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OVERVIEW: DISCRETIONARY OUTLAYS,
SECURITY AND NON-SECURITY

WEDNESDAY, OCTOBER 26, 2011

UNITED STATES CONGRESS,
JOINT SELECT COMMITTEE
ON DEFICIT REDUCTION,
Washington, DC.

The committee met, pursuant to call, at 10:05 a.m., in Room SH-
216, Hart Senate Office Building, Hon. Patty Murray [co-chairman
of the committee] presiding.

Present: Senator Murray, Representative Hensarling, Senator
Baucus, Representative Becerra, Representative Camp, Represent-
ative Clyburn, Senator Kerry, Senator Kyl, Senator Portman, Sen-
atolti Toomey, Representative Upton, and Representative Van
Hollen.

OPENING STATEMENT OF HON. PATTY MURRAY, A U.S. SEN-
ATOR FROM WASHINGTON, CO-CHAIRMAN, JOINT SELECT
COMMITTEE ON DEFICIT REDUCTION

Chairman MURRAY. This committee will come to order.

Before we begin, let me just remind all our guests that the mani-
festation of approval or disapproval, including the use of signs or
placards, is a violation of the rules, which do govern this com-
mittee. So I want to thank all of our guests in advance for their
cooperation in maintaining order and decorum.

First of all, thank you to my co-chair, Representative Hensarling,
all of my fellow committee members, and Dr. Elmendorf for joining
us here today, as well as the members of the public here in person
or watching us at home.

This committee has been working very hard over the last few
weeks to come together around a balanced and bipartisan plan to
reduce the deficit and rein in the debt. We have heard from our col-
leagues. We have heard from the standing House and Senate com-
mittees, from groups around the country, and close to 185,000
members of the public through our Web site, htip://
www.deficitreduction.gov.

We continue our work now today with a hearing on “Discre-
tionary Outlays, Security and Non-Security.” And I am glad we are
talking about this today because it is important for us to under-
stand how these policies fit into our overall deficit and debt.

Nondefense discretionary spending represents less than one-fifth
of total Federal spending. Listening to the debates here in D.C.
over the last few months, you would think this small piece of pie
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was a whole lot bigger. As I expect, we will hear more about that
from Dr. Elmendorf today.

Congress has gone to this relatively small pot with cuts and
spending caps again and again while leaving many other pieces of
the budget essentially untouched, including the law that created
this joint committee, which cut roughly %800 billion in discre-
tionary spending. And all the focus on this one area is especially
striking, given that we are spending about the same on nondefense
discretionary programs in 2011 as we did in 2001. Meanwhile,
mandatory programs increased, defense spending increased, and
revenues plummeted.

So as this committee works together on a bipartisan plan to re-
duce the deficit, we need to keep in mind the cuts that have al-
ready been made, the role discretionary spending plays in our over-
all deficit and debt problem, and the impact irresponsible slashing
could have on our economic recovery and middle-class families
across the country. As we all know, these aren’t just numbers on
a page. They affect real people in real ways.

When food assistance for women and infants is cut, that means
greater challenges for struggling families. When infrastructure in-
vestments are shelved, that means fewer jobs and more crumbling
bridges and roads. And when research, education, and student
loans are slashed, that means fewer opportunities for our busi-
nesses and the next generation of workers, which is really no sav-
ings at all since we end up paying for it in the future.

So while we should certainly examine every piece of the budget
to see where we can responsibly make additional cuts, it doesn’t
make sense to simply keep going after one small part of the budget
that disproportionately affects middle-class families and the most
vulnerable Americans. There has to be balance.

Today, Dr. Elmendorf will be discussing discretionary security
spending, which has grown significantly in the years since 9/11.
This is an area where the stakes for our Nation are high. From
both a national security as well as a budgetary perspective, we
have to get this right.

As many of my colleagues have noted over the past few weeks,
it is an area that would be hit especially hard if this committee
doesn’t come to a deal, and we move to sequestration. So I am look-
ing forward to a robust conversation today with Dr. Elmendorf
about these critical pieces of our Federal budget.

And before I turn it over to my co-chair, I just want to say that
over the last few weeks, this committee has been working very
hard to find common ground and a path toward a balanced and bi-
partisan plan that can pass through this committee, through Con-
gress, and get signed into law. We aren’t there yet, but I am con-
fident that we are making progress. And I am hopeful that we are
moving quickly enough to meet our rapidly approaching deadline.

As I said from the start, if this committee is going to work—and
I believe that it must—we all need to be willing to make some
tough decisions and real compromises. I am willing to do that, and
I know many of my colleagues are as well.

Every day, we hear more and more about the effects of failure
that would be on our Nation’s long-term fiscal health and credit-
worthiness. Over the next few weeks, it is going to be up to all of
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us to demonstrate to the American people that we can deliver the
kind of results that they expect and that they deserve.

[The prepared statement of Chairman Murray appears in the ap-
pendix.]

With that, I would like to recognize my co-chair, Representative
Hensarling, for his opening statement.

STATEMENT OF HON. JEB HENSARLING, A U.S. REPRESENTA-
TIVE FROM TEXAS, CO-CHAIRMAN, JOINT SELECT COM-
MITTEE ON DEFICIT REDUCTION

Co-Chair HENSARLING. Well, I thank the co-chair for yielding,
and I want to thank her again for her leadership on this committee
and the spirit of negotiation that she brings.

There is no such thing as an unimportant hearing when it comes
to dealing with our Nation’s structural debt crisis. And certainly,
within our Nation’s discretionary budget are contained many chal-
lenges and, frankly, many important priorities that have to be de-
bated and negotiated.

Not the least of which is what many of us view as the number-
one function of our Federal Government, and that is to protect us
from all enemies, foreign and domestic, and specifically, our Na-
tional defense budget, which continues to shrink as a percentage
of our economy, shrink as a percentage of our budget, as we con-
tinue to live in a dangerous world.

When I look at the totality of our discretionary budget, I do,
again, find some common ground with my co-chair. And again, al-
though there is no such thing as an unimportant hearing or unim-
portant section of the budget, in many respects, today we may be
debating the pennies, nickels, and dimes in a debt crisis that is de-
manding half dollars and dollar bills.

There has been huge run-ups in our discretionary spending since
the President has come to office. This is not the forum to debate
the policies, but I think the numbers speak for themselves.

Without the stimulus program, the Commerce Department has
increased from 08 to ’10 102.9 percent. Without the stimulus, EPA
has increased 35.7 percent. Subtracting the stimulus, Housing and
Urban Development increased 22.2 percent. State Department
without the stimulus, up 132.2 percent, and the list goes on.

Again, it is not at this forum to debate these particular policies,
but it is important to note the numbers that when these particular
budgets are growing, the family budget, which pays for the Federal
budget, has, unfortunately, contracted. And it is the family budget
that has to pay for the Federal budget.

As an order of magnitude, we know that the discretionary spend-
ing of our Nation is roughly 40 percent and shrinking. Our entitle-
ment spending is roughly 60 percent of the budget and growing.
We know outside of interest payments on our National debt that
our mandatory spending is principally driven by our healthcare
and retirement programs that are simultaneously starting to dis-
serve their beneficiaries and driving the Nation broke as they grow
at 5 and 6 and 7 percent a year, where, unfortunately, our Nation,
over the last few years, have actually seen negative economic
growth.
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So, to put this in even a larger context, under the Budget Control
Act, we collectively have a goal, a goal of $1.5 trillion in deficit re-
duction. But we have a duty, a duty to provide recommendations
in legislative language that will significantly improve the short-
term and long-term fiscal imbalance of the Federal Government.

Thus, the challenge before us remains that we must find quality
healthcare solutions, quality retirement security solutions for our
Nation at a cost that does not compromise our National security,
does not compromise job growth and our economy, and does not
mortgage our children’s future.

Everything else we do, including dealing with the discretionary
budget, will be helpful. Nothing else will solve the structural debt
crisis or allow this committee to meet its statutory duty, only these
reforms. And so, prudent stewardship of our discretionary budget
is going to be helpful. It alone cannot solve the crisis. It continues,
though, to be an important matter.

I look forward to hearing from our witness, and with that, I will
yield back, Madam Chairman.

[The prepared statement of Co-Chair Hensarling appears in the
appendix.]

Chairman MURRAY. Thank you very much.

With that, I will turn it over to Director Elmendorf for your
opening statement. And we all appreciate your taking the time out
of what we have given you as a very busy life, to take time to come
today and answer our questions. So thank you very much, Dr. El-
mendorf. Turn it over to you.

STATEMENT OF DOUGLAS ELMENDORF, PH.D.,
DIRECTOR, CONGRESSIONAL BUDGET OFFICE

Dr. ELMENDORF. Thank you, Senator Murray, Congressman
Hensarling. I and the other folks at CBO are happy to be trying
to help this committee in its very challenging task.

To all the members of the committee, my comments today will
focus on four questions that are addressed in the written testi-
mony. First, what does discretionary spending comprise? Second,
what has been the historical trend in discretionary spending?
Third, how will discretionary spending evolve over the next decade
under current law? And fourth, how might the path of discre-
tionary spending be altered?

Before digging into that substance, though, let me briefly clarify
some of the terms I will use. When I talk about discretionary fund-
ing, I am adding together the budget authority that is appropriated
for those programs and the so-called obligation limitations that
govern spending for certain transportation programs. Those two
types of funding provide agencies with the authority to spend
{noney. When the funds are actually disbursed, they become out-
ays.

Also, through the testimony, I will focus on defense and non-
defense discretionary spending, rather than security and non-secu-
rity spending. Defense spending is a traditional category that in-
cludes all of the spending on military activities of the Department
of Defense, plus spending for the Department of Energy’s atomic
energy defense activities and some defense-related activities of
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other agencies. Nondefense spending is everything else in the dis-
cretionary category.

The Budget Control Act sets caps on discretionary spending for
2012 and 2013 using different categories, security and non-security,
where security includes most, but not all of defense and also in-
cludes appropriations for the Department of Homeland Security,
the Department of Veterans Affairs, and the international affairs
budget category.

However, in 2014 and beyond, the Budget Control Act specifies
a single cap on discretionary funding. There is an entirely different
set of caps in the law that would come into play if legislation from
this committee does not generate sufficient deficit reduction. In
that case, the further cuts in spending that would be required are
based on the traditional defense and nondefense categories. Al-
though to make the situation truly confusing, the act labels those
security and non-security as well. We thought it would be most
useful for this testimony to focus on the familiar defense and non-
defense categories.

Let me now turn to the first substantive question, which is what
discretionary spending comprises. In fiscal year 2011, total funding
for discretionary programs was about $1.3 trillion, of which more
than half went to defense and less than half went to nondefense
programs. If you turn now to the second page of the handouts in
front of you, you will see a big donut that is labeled “Defense Dis-
cretionary Funding for 2011.”

Of total defense funding for 2011, 43 percent, the biggest piece
on the right of the donut, went to operation and maintenance,
which pays for the day-to-day activities of the military, the training
of military units, the majority of costs for the military’s healthcare
program, and compensation for most of DoD’s civilian employees.
Another 22 percent of defense funding went to compensation of
military personnel, including pay and housing and food allowances.

Procurement, representing 18 percent, funds the purchase and
upgrade of weapons systems. Appropriations for the wars in Af-
ghanistan and Iraq and related activities accounted for about a
quarter of total defense funding. They were distributed across the
categories shown here, are included in the amounts reported.

If you turn to the next page of the handout, it shows a com-
parable picture for nondefense discretionary funding for 2011.
Seven broad categories accounted for about 80 percent of the total.
Education, training, employment, and social services programs to-
gether claimed 16 percent. Transportation programs received 15
percent of the total, with about half of that going to highway pro-
grams.

Income security programs, mostly for housing and nutrition as-
sistance, represented 11 percent. That amount does not include un-
employment compensation, food stamps, or temporary aid to needy
families because they are all part of mandatory spending.

Discretionary appropriations for veterans benefits, primarily for
the Veterans Health Administration, were 10 percent of total non-
defense discretionary funding last year. Health was another 10 per-
cent, with about half of that amount devoted to the National Insti-
tutes of Health.
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International affairs and the administration of justice were each
about 9 percent, and a collection of smaller categories makes up
the remaining 20 percent.

Looking at nondefense discretionary spending as a whole, about
one-third is disbursed in grants to State and local governments. Of
those grants, about a third are devoted to education and training
programs and a quarter to transportation programs, with the re-
mainder going to environmental protection, law enforcement, eco-
nomic development, and various other purposes.

Let me now turn to the second question in the testimony, which
is the historical trend in discretionary spending. This is depicted in
the next page of the handout.

Discretionary spending declined noticeably as a share of GDP
from the early 1970s to 2000, mostly because defense spending de-
clined relative to GDP from about 8 percent in 1970 to a low of 3
percent between 1999 and 2001. Defense spending then climbed
again.

Outlays for nondefense discretionary programs have averaged
about 4 percent of GDP during the past 40 years, with considerable
variation, as you can see, but no evident trend. Thus, on average,
such outlays increased during that period roughly in line with the
size and income of the population.

Nondefense discretionary outlays were elevated in the past few
years in part, as has been noted, because of funding from the 2009
Recovery Act.

Altogether, discretionary spending amounted to about 9 percent
of GDP in the past 2 years, higher than the 6 percent in 2000, but
lower than the 11 to 12 percent of the early 1970s.

The third question addressed in the testimony is how discre-
tionary spending will evolve over the next decade under current
law. To illustrate the potential impact of the caps on discretionary
appropriations set in the Budget Control Act and the automatic en-
forcement procedures contained in that act, we projected appropria-
tions under several different assumptions, including the three list-
ed on the next page of the handout.

I apologize for those who don’t have the handout. I think that
members of the committee should have it in front of them. For
other people, I am referring to figures and tables that are in the
written testimony, and there are a couple of slides that are words
also from the written testimony. Nothing I am saying is new and
is not in that testimony.

The largest numbers that we looked at, about $12 trillion over
the next decade, would come from extrapolating funding for 2011,
adjusted for inflation. That is the way CBO constructed its baseline
projections in recent years before the caps in the Budget Control
Act.

The next set of numbers I will talk about assumes that funding
is equal to the new caps set in law, about $11.3 trillion over the
decade. For illustrative purposes, I will focus in a moment on the
scenario under which the caps are met through proportional reduc-
tions in defense and nondefense spending. But many other com-
binations are possible, and the written testimony offers a range of
possibilities.
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And the third and smallest numbers I will talk about, totaling
$10.4 trillion, incorporate the sequestration and reduction in caps
that we estimate would occur if no savings resulted from the work
of this committee.

The next page of the handout is Table 3 from the written testi-
mony and deals with defense spending. I will focus on just the two
rows of numbers near the bottom highlighted in blue.

I want to emphasize that the caps on defense spending do not
constrain appropriations for the war in Afghanistan or for similar
activities. And the automatic enforcement procedures would not af-
fect funding for such purposes either. So what you are seeing here
are numbers for the base defense budget.

The upper of those two blue rows shows the reduction in defense
spending moving from the path where the amount of funding in
2011 has grown with the rate of inflation to a path of proportional
reductions in defense and nondefense spending funding to meet the
caps. Between 2012 and 2021, such reductions would total $445 bil-
lion, the number shown at the far right end of the blue bar, or
about 7 percent.

The lower of the two blue rows shows the larger reductions in de-
fense funding and moving from the path where the amount of fund-
ing jumped off 2011 and grew with the rate of inflation to the path
that would occur if this committee’s work resulted in no savings.
Between 2012 and 2021, the cumulative reductions on this path
would total $882 billion, or 14 percent. In 2021 alone, defense fund-
ing, excluding war funding, would be $110 billion, or 16 percent,
lower than it would be if such appropriations kept pace with infla-
tion.

If you skip the next page of that handout, which is a continu-
ation of the table, the figure beyond that shows defense spending
as a share of GDP. The light blue line on the left-hand side shows
the history of funding for the base defense budget. The middle line
on the right with the short dots shows our projection, assuming
proportional cuts in defense and nondefense spending to meet the
caps. The lowest line shows our projection if the maximum auto-
matic reductions are triggered.

Under those two assumptions, in 2021, funding for defense, ex-
cluding war funding, would represent 2.7 or 2.5 percent of GDP,
compared with an average of 3.4 percent during the past decade.

The next page of the handout is Table 4 from the written testi-
mony and deals with nondefense spending. Again, I will focus on
just the two rows of numbers highlighted in blue.

The upper of the two blue rows shows the reduction in non-
defense funding again and moving from the path where 2011 fund-
ing grew with the rate of inflation down to the path that would re-
sult if the caps were met through proportional reductions on the
defense and nondefense sides. Between 2012 and 2021, such reduc-
tions would total $418 billion, or 7 percent.

The lower of the two blue rows again shows the larger reductions
in this time nondefense funding moving from this inflation-ad-
justed path to the path if no savings result from the work of this
committee. Between 2012 and 2021, the cumulative reductions
would total $794 billion. In 2021 alone, nondefense budget author-
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ity would be $99 billion, or 15 percent, lower than it would be if
such appropriations kept pace with inflation.

The next page of the handout shows nondefense funding as a
share of GDP, again Figure 6 from the written testimony. The line
on the left side shows the history of such funding. You can see that
nondefense discretionary funding spiked upward in 2009 but then
fell back sharply in the past couple of years to roughly its average
share of GDP during the preceding decade.

The upper line on the right shows our projection, assuming pro-
portional cuts in defense and nondefense funding to meet the caps.
The lower line shows our projection if the maximum automatic cuts
are triggered. Under those two assumptions, in 2021, nondefense
funding would represent 2.8 or 2.6 percent of GDP, compared with
an average of 4.1 percent during the past decade.

The fourth and last question addressed in the testimony is how
the path of discretionary spending might be altered. Let me make
two quick points, which are summarized on the last page of the
handout.

First, for some programs, reductions may be particularly chal-
lenging because funding increases that are greater than the rate of
inflation would be necessary to maintain current policies or plans.
For example, implementing the administration’s multiyear defense
plans would require nearly $500 billion more defense funding over
the coming decade than would occur if current funding increased
at the rate of inflation.

Other examples where an inflation-adjusted extrapolation of cur-
rent funding would be insufficient to fund current policies include
veterans healthcare and Pell grants for higher education. More-
over, some observers believe that current policies in some areas are
insufficient to meet the Nation’s future needs.

For example, many analysts believe that current national spend-
ing on infrastructure is inadequate to provide enough roads,
bridges, and other capital assets to maintain the current level of
services or to fund all the projects for which benefits exceed costs.
Of course, if spending on certain programs is allowed to grow faster
than inflation, then even less room under the caps will be available
for other discretionary activities.

Secondly, CBO assumes in its baseline projections that funding
subject to the caps will be equal to the amounts currently specified
in law for those caps. That means that legislation that reduced the
funds available for a particular discretionary activity or that
achieve savings in undertaking a particular activity would only re-
duce projected total appropriations if the legislation also lowered
the caps. Without a reduction in the caps, funding for other discre-
tionary activities would probably fill the gap created by any specific
reduction or savings.

I hope this information is helpful to you, and I am happy to an-
swer any questions that you have.

Thank you.

[The prepared statement of Dr. Elmendorf appears in the appen-
dix.]

Chairman MURRAY. Thank you very much, Dr. Elmendorf. And
again, thank you for being here today and taking our questions.



9

As you know, this committee is working very hard together to try
and find a balanced plan to reduce our deficit and rein in our debt.
It is not an easy task. We all believe it is necessary.

Over the past 10 years, domestic discretionary spending has re-
mained essentially flat after adjusting for inflation, and this spend-
ing has remained stagnant despite the growing need to have in-
vestments to spur job creation and assistance for those in our coun-
try who have been hit the hardest because of this recession.

