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TAX RELIEF TALKING POINTS

*:Over the past three years, Pres1dent Bush has proposed and s12med mto law three
bills: reducing the tax burden on American. famlhes and busmesses to spur savmgs,
.investment, and |ob creatlon :

L ECONOMIC GROWTH AND TAX RELIEF RECONCILIATION ACT
(Slgned into law on June 7, 2001), '

( R ednced rn'arginal income tax rates across-the;b_oxard'f
- o Increased the child tax credit;

¢ Reduced the marriage penalty; :

e Created a new 10 percent individual income tax rate bracket;

o__Phased out and eliminated the death taxx

e Increased education tax benefits; and

LI Expanded pensron and saving opportunltles

1L iJ OB CREATION AND WORKER ASSISTAN CE ACT
~ /(Signed into law on March 9, 2002)

. ’:1?2921ded_,30:p9rc9nt.b9nu§ .depregat;lgnf@t business investment through 2004;;
Extended unemployment insurance for 13 weeks; and
Provided emergency tax relief to New York and other areas affected by the . .
terrorist attacks of September 11, 2001. '

L. “/'JOBS AND GROWTH TAX RELIEF RECONCILATION ACT
,(Slgned into law on May 28 2003)

/,Expanded the w1dth of the 10 percent bracket in 2003 o )

i Accelerated across-the-board ‘marginal income tax rate reductlons 3 »
'fZIncreased the{child credrt to $1,000}effective retroactively to J anuary 1 2003 ;i
educed the marriage penalty\effective January 1, 2003; ’
Increased the limit on small business expensing to $10 00 000

Increased allowable bonus depreciation for busrnesses_t_mﬁﬂ_peraenn\a.nd

ﬂ Reduced the top tax rate on dividends and capital gains to 15 percent)

The cumulatlve benefit of these three laws for famlly budgets and business
investment is enormous. Under these laws, this year:

¢ A family of four earning $40,000 will get tax relief of $1,933;

¢ 109 million American taxpayers W111 see their taxes decline by an average of
$1,544; o

¢ Nearly 5 million 1nd1v1duals and families will see the1r income tax liabilities
eliminated completely, :

e 42 million families with ch11dren will receive an average tax cut of $2, 067




~e 13 million elderly individuals will receive an average tax cut of $1 795;
25 million small business owners will save $2,853; and ,
Lowering tax rates on dividends and capital gains will cut taxes an average of -
$798 for 26 million investors, 1nc1ud1ng sevenmillion seniors who will save an
average of $1,088. . -
{:The cumulative effect on the economy is just as strong, laying the groundwork forZ
’?;;lncreased economic growth and job creation.. Compared to where the economy.
{.would otherWISe be, by the second quarter in 2003 the tax relief signed by PreSIdent:‘,’
{Bush
o ] Reduced the unemployment rate by nearly 1 percentage point
o _Increased the number of jobs by as much as 1.5 million; and:

o Increased GDP by as much as 2 percent

By the end of 200,4, the tax relief signed by, Presidentkﬁush vwiﬁll have '

Reduced the unemployment rate by as much as 1 6 percentage p01nts ,
0 Increased the number of jobs by as many as 3 rmlhon and.
. Increased real GDP by as much as. 3504 percent '




President Visits Philadelphia to Discuss Economy and Child Tax Credit o Page 1 of 2

ther . L - - o Click ) . ,
@f/ M() z%')fcﬁ( o D '  this dt:u':;;::;g 0

President George W. Bush

) For Immediate Release
~ Office of the Press Secretary
July 24, 2003

President Visits Philadelphia to Discuss Economy and Child Tax Credit
Today's Presidential Action | |

~ President Bush today visited the Financial Management Service facility in Philadelphia, Pennsylvania to highlight
his economic agenda and its benefits for America's families. Beginning tomorrow thls facility will send out checks
to millions of families due to the increase in the child tax credrt

Increasing Chlld Tax Credit: The Jobs and Growth Tax Relref Reconciliation Act of 2003 increased the child tax
* credit for 2003 to $1,000 per child, up from-$600. The Treasury Department will provide the difference - $4OO per
~ “child --as an advance payment to each eligible taxpayer thrs summer.

The President also discussed the benefits of the Jobs and Growth Act with small business owners and employees
at a small business in Livonia, Michigan. This new tax relief law will encourage investment by our Nation's
entrepreneurs, speed up economic growth, and help generate new jobs for America's workers.

Strengthening Small Businesses and Creating Jobs: The tax relief signed into law by the President makes it -
easier for businesses to expand and grow. And small businesses, the engines of job creation, will greatly benefit
under the new law, which guadruples the amount they can write off on the purchase of new equipment such as
~computers and machinery. Small business owners erI have tax savings to 1nvest in new equrpment hire
addltronal workers, and increase pay. '

Background: Jobs and Growth‘Tax Relief Reconciliaticn Act of 2003

On May 28, 2003, President Bush'signed the Jobs and Growth Tax Relief Reconciliation Act of 2003, an
“enormous victory for American workers, American famrlles American rnvestors and American entrepreneurs and
small businesses. :

_ This law will enable the American people and small businesses to keep more of their own money. The more
- money-families and small businesses have to save and invest, the more likely it is that people looking for work will
‘find a job. Under the Jobs and Growth Act of 2003, this year: : :

-91 mllllon taxpayers wnllirecelve, on average, a tax cut of $1,126.

68 million women will see their taxes decline, on average, by $1,338.

45 million married couples will receive average tax cuts of $1,786.

34 million families with children will benefit froman average tax cut of $1,549.

6 million single women with children will receive an average tax cut of $558.

12 million elderly taxpayers will receive an average tax cut of $1,401.

23 million small business owners will receive tax cuts averaging $2,209.

'3 million rnd|v1duals and families will have their income tax liability completely ellmrnated by the Act.

Example: A married coupte with two chlldren and income of $40 000 will see their taxes decline under the Jobs
and Growth Act of 2003 by $1,133 - from $1,178 to $45in 2003, a decline of 96 percent

The Jobs and Growth legislation is an important step- toward strengthening our economy, but the President will
ot be satisfied until every American who is looking for work can find it, every business has a chance to grow and
"-prosperlty reaches every corner of Amerrca

http://wWw.wh_ite_house.gov/news/releasés/2003/07/print/20030724.htm1 ' Y 18/2004 ]
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President George W. Bush

For Immediate Release
Office of the Press Secretary
January 10, 2004

.

President's Radio Address

gAudio

"THE PRESIDENT: Good morning. As the year 2004 begins, America's economy is strong and getting stronger.
More Americans than ever own their own homes. More businesses are investing. More manufacturers are seeing
incréased activity than at any time in the last 20 years. Stock market wealth has increased by more than $3 trillion
over the past year. And over the past five months, more than a quarter-million Americans started work at new:
JObS In December, the unemployment rate fellto 5.7 percent from a high of 6.3 percent last June.”

This latest report underscores a choice about the future of our economy, and the future of those who are looking

for work. We can continue on the path to prosperity and.new jobs --a path marked by a pro-growth agenda that
‘has cut taxes on paychecks for 109 million American taxpayers - or we can reverse the course by raising taxes on
: hardworklng Americans. The choice is clear. Tax relief has got this economy going again, and tax relief wrll keep it
» movrng forward. u

In my budget for the upcoming fiscal year, | will call on Congress to make permanent all the tax relief we have
delivered to the American people and our nation's small businesses. If Congress fails to act, this tax relief will
disappear and millions of American families and small businesses would see tax hikes starting in 2005. For the
sake of our economic expansion, and for the sake of millions of Americans who depend on small businesses for
therr jobs, we need Congress to act to make tax relief permanent /

They should keep that tax cut in the future. American
P > They should keep that hrgher credit. American investors,
including millions of seniors, saw taxes fall on dividend income and investment gains: They should keep that tax
relief. American small businesses received new tax incentives to invest in equipment and software: They should
keep those incentives. Every American family, mcludrng every farmer, rancher, and small business owner, will see
the death tax disappear in 2010, then reappearin 2011. But the death tax should stay burled

Every American who pays income taxes got a tax cut

Now is not the time to turn our backs on America's families and workers and entrepreneurs by letting much
needed tax relief expire. Making tax relief permanent is a simple step that would keep our economy growing, so
that every American who wants to work can find a JOb

We must continue to take other steps to promote growth and job creation throughout our economy. We must
promote free and fair trade, reform our class action system and help businesses and their employees address
. the problem of rrsrng health care costs. -

