsidypayment—togtherwith the
tax exclusion of their health plan costs—would induce
some enployers to leep full drugcowerage in thar
retiree healttplans rather than elimate it or wap
their plans’ benefits around the new Part D paekag
(Employers with a wraparound plawould require
Medicare to be the priany payer for prescription
drugs, with the emloyers plan sering as a supple-
ment.) CBO assuras that about threeguarters of
Medicare enrbbees vihho now hawe drug cowerage
throudh a retiree health planould enroll in Part D
because their gpioyers would either &minate their
drug cowerage altogether or nake it seconday to the
Medicare benefit.

Because of the 50 percent coinsurance nate a
the ben€fit cap, the benefits provided under Part D
would be linited. Moreower, throudp theirpremums,
enrolleesvouldpayfor half of whateer benefitsvere
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paid out. Consequentlythe federalsubsidyunder
Part Dwould anount to less than onguarter of en-
rollees’ drugcosts, on aerage. Despite those liita-
tions, Part Dwould offer a nore generous drudpenefit
than standard edligap plans do, and at a lowpre-
mium. Asa result, thehreemedigap plansthatnow
offer drug coverage would no longer be compstitive
and nmight ultimately be replacedby a plan that sup-
plemented the casrage offered under Part D.

Because of the oniane option toenrollandthe
50 percent subsidgf premum costs, BO expects
that dl Part B enrollees vith medigap cowrage or
with no supplerantarycoverage would choose to en-
roll in Part D CBO alsoexpectsstates to enroll their
dualeligibles because thatoud shift sone of the
states'costs for drugcoverage to Medicare. Other
low-income people elighle for Medicaid assistance
under the new druigenefit wouldalsoenrollin Part D
to gain drugcowerace.

Effects onMedicaid Costs. As Table 2411 showed,
the Pre&ent’'s proposal wuld increase Medicaid’s
costs for drugand other benefits—substantiatiyhe
case of fedel costs and less sharpiy the case of
statecosts. Although Medicaid would no longy have
to payall drugcosts for Medicare beneficias who
now receiwe full Medicaid benefits, thoseavings
would be nore than offset byadditional Mediaid
spendingon behalf of other Medicare beneficiaries.

PartD would payfor aportion ofthedrugcosts
that Medicaid nowpays for Medicare enrollees o
are fully eligible for both progams. That expasion
of Medicare’srole would lower both federal arstiate
Medicaid costs bghiftingthemto Medicare.But the
saungswould be parthoffset bythePartD premums
that Medicaid would havto pay for thosedual-
eligibles.

Certain low-income Medicare beneficiariesho
are not eligole for full Medicaid benefits would also
becone eligible for assistance to pdgr their ParD
premums andcostsharing As notedpreviously, the
federal and stateogernments would share those costs
for people vith incone belowthe poerty level. But
the federal gvernment alonevouldpaythe prenums
and cost sharindor beneficiaries wh income between
100 percent and 135 percenttegpovertylevel, with-
out anyfinancial participation byhe stateslt would

also paya part of the Part D préum costs for bene-
ficiaries with in@me between 135 percent and 150
percent of the paartylevel. To receivthose benefits,
howeer, eligible Medicare beneficiariesould hae

to enroll in the Medicaigrogram and not all of them
would choose to do so.

The Presiderd' proposal wald also increase
Medicaidspendindor senices not related to threew
drug bendit. As noted abowve, many low-income
Medicare beneficiaries o are inelgible for full
Medicaid benefits are eligle to hae their Medicare
Part A and B preimmms paid by Medicaid—and in
sone cases, their cost sharingwell. A sizable num
ber of thendo not enrolin Medicaid,howewer. CBO
esimates hataboutl.5 nillio n Medicare beneficiaries
with income belowthe poerty level are eligble for
partial or full Medicaid ssistance but do not partici-
patein the progam A further1.0 million beneficia-
ries with incone betweerL00percent and 120 percent
of the poertylevel who areeligible to hae their Rart
B preniums paidby Medicaid do not participatélhe
availability of a free drg benefit, nade possible by
enrollment in Medicaid, wuld attract mre Medicare
beneficiaries into the Medicaid pn@gn boosting
spendingor otherbenefits that Medicaid payor as
well as the prescription drugenefit. Participationn
Medicaid bybeneficiaries Wwo are elighle for full
Medicaid benefits mght alsoincreasealthoudh their
participation is alreadygreater than that of ther
groups.

Forthisestimate,CBO assumd that the price of
drugs undethe proposed Medicare benefit for Medic-
aid beneficiaries wuld be sinlar to the price that
Medicaidobtains under current law (includiiMgdic-
aid rebates) If Medicare receied deeper discounts
and rebags, Medicaids costs would be lowerCon-
versely, if Medicare pai more for drugs, Medicaids
costs would be hier.

Proposal to Create a Competitive
Defined Benefit Program

The President is proposirg gve Medicag' s man-
aced care plansariousincentives to corpete on the
basis ofprice as wll as qualitythroudh what the bud-
get callsaconpetitive defined benefit pragm CBO
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estimates that thprogamwould sae Medicare $13.7
billion through 2010, althouly thatestinateis subjgct
to great uncertaintysee Bble 27 on pag 44).

How the Program Would Operate. Begnningin
2003, thecurrent system of paying for Medicare+
Choice planswuld be replacedith a biddingsystem
Under that approach, tipeerrium that Medicare ben-
eficiaries paid would depend on the plan tobgpse.
Beneficiarieswho stayed in the feder-senicesector
wouldpaythe regllar Part B premum, andthosewho
chose the proposed prescription dhenefit would
also paythe reglar Part Dpremium. Competing
plans would be free to chaggdifferent preniumthan
the feefor-senice progam However, beneficiaries
who chose cheaper plans woulehgrally paylower
premums, and those whopted for nore costlyplans
would paythe extra costs of that choiteManagel
care plans wuld subnit a bid price for the standard
Medicarebenefit packge (includingthe drugbenefit
for thosewhochose it), enablingeneficiaries to ke
price conparisons amngplans.

The actuahnountthat beneficiaries paid would
depend on theifference between the bid price of their
plan and a countgpecific reference price, which
wouldbe the largr of two anounts: thepaymentrate
established bthe BBA for Medicare+®oice plans or
96 percent of aarag Medicare spendinger enrollee
in their county(thataveragis adjustedfor the differ-
encebetweertheaverag health status of thewunty s
Medicare enrollees and all Medicare diees).'® If
beneficiariegnrolledin a plan with a bid price below
thereference price, their Medicare prermswould be
reduced by5percenof the difference (but not below
zero). If theychose a plan ith a bidpriceabowe the
reference price, theyould paythe full difference.

Managed care plans auld receie theirfull bid
price for the defined benefit paade regrdless of
whether that price as aboe or belowthe reference
price. But given theprice structure that beneficiaries
would face, plans wuld hae a strongincentive to

9. Becaus most beneficiariesM edicare prerrums are withheldfrom
their Social Securitychecls, beneficiariesvould see the effectfitheir
plan chace asa changin the anount d their Social Securitychecls.

10. This facta is conceptudly similar to the preBBA payment rate fo
risk-baedplans which wasd5 percentbaverag Medicare pending
per enrtiee.

keep their bid price belothe reference price; other-
wise, theywould hawe troulde competingagninst the
feefor-senice progam In markets wth multiple
plans, theywould also hag an incentie tocompete
acpinst other ranaged care plans orthe basis of
price

The gvernment would adjist the payrants to
health plans to reflect differences in expected risk
based on health statuBlans enrollingoeneficiaries
with greaterthanaverag health risk would receie
higher federal payents than othgrlans.Riskadjust-
ment has been consideragerennial problerfor the
Medicare progam however, and full inplementation
of Medicare’s newisk-adjustnent sytemis not ex-
pected until after 2003.

The anounttheprogamwould sae (or lose) on
people enrollingn plans would depend on the differ-
ence betwen the f@an’s bid price and the reference
price, thenealthrisk of the enrollee, and the difference
between the reference price asendinger enrollee
in the absence of the cpetitive defined benefitThe
followingexanple makes the simlifyingassurption
that spendin@n the absete of the conpetitive defined
benefitis equal to spending thefeefor-senicesec-
tor.)

Suppose, for exaphe, that agrage costs in the
feefor-senice sector wre $7,500, the annual pre-
mium for beneficiaries enrolled irhét sector was
$1,200 ($100 a onth), and the reference priees
$7,200"? Beneficiaries choosingless expensaplan
with a bid priceof, say, $6,500 would hawtheir an-
nualpremumreduced by'5 percent of thdifference
between the bid price atitereferencerice, or $525
(75 percent of $700)As a result, their annual pre-
miumwould be $675, or $56.25 aomth.

11. Planscauld ako offer additicnalbenefits—beyondthe bag Medicare
benefit and drudpenefit—fa a eparate prefium, which would gve
them andher way to compete aging the feefor-service £cta and
other managed care phns.

12. The referencericein this exanpleis 96 percent bthe aerag fee-
for-service cat. The reference price wid be hidnerthantheaverag
feefor-service cat in areaswhere theBBA’'s payment rate fo
Medicare+Chae phnswashigher than that . Thereference price
would be bebw 96 percentf the aerag feefor-service cat in areas
where thepaymentratewasbebw 96 percentfthat average, becaus
the reference price wid be the geater 6the BBA paynent rate and
the weighted aerag d perenrdlee gpendingin the feefor-service
and capitatedextas.
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For a beneficiarin goodhealthcosts in the fee-
for-senicesector night be expected to be ortiglfthe
average or $3,750. Medicare would payhat per-
sons plan half of the bid price, or $3,250.he com
petitive defined benefit preagm would sae $500
conpared vith the feefor-senice setor but would
give $525 to the beneficiathroud lower preniums.
Thus, the pro@mwould lose $25 on that person.

By contrast, the expected costlirefeefor-ser-
vice setor for a beneficiaryn poor health night be
twice the aerage, or $15,000, and the pgagnt to his
or her plan wold be twice the bid price, or $13,000.
The new program would save $2,000 ompared with
the feefor-senice sector butvouldreturn $525 to the
beneficiaryin lower premums. Thus, Medicare’set
sanngs for thatpersorwould total $1,475.(In those
exanples, Medicare’s net samwgs would be lover if
thereference price as hidier and geateiif therefer-
ence price &s lower.)

CBO's Estimate. Gross sawngsfromtheconmpetitive
defined benefit pragm would total $85.2 billion
throuch 2010,CBO estimates, of vinich $71.5 billion
wouldbereturned to beneficiaries in the foofiower
Medicare prenums (see Bble 27). Thus, the pro-
gram would reduce net Medicare outtapver 10
yearshy $13.7 billion.(The Administrationsestimate
is $11.9 billion.)

CBO analyeddata fromMedicare’s riskbased
plansto estinate the bid prices such plamsuldoffer
under ttke proposak bidding process. Those plans
prepare adjsted comunity rate (ACR) proposals
thatindicate vhether Medicare'paynent is excessa/
and how mich theywould return to berféciaries in
the form of additional benefits or wadd prenums.
CBO'’s analyis reliedon ACR data for 1997, the lat
estear for vhich perenrolleespendingn the feefor-
senice sectois awilade at thecountylevel.™® The
analysis used the difference beégn thepaymentrate
and the amunt returned to beneficiaries in the fasi
additional benefits or gived premiumsas the reasure

13. ACR prgosalsprovide ndorioudy unrelable data o the cat toplans
of providing basc Medicare benefits The $iare ¢ Medicare pay
mentsthat pansrepat theyare wilingto givebackto beneficiariesn
the fam of additicnal benefits and waied preniums may be a éss
unrelable measire d the dicount theywould dfer if price phyed a
role in campetition.

of the bid price tht plans would haw subnitted in
1997 if conpetition had been based on price.

CBO assurad that bid prices wuld increase at
an awrage rate of about 5.perceniperyear, slidtly
lower than the gpwth rate of Medicee+Choice pay
ments under current lawPlans would lose narket
shareif theybid abowe thereferencerice. To main-
tain enrolinentlevels, such plans could subsequently
reduce their bid prices, pressfy by reducingtheir
cost of proiding senices. CBO assured that pans
would notoffer aMedicare+Choice product in coun-
ties where thegould not operate profitahly

CBO progcts that rare counties would hasy
managed care plans under the proposal thanennd
current Medicare rulesThe reference price vubd
equalor exceed currenaw payment rates in areas
where the BA rules wil increasehose rates—areas
that dten hae few or no Medicare+@8oice plans.
Moreovwer, the reference price woulik hidher than
current paynent rates in areashere the BA rules
will reduce tlose rates (corpared vith preBBA
rules). CBO's analysis assured that the nurer of
Medicae enrollees living in areas \ith access to a
managed care plan wuld increase bg million from
2002through 2010—equial to the pregted gowth in
Medicare enrollrant duringthat period.

Plansthat offered beneficiaries substantiatite-
tionsin Medicare premumswould tend to gin market
share at thexpensef both the fedeor-senice sector
and plans that offered stherreductions in Medicare
premums. However, plansthatlowered their prem
ums nightalso reduce the benefits theffered.Bene-
ficiaries would takintoaccounboth the samgsfrom
lower preniums and the benefits theyould haveto
give up in decidingvhether to mve to a less expen-
sive plan. The siz of any gains in a plars market
share fromone year to the next waassunad to be
positively relatedto its market share in the preceding
year. CBO also assumt thata substantial nutver of
Medicare beneficiarieslo would initially choose not
to switch to a lower-cost plan wuld reconsider that
choice and sitch in later yars.The initial changin
market share in response to lespremiums would
account for onlyonethird of the ultimate chang

Undercurrentlaw, CBO projects,enrollmentin
Medicare+@oiceplanswill increase fronv.2million
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in 2002 to 14.1 ifion in 2010. Many bereficiaries
enroll in Medicare+Choice plans to obtain prescription
drugbenefits that are not aNablein the feefor-ser-
vice sector.CBO assuras that the Rsident’s pro-
posal to offer a drugenefitto enrolleesn the feefor-
senice sector wuld dranatically slowthe gowth of
enrollment in Medicare+@8oice. CBO estimates that
with that benefit in place, enrolnt in conpetitive
defined benefit planseuld be 11.6 ritlion in 2010.

By that year, two-thirds of enrtiees in those
plans would not payany Medicare prenums. They
would live in areas Were the reference priceaa/sub-
stantially higher than the codb an efficient plan of
providing the defined pckage of Medicare benefits.
Many beneficiarieshowewer, live in areas Wwere the
reference price would beare in line with the actual
cost of prowding senices. Theywould not haw ac-
cess to plans that offered a substdngauction in
Medicare prenfums.

CBO assures hat beneficiaries two chose to
enrollin conpetitive defined benefit plansauld tend
to hawe betterthanaverage health and that riskdjust-
mentwould accuratelyeflect that.Based on the pro-
jected gographic distribution of emllment and the
healthstatusof enrollees, BO estimates thahlmost
85 percentfthe saingsachieed throudn the bidding
processvould be returned to beneficiariesheform
of lower preniums.

Other Issues Promoting greater price&onpetitionin
Medicare could broadehe options azilable to bene-
ficiariesandslow the gowth of spendingThoseout-
comes are byno neans asured, hovever. Much
would depend on the details of the@posal, rany of
which are unclear, arwh the responses of beneficia-
ries and health plans to the nawentiwes, which are
uncertain.Moreower, the potential foeffective price
conpetition anonghealth plangariesfrom market to
market across the countryExperience with Medi-
caresrisk-basegrogamto date sugests thatonpe-
tition is norelikely to occur in larg, high-cost urban
markets, althoup the nature of the referenpece
mechanisntould nodify that conclusion.

Under curent law there is effectigly no price
competition anongMedicare+@oice plansMedicare
uses an admistered pricingsystemto setits pay
ments to plans, anplansarenotallowed to offer cash

rebateor other financial incentigs toencourag en-
rollment. Insteadtheyhaw incentives to increase op-
tional benefitsrather than to reduce costsConse-
quently, even thoudp beneficiariesganif they enroll in
managed care plans that areame efficient than the
feefor-senicesector, Medicare does ndtloreo\er,
beneficiaries Wo mght prefer less gnerous benefits
for a lower price do not hauthat option. The Presi-
dent’s proposal would reprethat bias and allow both
beneficiaries ath the Medicare pragm to benefit
from less costhchoices.

