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Committee for a Responsible Federal Budget



Budget Update

February 6, 2007
The President’s FY 2008 Budget—A First Glance
Our first impressions of the President’s just-submitted FY 2008 budget are: 
We are pleased the president is embracing the goal of a balanced budget, but it is important to note the following:

· While the budget shows the deficit declining in each year and reaching surplus in 2012, the net effect of the policies in the budget would worsen the fiscal picture by $474 billion over five years.
· Important Administration priorities are not accounted for (realistic out-year war costs and fixing the Alternative Minimum Tax beyond a one-year patch). The timing of others mask their real cost (Social Security reform).
· The deficit actually increases in FY 2008 if the Social Security surplus is not included (Increase from $427 billion to $451 billion deficit as compared to decrease from $244 billion to $239 billion when including Social Security).
· In every year but one, the deficit is larger than under the current CBO baseline.

Bottom line – It is a positive step that the President is seriously considering some of the tradeoffs necessary to balance the budget. However, the Committee would strongly prefer a more aggressive fiscal goal and any budget should improve the deficit picture, not worsen it. A more aggressive goal, such as a commitment to set aside and save all Social Security surpluses as we had at the end of the 1990s, would be prudent. We hope this will kick-off a national discussion on how best to balance the budget.
The budget includes full costs for the war in FY 2007 and 2008, includes $50 billion for FY 2009, and sets aside no funding beyond that. 
Bottom line - Including the costs for this year and the next is a tremendous improvement over the practice of past years of omitting expected war costs or relying only on placeholders. The Committee applauds this change.
Missing pieces:
· The budget does not include the cost of reforming the Alternative Minimum Tax beyond a one-year patch. It is a perfectly legitimate policy not to alter the AMT, and to let the higher revenues help to close the deficit, but the Administration (as well as many Members of Congress) has stated that it intends to “fix” the tax. In the past the Administration suggested that a fix should be a part of revenue-neutral tax reform, but given how little has been done to push a tax reform agenda, a realistic budget would include the full cost of any intended AMT changes. 
· No funds are set aside for the war after FY 2009.
· Social Security reform is assumed to begin only in 2012, shrinking the costs that would fall in the five-year budget window. While the one-year cost of diverting payroll tax revenues into individual accounts is $29 billion, it costs $637 billion over the decade.  
Bottom line – It is impossible to fully engage in a discussion about how to balance the budget unless all policies are included in the budget so that the costs, benefits, and tradeoffs can be fully assessed. The absence of credible numbers in some areas of the budget undermines the projections on which the balanced budget rests.
This budget contains two bold proposals for healthcare reform. 
· The first proposal would alter the existing $160 billion-a-year tax expenditure that excludes employer provided healthcare from taxation. Families that receive or buy health insurance would receive a flat $15,000 deduction, reducing the existing unequal treatment between employer-provided and individually-purchased healthcare plans. 
· The second proposal would slow the growth of Medicare by $66 billion over five years by reducing provider payments and increasing the cost of premiums for higher income participants. These changes would slow the rate of growth of the program and significantly reduce the program’s unfunded liability.  
Bottom line – Growing healthcare costs are the single largest contributor to the country’s long-term fiscal imbalances. The first proposal has the potential to improve the tax treatment of health insurance, place downward pressure on healthcare costs, and expand health insurance.  The second proposal is a much-needed step towards slowing the growth of the Medicare program over time.  While people will undoubtedly criticize the reforms, in truth they are only the beginning of the types of changes that will be needed to control health care costs. We sincerely hope that the Administration’s willingness to tackle this part of the budget will start a national discussion on long-term budget and healthcare reform. 
* A more in-depth analysis will be released shortly. *
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