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Committee for a Responsible Federal Budget



FY 2009 Budget Resolution Conference Agreement
May 22, 2008

Budget conferees completed their negotiations on the fiscal year 2009 budget resolution this week.  The conference report is scheduled to be voted on in both the House and Senate after the Memorial Day recess.  
Main Points

· The Chairs of the House and Senate Budget Committees should be commended for reaching agreement on a budget resolution for the coming fiscal year, a feat that has not been accomplished in the past three election years.  

· Because the conference agreement tends toward the higher spending figures and larger tax reduction numbers brought into conference, it assumes large deficits—totaling almost $1 trillion over the six year period covered by the resolution (2008-2013). This is an increase of $289 billion compared to the CBO baseline.

· All of the projected deficits will occur during the first four years of the resolution, with small surpluses expected in 2012 and 2013.  These surpluses are unlikely to materialize, however, since they result from the omission of some very likely costs (such as the continued cost of overseas deployments) from the budget.

· The resolution does not call for reconciliation as a means to facilitate the offset of “must pass” legislation like the Alternative Minimum Tax (AMT) patch; instead, it provides for a new 60-vote point of order in the Senate against consideration of legislation dealing with mandatory spending or taxes that increases the deficit by more than $10 billion in any year if the bill is not offset over the budget window.  Like any point of order in the Senate, a Senator must raise it on the floor in order for it to be effective—something Senator Conrad has promised to do. 
· Adoption of the conference report will automatically cause the House to pass an $800 billion increase in the debt ceiling under the terms of House Rule XXVIII.  This would take the statutory limit on the public debt to $10.615 trillion, compared to $8.965 trillion at the start of the 110th Congress.  

· Like last year’s resolution, the agreement includes numerous reserve funds that are unlikely to be utilized because of the difficulty to find the offsets necessary to comply with the pay-as-you-go (PAYGO) rules.  

· The only significant increase to the spending allocations is provided to the Agriculture Committees to accommodate this year’s farm bill (HR 2416).  At least the cost for the bill included in the budget resolution corresponds to the higher estimates made under the current baseline—rather than those that showed the bill to be offset under last year’s baseline.  

Deficits and Debt

The budget resolution conference projects that the deficit for the current year will be  $394 billion, and will decrease to $340 billion for fiscal year 2009, which begins on September 1.  As shown in the table below, the deficits in the conference agreement are closer to those in the House resolution for 2008 and 2009, and closer to the Senate resolution in years 2011-2013.  This is because conferees did not assume the enactment of a second economic stimulus package (which the Senate assumed but the House did not), but did assume the continuation of tax relief set to expire at the end of 2010 (which was included in the Senate-passed resolution but not in the House resolution).  Relative to the CBO baseline, the budget resolution figures assume an increase in the deficit of $289 billion over 6 years.  

Because of increased deficits, debt held by the public is also projected to increase both in dollar terms and as a share of the economy.  Under the conference agreement, debt held by the public would increase by $369 billion in 2008 and by $357 billion in 2009.  By 2009, debt would rise to 39 percent of GDP, levels not seen since the late 1990s.  Debt as a share of GDP would stay at these elevated levels through 2011 before returning to historical levels.  Given the current weakness in the economy, it is possible that the 2008 deficit will be significantly larger than currently projected. 

	Table 1: Comparisons of Deficits and Debt (FY in billions of dollars)

	
	2008
	2009
	2010
	2011
	2012
	2013
	2008-2013

	
	
	
	
	
	
	
	

	Budget Resolution Conference Agreement

	
	
	
	
	
	
	
	

	Deficit (-)/Surplus
	-394
	-340
	-210
	-73
	22
	10
	-985

	
	
	
	
	
	
	
	

	Debt Held by the Public
	5,404
	5,761
	5,989
	6,080
	6,075
	6,081
	na

	  As a percentage of GDP
	37.9%
	39.0%
	38.4%
	36.9%
	35.1%
	33.6%
	na

	
	
	
	
	
	
	
	

	House-Passed Resolution

	
	
	
	
	
	
	
	

	Deficit (-)/Surplus
	-386
	-340
	-209
	-48
	178
	158
	-648

	
	