" To serve the economic needs of our country, we must also reform our immigration laws. Reform must begin by
" ‘confronting a basic fact of life and economics: Some of the jobs being generated in America's growing economy
are jobs American citizens are not filling. This past week, | proposed a new temporary worker program that would
- match willing foreign workers with, willing American employers, when no Americans can be found to fill the jobs. If
- an American employer is offering a job-that American crtrzens are not wrllrng to take, we ought to welcome into our
country a person who will fill that JOb :

/

: The program I've outlined is not an amnesty program, an automatic path to citizenship. It is a program that
recognizes the contributions that many undocumented workers are now making to our economy. This temporary
worker program represents the best tradition of our society. It will help. strengthen our economy, return order to

_our immigration system, and secure our homeland. :

Thank you for listening.

http://www.whitehouse.gov/news/releases/2004/01/print/20040110.html | 1/18/2004
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~ President George W. Bush

For Immediate Release
Office of the Press Secretary
January 10, 2004

' ,’Fac't ‘S}heet: President ,Bush' Urges Congress to Make Tax Cuts Permanent

‘ Today's Presidential Action

. Durlng his ' weekly radio address, Presndent Bush called upon Congress to make his tax cuts permanent and
discussed his plan to create jobs in America and ensure a full economic recovery.

e As 2004 begins, America's economy is strong and getting stronger. More Americans than ever own
their homes. More businesses are investing. Indicators of manufacturing activity are higher than at any time
during the last 20 years, as was economic growth in the third quarter of 2003. Stock market wealth has
increased by more than $3 trillion over the past.year. Because of the continuing effects of President Bush's
tax relief, workers will continue to keep more of what they earn in the future, and small businesses will be
better able to invest and grow. The President's policies are helping to put the economy on-a path to
sustalned growth and Job creation, but we cannot rest until the recovery is complete.

. Over the past three years President Bush has proposed and signed into law three separate tax relief
' ‘'measures, resulting in the significant reduction in tax burdens for millions of American families and -
businesses. Failure to permanently extend the President's tax cuts would dramatically increase the burden
on American taxpayers in future years. For example: '
o In 2005, the increased child credit, additional marriage penalty relief, and expanded 10 -percent bracket
will sunset, increasing the tax burden on a famlly of four earning $40,000 by $922.

o In 20086, allowable small business expensing will shrink from $100 000 to just $25,000, increasing the
cost of capital investments for America's small businesses.

o In 2009, the top tax rate on dividends will increase from 15 to 35 percent, while the tax on capltal gains
will climb from 15 to 20 percent, raising the tax burden on retirees and families |nvest|ng for their future.

o In 2011, the rate relief, new 10- percent tax bracket death tax repeal, marriage penalty relief, and all the
- remaining tax relief enacted over the past three years will sunset, resulting in a tax increase for every
American man or woman who pays-income taxes.

o Efforts to repeal this tax relief would result in'an immediate increase in taxes on these same families
and businesses. For example, if none of the President's tax relief had been enacted, this April 15th:
o 109 million American taxpayers would see their tax burden i increase by an average of $1,544;

-0 Nearly 5 million individuals and families who currently have no income tax liability would become
subject to the income tax;

A famlly of four earning $40,000 would have a tax increase of $1,933;

48 million married couples would receive an average tax increase of $2,588;

42 million families with children would receive an average tax i,ncrease of $2,067;
10 million single women with children would see an average tax increase of $869;
13 million elderly individuals 'Woulvd receive an average tax increase of $1 795;
25 million small business owners would incur tax increases of $2,853; and

o o 0 o0 0o 6 o

‘Taxes on dividends and capital gains would increase an average of $798 for 26 million investors,
including seven million seniors. who would see average tax increases of more.than $1,088.

###

Tt
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Homeownership Rate: United States
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Source: Bureau of the Census /Haver Analytics S _ | _ '01/18/04 10:46
et a2 @3 a4 Year
1996 - 652 654 65.4 65.4 65.4
fog7 655 658 658 65.7 65.7
1988 660 66 666 664 663
1999 | 66.8 667 668 . 669 66.8
2000 672 673 67.5 67_.'5 | - 67.4
2001 76 78 679 680 678
2002 679 678 678 682 679
2008 681 882 682 RN -




Homeownership Rate: United States
o NSA, %
[% Change - Annual Rate]
629 | 629 629 63.4 63.0
635 632 " 633 638 | = 635
633 639 | 638 . 635 63.6
 63.6 64.1 | | 64.1 . e36 | 638
64.1 644 644 pad’ 64.3
64.3 640 644 64.0 e
64.0 641 644 645 | 643
64.3 645 643 644 | 644
64.9 VR Y e44 | eas
648 648 646 64.4 64.7
64.4 649 . 646 645 64.6
64.6 64.6 © s49 648 64.7
648 645 -~ 650 64.9 . 648
| 64.8 64.4 - 652 654 64.9
64.8 649 658 65.4 65.2
655 655 658 655 | 656
65.6 853 /656 65.2 65.4
64.8 649 649 645 | 64.8
647 647 648 644 | 64.7
646 646 646 641 64.5
641 641 639 635 | = 639
63.6 638 638 639 63.8
63.8 638 . 642 641 840
63.7 637 640 63.8 - 638
639 638 - 641 638 639

Source: Bureau of the Census /Haver Analytics
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- Hdmeownership Rate: United States
’ | NSA, %
[% Change - Annual Rate]

() @ ar
639 639 642 = 642 164.0
64.0 63.9 643 644 64.2
637 - 639 64.2 64.2 64.0
638 638 641 642 64.0
642 647 50 651 | 64.8
651 654 656 65.4 65.4
65.4 65.7 860 657 65.7
659 . 660 668 664 66.3
667 666 67.0 669 | 66.8
67.1 - 7.2 67.5 67.4
67.5 67.7 680 67.8
67.8 . 676 68.3 67.9

68.0 "~ 68.0

Source: Bureau of the Census /Haver Analytids ‘
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ISM Mfg PMI Composnte Index

SA 50+ = Eoon Expand

- 2 |
70 v 70
K" :
60 - 60
50 - - 50
40 - Fao
- 30- - 30
20 . , - 20
B 1 1 T T L LI ¥ 1  { ¥ 1 ¥ T ¥ 1 14 L
80 85 90 95 00 |
v Source: NAPM /Haver 01/18/04 10:27
— _Month—— Quarter ~  Year
2001 M7 M5 425 41.9 s
42.8 417 435 427
441 478 472 46.4 ,
40.4 457 - 485 44.9 43.9
) 2002 498 | 538 547 52.8
53.3 = 547 552 54.4
507 .50.3 ~ 50.7 506
49.7 505 . 552 51.8 - 52.4
2003 539. 505  46.2 50.2
454 49.4 498 482
518 547 537 53.4 7
570 628 662 620 53.5




ISM Mfg: PMI Composite Index
SA, 50+ = Econ Expand
[% Change - Annual Rate]

46.0 . 544 53.9 ' 51.4

54.2 56.1 57.5 55.9
63.6 63.1 62. 63.1 .
64.4 66.0 (69.9 ) ~ 66.8 59.3
60.5 61.3 58.9 60.2
61.0 58.6 58.1 : 59.2
56.1 53.0 " 50.0 53.0
50.8 50.3 - 50.6 50.6 55.8
'50.3 49.9 47.8 49.3
48.2 471 47.8 - 47.7
47.9 47.7 499 . |- 485 ,
50.9 52.0 50.7 51.2 1 49.2
51.2 51.0 . 510 : 51.1
49.7 53.4 50.5 51.2
48.0 ‘ 52.6 52.4 51.0
51.2 51.2 . 505 51.0 514
54.9 52.6 55.0 o 54.2
. 555 . 572 57.4 56.7
575 - 593 - ' 60.1 - '59.0
60.7 - 588 61.0 60.2 - 575
57.5 .56.2 54.6 561
55.8 . 555 59.3 . 56.9
58.2 . 56.0 - 54.6 56.3
55.5 556 - 56.0 : 55.7 . 56.2
54.7 . 54.1 51.5 53.4
522 49.3 © 473 496
459 . 451 - 46.0 457
46.8 46.8 47.4 47.0 48.9
47.2 491 . 499 - 48.7
50.0 49.5 492 49.6
46.6 461 44.5 457 ,
43.2 413 40.8 , 41.8 46.4
39.2 39.4 , 40.7 39.8 -
428 . 445 50.3 _ 45.9
50.6 . 52.9 54.9 . 528 | S
531 . 495 46.8 49.8 471
47.3 527 546 51.5
52.6 ~ 557 53.6 54.0
53.9° 53.4 49.7 : 52.3 , ,
50.3 53.6 542 52.7 52.6