The proposal would g only partway howe\er,
toward establishing conpetitive nodel forMedicare.
Thefeefor-senice sector—in \ich the larg ngjor-
ity of Medcare beneficiaries are still enrolled-eud
not be required to copete fullyonthe basis of price
with the privateplanspatrticipatingin Medicare.The
special status of tHfeefor-senice sector could result
in lower saungs for theMedicare progamthan other
conpetitive strateges mght vyield.

How planswouldstructure their offeringjin this
newtype of conpetitive ervironment isvery uncertain.
It would depend on how resporsibeneficiaries
proved to be to charmg inpremiums. To date, benefi-
ciaries haebeen attracted aay from feefor-senice
Medicare to ranaged care plans byhe lower cost-
sharingrequirenents and additional befits (espe-
cially cowerage of prescriptiordrugs)that those plans
offer. With prescription dng coverage available in
the feefor-senice sector under the President’s pro-
posal, nanaged care plans would lose ooétheir me-
jor conpartive adwantages, sloving the gowth of
enrollment in nranaged care .How farlower premums
might offset that effect is umlown.

The mechanicdor biddingand settingprices in
the President’s proposal are not clear, which adds to
the difficulty of predictingthe effectof the proposal
on plans’ behawr. For example, eficient plans in
areas \ith a high referenceprice mght be able to use
high payment rates to subsidizpaclkages of supp-
mental benefits as vell as offer the basic Medicare
paclkage for alow or zero prenium. (Although plans
would be required to chagg separe prenium for
supplenental benefits, there is no indication that such
a prenumwouldhaveto be anthingmore than nora
nal.) Underthose circuratances, plansauld be able
to conpete aginst the feder-senice sectoandeach
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other on thebasis of both price and benefits. Such  Wouldthere be ond¢ime saings—possiblystretched

conpetition would be less possible inankets with out ower seeral years—as beneficiaries in fé@-ser-
lower reference pricesThus, althouly the proposal vice shifted b managed care plans? Or would cont
aims to reduce He current disparities in benefits petitive forces be strongnoud to foster efficiencies
anmong Medicare+Choice planacross the countrit throughout the sgtem slowingthegrowth of costs in
might not end up doingo. the future?Debate oer those questiortsas beenay
ing on in the priate sector since theidil990swhen
Even if beneficiaries prad hidhly responsie to many people with emloyer-sponsored heditinsur-
reductions in Medicare préums and plans chose to ance plans ben to shift fromfeefor-senice to nore

conpete on that basis, the effects of the proposal on tightly managed plans. That debate has ¢t to be re-
the gowth of Medicare spendinare speculatig. solved.






Chapter Three

The President's Trust Fund Proposals

s the population as, the nation i devote
‘ N more of its resources to the needs of older peo-
ple. Within the federal budgt, increases itne
number of people ags 65andolderwill cause spend-
ing for Social SecurityandMedicare to gow faster
than the econoyn Because poliapakers ae con-
cerned about the future of thge®gans, manyfocus
on the status dheSocialSecurityand Medicare trust
funds and identifyhe solencyof thosefunds as an
important policyobjective.

In the publicdebate, "sohency' means keping
the trust fund$rom exhaustindheir balances and en-
suringthe abilityof thefundsto finance prorised ben-
efits. Defined that wayhowe\er, trust fundsolvency
is not a neanindul measure ofthe government’s abil-
ity to meet its future obligtions, for tvo reasons:

o Federal trust fund balances are not assktse
government. Undercurrent law, trust funds are
just accountingmechanism established to link
receipts that theayernment collects or assigs
to specific uses ith the spendingf those re-
ceipts! (SeeBox 3-1 for an oeniew of federal
trust funds.)A trustfund balance indicates that
over time, nore has been credited the fund
than spent. Eventually the gvernment may

1. The Reddent’'sbudget prgposestoinvest a pation of the Scial Secu-
rity trugt fundsin private equitiedegnningin 2011. That ug of re-
saurces vould depart fron the current requireemt that the trusunds
invest only in Treasury securities. The budget proposd would dter
the camposition of trug fund hddings but would nd necesarily im-
prove tle govenmert’s ovemr! financial cordition.

spend summrepresented yose balancebutin
order to do so, it Wil have to use other (non-
trustfund) recépts or run deficits and borrow
from the pubic. Thus, the balances represent
earnarks aginstfuture general funds.As there
is no necesswrelationship betwen the balances
in atrustfundandits future obligtions, the gv-
ernnent may face clainswhetheror notthefund
has sufficent balances. (For exate, benefit
levels in Social Securittand Medicare are set
independentlyof their trust funds’ incomand
balances.)

0 Trust fund solencycan be alterethrouch fed-
eralfiat. Those actions can chamtheamounts
credited to a fund or the spendirupargd
against it, add to or subtract frolmnd balances,
and alter the purposes afund. Sornre of those
measuresmay affect the econoio resources
available to the gvernment or chang its future
obligations; others @y involve only thegovern-
ment’s internal bookeeping To deternme
which categry an approach falls into, a proposal
affeding the solency of a trust fund mst be
reviewed in the largr context of itsrhpact on
total bud@t surpluses and the enall econom.

ThePresident’s budgt for fiscal yar 2001 con-
tains three proposathat the Administration asserts
will postpone the insolvecy of certain trust funds.
The two largest proposals afé Social Securityand
Medicare trust funds.Another, nuch smaller pro-
posal would appropriatgeneral funds to the Black
Lung Disability Trust Fund.
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The President’dudget would transfer awunts
from general funds tahe two Social Securitytrust
funds (OldAgeand Surwors hsurance and Disabil-
ity Insurance) and to Medicasd1osptal Insurance
Trust Fund. The transfers to Soci&@ecurity are in-
tended to credit that pregmwith aportion of the pro-
jected orbudget surpluses in 2011 afateryearsas
calculated bythe fice of Managment and Bidget

(OMB) on the basis of the President’'s 2001 betdg
request.Accordingto the Administrationsestinmates,
the first ofthosetransfersvould be for $100 billion in
2011, which is well beynd the tine horion that is
being used duringthis year's budegt deliberations.
The transfers awuld grow to about $211 billion in
2015andwouldbe capped at that leMhrough 2050.
The transfers tthe Medicare Htrust fund would add

Box 3-1.
Overview of Federal Trust Funds

The federal gvernment accountsfor its activities
throuch two broad goups offunds: federal uinds and
trugt funds All such fundsinclude both receipt and
expenditure accountsAbout 43 percent offederal
spending and 51 percent diederal receiptsiow fall
within the tru$ fund categry. Over the pats 50
years thoe percentagsgenerally hawe been grovng
(see the ifgure below). Social Security, Medicare,
federal employeesretirenent benets, unenployment
conpenation, and rany trangortaion activties are
conducted througtrug funds

Trug fundsaresimply accountdabeled that &y
in law. The undsare etablished to record collections
that are eararked in legslation for the gecific pur-

Trust Fund Receiptsand Outlays

70 Percentage of Total Receipts and Outlays
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SOURCE: Congressional Budget Office usng datafrom the Bud-
get of the Wited StatesGovemment, Fiscal Year
2001: Historical Tables

NOTE: Trug fund receiptsand atlays are goss anountsand ae
nat adjusted fo interfund transfers.

poses 6r which the finds vere established. That
characterisc is not unique to trusfunds however.
Some cate@ries of federalfunds—special inds re-
volving funds, and publienterprise unds, br ex-
anple—al® record redgtsthat are dedicated bgw
to ecific activities. There are osr 150 tost funds
but fewer thana dozen account ér the \ast share of
trug funddollars Annual pendingfrom such funds
ranges from $1 nillion or less for activties like the
Eisenhover Exchang Fellowship and he lgaeli
Arab Scholaship Trust Funds to wre than $350 bil-
lion for Social Securitys Old-Age and 8rvivors In-
surance progm

Federal gvernment trust éinds difer from pri-
vate trus fundsin dgnificant ways:

o Claims by private tustfunds gainstfuture out
put arelimited bythe \alue ofthe funds'assets.
By contras, federal trus fundsfunction asac-
counting mechaniss that record tax receipts
user fees and othe credits and asociated ex-
penditures When receiptexceed expenditures
the gvernment’s bools showtrust und bal-
ances Accordingto the Gfice of Management
and Budget, "Thes® balancesare awailable to
finance @iture benef payments and other trust
fund expenditures but onlin a bookeeping
sense.These finds are not set up b pension
funds like the finds of private pen®n plans
Theydo notconsst of real econorlic asetsthat
can be draw down in the future to tind bene-
fits. Instead, theyare clains on the Treasury
that,whenredeenad,will haveto be fnanced by
raigng taxes borrowing from the public, or re-
ducingbenetts or other expenditures.he exis-
tence oflarge trug fund balancestherebre,
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$299 billion to fund balances exr 10 yars—also by vivors. The budgt proposes to refinantigedebtthat
earnarking portions of progcted orbudget surpluses. the fundowesto the Treasuryat a lover interest rate
Transfers wuld tale place in 2001 and 200and andto repeala reduction intheexcisetax ratesched-
again in 2006 throulg 2010. uled for 2014.The trusfundwouldreceivan appro-
priation that it vould payto the Treasuryto conpen-
The Black Lung Disability Trugt Fund records sate for lover annual interest payents. Because its
the collection oéxcisetaxeson coal and expenditures operatingexpenss would be lower, the pronis
for benefitspaid to eligble coal niners and theisur- annual borrowingvould be reducedEventually, the
Box 3-1.
Continued

doesnot, by itself, hawe anyimpact on thésov-
ernments ability to paybeneits."*

0  The beneficiary of a private trus fund usially
owns the @ind’s incone and ofen owns its as-
sets The trusee of a private trus fund hasa
fiduciary regongbility to menage the und on
behalf of its beneiciariesand cannot ke uni-
lateral chanes to the proisions governing the
trust. In contrast, éderal trust finds areowned
by the deral government? Theyare created in
legislation. Lawmakerscan changthe anount
of receiptsand paynentsflowinginto and out of
federal trus funds add to or gbtract fomtrust
fund balancesalter the purpses of the funds
and een elininate thenaltogether.

o] Private trus fundsare nore likely to represent
savung—tha is, forgoing current consuption
for future uses—than arederal trust @inds. In
that manner, the assets gdrivate trust funds
add to net national smgs and thus proote
growth, producinga return ér the bene€iary
and br the econom

Although a trust @ind can use its incaaonly
for the purpogsdesgnated in lawthe $rengh of the
linkage between itearnmarked reeiptsand itsexpen-

1. Budget of the Unéd States Governmentriscal Year 2000:
Analytical Pespectivesp. 337.

2. The fedea govenment servesasa fiduciay trusee or some
trustfunds (such as the Thrift Sangs Fund fa federalenmployee)
that ae owred by their bendficiaries The govenmert accounts
for those fundsasdepait funds which are nabudgetary Trans
actimsbetweendepait fundsand thegovenmert are treatedas
though theywere tranactions with the pubic.

expenditures aries. Sone funds spend their incam
assoon ast is collected, and the relatidnp between
receiptsand pendingcan be readilyiewed. In other
funds many yearsmay elap® before their inome is
spent. In those cages thelinkage becones less direct.

In addition to receiptérom the public, trug funds
record creditsrbmfederalfunds. Those intragvern-
mental trangers take the brm of interes earning
and other &deral contributions. (For exale, the
general und contributiongo Medicares Supplenen-
tary Medical Insurance, or Bll, Trug Fund coer
about 75 percent oits costs) Whereasspendig
from some trug fundsmay be limted to their incora
and awailable balancesother trus funds are autho
rized to borromfromthe Treasry if theydo not hae
sufficient incone to finance their actities.

Trug fund balancedndicate hat the government
may provide fundingin the fture br certain po-
grans, but theydo not hae direct econoric signifi-
cance. The gvernment can only"prefund” future
obligations—that is make it easer to neet them—by
taking actionsthatenhance econamgrowth. Reduc-
ing debt held byhe public isone ofthe nog effective
means of increasingsavng and inestnent. Thus,
the econom is thetrue 'trugt fund" becaus it forms
the pool fomwhich futureconsimption— publicand
private—will cone.

3. Unlike the I trug fund, Medicares Hospital Insurane (HI)
TrustFund des na hawe a backtgping contribution from gen-
eralfunds One d the djectivesof theBalancedBudget Act of
1997 (BBA) was to extend the dwency of the HI trust fund,
which at thatime was prgected tdbecane depkted in 2001.To
help accanplish that gal, theBBA tranderred certain jgending
for home heath careservicesfrom the H fund intothe 91 fund.
The trander did nat dter the federal government’s costs, but it
helped extend thefe d the HIfund.
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Policy optionsfor allocatingoudget surpluses—which
the Cogressional Budgt Office esimateswill total
$3.2 trillion to $4.3 ftillion over the 20012010 pe-
riod, dependingn the path asimed for discretionary
spending—would afect different a@ goups differ-
ently. For that reason, it ay be usefil to conside
the dispositiorof surplusesgainst the badajround of
the Scial Scurity and Medicare progamnms, whose
benefts are largly provided to older people but
whose fnancingcorres mainly from younger, work-
ing people’

Maintairing the progcted srpluses by paying
down debt held bythe public, rather than dipating
themthroudh increased spenty or tax cuts, wuld
allocate sme of the reponsbility of paying for the
baby boorrers’ beneits to current wrkers. That a-
tion would help to reducthe burdensocial Scurity
andMedicare will impose on future taxpagrs becaue
paying down debt will increse national sving and
investrent, thus enhancingconont growth.

1. More than 82 percenf ¢ederalrevenuesderive from individual
income and payoll taxes.Workersunder the agd 65 payvirtu-
dly dl of the payrall taxes; the income tax burden dso rests
largely on pe@le in that ag goup. The Cagressimal Budget
Office estimates that taxpays ags 65 and lder cantribute 14
percent 6the reenuesfrom individualincame taxes

Box 3-2.
Who Will Pay for the Baby Boomers Future Bengfits?

Those benéfs, however, would be gined by in-
creasingobligations on current arkers. Running
total budgt surpluses forces current vorkers to fi-
nance part otheir own fiture health and retireant
cods. Becaus Social Securityand Medicare are de-
signed aspay-asyou-go systems—which nmeansthat
payroll taxes @ to finance current benigs—current
workers"pay twice," once br the benéfs of current
retirees and oncedr a portion oftheir own future re-
tirement coss.

The alternatie to naintaining surpluses—dissi-
pating them—is unlikely to increae the abilityof to-
days workers to collect fiture benefs. Althouch
some tax cutsand ®me spending increagscould en-
hance the econoyts rate of growth, the legslative
proces makes it difficult to limit the ue of surpluses
to changs that areconsdered econoimally produc-
tive. Most d the current proposalsof usingthe sur-
plus are nore likely to boost consuption than to in-
creag swvingand inestment.

In the absencef enhanced econoim growth, fu-
ture tapayers may be unwillingto payfor the baby
booners beneits at curent rates therebypronpting
cuts in benefits. Whatewer the &ifts in burdens
anong generaions, one certaintys that actionspro-
moting econonit growth help people oéll ages

progammight be able t@ower its full costs and bég
to payoff its accunulated debt.

The three proposals shareommon characteris-
tic: none otthetransfers would directlgffect the gv-
ernment’s abilityto payits obligations? Theonly way
that todays lawmakers can rake a gven setof future
obligations nore affordable for futureamerations is
by taking actions to increase national sayard in-

vestrment. (See Box 3 for a discussion of how that

2. Thisdiscussion islimited tothe inpact d the tranfersanddoesnct
includetheproposal toinvest part d the trangerred anountsin private
equities That actim could have ecanomic consequencesnd affect
thecalculation of total budget surplusesand pulitly hed debtbutit
would nat necessarily improvethe government's overall fiscal condi-
tion.

decision would affect differentegeratbns.) In the
short term econornists generally agee that the st
effective action would b maintainprojected budegt

surpluses and pajown debtheld bythe public. That
action would enhance econdngrowth and strengthen

the nation’s abilityto pay for all types of @ods and
senices—whether theyare proidedthroughthe pub-
lic or the private sector and benefit older céiB or

other segents of the population.