	
	
	
	
	
	

	Debt Held by the Public
	5,397
	5,754
	5,981
	6,048
	5,886
	5,744
	na

	  As a percentage of GDP
	37.9%
	38.9%
	38.4%
	36.7%
	34.1%
	31.8%
	na

	
	
	
	
	
	
	
	

	Senate-Passed Resolution

	
	
	
	
	
	
	
	

	Deficit (-)/Surplus
	-408
	-368
	-211
	-79
	4
	4
	-1,058

	
	
	
	
	
	
	
	

	Debt Held by the Public
	5,419
	5,803
	6,033
	6,129
	6,142
	6,154
	na

	  As a percentage of GDP
	38.0%
	39.3%
	38.7%
	37.2%
	35.5%
	34.0%
	na

	
	
	
	
	
	
	
	

	MEMORANDUM:  CBO March Baseline
	
	
	
	
	

	
	2008
	2009
	2010
	2011
	2012
	2013
	2008-2013

	Deficit (-)/Surplus
	-357
	-207
	-213
	-93
	105
	70
	-696

	
	
	
	
	
	
	
	

	Debt Held by the Public
	5,367
	5,591
	5,822
	5,933
	5,845
	5,792
	na

	  As a percentage of GDP
	37.7%
	37.8%
	37.3%
	36.0%
	33.8%
	32.0%
	na


Revenues
Budget conferees had two big revenue issues to address: whether to assume that a one-year AMT patch would be offset or deficit-financed, and whether to assume the continuation of middle-income tax relief upon its current expiration at the end of 2010.  

The conference agreement assumes that the AMT fix would be paid for over the course of the resolution under normal PAYGO procedures, and that the $341 billion in tax relief proscribed by the Baucus amendment to the Senate-reported resolution would not be paid for.  That amendment, which passed on a 99-1 vote, extends the 10-percent tax bracket, the child tax credit, and the marriage penalty relief provisions of the 2001 tax reduction package.  

The House resolution had included a reconciliation instruction to enable the AMT patch to pass the Senate with a simple majority vote.  (Last year, offsets for the patch could not get the 60 votes needed to cut off debate.)  The reconciliation instruction is not included in the conference report, and was replaced by Section 315 of the agreement, which provides for a 60 vote point of order against any legislation that would increase the on-budget deficit by more than $10 billion in any year without appropriate offsets. Conrad has pledged to raise the point of order later this year against legislation that would provide for an AMT fix that is not offset.  

The conference report also includes House language that deems the middle class tax cut envisioned by the Baucus amendment to be a violation of PAYGO unless the Secretary of Treasury and the Director of OMB certify that there will be a unified budget surplus in 2012 and 2013, and that the middle class tax cut will not consume more than 80 percent of the projected surplus (Section 220). 

As seen on the table below, the budget conferees assume $68 billion in lower revenues for 2009 relative to the CBO baseline, and $340 billion in lower revenues over 6 years.  In 2012, revenues are assumed to be $147 billion below baseline.

	Table 2:  Comparisons of Revenues (FY in billions of dollars)

	

	
	2008
	2009
	2010
	2011
	2012
	2013
	2008-2013

	
	
	
	
	
	
	
	

	Conference Agreement
	2,542
	2,725
	2,938
	3,186
	3,316
	3,472
	18,179

	
	
	
	
	
	
	
	

	House-Passed Resolution
	2,546
	2,723
	2,939
	3,214
	3,479
	3,617
	18,519

	
	
	
	
	
	
	
	

	Senate-Passed Resolution
	2,539
	2,708
	2,932
	3,177
	3,299
	3,458
	18,112

	
	
	
	
	
	
	
	

	CBO Baseline
	2,546
	2,793
	2,916
	3,200
	3,463
	3,600
	18,519


Discretionary Spending
The conference agreement assumes total discretionary spending for fiscal year 2009 of $1.088 trillion, which includes $70 billion for the Iraq War.  For fiscal year 2008 total discretionary appropriations are assumed to be $1.159 trillion, including an additional $108.1 billion for Iraq. 