. Source: National Association of Purc_hasing Management /Haver Analytics
page 10of 3 )
NAPMC @ USECON 01/18/2004 10:27




ISM Mfg: PMI Composite Index
SA, 50+ = Econ Expand. . |
[% Change - Annual Rate] '

55.8 55.2 53.5 548

50.2 512 496 50.3

502 507 50.8 50.6 :
53.4 53.8 556 - | . 543 52.5
560 565 . 569 | 565

57.4 - - 582 588 | 581

58.5 580 - 590 | - 58.5

59.4 59.2 56.1 58.2 57.8
57.4 55.1 521 54.9

515 .. 467 459 48.0

50.7 47 48.1 48.6

46.7 45.9 . 462 46.3 49.5
455 45.9 469 | 46.1

493 491 536 | 50.7

49.7 51.6 <. 51.1 | 50.8 |
50,5 53.0 o852 | 52.9  50.1
538 531 538 , 53.6

53.7  56.1 54.9 549

577 - 56.3 53.9 56.0

56.4 557 54.5 - 555 | - 550
53.8 529 52.9 532 |
52.2 509 . . 489 507

492 . 493 48.7 49.1

487 482 46.8 47.9  50.2
506 - 517 524 516

523 543 . 558 . 54.1

536 - 548 . 57.0 | 551 |
572 581 57.8 - 577 548
570 562 54.6 559

544 529 511 | 52.8

520 . 499 496 50.5 - | . |
48.8 489 448 47.4 - 517
4“7 M5 425 41.9
428 M7 435 42.7

441 4738 472 | 46.4 o
40.4 457 48.5 44.9 43.9
498 538 54.7 - ' 52.8

53.3 547 . 552 54.4

50.7 50.3 507 506 | -
49.7 50.5 552 51.8 524

Source: - National Association of Purchasing Management /Haver Analy‘tics‘
. page 20t 3 _
NAPMC. @ USECON '01/18/2004 10:27.




~+ SA,50+=Econ Expand .

. [% Change - Annual Rate]
‘Pﬁ Lt - Mmm; "?n 1 il Dl . ‘
~583.9.- 50.5
45.4 494
51. 54.7
57.0 62.8 i

_ISM Mfg: PMI Composite Index

T 0
- I
= g S 1
53.5

. Source: National Association of Purchasing Managem‘ent:/Ha‘ver Analytics
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ISM Mfg: New Orders Index

'SA, 50+ = Econ jExpand

. 80

70

80
.
70
- 60
- 50
_ 40
- 30
‘ : - 20
| § 1 ) f 1 T T ¥ b T ¥ 1 ] ] T Lf - ¥ | I T 1
80 85 90 95 00 , _
Source: NAPM /Haver 01/18/04 10:27
—_Month ‘Quarter Year
2001 386 . 40.0 413 40.0
a 451 44.4 47.1 455
485 532 51.0 50.9
38.9 50.5 = 55.3 48.2 46.2
2002 555  60.6- 63.1 59.7
’ 583 609  59.8 59.7
51.8 = 49.6 52.8 51.4
52.2 524 - 629 55.8" 56.7
2003 507 523 462 50.7
o 452 . 519 ° 522 49.8
56.6 596 . 60.4 58.9-
64.3 73.7 77.6 71.9 58.3




~ ISM Mfg: New Orders Index
' SA, 50+ = Econ Expand
" [% Change - Annual Rate]
th
503 606 - . 608 | . 57.2
59.4 618 623 812
70.3 - 681 669 | 68.4 _—
69.5 692 74.8 712 64.5
637 . 849 - 609  83.2 '
63.2 592 60.5 . 61.0
54.1 54,0 472 | 51.8 |
529 - 520 52.8 52.6 57.1
51.8 51.8 . 49.1 : 50.9
51.3 495 - 57 | - 505
52.5 51.8 54.6 | 53.0
53.4 57.2 54.8 | 551 52.4
56.7 57.1 545 | 561
54.4 - 611 553 56.9
51.2 584 _57.3 55.6 |
545 57.0 554 - 558 56.1
5986 554 616 58.9
59.8 . 634 - 61.2 61.5
64.0. 627 . 621 . 62.9
65.3 59.3 615 62.0 . 613
60.3 57.0 57.9 58.4
57.6 577 63.6 . 596
606 592 - 586 59.5 .
572 . 584 . 59.0 882 | 58.9
57.3 - 573 520 |- 55.5
53.1 507 © 456 | - - 49.8
458 452 46.0 L 457 o
493 . 493 - 504 | - 497 50.2
49.1 ‘525 523 513 |
537 517 520 | .. 525
46.7 455 - 449 | . 457 S
43.1 40.4 385 | 40.7 475
381 392 . 424 | 39.9
461 489 584 | 51.1
556 . -60.1 607 588 | .
58.0 53.5 495 | . 53.7 50.9
49.6 583 . 633 - 57.1 :
59.1 609 . 598 | 59.9
59.5 588 51.1 | 56.5
53.8 58.8 . 61.0 . 579 57.8

Sourcé: National Association of Purchasing Management /Haver Analytics
: - page 1 of 3 _
b N L S S NAPMNI @ USECON 01/18/2004 10:27




ISM Mfg: New Orders Index
SA, 50+ = Econ Expand
[% Change - Annual Rate]

63.0 59.7 58.1 60.3

53.0 = 552 51.6 53.3

53.8 . 55.3 - 526 - _ 53.9

58.9 60.4 - 62.4 60.6 57.0
635 62.2 - 628 62.8
L6227 - 61.6 65.0 63.1

64.2 - 630 .. 62.7 " 63.3

'63.0 - 61.5 58.9 61.1 62.6

'59.7 566 | 51.9 56.1

- 52.2 440 435 46.6

52.7. 465 - 49.4 49.5

47.5 48.6 45.9 - '47.3 , 49.9

441 : 461 49.1 - 464

52.3 51.7 . 59.4 , 54.5

51.9 546 - '54.6 : 53.7

52.9 56.9 - 61.7 57.2 52.9

57.0 57.6 58.6 | 57.7

566 . 623 59.4 59.4

61.3 60.3 55.4 59.0

60.9 574 , 57.2 . 585 58.7
+ 57.1 546 54.9 : 55.5

55.3 - 515 © . 502 . 523

51.8 50.9 . 494 50.7 _

48.0 483 497 | . 487 51.8

52.4 55.0 . 55.9 54.4

54.0 © 578 59.4 ‘ 57.1

546 . . 575 63.5 58.5

61.3 63.1 60.3 . 61.6 . 57.9

61.1 58.7 . © . 5586 58.5

55.2 51.3 . 497 52.1

51.3 . 502 , 49.3 50.3

487 496 0 427 47.0 - 520

38.6 40.0 7 41.3 140.0

451 - 444 47.1 455

48.5 © 532 - 51.0 50.9 , '

38.9 50.5 : 55.3 : 48.2 " 46.2

55.5 60.6 - - 63.1 _ 59.7

58.3 60.9 59.8 . 597

51.8 49.6 528 51.4 . '

52.2 ’ 52.4 62.9 55.8 56.7

Source: National Association of Purchasing Management /Haver Analytics
page 2 of 3
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ISM Mfg: New Orders index
SA, 50+ = Econ Expand
% Chan_ge - Annual Rate]

Source: National Aséociatiqn‘ of Purchasing Management /Haver Analytics
page 3 of 3
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ISM Mfg: Production Index

SA, 50+ = Econ Expand

100 = —————F 1

804 o e S ; | B |80

GO—I‘V - A v ' ) " " L 60

. 404 , B , Lo

20 — T i * L - 20
. ] 1 LR 1 L) 1 1 LKL ] LS 1 L BLADREAL T ) 1 v 4 ! LI »

» 80 ' : 85 . 90 - - 95 00 ,
. Source: NAPM /Haver o .v S ‘ _ 01/18/04 10:27

: . Month Quarter  Year
2001 . 139.7 39.9 422 406
. 423 423 445 430
458 - 51.8 509 49.5 :
420 484 511 - . 472 - 451

2002 526 605 575 . 56.9
o 572 577 597 - . 582
550 549 525 - 541

515 549 °~ 566 54.3 55.9

2003 | 56.3 . 554 463 52.7
: 47.0 51.5 52.9 505
533 616 = 573 57.4

626 - 683 730 - 680, = 57.1




ISM Mfg: Production Index
SA, 50+ = Econ Expand o

[% Change-AhnuaI Rate] .