The Administration’s proposals wauld create
transactions betweerogernment accounts, buuch
intragovernnental transfers do noylhensehes in-
crease theesources ailable to the gvernment. The
budget'strust fund proposals could, howaryhae an
indirect inpact on budet outcones:
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o0 Ontheonehand, he proposed transfers of pro-
jected orbudget surpluses to the SoctBdcurity
and Medicare trugtindsmight assist in pacg
ing debt reduction into whatay be amore pop-
ular form The Administration aserts that the
proposals could prewnt transferred raounts
from beingusedfor additional spendingr re-
ductionsin revenues (begnd the araunts ithas
already proposéd in the budget for those pur-
poses).TheSocial Securityransfers right hawe
that effect because theypuldreduceon-budget
surplusesnd correspondirg increase ofbud-
get surpluses.As long as the ©ngess and the
President rermn committed to naintaining So-
cial Securitys off-budget surpluses,he trans-
ferred anounts night be less wulnerable to pro-
posals to increase spendimgreduce taxeBe-
cause theMedicare transfers ould not affect
on-budget surplises, theywould be nuch less
likely to help produceorrespondingnountsof
debt reduction.

0 On theother hand, puming up trust fund bal-
ances to extendfand's solvencyon paper could
provide lawmake's and the public wh a false
sense of securitgnd deter needed reforrhe
transfers wuld neke Social Security and
Medicare appearhealthier, but becae they
would not directlyenhance econdmgrowth or
reduce future obdjations, they would not
strenghen in anyreal sense theogernment’s
ability to payfuture benefits.Whether bmor-
row's taxpagrs will agree to proide the re-
sources to @intain currentraw benefits vill de-
pendless on trust fund balances tht@angeneral
econonic conditions and smding priorities
within the owerall budgt atthat tine. Larger
trust fund balances, hawer, could proide a
justification for delaingreformand nake even-
tual solutions rare difficult.

In short,if the transfers ere nede, nore debt
might eventuallybepaid off, but that gin could jeop-
ardizneeded reformrheconsequences could—ewv
the longrun—prowe tobedetrimental, not beneficial,
to Social Security Medicare, and theogernment
overall.

The Presicent’ sSocial Security
and Medicare Trust Fund
Proposals

The budet identifiessolvencyof the Social Security
and Medicare trugtindsasanongthe President’s top
priorities and sugests neasures that it dlans will
help address the lortgrmchallengs posed bgn ag
ing population.Between 2010 and 2030, according
the internediate assuptions of the Social Secuyit
trustees, the nunber of older people in the United
States vill increase by 72 percent Wwile the nurber
betweentheagesof 20and 65 vill grow by only about
4 percent. As the proportion of warkers to retirees
declines, panpll tax revenues and otheraemarked
receipts vill cover a shrinkng share of the &ial Se-
curity and Medicardenefits progcted under current
law (see Figre 31).

Figur e 3-1.
Projected Expenditures and Receipts for
Social Security and Medicare Combined

5 Percenta ge of GDP

12 +
Expen ditures
11

10 -

Receipts®

2000 2010 2020 2030 2040 2050 2060 2070

SOURCE: Congressional Budget Office using data from 1999 An-
nual Report of the Board of Trustees of the Federal
Old-Age and Survivors Insurance and Disability Insur-
ance Trust Funds (March 30, 1999) and Annual Report
of the Board of Trustees of the Federal Hospital Insur-
ance Trust Fund (March 30, 1999).

NOTE: Data are plotted at five-year intervals.

a. Includes payroll and income taxes, premiums paid by beneficia-
ries, and other noninterest receipts.
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Any attenpt to measure the soéncyof the So-
cial Securityand Medicare trustindsoutsidethe con-
text of the rest of the budgprovdes an inadequate
perspectie ontheirfinancial status. The abilityf the
government to meet its obligtions to Scial Security
and Medicare benefiaiies depends on thegrn-
ment’s owerall fiscal condition. Under current poli-
cies, as the population egy finding for those pro-
gramswill shift from payroll tax collections t@eneral
revenues and, eentually, proceeds fronmborrowing.
That will be true whether or not there are trust fund
balances. Thus, whatewer the balances in the ttus
funds, future policymakers will have to decide how
much to tax, spad, and borrow not onlyor Social
Securityand Medicare benefits but for the rest ofg
ernment as \ell.

The budgt does noaddress the lontgrmfiscal
imbdanceof thecurrentsituation.Instead, theAdmin-
istration’s plan would sinply assign anounts to the
Socid Security and Medicare trust funds based on
projected budegt surpluses.

The Presicent’s Social Secuity Plan

Although Social Seurity currentlybrings in more in
taxes than it papoutin benefitsthat pattern vl re-
verse as the baby-boom generation retires. The
chang will occur bepnd the present 1@ear horinn
for budget progctions and is barelgppaent in the
Congessional Bidget Office’s current baselineCBO
estimatesa Social Securitgurplus under currepbl-
icy of $166billion in 2001, gowing to $293 billion in
2010. Virtually all of thatincrease stesfromgrowth
in interest credited to the trust funds, not the excess of
payoll and incone tax receipts osr benefits.

Shortly after 2010, surplusesilwbegin to de-
cline as the ratio aforkersto beneficiaries decreases.
Accordingto the March 1999 report of the Social Se-
curity trustees, under the inteedliate set of assiym
tions, payoll taxesand other noninterest inc@nin-
cludingincometaxeson Social Securitpenefits) vill
exceed expenditures until 2018Beginning in that
year, financindgrom nonpayroll-tax rexenues or pub-
lic borrowingwill haveto supplemant payoll taxesto
meet currentaw benefit paynents. The trusteessti-
mate that the go between benefits and pall taxes

will be alnost 0.5 percent of taxable paif in 2015
(roughly $19 billion in todays dollars) anavill grow

to nearly5 percent of taable payoll (in todays fig-
ures, $190 bilbn, or 2 pecent of gross donmestic
product). The Social Secuy trust funds wl have
balances tpaybenefits until 2034 (the pregted war

of trust fund depletion). But after 2014, Social Secu-
rity will stop making positive contributions to theay-
ernnent’s bottomline and instead W impose net
costs on the total budy

The President’s bu@gexpresslyecoqizesthat
the government’s abilityto paybenefits "does notime
from the buildingup of larg trust fund balancei
and of itself (emphasis in the origal) andinstead is
"relatedto the health of its carall fiscal position and
of the econom as a wholeratherthanasimple func-
tion of trust fund balances."However, because the
budgetdoesnot propose policies to addressitneal-
ance betwen tax mcome and benefit costs, it ould
not actuallychang the progans. Instead, it would
just postpone the date when the trust fundsrhe
insolvent on paper.

The President’planfor Social Securitgonsists
of the following measures:

0 Anunspecifiedlockbox" mechanisnthat would
attenpt to ensure that debt held Ibiye public
declines byat least the aountof the Social Se-
curity surpluses.

0 Transfers of a portion obrojected orbudget
surplusesto the Sodial Security trugt funds that
wouldincreasdalances in the fundéJnder the
proposl, the Social Securityrust funds would
be credited vth anountsreflectingthe increase
in Social Securitypalancegcalculatedoy OMB
forthe 20012015 period on the basis of the Presi-
dent’s 2001 budgt), multiplied by the assurmd
average narket yields on outstandingreasury
obligations. The transfers would béagin 2011
and continue ttough 2050. Half of the trans-
ferred anounts would be inested in corporate
equities. (‘he trust fund wouldheable to inest

3. Budgetof the Unhited Statessovemment, Fiscal Year 2001: Analyti-
cal Perpectivespp. 345346.
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up to 15 prcent of its balances in prate equi-
ties.)

0 Extension of existindbudget enforcerant laws
that would prorote budgetary discipline? In
addition, thebudget encourags the Congess to
work with the Preslent to meke the trust funds
solvent for 75 yars. The plan rentions the Al-
ministration’s conmitment to repealinghe %-
cial Securityearning test (which defers pay
ments to peoplainder the ag of 70 who con-
tinue to workafter theyhave begindrawingben-
efits) and inproving benefits ér older wonen,
but it does not include those proposals in the
budget nunbers.

"Saving" the Social Security Surpluses Under ts
baseline assuptions, BO estimates Social Security
surpluses of $2.3 trillion and totaidgetsurpluses of
between $3.2 trillion and $4.3 trillion (depdingon
which path is assued for discretionargpending for
the 20012010 period. ThePresident’s budgt would
result in onbudget surplusesCBO projects, that
would be between $476illion and $1,525 billion
lower than the legls proected under CB® baseline
variations, andall available debt held byhe public
would be redeesad by2010.

Although details are not pridedin the budegt,
theproposed "lockox" would seeko ensurghatdebt
heldbythepublic shranlby at least the aount ofthe
Social Scurity surpluses.Such nechanisrs are in-
tended to create proceduhairdleghat would nake it
more difficult to enact legslation that right lead to
on-budeet deficits. The perceied need for such con-
straints reflects theigw that policynakers wil be
tenpted to put pragcted surpluses to other us@&ait
unless the mchanisnmactuallyhad astronginfluence
over decisionrakers’ kehavior, it would haeno direct
effect on taxes and spendiogonthe econom. Ex-
perience \ith the fixed déicit targets enacted in the
Balanced Budgt andEmergency Deficit Control Act

4. The prposastoraise and extend the caps discretionary spending
andextendthe pay-as-you-go provisions are addressed in Chapteiof
this volume.

5. Appendix A digusses the three pathfer discretionaryspendingused
in CBO'’s basehe.

of 1985 shows thachievng bottomline targets is a
more difficult taskthan settinghem

"Interest Savings" Tranders to Social Security
As surpluses accrue to the bugtg debt held byhe
public falls and thegvernment’s interest costs shrink
The Administration states that because total surpluses
include lar@ Social Securitgurpluses, the trutnds
should be credited withall of the interest samgsthat
we get from savng the Social Securitgurplus.® The
SocialSecuritytrust funds alreadseceiwe creditsfor
interest on their aumulated balances under current
law. CBO estimates that $1.2 trillion, or 53 percent,
of Social Securitig projectedsurpluses for the 2001-
2010 perid will be in the formof interest. The pro-
posed transfersould sinply addextra interest credits
ontop of those that W be provdedanyway. Carry-
ing out such transfers auld require letslation to
override sectior100f the Social Securitct, which
prohibits anypaymens from the gneral fund to the
trust funds and pawgerts from the trust funds to the
general fundthatwere not authoried as of [Rcener
12, 1985(the date the Deficit Control Act was en-
acted).

The transfers theselves would hawe no eco-
nomic significance because theyould flowout of one
government fund and into another. Transferred
anmounts would be lirted bytheon-budget surpluses
currentlycormputed byOMB on the basis of the Presi-
dent’s2001 budet, but theywvouldtake placewhether
or not progcted orbudget surpluses wre actudly
achiexed. OMB estimates that $100Billion would be
transferred in 2011 The trarsfers would gow each
year throut 2015 and reain frozen at that par’s
anmount throu¢p 2050. Half of the transferred
anmounts wuld beinvestedn corporate equities until
15 percenof trustfund holding were inested in pri-
vate equities.(TheSocial Securityactuaries estiate
that the transfers arehrning from private securities
would extend the trust fundsblvencythrough 2054.)

The additional transfers, kktheinterest credited
under current law, would beharged againstthe gen-
eral fundand credited to the trust fund®ut such
bookkeepingentriesdo not prowde actual resources to

6. Comments by Jack Lew, Directa of the Cffice of Management and
Budget (press briefingn the fiscalyear 2001 budgt, February 7,
2000).
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the government. The proposed transfers would be
nothing more than intragvernnmental accounting
transactions—althoungtheywould reduce omudget
surpluses and arease ofbudget surpluses byhe
sane anounts. Total budgt surpluses wuld be unaf-
fected, andhe burdemf payingfuture benefits would
be unchanegd’

Other Proposals Includedn the President’s Social
Security Plan. The budgt proposeto raiseand ex-
tend the current statutocaps oriscretionanspend-
ing and to extend the pasyou-go requirenent for

changes to nandatoryprogamnms and tax law. Those
provisions, which wee desiqed to enforce bud

targets and reduce deficitsjlivexpire after2002. As

long as the ©ngess and the President r@amcom

mitted to budetarydiscipline, extading budget en-
forcenment laws may make it more difficult to dissipate
on-budget surpluses.But if policymakers priorities

chang, procedural barriersillose their effectie-

ness.

The Presiderg'plan also urgs theCongess to
work with the Administration orreforns to leep the
Sodal Securitytrust funds fromexhaustion for the
next 75 ars. (That is the period used blye actuar-
ies to ewaluate the pragumi s financial health. How-
ewver, the budgt does not ippose anyspecific nea-
sures to reduce &gap between earrarked receipts
andprojected costslndeed, it demnstrates that the
actuarial gal oould be achiegd, at least on paper,
throudh additional transfers rather than substantiv
changes in progambenefitorrevenues.Those trans-
fers would pernit benefit lewels to be maintained
through greater infusions of@neral funds, but future
taxpayers would still hawe to paythe bills.

The Presicent’s Medicare Transfers

Medicare benefits are financed thrbugwo trust
funds. Payoll taxes and other receipts are credited to
the HI trust fund to payor inpatient hospital stay
certain hore healtrandnursinghome serices inme-
diately following a hosjital stay, and hospice care.
The Supplerantary Medical hsurance (SMITrust

7. Thisdiscussion excludesthe paentialeffectsof the bud@t’s praposal
to invest a pation of the trangerred anountsin caporate equities

Fundpays for physicians'senices, other alyulatory
treatnent, hone health seiges that do not imedi-
atelyfollow a hospital sy, and other outpatient ser-
vices. Beneficiariespreniums payfor 25 percentof
SMI costs.An annuainfusion of general funds to the
SMI trust fund coers the reraining 75 percent.

There is a structurdmbalance betwen Medi-
care spendingand the reenues that are specifically
dedicated to the progm CBO estinatesthat under
current law the @p betweennoninterest Medicare
receipts (includingMI premums but excludinggen-
eral fund transfers) argpendingwill grow from 0.8
percent of GDP irR000 to 2.7 percent in 2030, a
shortfall larger than that prected for SociaBecu-
rity.® (That estinate also assues hat the annual
growth inMedicarecosts eentuallymoderates, as the
Medicare trustees pregt.) The President’s budy,
howeer, proposes to increaspendingor Medicare
by $69 billion betveen 2001and 2010, BO esti-
mates. Those additional asts would gow in future
decades andiden thdong-termgap between receipts
and spending

Extending the Solvency othe Hospital Insurance
Trust Fund. Instead of proposingpecific policy
measuesto close the longermgap between Medicare
HI costs andioninteresteceipts, the budd proposes
to assig an extra $15 billion in 2006and$13billion
in 2002 b the HI trug fund. Another $271 billbn
would be credited to the fulttweer2006and 2010.
The Administration progcts that those transfers and
the additional interest credits associateth them
(which GBO estimates vouldtotal $43 billion) would
helpkeepbalance the H trust fund until 2025—10
years longr than the estiates of vhen the fund
would be depleted prided byMedicare’s actuaries in
March 1999. Since those aounts wouldnot be
needed imediately to pay benefits, the transfers
would add to trust fundalancesndmake the H pro-
gramappear stroray financially However, because
suchtransferavould provide no newesources tthe
governmentas a whole, theyvould neitheaffectpro-
jectedon-budget or total surpluses nor chaathegov-
ernment’sability to meefuture Medicare obligations.

8. SeetheatenentbyDanL. CrippenDirecta, Congressional Budget
Office, befae the Sibcanmittee ; Heath, House Canmittee
Ways and MeansSepterber 22,1999.
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Reserve br Catastr ophic Prescription Drug Cover -
age The text of the Prédents budgt identifies a
"resene" of $35billion to cower the costs opolicies
to provide for "protections agjnd catastrophic drug
costs for Medicare beneficiaries policies that other-
wise stregthen the Medicare proagm"® Between
2006 and 2010, the fundirfgr thos new benefits
would cone from projected on-budget surpluses.
However, the surpluses displed in the President’'s
budget are not reduced to péor the new progam,
and theoudgetdoesnot showadditional fundingn the
Medicae accountslnstead, the budg uses the $35
billion for debt reduction. If the @Wngess and the
President aged b use that amunt for catastrophic
drug cowerage, surplusesvould be $35 billion lowr
(plus associated debenice costs)—andebtheld by
thepublicwould be that nuch higher—tharthenum-
bers shown in the budy (Like the President’s bud-
get, CBO's analysis counts the $35 billimas part of
the surplus and the reduction in publibigld debt.)

The President’s Black Lung
Disability Trust Fund Proposal

The President’s budg propses to prone $1.5 bil-
lion to the Back Lung Disability Trust Fund to refi-
nance its outstandimdgebt tothe Treasury That pro-
posal, althouly snall in conparison with the Social
Securityand Medicare sobicy proposals, helps to
illustrate howtrust fund accountingangeneratecom
plicated bookeepingtransactions that hawno eco-
normic significance.