In your testimony, you mentioned that discretionary outlays dur-
ing the past decade increased primarily due to the increase in secu-
rity spending after 9/11. So let me start by asking you a few ques-
tions about the impact of past and potential cuts to discretionary
spending on our overall budget picture.

Would you agree that with the negotiations on the fiscal year
2011 appropriations bills and discretionary spending caps in the re-
cent Budget Control Act, that Congress has already made signifi-
cant efforts to reduce discretionary spending?

Dr. ELMENDORF. Yes, Senator. The current path of discretionary
spending under existing law is a good deal lower than it would
have been without the actions you described.

Chairman MURRAY. And isn’t it the case that even if we com-
pletely eliminated discretionary funding—everything from NIH to
elementary and secondary education, military base construction,
national parks, processing Social Security checks—all of it, we
would still face deficits of hundreds of billions of dollars because we
have not addressed entitlements and revenues?

Dr. ELMENDORF. I have not done that precise calculation, Sen-
ator, but you are most definitely right that discretionary spending
is, and as Congressman Hensarling also noted, a shrinking share
of Federal outlays over time. And entitlement programs, manda-
tory spending is a growing share of Federal outlays, in some cases
growing rather rapidly.

And without addressing that path of spending, it would be ex-
tremely difficult to put the budget on a sustainable path.

Chairman MURRAY. Okay. Well, given the discretionary spending
cuts that Congress has already made, can you talk about what the
economic impact or effect of further efforts to cut discretionary
spending, both in fiscal year 2012 budget process and in this com-
mittee’s final product?

Dr. ELMENDORF. So, over time, cuts in discretionary spending re-
duce in general the services that the American public receives,
services in protection against foreign enemies, services in the high-
ways they can use or the national parks they can visit, or other
sorts of programs.

Those cutbacks have a variety of human costs. They can also
have economic costs depending on the nature of the cutback. Even
infrastructure spending, for example, where many analysts think
that the country should probably spend more, some sorts of projects
could have a very high economic return. Other projects could have
a very low economic return. So the nature of the economic effects
depends very much on the particular changes in policy.

In addition, in the short term, given the large gap between our
economy’s potential to produce output and the level of goods and
services being demanded and being produced, cutbacks in Govern-
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ment spending or we believe increases in taxes in the near term
would reduce the level of economic activity and employment rel-
ative to what would otherwise happen. I view that as really a sepa-
rate sort of effect from more of the medium-term or longer-term ef-
fects, where the effects, as I said, vary a good deal depending on
the nature of the program being cut.

Chairman MURRAY. Okay. Well, all of us on this committee know
that we need to address the large, long-term drivers of our unbal-
anced Federal budget. But I also really believe that we have to
take steps to strengthen that economic recovery and address the
jobs crisis that we are seeing today.

Now according to CBQO’s rule of thumb regarding economic
growth and its relationship to budget projections, CBO states, and
I quote, “Stronger economic growth improves the budget’s bottom
line. Weaker growth worsens it.”

Now CBO’s projections for economic growth are now weaker for
2011 and 2012 than CBO projected just earlier this year. Correct?

Dr. ELMENDORF. Yes, that is right. We have not written formal
projections. But if we would do a forecast today, yes, it would be
weaker than we wrote in August.

Chairman MURRAY. Okay. Well, nearly all of the economists are
telling us that growth continues to suffer from a significant weak-
ness in demand, and many are warning against pursuing overly ag-
gressive measures of austerity in the short term. And I wanted to
ask you, do you agree that a lack of demand is one of the key fac-
tors holding back our economic recovery?

Dr. ELMENDORF. Yes. I think it is a widespread view among ana-
lysts that lack of demand for goods and services is the key factor
holding back the recovery. The further question, of course, is the
source of that lack of demand.

Chairman MURRAY. Okay. So how does a reduction in Govern-
ment spending generally affect demand on the economy and during
an economic downturn?

Dr. ELMENDORF. Reduction in Government spending will gen-
erally reduce the demand for goods and services, either because the
Government is buying less itself or because it is providing lower
transfers to individuals to purchase goods themselves.

Chairman MURRAY. Does tax increases or spending cuts have a
larger impact in reducing that demand and the economic growth?

Dr. ELMENDORF. Depends on the specific tax increase or spending
cut that you have in mind, Senator. Certain forms of Government
spending, we think, have a large bang for the buck in terms of ef-
fects on demands. Others have lower effects. Certain kinds of tax
increases would restrain demand by more than other kinds of tax
increases. It depends on the nature of the spending or tax change,
often on the recipient of the spending or the payer of the tax.

Chairman MURRAY. Okay. Thank you very much. I appreciate it.

Representative Hensarling?

Dr. ELMENDORF. Thank you, Senator.

Co-Chair HENSARLING. Thank you.

And Dr. Elmendorf, again, on behalf of the entirety of this com-
mittee, I want to thank you and thank your staff. We know that
you are sorting through a number of homework assignments, if you
will, from various and sundry members here. And again, we want
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to thank you with the diligence and professionalism you bring to
that task.

Dr. ELMENDORF. Thank you, Congressman.

Co-Chair HENSARLING. Again, when I look at the statutory duty,
as opposed to the statutory goal for this committee, our duty is to,
frankly, offer recommendations in statutory language to address
both the short-term and long-term imbalance.

With respect to the short-term imbalance, is it not true that the
stimulus bill with interest amounts to over $1 trillion of spending,
which accounts for a large temporary growth in our discretionary
budget?

Dr. ELMENDORF. Yes. Although, as you know, Congressman, only
a part of the Recovery Act was about discretionary spending. There
were also increases in mandatory spending and reductions in taxes.
In total, we put it a little over $800 billion, and including interest,
I think you are right, about $1 trillion.

And it did lead to a bulge in discretionary funding and then to
an attenuated bulge in outlays because not all the money got spent
right away.

Co-Chair HENSARLING. I don’t know if you have at your finger-
tips numbers with respect to agency growth? I had quoted a few,
and now that I look down, apparently the source is your office. So
I hope I am quoting your office correctly.

Dr. ELMENDORF. I don’t have those at hand, Congressman. But
if they are numbers from us, then you can certainly trust them.
[Laughter.]

Co-Chair HENSARLING. So I can trust them. Well, then I trust
that when you add in the stimulus, the Commerce Department has
grown 219 percent from ’08 to ’10. That with the stimulus, EPA
has grown 130.8 percent. The Energy Department has grown 170.7
percent with the stimulus. Education has grown 180.6 percent, at
a time when the economy has actually seen negative economic
growth, and family paychecks have shrunk.

And unfortunately, again, this is not the forum in which to de-
bate the stimulus, but I think it has to be noted when we are talk-
ing about areas of the budget where savings could be had, at least
the American people certainly deserve the facts.

I want to follow up on, to some extent, a point that my co-chair-
man was making, and I believe I have this right. Correct me if I
am wrong. Under your alternative fiscal scenario, which essentially
is a current policy baseline, I believe it is at 2024 that all Federal
revenues will simply be used to fund the mandatory portion of the
budget, which is essentially our entitlement and interest. Is that
correct?

Dr. ELMENDORF. I am sorry. Again, Congressman, you have a
better hand around our facts than I have. But the qualitative point
you are making is certainly right that mandatory spending just
dominates the Government budget in an increasing way, in a rap-
idly increasing way over time.

Co-Chair HENSARLING. This actually came up in our earlier hear-
ing with you, and I think I have this correct. Under your alter-
native fiscal scenario, you assume a growing revenue base, do you
not? Do you not assume revenues increasing to their historic level
of roughly 18, 18.5 percent of GDP?
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Dr. ELMENDORF. Yes, that is right.

Co-Chair HENSARLING. And don’t you also assume, in your alter-
native fiscal scenario, the tax increases that are contained within
the Patient Protection and Affordable Care Act? Do you recall if
those are assumed in your fiscal

Dr. ELMENDORF. So what we do, as you know, in our extended
baseline scenario, we try to follow current law. The alternative fis-
cal scenario is meant to track more closely what many people think
of as current policy.

What we do for revenues in that scenario is simply to hold them
at the historical average share beyond 2021 without trying to speci-
fy ourselves what combination of specific tax policies the Congress
might enact to hold revenues at that level. So there is no specific
answer to whether any given tax is in or out of that alternative
scenario beyond 2021. We have just set revenue at the historical
average to provide information for the Congress of what might hap-
pen if that sort of policy or set of policies were continued.

Co-Chair HENSARLING. I have a question about the overseas con-
tingency operation, the OCO funding. I believe that you have re-
cently readjusted your baseline, but we all know that the President
announced that our military engagement in Iraq will end this year.
And the President plans to completely reverse the surge in Afghan-
istan, I believe, by this time next year.

But I still think you are showing a pretty hefty sum in the over-
seas contingency operation line item. So can you explain to us the
assumptions underlying this OCO number?

Dr. ELMENDORF. Yes, Congressman. What CBO does for any part
of discretionary spending that is not capped under law is to take
the latest funding that has been provided by the Congress and to
extrapolate that over the decade to grow with inflation.

So when we estimated the effects of the caps under the Budget
Control Act at the end of July and in early August, we compared
those caps not with the latest baseline projections we published in
March, but with the later level of funding that the Congress had
enacted at the end of March as part of the deal to get through the
rest of the fiscal year.

So, similarly now, although our latest baseline projection was
published in August, we would focus in estimating any caps that
one might impose on overseas contingency operations on the dif-
ference between those caps and the level that is the latest level
that has been appropriated by the Congress. And that latest level
is about $119 billion on an annual basis.

If one extrapolates that $119 billion with growth for inflation,
one ends up with about $1.3 trillion over the coming decade. And
for that, as for other complements of discretionary spending, we
don’t make an evaluation about how those numbers compare with
the likely demand for funds or with any particular evaluation of
iche appropriateness of the spending. It is a mechanical extrapo-
ation.

If you thought we would spend less than that over time, then one
could:

Co-Chair HENSARLING. If I could, Dr. Elmendorf, I see I am al-
ready over my time. But I guess it is fair to say that under your
protocols and your rules, the President’s recent announcement that
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this money is essentially not going to be spent anyway does not
come into your calculation?

Dr. ELMENDORF. Not until the Congress enacted a different level
of appropriations, Congressman.

Co-Chair HENSARLING. Thank you. Thank you.

Chairman MURRAY. Thank you very much. Can I just ask how
closely has that extrapolation tracked over the last 5 years?

Dr. ELMENDORF. Well, the written testimony shows the pattern
of funding the Congress has provided. For the past several years,
the annual funding was on the order of $160 billion. So this new
level is about $40 billion below the level that has prevailed in fiscal
years 2009, 2010, and 2011.

Chairman MURRAY. Okay. Thank you.

We will now move to each of our committee members for 6 min-
utes, and we will begin with Representative Becerra.

Representative BECERRA. Dr. Elmendorf, thank you very much
for being here, and thank you for the work you are helping us do
over these last several weeks and, hopefully, over the next few
weeks as well.

Let me just try to dispose of one question real quickly. One of
our major problems is the drop in revenues we have seen over the
last several years, and we are trying to tackle the issue of how to
best increase those revenues.

One of the ways you do that is through economic growth. If folks
are back at work, unemployment rates go down. That means you
are paying less in unemployment benefits, which is an outflow of
money, and you are also increasing your revenues because people
are paying taxes again.

My understanding is that if you increase the level of employment
by a certain amount, you will see a commensurate decrease in the
level of deficits and, of course, a commensurate increase in the
GDP. Can you give us a real quick synopsis of what happens if we
put people back to work?

Dr. ELMENDORF. So the stronger the economy is, as you say, Con-
gressman, the more the Federal Government and other govern-
ments collect in revenue and the less it pays out in benefits of cer-
tain sorts. The biggest response is on the revenue side.

If one is looking for a rule of thumb, people often say that the
Federal Government’s effective tax rate on the margin for an extra
dollar earned is to collect about 25 cents of that in Federal revenue.
So an extra dollar of GDP might induce another 25 cents or so of
extra revenue. That is, of course, a very, very rough rule of thumb,
and the actual number would depend very much on the way in
which the economy improved and who received the income and how
it was taxed and so on.

Representative BECERRA. So the more you put those 15 million
Americans back to work, each of them earning even if it is only an
average American salary, that is thousands of dollars per worker.
That effect of a quarter of that dollar that each one of those work-
ers earns could be revenue to the Government, which would help
us decrease these deficits?

Dr. ELMENDORF. That is right, Congressman. It depends, of
course, on what policies one invokes to move the economy back
closer toward full employment.
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Representative BECERRA. And that is where we invite you part
of this 12-person panel to help us with those answers.

Let me move on to another question with regard to discretionary
spending. My understanding is that your projections, and you
showed us through some of these charts, are what you think might
happen if the reductions in some of these outlays and in the invest-
ments would occur both in defense and nondefense over the next
10 years as a result of the caps and then, if we are not able to come
to some agreement, as a result of the triggers in sequestration.

My understanding is under the caps, there are firewalls which
separate the savings that we would extract from defense from non-
defense, but that those firewalls exist for only 2 years. Your projec-
tions go out for 10 years. So are you saying that the savings that
you show in defense are guaranteed, or that is what we presume
if the projections continue forward, that half of the savings will
come from defense and half of the savings in the caps will come
from nondefense?

Dr. ELMENDORF. So what the Budget Control Act does is to es-
tablish separate caps on security and non-security funding for fiscal
years 2012 and 2013, and security funding is both defense funding
and some other pieces of funding as well. But you are right. Be-
yond those first 2 years, there is no cap on overall funding.

What we looked at in the written testimony was three alter-
natives—one in which the reduction from the inflated former base-
line with inflated amounts, one in which that was taken up almost
entirely through cuts in defense spending; one in which it was ab-
sorbed almost entirely through cuts in nondefense funding; and one
where it was met through a combination, proportional cuts in de-
fense and nondefense funding. I presented the middle of those here
for simplicity. But we looked at the range because, in fact, it will
be up to future Congresses to decide.

Representative BECERRA. And that is the point I was hoping you
would make is that it really depends on what Congress does where
we will see the savings occur?

Dr. ELMENDORF. Yes. Absolutely.

Representative BECERRA. Another quick question. Total up all
discretionary spending, whether it is for Pentagon, whether it is for
education, environmental protection, clean water, clean air, food
safety inspection, total that up. How does it compare to the amount
that we spend through the tax code through what are known as tax
expenditures, the tax earmarks?

Dr. ELMENDORF. We haven’t published an estimate of that, Con-
gressman. [ have seen estimates that the sum of tax expenditures
is about $1 trillion a year. As I mentioned, the total funding for
discretionary purposes last year is about $1.3 trillion.

Representative BECERRA. So we spend almost as much through
the tax code for certain constituencies as we spend through the en-
tire appropriations and allocations process through the regular
budgetary process. That is the type of spending that we are not
talking about today, the tax expenditures. But you did discuss it
some the last time you were here.

Dr. ELMENDORF. Yes. Yes.

Representative BECERRA. Appreciate that very much.



15

Final question. I want to thank you for the report you just issued
on the distribution of income in America and comparison over the
years. You, I think, highlighted some pretty startling numbers
about the disparity in income and wealth in America today where
the top 10 percent, 20 percent of Americans, and actually, the top
1 percent of Americans, have really seen a concentration of wealth
go in their direction, as opposed to essentially the very middle of
America.

Can you give us a quick synopsis of what you found?

Dr. ELMENDORF. So we have found, as other researchers have
found, Congressman, very pronounced widening of the income dis-
tribution in this country, with reductions in the share of national
income going to the bottom four quintiles over the 1979 to 2007 pe-
riod. And a very large increase, roughly a doubling, in the share
of national income going to the top 1 percent of the population.

Representative BECERRA. Thank you. And I see that my time is
about to expire. So I thank you very much for all your assistance.

Dr. ELMENDORF. Thank you, Congressman.

Representative BECERRA. Yield back.

Chairman MURRAY. Thank you.

Senator Kyl?

Senator KYL. Thank you, Dr. Elmendorf.

Let me read to you an email that was sent to interested Hill staff
by the Associate Director for Legislative Affairs at the Congres-
sional Budget Office on October 17th. The subject of the email is
“HHS CLASS Announcement on CBO’s Baseline.”

“On Friday, the Secretary of HHS announced that the depart-
ment does not plan to implement the CLASS Act long-term care in-
surance program under current law. Therefore, in its next baseline
budget projections, which will be issued in January, CBO will as-
sume that the program will not be implemented unless there are
changes in law or other actions by the administration that would
supersede Friday’s announcement.

“Furthermore, following longstanding procedures, CBO takes
new administrative actions into account when analyzing legislation
being considered by the Congress, even if it has not published new
baseline projections. Beginning immediately, therefore, legislation
to repeal the CLASS provisions in current law would be estimated
as having no budgetary impact.”

Now this says that your longstanding policy is to take new ad-
ministrative actions into account. And as you testified in response
to Representative Hensarling’s question, this would suggest that
you wouldn’t necessarily wait for Congress to act.

The President is commander-in-chief. His troop announcement
that Representative Hensarling talked about is tantamount, in ef-
fect, to a Congressional action. He has the ability to withdraw the
troops down.

What is the difference between his announcement that we will
have no presence in Iraq after Christmas and his previous decision
and announcement that we would withdraw in stages the troops
from Afghanistan over the ensuing year, what is the difference be-
tween that announcement and the CLASS Act announcement in
terms of CBO baseline decisions?
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Dr. ELMENDORF. I think the difference, Senator, is a difference
between the treatment of mandatory spending and discretionary
spending, laid out at least by 1985 in the Balanced Budget and
Emergency Deficit Control Act and followed since then by CBO in
conjunction with the Budget Committees.

For mandatory spending, and the CLASS Act falls in this cat-
egory, a program where Congress has established certain rules, pa-
rameters within which administrative actions can be taken, we are
always trying to provide our latest estimate of the effects of that
set of authorizations on the Federal budget. And if there is news
in the form of a very distinct announcement that some program
has been abandoned, then we adjust the scoring base for those
mandatory programs.

But for discretionary spending, our projections don’t respond to
particular sets of programs or objectives because the Congress can
choose every year how much to provide for certain purposes. So

Senator KyL. But if I could interrupt, this is a distinction with-
out a difference. The President is the commander-in-chief. He is the
person that deploys troops, not Congress. So are you saying that
that difference requires you to wait until Congress acts, even
though the commander-in-chief has already made his announce-
ment and begun the program for withdrawal?

Dr. ELMENDORF. Yes, Senator

Senator KYL. They have—in theater, they are making plans as
we speak on how they are going to withdraw the troops from Iragq.

Dr. ELMENDORF. But, Senator, with respect, I think it is a dis-
tinction with a difference. We are not equipped to project what de-
fense funding the President will request in the future or what
funding the Congress will enact in the future.

Senator KYL. So are you

Dr. ELMENDORF. This news from the administration is a factor
that will presumably affect the funding they request and the fund-
ing Congress enacts, but not necessarily in a one-to-one way that
we could analyze.

Senator KYL. So this memorandum that was sent should have
distinguished between mandatory and discretionary spending when
it talks about CBO’s policy. “CBO will assume the program will not
be implemented unless there are changes in law by the administra-
tion that would supersede the announcement. Following long-
standing procedures, it takes new administrative actions into ac-
count.”

So they should have distinguished between mandatory and dis-
cretionary. Is that what you are saying?

Dr. ELMENDORF. I think you are right, Senator. I should have
put that word in. But just to emphasize, the things I am describing
on both the discretionary and mandatory side are procedures that
go back at least a quarter century.

Senator KYL. So then with regard to the so-called OCO savings
that the President included in his alleged budgetary savings, it all
depends upon whether the defense appropriations legislation is
passed or when that legislation is passed as to whether you would
change your baseline? Is that correct?
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Dr. ELMENDORF. Yes. So Congress enacts a different level of ap-
propriations at any point, then anything we would do after that
point would respond to that new level of enacted appropriations.