The discretionary spending levels contained in the resolution exceed those requested by the President in every year.  As seen in the table below, they also exceed the amounts included in the Senate-passed resolution, and come close to the levels included in the House-passed resolution.  Over the 2009-2013 period, the conference agreement assumes an additional $240.5 billion in nondefense discretionary budget authority (BA) relative to the President’s budget and defense discretionary BA equal to the President’s request.  Non-defense BA for 2009-2013 is $35.6 billion below the levels assumed in the House-passed resolution, and $30.4 billion above the levels assumed in the Senate-passed resolution.  

	Table 3:  Comparisons of Discretionary Spending (FY in billions of dollars)

	
	
	
	
	
	
	
	

	
	2008
	2009
	2010
	2011
	2012
	2013
	2009-2013

	Budget Resolution Conference Agreement

	Defense
	
	
	
	
	
	
	

	Budget Authority
	695.277
	607.769
	545.539
	551.962
	560.69
	571.154
	2,837.114

	Outlays
	601.637
	643.466
	603.26
	573.313
	556.8
	565.546
	2,942.385

	Nondefense
	
	
	
	
	
	
	

	Budget Authority
	463.257
	480.678
	492.582
	495.938
	505.633
	515.997
	2,490.828

	Outlays
	522.208
	539.499
	553.537
	554.086
	559.507
	569.701
	2,776.330

	Total
	
	
	
	
	
	
	

	Budget Authority
	1,158.534
	1,088.447
	1,038.121
	1,047.900
	1,066.323
	1,087.151
	5,327.942

	Outlays
	1,123.845
	1,182.965
	1,156.797
	1,127.399
	1,116.307
	1,135.247
	5,718.715

	
	
	
	
	
	
	
	

	House-Passed Resolution

	Defense
	
	
	
	
	
	
	

	Budget Authority
	695.277
	607.769
	545.539
	551.962
	560.690
	571.154
	2,837.114

	Outlays
	601.637
	643.466
	603.260
	573.313
	556.800
	565.546
	2,942.385

	Nondefense
	
	
	
	
	
	
	

	Budget Authority
	459.257
	482.004
	496.534
	503.561
	515.530
	528.774
	2,526.403

	Outlays
	520.086
	539.389
	556.294
	561.578
	570.222
	581.839
	2,809.322

	Total
	
	
	
	
	
	
	

	Budget Authority
	1,154.534
	1,089.773
	1,042.073
	1,055.523
	1,076.220
	1,099.928
	5,363.517

	Outlays
	1,121.723
	1,182.855
	1,159.554
	1,134.891
	1,127.022
	1,147.385
	5,751.707

	
	
	
	
	
	
	
	

	Senate-Passed Resolution

	Defense
	
	
	
	
	
	
	

	Budget Authority
	689.808
	607.769
	545.539
	551.962
	560.690
	571.154
	2,837.114

	Outlays
	600.852
	640.728
	602.159
	572.888
	556.591
	565.445
	2,937.811

	Nondefense
	
	
	
	
	
	
	

	Budget Authority
	473.726
	477.612
	485.623
	490.286
	499.118
	507.811
	2,460.450

	Outlays
	521.392
	544.741
	549.403
	551.087
	556.245
	562.750
	2,764.226

	Total
	
	
	
	
	
	
	

	Budget Authority
	1,163.534
	1,085.381
	1,031.162
	1,042.248
	1,059.808
	1,078.965
	5,297.564

	Outlays
	1,122.244
	1,185.469
	1,151.562
	1,123.975
	1,112.836
	1,128.195
	5,702.037

	
	
	
	
	
	
	
	

	President's Budget (CBO Reestimate)

	Defense
	
	
	
	
	
	
	

	Budget Authority
	689.808
	607.769
	545.539
	551.962
	560.690
	571.154
	2,837.114

	Outlays
	600.852
	640.728
	602.159
	572.888
	556.591
	565.445
	2,937.811

	Nondefense
	
	
	
	
	
	
	

	Budget Authority
	463.676
	459.611
	444.936
	446.382
	448.949
	450.490
	2,250.368

	Outlays
	520.299
	530.157
	518.836
	508.969
	504.195
	503.758
	2,565.915

	Total
	
	
	