The Back Lung Disability Trug Fund records
bothincome from the excise taxes ippsed ommined
coal and expenditures for benefits to ilig miners
and theirsunivorsand for the adimistrative costs of
theprogam Excise tax receipts hawneer beersuf-
ficient to cover the proganis full cost, but the trust
fund has thewuthorityto borrowfromthe Treasuryto
make up the differenceBetweenl978and 2000, the
trust fund borraved $6.7 billion. Excise tax collec-

9. Budget of the bited State€&sovemment, Fiscal Year 2001, p. 72.

tions in 2000 are expectediesufficientto paybene-
fits and coer theprogami sadministrative costs, but
theyfall well short of meetingthe$533million bill for
interest. As a result, the fund has to borrow to pay
tha bill and continues to be mired in spiraling debt
and interest costs.

To improwve the fund'’s financial statug)e bud-
get proposes to reduce its anhpenses byefi-
nancing its Treasurydebt at a lowr interest rate rad
to repeal areduction in the excise tax rate that is
scheduled for 2014 The budgt would proide the
trust fund wth an appropriation of $1.5 billion to
conpensate th&reasuryfor anyloss in annual inter-
est paynents. That appropriation wuld constitute a
general fund subsidyo the trust fund, explicitlyrec-
ognizingthat thetax revenues earmarked for the fund
are inadequate to finance pagntsfromit. Thepro-
gramis benefit costs are decliningnd if interestosts
were lowered and tax resnues were naintained, the
progammight eventually be able to reet its oblig-
tions (includinginterestexpenses) vithout newbor-
rowing. The proposal’s imact would be liriied,
howewr. Through 2005, CBD projects that the
fund’'sborrowingand annual interest costeudstill
rise faster tha benefit payments wll decline. By
CBO's recloning ewen ff the budgt proposal was
adoptel, the fund would hae to continue to borrow
each ar throug 2010. (Althouch CBO does not
make budgetprojectionsbeyond a 10year period, the
trendsevident in the pragction indicate that thieust
fund would not beign to cowr its operatingcosts, let
alone be able to repats debt, until far into the fu-
ture.)

If the Back Lung Disability Trust Fund clearly
linked excise tax receiptsith progamexpenditures,
the need to reduce benefitsnereasdaxeswould be
readilyapparent.The conwluted flows between the
trust fundandthe gneral fund of the fleasurywould
beunnecessary excise tax receipts cered costdor
benefits, adrimistration, and interest.Instead,the
budget poposes toddress the fund’s insoéncywith-
out affectingcoal nmine operators or Bladkungbene-
ficiaries. It would use bookeepingchangs to shift
costs awy from thoe who payexcise taxes—ini-
tially, the coal industr-and assig theminstead to
general taxpagrs.






Chapter Four

Comparison of Economic Forecasts

the rext 11 years are siitar to those of the

Congessional Bdget Office. Overall, the Al-
ministration’s assuptions produceyst $25 billion
more inprojectedsurpluses durinthe 20002010 pe-
riod than BO'sdo. That addition results fromeve-
nues that are $98 billion Higr (prinarily because the
Administration forecasts ame rapid gowth in the
price index of goss domastic praluct, which boosts
taxablencome) and outlagthat ares73billion higher
(because the dministration assues hidner interat
ratesthan BO does oer nost of the pragction pe-
riod). The additional $25 billion in pjected sur-
pluses is less #&n 0.1 percert of projectedrevenues
over that period.

The Administration’s econoia assumptions for

Althouch the assuptions of CBOand the Al-
ministrationaresimilar over the entirgorojectionpe-
riod, CBQO'’s are nore positiw for the surpluthan the
Administration’s from 2000 to 2005 and one neg-
tive in lateryears. The nost inportant difference be-
tween the forecasts ervthenextfew years is BO's
assumtion that a largrshareof GDP goes to taxable
forms of incone. In later years, the mre rapid
growth of noninal GDP inthe Administration’s fore-
cast outwighs the fact that a sraller share of that
GDP is taxed, so the dministration’s assuptions
lead to hidper propcted reenues.

Althoudh the two forecasts are sitar, they
showsoneimportant differencefomthat of theBlue
Chip consensus, an arag of the forecasts produced
by approxinately 40 to 50 priatesectorecononists.
The nost recen Blue Chip forecast, published in
March, predicts stroray gowth than either 80 or
the Administration for 2000 and for 2003 amabse-

guent ears. Because th&lue Chp forecasters also
expect the GDP price index toogv morerapidlythan
CBOdoes, annual &rag gowth ofnomnal GDPis
0.7 percentag points faster oer the next 11 gais
than in CBO'’s praggctions. TheBlue Chp forecasters
also progct hidher interest rates tharBO does.

The Blue Chp consensus forecast for 2000 is
more optimstic thanthatof either the Alministration
or CBO because it incorporates the strenthan-
expected econolic data released after the otheotw
forecastsvere conpleted. Two factors nay mute the
impact that théBlue Chip’s more fawrable forecast
will have on the budgt surplus, hoener. First, stron-
ger growth in theBlue Chp forecast is accopanied
by interest rates #i are hidier than ®O projects,
which will boost outlay. Second, oil prices havisen
more than angf the three forecaststicipated, \ich
couldraise interest rates further thrdugxpectations
of higher inflation. Higher oil prices could also trim
GDP growth, offsettingsone of the strenth of recent
data. Other than that, hoewer, those pces would
haw little impact on the surplus (se®B4-1).

Real Growth and
Unemployment

Both theAdministrationandCBO progct that gowth
overthe next 11 gars wll slow from its recent rapid
pace. The Administration expects real ¥ to in-
crease at an avag annual rate of 2.7 percengm-
pared with CBO'’s 2.@ercent. The two differ, how-
ever, in their estimtes of howsharp the slodown
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will be and howlongit will last (seeTable 4-1). CBO
expects a shallower butare drawn out slowdown
than the Alministration does.

In both forecasts, slaav gowth brings the un-
enployment rate up to rore sustaindie levels. By
January2000, that rate had fallen to 46rcentpro-
ducingthe tichteg labor market in 30 years. Both
CBO andthe Administration progct that the unem
ployment rate vill eventuallyrise t05.2 percent—by
2003 in the Aiministration’s forecast anly 2008 in
CBO'’s. Thatrateisreached sooner in thediinistra-
tion’s forecast because reaDB gowth slows from
3.3 percent irR000 b just 2.5 percent in 2002 and

2003 Growth then rebounds to a rate that is strong
enoudn to keep unemloyment fromrising further.

By contrast, the slowdown in real GDwth is
more gadual in BO’s forecastwith growth averag
ing 2.8 percent between 2000 and 2068npared
with 2.6 percent in the Admistration’s foreest.
Largely as a result, BO's projected unemloyment
rate is 0.5 percentagoints béow the Administra-
tion’s in 2003. From 2003 to 2008, howey, real
GDP gows atanaverage annual rate of 2.7 percent in
CBO's forecast, comared vith 2.9 percenin theAd-
ministration’s.That gowth rate bringCBQ'’s progc-

Qil prices have climbed nuch hidgher than the Con-
gressional Budgt Office (CBQ anticipated when it
prepared itgnos recent econoin forecag in Decem
ber. At that tine, CBO predicted that WesTexas
intermediatecrude oil would cos$ about $23 per barrel
during the second cuiter of 2000. By mid-March,
however, the price had s to $32 pebarrel. Global
denmand for oil hasexceededgpply by about 2mil-
lion barels per day for more than a year, resuting in
dwindling inventoriesand the gike in prices Evenif
oil exportersbood production, pricesare likely to re-
main hicher than in CBG forecas for several
months as the buildingof inventories puts pressure
on limited refnerycapacity

Higher oil pricescan hut the econom throudh
at leas two channels First, higher pries for im-
ported crude oil act Ik a tax on UB. enegy users.
After payng the 'tax," consurers and businesses
hawe lessto end on other@pdsandservices o real
(inflation-adjusted) goss dorastic product (GDP)
falls. Second, the risin oil pricesmay lead the Ed-
eral Resrve to raig interesratesfurther to fght in-
flation than it vould othervise. Of cour,if the Fed-
era Regrve beliews that hidier oil pricesare only
temmporaryand that anynflationaryimpact wil even-
tually disappear a prices recede, there will be no
need or it to boos interes rates

The efectsof higher oil prices on real GDP and
interest ratesare hard to predictThus CBO hasnot

Box 4-1.
The Potertial Economic and Budgetary Effectsof Higher Oil Prices

made anybudgetaryedimatesof those efects How-

ewer, it is possible to esimate the budegtary cons-

guence®f the nore direct inpactof higheroil prices

the effectson the gowth ofthe conamer price index
(CPI) and incores.

On the one hand, higer oil pricesraise the I
and thus boost the cost fédderal progans that are
indexed to it. On the other hand, the iome of do-
mestic oil produces rises, producingextra tax reg
nuesand at leaspatrtially offsetting the inpactfrom
lower real GDP. Because chamyg in the CPI affect
outlays only in the bllowing year, thampactonreve-
nuesoccursbefore the inpact onoutlays. As a resilt,
the net budgtary impact ofa Hgher CPl and nore
income for oil producersnvould actuallybe pogive in
2000 becaws the higner CR would not afect
spendinguntil 2001.

The sze ofthe efect in 2001 wuld depend on
how long high oil prices persistedAssuning that the
price of crudeoil remained rouchly $7 o $8 pe ba-
rel geater tlan CBO expected throug the end of
2001 and that thesincreaed priceshad no impact
on real GDP or interest ratemjtlays in 2001 wuld
be $3billion to $4 billion hidher, and reenueswould
be $4 billion to $8 blion hicher. If, by contras,
crude oil priceseturned to pr@cted leels at the be-
ginning of 2001, outlag would gill be $3 billion to
$4 billion higher, but the irpact on reenueswould
be snaller.
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Table 4-1.
Comparison of Economic Projections for Calendar Years 2000-2010
Forecast Projected
2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010
Nominal GDP
(Billions of dollars)
CBO 9,692 10,154 10,610 11,069 11,544 12,054 12,589 13,148 13,734 14,362 15,024
Administration 9,685 10,156 10,621 11,105 11,644 12,236 12,847 13,477 14,118 14,777 15471
Blue Chip 9,801 10,300 10,805 11,335 11,947 12,580 13,247 13,935 14,660 15,422 16,224
Nominal GDP
(Percentage change)
CBO 5.0 4.8 45 4.3 4.3 4.4 4.4 4.4 4.5 4.6 4.6
Administration 4.9 4.9 4.6 4.6 4.9 5.1 5.0 4.9 4.8 4.7 4.7
Blue Chip 5.9 5.1 4.9 4.9 5.4 5.3 5.3 5.2 5.2 5.2 5.2
Real GDP
(Percentage change)
CBO 3.3 3.1 2.8 2.6 2.6 2.7 2.7 2.7 2.7 2.9 2.9
Administration 3.3 2.7 25 25 2.8 3.0 2.9 2.8 2.7 2.6 2.6
Blue Chip 4.1 3.1 2.8 2.8 3.3 3.3 3.2 3.1 3.1 3.1 3.1
GDP Price Index®
(Percentage change)
CBO 1.6 1.6 17 17 17 17 17 1.7 1.7 1.7 1.7
Administration 1.6 2.0 2.0 2.0 2.0 2.0 2.0 2.0 2.0 2.0 2.0
Blue Chip 1.8 2.0 2.0 2.1 2.1 2.0 2.0 2.1 2.1 2.1 2.1
Consumer Price Index®
(Percentage change)
CBO 25 2.4 25 25 25 25 25 25 25 25 25
Administration 2.6 2.4 2.6 2.6 2.6 2.6 2.6 2.6 2.6 2.6 2.6
Blue Chip 2.6 2.6 2.6 2.6 25 2.4 2.4 25 25 25 25
Unemployment Rate
(Percent)
CBO 4.1 4.2 4.4 4.7 4.8 5.0 5.0 5.1 5.2 5.2 5.2
Administration 4.2 45 5.0 5.2 5.2 5.2 5.2 5.2 5.2 5.2 5.2
Blue Chip 4.0 4.2 4.5 4.7 4.7 4.7 4.6 4.7 4.7 4.7 4.7
Three-Month Treasury
Bill Rate (Percent)
CBO 5.4 5.6 5.3 4.9 4.8 4.8 4.8 4.8 4.8 4.8 4.8
Administration 5.2 5.2 5.2 5.2 5.2 5.2 5.2 5.2 5.2 5.2 5.2
Blue Chip 5.8 5.9 55 5.4 5.4 5.2 5.2 5.2 5.2 5.2 5.2
Ten-Year Treasury
Note Rate (Percent)
CBO 6.3 6.4 6.1 5.8 5.7 5.7 5.7 5.7 5.7 5.7 5.7
Administration 6.1 6.1 6.1 6.1 6.1 6.1 6.1 6.1 6.1 6.1 6.1
Blue Chip 6.5 6.4 6.2 6.1 6.1 5.9 6.0 5.9 5.9 5.9 5.9
Taxable Income®
(Billions of dollars)
CBO 7,748 8,054 8336 8631 8950 9,296 9,666 10,051 10,455 10,883 11,325
Administration 7,714 8,001 8,281 8568 8912 9,302 9,717 10,132 10,549 10,977 11,419

SOURCES: Congressional Budget Office; Office of Management and Budget; Aspen Publishers, Blue Chip Economic Indicators(March 10, 2000).

NOTE: Percentage changes are year over year.

a. The GDP price index is virtually the same as the implicit GDP deflator.
b. The consumer price index for all urban consumers.
c. Taxable personal income plus corporate profits before tax. The Blue Chip does not project taxable income.
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tion of theunamploymentratein line with the Adminis-

tration’s in 2008.After that,real GDP grows slichtly

fasterin CBO'’s progction, reflectinglightly stronger

growth of potential GDP. (Potential @P is an esti-
mate of the lee of output thais consistent wth the

longtermleve of the civlian unenployment rate.)

Real P gowth in theBlue Chp consensus
forecast follovg a patterrsimilar to the ones in BO's
and the Aministration’s forecasts but isagerally
stronger. Inall three forecasts, thatayth slowseach
year from2000 to 2002 and reaims below the ghwth
of potentialGDPin 2003.1n response, ungufoyment
rises throup 2003in all three forecastsFrom 2004
on, howeer, arerag gowth in theBlue Chpforecast
is roudhly 0.4 percentagpoints hidier than in CBO'’s.
The unenployment rate in that forecast stabdi at
around 4.7 percent, lower than CBO and the Ausn
tration progct.

Inflation and Interest Rates

The Administrationgenerally expects higer rateof
inflation ower the next 11 garsthan CBO does, but
the differences are laggfor theGDP price index than
for the consurer price indeXCPI). The Administra-
tion’s forecast of CPinflation is just 0.1 percetage
point higher than CBO'’s in eary year except 2001,
when the forecass are the same. However, the Ad-
ministration expects the GDP price indexjrow 0.3
percentag points faster, on @rage, owertheprojec-
tion period than CBO does.

On babnce, the Alministration’s assuptions
aboutinflation aremore fawrable for the budgf out-
look than CBGs are. Higher inflation boosts both
revenues and outlayand thus haboth positie and
negative effects onthe surplus  The postiv e effects
comefromahigher QP price index, Wich increases
both noninal GDP andtaxable incora (assunmgthat
real @P and the share aforninal GDP goingto tax-
able incone are unaffected).The negtive effects
comefroma hicher CPl, which affects theostof sev
eralprogams and the indexingf personal tax braek
ets and other tax paraters. Becausehe difference
in projectedgrowth rates is mch geater for the GP
price index than for theR, thepositive effectsof the

Administration’shigher GDP pricéndexonrevenues
far outweidn the negtive effects of its higer CPI

The Administration assues steadinterestrates
throudh 2010—5.2percent for threeronth Treasury
bills ard 6.1percert for 10-year Treasty notes. By
contrast, @O assuras that interest rateslixfollow
the sam noderate cgle as real GP growth. That
assumtion reflectsCBO’s view that the Federal &
serve will raise interest rates thisegr to slowew-
nomic growth to amore sustainableate. CBO there-
fore progcts that the shibterm rate will be 5.4 per-
cent in 2000, 5.6 percent 2001,andthenfall, aver-
agng 4.8 percent gearfrom 2004 on.In both CBGs
andthe Adninistrations progctions, rates fdtO-year
Treasurynotes followa pattern simhar to that for
threemonth Treasunybills but are 0.8 to 0.percent-
ace points higkr. The inpact that differences in in-
terest rags have on outlay fades oer time as the
anmount of debt held byhe public gaduallydeclines.