Senator KYL. Thank you.

So if we are able to get the appropriations bills completed before
the December 23rd deadline for this committee to act, much of the
alleged OCO savings would no longer be available because of an
adjustment in your baseline projections. Would that be correct?

Dr. ELMENDORF. Well, I don’t know, Senator. It depends what
level appropriations you enacted.

Senator KYL. To the extent they are lower than the previous
year’s, would it not cut that amount from your baseline?

Dr. ELMENDORF. To the extent that they are lower than the $119
billion that has already been enacted for this fiscal year——

Senator KYL. Correct.

Dr. ELMENDORF [continuing]. That is a good deal lower than the
$159 billion from the last fiscal year. If, in fact, the Congress de-
cided to enact appropriations for the rest of this fiscal year that
were below $119 billion for overseas contingency operations, then
that would bring down our projection of those and the base against
which we would estimate further reductions, importantly.

Senator KYL. Thank you very much.

Dr. ELMENDORF. Thank you.

Chairman MURRAY. Senator Baucus?

Senator BAucUS. Thank you, Madam Co-Chair.

I would like to just focus a little bit on defense spending. Is it
true that our current level of defense spending, including OCO—
otherwise known as overseas contingency operation, otherwise
known as war funding—is higher now in historic terms compared
with any other time in American history except for World War II?

That is, is the current level of defense spending, including war
funding, greater now than during the Korean War?

Dr. ELMENDORF. Yes, I believe that is true, Senator.

Senator BAucus. Okay.

Dr. ELMENDORF. As I showed in my testimony, as a share of
GDP, that spending is——

Senator BAucuUSs. No, I am not talking about—no, no. I am not
talking about share of GDP.

Dr. ELMENDORF. In dollars——

Senator BAucus. Dollars.

Dr. ELMENDORF. Dollars adjusted for inflation?

Senator BAucuS. Dollars. Dollars. Dollars adjusted for inflation.

Dr. ELMENDORF. Yes. So, in dollars adjusted for inflation, DoD
spending was about $240 billion during the Korean War, and in
2011, it is nearly $700 billion.

Senator BAUCUS. Okay. So the same would be true for the Viet-
nam War? That is, we are spending more dollars

Dr. ELMENDORF. Yes.

Senator BAUCUS [continuing]. Than we did in Vietnam, adjusted
for inflation?

Dr. ELMENDORF. Yes, Senator.

Senator BAucUS. Adjusted for inflation. Thank you.

And more than we ever did during the Reagan administration,
adjusted for inflation?
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Dr. ELMENDORF. Yes, Senator.

Senator BAUCUS. And more than the Cold War average?

Dr. ELMENDORF. Yes, Senator.

Senator BAucus. Which is the highest since World War II. Is
that correct?

Dr. ELMENDORF. So by our—I think during the Reagan adminis-
tration, yes, that was higher than in the Vietnam War or Korean
War.

Senator Baucus. Okay. We have already touched on this, but I
just want to nail this down. The Budget Control Act, as you men-
tioned, had two separate caps—for what is it, 2012

Dr. ELMENDORF. 2012 and 2013.

Senator BAUCUS [continuing]. And 2013, but no separate caps for
security and non-security thereafter?

Dr. ELMENDORF. Yes, Senator.

Senator BAUCUS. Which means that the Appropriations Commit-
tees of the Congress could decide to spend more on security than
is allowed under the caps in the first 2 years?

Dr. ELMENDORF. Yes. It can pick any allocation under those total
caps that it chooses.

Senator BAUCUS. Anything they want to do under those total
caps?

Dr. ELMENDORF. Yes. Now if this committee doesn’t achieve any
additional savings, then the enforcement procedures establish sepa-
rate caps for defense and nondefense discretionary spending.

Senator BAucus. Okay.

Dr. ELMENDORF. But under the basic caps, you are right, Sen-
ator.

Senator BAucus. Okay. So there are basic caps. There are base
caps in the act. Are there any caps on war spending?

Dr. ELMENDORF. No, Senator. The caps do not constrain war
spending.

Senator BAUCUS. There are no caps on war spending?

Dr. ELMENDORF. No. I think, technically, the caps would be ad-
justed upward by any amount of spending that was designated by
the Congress for overseas contingency operation.

Senator BAaucus. That is a technical point. The main point is
there are specific caps for security and non-security at least for 2
years, then no caps in the act for subsequent years, and no caps
whatsoever on OCO.

Dr. ELMENDORF. That is correct, Senator.

Senator BAucUS. Nothing.

Dr. ELMENDORF. Yes.

Senator BAucus. Okay. No caps on OCO.

Now has the Appropriations Committee sometimes gone to OCO
to spend dollars that are really arguably not war funding because
that is a kind of an extra pot of money to use? It is there, and there
are no caps on it. Has that ever happened?

Dr. ELMENDORF. Senator, I can’t speak to the motivations or
thought process of the Appropriations Committee. Certainly, there
will be inevitably some ambiguity in any effort to allocate costs,
and what costs are truly attributable to these wars and what costs
are not will be a matter of judgment. And——
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Senator BAucuUs. Okay. Didn’t the Senate Appropriations Com-
mittee propose—maybe they actually did—to move $9.9 billion of
base programs requested by the President to this account?

Dr. ELMENDORF. I think over the past few years, Senator, there
have been some movement of money that used to be designated as
OCO into base budgets, and I think some movement in the other
direction as well. I am afraid I don’t have an overall assessment
of the numbers involved.

Senator BAucus. What about there are reports that—and this
obviously double-checked—$100 million was taken out of OCO for
migration and refugee assistance for places like Kenya and Paki-
stan?

Dr. ELMENDORF. I am sorry, Senator. I don’t know.

Senator BAucus. But we do know that there is no limit on the
OCO account. And let me ask, how is it defined? What are the defi-
nitions of what constitutes and does not constitute appropriate
spending out of the war account?

Dr. ELMENDORF. So, in our presentations, we follow the labeling
provided by the Congress, and it is up to you and your colleagues
to decide what you support under various categories.

Senator BAucuUS. But it just kind of sounds like it is what Con-
gress wants to do.

Dr. ELMENDORF. That is our—yes, Senator.

Senator BAUCUS. And that sometimes happens around here. But
you are saying there are no scoring rules under the Budget Control
Act that would restrict the migration of base defense spending to
0OCO in the future?

Dr. ELMENDORF. I think that it is up to the Congress, as I said,
to designate what it views as related to those operations and what
it views as part of spending that would happen anyway.

Senator BAUCUS. And if this committee were to say dollars could
not be spent on a certain program, my understanding is that that
would not be scored by your office?

Dr. ELMENDORF. Again, a certain discretionary program—Sen-
ator Kyl has taught me to be very careful about that. Changes to
mandatory programs, of course, we would do estimates of. But
changes in individual discretionary programs, we would not take
account of because we are relying on the overall level of the caps.

Senator BAucuUs. Correct. Correct.

Dr. ELMENDORF. And the squeezing of one particular program
without a change in the cap level

Senator BAucus. Right.

}]l)r. ELMENDORF [continuing]. We think would be filled by
other

Senator BAucuUs. What if this committee were to establish caps?
Would that be scored? What if there were a cap on OCO?

Dr. ELMENDORF. If the committee established caps on OCO that
were below the level of funding that is based on the extrapolation
with increases for inflation from the latest enacted appropriations,
then we would estimate savings from that.

Senator BAUCUS. And you are suggesting about one-point—what
did you say?

Dr. ELMENDORF. About $1.3 trillion.

Senator BAucus. About $1.3 trillion.
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Dr. ELMENDORF. Yes.

Senator BAucus. Uncapped?

Dr. ELMENDORF. Yes. And that is just the—it is not magic. That
}'T the $119 billion, the most recently enacted, extrapolated with in-

ation.

Senator BAucus. Extrapolated forward with no caps?

Dr. ELMENDORF. Yes.

Senator BAucus. Okay. But if we were to set a cap, then that
would be scored?

Dr. ELMENDORF. We would estimate the effects. Yes, Senator.

Senator BAucus. Thank you.

Chairman MURRAY. Thank you, Senator Baucus.

Representative Upton?

Representative UPTON. Thank you, Madam Chair.

And again, Dr. Elmendorf, we appreciate your participating
today. And I just want to take us back to a question from earlier
days, and that is, as this committee works to try and get an agree-
ment, a solution, what is the real date that you want us to give
you the information that your worker bees can turn out a reason-
able number for us?

Dr. ELMENDORF. So, as you know, Congressman, our legions of
skilled analysts are working very hard for this committee already.

Representative UPTON. Have they had time off until now?

Dr. ELMENDORF. No, Congressman, I am afraid not. We have a
terrifically hard-working group, as you know.

As T said the last time I was here, if you have a set of proposals
that would make changes across a range of mandatory spending
programs, then that would require us some weeks to work with leg-
islative counsel and the staff of this committee in refining the legis-
lative language to accomplish the objectives that you are setting
out to accomplish and then for us to produce a cost estimate.

And backing up from Thanksgiving, that left us looking at the
beginning of November, which we are very aware, as you are, Con-
gressman, is not very far away.

Representative UPTON. Thank you.

What is the deficit as a share of GDP today?

Dr. ELMENDORF. The deficit in fiscal year 2011 just completed
was about 8.5 percent of GDP.

Representative UPTON. And if this committee fails and we end up
with a sequester, and we do the numbers that you suggested here
in your testimony for both defense and nondefense. So that defense
we would end up with a sequester of, in essence, of $882 billion in
savings over the 10 years and a number of almost the same, $794
billion, in nondefense over that same 10 years, and nothing on the
entitlement side or nothing on the mandatory side—just those
two—where would we go in terms of the debt as a percentage of
GDP 10 years down the road?

Dr. ELMENDORF. So, Congressman, let me be clear. These num-
bers at the bottom of these tables are a comparison of the seques-
tered cap path to the inflated

Representative UPTON. Right. Right.

Dr. ELMENDORF [continuing]. Extrapolation. It is not the amount
of the sequester or the enforced budget portion itself. Remind you,
our baseline projections for August incorporated the $1.2 trillion
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that is under current law to be achieved either through the actions
of this committee or through these enforcement procedures.

So whether the committee hits $1.2 trillion or hits the last—the
remainder is filled in to the enforcement, as long as you don’t save
more than $1.2 trillion, you are putting yourself back to our base-
line projection from the summer. Under that projection, allowing
for the expiring provisions of the tax code to expire and Medicare
payments to doctors to be cut very sharply and the other features
of current law, deficits, by the end of the decade, are 1.5 percent
or so of GDP, and debt is actually declining relative to GDP.

But that hinges absolutely critically on revenues rising above
their historical average share of GDP, as it would under current
law, and discretionary spending falling well below its average
share of GDP in order, essentially, to make room for the great in-
crease in Social Security and the major healthcare programs.

Representative UPTON. I didn’t know if you saw the GAO report
that was released earlier this week as related to if this committee
fails that—or I want to say that $1 trillion in savings is not suffi-
cient, is the words that they used, for stability, and they predicted,
in essence, I believe, a credit downgrade. Have you had a chance
to look at that report?

Dr. ELMENDORF. I have glanced at it, Congressman.

Representative UPTON. Do you have any comments? I know it
just came out this week.

Dr. ELMENDORF. One technical point, which is that they offer two
scenarios. One of which is close to our alternative scenario based
i)n current policy. The other of which they view as closer to current
aw.

Nonetheless, what they do in that scenario is to limit the in-
crease in tax revenue as a share of GDP that would actually hap-
pen under current law. Our extended baseline scenario incor-
porates the rising revenues relative to the GDP that would persist
and go on beyond this next decade.

So both of their scenarios look worse than our better scenario. It
is just a difference in policy assumption about tax revenue—tax
policy. But we certainly agree very much with the underlying point
of the analysis that under current policies, the U.S. Government is
on an unsustainable fiscal path and that the magnitude of changes
that will be needed from current policies is very large.

As I said the last time I testified here, if one wanted to consider
extending the expiring tax provisions and limiting the reach of the
alternative minimum tax and adjusting Medicare’s payments to
doctors, the deficit over the coming decade becomes $8.5 trillion
rather than the $3.5 trillion under current law. And debt would be
rising relative to GDP to levels that we have almost never seen in
this country.

Representative UPTON. Thank you.

Chairman MURRAY. Representative Clyburn?

Representative CLYBURN. Thank you very much, Madam Chair.

And Dr. Elmendorf, thank you very much for being here again
today.

You may recall that at the first hearing I discussed a little bit
of the growing wealth gap that exists. I did that with some ref-
erences to unemployment numbers.
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Now your recent report indicates that over the last 28 years—in
my estimation, that is a generation. Over the last generation, we
have seen an increase in income of upper 1 percent households in
America of 275 percent. During that same time, we have seen an
increase in the top 20 percent of 65 percent. But of the bottom 20
percent, only 18 percent.

Now over that same period of time, for the 60 percent of the mid-
dle, we have seen income has grown only 40 percent. That indi-
cates to me that the middle income is shrinking relative to the rest
of the country.

Now if we were to extrapolate that out, as you talked about, I
would assume that we are where we are because of—well, let me
put it this way. To the extent that Government policy has allowed
this gap to exist, if we continue current policy, then it is fair to say
that we are going to experience that kind of continued widening of
the wealth gap in America, in the United States.

Dr. ELMENDORF. So, Congressman, one of the issues that we
wrestle with in our projections is the evolution of the income dis-
tribution. The study that we did, as you know, ends with data from
2007.

Representative CLYBURN. Right.

Dr. ELMENDORF. What has happened during the past few years
of the recession and financial crisis is not clear. Although if you
look in our study, some past recessions have shown some nar-
rowing of the income gap, particularly because higher income peo-
ple collect a relatively larger share of their income from capital in-
come, which tends to be more cyclical.

So just where things precisely stand today, I am not sure. Our
projections do incorporate some ongoing widening of the income
distribution, but whether is it is on the—whether the events of the
last 30 or so years will continue at that pace, we don’t know, and
I don’t think our projection calls for a continued widening to that
extent.

But neither do we see forces at hand that would cause that to
be reversed in coming years.

Representative CLYBURN. So we don’t see anything that could
possibly shrink that either?

Dr. ELMENDORF. No, again, except for the effects of this reces-
sion, which we don’t have data for. But looking from here on, we
don’t see those underlying factors reversing.

Representative CLYBURN. I would assume then that this—I have
seen a whole lot in the media in recent days about who is, in fact,
paying the taxes in the country. I am assuming, as my dad used
to tell me, “Don’t argue about taxes, son, because if you really owe
them, that means you made something.”

So I am assuming that these people are not paying because they
don’t owe anything. They don’t owe anything because they have not
made anything. So that is just an assumption on my part.

But let me look at this economic ladder that we talk about a lot.
If we are going to see a shrinkage in that gap, it would seem to
me that we need to start looking at how do you prepare people to
assume tax-paying responsibilities in our society? And we do that
by investing in their education, to the extent that things like Pell
grant, Head Start, Title I for disadvantaged people, all of these



23

things are designed to prepare people to earn income and, there-
fore, pay taxes and not be on the Government dole, as we like to
say down South.

Am I to believe that if we dramatically reduce that investment,
then we will dramatically reduce people’s abilities to assume these
responsibilities and to become taxpayers?

Dr. ELMENDORF. You are raising important, but difficult ques-
tions, Congressman. People’s ability to earn income comes, as you
know, from a whole variety of forces on their lives. Federal Govern-
ment policy is one of those forces. And if Federal policy were
changed in a way that provided significantly less support for people
in obtaining educations or getting skills, that could well affect their
income in the future.

But I don’t have a way of quantifying that. It depends very much
on the specific programs. There is very large research literature
and a lot of experimentation in the world about training programs,
for example. And some seem to work well, and some seem to work
badly. And the ones that work well are difficult sometimes to ex-
pand to a larger scale.

So just what role particular Government programs play, again,
is a much-studied question, and we do some work in that area. But
there isn’t a very good general answer to how important that is as
a factor relative to other factors influencing people’s ability to earn
income, as you say, and then, through that, to pay taxes.

Representative CLYBURN. Well, thank you very much, Dr. Elmen-
dorf. This time goes real fast here.

Dr. ELMENDORF. Thank you, Congressman.

Representative CLYBURN. My time has expired.

Chairman MURRAY. Senator Portman?

Senator PORTMAN. Thank you, Co-Chair.

And thank you, Director Elmendorf, for being with us again and
for all the hard work that you and your team are doing in respond-
ing to our many inquiries. Because I said that, I expect mine to be
prioritized. Kidding, guys. [Laughter.]

Dr. ELMENDORF. We prioritize everybody first, Senator.

Senator PORTMAN. Thank you, yes. Especially the committee, 1
hope, because we do have a short period of time here, and we have
a lot of work yet to do.

You talked a little about jobs and the economy earlier, and my
colleague Congressman Clyburn just raised this issue, the impor-
tance of jobs, which is, after all, one way you get people paying
taxes is to be sure they have the opportunity to earn enough money
to pay those taxes. And you had said that you believe that demand
was the key issue, and the source of that lack of demand was the
tough question.

And I would just ask you if you could comment on the
unsustainable fiscal path that you have outlined repeatedly, includ-
ing again today, and the fact that, as you said, we are increasing
the debt by anywhere from $3.5 trillion to $9 trillion over the com-
ing decade, depending on whether you use the current law or cur-
rent policy baseline. Reminding us that our commitment here is to
reach $1.5 trillion and $1.2 trillion to avoid sequester. That, of
course, isn’t even close to the increase we are likely to see from the
current $14.5 trillion debt.
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What impact does that have? I am sure you have looked at the
Rogoff and Reinhart study and others who have commented on the
impact of this unsustainable fiscal situation on our current econ-
omy.

Dr. ELMENDORF. So I think the unsustainable path matters in
the short run in various ways. Partly, the borrowing the Govern-
ment has done and anticipation of Government borrowing can
crowd out private investment to some extent. At the moment, with
private investment weak anyway, the magnitude of that crowding
out is less clear. In fact, we see Treasury interest rates, as you
know, being very low at the moment.

But there can be crowding out of investment. I think beyond
that, the uncertainty about fiscal policy is probably weighing on
households and businesses. They can recognize that there will have
to be, as a matter of arithmetic, changes in taxes and/or spending
relative to current policy, but they don’t know what those changes
will be. And I think that sort of uncertainty is naturally an inhib-
iting factor in decisions, particularly commitments of money over
time to invest in factories and equipment, to invest by hiring peo-
ple, for households to invest in housing and durable goods.

That uncertainty is a piece, I think, of broader uncertainty about
Government policies. There are a lot of different policies that are,
I think, up in the air in a way. And that policy uncertainty, of
course, is a piece of a much broader uncertainty about the state of
the economy and the income that households think they will have
in the future and the demand for the goods and services that busi-
nesses think they will have in the future.

Senator PORTMAN. Well, I appreciate that. And as an economist,
I appreciate your giving us really a sense of the importance of our
task because it is not just about cutting spending, is it? It is about
the economy and jobs. And although we are not called the jobs com-
mittee, what we do will affect that sense of certainty and predict-
ability going forward.

Dr. ELMENDORF. Yes.

Senator PORTMAN. And again, not in the substantial ways that
we would hope, all of us, but it will make a difference and take us
in the right direction. The alternative, of course, has been talked
about today as well, which is if we don’t do our work, what impact
that could have, even make our prospects for economic growth
more negative.

Let me use some figures here that you may not trust because
they are from the Office of Management and Budget. And you said
earlier that you trusted the CBO figures, but I think they are con-
sistent with yours. And let me start by saying I totally agree with
what you said earlier. Mandatory spending dominates the Fed-
eral—or mandatory spending dominates the Federal spending.
That was your quote a few minutes ago.