0 a
508 61.1 58.4 56.8
58.2 61.5 632 | 61.0
715 699 - 678 [ 69.7 -
696 707 ©80.6 \ 736 65.3
59.9 640 615 | 61.8
62.3 593 - 623 | 613
58.2 543 522 | 549
53.4 - 538 549 54.0 . 580
549 542 512 53.4
516 519 50.5 513
482 506 528 505 .
549 . 565 . . 553 o 85 . 527
529 536. . 560 | 54.2
525 . 55.1 535 - . 537
493 560 565 539 :
54.2 547 - 530 | - - 540 | 539
60.7 C 573 576 58.5
593 606 - 601 | 60.0
62.5 642 655 641
632 . 619 651 | 63.4 61.5
593 586 - 577 | 585
59.1 580 . 617 - 596
61.2 578 . 548 | - 579
587 . 575 . 576 | 57.9 58.5
579 . 556 527 - 554
549 507 . 495 | 51.7
46.9 46.7 480 47.2 -
485 o492 497 S 491 | . 509
47.4 528 547 | 516
53.5 539 .. . 513 .| 529
498 479 . 455 | 477
436 421 41.8 | 425 48.7
389 - 391 - 412 397
445 469 - 537 . 48.4
57.2 - 598 . 612 | 59.4 .
60.7 521 506 : 54.5 50.5
50.4 587 - 597 R 56.3
57.8 12 576 58.9
574 568 . 539 560 |
54.7 _58.6 57.9 57.1 571

Source: NationéI'Ass_dciation of Purchasing Manégement /Haver Analytics -

page 1.0f 3
' 'NAPMOI @ USECON 01/18/2004 10:27




ISM Mfg: Production Index
SA, 50+ = Econ Expand

" [% Change -‘Annual Rate]

61.5 63.5 56.7 60.6
51.6 55.0 . 53.1 53.2
52.7 -53.9 55.2 53.9
56.1 57.5 61.7 58.4 . 56.5
59.7 60.2 63.4 61.1
61.4 62.7° 62.0 62.0
. 62.3 60.2 628 61.8
63.3 63.9 59.5 62.2 - 61.8 .
60.9 57.4 - 54.8 57.7
54.1 499 46.1 50.0
51.6 49.1 50.5 50.4
47.0 45.0 46.9 46.3 51.1
456 457 473 46.2
516 53.0 55.5 . 53.4
52.4 . 551 53.5 53.7 :
55.4 .. 58.1: 58.9 57.5 52.7
59.8 58.9 55.0 57.9
56.8 56.7 56.5 56.7
64.5 61.5 . 56.6 60.9
59.4 60.1 - 56.7 58.7 58.5
55.6 546 545 54.9
- 53.3 53.2 50.6 52.4
50.8 50.7 51.2 50.9
52.4 504 47.7 50.2 52.1
55.6 . 56.0 . 55.7 55.8
57.2 58.5 '61.6 59.1
58.1 58.3 59.9 58.8 _
59.7 60.2 60.6 60 2 58.5
58.2 . ~60.8 59.1 59.4
57.3 .. 55.8 52.5 55.2
527 - 49.6 50.9 51.1
1 49.7 51.3 43.8 48.3 53.5
39.7 39.9 422 40.6
42.3 42.3 445 - 43.0
458 51.8 50.9 - 49.5
420 ©.48.4 51.1 472 451
52.6 60.5 57.5 , 56 9
57.2 57.7 59.7 - 58.2
55.0 54.9 525 54.1
51.5 54.9 56.6 < 54.3 . 55.9

. Source: National Association of Purchasing Management /Haver Analytics'

: bage 20f3
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SA, 50+ = Econ Expand
'[% Change - Annual Rate]

5 .
56.3 . 46.3
| 470 529
. 53.3 616 573
62.6 . ' 73.0

ISM Mfg: Production Index

574 |
68.0 57.1

Source: National Association of Purcha_sing Managemént /Haver Analytics
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CPI-U: All Items |

12-month %Change SA, 1982-84=100

16 -
12 4
8
o v
-4 - . S
T L 1 — T T 1 PR L) T R ——
- 50 55 60 65 70 75 80 85 90 95 - 00
Source: Bureau of Labor Statistics /Haver Analytics 01/18/04 10:29
Month—— " Quarter  Year
2001 3.72 3.59 2.92 3.41
. 3.28 3.62 3.25 3.38
278 278 259 2.72
2.13 1.84  1.55 1.84 2.83
2002 1.14 1.08 1.42 1.21_
’ 159 . 1.18 1.07 1.28
146 . 1.69 1.57 1.58 '
203 225 2.43 2.24 1.58
2003 259 304 303 2.88
: 2.23 212 211 2.15
2.11 2.22 2.27 2.20 .
210 176 = 1.87 1.91 2.28




CPI-U: All Items Less Food and Energy |

12-month %Change SA, 1982-84=100

15.0- — — , , — -15.0

12.5 -

- 12.5
- 10.0-4 - 10.0
- 7.5
5.0
2.5
1 L) . r ) . » ] ‘» ] , L) ) ‘ L) d ] °.°
- .60 65 70 75 80 - 85 90 95 00 ’
Source: Bureau of Labor Statistics /Haver Analytics : 01/18/04 10:29 '
—_ Month.  Quarter  Year
2001 2.62 273 267 2.67
o 2.61 260 . 2.71 2:64
2.70 2.64 263 . 2.66
263 273 278 2.71 2.67
2002 261 255 238 251
249 248 226 - 2.41
2.20 2.36 2.30 2.28 _
224 197 196 . 2.06 - 2.31
2003 191 185 174 183
- 148 158 147 151 DR _
152/ 1.31.. . 1.20. . 1.34 . E S
130 1150 109 118 147 ie




1 O-Yéar Treasury Note Yield at Constant Maturity
. N ‘ %.p.a. - S o
3-Month Treasury Bill Market Bid Yield at Constant Maturity

01/18/04 10:30

| 55 60 65 vs G0 8 . 90 85 00
" Source: Federal Reserve Board /Haver Analytics -
- , Month Quarter ~ Year
2001 516 510 4.89 5.05
. 514 539 528 1 5.27
524 497 . 473 . 4.98
457 465  5.09 477 5.02
2002 . 504 491 528 . '5.08
' 521 516  4.93 5.10
465  4.26 3.87 4.26 , ‘
394 405 403 4.01 4.61
2003 - 405 390 381 . 392
396 357 333 3.62
398 445 427 4.23
429 430 427 429 4.01




' All Employees: Total Nonfarm

Difference - Perlod to Perlod  SA, Thous

200 -

- 200
106-_ 51ob:
0- Lo
 }106- - -100
-200 - - -200
'-300_ . - - -300 |
J'F'M'A'M'Jo';zJ'A's"o'N'DlJ'F'M'A'M'J'J_'A's'*o'N'vD :

" Source: Bureau of Labor Statistics /Haver Analytics

a3

01/18/04 10:31

Month— Quarter
2001 9 124 33 199
' -280 A7 -166 - =327 -
-197 148 -169  -468
-352 298  -239 -792
2002 ' .83 68 29 - 397
' 66 -4 28 -120
479 20 65 . -164
119 1 211 99
2003 158 . -1210 151 -113-
: w22 .78 -83 . 241
-57 35 99 81
100 43 1 207

Year

40

-1454

--321




o ngh Growth Industry Occupat|ons
Requmng Post Secondary Education

~or Associate’s Degree

~ Advanced Manufacturing.