The interest rate forecasts fa@00 that CBO
made in Decenber nowlook optinmistic. Early this
year, rate$or threemonth Treasunybills had already
risen aboe the leels forecast byCBO and the Al-
ministration. Boththe Blue Chp forecast and the fu-
tures narkets for the federal fuds rate imly further
increases in shoterminterest rates.

Income

Projectionsof revenues dependotonly ontotal out-
put(GDP) and the incoagenerated in producintipat
output but also on the distributionin€Eomeamongits
various categries. Seral categries of incone—
such as depreciation éar and teasindobsolescence
of business equipemt andstructures), eployer-paid
health insurance, and @loyers'contributions to re-
tirementaccounts and Social Securityare not taxed.
Incone in other @tegories is taxed, but at different
rates. Corporate profits and wages and salaries are
the nost inportant incore cate@ries for progcting
revenues because theye taxed at the Higst effec-
tiverates.The snaller the progcted share afomnal
GDP that ges to tagble incong, especiallyto the
highly taxed categries, the lowr government reve-
nues vill be.
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From 2000 to 2004, CBO'’s projection of taxable
income is higher than the Administration’s, boosting
revenues by $5 billion to $10 billion a year. That pro-
jection is higher, even though CBO's projection of
nominal GDP is lower, because CBO assumes a more
gradual drop in the taxable share of nominal GDP,
especially in the categories of corporate profits and
wages and salaries, than the Administration does (see
Figure 4-1). Nominal GDP is slightly lower in CBO’s
forecast, despite higher real GDP, because CBO anti-
cipates slower growth for the GDP price index.

From 2005 to 2010, however, the Administration
projects higher taxable income than CBO does, in-
creasing revenues by $28lion a year. During that
period, the Administration’s more optimistic forecast
for nominal GDP outweighs CBO’s more optimistic
forecast for taxable shares of GDP. By 2010, nominal
GDP is 3.0 percent higher in the Administration’s
forecast than in CBO’s. Taxable income is therefore
higher in the Administration’s projection, entirely be-
cause the Administration forecasts more rapid growth
in the GDP price index. In total, the Administration’s
higher forecast for income boosts revenues by $98
billion, or less than 0.4 percent of total revenues, dur-
ing the 2000-2010 period.

The share of GDP going to the taxable income
categories of corporate profits and wages and salaries
drops in both forecasts for several reasons. First,
nontaxable income accounts for a larger share of GDP
as high projected levels of investment boost deprecia-

tion’s share of output and as fringe benefits resume
their historical upward trend as a share of GDP. In
addition, businesses will have higher interest costs,
reducing corporate profits' share of GDP.

Figure 4-1.
Wages and Salaries Plus Corporate
Before-Tax Profits

Percentage of GDP
2

|
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58
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SOURCES: Congressional Budget Office; Department of Com-
merce, Bureau of Economic Analysis; Office of Man-
agement and Budget.

NOTE: The shaded vertical bars indicate periods of recession
(measured from the peak to the trough of the recession).
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Appendix A

CBO's Baseline Budget Projections

posals are contrasted with the Congressional

Budget Office’s (CBO’s) baseline estimates of
the budget. Those estimates show the path of reve-
nues and spending if current laws and policies remain
unchanged. They are not forecasts of what will actu-
ally occur, since policymakers will undoubtedly seek
to alter current priorities. But CBQ'’s current-policy
estimates serve as handy yardsticks for gauging the
potential impact of proposed changes—those advo-
cated in the President’s budget as well as other initia-
tives.

Throughout this report, the Administration’s pro-

The Baseline Concept

CBO'’s baseline projections follow some general rules.
Revenues and mandatory spending (for entitlement
programs such as Social Security and Medicare,
among other things) are assumed to continue on their
course until the Congress changes the laws that under-
pin them—Ilaws that define taxable income and set tax
rates, benefit formulas, eligibility, and the like. For
those categories of the budget, the baseline represents
CBO's forecast of what will happen in accordance
with current laws. In the case of mandatory programs
whose authorization will expire in the next 10 years,
the Balanced Budget and Emergency Deficit Control
Act directs CBO to assume that the programs will
continue through the end of the projection period—
provided that they were enacted before 1997 and have
more than $50 million in outlays in the current year.
(See Table A-1 for the budget authority and outlays

associated with continuing programs that have expir-
ing authorizations.)

Discretionary programs, unlike entitlement pro-
grams, are funded each year through the appropriation
process. They encompass nearly all spending for de-
fense and international affairs, as well as many domes-
tic programs—such as space, energy, highway and
airport grants, environmental protection, and health
research—and the salaries and expenses of most gov-
ernment agencies.

No consensus exists about how best to project
the continuation of current policy for discretionary
programs. Therefore, ifihe Budgetnd Economic
Outlook: Fiscal Years 2001-2010ublished in Janu-
ary, CBO presented three variants of its baseline to
reflect different assumptions about the path of discre-
tionary spending (see Table A-2).

The "inflated" variation assumes that budget au-
thority for discretionary programs grows at the
rate of inflation each year after 2000.

The "freeze" variation limits discretionary budget
authority to the level enacted for 2000 plus the
amount already enacted for 2001.

The "capped" variation of the baseline assumes
compliance with the statutory caps through 2002
and allows discretionary budget authority to
grow at the rate of inflation thereafter.

The baseline includes three other categories of
spending. Offsetting receipts encompass premium



80 AN ANALYSIS OF THE PRESIDENT'S BUDGETARY PROPOSALS FOR FISCAL YEAR 2001

April 2000

payments by Medicare beneficiaries and a variety of
other fees and collections. CBO'’s baseline for offset-
ting receipts is its estimate of the amount that the gov-
ernment will collect under current laws and policies.

The second category, net interest, basically re-
flects the government’s interest payments on the na-
tional debt. Estimates of net interest are a function of
market interest rates and the amount of federal debt
held by the public. The amount of interest in CBO'’s
baseline depends on the variation chosen for discre-
tionary spending.

The third category is proceeds from investing
excess cash. CBO'’s baseline assumes that the sur-
pluses projected for the 2001-2010 period will be used
to pay down the debt. But because some debt will not
yet have matured or will be unavailable for repur-

counts, the largest ever in nominal dollars (see Table
A-3).

The Congressional Budget Office generally di-
vides revisions to its estimates into three categories:
legislative (those that result from new laws), economic
(those that result directly from revised economic as-
sumptions), and technical (those that do not fall into
the first two categories). Because CBO has not up-
dated its economic forecasts and no new legislation
has affected projections since January, all of the
changes to the baseline are technical. The technical
revisions stem from new information that emerged
through late February.

Projections of future surpluses depend in part on
the path assumed for discretionary spending. None-
theless, CBO forecasts growing surpluses in each of

chase, the projected surpluses may exceed the amount its baseline variations. Between 2001 and 2010, accu-

of debt that can absorb such cash. CBQO's projections
thus assume that excess cash will be invested at an
interest rate equal to the average rate projected for
Treasury bills and notes. However, CBO makes no
explicit assumptions about the kind of investments that
might be chosen (for example, whether they would be
in debt or equity instruments, in the public or private
sector, or in the United States or abroad).

Baseline Projections

In January, CBO published its baseline projections,
which described key factors that influence the federal
government’s revenues, spending, and surplus. This
report updates those projections to incorporate more
recent information obtained from the President’s bud-
get submission and other sources. In each of CBO’s
baseline variations, and for every year, the total sur-
plus is now slightly higher than CBO estimated in
January—but by no more than $6 billion in any one
year. In 2000, the surplus will total $179 billion,
CBO now projects, in the absence of supplemental
appropriations or other legislation that would affect
revenues or spending. By CBO’s reckoning, about
$153 billion of that surplus is derived from off-budget
accounts—mainly the Social Security trust funds.
That leaves a $26 billion surplus in on-budget ac-

mulated surpluses are projected to total $3.2 trillion
under the inflated variation, $4.2 trillion under the
freeze variation, and $41Billion under the capped
variation. On-budget surpluses total nearly $900 bil-
lion under the inflated version and $1.9 trillion under
the other two baseline alternatives.

CBO'’s revenue projections have not changed
since January, and its outlay projections have changed
only a little (see Table A-4). Technical revisions to
the projected growth rates for discretionary budget
authority reduce outlays by $2 billion to $4 billion per
year from 2003 through 2010 in the inflated variation
(such revisions do not affect the freeze or capped ver-
sions of the baseline). On the mandatory side of the
budget, CBO's estimates of spending have increased
slightly for programs such as unemployment insurance
and Social Security; they have declined for Medicare.
In addition, CBO has boosted its estimate of the vol-
ume of loans that will be guaranteed under the mutual
mortgage insurance program of the Federal Housing
Administration, which leads to an increase in net off-
setting receipts to the government.

Projections of net interest have been reduced
since January because of higher estimated surpluses.
The debt-service savings under the capped and freeze
variations of the baseline increase from less than $500
million in 2001 to $4 billion in 2010. Savings are
slightly larger under the inflated baseline, reaching $5
billion in 2010.
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CBO’s updated baseline also incorporates new
information about credit reestimates calculated by var-
ious agencies. Credit programs provide both direct
loans and loan guarantees to nonfederal government
entities. Under credit reform, the budget records the
net present value of the costs to the government of
those loans. Such costs represent the net cash flows
associated with interest rate subsidies, defaults, and
other factors. Agencies are required to reestimate the
subsidy costs of their credit programs annually to re-
flect actual experience and current economic condi-
tions. At the end of fiscal year 1999, agencies deter-
mined that initial subsidy estimates, as a whole, were
too low and that additional resources were required to
reflect the costs of their credit activities. As a result,
they revised their estimates of subsidy costs for 1999
upward by more than $6 billion (see Table A-5).

Early this year, agencies estimated that credit
costs would be lower than previously anticipated.
Consequently, in its January report, CBO assumed a
downward reestimate of approximately $2 billion.
CBO's current baseline incorporates new information
for credit programs provided in the President’s budget,
which indicates that total program costs should be re-
vised downward by almost $3.5 billion.

The majority of those revisions involve credit
reestimates associated with student loans and auctions
of spectrum licenses. The reestimate to student loans
is largely the result of revised interest rate projections
used by the Department of Education. CBO'’s reesti-
mates of the 2000 subsidy costs associated with cer-
tain spectrum auctions are unchanged from its January
baseline. For 2001, however, CBO has included a
further downward reestimate of $1.6 billion because of
the favorable outlook for recoveries on certain loans
that the Federal Communications Commission made to
entities acquiring licenses to use parts of the electro-
magnetic spectrum. (For a discussion of those loans
and other spectrum issues, see Appendix Bhia
Budget and Economic Outlodk

The remaining tables in this appendix (Tables
A-6 through A-11) update some of the most widely
used information in CBQO'’s January report. Because
the revisions are relatively minor, readers seeking a
fuller explanation of underlying trends in the budget
should refer to that earlier publication.

The budget’s total surplus is the difference be-
tween total revenues and total spending. However, the
law specifies another way to measure the gap between
revenues and spending—the on-budget surplus—
which is shown in Table A-3 for each baseline varia-
tion. The on-budget surplus recognizes that the Social
Security trust funds and the Postal Service have been
given special off-budget status by law. Excluding
those programs from the surplus alters the fiscal out-
look, mainly because Social Security both receives and
spends large amounts of money. The Social Security
trust funds currently have large surpluses because
trust fund income (payroll taxes plus the taxes paid on
Social Security benefits and the income the trust funds
receive from interest on their holdings of Treasury se-
curities) exceeds benefits and administrative expenses.
In 2000, Social Security income is expected to exceed
benefits and administrative payments by $153 billion
under all three variations of the baseline. Under both
the inflated and capped variations, on-budget sur-
pluses are projected to reach $293 billion in 2010; the
surplus under the freeze variation is slightly higher
because Social Security administrative expenses,
which are classified as discretionary spending, are
lower.

Tables A-6 to A-8 present federal revenues by
source and outlays by broad category, both in dollars
and in relation to gross domestic product (GDP).
Revenue projections remain unchanged from those
presented in CBO’s January report and are unaffected
by varying assumptions about the path of discretion-
ary spending. Projected revenues as a percentage of
GDP fall gradually from 20.3 percent in 2000 to 19.8
percent in 2004 and hold steady at that level through
2010. Total spending varies according to the assump-
tion about discretionary spending and the resulting
effect on net interest. Assuming that discretionary
spending increases at the rate of inflation after 2000,
total spending is expected to grow steadily from $1.8
trillion this year to $2.5 trillion in 2010. Alternatively,
total spending is projected to grow to $2.2 trillion in
2010 assuming that discretionary spending is frozen at
the level enacted for 2000, and to $2.3 trillion in 2010
assuming that discretionary spending equals CBO'’s
estimates of the statutory caps through 2002 and in-
creases at the rate of inflation thereafter.

Table A-9 presents spending projections for en-
tittements and other mandatory programs, by far the
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largest spending category in the budget. That spend-
ing is expected to total more than $1 trillion in 2000
and continue to grow rapidly through 2010. Expendi-
tures for Social Security, Medicare, and Medicaid,
which together account for slightly more than three-
guarters of all mandatory outlays, are fueling that
growth.

Interest costs are currently a sizable portion of
the federal budget. But under CBO'’s baseline projec-
tions of rapidly rising annual surpluses through 2010,
outstanding government debt declines sharply over
that period. Therefore, despite a projected increase in
interest rates in the near term, annual interest pay-
ments on the debt fall quickly over that period from
their 1999 level of $230 billion (see Table A-10).

The path of interest costs depends on the size and
composition of federal debt. Unless the Treasury is
able to repurchase outstanding debt, some of the secu-
rities that are now outstanding, such as long-term
bonds, will not be available for redemption over the
next 10 year$. Therefore, in any given year, a certain
amount of debt will remain outstanding and incur in-
terest costs, regardless of the size of the surplus. For

1. The Department of the Treasury has repurchased $2 billion of out-
standing marketable debt through March 16, 2000. CBO did not in-
corporate any assumptions about debt buybacks in its baseline projec-
tions.

example, CBO estimates that for each variation of the
baseline, the minimum level of outstanding debt will
be $941 billion in 2010 (see Table A-11). The three
variations reach the minimum level of debt in a differ-
ent year. However, once the minimum is reached, the
baseline accounts for any excess cash from the surplus
separately and does not consider proceeds generated
by investing that cash as part of net interest. By 2010,
all three variants will be at the minimum level of debt
for the entire year and will therefore have identical net
interest costs.