Co-Chairs Murray and Hensarling have also made that same
point in various ways from a little different perspective, and I to-
tally agree with that. I think if this committee doesn’t get at the
issue, which is the biggest part of our budget, over 50 percent of
the budget—60 percent, if you include interest on the debt—and
the fastest-growing part of our budget has gone from roughly 25
percent of our budget in the 1960s to over 50 percent today.
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If we don’t get at that, the largest part and the fastest-growing
part of the budget, we will, of course, not have accomplished our
goal. But having said that, let me give you some statistics on the
discretionary side, since that is the topic of our hearing today. I
will give you some numbers from 1990 until today.

Nondefense discretionary has risen during that time by 95 per-
cent, which, by the way, is nearly double the 52 percent growth in
defense spending. So if you took 52 percent growth in defense
spending from 1990 until today, 95 percent on nondefense. Now ad-
mittedly, the defense spending is not as high because the increases
we have seen have been more recent, from 2001, which reflected an
increase from the cuts in the 1990s on defense. So if you use just
the last decade, defense would be higher.

But let us look then at 2001 to 2011 on the nondefense side. Out-
lays on the education side, discretionary spending up 116 percent
in the last 10 years. International spending up 102 percent. Vet-
erans spending up 100 percent. Community and regional develop-
ment spending up 71 percent. Health research and regulation
spending up 56 percent, and so on.

So I just think we need to keep both of these things in mind.
One, that if we don’t deal with the spending issues, it is tough to
get this economy going. And second, we have seen some substantial
increases in the discretionary spending, understanding that the
BCA has now put those spending levels under more constraints. Do
you agree with those numbers?

Dr. ELMENDORF. I don’t know those—have this back of the hand,
Senator. But I would not argue with your numbers.

Senator PORTMAN. Well, again, thank you for all your help to
help us achieve the goal we have all talked about today, and we
look forward to working with you going forward.

Dr. ELMENDORF. Thank you, Senator.

Chairman MURRAY. Senator Kerry?

Senator KERRY. Dr. Elmendorf, thank you very much for being
here. Thank you for the terrific work you and your team are doing.
We appreciate it.

It is my understanding that CBO keeps regular estimates on the
number of jobs that have been created by the American Recovery
and Reinvestment Act. Is that correct?

Dr. ELMENDORF. Yes, Senator. We are required to publish esti-
mates once a quarter.

Senator KERRY. Right. And so, just quickly, because I don’t want
to spend much on time, is it not correct that without the policies
of the American Recovery and Reinvestment Act that GDP would
be lower and unemployment would be higher?

Dr. ELMENDORF. Yes, Senator.

Senator KERRY. So it has had a positive impact on GDP and on
reducing unemployment?

Dr. ELMENDORF. Those are our estimates, Senator. Yes.

Senator KERRY. Now, with respect to our work here in the com-
mittee, I talked to you last time you were here about “going big,”
about a $4 trillion total target if you include the money already
cut, $3 trillion if you don’t. It is my understanding that you already
have in your baseline an accounting for $1.2 trillion in deficit re-
duction by this committee. Is that accurate?
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Dr. ELMENDORF. Yes.

Senator KERRY. So if all we do in this committee is $1.2 trillion,
we, in effect, are not reducing the deficit below the current levels
or rates?

Dr. ELMENDORF. That is right. That is because of these auto-
matic enforcement procedures. If you don’t take explicit action,
there is a backup plan, which is the further cuts in spending that
I have outlined here.

Senator KERRY. Now with respect to the bigger deal, so to speak,
would you tell the committee or share with the committee your per-
ception of assuming you had a $3 trillion reduction, which included
something along the ratios we have all heard about either in
Rivlin-Domenici or in Simpson-Bowles or Gang of Six, somewhere
in the vicinity of 3-to-1 or 2-to-1 of cuts to revenue, and assuming
that the revenue were to come exclusively from the highest-end
people, that 275 percent increase in income, can you make a judg-
ment as to what the impact would be on the marketplace and per-
ceptions of deficit reduction or job growth that come from the $3
trillion versus just achieving the $1.2 trillion goal?

Dr. ELMENDORF. So just looking at the aggregate deficit reduc-
tion, I think it is clear that larger reductions coming from the work
of this committee would have a positive effect on current spending
and on current output and employment. And conversely, that a fail-
ure of this committee to reach agreement or for Congress to enact
an agreement reached by the committee would have a negative ef-
fect on confidence and, thus, on spending.

Senator KERRY. And if we do simply §1.2 trillion or $1.5 trillion,
which is the target goal, and that is all we do, isn’t it a fact that
we are going to be back here in about a year or 2 or 3, at max-
imum, dealing with the very same issues that are on the plate now
about the unsustainability of our budget?

Dr. ELMENDORF. Yes, Senator. And I think that is certainly right.

Senator KERRY. So in terms of the duty that Co-Chair Hensarling
has talked about to provide language to significantly reduce, the
most important message to the marketplace, I am told, comes if
you achieve a $4 trillion total, which is the only way to begin to
stabilize the debt. Is that not accurate?

Dr. ELMENDORF. Yes, the amount that is needed depends, very
importantly, on how you view the expiring tax provisions and some
other provisions of current law that would take us away from cur-
rent policies to which people have become accustomed. If one ex-
tends all or a large share of the expiring tax provisions over the
next few years, then the gap between spending and revenues over
the coming decade becomes much larger, and much more other ac-
tion is needed in order to achieve any given objective for the path
of debt relative to the size of the——

Senator KERRY. Well, can you share with the committee what
would have a greater negative impact on growth—the failure of the
committee to come up with more than $1.2 trillion or $1.5 trillion
and the marketplace signals that would send about the continued
fiscal plight of the country, or an ability to come up with a $3 tril-
lion or $4 trillion level that had that 3-to-1, 2-to-1 ratio that I
talked about with any revenue coming either from closing tax loop-
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holes or exclusively from that high-end 275 percent increase income
earner?

Which would have the greater negative impact on our economy—
finding some revenue from those folks and getting a deal, or having
no deal and not having that revenue?

Dr. ELMENDORF. I am afraid, Senator, I can’t analyze the sort of
policy proposals you are describing in my head.

Senator KERRY. Well, can you analyze

Dr. ELMENDORF. And we have not done an analysis of any of the
packages you have described.

Senator KERRY. But you can analyze—I mean, you have told us
that if we fail to come up with anything that deals with the
unsustainability, we are sending a bad message to the market-
place, aren’t we?

Dr. ELMENDORF. Yes. Again, I think in terms of the amount of
deficit reduction, the more that this committee can achieve over
some period of time, the better that would be for current con-
fidence. But I can’t weigh that off against the effects of sort of a
hypothetical combination of specific spending and tax changes.

Senator KERRY. Well, leave the hypothetical out. Can you tell us
what, for instance, the expiration of the top end of the Bush tax
cut, if it went from 35 to 39.6 and it was part of a $4 trillion deal,
would that have a negative impact on growth in our economy?

Dr. ELMENDORF. So we actually did last fall, for the Senate
Budget Committee, provide estimates of the effects on the economy
of different ways of extending the expiring tax provisions, and ex-
tending them had the negative effect of reducing deficits, the posi-
tive effect of keeping marginal tax rates lower and, thus, encour-
aging work and saving.

In our estimates, the negative effects of the extra debt was larger
than the positive effects of lowering marginal tax rates for those
particular policies we looked, again, over the medium and longer
term. But that is why the answer really depends on the specifics
of the policies.

Senator KERRY. Thank you very much. I appreciate it.

Chairman MURRAY. Representative Camp?

Representative CaAmP. Well, thank you, Co-Chair.

Mr. Elmendorf, is there anything in the Budget Control Act that
would prevent the Congress from changing how the sequester
would affect defense spending?

Dr. ELMENDORF. I mean, the Congress could enact a change in
law that could override the Budget Control Act.

Representative CAMP. So there is nothing in the Budget Control
Act that would prevent that?

Dr. ELMENDORF. No. I mean, in general, as you know, any Con-
gress can reverse the actions of a previous Congress.

Representative CAMP. I appreciate your response to a question by
Senator Murray that you believe that your projections on GDP
growth are too generous and that you believe actually they would
be lower, which would mean actually our deficit is worse than you
have projected in the past. But under your projections, you are as-
suming a 30 percent cut to physicians in Medicare, are you not?

Dr. ELMENDORF. Yes.
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Representative CAMP. And you are assuming that taxes go up
$3.8 trillion, that everybody’s taxes go up, certainly would have a
detrimental effect on the economy. And you are assuming that
there is a cut in discretionary spending.

So, as you project that and in answer to Mr. Upton’s question
that deficits are going to decline as a percentage of our GDP, it is
based on all of these assumptions, which, frankly, would impact
that number particularly in one way. I would just have to say

Dr. ELMENDORF. As you know, Congressman, it is not our as-
sumptions. We are following current law in that way.

Representative CAMP. But these are assumptions you baked into
your proposals, into your testimony today. I am just trying to point
that out.

And under either of your long-term fiscal projections, spending
on entitlements or mandatory health programs, Social Security, et
cetera, will increase between 15 and 17 percent of GDP, of our
gross domestic product. And net interest costs will increase to be-
tween 4 and 9 percent. And under either of those scenarios, that
crowds out discretionary spending, even if assuming the highest
levels of revenue this country has even seen.

So I guess my question is under even the best of assumptions,
the rosiest of assumptions, total discretionary spending under that
sort of long-term scenario was about 1 percent of GDP versus the
9.3 percent it is today. And I guess I would say to you, your re-
sponse to that suggestion or those calculations, do they sound cor-
rect to you?

Dr. ELMENDORF. So, again, I don’t have our long-term numbers
at hand. We extrapolate—for our projections over the long term
also, we extrapolate discretionary spending according to some sim-
ple rule of thumb. What the Congress ultimately did when it
reached an unsustainable point, we can’t predict.

Representative CaAMP. Well, presuming my question then that if|
under the rosiest of assumptions, given those long-term CBO pro-
jections that discretionary spending is just 1 percent of GDP, has
that ever occurred in recent history?

Dr. ELMENDORF. Well, I mean, I don’t know about the 18th cen-
tury. But, no, it has not occurred in recent history.

Representative CAMP. In recent history. Relatively recent history.

Dr. ELMENDORF. No.

Representative CAMP. So we have never been at that level?

Dr. ELMENDORF. No.

Representative CAMP. And I think the question is could we oper-
ate a functioning Government at just 1 percent of discretionary
spending of GDP?

Dr. ELMENDORF. Nothing like the Government that we are now
accustomed to in either defense or nondefense programs.

Representative CAMP. And again, with your testimony that man-
datory spending, as you said, dominates the Government budget I
think was your quote. You also said it is a growing share of spend-
ing. It is growing rapidly. Doesn’t this illustrate that as part of
what we are trying to do, the need to rein in mandatory spending
is obviously one of the priorities that we need to address?

Dr. ELMENDORF. Again, it is up to the committee to choose what
changes in policy it wants, but certainly, a growth in mandatory
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spending, particularly for healthcare and also in Social Security, is
the feature of the budget that makes the past unrepeatable. It is
the change under current policies because of the aging of the popu-
lation and the rising costs of healthcare that push up that spending
in such a substantial way that require us as a country and you as
our elected leaders to make choices to make the future different in
some way from the past.

And whether that is through changes in those programs or
changes in tax revenues or changes in other Government programs
is up to you, as you know.

Representative CAMP. Thank you.

I yield back, Madam Chair.

[Disturbance in hearing room.]

Chairman MURRAY. The committee will be in order, please. The
chair wishes to remind all of our guests that——

[Disturbance in hearing room.]

Chairman MURRAY. I would request that the Capitol Police re-
store order.

The committee shall recess until we are in order. [Recess.]

Chairman MURRAY. Thank you very much.

Representative, you can continue.

Representative CAMP. No, I had yielded back, Madam Chair.

Chairman MURRAY. All right. We will turn to Representative
Van Hollen.

Representative VAN HOLLEN. Thank you, Madam Chairman.

Thank you, Dr. Elmendorf, for your testimony.

Just to be clear, if the Congress was to take action to repeal the
defense portion of the sequester, all things being equal, that would
make the deficit worse. Correct?

Dr. ELMENDORF. Yes.

Representative VAN HOLLEN. Thank you.

Let me just go back to I think sort of an overall theme here,
which is that as a share of GDP, under current law, nondefense
discretionary spending is shrinking dramatically over the next 10
years. Is that not the case?

Dr. ELMENDORF. Yes, that is right, Congressman.

Representative VAN HOLLEN. And in fact, it goes to below 3 per-
cent in your chart, Figure 6, which as a percent of the economy is
about the lowest level since the Eisenhower administration.

Now there have been many questions that relate to the level of
nondefense discretionary spending during the 2007-2008 period,
which was a component of the Recovery Act. Just to be clear, in
your response to Senator Kerry’s question, I think you indicated
very clearly that that spending as part of the overall Affordable
Care Act actually helped prevent the economy from getting worse.
Correct?

Dr. ELMENDORF. I think you mean the Recovery Act—

Representative VAN HOLLEN. Correct.

Dr. ELMENDORF [continuing]. In 2009 and 2010 and this year.

Representative VAN HOLLEN. That is right.

Dr. ELMENDORF. And we believe that cuts in taxes and increases
in Government spending through that act increased output and
employment relative to what would have occurred otherwise.
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Representative VAN HOLLEN. That is right. And as we look for-
ward in this committee, and I received a letter from you. I think
the calculation of the Congressional Budget Office is that about a
little over one-third of the current deficit that we face is a result
of the fact that the economy is not at full employment. Is that
right?

Dr. ELMENDORF. That sounds right. Yes, Congressman.

Representative VAN HOLLEN. So even though we have prevented
things from getting a lot worse more quickly, clearly, we have a
long way to go, and I wanted to follow up on a remark you made
with respect to infrastructure spending where you said, “Many ana-
lysts think that the country should spend more in the area of infra-
structure.”

CBO, I know, has looked at infrastructure investments. Do you
believe that that is an effective way to try and boost job growth,
especially given the fact that we have over 14 percent unemploy-
ment in the construction sector?

Dr. ELMENDORF. Yes, Congressman. We think a variety of Gov-
ernment spending programs, if increased, or Government tax reve-
nues, if reduced, would spur economic activity in the next few
years.

Representative VAN HOLLEN. And I know CBO has also analyzed
different forms of investment to see which would be more effective.
There a lot of folks out there who are unemployed through no fault
of their own and who are continuing to look for work. As I looked
at your analyses, one of the most effective ways to boost consumer
demand, which, of course, is a big soft spot, would be to extend
support for people who are out of work through no fault of their
own. Is that right?

Dr. ELMENDORF. Yes, Congressman.

Representative VAN HOLLEN. Thank you.

And another issue that is looming on the horizon is as of the be-
ginning of next year, the current payroll tax holiday, which is in
effect for all working Americans, will lapse unless the Congress
takes action. And if that were to lapse and that would mean that
working people had less disposable income, especially at this point
in 15)ime, that would also dampen demand in the economy, would it
not?

Dr. ELMENDORF. Yes, Congressman.

Representative VAN HOLLEN. And all that dampening of demand
would mean less economic growth and fewer jobs, would it not?

Dr. ELMENDORF. Yes.

Representative VAN HOLLEN. Thank you.

A lot of ground has, obviously, been covered here. I would just
want to pick up on the question, comment really that our Congress-
man Upton made, and I think we are all very aware of the fact
that the clock is ticking here. And in my view, we have to accom-
plish an awful lot in a very short period of time, especially given
your constraints.

And I really hope that this committee is able to complete its mis-
sion and come up with a package that serves two purposes. One is
to try and get the economy moving again and put people back to
work, and you have described some ways that that could be done
in response to questions. And as you have also indicated, that can
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also help reduce the deficit over a period of time because the sooner
you get people back to work, the more the economy gets back into
gear, the more revenue that will come in.

Secondly, we need to act to put in place a long-term, credible,
deficit reduction plan that does that in a steady way without harm-
ing current jobs and economic growth, and we need to do it, I be-
lieve, in a balanced way, like every other bipartisan group that has
looked at this challenge recently. And so, I hope we can complete
that mission.

As you have indicated in your testimony today and before, in
that long-term picture, there are two big components. One is there
is no doubt we have to get a grip on the increasing costs, as a re-
sult of the baby boom retirement, rising healthcare, no doubt about
it. And there are smart ways to do it, and then there are ways that
I think would impose a lot of unnecessary pain on Americans.

But we need to reform the healthcare system so that we focus
more on the value of care than the volume of care, more on quality
than on quantity, and then we have to deal with the revenue issue.
And we all know that in the past decade when folks at the very
top were paying a little more, the economy performed just fine.
Twenty million jobs were created. The economy was booming. And
so, it seems to me that this is a time for shared responsibility to
address our country’s needs, and I think your testimony made that
very clear.

So thank you, Dr. Elmendorf.

Thank you. Thank you, Madam Chairman and Mr. Chairman.

Dr. ELMENDORF. Thank you, Congressman.

Chairman MURRAY. Senator Toomey?

Senator TOOMEY. Thank you, Madam chairman.

And thank you, Dr. Elmendorf.

A couple of quick follow-ups here. First, I know it is your view
that the recent huge increase in spending and the corresponding
big deficits have generated more economic growth and more job cre-
ation than we would have had in the absence of those things. But
surely you would agree that that essentially asks for a comparison
to a counterfactual, and as such, it is completely impossible to
prove?

Dr. ELMENDORF. Yes. That is right, Senator.

Senator TOOMEY. Okay. I would just urge us to consider that
there is another theory here, which is that Government can’t really
create demand on balance. It can substitute public demand for pri-
vate demand, but that it is illusory to think that the Government
can simply step in and make up for what is perceived to be a short-
fall of private sector demand.

And by the way, I would suggest that there are governments,
such as Greece and Italy and Portugal and Spain, who have cre-
ated a lot of demand domestically through their excessive spending,
and it is not working out so well for them.

I wanted to follow up on something. I might have misunderstood
this, but I thought I heard someone suggest that nondefense discre-
tionary spending has been essentially flat for about the last decade.
And T think we have touched on this in various ways, but I just
want to be very clear. In fact, by any reasonable measure, non-
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defense discretionary spending has grown dramatically, I would
say.

The numbers I have are in 2000, we spent about $284 billion in
nondefense discretionary spending. In 2010, we spent $550 billion.
We have had a slight reduction in 2011. But this is growing, obvi-
ously, in nominal terms. It is growing in inflation-adjusted terms.
It is growing faster than inflation plus population growth. It is
growing faster than GDP, in fact. Isn’t that true?

Dr. ELMENDORF. I think that is correct about outlays, Senator,
and I do show that in one of the figures. The issue, though, worth
pointing to is that funding, meaning the new budget authority the
Congress is providing for nondefense discretionary purposes, is ac-
tually now back down already in fiscal year 2011 as a share of
GDP to roughly what it was over the preceding few decades. And
you can see that in Figure 6 of the testimony.

Now you are right as in terms of nominal dollars or in terms of
real inflation-adjusted dollars, it is certainly up.

Senator TOOMEY. Right.

Dr. ELMENDORF. And as a share of GDP, though, there is a sharp
distinction between the level of outlays in 2011, which depended on
previous year’s funding, and the level of funding in 2011, which is
the jumping off point for future discussions of appropriations.

Senator TOOMEY. My point is over this 10-year period, we have
seen huge growth in nondefense discretionary spending.

The last point I would just like to ask is I think it is your view,
but I would like to ask, is it your view that if we were to pursue
revenue-neutral tax reform that would have the effect of broad-
ening the base on which taxes are applied and lowering marginal
rates, that it is true both with respect to such corporate reform or
individual reform that that would have a pro-growth effect on the
economy, which, of course, in turn generates more income for the
Government?