- Postsecondary Vocational Certificate

* Robotics technologist — degree from a technical school

*  Chemical Technician — two- or three- -year post- -secondary programs or certlflcates
* Environmental Technician — three-year technologist certificate

Associate Degree
- Robotics Technologists
Integrated Systems Technologists
“Industrial Engineering Technologlsts -
CAD-CAM Designer
'Environmental Technician
Machinist Technology
Manufacturing Technology
Tool and Dye Maker =~
Semi-conductor Technician A ,
Mechanical Drafter and Designer - - o -
Metallurgical Technology '
Industrial Maintenance Technician
- Process Control Technician

Automotive Industry

* Postsecondary Vocational Certificate
* Automotive service technicians and mechanics
s Mobile h_eavy equipment mechanics, except engines

Associate Degree

=  Automotive Technoogy
‘= Automotive Mechanics Technology
»  Auto Body Collision

= Auto Transmission Specialist

. Blologlcal Technicians
. Agncultural and Food Science Techmc1ans



Chemical Technicians

Bioprocess Technicians
Chemical Technicians - -
‘Research Assistants -

Research Technicians ,
Laboratory Technicians = .
Quality Control Technicians

- Construction industry -

- Associate Degree
~ Carpenters
Electricians
‘Sheet Metal
Plumbers
. Welding
- Assistant Project Managers
Assistant Job Site Supenntendents ‘
Estimators a
. Civil Engineer o
Drafting and Design Technician -

-

Energy

Associate Degree

» Energy Conservation and Use Techmclan ,
* . Heating, Ventilating and Air Conditioning Technicians

» Industrial Electrical Technicians '

: Finan'i:ial Industry

Associate Degree
*»  Banking and Finance
%" Accountant
» Bookkeeper -
= Office Manager

Geospétial Ihdustry

Postsecondary Vocatwnal Certlﬁcate
». Mechanical drafters

= Electrical drafters ‘

s Architectural & civil drafters-




Associate Degree
= Environmental engineering technicians
» Electrical and electronic engineering technicians
*  Mechanical engineering technicians
* Industrial engineering technicians
* Civil engineering technicians

Health Care Industry

Postsecondary Vocational Certificate
»  Surgical technologists
= Medical transcriptionists :
' Licensed practical and licensed vocational nurses

Assocmte Degree :
Medical records and health 1nformat10n technicians
Dental hygienists

- Cardiovascular technologlsts and techmclans
Nuclear medicine technologists
Radiologic technologists and technicians
Diagnostic medical sonographers
Registered Nurses

Hospitality |

Associate Degree

» Hospitality Management
= Culinary Sciences

Information Technology Industry

Associate Degree
Network Systems Administration -
Network Systems Developer
Program Developer
Database Administration
Multi-media Specialist

- Digital Media Designer
Customer Services Technician
Computer Publishing ’



Retail
Associate Degree ‘
= Buyers and Purchasing -

'» Business Services Consultant
*  Floor Level Supervision

_Transportation

Associate Degree
* Diesel Mechanics ,
»  Maintenance Mechanics
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ENSURING FISCAL RESPONSIBILITY

Since President Bush took office in January 2001, the Nation has faced an unprecedented com-
‘bination of challenges. These challenges began with a stock market collapse that had started the
previous spring, continued with a recession that took hold as the President entered office, and built
with the revelation of corporate scandals later that year. The challenges grew exponentially with the
terrorist attacks of September 11, 2001, and the loss of thousands of lives on American soil, followed
by uncertainty about the potential for further terrorist attacks. The combination of these events
. posed perhaps the most serious test of America’s resolve since the attack on Pearl Harbor and the
country’s entry into World War II.- :

President Bush has acted dec181ve1y to meet these challenges. He has championed three overrid-
ing priorities—winning the War on Terror, protecting the homeland, and restoring strong economic
growth—and his budgets have met those priorities.

. The War on Terror. Within days of the September 11* attacks, the President called for, and the Con-
gress enacted, an unprecedented $40 billion in emergency appropriations for recovery and rebuilding
from the terrorist attacks, and to finance retaliation against the al-Qaida terrorists in their bases in
Afghanistan. After successful action in Afghanistan, the President made the difficult decision to lead
a coalition against the gathering threat of Saddam Hussein’s regime in Iraq. The Congress enacted.
further supplemental appropriations in April and September of 2003 to finance continuing opera-
tions in Afghanistan and the war and subsequent rebuilding effort in Iraq.

Homeland Securzty More than $10 billion of the $40 billion in emergency approprlatlons enacted
after September 11" was devoted to protecting the homeland from future terrorist attacks. This fund-
ing helped to increase the number of sky marshals flying on commercial airlines, screen baggage at
the Nation’s airports, protect the approaches to our harbors, and acquire medicines to protect against
anthrax and other biological agents. Annual appropriations since 2001 have more than tripled the
resources devoted to homeland security, from a net discretionary base of about $10 billion in 2001 to
over $30 billion proposed in this budget for 2005. The adoption of the President’s proposal to create
~ the new Department of Homeland Security from 22 separate agencies in January 2003 is brlngmg a
coordinated, comprehenswe strategy to secure the Nation from terrorist attacks.

: Promotmg Economic Recovery and Growth. Confrontmg an economy entering recession when he
took office, the President has acted decisively to create jobs and lay the foundations for healthy eco-
nomic growth. The President’s 2001 tax cut passed in May 2001 was perfectly timed to provide
stimulus to an economy in the middle of recession and subsequently battered by the September 11*
terrorist attacks. At the President’s request, the Congress delivered further incentives for business
investment and relief for the unemployed in the March 2002 tax bill. Last year, not satisfied with the
slow pace of the economic recovery and especially job creation, the President called for, and Congress
enacted, further tax relief to promote economic growth and boost employment. :
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.~ product of the revenue erosion from the stock

market collapse that began in early 2000,
an economy recovering from recession and a

30 —| Defense Homeland Non-Defense/ ) [ N . . )
Secutity |- Non-Homeland 1 Nation confronting serious national security.
' threats. We can put the budget on the right
path if we continue pro-growth economic
policies and exercise responsible spending
‘restraint.. The Administration has insisted
“on fiscal discipline by restraining spending
outside the critical areas of defense and home-
land security. As shown in the accompanying
chart, while spending in defense and homeland
security has increased sharply, the Adminis-

Percent change

2001 2003 2005 2001 2003 2005 2001 2003 2005 . . . . [
2002 2004 2002 2004 2002 2004 tration has held spending outside these critical

Note: Growth rates exclude  supplemental appropriations. pr10r1t1es to smaller and dlmlnlshln& rates of

Supplementals increase defense and homeland security growth rates
-dramatically (these categories got 90 percent of supplemental funding).

growth
Recession and C_ollapse of Revenue Surge Brlng Back Deficits

At the beginning of 2001, the budget was beginning a fourth straight year ‘of surplus, on the
strength of a massive revenue surge due primarily to increased capital gains realizations from a
booming stock market, growth in stock options and bonus income to high-income taxpayers. From
January 1995 to the market peak in March 2000, the S&P 500 equity index more than tripled and
the technology-oriented NASDAQ composite stock index rose an’astonishing six-fold, far outpacing
the 32—percent growth in the overall economy during the period. At the height of the market-induced
revenue “bubble” in 2000, receipts rose to 20.9 percent of Gross Domestic Product (GDP), matching
the all-time peak reached during World War II. Receipts in 2000 were nearly $300 billion above
long-term historical trends, more than accounting for the $236 billion surplus in that year.

In its first budget forecast, the Administration, along with the Congressional Budget Office and'
other budget forecasters, projected that recent high rates of revenue growth would gradually abate,
but that the period of surpluses would continue: These forecasts reflected the best judgment of pro-
fessional forecasters, but they could not anticipate the sudden combination of collapse in the stock
market, the recession, the revelation of corporate scandals, the September 11* terrorist attacks, the

subsequent War on Terror, or the spending and tax changes necessary to respond to these and other
unanticipated events.

With the collapse in the stock market and the onset of recession, the revenue surge was dramat-
ically reversed. ' Federal receipts actually declined for three years in a row, something the Federal
Treasury has not experienced since 1923. Even with a small rebound in receipts now projected from
2003 to 2004, receipts are still estimated to be 11 percent below their peak in 2001.

Had there not been one dime of tax relief under President Bush, we would have still run substan-
tial budget deficits. Even if one assumes no tax relief, no additional defense and homeland security
spending, no unemployment assistance extensions to respond to the recession, and no other addi-
tional enacted spendmg, we Would still have had a deficit in-2002 and 2003.

Puttlng Recent Deﬁczts in Perspectwe

As a result of the funding requirements for the War on Terror, the lingering effects of the recession
and the ensuing slow recovery, the deficit for 2004 is estimated at $521 billion. This deficit is an
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increase from the $375 billion imbalance in 2003. Whlle receipts are projected to increase in 1 2004 by
$16 billion—the first increase in receipts in four years—outlays are projected to increase by an even
larger $161 billion. Beginning with this budget, the deficit is then projected to begin falling to $364
‘billion in 2005—although this projection does not include expected but undetermined additional costs
arising from ongoing military operations in Iraq, extending beyond 2004.