Although all three versions of the baseline have
the same net interest costs in 2010, the path of those
costs varies in previous years (see Table A-10). The
inflated variation has the lowest surpluses and thus the
highest federal debt and interest costs of the three vari-
ants. Yet even under that measure, the minimum level
of debt is reached during 2009, and net interest drops
from $230 billion in 1999 to $67 billion in 2010. The
freeze and capped variants also project $67 billion for
net interest in 2010, but the drop is quicker and the
minimum level of debt is reachedr&ar than in the
inflated baseline. As a result, relative to that version,
total net interest costs from 2001 to 2010 are $80 bil-
lion less under the freeze and $136 billion less under
the capped variation. In all three, net interest as a
share of total spending drops from 13 percent in 2000
to about 3 percent in 2010.
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Table A-1.
Mandatory Programs with Expiring Authorizations That Are Assumed to Continue in CBO's Baseline
(By fiscal year, in billions of dollars)

2001 2002 2003 2004 2005 2006 2007 2008 2009 2010

Commaodity Credit Corporation Fund®
Budget authority n.a. n.a. 9.1 8.4 7.0 6.0 5.1 4.8 4.8 4.8
Outlays n.a. n.a. 9.1 8.4 7.0 6.0 51 4.8 4.8 4.8

Ground Transportation Programs Controlled

by Annual Obligation Limitations®
Budget authority n.a. n.a. n.a. 36.9 36.9 36.9 36.9 36.9 36.9 36.9
Outlays n.a. n.a. n.a. 0 0 0 0 0 0 0

Ground Transportation Programs Not Subject
to Annual Obligation Limitations

Budget authority n.a. n.a. n.a. 0.6 0.6 0.6 0.6 0.6 0.6 0.6

Outlays n.a. n.a. n.a. 0.1 0.3 0.5 0.5 0.6 0.6 0.6
Family Preservation and Support

Budget authority n.a. 0.3 0.3 0.3 0.3 0.3 0.3 0.3 0.3 0.3

Outlays n.a. 0.1 0.2 0.3 0.3 0.3 0.3 0.3 0.3 0.3
Rehabilitation Services and Disability Research

Budget authority n.a. n.a. n.a. n.a. n.a. n.a. 2.8 2.8 2.9 3.0

Outlays n.a. n.a. n.a. n.a. n.a. n.a. 1.9 2.7 2.9 3.0

Federal Unemployment Benefits and Allowances

Budget authority n.a. 0.2 0.3 0.3 0.3 0.3 0.3 0.3 0.4 0.4

Outlays n.a. 0.2 0.3 0.3 0.3 0.3 0.3 0.3 0.4 0.4
Food Stamps

Budget authority n.a. n.a. 20.8 21.6 22.3 23.0 23.7 24.5 25.3 26.1

Outlays n.a. n.a. 19.9 215 22.3 23.0 23.7 24.5 25.3 26.1
Child Nutrition®

Budget authority n.a. n.a. n.a. 0.5 0.5 0.5 0.6 0.6 0.6 0.6

Outlays n.a. n.a. n.a. 0.4 0.5 0.5 0.6 0.6 0.6 0.6
Child Care Entitlements to States

Budget authority n.a. n.a. 2.7 2.7 2.7 2.7 2.7 2.7 2.7 2.7

Outlays n.a. n.a. 2.2 2.7 2.7 2.7 2.7 2.7 2.7 2.7
Temporary Assistance for Needy Families

Budget authority n.a. n.a. 16.7 16.9 16.9 16.9 16.9 16.9 16.9 16.9

Outlays n.a. n.a. 17.4 17.8 18.1 18.2 18.3 18.4 18.4 18.4
Veterans' Compensation COLAs

Budget authority 0.4 0.9 1.4 2.0 2.7 3.1 34 4.3 4.8 55

Outlays 0.3 0.8 14 1.9 2.7 3.0 3.3 4.2 4.8 5.4
Total

Budget authority 0.4 1.4 51.3 90.2 90.4 90.4 93.4 94.9 96.4 97.9

Outlays 0.3 11 50.4 53.4 54.1 54.5 56.8 59.1 60.8 62.3

SOURCE: Congressional Budget Office.
NOTE: n.a. =not applicable; COLAs = cost-of-living adjustments.

a. Agricultural commodity price and income supports under the Federal Agriculture Improvement and Reform Act of 1996 (FAIR) generally expire
after 2002. Although permanent price support authority under the Agricultural Adjustment Act of 1939 and the Agricultural Act of 1949 would
then become effective, section 257(b)(2)(iii) of the Deficit Control Act provides that the baseline must assume continuation of the FAIR provi-
sions.

b.  Authorizing legislation provides contract authority, which is counted as mandatory budget authority. However, because spending is subject to
obligation limitations specified in annual appropriation acts, outlays are considered discretionary.

c.  The expiring child nutrition programs encompass the Summer Food Program and state administrative expenses.
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Table A-2.
CBO's Projections of Discretionary Spending Under Alternative Versions of the Baseline
(By fiscal year, in billions of dollars)

2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010

Discretionary Spending Grows at the Rate of Inflation After 2000 a
Budget Authority 570 607 622 638 654 669 685 702 719 737 754
Outlays 603 635 650 667 682 700 714 727 747 764 782

Discretionary Spending Is Frozen at the Level Enacted for 2000  *#
Budget Authority 570 586 586 586 586 586 586 586 586 586 586
Outlays 603 625 627 628 623 625 622 620 621 621 621

Discretionary Spending Equals CBO's Estimates of the Statutory Caps Through 2002
and Grows at the Rate of Inflation Thereafter

Budget Authority 570 541 550 564 578 593 607 623 638 654 671
Outlays 603 579 571 585 600 615 630 646 662 679 696

SOURCE: Congressional Budget Office.

NOTE: InCBO's projections, discretionary outlays are always higher than budget authority because of spending from the Highway Trust Fund and
the Airport and Airway Trust Fund, which is subject to obligation limitations in appropriation acts. The budget authority for such programs is
provided in authorizing legislation and is not considered discretionary. Another reason outlays exceed budget authority is that they include

spending from appropriations provided in previous years.

a. After adjustment for advance appropriations.
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Table A-3.
The Budget Outlook Under Current Policies (By fiscal year, in billions of dollars)

Total, Total,
Actual 2001- 2001-
1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2005 2010

Discretionary Spending Grows at the Rate of Inflation After 2000 a

On-Budget Surplus 1 26 15 29 36 42 48 92 121 138 169 202 171 893
Off-BudgetSurplus 124 153 166 182 195 209 225 238 253 266 280 293 _976 2307

Total Surplus 124 179 181 212 231 250 273 330 374 404 449 495 1,147 3,199
Discretionary Spending Is Frozen at the Level Enacted for 2000  *#

On-Budget Surplus 1 26 27 54 77 106 132 197 248 290 349 410 396 1,891
Off-BudgetSurplus 124 153 166 182 196 209 225 239 254 267 281 294 _978 2313

Total Surplus 124 179 192 237 273 315 358 436 502 558 629 704 1,374 4,204

Discretionary Spending Equals CBO's Estimates of the Statutory Caps Through 2002
and Grows at the Rate of Inflation Thereafter

On-Budget Surplus 1 26 73 115 129 139 154 202 234 261 300 341 610 1,948
Off-BudgetSurplus 124 153 166 182 195 209 225 238 253 266 280 293 _976 2307

Total Surplus 124 179 239 297 324 348 379 440 487 527 580 634 1,587 4,255

SOURCE: Congressional Budget Office.

a. After adjustment for advance appropriations.
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Table A-4.
Changes in CBO'’s Estimates of Surpluses Since January 2000 Under Alternative Versions
of the Baseline (BYy fiscal year, in billions of dollars)
2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010
Discretionary Spending Grows at the Rate of Inflation After 2000 a
January 2000 Total Surplus 176 177 209 227 246 268 325 368 399 444 489
Technical Changes
Revenues 0 0 0 0 0 0 0 0 0 0 0
Outlays
Discretionary * * * -2 -2 -2 -2 -3 -3 -4 -4
Mandatory -4 -5 -2 -2 -2 -1 -1 * 1 2 3
Net interest = = -1 1 1 1 2 2 -3 4 )
Subtotal -3 -4 -3 -5 -5 -5 -5 -5 -5 -5 -6
Total Changes 3 4 3 5 5 5 5 5 5 5 6
March 2000 Total Surplus 179 181 212 231 250 273 330 374 404 449 495
Discretionary Spending Is Frozen at the Level Enacted for 2000  *#
January 2000 Total Surplus 176 188 232 271 312 355 434 500 556 628 703
Technical Changes
Revenues 0 0 0 0 0 0 0 0 0 0 0
Outlays
Discretionary * * -1 1 * * * * * * *
Mandatory -4 -5 -2 -2 -2 -1 -1 * 1 2 3
Net interest i i -1 A1 A1 A1 -1 2 2 3 4
Subtotal -3 -5 -4 -2 -3 -3 -2 -2 -2 -1 -1
Total Changes 3 5 4 2 3 3 2 2 2 1 1
March 2000 Total Surplus 179 192 237 273 315 358 436 502 558 629 704
Discretionary Spending Equals CBO's Estimates of the Statutory Caps Through 2002
and Grows at the Rate of Inflation Thereafter
January 2000 Total Surplus 176 235 294 321 345 376 438 485 526 579 633
Technical Changes
Revenues 0 0 0 0 0 0 0 0 0 0 0
Outlays
Discretionary * 1 * * * * * * * * *
Mandatory -4 -5 -2 -2 -2 -1 -1 * 1 2 3
Net interest i = -1 1 A1 A1 -1 2 2 3 4
Subtotal -3 -4 -3 -3 -3 -2 -2 -2 -1 -1 -1
Total Changes 3 4 3 3 3 2 2 2 1 1 1
March 2000 Total Surplus 179 239 297 324 348 379 440 487 527 580 634

SOURCE: Congressional Budget Office.
NOTE: * = between -$500 million and $500 million.

a. After adjustment for advance appropriations.
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Table A-5.
Credit Subsidy Reestimates Since 1999 (By fiscal year, in billions of dollars)

2000 (Projected) 2001 (Projected)
Actual January March January March
1999 Baseline Baseline Baseline Baseline
Student Loans 0 0 -1.7 0 0
Federal Communications Commission's
Spectrum Auctions 1.4 -1.8 -1.8 0 -1.6
Small Business Administration -0.3 -0.5 -0.6 0 0
Federal Housing Administration 4.9 0 0 0 0
Veterans’ Housing 0.4 0 0.2 0 0
Other -0.1 * 0.4 0 _0
Total 6.3 -2.2 -3.5 0 -1.6

SOURCE: Congressional Budget Office.

NOTE: * = less than $50 million.
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Table A-6.
CBO's Baseline Budget Projections, Assuming That Discretionary Spending Grows
at the Rate of Inflation After 2000 (By fiscal year)

Actual
1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010

In Billions of Dollars

Revenues
Individual income 879 945 986 1,026 1,068 1,112 1,162 1,217 1,275 1,339 1,407 1,480
Corporate income 185 189 189 187 190 194 200 208 216 225 233 242
Social insurance 612 653 684 714 742 770 808 842 878 913 954 998
Other 151 158 158 169 177 187 192 198 202 210 218 226
Total 1,827 1,945 2,016 2,096 2,177 2,263 2,361 2,465 2,572 2,686 2,813 2,946
On-budget 1,383 1,465 1,515 1,571 1,630 1,693 1,764 1,843 1,923 2,010 2,106 2,208
Off-budget 444 480 502 525 547 570 597 623 649 676 707 738
Outlays
Discretionary spending 575 603 635 650 667 682 700 714 727 747 764 782
Mandatory spending 978 1,017 1,067 1,118 1,180 1,248 1,329 1,385 1,461 1,552 1,646 1,748
Offsetting receipts -80 -79 -85 -92 -94 -94 -99 -104 -109 -114 -120 -126
Net interest 230 224 218 209 193 176 159 140 120 98 78 67
Proceeds from investing
excess cash n.a. n.a. n.a. n.a. n.a. n.a. n.a. n.a. n.a. n.a. -5 -20
Total 1,703 1,766 1,835 1,885 1,945 2,012 2,089 2,135 2,198 2,282 2,364 2,451
On-budget 1,382 1,439 1,499 1542 1,593 1,651 1,716 1,751 1,802 1,872 1,937 2,006
Off-budget 321 327 336 343 352 361 373 384 397 410 427 445
Surplus 124 179 181 212 231 250 273 330 374 404 449 495
On-budget 1 26 15 29 36 42 48 92 121 138 169 202
Off-budget 124 153 166 182 195 209 225 238 253 266 280 293
Debt Held by the Public 3,633 3,452 3,284 3,078 2,858 2,618 2,355 2,034 1,667 1,270 1,016 941

Accumulated Excess Cash n.a. n.a. n.a. n.a. n.a. n.a. n.a. n.a. n.a. n.a. 189 603
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Table A-6.
Continued
Actual
1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010
As a Percentage of GDP
Revenues
Individual income 9.6 9.9 9.8 9.8 9.7 9.7 9.7 9.8 9.8 9.9 9.9 10.0
Corporate income 2.0 2.0 1.9 1.8 1.7 1.7 1.7 1.7 1.7 1.7 1.6 1.6
Social insurance 6.7 6.8 6.8 6.8 6.8 6.7 6.8 6.8 6.8 6.7 6.7 6.7
Other 1.7 1.6 1.6 1.6 1.6 1.6 1.6 1.6 1.6 15 15 15
Total 200 203 201 200 199 198 198 198 198 19.8 198 1938
On-budget 152 153 151 150 149 148 148 148 148 148 148 149
Off-budget 4.9 5.0 5.0 5.0 5.0 5.0 5.0 5.0 5.0 5.0 5.0 5.0
Outlays
Discretionary spending 6.3 6.3 6.3 6.2 6.1 6.0 5.9 5.7 5.6 5.5 5.4 5.3
Mandatory spending 10.7 106 106 10.7 108 109 111 111 112 114 116 118
Offsetting receipts -9 -08 -08 -09 09 -08 -08 -08 -08 -08 -08 -09
Net interest 25 2.3 2.2 2.0 1.8 15 1.3 11 0.9 0.7 0.5 0.5
Proceeds from investing
excess cash n.a. n.a. n.a. n.a. n.a. n.a. n.a. n.a. na. n.a. * -0
Total 187 184 183 180 178 176 175 171 169 168 16.6 165
On-budget 152 150 149 147 145 145 144 141 139 138 136 135
Off-budget 3.5 3.4 3.3 3.3 3.2 3.2 3.1 3.1 3.0 3.0 3.0 3.0
Surplus 14 1.9 1.8 2.0 21 2.2 2.3 2.7 29 3.0 3.2 3.3
On-budget * 0.3 0.2 0.3 0.3 0.4 0.4 0.7 0.9 1.0 1.2 14
Off-budget 14 1.6 1.7 1.7 1.8 1.8 1.9 1.9 1.9 2.0 2.0 2.0
Debt Held by the Public 399 36.0 327 293 261 229 198 16.3 1238 9.3 7.2 6.3
Accumulated Excess Cash n.a. n.a. n.a. n.a. n.a. n.a. n.a. n.a. n.a. n.a. 1.3 4.1
Memorandum:
Gross Domestic Product
(Billions of dollars) 9,116 9,583 10,038 10,496 10,954 11,422 11,924 12,453 13,006 13,583 14,202 14,856

SOURCE: Congressional Budget Office.

NOTE: n.a. = not applicable; * = less than 0.05 percent of GDP.
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Table A-7.
CBO's Baseline Budget Projections, Assuming That Discretionary Spending Is Frozen
at the Level Enacted for 2000 (By fiscal year)

Actual
1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010

In Billions of Dollars

Revenues
Individual income 879 945 986 1,026 1,068 1,112 1,162 1,217 1,275 1,339 1,407 1,480
Corporate income 185 189 189 187 190 194 200 208 216 225 233 242
Social insurance 612 653 684 714 742 770 808 842 878 913 954 998
Other 151 158 158 _169 _177 187 192 198 202 210 218 226
Total 1,827 1,945 2,016 2,096 2,177 2,263 2,361 2,465 2,572 2,686 2,813 2,946
On-budget 1,383 1,465 1,515 1,571 1,630 1,693 1,764 1,843 1,923 2,010 2,106 2,208
Off-budget 444 480 502 525 547 570 597 623 649 676 707 738
Outlays
Discretionary spending 575 603 625 627 628 623 625 622 620 621 621 621
Mandatory spending 978 1,017 1,067 1,118 1,180 1,248 1,329 1,385 1,461 1,552 1,646 1,748
Offsetting receipts -80 -79 -85 -92 -94 -94 -99 -104 -109 -114 -120 -126
Net interest 230 224 218 207 190 170 149 125 99 79 72 67
Proceeds from investing
excess cash n.a. n.a. n.a. n.a. n.a. n.a. n.a. n.a. n.a. -10 -36 -68
Total 1,703 1,766 1,824 1,860 1,904 1,948 2,004 2,029 2,070 2,129 2,183 2,242
On-budget 1,382 1,439 1,488 1,517 1,552 1,587 1,632 1,645 1,674 1,720 1,758 1,798
Off-budget 321 327 336 343 352 361 372 384 396 409 426 444
Surplus 124 179 192 237 273 315 358 436 502 558 629 704
On-budget 1 26 27 54 77 106 132 197 248 290 349 410
Off-budget 124 153 166 182 196 209 225 239 254 267 281 294
Debt Held by the Public 3,633 3,452 3,272 3,041 2,780 2,476 2,128 1,701 1,206 1,078 1,016 941

Accumulated Excess Cash n.a. n.a. n.a. n.a. n.a. n.a. n.a. n.a. n.a. 423 984 1,607
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Table A-7.
Continued
Actual
1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010
As a Percentage of GDP
Revenues
Individual income 9.6 9.9 9.8 9.8 9.7 9.7 9.7 9.8 9.8 9.9 9.9 10.0
Corporate income 2.0 2.0 1.9 1.8 1.7 1.7 1.7 1.7 1.7 1.7 1.6 1.6
Social insurance 6.7 6.8 6.8 6.8 6.8 6.7 6.8 6.8 6.8 6.7 6.7 6.7
Other 17 1.6 1.6 1.6 1.6 1.6 1.6 1.6 1.6 15 15 15
Total 200 203 201 200 199 198 198 198 198 19.8 198 1938
On-budget 152 153 151 150 149 148 148 148 148 148 148 149
Off-budget 4.9 5.0 5.0 5.0 5.0 5.0 5.0 5.0 5.0 5.0 5.0 5.0
Outlays
Discretionary spending 6.3 6.3 6.2 6.0 5.7 55 5.2 5.0 4.8 4.6 4.4 4.2
Mandatory spending 10.7 106 106 10.7 108 109 111 111 112 114 116 118
Offsetting receipts -9 -08 -08 -09 09 -08 -08 -08 -08 -08 -08 -09
Net interest 25 2.3 2.2 2.0 1.7 15 1.2 1.0 0.8 0.6 0.5 0.5
Proceeds from investing
excess cash n.a. n.a. n.a. n.a. n.a. n.a. n.a. n.a. na. -0.1 _-03 -05
Total 187 184 182 177 174 171 168 163 159 157 154 151
On-budget 152 150 148 145 142 139 137 132 129 127 124 121
Off-budget 35 3.4 3.3 3.3 3.2 3.2 3.1 3.1 3.0 3.0 3.0 3.0
Surplus 14 1.9 1.9 2.3 25 2.8 3.0 35 3.9 4.1 4.4 4.7
On-budget * 0.3 0.3 0.5 0.7 0.9 11 1.6 1.9 2.1 25 2.8
Off-budget 14 1.6 1.7 1.7 1.8 1.8 1.9 1.9 2.0 2.0 2.0 2.0
Debt Held by the Public 399 36.0 326 290 254 217 178 137 9.3 7.9 7.2 6.3
Accumulated Excess Cash n.a. n.a. n.a. n.a. n.a. n.a. n.a. n.a. n.a. 3.1 6.9 10.8
Memorandum:
Gross Domestic Product
(Billions of dollars) 9,116 9,583 10,038 10,496 10,954 11,422 11,924 12,453 13,006 13,583 14,202 14,856

SOURCE: Congressional Budget Office.