Dr. ELMENDORF. Yes, that is right. Again, the amount would de-
pend on the specifics of the proposal.

Senator TOOMEY. Absolutely. But to the extent that we pursued
that, we would be generating economic growth, therefore jobs and
revenue for the Treasury?

Dr. ELMENDORF. Yes, Senator.

Senator TOOMEY. Great. Thanks very much.

Chairman MURRAY. Dr. Elmendorf, thank you very much for
coming today and testifying.

And I want to thank all of our members for being short and con-
cise. We have a lot of work to do and a shrinking amount of time
to finish it with.

Dr. Elmendorf, thank you to you and your entire team for the
tremendous amount of work that we are putting forward to you,
and appreciate all of that.

I do want Members to know that they have 3 business days to
submit questions for the record, and I hope the witnesses can re-
spond very quickly to that. So Members should submit their ques-
tions by the close of business on Friday, October 28th.

Chairman MURRAY. I would also like to inform everyone that we
are going to have another hearing on November 1st. The topic will
be “An Overview of Previous Debt Proposals.” We will be hearing
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from former Senator Simpson, Erskine Bowles, Alice Rivlin, and
former Senator Pete Domenici.

Without objection, this joint committee stands adjourned.

Dr. ELMENDORF. Thank you, Senator.

[Whereupon, at 11:45 a.m., the committee was adjourned.]
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Senator Murray, Congressman Hensarling, and Members of the Committee, thank
you for the invitation to testify about discretionary spending in the federal budget.

Discretionary outlays—the part of federal spending that lawmakers generally control
through annual appropriation acts—totaled about $1.35 trillion in 2011, or close to
40 percent of federal outlays." Slightly more than half of that spending was for
defense. The remainder went for a wide variety of government programs and activi-
ties, with the largest amounts spent for education, training, employment, and social
services; transportation; income security (mostly housing and nutrition assistance);
veterans’ benefits (primarily for health care); health-related research and public health;
international affairs; and the administration of justice.

Discretionary outlays declined from about 10 percent of gross domestic product
(GDP) during much of the 1970s and 1980s to 6.2 percent in 1999, mostly because
defense spending, as a share of GDP, declined over that period. Since then, discretion-
ary outlays have risen relative to the size of the economy, totaling about 9 percent of
GDP in 2010 and 2011, in part because of military operations in Afghanistan and
Iraq and in part because of the discretionary funding provided by the American
Recovery and Reinvestment Act of 2009 (ARRA, Public Law 111-5). The 2010 and
2011 figures were the highest in about 20 years.

However, lawmakers have already taken significant steps to constrain discretionary
spending. Budget authority—the authority to incur financial obligations—provided
for defense activities in 2011 was $3 billion (or less than 1 percent) below the amount
provided the year before; budget authority for discretionary nondefense programs
(plus the obligation limitations that govern spending for certain discretionary trans-
portation programs whose budget authority is not classified as discretionary) was
$39 billion (or 7 percent) below the amount provided in 2010. As a result, total
discredionary funding (that is, budget authority plus obligation limitations) in 2011
was the lowest, as a share of GDP, since 2002. Nevertheless, discretionary outlays in
2011 were close to the amounts spent in 2010, the Congressional Budget Office
(CBO) estimates, because of spending from funds appropriated in previous years.

In addition, the Budget Control Act of 2011 (BL. 112-25) instituted statutory caps
on discretionary appropriations for each of the fiscal years 2012 through 2021. (By
contrast, in most recent years the total amount of annual appropriations—except for
those designated as emergency requirements—was governed by annual funding allo-
cations agreed to by the House of Representatives and the Senate but not enacted into
law.) The new caps do not constrain spending for the war in Afghanistan or similar
activities or for designated emergencies; however, if implemented as written in the act,
the caps would keep other appropriations for 2012 and 2013 below the amounts pro-

1. The data presented for 2011 come from Congressional Budget Office, 7/e Budget and Feonomic
Owtlook: A Updute (August 2011). Although the amount of total spending for 2011 has been
reported by the Department of the Treasury, the data available to date do not identify the amounts
of discretionary and mandatory outlays.
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vided for 2011 and would limit the growth of those appropriations to about 2 percent
a year from 2014 ro 2021. Compared with allowing nonwar discretionary appropria-
tions to grow at the rate of inflation, the capped amount of discretionary budget
authority would be about 4 percent lower in 2012 and 9 percent lower in 2021; as a
result, budget deficits would be reduced by $778 billion berween 2012 and 2021,
CBO estimates (not counting the savings in interest payments resulting from lower
outlays).?

The future path of discretionary spending may be affected by the actions of the Joint
Select Committee on Deficit Reduction. Under provisions of the Budget Control Act,
legislation originating from this Committee could directly alter the path of such
spending, for example, by changing the caps. Alternatively, if legislation originating
from this Committee and estimated to produce at least $1.2 trillion in deficit reduc-
tion (including an allowance for interest savings) is not enacted by January 15, 2012,
automatic procedures to cut spending will take effect in January 2013. CBO expects
that 71 percent of the net savings from the automatic procedures would come from
reductions in discretionary appropriations. If those procedures were triggered, appro-
priations for defense, excluding funding for overseas contingency operations {war-
related funding), would be $110 billion—or 16 percent—lower by 2021 than they
would be if they kepr up with inflation; funding for nondefense activities would be
$99 billion—or 15 percent—Ilower.

Moreover, for some programs, a comparison with inflation-adjusted funding under-
states the magnitude of reductions relative to the cost of maintaining current policies
or plans. For example, implementing the Administration’s multiyear defense plans
would require nonwar defense spending to grow faster than the rate of inflation, and
the demands for veterans’ health care and Pell grants for higher education have also
been growing more quickly than inflation. In contrast, the funding required for war-
related activities—in Afghanistan and other countries—will be smaller than the
amounts provided in recent years if the number of deployed troops is smaller and the
pace of operations is diminished.

Regardless of the constraints placed on discretionary spending through the Budget
Control Act or other actions taken by this Congress, subsequent Congresses will make
the final decisions about future discretionary appropriations. Those decisions might
or might not satisfy the constraints put in place by this Congress. Nevertheless, CBO

2. Inits letrer to the Honorable John A, Bochner and the Honorable Harry Reid analyzing the impact
on the deficit of the Budger Control Act of 2011 {August 1, 2011), CBO estimated that the act’s
caps on noawar discretionary budget authority would reduce projected deficits by $756 billion
between 2012 and 2021 compared with CBO’s March 2011 baseline adjusted to reflect enactment
of full-year appropriations for 2011 (and not counting the savings in interest payments that would
result from lower outlays). CBO’s most recent baseline, prepared in August, incorporated slightly
higher projections of inflation and reflected other technical adjustments; as a result, the caps are
now estimated to reduce discretionary outlays by a slightly larger amount compared with what
would be spent if appropriations grew at the rate of inflation.
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assumes in its baseline projections that discretionary funding subject to the caps in the
coming years will be equal to the amounts currently specified in law for those caps. As
a result, legislation that reduced the funds available for a particular discretionary activ-
ity or achieved savings in undertaking a particular activity would only reduce pro-
jected total appropriations if the legislation also lowered the caps; withour a reduction
in the caps, funding for other discretionary activities would probably fill the gap cre-
ated by the specific reduction or savings.

Concepts and Definitions Related to Discretionary Spending
Discretionary spending can be categorized and analyzed in a variety of ways. Some of
the metrics derive from differences between how much spending authority is provided
and how much is disbursed in a given year. Others derive from distinctions between
types and purposes of discretionary spending. Still others stem from legislation that
has aggregated discretionary spending into specific categories.

Budget Authority and Outlays

Appropriation acts provide authority to federal agencies to incur financial obligations.
Such budger authority generally takes the form of a direct appropriation of funds from
the Treasury or authority to obligate and expend certain collections.

Agencies use their budget authority to make commitments over the course of a fiscal
year (and sometimes longer), and the money is spent sometime after the commitment
is made. Some appropriations (such as for employees’ salaries) are spent quickly, but
others (such as for major construction projects) are disbursed over several years. Ouz-
lays are the amount of money spent each year. In any given year, discretionary outlays
include spending from both new budget authority and budget authority provided in
previous years. Thus, the Congress specifies the amount of budget authority provided
each year, but it does not directly control when outlays occur.

Several transportation programs have an unusual budgetary treatment: Their budget
authority is provided in authorizing legislation, rather than in appropriation acts, but
their spending is constrained by obligation limitations imposed by appropriation bills.
Consequently, their budget authority is considered mandatory, but their outlays are
discretionary. (The largest of those programs is the Federal-Aid Highway Program,
which is funded from the Highway Trust Fund.) As a result, total discretionary out-
lays in the budget are greater than total discretionary budget authority. In some pre-
sentations, the amounts of those obligation limitations are added to discretionary
budget authority to produce a measure of the total funding provided for discretionary
programs.
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Categories of Spending: Defense/Nondefense and Security/Nonsecurity

Budget presentations often divide discretionary spending between defense and
nondefense activities, where defense spending is defined as the sums that are recorded
in budget function 050 (which is labeled “national defense”).” That budget function
includes all of the spending on military activities of the Department of Defense plus
spending for the Department of Energy’s atomic energy defense activities and some
defense-related activities of other agencies.

The Budget Control Act set caps on discretionary budget authority for 2012 and
2013 using a different set of categories: security and nonsecurity. Under that act, the
security category includes most (but not all) funding normally categorized as for
national defense, but it also includes discretionary appropriations for the Department
of Homeland Security, the Department of Veterans Affirs, and accounts in budget
function 150 (international affairs). The nonsecurity category comprises all discre-
tionary appropriations not included in the security category. Those separate security
and nonsecurity caps apply only for fiscal years 2012 and 2013; for each of the fiscal
years 2014 through 2021, the Budget Control Act specified a single cap on most dis-
cretionary funding. The caps do not encompass funding for the war in Afghanistan or
similar activities (overseas contingency operations).4

If legislation originating from the Joint Select Committee on Deficit Reduction
achieving at least $1.2 trillion in deficit reduction over the 2012-2021 period is not
enacted, the Budget Control Act will trigger further reductions in discretionary
spending. The act specifies a set of caps to be used as a starting point for the auto-
matic reductions. Those caps are equal in total to the ones that apply in the absence of
the automatic reductions, but they divide the spending differently, separating defense
spending (budget function 050) from nondefense spending (although the act contin-
ues to apply the terms “security” and “nonsecurity” to describe the two categories).

Baseline Projections

CBOQO’s baseline projections incorporate the assumption that current law remains in
place so that those projections can serve as a benchmark for policymakers to use in
consideting possible changes to law. Although that current-law concept is generally
straightforward for spending under permanent laws (such as that for many entitle-

3. Federal spending is categorized in 20 general-subject categories, or budget functions, so that budget
authority and outlays can be presented according to the purposes the spending is intended to serve.

4. The law allows for adjustments to the caps when appropriations are provided for certain purposes.
Funding for overseas contingency operations would lead to an increase in the caps, as would other
funding designated as an emergency requirement. Furthermore, the law allows for an increase in
the caps if additional budget authority is provided for program integrity initiatives aimed at reduc-
ing improper benefit payments in the Disability Insurance and Supplemental Security Income pro-
grams, Medicare, Medicaid, and the Children’s Health Insurance Program. Finally, the caps would
be increased if appropriations were provided for disaster relief, bur the adjustments would be lim-
ited on the basis of historical averages for such funding,
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ment programs), it may be less clear what benchmark should be used in the context of
discretionary spending because appropriations are revisited each year.

In the absence of discretionary caps (such as those established by the Budget Control
Act), CBO’s baseline for discretionary spending has incorporated the assumption that
such appropriations grow with inflation from the most recent year’s level. That
approach for a baseline for discretionary spending was specified in the Balanced Bud-
get and Emergency Deficit Control Act of 1985.7 With the imposition of caps on dis-
cretionaty funding in the Budget Control Act, CBO’s August 2011 baseline also
incorporates the assumption that rotal discretionary appropriations—other than those
for overseas contingency operations—will equal the caps set in that act. To reduce dis-
cretionary spending below that projected in CBO’s baseline, legislation would have to
lower those caps or restrain discretionary spending not constrained by the caps, such
as funding for the war in Afghanistan or for similar activities. Reducing spending for
individual discretionary programs without changing the caps would not necessarily
change total discretionary funding or result in savings.

CBO’s baseline includes a placeholder of $1.2 willion in projected deficit reduction
between 2012 and 2021 that is assumed to stem either from legislation produced by
this Committee or from the automatic cuts that would be triggered if such legislation
is not enacted. Because the composition of that additional deficit reduction would
depend on the specific provisions of any legislation resulting from the Committee’s
proposals and the extent of any automatic reductions that would be triggered, CBO
did not allocate the $1.2 trillion between revenues and outlays. Hence, the baseline
projections for discretionary spending do not incorporate any such additional reduc-
tions.

Funding for Wars

Funding for the wars in Afghanistan and Iraq and for similar activities has often been
separated from other types of discretionary appropriations. In the early years of those
wars, budget authority was routinely provided through supplemental appropriations
and often designated as meeting an emergency requirement. Perhaps as a result of the
timing of such appropriations and a perception that such funding was “cemporary” in
nature, it was treated separately from other appropriations. The caps set by the Budget
Control Act of 2011 also treat funding for the wars separately—the caps do not con-
strain funding for overseas contingency operations (or funding designated as an emer-
gency requirement). Consequently, for its baseline projections, CBO follows the stan-
dard procedures specified in law and assumes that budget authority for overseas
contingency operations will continue at current levels with adjustments for inflation.

Placing caps on appropriations for overseas contingency operations could result in
estimared savings relative to those current-law projections. Such savings, however,
might simply reflect policy decisions that have already been made and that would be
realized even without such funding constraints. Moreover, if future policymakers

5. Section 257 of the Balanced Budget and Emergency Deficit Control Act of 1985 specifies the rules
for constructing the baseline (see 2 U.S.C. 907).
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believed that national security required appropriations above the capped levels, they
would almost certainly provide emergency appropriations that would not, under cur-
rent law, be counted against the caps.

The baseline projections that CBO published in August were based on appropriations
for fiscal year 2011, which totaled $159 billion for overseas contingency operations.
Since then, appropriations for overseas contingency operations have been set for the
first part of fiscal year 2012 (through November 18, 2011) at an annual level of
$119 billion, reflecting the planned drawdown of troops in Afghanistan and with-
drawal of U.S. forces from Iraq. Reflecting those latest appropriations, the total bud-
get authority that CBO would now project for overseas contingency operations over
the 2012-2021 period is about $440 billion less than the amount shown in CBO’s
August baseline. Therefore, if CBO were to make estimates today of savings from any
caps on such funding, those estimates would be based on those lower projections.

What Does Discretionary Funding Comprise?

Discretionary funding for 2011 rotaled $1,277 billion: budget authority of $712 bil-
lion for defense and funding totaling $566 billion for nondefense activities, including
$54 billion in obligation limitations for some transportation programs (see Table 1).

Budget authority provided for defense activities in 2011 was $3 billion (or less than

1 percent) below the amount provided the year before; the sum of discretionary bud-
get authority and obligation limitations for nondefense programs was $39 billion (or
7 percent) below the amount provided in 2010. Nevertheless, discretionary outlays in
2011 wete close to the amounts spent in 2010, CBO estimates, because of spending

from funds appropriated in previous years.

No full-year appropriations have been enacted for fiscal year 2012, which began on
October 1. However, the Congress has enacted a continuing resolution to provide dis-
cretionary funding through November 18, 2011. That continuing resolution provides
funding at an annualized level of $1,216 billion, about 5 percent less than the amount
provided for 2011. That amount equals the sum of the security and nonsecurity caps
for 2012 established in the Budget Control Act ($1,043 billion), obligation limita-
tions for transportation programs provided by the continuing resolution ($54 billion),
and funding for overseas contingency operations provided by the continuing resolu-
tion (just under $119 billion).

Funding for National Defense

Three major categories of funding for the Department of Defense (DoD) accounted
for 83 percent of the defense appropriation in 2011: funding for operation and main-
tenance ($308 billion), military personnel ($154 billion), and procurement ($129 bil-
lion) (see Figure 1). Operation and maintenance accounts, which constitute the single
largest category of defense spending, fund the day-to-day activities of the military, the
training of military units, the majority of costs for the military’s health care program,
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Table 1.

Discretionary Funding for 2011

(Billions of dollars)

2011 Funding
Defense® ’
Operation and maintenance 308
Military personnel 154
Procurement 129
Research, development, test, and evaluation : 76
Other Department of Defense 21
Other ) 23
Subtotal, defense 712
Nondefense
Education, training, employment, and social services 92
Transportation® 85
Income security 63
Veterans' benefits and services 57
Health 55
International affairs 52
Administration of justice 50
Other
Natural resources and environment 33
General science, space, and technology 30
General government ) 17
Community and regional development 15
Agriculture i [
Medicare 6
Social Security [
Energy 4
Commerce and housing credit -6
Subtotal, other ) . 112
Across-the-board reductions® -1
Subtotal, nondefense 566
Total o ) 1,277

Source: Congressional Budget Office.
a. Includes funding for overseas contingency operations such as the wars in Afghanistan and Iraq.

b. Includes $54 billion in budgetary resources provided by obligation limitations for certain ground
and air transportation programs.

¢. Full-year appropriations for 2011 included an across-the-board cut of 0.2 percentage points for
all nondefense discretionary accounts. :
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Figure 1.

Defense Discretionary Funding for 2011

Other  Other DoD®
Non-DoD?® (3%)
(3%)

Source: Congressional Budget Office.

Note: Discretionary funding for defense includes funding for overseas contingency operations such
as the wars in Afghanistan and Irag.

a. Includes spending on some defense-related activities by government entities other than the
Department of Defense (DoD). ‘

b. Includes funding for military construction and family housing.




44

and compensation for most of DoD’s civilian employees. The military personnel
accounts fund compensation for uniformed service members, including pay, housing
and food allowances, and related activities, such as moving service members and their
families to new duty stations. Procurement accounts fund the purchase of new
weapon systems and other major equipment and upgrades to existing weapon
systems,

Appropriations for research, development, test, and evaluation ($76 billion), which
fund basic and applied research as well as the development and testing of weapon sys-
tems, accounted for another 11 percent of total funding for national defense. The rest
of the appropriations (about 6 percent) were for military construction, family hous-
ing, and other programs in DoD ($21 billion); the atomic energy defense activities of
the Department of Energy ($17 billion); and various defense-related programs in
other departments and agencies ($7 billion).

Appropriations for the wars in Afghanistan and Iraq and related activities in 2011
were distributed across several of the categories just described and are included in the
amounts of funding reported here. Such appropriations totaled $159 billion in 2011,
accounting for about 22 percent of the total funding for national defense.

Funding for Nondefense Activities

Seven broad budget categories, or budget functions, account for about 80 percent of
the $566 billion in resources provided for nondefense discretionary activities in 2011.
Education, training, employment, and social services programs together received

$92 billion in funding, claiming 16 percent of total nondefense discretionary funding
(see Figure 2).° Nearly $40 billion of that total funded grants to state and local gov-
ernments for elementary, secondary, and vocational education, and another $28 bil-
lion supported programs for higher education.

Transportation programs received $85 billion, or 15 percent, of the total resources,
which included $54 billion in obligation limitations for several surface and air trans-
portation programs. (Although those programs receive mandatory budget authority
through authorizing legistation, the annual appropriation acts govern spending
because they limit how much of that authority the Department of Transportation can
obligate in a given year.) About one-half of all discretionary funding for transporta-
tion is for highway programs.

Income security programs (mostly for housing and nutrition assistance) received
funding rotaling $63 billion, representing 11 percent of nondefense appropriations.”