A deficit of $521 billion is a legitimate subject of concern. Yet, even a deficit of this size should be
kept in perspective. The potential impact of the deficit on credit markets and the overall economy is
more appropriately measured by expressing it relative to the size of the Nation’s GDP. A 2004 deficit
of $521 billion represents 4.5 percent of GDP forecasted to be $11.5 trillion. This ratio of deficit to
. GDP is lower than the deficits in six of the previous 25 years and well below the 1983 peak of 6.0

percent. ~

The deficits of this year and last should also be assessed by their actual effects on the economy.
" With demand subdued by the slow recovery from recession and terrorist attacks, the tax cuts and
spending increases since 2001 have had an important stimulative effect on the economy. Moreover,
the current level of deficits has had no discernible effect on interest rates. Short-term interest rates
remain at the lowest levels in more than four decades, influenced by the Federal Reserve Board’s
accommodative monetary policy. Long-term interest rates, which are less influenced by the Fed:
eral Reserve Board’s actions, also reached historic lows last June, and are up only modestly since.
then—despite clear signs of economic strengthening. :

T T
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More important than the deficit projected for
any one year is the expected path of the deficit
~“over a peripd of years and its s relationship-to. the

Deficits as a Percent_of GDP

Percent of GDP
0 —y

economy. ThlS budget estimates that the deﬁc1
w1ll decline sharply from its 2004peal of . $521
b&ll}gg,toﬂ$237 %_;H_”'::/_J As a-share of ™ "
- GDP;the economically relevant:-measure, theg
prOJected~deﬁc'1—~—f>Hs to-1.6 pefcentin 2009, 7
Tess than half of its estimated 2004 peak-of-4.5
ipercent ‘Fhe projected 2009 deficit is lower
‘than the average deficit over the last four:
" decades of 2.2 percent of GDP, including in
periods of healthy economic expansion during
the latter half of the 1980s and during most
_of the 1990s. The declining deficit projections
produce a declining ratio of debt to GDP over
this period—at a level well below the average
of the last two decades. Furthermore, the estimates in this budget are based on a cautious economic
forecast; if productivity continues to increase at its recent rapid pace, for example, the deficit could
" fall even more rapidly.

-2.2 percent equals the
40- year historical average.

2004 2005 2006 2007 2008 2009

With continued pro-growth economic policies and spending restraint
reflected in the budget, deficits fall sharp[y ) ) L

The decline in the rat10 of deficit to GDP can also be understood by looking at the path of projected
receipts and outlays. Receipts have declined dramatically as a share of GDP since their peak in 2000,
as a result of weak income growth due to the recession and'a collapse in capital gains and bonus
income due to the stock market downturn. Receipts are projected to reach a low of 15.7 percent of
GDP in 2004 and then to rise, climbing to 17.8 percent of GDP in 2009, almost exactly matching their
post—World War IT average. While receipts are rising over the next few years, outlays are projected
to hold constant as a share of GDP, at around 19.4-19.6 percent. The rise in receipts as a share of
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GDP, coupled with a roughly ﬂat ratio of outlays to GDP produces the declining ratio of the deficit
to GDP projected in the budget.

This progress in reducing the deficit requires maintaining the fundamentals for strong economic
growth, together with determined spending restraint. The Administration’s tax cuts, while providing
critical stimulus to the economy to jumpstart the current recovery, will also provide the underpin-

- nings for strong growth for years to come. Business investment is recovering, fueled in part by the
temporary bonus depreciation provisions in the 2002 and 2003 tax acts. Incentives for small busi-
nesses and entrepreneurs are healthy, thanks to cuts in marginal tax rates, increased expensing for
small business, and reductions in and the eventual repeal of the punitive estate tax. The reduced tax
rate on dividends and capital gains encourages sound investment and promotes the access of busi-
ness to the capital needed for expansion. The President’s Six-Point Plan for economic growth and
international competitiveness will reinforce the fundamentals for growth. It will make health care ‘
more affordable, reduce the burden of costly frivolous tort lawsuits, ensure a reliable energy supply,
streamline regulations, open new markets, and enable families: and businesses to plan for the future
by making the tax cuts permanent. ‘

- ‘Spending discipline is also critical to keeping " Growth in Domestic Discretionary
the deficit on a declining path. Even as the . Spending Declines
Administration has increased funding in Percent growth in non-Defense, non-Homeland budget authority

excluding supplementals

the critical areas of defense and homeland
security, it has sought to restrain the growth
in spending outside these key areas is held
to minimal growth. In 2001, the last budget
. ‘year of the previous Administration, domestic
' spending unrelated to defense or homeland
security grew by 15 percent. With the adoption
of President Bush’s first budget, for 2002,
that number was reduced to six percént.
" and has declined steadily thereafter, as the
accompanying chart illustrates. This budget
continues this-trend of increasing restraint on
non-security related spending.

15

The current budget proposes a 3.9—percent increase in overall discretionary spending for 2005, con-
sistent with the average growth in family income and in keeping with the need to exercise responsible
spending restraint. This includes a 7.1-percent increase in spending authority for defense, 9.7 per-
cent for homeland security, and 0.5 percent—or below the rate of inflation-—outside these areas.

This policy of spending restraint, reinforced by the budget enforcement measures described later
in this chapter, is designed to ensure immediate and continuing progress in reducing the deficit from
current levels.
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Budget Authority and Outlays: Decisions versus Disbursements

Budget authority and outlays are both important measures in the budget process. However, when measuring
an Administration’s and Congress’ action on a budget, budget authority is the appropriate measure because
it reflects legal authority the Congress and the President grant agencies to spend money. Qutlays (actual
expenditures) are the result of budget authority. The growth rates set forth in the text refer to budget authority.

The difference between the two boils down to budget decisions versus cash disbursements. At the time the
Congress passes an appropriations bill and the President signs it into law, the law provides appropriations
or budget authority, not outlays.

. Outlays, on the other hand, are recorded at the time that cash for goods and services purchased by the
Government is disbursed from the Treasury. The budget deficit is equal to the amount total outlays exceed
total revenues for a particular fiscal year. Outlays lag budget authority, frequently by years for procurement
and-grant programs. As a result, outlays in a fiscal year come from both new appropriations and appropri-
ations made in previous years. (The Analytical Perspectives volume provides a more detailed discussion of
the. relationship of budget authority to outlays.) The Congress and the President can only control outlays by
changing budget authority levels. :

The Consolidated Appropriations. Act of 2001 is an example. On December 21, 2000, President Clinton
sighed the Consolidated Appropriations Act of 2001, which provided funding for the remaining three regular
appropriations bills (Labor, Health and Human Services and Education, Treasury and General Government;
and the Legislative branch). This:omnibus appropriations bill provided $126.6 billion in discretionary budget
authority for 2001, which was already in progress at the time. This omnibus bill was estimated by OMB to
result in only $62.5 billion in outlays in 2001, the last budget year of the Clinton Administration. While this
bill was signed into law by President Clinton, the remaining outlays from this law were incurred after 2001,

during budget years covered by the Bush Administration.

Fiscal Responsibility in the Long Term: Addressing the Real Fiscal Danger

Social Security and Medicare are critical programs for ensuring the financial security and health
of elderly Americans, and President Bush is committed to ensuring that these programs continue
to deliver benefits both for today’s beneficiaries and for future generations of retirees. Unless these
programs are reformed over the long-run, however, they will overwhelm the rest of the budget and
place an unsustainable burden on future generatlons

While the outlook for the budget improves considerably over the next five years, looking at the
budget over a much longer term yields a less encouraging picture. Although projections of the budget
" over the next few decades and beyond are subject to enormous uncertainty, fundamental forces are
at work that will create serious fiscal problems if left unaddressed.-

The main source of the long-run fiscal problem is demographics. As Americans live longer and the
birth rate falls, the ratio of workers to retirees is decreasing. In the 1960s, there were five workers
for every retiree, and in recent years this ratio has remained around 3.3. According to the Social
Security actuaries, the ratio will begin to decline around 2007, reaching 2.9 in 2015 and 2.2 in 2030.
The change is especially rapid during the years when the large baby boom generation born between
1946 and 1964 reaches retirement age; but even after the post baby boom generation begins to retire,
the ratio will continue to fall, reaching 1.8 in 2080, the last year of the actuaries’ projections.

Because the Nation’s two largest entltlement programs, Social Security and Medlcare are based
in large part on the principle that current workers pay the benefits of retirees, these programs are
heavily influenced by this decline in the ratio of workers to retirees. So far, the effects of this shift on

“the budget have been muted, because today’s retirees are from the relatively small pre-baby boom
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generation, while the baby boomers are still active in the labor force. In the next several decades,
however, the impact of lower birth rates and longer life expectancy will begin to take a visible toll on
both Social Security and Medicare. .