NOTE: n.a. = not applicable; * = less than 0.05 percent of GDP.
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Table A-8.
CBO's Baseline Budget Projections, Assuming That Discretionary Spending Equals CBQO's Estimates
of the Statutory Caps Through 2002 and Grows at the Rate of Inflation Thereafter (By fiscal year)

Actual
1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010

In Billions of Dollars

Revenues
Individual income 879 945 986 1,026 1,068 1,112 1,162 1,217 1,275 1,339 1,407 1,480
Corporate income 185 189 189 187 190 194 200 208 216 225 233 242
Social insurance 612 653 684 714 742 770 808 842 878 913 954 998
Other 4151 _158 _158 _169 _177 _187 _192 _198 202 210 218 226
Total 1,827 1,945 2,016 2,096 2,177 2,263 2,361 2,465 2,572 2,686 2,813 2,946
On-budget 1,383 1,465 1,515 1,571 1,630 1,693 1,764 1,843 1,923 2,010 2,106 2,208
Off-budget 444 480 502 525 547 570 597 623 649 676 707 738
Outlays
Discretionary spending 575 603 579 571 585 600 615 630 646 662 679 696
Mandatory spending 978 1,017 1,067 1,118 1,180 1,248 1,329 1,385 1,461 1,552 1,646 1,748
Offsetting receipts -80 -79 -85 -92 -94 -94 -99 -104 -109 -114 -120 -126
Net interest 230 224 217 203 182 161 138 114 91 77 72 67
Proceeds from investing
excess cash n.a. n.a. n.a. n.a. n.a. n.a. n.a. na. _-3 -18 -44 -72
Total 1,703 1,766 1,777 1,799 1,853 1,915 1,982 2,025 2,085 2,159 2,233 2,312
On-budget 1,382 1,439 1,442 1,457 1,501 1,553 1,610 1,641 1,688 1,749 1,806 1,867
Off-budget 321 327 336 343 352 361 373 384 397 410 427 445
Surplus 124 179 239 297 324 348 379 440 487 527 580 634
On-budget 1 26 73 115 129 139 154 202 234 261 300 341
Off-budget 124 153 166 182 195 209 225 238 253 266 280 293
Debt Held by the Public 3,633 3,452 3,226 2,934 2,622 2,285 1,916 1,485 1,142 1,078 1,016 941

Accumulated Excess Cash n.a. n.a. n.a. n.a. n.a. n.a. n.a. n.a. 137 593 1,105 1,659
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Table A-8.
Continued
Actual
1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010
As a Percentage of GDP
Revenues
Individual income 9.6 9.9 9.8 9.8 9.7 9.7 9.7 9.8 9.8 9.9 9.9 10.0
Corporate income 2.0 2.0 1.9 1.8 1.7 1.7 1.7 1.7 1.7 1.7 1.6 1.6
Social insurance 6.7 6.8 6.8 6.8 6.8 6.7 6.8 6.8 6.8 6.7 6.7 6.7
Other 1.7 1.6 1.6 1.6 1.6 1.6 1.6 1.6 1.6 15 15 15
Total 200 203 201 200 199 19.8 198 198 198 19.8 198 1938
On-budget 152 153 151 150 149 148 148 148 148 148 148 14.9
Off-budget 4.9 5.0 5.0 5.0 5.0 5.0 5.0 5.0 5.0 5.0 5.0 5.0
Outlays
Discretionary spending 6.3 6.3 5.8 5.4 5.3 5.3 5.2 5.1 5.0 4.9 4.8 4.7
Mandatory spending 10.7 106 10.6 10.7 108 109 111 111 112 114 116 11.8
Offsetting receipts -9 -08 -08 -09 09 -08 -08 -08 -08 -08 -08 -09
Net interest 25 2.3 2.2 1.9 1.7 14 1.2 0.9 0.7 0.6 0.5 0.5
Proceeds from investing
excess cash n.a. n.a. n.a. n.a. n.a. n.a. n.a. n.a. * 01 _-0.3 _-05
Total 187 184 177 171 169 168 166 163 16.0 159 157 156
On-budget 152 150 144 139 137 136 135 132 13.0 129 127 126
Off-budget 35 34 3.3 3.3 3.2 3.2 3.1 3.1 3.0 3.0 3.0 3.0
Surplus 14 1.9 2.4 2.8 3.0 3.0 3.2 3.5 3.7 3.9 4.1 4.3
On-budget * 0.3 0.7 11 1.2 1.2 1.3 1.6 1.8 1.9 2.1 2.3
Off-budget 14 1.6 1.7 1.7 1.8 1.8 1.9 1.9 1.9 2.0 2.0 2.0
Debt Held by the Public 399 360 321 280 239 200 161 119 8.8 7.9 7.2 6.3
Accumulated Excess Cash n.a. n.a. n.a. n.a. n.a. n.a. n.a. n.a. 1.1 4.4 78 11.2
Memorandum:
Gross Domestic Product
(Billions of dollars) 9,116 9,583 10,038 10,496 10,954 11,422 11,924 12,453 13,006 13,583 14,202 14,856

SOURCE: Congressional Budget Office.

NOTES: n.a. =not applicable; * = less than 0.05 percent of GDP.
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Table A-9.
CBO's Projections of Mandatory Spending (By fiscal year, in billions of dollars)

Actual
1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010

Means-Tested Programs

Medicaid 108 115 124 134 145 158 172 188 204 223 243 264
State Children’s Health Insurance
Program 2 3 3 3 4 4 4 4 4 4 5

19 19 20 21 22 22 23 24 25 25 26
29 30 32 34 36 41 40 38 44 46 49
24 24 24 25 25 26 26 26 27
3 4 4 4 4 3 4 4 4
10 10 11 11 12 12 13 13 14
26 26 27 27 28 28 29 29 30 30 31
5 5 5 5 5 5 5 5 5 5 5
-5 _6

Food Stamps

Supplemental Security Income
Family Support®

Veterans' Pensions

Child Nutrition

Earned Income and Child Tax Credits
Student Loans

Foster Care 6 7 7 7 8 8 9 10 10

| N NN
G WoOwoowotr
N
N
N
w

Total 221 235 249 264 280 297 320 337 355 382 407 435

Non-Means-Tested Programs

Social Security 387 402 419 440 460 482 507 532 559 588 621 657
Medicare 209 218 236 244 264 284 310 320 349 375 _403 _434
Subtotal 596 620 656 683 725 766 816 852 908 963 1,024 1,091

Other Retirement and Disability
Federal Civilian® 49 51 53 55 58 61 63 66 69 72 76 79
Military 32 33 34 35 35 36 38 39 40 41 42 43
Other 5 _5 _5 _5 _5 _5 _5 _5 _5 _5 _5 _5
Subtotal 85 88 91 95 98 102 106 110 114 118 123 127
Unemployment Compensation 21 22 23 24 27 29 31 33 35 37 38 40

Other Programs
Veterans' benefits® 22 22 23 24 25 26 29 27 26 29 29 30
Commodity Credit Corporation Fund 18 22 11 10 9 8 7 6 5 5 5 5
Social services 5 4 5 5 5 5 5 5 5 5 5 5
Credit liquidating accounts -2 -12 -10 9 -210 -11 -112 -11 -11 -1 -1 -10
Universal Service Fund 3 4 5 5 6 11 12 12 12 12 12 12
Other 19 11 14 16 16 14 15 15 13 13 14 14
Subtotal 60 54 48 51 50 54 55 53 51 54 55 56
Total 758 782 818 853 900 951 1,009 1,048 1,107 1,171 1,239 1,314
Total

All Mandatory Spending 978 1,017 1,067 1,118 1,180 1,248 1,329 1,385 1,461 1,552 1,646 1,748

SOURCE: Congressional Budget Office.

NOTE: Spending for the benefit programs shown above generally excludes administrative costs, which are discretionary. Spending for Medicare
also excludes premiums, which are considered offsetting receipts.

a. Includes Temporary Assistance for Needy Families, Family Support, Child Care Entitlements to States, and Children's Research and Technical
Assistance.

b. Includes Civil Service, Foreign Service, Coast Guard, and other retirement programs and annuitants' health benefits.
c. Includes veterans' compensation, readjustment benefits, life insurance, and housing programs.
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Table A-10.
CBO's Projections of Federal Interest Outlays Under Alternative Versions of the Baseline
(By fiscal year, in billions of dollars)

Actual
1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010

Discretionary Spending Grows at the Rate of Inflation After 2000 a

Interest on Public Debt

(Gross interest)® 354 363 371 374 372 369 366 363 359 355 354 362

Interest Received by Trust Funds
Social Security 52 60 -70 -80 -912 -102 -113 -125 -138 -152 -167 -182
Other trust funds® -67 _-714 _-75 _-79 _-82 _-84 -87 _-90 _-93 _-97 -100 -104
Subtotal -119 -131 -144 -159 -173 -186 -200 -215 -231 -249 -267 -286
Other Interest’ -5 8 8 <+ 6 -+ _8 8 _8 8 9 _9
Total (Net interest) 230 224 218 209 193 176 159 140 120 98 78 67

Discretionary Spending Is Frozen at the Level Enacted for 2000  *#

Interest on Public Debt

(Gross interest)® 354 363 371 373 369 363 356 349 338 337 348 362

Interest Received by Trust Funds
Social Security 52 60 -70 -80 -912 -102 -113 -125 -138 -152 -167 -182
Other trust funds® -67 _-714 _-75 _-79 _-82 _-84 -87 _-90 _-93 _-97 -100 -104
Subtotal -119 -131 -144 -159 -173 -186 -200 -215 -231 -249 -267 -286
Other Interest’ -5 8 8 <+ 6 -+ _8 8 _8 8 9 _9
Total (Net interest) 230 224 218 207 190 170 149 125 99 79 72 67

Discretionary Spending Equals CBO's Estimates of the Caps Through 2002
and Grows at the Rate of Inflation Thereafter

Interest on Public Debt

(Gross interest)® 354 363 369 369 361 354 345 337 330 335 348 362

Interest Received by Trust Funds
Social Security 52 60 -70 -80 -912 -102 -113 -125 -138 -152 -167 -182
Other trust funds® -67 _-714 _-75 _-79 _-82 _-84 -87 _-90 _-93 _-97 -100 -104
Subtotal -119 -131 -144 -159 -173 -186 -200 -215 -231 -249 -267 -286
Other Interest’ -5 8 8 <+ 6 -+ _8 8 _8 8 9 _9
Total (Net interest) 230 224 217 203 182 161 138 114 91 77 72 67

SOURCE: Congressional Budget Office.

NOTE: Because proceeds from investing cash are not considered part of net interest, they are not shown in this table.

a. After adjustment for advance appropriations.

b. Excludes interest costs of debt issued by agencies other than the Treasury (primarily the Tennessee Valley Authority).

c. Principally Civil Service Retirement, Military Retirement, Medicare, unemployment insurance, and the Airport and Airway Trust Fund.

d. Primarily interest on loans to the public.
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Table A-11.

CBO's Projections of Federal Debt at the End of the Year Under Alternative Versions of the Baseline

(By fiscal year, in billions of dollars)

Actual
1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010
Discretionary Spending Grows at the Rate of Inflation After 2000 a
Debt Held by the Public 3,633 3,452 3,284 3,078 2,858 2,618 2,355 2,034 1,667 1,270 1,016 941
Debt Held by Government Accounts
Social Security 855 1,009 1,475 1,358 1,554 1,762 1,987 2,225 2,478 2,745 3,025 3,317
Other government accounts® 1,118 1,200 1274 1361 1446 1528 1,609 1,698 1,786 1,882 1967 2,051
Subtotal 1,973 2,209 2,449 2,719 2,999 3,290 3,596 3,924 4,265 4,626 4,991 5,368
Gross Federal Debt 5,606 5,661 5,733 5,796 5,857 5,909 5951 5957 5932 5,896 6,007 6,309
Debt Subject to Limit° 5,566 5,622 5,694 5,757 5,824 5880 5929 5936 5911 5,875 5,798 5,686
Accumulated Excess Cash Greater
than Debt Available for Redemption n.a. n.a. n.a. n.a. n.a. n.a. n.a. n.a. n.a. n.a. 189 603
Net Indebtedness® 3,633 3452 3,284 3,078 2,858 2,618 2,355 2,034 1,667 1,270 827 338
Memorandum:
Debt Held by the Public as a
Percentage of GDP 39.9 36.0 327 293 261 229 19.8 16.3 12.8 9.3 7.2 6.3
Discretionary Spending Is Frozen at the Level Enacted for 2000 @
Debt Held by the Public 3,633 3,452 3,272 3,041 2,780 2,476 2,128 1,701 1,206 1,078 1,016 941
Debt Held by Government Accounts
Social Security 855 1,009 1,475 1,358 1,554 1,762 1,987 2,225 2,478 2,745 3,025 3,317
Other government accounts® 1,118 1,200 1274 1361 1446 1528 1,609 1,698 1,786 1,882 1967 2,051
Subtotal 1,973 2,209 2,449 2,719 2,999 3,290 3,596 3,924 4,265 4,626 4,991 5,368
Gross Federal Debt 5,606 5,661 5,722 5760 5,779 5,766 5,724 5624 5471 5,704 6,007 6,309
Debt Subject to Limit° 5,566 5,622 5,683 5,721 5,746 5,738 5,702 5603 5450 5,260 5,002 4,682
Accumulated Excess Cash Greater
than Debt Available for Redemption n.a. n.a. n.a. n.a. n.a. n.a. n.a. n.a. n.a. 423 984 1,607
Net Indebtedness® 3,633 3,452 3,272 3,041 2,780 2,476 2,128 1,701 1,206 655 32 -666
Memorandum:
Debt Held by the Public as a
Percentage of GDP 39.9 36.0 326 290 254 217 17.8 137 9.3 7.9 7.2 6.3
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Table A-11.
Continued
Actual
1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010
Discretionary Spending Equals CBO's Estimates of the Statutory Caps Through 2002
and Grows at the Rate of Inflation Thereafter
Debt Held by the Public 3,633 3,452 3,226 2934 2622 2,285 1,916 1,485 1,142 1,078 1,016 941
Debt Held by Government Accounts
Social Security 855 1,009 1,475 1,358 1,554 1,762 1,987 2,225 2,478 2,745 3,025 3,317
Other government accounts® 1,118 1,200 1274 1361 1446 1528 1,609 1,698 1,786 1,882 1967 2,051
Subtotal 1,973 2,209 2,449 2,719 2,999 3,290 3,596 3,924 4,265 4,626 4,991 5,368
Gross Federal Debt 5,606 5,661 5,675 5,653 5,621 5576 5512 5,408 5,407 5,704 6,007 6,309
Debt Subject to Limit° 5,566 5,622 5,636 5,614 5588 5547 5,489 5387 5249 5,090 4,881 4,630
Accumulated Excess Cash Greater
than Debt Available for Redemption n.a. n.a. n.a. n.a. n.a. n.a. n.a. n.a. 137 593 1,105 1,659
Net Indebtedness® 3,633 3452 3,226 2934 2622 2,285 1,916 1,485 1,005 484 -90 -718
Memorandum:
Debt Held by the Public as a
Percentage of GDP 39.9 36.0 321 280 239 200 16.1 119 8.8 7.9 7.2 6.3

SOURCE: Congressional Budget Office.