6. The studenc loan program and several other programs in that category are not included in that total
because their funding is considered mandatory.

7. Other income security programs, such as unemployment compensation, the Supplemental Nutri-
tion Assistance Program (formerly known as Food Stamps), and Temporary Assistance for Needy
Families, arc not included in the rotal because they are included in mandatory spending.
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Figure 2.

Nondefense Discretionary Funding for 2011

Transportation

Source: Congressional Budget Office.

Note: Nondefense discretionary funding inciudes budgetary resources provided by obligation
limitations for certain ground and air transportation programs.

a. Includes funding for natural resources and environment; general science, space, and technol-
ogy; general government; community and regional development; agriculture; Medicare and
Social Security (for administrative activities); energy; and commerce and housing credit.
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Discretionary appropriations for veterans’ benefits (primarily for health care) and for
health-related research and public health were $57 billion and $55 billion, respec-
tively, each constituting 10 percent of total discretionary funding for nondefense
activities, More than half of the discretionary funding fort health-related research and
public health is devoted to the National Institutes of Health. Finally, international
affairs accounted for roughly 9 percent, as did the administration of justice.®

About one-third of total nondefense discretionary spending is disbursed in the form
of grants to state and local governments. Of those grants, about one-third are devoted
to education and training programs and one-quarter to transportation programs, with
the remainder going to environmental protection, economic development, law
enforcement, and various other purposes.

The funding provided for nondefense discretionary programs in 2011 was $39 billion
lower than it was in 2010. The largest reduction ($8 billion, including a rescission in
2011 of $2 billion in unobligated balances) occurred because the decennial census was
carried out in 2010 and therefore did not require much spending in 2011; lower
amounts for disaster relief and high-speed rail ($4 billion and $2.5 billion less, respec-
tively) constituted the next largest reductions. In addition, net gains of the Federal
Housing Administration’s Mutual Mortgage Insurance Fund are estimated to have
risen by $4.6 billion in 2011. (Those gains, which are calculated on a present-value
basis, are recorded as an offset against discretionary appropriations.)

Funding for the Federal Workforce

According to CBO’s estimates, the federal government provided about $200 billion in
funding to compensate federal civilian workers in 2011; that amount represents about
15 percent of toral discretionary spending. Of that $200 billion, about $80 billion (or
11 percent of defense appropriations) was for civilian personnel working in the
Department of Defense and on other defense-related activities, and about $120 bil-
lion {or 21 percent of nondefense discretionary funding) was for nondefense person-
nel; most of those nondefense personnel work in the Departments of Veterans Affairs,
Homeland Security, Justice, and the Treasury (including the Internal Revenue
Service).

What Have Been the Trends in Discretionary Outlays?
Discretionary outlays declined from about 10 percent of GDP during much of the
1970s and 1980s to 6.2 percent in 1999, mostly because defense spending, as a share
of GDP, declined over thar period.” Those outlays then began to increase somewhat
relative to the size of the economy, reaching 7.0 percent of GDP in 2002 and 7.9 per-
cent in 2008 (see Figure 3). The rise between 2002 and 2008 can be attributed

8. Funding for programs that are intended 1 enhance homeland security is spread across budget
functions, including some of those mentioned here, and it is not recorded in a single place in the
budget.

9. This discussion is framed in terms of outlays, rather than budget authority, because more long-term
historical data are available for outlays.
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Figure 3.

Defense, Nondefense, and Total Discretionary Outlays,
1971 to 2011

(Percentage of gross domestic product)
12

10 |

1971 1976 1981 1986 1991 1996 2001 2006 2011

Source: Congressional Budget Office.

to the actions taken in response to the terrorist attacks of September 11, 2001, and
subsequent military operations in Afghanistan and Iraq. In 2009 and 2010, discre-
tionary outlays jumped to 8.8 percent and 9.3 percent of GDDT, respectively, in part
because of $281 billion in discretionary funding provided by the American Recovery
and Reinvestment Act of 2009, The 2010 figure was the highest since 1988 (in part
because much of the ARRA funding provided in 2009 was disbursed in 2010). By
CBO’s estimate, discretionary spending in 2011 was about 9.0 percent of GDP; those
outlays stemmed from budgetary resources provided for 2011 and for earlier years,
including some from ARRA.

Defense Spending

Trends in discretionary outlays during the past few decades have been heavily influ-
enced by spending on defense. In 1971, defense discretionary outlays accounted for
7.3 percent of GDP; however, that share fell rapidly over the following several years,
dropping to 4.7 percent of GDP by 1978. Such spending then rose, reaching 6.2 per-
cent in 1986. From that point, defense outlays resumed their slide, dropping to a low
of 3.0 percent of GDP between 1999 and 2001.

In 2002, defense outlays rose back to 3.3 percent of GDP, not only because of opera-
tions in Afghanistan and other war-related activities (see Appendix A) but also
because of initiatives that were planned before September 11, 2001. Qutlays for
defense activities continued to climb as military operations began in Irag, and by
2005, defense outlays equaled 4.0 percent of GDP. Such outlays subsequently
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increased further relative to the size of the economy, reaching 4.7 percent of GDP (or
$689 billion) in 2010 and about the same share of GDP in 2011. That level is the
highest relative to GDP since 1992 but well below the average for defense spending
since World War I1.

Nondefense Spending

Outlays for nondefense discretionary programs have averaged about 4 percent of
GDP during the past 40 years, with significant variation over time but little apparent
trend. Thus, on average, such outlays increased during that period roughly in line
with the size and income of the population.

Such outlays rose from 4.0 percent of GDP in 1971 to a high of 5.2 percent of GDP
in 1980 before declining. Nondefense outlays as a share of GDP fell through the rest
of the 1980s and were relatively stable from 1990 through 2008, ranging between
3.2 percent and 3.8 percent. However, funding from ARRA then helped push that
share higher—to 4.5 percent of GDP in 2010. In 2011, nondefense discretionary
outlays dropped to 4.3 percent of GDP, CBO estimates, in part because spending of
ARRA funds declined.

How Will Discretionary Spending Evolve Over the

Next Decade Under Current Law?

CBO’s baseline for discretionary funding reflects the caps placed on such budget
authority for 2012 through 2021 by the Budget Control Act. Discretionary budget
authority subject to the caps will be limited to $1,043 billion in 2012 and $1,047 bil-
lion in 2013, and increases will be restricted to about 2 percent per year after that,
with discretionary budget authority reaching a maximum of $1,234 billion in 2021.

The baseline also incorporates projections of obligation limitations for certain trans-
portation programs (calculated by adjusting for inflation the $54 billion provided in
2011). Combining the budget authority subject to the caps with those obligation lim-
itations, CBO projects thar such discretionary funding will decline from 7.0 percent
of GDP in 2012 to 5.5 percent of GDP in 2021 (see Figure 4).

Appropriations of those amounts will mean reductions in the real (inflation-
adjusted) resources available for the government’s programs. Compared with allowing
discretionary appropriations to grow at the rate of inflation, the capped amount of
discretionary budget authority is about 4 percent lower in 2012 and 9 percent lower
in 2021. Compared with allowing discretionary budget authority to grow at the rate
of nominal GDP, the caps are about 6 percent lower in 2012 and about 28 percent
lower in 2021.

According to CBO’s estimates, if appropriations in the next 10 years are equal to the
caps on discretionary spending, implementing those caps will reduce budget deficits
by $778 billion between 2012 and 2021 (not counting the savings in interest pay-
ments that will result from lower outlays) compared with what would occur if discre-
tionary budget authority was allowed to grow at the rate of inflation.
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Figure 4.

Total Discretionary Funding Excluding War Funding,
1980 to 2021

(Percentage of gross domestic product)
12

10

1980 1984 1988 1992 1996 2000 2004 2008 2012 2016 2020

Source: Congressional Budget Office.

Note: Funding includes budget authority as well as budgetary resources provided by obligation
limitations for certain ground and air transportation programs.

The future path of discretionary spending may be affected by the actions of this
Committee. Legislation originating from the Committee could directly alter the
path of discretionary spending, for example, by changing the caps. Alternatively, if
legislation originating from the Committee and estimated to produce at least

$1.2 trillion in deficit reduction (including an allowance for interest savings) is not
enacted by January 15, 2012, automatic procedures to cut spending will take effect.
According to the law, such procedures would lead to a sequestration (that is, a cancel-
lation) of discretionary resources in 2013 and a reduction in the caps in subsequent
years—as well as reductions in mandatory spending.'® The magnitude of those cuts
would depend on any shortfall in the estimated effects of legislation originating from
this Committee relative to the trigger point of $1.2 trillion.

Automatic Enforcement Procedures Under the Budget Control Act

The automaric reductions in spending under the Budget Control Act—if triggered—
would take the form of equal cuts (in doilar terms) in funding for defense and non-
defense programs from 2013 through 2021. Those reductions would be achieved by
lowering the caps on discretionary budget authority specified in the Budget Control
Act and by automatically cancelling budgetary resources for some programs and

10. Mandatory spending is the budget authority provided by laws other than appropriation acts and
the outlays that result from that budget authority.
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activities financed by mandarory spending." The law exempts a significant portion of
mandatory spending from sequestration, however.

CBO has estimated the changes in discretionary and mandatory spending that would
occur if the automatic enforcement mechanisms were triggered because no new deficit
reduction legislation was enacted (see Table 2). CBO’ analysis can only approximate
the ultimate results; the Administration’s Office of Management and Budget would be
responsible for implementing any such automatic reductions on the basis of its own
estimnates.

Under those circumstances, the automatic enforcement procedures would reduce
budgetary resources for defense by $492 billion between 2013 and 2021. Such annual
reductions would be split proportionally between mandatory and discretionary
defense spending. Because mandatory spending makes up much less than 1 percent of
all defense spending, however, CBO estimares that only about $150 million would be
sequestered from mandatory defense programs over the 2013-2021 period. Conse-
quently, almost all of the required deficit reduction in the defense category would
have to be achieved by lowering the caps on future discretionary appropriations for
defense activities.

Estimating automatic reductions for nondefense programs is more complicated, par-
ticularly because of provisions in the Budget Control Act that limit cuts in most
spending for Medicare benefits to 2 percent. CBO estimates that about 90 percent of
Medicare spending would be subject to that limit, and another 8 percent of such
spending would be exempt from sequestration altogether, leaving just 2 percent of
Medicare spending subject to the same sequestration as nonexempt mandatory
programs.

The act would require the same total reductions—8§492 billion over the 2013-2021
period—in the budgetary resources for nondefense activities as in those for defense. In
caleulating the reductions required in the nondefense spending category, the targeted
savings would first be allocated proportionally between nonexempt discretionary and
mandatory programs. CBO estimates that mandatory spending accounts for roughly
58 percent of all nondefense spending that would be subject to enforcement proce-
dures under the Budget Control Act during those nine years. Of that nonexempt
mandatory spending, the vast majority is for Medicare programs and activities that
would be subject to the 2 percent limit. In the absence of such a limit, reductions in
budgetary resources for Medicare would total $256 billion between 2013 and 2021,
CBO estimates; with the 2 percent ceiling, however, such reductions would total
$123 billion over that period. The other $133 billion in required reductions that
could not be accomplished because of the 2 percent limit would be reallocated

11. Budgerary resources consist of all sources of authority provided to federal agencies that permit them
to incur financial obligations, including new budget authority, unobligated balances, direct spend-
ing authority, and obligation limitations. For 2013, reductions in discretionary budget authority
would take place via sequestration rather than through a reduction in the caps.
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CBO’s Estimates of Sequestration Amounts for
Mandatory Spending and Reductions in Caps on

Discretionary Budget Authority

(Billions of dollars)
Total,
2013-
2013 2014 2015 2016 2017 2018 2019 2020 2021 2021
Defense®
Mandatory sequestration * * * * * * * * * *
Reduction in the cap on discretionary )
budget authority” -55 55 <55 55 55 55 55 55 55 _:4_93
Total -55 -55 -85 -55 -55 -55 -55 -55 ~55 -492
Nondefense®
Mandatory sequestration
Medicare spending subject to
2 percent fimit 41 41 12 -3 a3 4 15 s 7 ARB
Other nonexempt programs -3 -3 -4 -4 3 -3 -3 3 -3 -30
Additional sequestration applied to
other programs because of the
2 percent fimit for Medicare’ 2 02 2 2 2 2 2 2 2 -17
Subtotal -6 -7 18 19 19 19 20 21 -2 -1
Reduction in the cap on discretionary
budget authority®
Preliminary reductions -5 24 24 23 -3 23 22 21 L 206
Further reductions because of the
2 percent limit for Medicare 4 14 -3 13 a3 13 12 12 oz -1
Total -85 -55. -5% -55 -55 -55 -55 -55 -55 -492
Memorandum:
Percentage Cut to Nonexempt Budget Accounts
Defense 100 98 97 95 93 91 8% 87 85 na
Nondefense
Discretionary 78 74 71 68 66 64 61 58 55 n.a.
Mandatory
Medicare spending subject to
2 percent fimit 2020 20 20 20 20 20 20 28 na.
Other 78 74 71 68 66 64 61 58 55 " na

Source: Congressional Budget Office.

Notes: * = between -$500 million and zero; n.a. = not applicable.

Budget authority refers 1o the authority provided by law to incur financial obligations, which

eventually result in outiays.

a. For the purposes of this table, “defense” refers to ail accounts in budget function 050, and

“nondefense” refers to all other budget accounts.

b. For 2013, reductions in discretionary budget authority would take place via sequestration rather

than through a reduction in the caps.

¢. Because a portion of Medicare spending cannot be subject to a sequestration of more than
2 percent, the remaining amount of required reductions must be reallocated proportionally
among other nonexempt mandatory programs and nondefense discretionary funding.
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proportionally among the remaining nonexempt mandatory programs and discretion-
ary programs in the nondefense category.

Altogether, the majority of the savings from the automatic spending reductions would
stem from further cuts in discretionary programs beyond those embodied in the Bud-
get Control Act’s caps on discretionary budget authority. CBO expects that 71 per-
cent of the net savings from the automatic procedures would come from lowering the
caps on discretionary appropriations (and from a sequestration of those appropria-
tions in 2013), 13 percent would come from a net reduction in mandatory spending,
and 16 percent would result from lower debt-service costs arising from those other
cuts.”?

Of course, outcomes could be different from the figures in the table. The Congress
could enact legislation originating from this Committee that would produce $1.2 tril-
lion in savings through changes that differ significantly from the automatic reductions
that would be required in the absence of such legislation. Or such legislation could
yield some savings, but less than $1.2 trillion, so the automatic procedures would
have a smaller impact than CBO has estimated here. Alternatively, this Committee
could recommend, and the Congress could enact, legislation saving significandy more
than $1.2 trillion.

Defense Spending

To illustrate the potential impact of the caps on discretionary appropriations set in the
Budget Control Act and of the automatic enforcement procedures contained in that
act, CBO has projected defense and nondefense appropriations and outlays under sev-
eral different assumptions. For defense, those projections exclude appropriations and
outlays for overseas contingency operations.

Compliance with the caps on discretionary funding could occur through many differ-
ent combinations of defense and nondefense funding. For example, defense and non-
defense appropriations might be cut proportionally relative to the funding that would
be necessary to keep pace with inflation. In that case, funding for defense programs
apart from overseas contingency operations would drop from $552 billion in 2011 to
$538 billion in 2012 before rising again and reaching $637 billion in 2021 (see
Table 3). Between 2012 and 2021, such funding would be $445 billion less than the
amount that would occur if the amount of funding for 2011 grew at the rate of infla-
tion. When measured as a share of GDP, funding for defense would decline by about
1 percentage point from 2011 to 2021, or by more than one-fourth (sce Figure 5).
Funding for defense in 2021 {excluding overseas contingency operations) would rep-
resent 2.7 percent of GDP; by compatison, annual funding for defense (excluding
overseas contingency operations) has averaged 3.4 percent of GDP during the past

decade.

12. For further details, see Congressional Budget Office, Lstimated lmpuct of Automatic Budget
Enforcement Procedures Specified in the Budger Coniral Act (Seprember 2011).
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Projections of Discretionary Budget Authority for Defense Programs

(Billions of dollars)

Total
2012- 2012-

2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2016 2021

Funding for 2011 (Exchuding overseas

contingency operations) Adjusted for Inflation®

Potential Paths for Defense Discretionary
Budget Authority Subject to the Caps as
Set in the Budgst Controt Act of 2011°

Al reductions from defense”
Proportional reductions
No reductions from defense

If No Savings Result from the
Joint Select Committee”

Potential Paths for Defense Discretionary
Budget Authority Subject to the Caps as
Set in the Budget Control Act of 2011°

Alf reductions from defense®
Proportional reductions
No reductions from defense

1 No Savings Result from the
Joint Select Committee?

Projected Budget Authority

552 562 574 586 599 614 630 646 664 682 700 2,935 6,256

552 532 531 516 524 531 541 550 560 569 578 2,634 5432
552 538 541 550 560 571 584 597 610 623 637 2,760. 5811
552 562 574 586 599 614 630 646 664 682 700 2,935, 6,256

552 538 491 501 51 522 535 548 561 575 589 2,565 5374

Reduction in Budget Authority Relative to the Funding for 2011 Adjusted for Inflation

0 -3 43 70 76 8 8 96 104 113 -2 301 -85

Continued
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(Billions of doflars}

Total
2012- 2012-
2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2016 2021
Memorandum:
Overseas Contingency Operations®
August 2011 basefine 159 181 164 167 169 172 176 180 183 188 19 83 1752

Extrapolation of annualized amount
provided in continuing resolution
for fiscal year 2012 na. 119 121 124 126 129 132 135 139 142 146 619 1314

Source: Congressional Budget Office.
Note: n.a. = not applicable. .

a, These amounts were estimated by assuming that budget authority for fiscal years 2012 to 2021 will be equal to the 2011
appropriation adjusted for inflation.

b, No caps were in place in 2011. Excludes overseas contingency operations.

¢. In 2012 and 2013, reductions in defense funding would not be sufficient to meet the caps on “nonsecurity” funding; there-
fore, some reductions would have to come from nondefense programs even if all available defense furiding classified as non-
security was eliminated. Caps for those two years are allocated to “security” and “nonsecurity” spending: The security
category comprises discretionary appropriations for the Department of Defense, the Department of Homeland Security, the
Department of Veterans Affairs, the National Nuclear Security Administration, the intelligence community management
account (95-0401-0-1-054), and discretionary accounts in budget function 150 (international affairs). The nonsecurity cate-
gory comprises ail discretionary appropriations not included in the security category. Excludes overseas contingency
operations.

d. Assumes that the automatic enforcement procedures delineated in the Budget Control Act would take effect and, therefore,
that-caps for each year from 2013 through 2021 wouid be reset to cover defense (hudget function 050) and nondefense:
budget authority. The caps for 2012 set in the Budget Control Act would not be affected by the automatic enforcement
procedures. Because no adjustment to the caps for 2012 would be made if the automatic enforcement procedures take
effect, CBO has assumed that the reductions in 2012 would be proportional.

e. The caps do not constrain appropriations for military operations in Afghanistan (or for similar activities). For its August 2011
baseline, CBO projected future war-related funding by adjusting for inflation the $159 billion appropriated for 2011. The
Continuing Appropriations Act, 2012 (Public Law 112-36) funded such operations through November 18, 2011, at an annual
rate of $119 biltion.
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Figure 5.

Defense Discretionary Budget Authority, 1980 to 2021

(Percentage of gross domestic product)

1980 1984 1988 1992 1996 2000 2004 2008 2012 2016 2020

Source: Congressional Budget Office.

a.

The base budget funds the normal activities of the government for national defense, including
the development and procurement of weapon systems and day-to-day operations of the military
and related civilian workforce. Base-budget data include supplemental and emergency funding
unrelated to operations in Afghanistan, Iraq, and the war on terrorism.