The result of this demographic shift is a steady worsening of the finances of the Social Security
and Medicare programs. Today, Social Security’s dedicated revenues, boosted by the payroll taxes of
the large baby boom generation, are more than sufficient to finance the benefits paid to the relatively
small generation of retirees born before the boomers. In only about a decade, however, the balance
begins to turn unfavorable as the boomers enter retirement and leave a relatively smaller generation
of younger workers. According to the Social Security actuaries, the current surplus of dedicated rev-
enues over benefit payments of 0.7 percent of GDP will begin to shrink once the baby boomers begin
to retire, turning into a small deficit starting in 20 18. By 2030, with the entire baby boom generation
~in retirement, the program will face a gap of 1.4 percent of GDP. The actuaries estimate that the gap
will grow to 2.3 percent of GDP in 2080, at which point Social Security’s dedicated revenues would
only be sufficient to cover two-thirds of beneﬁt payments under current law.

Medicare faces the same demographic pressures as Social Security, exacerbated in this case by
continued high rates of growth in health care costs. Over the last two decades, Medicare’s spending
per beneficiary has grown 1.6 percentage points faster than GDP per capita. Due to the combined
effects of growth in Medicare enrollment and continued excess growth in health costs, the worsening
of Medicare’s finances is expected to be even more severe than'that of Social Security. Medicare’s
two. programs, Hospital Insurance and Supplementary Medical Insurance, already face a gap be-
tween dedicated tax revenues and benefits of 0.8 percent of GDP. (This gap is covered by a transfer
of general revenues from the general fund to the Medicare trust funds.) The gap is projected to grow
dramatically in the next few decades, reaching 1.9 percent of GDP in 2015 and 4.6 percent of GDP
in 2030. By 2080, the gap would be 11.6 percent of GDP, with dedicated revenues covering only
one-quarter of beneﬁts

A different way of understandlng the size of the imbalance fac1ng Social Security and Medicare is
to compute today’s equivalent of the cumulative financing shortfall in these two programs for some
future period, traditionally over the next 75 years. For Social Security, the 75-year gap between
dedicated revenues and benefit payments totals $4.9 trillion. For Medicare, the combined shortfalls
of the Hospital Insurance and the Supplementary Medical Insurance programs total $26.8 trillion.
The cumulative shortfall for Social Security alone exceeds the present level of debt held by the public;
together with Medicare, the financing shortfall is more than seven times the level of the current debt.

Even a 75-year time frame for analyzing Social Security and Medicare can be misleading because
it does not take into account the degree of the financing shortfall beyond the 75—year period. For
example; the Social Security actuaries estimate that a flat 1.92 percent increase in the payroll tax
would be sufficient to put Social Security in actuarial balance over 75 years, leaving the trust fund
with a small balance at the end of the period. The trust fund would be exhausted immediately there-
after, however, because of the continuing gap between benefit payments and the program’s dedicated
income. An alternative approach looks at the program going out into the indefinite future. Consid-
ered in this framework, estimates of Social Security’s unfunded obligations jump to $11.9 trillion, or
_more than double the number produced by the 75-year calculation.
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Unfunded Obligations Exceed ‘ The Effects of Economic Growth. - Stronger

Triltions of doliars Current Debt . _ - economic growth is crucial to improving
30 the budget picture in the short term, and

it will have long-term benefits as well. The-

25 acceleration in the rate of growth in labor

00 . productivity is certainly encouraging, and
may continue indefinitely. Stronger economic

15 growth alone, however, will not resolve the

' long-run: imbalance in Social Security and
Medicare.

10 4

Social Security benefits are financed by
payroll taxes. As worker productivity rises,
ubiicly Held Social Security rr— real-wages tend to follow. This means that an

Debt Shortfall Shortfall acceleration -of economic growth today should
increase the amount of payroll tax income °

5

. flowing into the Soc1al Securlty trust fund. However, future Social Securlty benefits are linked to

current wages, so as wages and payroll taxes rise, future benefits increase roughly n proportlon

- and the actuarial imbalance in Social Security is reduced only slightly.

The Medicare program is financed by -a combination of premiums, payroll taxes, and general rev-
enues, so that if the economy continues to exhibit strong growth, it will see an increase in proceeds
in the same way that Social Security would. Unlike Social Security, however, Medicare benefits are
not determined by wage levels, but by health care costs. Thus, a stronger économy can increase the

flows of revenues into Medicare without automatically increasing future benefits, thereby reducing

Medlcare s.actuarial imbalance.

Social Secumty Modernization. Shortly after taklng office, the President established the b1part1-
san President’s Commission to Save Social Security. The charge of the Commission was to present
options to modernize and restore solvency to Social Security through the additien of voluntary per-

~sonal retirement accounts, while preserving current benefits to those already in or near retirement.

In its final report, the Commission outlined three models for reform, all of which would provide sub-
stantially higher expected benefits than those payable under current-law Social Security revenues.
The President remains committed to strengthening Social Security through the establishment of vol-
untary personal accounts in which workers would-be permitted to save and invest a portion of their

* payroll tax contributions. These accounts would provide individuals with more choices, increase total

expected Social Security benefits, permit individual participants to bequeath unused assets to their
heirs, advance-fund a portion of future program obhgatlons and reduce the long-term imbalance be-
tween costs'and revenues.

Medicare ModeranatLon From the beginning of the Admlnlstratlon the President has been com-
mitted to fulfilling Medicare’s promise of health care security for America’s seniors and those with
disabilities. The President has vigorously pursued modernizing Medicare’s outdated benefit package
to include prescription drug coverage, providing more reliable choices of health care coverage, and
offering better coverage of preventive services. The President has also insisted that any Medicare
modernization effort-address the program’s long-term’ ﬁnanc1ng shortfall so that Medlcare can con-

tinue to honor its promises to future generatlons

Passage of the Medicare Prescription Drug, Improvement and Modernlzatlon Act of 2003 fulfills
the President’s commitment to modernize Medicare. Seniors and the disabled will now have access

~to prescription drugs and other health care innovations. Moreover, the legislation lays the founda-

tion for addressing Medicare’s long-term financing challenge by dramatically increasing beneficiary
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choices and market-based competltlon Wthh are the essentlal ingredients for improved quahty and
lower cost growth.

During the development of this landmark legislation, the Administration recognized that this en-
hanced benefit package, while a vital addition to the Medicare program, would put additional pres-
suré on the long-term growth in program costs. The Administration therefore insisted that the legis-
lation require a comprehensive analysis of Medicare’s financial position and new fiscal safeguards to
alert the President and the Congress when Medicare’s dedicated revenues are projected to fall below
levels adequate to sustain the program.

The full impact of Medicare’s financial shortfall has been obscured because traditional financial
measures of Medicare focus on only half the program—the outlook for the Hospital Insurance trust:
fund, which covers hospital expenses. These measures do not consider Medicare’s other trust fund,
~ the Supplementary Medical Insurance (SMI) trust fund, which pays for doctor and outpatient services
and now the new prescription drug benefit. The SMI trust fund is partially financed by beneficiary
premiums, but the remainder is paid for by an unlimited tap on general revenues, the ultimate source

of which is the Federal taxpayer.

The new legislation requires the Medicare Trustees to analyze the Medicare trust funds on a com-
bined basis. This comprehensive view of the program is necessary to provide a clear assessment of
Medicare’s true fiscal status. The legislation also requires an analysis of the program’s reliance on
general revenues to make up the gap between expenditures and dedicated revenues. The trustees
must issue a warning if Medicare’s reliance on general revenues is projected to exceed 45 percent of
total Medicare expenditures at any point during the following six years. Current projections indicate
- that Medicare will rely on general revenues by 31 percent of funding this year, and that the level of -
general revenue funding may reach 45 percent by 2014. Ifthe Trustees issue warnings in two consec- -
utive years, the bill provides special legislative procedures to allow the President and the Congress
to address the shortfall in advance of financial crisis in the Medicare trust funds. ‘

Budget Enforcement: Slowing the. Growth in Spending

Through pursuit of the President’s pro-growth economic policies and responsible restraint in Fed-
eral spending, the President’s Budget puts the deficit on a responsible downward path. Since the
Congress has the power of the purse, the President cannot reduce spending on his own. In order to
ensure restraint in the growth of Federal spending, the President’s Budget proposes a comprehen-
sive framework to estabhsh spending controls in law binding both the Congress and the Executive
Branch. :

The Administration’s proposal is largely based on the Budget Enforcement Act. From 1991 to
2002, the Budget Enforcement Act (BEA) set statutory budget authority and outlay limits on dis-
cretionary spending and a pay-as-you-go requirement for all other legislation that were enforced by -
across-the-board spending reductions. Until budget surpluses surfaced in 1998, the BEA proved to
be an effective brake on the growth in spending.