	
	
	
	

	Budget Authority
	1,153.484
	1,067.380
	990.475
	998.344
	1,009.639
	1,021.644
	5,087.482

	Outlays
	1,121.151
	1,170.885
	1,120.995
	1,081.857
	1,060.786
	1,069.203
	5,503.726


Despite splitting the difference between the House and Senate on non-defense discretionary spending, total discretionary resources provided for 2009 are roughly the same $24.8 billion above the President’s request that was assumed in the House-passed resolution.  The table below shows that this occurs because the conference agreement provided close to the Senate-passed increase in advance appropriations—that is, spending for a year beyond the budget year included in the budget year appropriations bills—while lowering the regular appropriations included in the House-passed resolution by roughly the same amount.  

	Table 4:

	Increase in Discretionary Budgetary Resources Above the President's Request

	(In billions of dollars)

	
	
	House 
	Senate
	Conference

	2009 Regular Appropriations
	22.393
	18.001
	21.067

	2010 Advance Appropriations
	2.406
	4.200
	3.700

	
	Total
	24.799
	22.201
	24.767


This increase in nondefense spending relative to the request may make it easier for the Appropriations subcommittees to mark up bills, but it makes it unlikely that any bills will be signed by the President before January 2009.

Mandatory and Net Interest Spending
The conference agreement does not make any assumptions regarding legislation that would slow the growth of mandatory spending.  In fact, the resolution only assumes the $8 billion increase in mandatory spending relative to the CBO baseline from the farm bill recently cleared by the Congress (see table below).  While it is good to see that the figures in the resolution are honest depictions of the change in the most recent baseline that would result from the farm bill, it is somewhat unfortunate that this increase in the deficit was not offset as the bill was moving through the process.  

Budget Process and Other Items

The conference agreement continues the enforcement mechanisms, such as PAYGO and long-term deficit points of order, contained in last year’s resolution.  It also includes a new short-term deficit point of order in the Senate (Section 315), which, as discussed above, provides for a point of order against consideration of a bill that would increase the deficit by $10 billion in any year if the costs are not offset within the budget window.  

The conference report asks Committees of jurisdiction to include in their views and estimates recommendations for improving governmental performance (Section 321).  The conferees also adopted as a Sense of the Congress (Section 513) a recognition that the budget is on an unsustainable path and that health care needs to be reformed to help correct the projected fiscal imbalance.  If taken seriously, these charges could help set the stage for important entitlement reforms in future years.
	Table 5

	Comparisons of Mandatory and Net Interest Spending

	(By fiscal year in billions of dollars)

	
	
	
	
	
	
	
	

	
	2008
	2009
	2010
	2011
	2012
	2013
	2008-2013

	
	
	
	
	
	
	
	

	Budget Resolution Conference Agreement

	
	
	
	
	
	
	
	

	Mandatory Outlays
	1,578
	1,666
	1,742
	1,855
	1,887
	2,033
	10,762

	
	
	
	
	
	
	
	

	Net Interest 
	234
	217
	249
	276
	290
	293
	1,560

	
	
	
	
	
	
	
	

	House-Passed Resolution

	
	
	
	
	
	
	
	

	Mandatory Outlays
	1,577
	1,664
	1,740
	1,853
	1,889
	2,031
	10,753

	
	
	
	
	
	
	
	

	Net Interest 
	234
	217
	249
	275
	285
	281
	1,540

	
	
	
	
	
	
	
	

	Senate-Passed Resolution

	
	
	
	
	
	
	
	

	Mandatory Outlays
	1,591
	1,673
	1,741
	1,853
	1,889
	2,030
	10,776

	
	
	
	
	
	
	
	

	Net Interest 
	234
	218
	250
	278
	293
	296
	1,569

	
	
	
	
	
	
	
	

	MEMORANDUM:  CBO March Baseline

	
	2008
	2009
	2010
	2011
	2012
	2013
	2008-2013

	Mandatory Outlays
	1,577
	1,664
	1,740
	1,853
	1,889
	2,031
	10,754

	
	
	
	
	
	
	
	

	Net Interest 
	234
	214
	243
	270
	282
	281
	1,525
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