For 2001 to 2011, supplemental and emergency funding for overseas contingency operations
{OCO}, such as those in Afghanistan and Iraq, and for other purposes is shown separately from
the base-budget data.

The CBO projection of the Department of Defense’s (DoD’s) Future Years Defense Plan for 2012
(without funding for overseas contingency operations) incorporates costs that are consistent
with DoD’s recent experience. It also assumes that the non-DoD portions of defense discretion-
ary funding remain at 2011 levels, adjusted only for inflation.

Assumes proportional reductions in defense and nondefense discretionary budget authority sub-
ject to the caps as set in the Budget Control Act of 2011.

Assumes that the automatic enforcement procedures delineated in the Budget Control Act
would take effect and, therefore, that caps for each year from 2013 through 2021 would be reset
to cover defense and nondefense budget authority. Because no adjustment to the caps for 2012
would be made if the automatic enforcement procedures take effect, CBO has assumed that the
reductions in 2012 would be proportional.
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Alternatively, nearly all reductions in appropriations that would be needed to meet the
caps—relative to the funding that would be necessary to keep pace with inflation—
could come from defense activities. In that case, budget authority for defense pro-
grams apart from overseas contingency operations would drop from $552 billion in
2011 to $516 billion in 2014 before beginning to rise again.” By 2021, such funding
would toral $578 billion and would equal 2.4 percent of GDP, one-third less than the
3.7 percent of GDP represented by 2011 defense appropriations excluding overseas
contingency operations.

As another possibility, defense funding could grow at the rate of inflation, and all
reductions needed to meet the caps could come from nondefense programs. In that
case, CBO projects, defense appropriations would total $700 billion, or 2.9 percent of
GDDP in 2021—still a decline of more than a fifth from the funding in 2011, when
the amounts are measured as a share of GDP.

If none of the specified savings of $1.2 trillion was obtained through legislation origi-
nating with this Committee, the estimated reduction in defense funding in 2013
would require a sequestration of 10.0 percent in discretionary budget authority for
defense (see the memorandum in Table 2). The percentage reductions in the caps for
later years would be successively slightly smaller, amounting to 8.5 percent in 2021,
By 2021, defense budget authority (excluding funding for overseas contingency oper-
ations) would be about $110 billion—or 16 percent—lower than it would be if such
appropriations kept up with inflation. During the 20122021 period as a whole,
defense funding would be $882 billion less than the amount that would occur if the
amount of funding for 2011 grew at the rate of inflation (see Table 3)." By 2021,
such funding would equal 2.5 percent of GDP. (Discretionary outlays for defense that
would result from these different streams of budget authority are presented in
Appendix B.)

The caps do not constrain appropriations for the war in Afghanistan or for similar
activities, and the automatic enforcement procedures would not affect funding for
such purposes.

Nondefense Spending

Alternative ways of keeping discretionary spending within the caps specified in the
Budget Control Act would have different implications for nondefense spending as
well.

13.In 2012 and 2013, the total amount of nonsecurity funding that would be available within the
defense category if 2011 funding was adjusted for inflation is not large enough—even if all such
funding was climinated—to meet the caps on nonsecurity funding; therefore, to adhere to the caps
on nonsecurity funding, some reductions would have to come from nondefense programs.

14. That amount is the sum of two components: (1) the estimated amount of the automatic reductions
that would apply to defense funding ($492 billion) and (2) the difference between the defense caps
specified in law that are to be used as the basis for such automatic reductions and whart funding for
defense would be if appropriations after 2011 grew at the rate of inflation (390 billion).
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If defense and nondefense appropriations were cut proportionally relative to the fund-
ing that would be necessary to keep pace with inflation, nondefense budget auhority
would decrease from $511 billion in 2011 to $505 billion in 2012 before rising again
and reaching $597 billion in 2021 {see Table 4). Between 2012 and 2021, budget
authority for nondefense purposes would be $418 billion less than the amount that
would be provided if funding grew at the rate of inflation after 2011. Under an
assumption that the obligation limitations for certain transportation programs grow
over time at the rate of inflation, nondefense funding in 2021 would represent

2.8 percent of GDP; by comparison, such funding has averaged 4.1 percent of GDP
during the past decade (see Figure 6).

Alternatively, if all reductions in appropriations—relative to the funding that would
be necessary to keep pace with infladon-—came from nondefense activities, budget
authority for nondefense programs would drop from $511 billion in 2011 to

$473 billion in 2013 before beginning to rise again. By 2021, budget authority would
total $534 billion. Combining that amount with the projected obligation limitations
would result in total nondefense funding equal to 2.5 percent of GDP, a drop of
about one-third refative to the 3.8 percent of GDP represented by 2011 nondefense
funding.

As another possibility, nondefense funding could grow nearly at the rate of inflation,
and almost all reductions needed to meet the caps could come from defense pro-
grams.‘S In that case, CBO projects, nondefense budget authority would total

$656 billion in 2021. The resulting funding (including obligation limitations) would
equal 3.0 percent of GDP—a decline of nearly a fifth from the funding in 2011,
when the amounts are measured as a percentage of GDP.

If no savings were obtained through legislation originating with this Committee, the
estimated reduction in nondefense funding in 2013 would require a sequestration of
7.8 percent in discretionary budget authority for nondefense purposes (see the memo-
randum in Table 2). The percentage reductions in the caps for later years would be
successively smaller, amounting to 5.5 percent in 2021. By 2021, nondefense budget
authority would be $99 billion—or 15 percent—Ilower than it would be if such
appropriations kept up with inflation, and total nondefense funding (including obli-
gation limitations) would equal 2.6 percent of GDP. During the 2012-2021 period as
a whole, nondefense funding would be $794 billion less than the amount that would
occur if the amount of funding for 2011 grew at the rate of inflation.'® (Discretionary
outlays for nondefense activities that would result from these different streams of bud-
get authority are presented in Appendix B.)

15.1n 2012 and 2013, reductions in defense funding would not be sufficient to meet the caps on non-
security funding; therefore, some reductions would have to come from nondefense programs even if
all available defense funding classified as nonsecurity was eliminated.

16. That amount is the sum of two components: (1) the estimated amount of the automaric reductions
that would apply to nondefense funding ($322 billion) and (2) the difference between the non-
defense caps specified in law that are to be used as the basis for such automatic reductions and what
funding for nondefense activities would be if appropriations after 2011 grew at the rate of inflation

(%473 billion).
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Table 4.
Projections of Discretionary Budget Authority for Nondefense Programs

(Billions of dollars)

Total
2012- 2012-
2011 2012 2013 2034 2015 2016 2017 2018 2019 2020 2021 2016 2021
Projected Budget Authority .
Funding for 2011 Adjusted for Inflation” 511 528 538 550 562 576 590 606 622 639 856 2,753 5867

Potential Paths for Nondefense
Discretionary Budget Authority Subject
to the Caps as Set in the Budget Control

Act of 201°
Alf reduetions from nondefense 511 4Bl 473 480 487 493 501 510 518 526 54 2,414 5,004
Proportional reductions 511 505 506 516 526 536 547 559 572 585 597 2,589 5449
No reductions from nondefense” 511 511 516 550 562 576 590 606 622 639 656 2,715 5828
Tf No Savings Resuit from the
Joint Select Committee” S11 505 462 472 483 494 505 518 532 K45 557 2416 5072

Reduction in Budget Authority Relative to the Funding for 2011 Adjusted for Inflation
Potential Paths for Nondefense
Discretionary Budget Authority Subject
to the Caps as Set in the Budget Control

Act of 201
Alt reductions from nondefense 0 4 6 - 76 82 8 -9 -104 113 12 340 863
Proportional reductions 0 23 31 34 37 40 43 47 50 5% 59 -164 418
o reductions from nondefense® ¢ v 2 0 0 0 0 i 0 9 0 38 -38
I No Savings Result from the
Joint Sefect Committes” 0 B3 -7 78 79 82 8 88 90 95 99 =338 794

Source: Congressional Budget Office.

a. These amounts were estimated by assuming that budget authority for fiscal years 2012 to 2021 will be equal to the 2011
appropriation adjusted for inflation.

b. No caps were in place in 2011.

c¢. In 2012 and 2013, reductions in defense funding would not be sufficient to meat the caps on “nonsecurity” funding; there-
fore, some reductions would have to come from nondefense programs even if all available defense funding ¢lassified as non-
security was eliminated. Caps for those two years are allocated to “security” and "nonsecurity” spending. The security
category comprises discretionary appropriations for the Department of Defense, the Department of Homeland Security, the
Department of Veterans Affairs, the National Nuciear Security Administration, the intelligence community management
account {95-0401-0-1-054), and discretionary accounts in budget function 150 (international affairs). The nonsecurity cate-
gory comprises all discretionary appropriations not included in the security category. Exciudes overseas contingency
operations.

d. Assumes that the automatic enforcement procedures delingated in the Budget Control Act would take effect and, therefore,
that caps for each year from 2013 through 2021 would be reset to cover defense (budget function 050) and nondefense
budget authority. The caps for 2012 set in the Budget Control Act would not be affected by the automatic enforcement
procedures. Because no adjustment to the caps for 2012 would be made if the automatic enforcement procedures take
effect, CBO has assumed that the reductions in 2012 would be proportional.
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Figure 6.
Nondefense Discretionary Funding, 1980 to 2021

(Percentage of gross domestic product)

1980 1984 1988 1992 1996 2000 2004 2008 2012 2016 2020
Source: Congressional Budget Office.

Note: Funding includes budget authority as well as budgetary resources provided by obligation
limitations for certain ground and air transportation programs.

a. Assumes proportional reductions in defense and nondefense discretionary budget authority sub-
ject to the caps as set in the Budget Control Act of 2011,

b. Assumes that the automatic enforcement procedures delineated in the Budget Control Act
would take effect and, therefore, that caps for each year from 2013 through 2021 would be reset
to cover defense and nondefense budget authority. Because no adjustment to the caps for 2012
would be made if the automatic enforcement procedures take effect, CBO has assumed that the
reductions in 2012 would be proportional.

How Might the Path of Discretionary Spending Be Altered?
Because discretionary spending is determined by the appropriation process each year,

it is not always clear what metric should be used when thinking about future needs
and measuring the impact of policy changes.

One metric is to assume that current funding grows at the rate of inflation (that is,
that it stays the same in real terms). For some programs, however, such an approach
understates the cost of maintaining current policies or plans. For example, early in
2011 the Administration put forth a plan to address future defense needs that would
require defense spending to grow faster than the rate of inflation. As further examples,
the demands for veterans’ health care and Pell grants for higher education are growing
more quickly than inflation. In addition, current funding for some programs is less
than many analysts believe is necessary to address the nation’s needs. An example in
this category is spending on transportation and other forms of infrastructure.
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In contrast, the funding needed for overseas contingency operations, such as the war
in Afghanistan, may decline during the coming decade. Indeed, the appropriations
currently in place for such operations for fiscal year 2012 are well below the amounts
provided in 2011.

Regardless of the constraints placed on discretionary spending through the Budget
Control Act, legislation proposed by this Committee, or other actions by this Con-
gress, the amounts of future discretionary appropriations will ultimately be enacted by
future lawmakers. The limitations already enacted into law, or others that may be set
in the future, might or might not be upheld by subsequent Congresses.

Nevertheless, CBO assumes in its baseline projections that discretionary funding sub-
ject to the caps in the coming years will be equal to the amounts specified in current
law for those caps. As a result, changes that would reduce the funds necessary to
accomplish a particular discretionary activity or that achieved savings in undertaking a
particular activity would reduce projected total appropriations only if legislation also
lowered the caps; without a reduction in the caps, funding for other discretionary
activities would probably fill the gap created by the specific reduction or savings.

Defense Spending

Even if budget authority for defense programs (other than overseas contingency oper-
ations) grew at the rate of inflation, that amount of funding would be insufficient to
pay for the Future Years Defense Program (FYDP) provided to the Congress in April
2011 by the Department of Defense. CBO has examined the programs and plans
contained in that document, which did not include war-related activities, and pro-
jected their budgetary impact.”” According to CBO’s calculations, over the period
from 2012 to 2021, the funding needed to implement DoD’s plan (and finance the
small portion of defense spending carried out by other agencies) would exceed by
about $480 billion the amounts projected by assuming that current budget authority
increased at the rare of inflation. (The funding needed to implement that plan and
keep the non-DoD portion of defense spending growing at the rate of inflation would
represent 3.2 percent of GDP in 2021; see Figure 5.) Thus, if the discretionary spend-
ing caps were met through proportional reductions in defense and nondefense appro-
priations relative to the funding that would be necessary to keep pace with inflation,
the shortfall in defense appropriations during the 2012-2021 period relative to the
amounts needed to implement the FYDP (and keep the non-DoD portion of defense
spending growing at the rate of inflation) would be roughly $925 billion."

17. See Congressional Budget Office, Long-Term Implications of the 2012 Future Years Defense
Progranm (June 2011).

18. That amount is the sum of the $480 billion difference just noted and the $445 billion gap
(described on page 17) between what future defense funding would be if it were maintained at the
2011 level with adjustments for inflation and what it would be if proportional reductions were
made to comply with the discretionary caps.
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In contrast, the funding required for war-related activities—in Afghanistan and other
countries—will be smaller than the amounts provided in recent years if the number of
deployed troops is smaller and the pace of operations is diminished. Recently, the
Congress recognized that the need for such funding has lessened; in the continuing
resolution now in place, lawmakers provided appropriations for such purposes at an
annualized level of $119 billion—a drop of about $40 billion from the $159 billion
provided for 2011. If the current amount, $119 billion, was provided in future years
with adjustments for inflation, the budget authority over the 2012-2021 period
would sum to $1.3 trillion, about $440 billion less than a projection based on the
2011 appropriation.

If the number of troops deployed continues to decline and if the pace of operations
continues to diminish, even less funding may suffice in future years. To illustrate,
CBO formulated an alternative budget scenario that assumes a reduction in the
deployment of forces abroad for military actions. On the basis of data through June
2011, CBO estimates, the number of U.S. active-duty, reserve, and National Guard
personnel deployed for war-related activities in 2011 averaged about 180,000. Under
thart alternative scenario, the average number of military personnel deployed for war-
related purposes would decline over four years: from 130,000 in 2012 to 95,000 in
2013; 65,000 in 2014; and 45,000 in 2015 and thereafter. (Those numbers could
represent various allocations among Afghanistan and other countries.) Under that
alternative scenario, total discretionary outlays for the period from 2012 through
2021 would be $700 billion less than the amount based on extending appropriations
in the continuing resolution. Of course, the scope of such activities 10 years from now
is highly uncertain, and many other scenarios—some costing more and some less—
also are possible.

Assessing large, sustained reductions in defense spending would involve considering
their effects on military capabilities. Cuts could be targeted toward personnel levels,
pay rates, and benefits; training and supplies; day-to-day operating and administrative
costs; operation and maintenance of existing weapon systems; procurement of new
weapon systems; and research and development related to more-advanced weapon
systems. Such reductions in funding could require changes in broad strategic objec-
tives—such as the number of simultaneous conflicts in which the military could
engage and their intensity, duration, and overlap—or changes in how the nation secks
to achieve those broad objectives. Trade-offs could involve, for example, the choice
between fielding a smaller force with more-capable weapon systems and maintaining
the current number of units but forgoing some of the upgrades to their weapon sys-
tems. A smaller force might not be able to handle as many conflicts at the same time,
but it could be structured to maximize its flexibility to fight a variety of opponents
with different capabilities or in different parts of the world. Conversely, a larger
force would be better able to sustain longer-term counterinsurgency or peacekeeping
operations.'”

19. See Congressional Budget Office, Redicing ihe Defivit: Spending and Revenue Options (March
2011).
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Nondefense Spending

Even if budget authority for nondefense programs grew at the rate of inflation, that
amount of funding would be insufficient to continue some current policies over the
20122021 period. For example, the cost of veterans’ health benefits—under an
assumption that current enrollment rules remain unchanged—is projected to rise
more rapidly than inflation and thus to exceed the budget authority calculated simply
by extrapolating the current year’s appropriations at the projected rate of inflation.
CBO has estimated that this gap will total $70 billion over the 2012-2021 period.”
Similarly, maintaining current award amounts for Pell grants would require funding
above what would be shown in a projection based on inflating 2011 appropriations.

Moreover, many analysts believe that current funding for some programs is insuffi-
cient to mect the nation’s furure needs. For example, many analysts believe thar cur-
rent national spending on infrastructure is inadequate to provide enough roads,
bridges, and other capital assets to maintain the current level of highway services or to
fund all of the projects whose benefits exceed their costs. Projections from the Federal
Highway Administration (FHWA) suggest that maintaining the current level of ser-
vices from highway infrastructure would require increasing federal capital spending
on highways from $43 billion in 2010 to $57 billion per year {in 2010 dollars),
assuming thar the federal government and state and local governments continue to
pay their historical shares of such costs. In addition, if the FHWA's assessment is accu-
rate, undertaking all highway infrastructure investment for which benefits equal or
exceed their costs would require $94 billion per year (in 2010 dollars), more than
twice the spending in 2010.”" Analyses of other types of infrastructure—such as avia-
tion, mass transit systems, water supply, and wastewater treatment—reach qualita-
tively similar conclusions about the need to increase funding to maintain current ser-
vices or meet growing demand for such services.”

However, if spending on certain programs is allowed to grow faster than inflation,
then less room under the caps will be available for other nondefense discretionary
activities. Cuts in nondefense discretionary spending could affect a broad range of
activities, and decisions about particular programs have impacts that would need to be
weighed against the effects of alternative decisions. Many programs—especially in the
areas of education and transportation—involve financing from federal, state, and local
governments. Reducing federal support for such activities would force other levels of
government to make decisions about decreasing the scope of the activities, increasing
their own funding, or some combination of the two.

20. See Congressional Budget Office, Porential Costs of Teterans’ Heatth Care (October 2010).

21. See Statement of Joseph Kile, Assistant Director, Congressional Budget Office, before the Senate
Committee on Finance, Thie Highnwey Trust Fund and Paving for Highvays (May 17, 2011).

22. See Congressional Budget Office, Public Spending on Transportation and Water Infrasiructure
{November 2010) and /ssues and Options in Infrasiructure Investment (May 2008).
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Lowering pay rates for federal civilian employees could hamper efforts to recruit and
retain workers (particularly in some occupations), which could reduce the overall skill
level of the federal workforce over time. Having fewer federal workers would probably
lower the levels of service that federal agencies provide to the public, unless cuts in the
agencies’ workforces were accompanied by actions to enhance productivity. Charging
users—such as drivers, air travelers, and users of waterways—for services they receive
from federal programs would allow those programs to operate mote efficiently and
reduce the amount of government spending needed to maintain or improve service,
but such charges would impose added burdens on users compared with current
arrangements.”
Federal income support payments and education grants to Jow-income houscholds
could be reduced or provided to fewer houscholds, which would mean less assistance
for people who may value those benefits highly. A variety of federal activities could
simply be curtailed—ranging from research by the National Institutes of Health to
export promotion by the Department of Commerce—but currailing those activities
could have costs as well.

23. See Congressional Budget Office, Afternative Approaches 1o Funding ighhvavs (March 2011).
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Appendix A:
Funding for Operations in Iraq and
Afghanistan and for Related Activities

Since September 2001, lawmakers have provided almost $1.3 trillion in budget
authority for operations in Afghanistan and Iraq and related activities (sce the table).
That amount includes funding for military and diplomatic operations in Afghanistan,
Iraq, and certain other regions; for some veterans benefits and services; and for related
activities of the Department of Justice. Appropriations specifically designated for
those purposes averaged about $100 billion a year from 2003 through 2006, rose to
$170 billion in 2007 and $187 billion in 2008, and then declined to an average of
$159 billion over the 2009~2011 period. The Continuing Appropriations Act, 2012
(Public Law 112-36) provides funding for war-related activities in the current fiscal
year through November 18, 2011, at an annual rate of $119 billion.