NOTE: n.a. = not applicable.

a. After adjustment for advance appropriations.

b. Mainly Civil Service Retirement, Military Retirement, Medicare, unemployment insurance, and the Airport and Airway Trust Fund.

c. Differs from gross federal debt primarily because most debt issued by agencies other than the Treasury is excluded from the debt limit. The
current debt limit is $5,950 billion.

d. Debt held by the public minus excess cash.







Appendix B

Estimates of Outlays
for National Defense

nder the President's budgetary proposals, dis-
U cretionary outlays for national defense would
total $294.6 billion in 2001, the Congressional
Budget Office (CBO) estimates. That figure is $2.5
billion higher than the Administration's estimate. Esti-
mating differences of that size have been common over
the past several years; overall, however, CBO's esti-
mates have been more accurate than the Administra-
tion's. Between 1994 and 1999, the Administration's
estimates were always too low, averaging $4.3 billion
—or about 1.6 percent—less than actual spending.
CBO's estimates during that time were also generally
too low but were closer to actual spending, with an
average error of $3.7 billion. In addition, current pro-
jections suggest that CBO's estimates for 2000 were
much closer to the mark than the Administration's.

Accuracy of Past Estimates

CBO and the Administration consistently produce dif-
ferent estimates of defense spendifuring the mid-
1990s, differences in estimates of the outlays that
would result from the President's budget requests were
relatively small—about $1 billion to $2 billion annu-
ally, or less than 1 percent. But more recently, those
differences have increased, peaking last year when

1. The Administration's defense estimates are produced jointly by the
Office of Management and Budget and the Department of Defense.

CBO's estimate for the President's 2000 budget re-
guest exceeded the Administration's estimate by $9.6
billion (see Table B-1). Although the size of the dif-

Table B-1.

Differences Between CBO's and the
Administration's Estimates of Outlays from
the President's Budget Requests for Defense
Discretionary Programs, 1994-2001

(By fiscal year, in billions of dollars)

Difference
(CBO minus
Adminis- Adminis-
CBO tration tration
1994 279.3 277.7 1.6
1995 271.7 271.1 0.6
1996 263.7 262.2 15
1997 261.6 259.4 2.2
1998 265.8 260.1 5.7
1999 270.2 266.5 3.7
2000 284.5 274.8 9.6
2001 294.6 292.1 25

SOURCES: Congressional Budget Office; Office of Management
and Budget.
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Table B-2.
Accuracy of CBO's and the Administration's Estimates of Defense Discretionary Outlays, 1994-1999
(By fiscal year, in billions of dollars)
1994 1995 1996 1997 1998 1999

Estimated Outlays (Based on enacted appropriations)

CBO 276.0 270.2 264.2 265.1 268.4 277.8

omMB? 275.5 271.4 263.5 264.3 264.4 2745
Actual Outlays 282.3 273.6 266.0 271.7 270.2 275.5
Difference (Actual minus estimate)®

CBO 6.3 3.4 1.8 6.6 1.8 -2.3

OMB 6.8 2.2 2.4 7.4 5.8 1.0
SOURCES: Congressional Budget Office; Office of Management and Budget.

a.

OMB did not publish its estimates of total defense appropriations for 1994 through 1996; as a result, CBO compiled estimates for those years

using OMB's estimates of individual appropriation bills. Estimates for 1997 through 1999 come from OMB's sequestration reports.

b. Positive numbers indicate an underestimate and negative numbers an overestimate.

ference has varied, the Administration's estimates have
consistently been lower than CBO's.

The relative accuracy of CBO and the Adminis-
tration can be measured by comparing their estimates
of spending based on enacted appropriations (as op-
posed to estimates based on requested appropriations)
with actual defense spendiAgAnalyzing the most
recent estimates for 2000 also yields some insights
into differences between the Administration and CBO.

Estimates for 1994 through 1999

During the mid-1990s, CBO and the Administration
produced similar estimates of defense outlays. The
Administration's average annual error betw&éa4

and 1996, $3.8 ibi on, was virtually the same as
CBO's average error, but CBO's estimates were closer
to actual spending in two of those three years (see
Table B-2). Both sets of estimates were relatively ac-
curate when excluding the effect of an unexpected
shift of one military payday from 1995 into 1994.
That action caused 1994 outlays to jump by about
$2.4 billion but had no effect on the size of errors in
later years. Excluding that portion of the 1994 error,

2. The earliest year for which detailed data are available about Adminis-

tration estimates based on enacted appropriations is 1994.

both sets of estimates averaged within $3 billion, or
about 1.1 percent, of actual spending over the 1994-
1996 period. However, both sets consistently under-
estimated spending.

In 1997, CBO's estimate was more accurate than
the Administration's but was $6.6 billion too low.
During the next two years, CBO's estimates missed
actual spending by about $2 billion annually. Al-
though its estimate was too low again in 1998, CBO
broke that pattern in 1999 when its estimate exceeded
actual spending by just over $2 billion, or about 0.8
percent. The Administration's estimates, by contrast,
continued to be too low in every year: by an average
of more than $6.6 billion in 1997 and 1998 and by
about $1 billion in 1999. Over that three-year period,
the Administration's error averaged $4.7 billion a year,
compared with $3.6 billion for CBO. But because
CBO's estimates varied from actual spending in both
directions, its total error over the three-year period
was less than half that of the Administration.

Estimates for 2000

At the start of the budget cycle for 2000, CBO's esti-
mate of defense outlays based on the funds requested
by the President exceeded the Administration's esti-
mate by $9.6 billion. That estimating difference nar-
rowed slightly after the Congress modified the Presi-
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dent's request in its appropriation bills. Nevertheless,
CBO's estimate of defense spending at that point—
$285.2 billion—was still more than $7 billion above
the Administration's estimate.

Recently, both the Administration and CBO up-
dated their estimates to reflect the most current infor-
mation, and both are now projecting outlays in the vi-
cinity of $284 billion to $285 billion. Those estimates
are slightly lower than CBO's original estimate but
sharply higher than the Administration's. It now ap-
pears likely that the Administration's original estimate
of about $277.6 billion was $6 billion to $7 billion too
low. If the most recent projections prove accurate, the
Administration's original estimate of defense spending
will have been too low by an average of at least
$5 billion annually over the 1997-2000 period, or al-
most 2 percent—much larger than CBO's errors over
that time.

Estimating Differences
for 2001

CBO's estimate of defense discretionary outlays for
2001, $294.6 billion, is $2.5 billion more than the Ad-

ministration's figure (see Table B-3). Of that differ-

ence, $2.1 billion is attributable to Department of De-
fense (DoD) programs and about $0.4 billion is from
the atomic weapons activities of the Department of
Energy (DOE).

Spending by the Department of Defense

CBO's estimate of outlays for DoD—the major por-
tion of defense spending—totals $280.6 billion, which
is $2.1 billion more than the Administration's estimate.
Most of that difference is in the operations, procure-

ment, and research and development (R&D) accounts.

In the operations accounts, the main estimating
difference stems from a supplemental appropriation
request for 2000 (other differences in this category
largely offset one another). The Administration re-
guested $2 billion to cover costs associated with oper-
ations in Kosovo and elsewhere. CBO's estimate of

outlays in 2000 from that request is $0.5 billion, com-
pared with the Administration's estimate of $1.5 bil-
lion. CBO believes that most of those funds—$1.1
billion—would be spent in 2001 because the funding
would not be available to DoD until mid-to-late 2000.
Moreover, those funds could be used to cover costs
after 2000 because they would be available until ex-
pended.

The Administration, by contrast, estimates that
most of the outlays would occur in 2000 at the same
rate as if the funds had been provided at the start of
the year. In CBO's view, that approach to estimating
outlays from supplemental appropriations greatly
overstates their impact on the current year (when
spending caps may be of less concern) and minimizes
their impact on the following year (when they might
constrain the opportunities for new funding). In most
cases, funding provided in the second half of a fiscal
year is not obligated and spent at the same rate as
funding provided at the beginning of the year.

Inthe areas of procurement and R&D, estimating
differences are spread among a variety of accounts
and result mainly from differing assumptions about
spending from budget authority that was provided be-
fore 2000.

Spending on Atomic Energy Defense
Activities

CBO estimates that spending on atomic energy defense
activities, which are primarily DOE-related programs,
would total nearly $12.9 billion in 2001. That figure

is about $0.4 billion more than the Administration's
estimate.

Most of that difference stems from the Presi-
dent's proposal to fund certain environmental cleanup
activities. For 2001, the President has requested about
$0.5 billion in new budget authority to fund the design
and construction by the private sector of large-scale
facilities to clean up nuclear waste at DOE sites, in-
cluding the Tank Waste Remediation System project
at Hanford, Washington. The Office of Management
and Budget (OMB), in consultation with the Congress,
has established criteria for the budgetary treatment of
capital investments like the Hanford project. (Those
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criteria are identified in OMB Circular A-11, Appen- Third, DOE would be required to provide the neces-
dix B.) Based on those criteria, it is clear to CBO that sary funds each year in amounts equal to the contrac-
the Hanford project should be treated as a lease-pur- tor's financial commitments, although there is no ex-
chase with substantial government risk, for three rea- plicit government guarantee of third-party financing.
sons. First, the construction would occur on govern- In other words, the contractor would assume no risk
ment land. Second, the Hanford facility would be in-  because the government would pay all of the bills and
tended to meet the specialized needs of DOE; thus, would liquidate the private company's outstanding
there would be little or no private-sector market forit.  debt if the contract was terminated for any reason.

Table B-3.
Comparison of CBO's and the Administration's Estimates of Defense Discretionary Outlays for
Fiscal Year 2001 (In billions of dollars)

Administration Difference (CBO
Estimate in minus adjusted
President's Adjust- Adjusted Administration
CBO Budget ment® Estimate estimate)
Department of Defense
Military personnel 72.5 75.1 -2.5 72.6 -0.1
Operations
Operation and maintenance 107.1 108.6 -1.2 107.5 -0.4
Supplemental operation and maintenance 1.1 0.4 0 0.4 0.7
Working capital funds 1.6 1.7 -0.4 1.3 0.3
Subtotal 109.8 110.8 -1.5 109.2 0.6
Procurement 51.6 51.0 -0.4 50.6 1.0
Research, development, test, and evaluation 37.9 37.7 -0.3 37.4 0.5
Military construction and family housing 8.6 8.6 * 8.6 *
Other 0.2 -4.5 a7 0.2 _*
Total 280.6 278.6 0 278.6 21
Other Departments and Agencies
Atomic energy defense activities
(Mostly Department of Energy) 12.9 125 0 12.5 0.4
Other defense-related activities
(Miscellaneous agencies) 1.0 1.0 0 1.0 _*
Total Defense Outlays 294.6 292.1 0 292.1 25

SOURCES: Congressional Budget Office; Office of Management and Budget.
NOTE: * = less than $50 million.

a. Inthe 2001 budget request, the Administration recorded its estimates of repealing various payment delays (affecting pay for DoD military and
civilian personnel, as well as payments to DoD vendors) in an “other” category. CBO distributed its estimates of those repeal proposals to the
appropriate categories of DoD spending. The adjustmentin this table provides a similar distribution of the Administration's estimates, allowing for
more meaningful comparisons.
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When a project is classified as a lease-purchase For other programs in the atomic energy defense
with substantial government risk, outlays should be category, the remaining $0.1 billion of estimating dif-
estimated as if the government were constructing the ferences arises because CBO estimates that appropria-
project itself. OMB, by contrast, estimated outlays tions from prior years will be spent at a faster rate
assuming that the Hanford project would be an operat- than the Administration assumes.
ing lease, thus recording much smaller spending in the
first years. As a result, CBO's estimate of outlays in
2001 for the cleanup activities is about $0iHdn
higher than the Administration's estimate.
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Major Contributors to the
Revenue and Spending Projections

The following Congressional Budget Office analysts prepared the revenue and spending projections in this
report:

Revenue Projections

Mark Booth Individual income taxes

Pam Greene Estate and gift taxes

Hester Grippando Customs duties, miscellaneous receipts

Carolyn Lynch Corporate income taxes, Federal Reserve System earnings
Larry Ozanne Capital gains realizations

Robert Taylor Excise taxes and social insurance taxes

David Weiner Individual income taxes

Spending Projections

Defense, International Affairs, and Veterans’ Affairs

Kent Christensen Defense (military construction, base closures, outlay estimates)

Evan Christman Veterans' compensation and pensions

Sunita D’Monte International affairs (conduct of foreign affairs and information exchange
activities), veterans’ housing

Raymond Hall Defense (Navy weapons, missile defenses, atomic energy defense)

Sarah Jennings Military retirement, veterans’ education

Matt Martin Intelligence programs, defense acquisition reform

Sam Papenfuss Veterans’ health care, military health care

Dawn Regan Defense (military personnel)

JoAnn Vines Defense (tactical air forces, bombers, Army)

Joseph Whitehill International affairs (development, security, international financial

institutions)
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Health

Chuck Betley
Michael Birnbaum
Julia Christensen

Jeanne De Sa
Cynthia Dudzinski
Eric Rollins

Human Resources

Valerie Baxter
Sheila Dacey
Deborah Kalcevic
Audra Millen
Tami Ohler

Carla Pedone
Eric Rollins

Kathy Ruffing
Christi Hawley Sadoti

Natural and Physical Resources

Coleman Bazelon
Megan Carroll
Lisa Driskill
Shelley Finlayson
Mark Grabowicz
Kathleen Gramp
Mark Hadley

Victoria Heid

Greg Hitz

David Hull

Craig Jagger
Lanette Keith
James Langley
Susanne Mehlman

James O'Keeffe
Deborah Reis
John Righter
Susan Sieg

Medicare, Federal Employees Health Benefits, Public Health Service

Medicare Hospital and Medicare+Choice Outpatient, Public Health Service
Medicare Physician, Federal Employees Health Benefits, Public Health
Service
Medicaid, State Children's Health Insurance Program

Medicare postacute services, Public Health Service

Medicaid, State Children's Health Insurance Program, tobacco

Food Stamps, child nutrition, child care, low-income home energy assistance
Child Support Enforcement, Temporary Assistance for Needy Families
Education
Elementary and secondary education, Pell grants
Pension Benefit Guaranty Corporation
Housing assistance
Federal civilian retirement, Supplemental Security Income, child and family
services
Social Security
Unemployment insurance, training programs, aging programs, arts and
humanities, foster care

Spectrum auction receipts
Water resources, Federal Emergency Management Agency
Energy
Conservation and land management
Justice, Postal Service
Energy, science and space, spectrum auction receipts
Commerce, credit unions, Small Business Administration, Universal Service
Fund, deposit insurance
Conservation and land management, Outer Continental Shelf receipts, air
transportation
Agriculture
Agriculture
Agriculture
Justice, community and regional development, Indian affairs
Agriculture
Pollution control and abatement, Federal Housing Administration and
other housing credit
Highways, Amtrak, mass transit, air transportation
Recreation, water transportation, other natural resources
General government, legislative branch
Conservation and land management
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Other

Janet Airis
Edward Blau
Jodi Capps
Betty Embrey
Kenneth Farris
Mary Froehlich
Terri Linger
Catherine Little
Taman Morris
Laurie Pounder
llga Semeiks
Robert Sempsey
Susan Tanaka

Appropriation bills (Legislative branch, District of Columbia)
Authorization bills
Appropriation bills (Agriculture, Interior, Energy and water)
Appropriation bills (Commerce-Justice-State, foreign operations)
Computer support
Computer support
Computer support
Appropriation bills (Defense, VA-HUD, Treasury)
National income and product accounts
Net interest on the public debt
Other interest, civilian agency pay
Appropriation bills (Labor-HHS, Transportation, military construction)
Discretionary caps, overall budget outlook