Funding through the end of fiscal year 2011 for military operations and other defense
activities totaled $1.1 trillion, most of which went to the Department of Defense
{DoD). Lawmakers also provided $66 billion to train and equip indigenous security
forces in Afghanistan and Ira\q.I In addition, they have made $52 billion available for
diplomatic operations and aid to Afghanistan, Irag, and other countries assisting the
United States in those efforts.

DoD reports that in fiscal year 2011, obligations for operations in Afghanistan and
Iraq and for related activities averaged $11.6 billion per month (through July, the last
month for which data are available). That monthly average is almost $1 billion less
than the amount reported for 2010, Obligations were lower in the first half of the
year, while the department operated with funding from a series of continuing resolu-
tions, but increased to over $13 billion in May after the enactment of a regular appro-
priation, and to $19 billion in July. Operation Enduring Freedom (in and around
Afghanistan) accounted for 67 percent of those obligations in 201 1—up from 51 per-
cent in 2010 and 34 percent in 2009. Operation New Dawn (formerly Operation
Iragi Freedom) accounted for 33 percent of those obligations, down from 49 percent
in 2010 and 65 percent in 2009. Additional security missions that have taken place in
the United States since the terrorist attacks of September 11, 2001-—such as combat
air patrols over Washington, D.C., and New York City, known as Operation Noble
Eagle—accounted for less than 1 percent of obligations in 2011.

1. That $66 billion includes $5 billion provided for Iraqi security forces in 2004 in an appropriation
for the State Department’s Iraq Relief and Reconstruction Fund.
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Estimated Appropriations Provided for U.S. Operations in Iraq and

Afghanistan and for Other War-Related Activities, 2001 to 2011

(Billions of doliars of budget authority)

Total,
2001-
2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2011
Military Operations and Other
Defense Activities®
Traq 0 0 51 70 50 85 113 133 90 59 42 693
Afghanistan i} 12 12 13 8 12 24 29 38 87 98 332
Other® 45 o185 oM B 1B 1B B 5 6 W
Subtotal 14 18 80 88 6% 110 152 175 140 151 146 1,142
Indigenous Security Forces®
Trag 0 0 4 5 6 3 6 3 1 1 2 26
Afghanistan * [ 9 9 l Z _]_ E é _9 12 _41)
Subtotal * 6 0 5 7 05 1B 6 7 10 13 66
Diplomatic Operations and Foreign Aid®
Traq Q ] 3 15 1 3 3 3 2 2 i 32
Afghanistan 0 * 1 2 1 * 1 1 5 2 0 i3
Other * 1 5 * _’: * * * l * [ __8
Subtotal * 2 8 17 3 3 4 5 7 4 0 52
Other Services and Activities®
Irag 0 4 * ] * * 1 1 * 0 0 2
Afghanistan i} 0 0 1] * * * * * a 0 *
other L R
Subtotal ¢ 0 0 x x 1 2 % g 0 3
Total Budget Authority 14 19 88 110 79 118 170 187 154 165 159 1263

Source: Congressional Budget Office.
Notes: The Continuing Appropriations Act, 2012 (Public Law 112-36) provided funding in budget function 050.(National

Defense) for war-related operations through November 18, 2011, at an annual rate of $119 billion, similar to the amount
requested for such operations by the President for the current year, The President also requested about $9 billion for

diplomatic operations and foreign aid related to overseas contingency operations. {Such spending would-be recorded in
budget function 150, International Affairs.) BL. 112-36 did not specify funding for those purposes. Final appropriations

for fiscal year 2012 could be greater or less than the amount provided to date. Funding for fiscal year 2012 is not

included in this table.

* = between zero and $500 miltion.

Continued
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(Notes, continued)

a. CBO-estimated funding provided for operations in Afghanistan and Iraq by allocating funds on the basis of information in
budget justification materials from the Department of Defense and in monthly reports on its obligations. Some aliocations
for prior years have been adjusted on the basis of more recent information.

b.. Includes Operation Noble Eagle (homeland security missions, such as combat air patrols, in the United States), the restruc-
turing-of Army and Marine Corps units, classified activities other than those funded by appropriations for the Irag Fréedom
Fund, efforts to increase the size of the Army and Marine Corps, and other operations. (For fiscal years 2005 through 2011,
funding for Operation Noble Eagle has been intermingled with regular appropriations for the Department of Defense; that
funding is not included in this table.)

. Funding for indigenous security forces is used to train and equip local military and police units in Afghanistan and Iraq. That
funding was appropriated in accounts for diplomatic operations and foreign aid (budget function 150) in 2004, and in
accounts for defense (budget function 050) starting in 2005.

d. Beginning in 2010, most funding for diplomatic operations in, and foreign aid to, countries helping the United States fight
terrorism has been in regular appropriations, and cannot be separated from appropriations for activities unrelated to those
operations.

.’ Includes funding for some veterans’ benefits and services, as well as certain activities of the Department of Justice.
Excludes about $12 billion in spending by the Department of Veterans Affairs (VA) for the incremental costs for medical
care, disability compensation, and survivor benefits for veterans of operations in Afghanistan and Iraq and the war on ter-
rorism. That is CBO's estil of spending from regular appropriations for the Department of Veterans Affairs and
was not explicitly appropriated for war-related expenses.

Because most appropriations for operations in Afghanistan and Iraq and for related
activities appear in the same budget accounts as appropriations for DoD’s other func-
tions, it is impossible to determine precisely how much has been spent on those activ-
ities. The Congressional Budget Office (CBO) estimates that the $1.2 trillion appro-
priated for military operations, other defense activities, and indigenous security forces
in those two countries resulted in outlays of just over $1 trillion through 2011; about
$160 billion of that occurred in 2011. Of the $52 billion appropriated for interna-
tional affairs activities related to the war efforts, about $50 billion was spent through
2011, CBO estimates, including $5 billion in 2011, In total, outlays for all of those
activities amounted to about $165 billion last year.
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Appendix B:
Projections of Discretionary Qutlays

"This testimony has focused on discretionary funding racher than on outlays because
the Congress specifies the amount of funding provided each year but it does not
directly control when outlays occur. In additdon, enactment of the Budget Control
Act of 2011 in August instituted statutory caps on discretionary budget authority for
each of the fiscal years 2012 through 2021. If legislation originating from this Com-
mittee producing at least $1.2 trillion in deficit reduction (including an allowance for
interest savings) is not enacted by January 15, 2012, automatic procedures would fur-
ther reduce discretionary appropriations starting in 2013.

Discretionary funding could follow a variety of paths over the next decade, and the
outlays stemming from such funding decisions will affect the deficit (which is com-
puted as the difference between revenues and outlays). To mote easily make historical
comparisons (historical data are typically expressed in terms of outlays}, CBO has esti-
mated the effect on outlays of a range of porential changes to both defense funding
(Table B-1) and nondefense funding (Table B-2}. (For a further discussion of the vari-
ous scenarios shown in the tables, see pages 17 o 24.)
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Table B-1.
Projections of Discretionary Outlays for Defense Programs

(Billions of dollars)

___Total
2012~ 2012-
2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2016 2021
Projected Outlays
Funding for 2011 (Excluding overseas
contingency operations) Adjusted for Inflation” 542 546 562 575 589 607 618 629 651 668 686 2,880 6,132
Potential Paths for Defense Outlays
Resulting from the Caps as
Set in the Budget Control Act of 2011°
All reductions from defense® 542 527 528 520 522 331 535 539 553 562 571 2,628 5388
Proportional reductions 542 531 536 543 553 567 575 582 600 613 626 2,730 5,726
No reductions from defense 542 546 562 575 580 607 618 629 651 668 686 2,880 6,132
f No Savings Result from the
Joint Select Committee” 542 831 505 5001 507 520 526 534 552 . 565 579 2,564 5320

. Reduction in Outlays Relative to the Outlays from Adjusting 2011 Funding for Inflation
Potential Paths for Defense Discretionary
QOutfays Resulting from the Caps as

Set in the Budget Control Act of 201"

Ali reductions from defense’ 6 -1 34 -5 €8 7% -84 91 98 -106 -1I5 252 - 744
Proportional reductions ¢ 15 -6 32 3 4 B 4 51 S5 60 <150 407
No reductions from defense 4 4 a b3 ] 0 0 0 i} 0 0 0 b}

If No Savings Result from the
Joint Select Committee” ¢ 15 57 74 82 &7 92 95 9% 3 -7 316 812
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{Billions of dollars)

Total
) 2012- 2012~
2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2016 2021

Memorandum;
Overseas Contingency Operations®

August 2011 baseline 161 163 165 166 167 0 172 174 179 182 186 830 173
Extrapolation of annualized amount

provided in continuing resolution
for fiscal year 2012 Il 148 13 129 126 17 130 132 135 139 142 666 1,345

Source: Congressional Budget Office.

a,

These amounts were estimated by assuming that budget authority for fiscal years 2012 to 2021 will be equal to the 2011
appropriation adjusted for inflation.

. No caps were in place in 2011. Excludes overseas contingency operations.
. In'2012 and 2013, reductions in defense funding would not be sufficient to meet the caps on “nonsecurity” funding; there-

fore, some reductions would have to come from nondefense programs even if all available defense funding classified as non-
security was eliminated. Caps for those two years are allocated to "security” and "nonsecurity” spending. The security
category comprises discretionary appropriations for the Department of Defense, the Department of Homeland Security, the
Department of Veterans Affairs, the National Nuclear Security' Administration, the intelligence community management
account (95-0401-0-1-054), and discretionary accounts in budget function 150 (international affairs). The nonsecurity cate-
gory comprises all discretionary appropriations not inciuded in the security category. Excludes overseas contingency opera-
tions.

. Assumes that the automatic enforcement procedures defineated in the Budget Control Act would take effect and, therefore,

that caps for each year from 2013 through 2021 would be reset to cover defense (budget function 050) and nondefense
budget authority. The caps for 2012 set in the Budget Control Act would not be affected by the automatic enforcement
procedures. Because no adjustment to the caps for 2012 would be made if the automatic enforcement procedures take
effect, CBO has assumed that the reductions in 2012 would be proportional.

. The caps do not constrain appropriations for military operations in Afghanistan {or for similar activities). For its August 2011

baseline, CBO projected future war-related funding by adjusting for inflation the $159 billion appropriated for 2011. The
Continuing Appropriations Act, 2012 (Public Law 11.2-36) funded such operations through November 18, 2011, at an annuat
rate of $119 billion.
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Table B-2.

Projections of Discretionary Outlays for Nondefense Programs
(Billions of dollars)

Total
2012~ 2012-
2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2016 2021
Projected Outlays
Funding for 2011 Adjusted for Inflation” 646 631 621 621 625 632 643 657 672 68% 7OV 3130 6,498
Potential Paths for Nondefense
Discretionary Qutlays Resulting from
the Caps as Set in the Budget Controf
Act of 2011°
Alf reductions from nondefense” 646 604 571 559 555 555 - 560 566 574 5@ 592 2845 570
Proportional reductions 646 619 598 592 592 595 603 613 625 639 652 2995 6,17
No reductions from nondefense 646 622 605 615 623 632 643 657 672 689 A7 3,096 6,464
f No Savings Result from the
Joint Select Committee” 646 619 575 555 551 555 562 572 SB% 599 612 2855 5783

Reduction in Outlays Relative to the Outlays from Adjusting 2011 Funding for Inflation
Potential Paths for Nondefense
Discretionary Outlays Resulting from
the Caps as Set in the Budget Control

Act of 2011°
Alf reductions from nondefense g6 7 4 6 4 77 -8 91 98 -1 -5 <285 778
Proportional reductions g 2 ;B 33 ¥ 43 -3 47 51 55 <135 371
No reductions from nondefense’ 0 R 6 2 -1 * 0 0 bi 0 -3 -3
TIf No Savings Result from the
Joint Select Committee” o0 -2 -4 -6 74 78 82 -8 & S 95 275 714

Source: Congressional Budget Office.
Note: * = between -$500 miltion and zero.

a. These amounts were estimated by assuming that budget authority for fiscal years 2012 to 2021 will be equal to the 2011
appropriation adjusted for infiation.

b. No caps were in place in 2011.

¢. In 2012 and 2013, reductions in defense funding would not be sufficient to meet the caps on “nonsecurity” funding; there-
fore, some reductions would have to come from nondefense programs even if all available defense funding classified as non-
security was eliminated. Caps for those two years are allocated to “security” and “nonsecurity” spending. The security
category comprises discretionary appropriations for the Department of Defense, the Department of Homeland Security,
the Department of Veterans Affairs, the National Nuclear Security Administration, the intelligence community management
account {95-0401-0-1-054), and discretionary accounts in budget function 150 (international affairs). The nonsecurity
category comprises all discretionary appropriations not included in the security category. Excludes overseas contingency
operations.

d. Assumes that the automatic enforcement procedures delineated in the Budget Control Act would take effact and, therefore,
that caps for each year from 2013 through 2021 would be reset to cover defense (budget function 050) and nondefense
budget authority. The caps for 2012 set in the Budget Control Act would not be affected by the automatic enforcement pro-
cedures. Because no adjustment to the caps for 2012 would be made if the automatic enforcement procedures take effect,
CBO has assumed that the reductions in 2012 would be proportional,
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Representative Jeb Hensarling
Co-Chair, Joint Select Committee on Deficit Reduction

“I thank the co-chair for yielding, and want to thank her again for her leadership on this committee and the spirit of
negotiation that she brings.

“There is no such thing as an un-important hearing when it comes to dealing with our nation’s structural debt crisis,
and certainly within our nation’s discretionary budget are contained many challenges and, frankly, many important
priorities that have to be debated and negotiated. Not the least of which is what many view as the number one
function of our federal government, and that is to protect us from all enemies foreign and domestic, and specifically
our national defense budget which continues to shrink as a percentage of our economy, shrink as a percentage of our
budget, as we continue to live in a dangerous world.

“When 1 look at the totality of our discretionary budget, 1 do again find some common ground with my co-chair.
And again, although there is no such thing as an unimportant hearing or unimportant section of the budget, in many
respects today we may be debating the ‘pennies, nickels and dimes’ in a debt crisis that is demanding “half dollars
and dollar bills,” There have been huge run-ups in our discretionary spending since the president has come to office.
This is not the forum to debate the policies but T think the numbers speak for themselves: without the stimulus
program the Commerce Department has increased from *08 to "10, 102.9 percent; without the stimulus, EPA has
increased 35.7 percent; subtracting the stimulus, Housing and Urban Development has increased 22.2 percent; the
State Department without the stimulus, up 132.2 percent, and the list goes on. Again, it is not at this forum to debate
these particular polices, but it is important to note the nurmbers—that when these particular budgets are growing, the
family budget which pays for federal budget has unfortunately contracted, and it is the family budget that has to pay
for the federal budget. :

“As an order of magnitude, we know that the discretionary spending of our nation is roughly 40 percent and
shrinking, our entitlement spending is roughly 60 percent of the budget and growing. We know outside of interest
payments on our national debt that our mandatory spending is principally driven by our health care and retirement
programs, which are simultancously starting to disserve their beneficiaries and driving the nation broke as they grow
at 5 and 6 and 7 percent a year where unfortunately our nation, over the last few years, has actually seen negative
economic growth.”

“So to put this in even a larger context, under the Budget Control Act, we collectively have a goal—a goal of $1.5
trillion in deficit reduction, but we have a duty—a duty to provide recommendations in legislative language that will
significantly improve the short-term and long-term fiscal imbalance of the federal government. Thus the challenge
before us remains, that we must find quality health care solutions, quality retirement security solutions, for our
nation at a cost that does not compromise our national security, does not compromise job growth and our economy,
and does not mortgage our children’s future.

“Everything else we do, including dealing with the discretionary budget, will be helpful. Nothing else will solve the
structural debt crisis or allow this committee to meet its statutory duty; only these reforms. And so prudent
stewardship of our discretionary budget is going to be helpful. It alone cannot solve the crisis. It continues, though,
to be an important matter. I look forward to hearing from our witness, and with that 1 will yield back, Madam
Chair.”
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Senator Patty Murray
Co-Chair, Joint Select Committee on Deficit Reduction

“The Committee will come to order. First, T want to thank my co-chair Representative Hensarling, my fellow
commitiee members, and Dr. Elmendorf for joining us today—as well as the members of the public here in person
or watching at home.

“This committee has been working hard over the last few weeks to come together around a balanced and bipartisan
plan to reduce the deficit and rein in the debt.

“We have received input from: our colleagues, standing House and Senate Committees, groups from around the
country, and close to 185,000 members of the public through our website, deficitreduction.gov. And we continue
our work today with a hearing on “Discretionary Outlays, Security and Non-Security.”

“1 am glad we are talking about this today, because it’s important for us to understand how these pieces fit into our
overall deficit and debt.

“Non-defense discretionary spending represents less than one-fifth of total federal spending. But listening to the
debates here in D.C. over the last few months—you would think this small piece of the pie was a whole lot bigger.

“As T expect we'll hear more about from Dr. Elmendorf today, Congress has gone back to this relatively small pot
with cuts and spending caps again and again-—while leaving many other pieces of the budget essentially untouched.
Including the law that created this Joint Committee, which cut roughly $800 billion in discretionary spending.

“And all the focus on this one area is especially striking given that we are spending roughly the same on non-
defense discretionary programs in 2011 as we did in 2001—while mandatory programs have increased, defense
spending has increased, and revenues have plummeted.

“So as this committee works together toward a bipartisan plan to reduce the deficit, we need to keep in mind the cuts
that have already been made, the role discretionary spending plays in our overall deficit and debt problem, and the
impact irresponsible slashing could have on our economic recovery and middle class families across the country.

“Because as we all know—these aren’t just numbers on a page. They affect real people, in real ways.
“When food assistance for women and infants is cut—that means greater challenges for struggling families.
“When infrastructure investments are shelved—that means fewer jobs and more crumbling roads.

“And when research, education, and student loans are slashed—that means fewer opportunities for our businesses

“So while we should certainly examine every piece of the budget to see where we can responsibly make additional
cuts—it doesn’t make sense to simply keep slashing at one small part of the budget that disproportionally affects
middle class families and the most vulnerable Americans.

“There needs to be balance.

“Today, Dr. Elmendorf will also be discussing discretionary security spending, which has grown significantly in the
years since 9/11. :
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“This is an area where the stakes for our nation are high. From both a national security as well as a budgetary
perspective—we need to get this right. And as many of my colleagues have noted over the past few weeks, it’s an
area that would be hit especially hard if this Committee doesn’t come to a deal and we move to sequestration.

“So I’m looking forward to a robust conversation today with my colleagues and Dr. Elmendorf about these critical
pieces of our federal budget.

“Before I turn it over to my co-chair, I just want to say that over the last few weeks this committee has been working
hard to find common ground and a path toward a balanced and bipartisan plan that can pass through Congress and
get signed into law.

“We aren’t there yet, but I'm confident we are making progress. And I'm hopeful we are moving quickly enough to
meet our rapidly-approaching deadline.

“As I have said from the start, if this committee is going to work—and I believe it must—we all need to be willing
to make some tough decisions and real compromises. I am willing to do that. And I know many of my colleagues are
as well,

“Every day we hear more and more about what the effects of failure would be on our nation’s long-term fiscal health
and creditworthiness. And over the next few weeks, it is going to be up to all of us to demonstrate to the American
people that we can deliver the kind of results they expect and deserve.

“I would now like to recognize my co-chair, Representative Hensarling, for his opening statement.”

O