Currently, there is insufficient focus on how 'individual spending bills affect total spending.
Whether it is an appropriations bill or a proposal to increase mandatory spending, there is enormous
pressure to add spending. Legislation tends to be considered in isolation and not in the context of -
the entire budget. In isolation, these spending items may appear to have merit, particularly when
there is no overall accounting of the effect of enacting an increase in' spending. However, when
added to the $2 trillion in current spending and the growth in Federal spendmg under current law,
they can pose a s1gn1ﬁcant threat to deficit reduction efforts
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The President’s Budget enforcement proposal is based on the premise that any increase in spending
should be offset by a reduction in other spending. If a new spending proposal is of sufficiently high
merit, there should be some item in the $2 trillion of existing spending that is a lesser priority.

More specifically, the Administration will transmit a legislative proposal to establish discretionary
spending limits, mandatory spending controls, and a new mechanism to measure the Federal Govern-
ment’s long-term unfunded obligations and to prohibit a net increase in these obligations. (Chapter
14 of the Analytical Perspectives volume provides an overview of the Administration’s proposals for
BEA extension and other budget reforms.)

‘Discretionary Spending Limits. The President proposes annual statutory limits on discretionary
spending for 2004-2009 that would be adhered to throughout the budget process. The President’s
proposal would require a three-fifths vote of the Senate for an appropriations bill that caused these
limits to be exceeded. If an appropriations bill was enacted that caused these limits to be exceeded,
OMB would be required to make across-the-board cuts to eliminate the excess spending.

Mandatory Spending Controls. Mandatory spending constitutes spending that is not thought of as
under the discretion of Congress in the annual appropriations process and is frequently referred to as
" being on “automatic pilot.” When President Kennedy was in office, mandatory spending represented
one-third of the budget. There has been an .explosion in mandatory spending since the early 1960s
and today it-amounts to two-thirds of the budget.

In order to control mandatory spending, the President proposes to require legislative proposals
that increase mandatory spending to be offset by reductions in other mandatory spending. Like his
discretionary spending enforcement mechanism, this proposal would require a three-fifths vote of
the Senate for legislation that violated this requirement. If legislation was enacted that caused a
net increase in mandatory spending, OMB would be required to make across-the-board reductions
in non-exempt programs. The President’s proposal would modify the pay-as-you-go mechanism that
was in existence from 1991-2002 to set a requirement that mandatory spending legislation could not
" cause a net increase in spending.

In the case of the President’s proposed health care credit, the budget includes contingent offsets
that would cover the estimated increases in mandatory spending that would result from this proposal.
When the Congress moves legislation to implement the President’s health care credit proposal, the
Administration will work with the Congress to offset this additional spending.

Long-term Unfunded Obligations. As discussed earlier, the real fiscal danger is posed by the long-
‘term unfunded obligations of the Social Security, Medicare, and other entitlement programs. Spend-
- ing decisions on entitlements often have ramifications on the budget outlook far beyond the con-
ventional 10-year window used to score changes in policy. Enforcement mechanisms are needed to
address the long-term impact of entitlement spending expansions.

The Congress has already acted to require a more comprehensive review of the Medicare program’s
finances and to require the Medicare trustees to issue a warning when the program reliance on gen-
eral revenues are projected to exceed 45 percent of Medicare’s total expenditures. The President pro-
‘poses to build on this reform by establishing a new enforcement measure to analyze the long-term
impact of legislation on the unfunded obligations of major entitlement programs-and to avoid en-
actment of such legislation if it would expand the unfunded obligations of these programs over the
long-run. These measures will highlight the long term financial challenges facing the Nation and
prevent enactment of policy changes that appear to cost little in the short run but result in massive
increases in the spending burdens passed on to future generations.
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Over the longer term, the federal budget faces significant strains, which will begin within the current 10-year
budget window and intensify as more of the baby-boom generation reaches retirement age.  The number
of people of retirement age is projected to surge by about 80 percent over the next 30 years, raising costs
for federal -health and retirement programs. Meanwhile, the number of workers whose taxes help pay for
those benefits is expected to grow by only 15 percent: In addition to that demographic situation, costs per
enrollee in federal heaith care programs are likely to grow much faster than inflation. As a result, spending
on Medicare, Medicaid, and Social Security as a share of GDP will rise sharply. In the absence of changes .
to federal programs, that rise could lead to unsustalnable levels of debt.

~CBO, The Budget and Economic QOutlook: An Update
August 2003

Tax rate increases of sufficient dimension to deal with our looming fiscal problems arguably pose significant.
risks to economic growth and ‘the revenue base. The exact magnitude of such risks are very difficult to
estimate, but they are of enough concern, in my judgment, to warrantaiming to close the fiscal gap primarily,
if not wholly, from outlay restraint. At the same time, the dimension of the cha//enge especially in later years,
cannot be underestimated.
Alan Greenspan, Chairman of the Federal Reserve
Remarks at the Securities Industry Association Meeting in Florida
November 2003

While the President’s proposed budget enforcement proposals can be effective tools in implement-
ing responsible spending restraint, these tools will only succeed if implemented and followed by both
the Congress and the Administration. The President and the Congress have made great strides in.
reducmg the growth in non-security related spending during a particularly challenging period of
America’s history. These tools will enable us to continue and expand on this progress this year and
in the years ahead. :
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President Bush has resolutely pursued three top priorities: winning.the war on terror, protecting the homeland and
strengthening the economy. While rarely challenging these goals, some commentators now suggest that, in their

" pursuit, the administration has unwisely neglected deficit reduction and fiscal discipline. From the left, the presidents
tax cuts are blamed for driving the federal budget into deficit. From the right, the president is crrtrcrzed for acquiescing
in a congressional domestic spendlng spree. Neither charge stands up to scrutiny.

First, to trace the roots of today's deficits, recall the crrcumstances the country faced in the early months of this :
administration: President Bush took office with a stock market in collapse and an economy entering recession; he was
.soon to confront as well the revelation of corporate scandals and, of course, terrorism on American soil. The resulting
economic “perfect storm,” which dramatically drove down Treasury receipts, is by far the largest reason we face
budget déficits today. Had there not been one dime of tax relief under President Bush, the federal budget would still
have run a substantial deficit in 2003.

In fact, the president's tax cuts have been critical to his priority of strengthening the economy and creating jobs.
Perhaps the best timed in American history, these tax cuts deserve much credit for today’s brightening economic
picture: the highest quarterly growth in 20 years (8.2%), which, though unlikely to remain as high, is a harbinger of
sustained growth to come; extraordinary productivity growth; continued strength in housing starts and retail sales; and
encouraging signs of renewed business investment. These indicators suggest that job growth, which typically lags
recovery, should continue to strengthen in the months ahead. And sustained growth will be good news for our budget
picture as well: As the economy improves, Treasury revenues will too -- and budget defrcrts now projected to peak in
this fiscal year, will decline.

Second, as to the president's spending policies, what the record shows is a commitment to national security -- and
restraint elsewhere. Most critics of the president's fiscal record begin by saying they support the additional spending
that has been necessary to respond to 9/11 and the global war on terror, but they then proceed to complain about
spending levels that are largely made up of those costs. It is true that discretionary spending (the spending over which
the president and Congress have control through annual appropriations) has risen substantially in the three most
recent budget years. But more than three-quarters of that increase has been directly. related to our response to 9/11,
enhanced homeland security and the global war on terror.

- The increases in all other discretionary accounts have been modest by historical standards. In the last budget year of
the previous administration (FY '01), domestic spending unrelated to defense or homeland security grew by an’
eye-popping 15%. With the adoption of President Bush's first budget (FY '02), that number was reduced to 6%, then
5% the following year; and now 3% for the current fiscal year. There is room for more restraint, especially as the
economy recovers, but this is hardly the record-of a domestic- -program spending spree.

To those who lament that the president hasn't vetoed a single spendlng bill, the response is simple: He hasn't needed
to. Recently concluded negotiations on the latest appropriations bills, for example; reflect effective presidential and
congressional leadership. The-presidentasked-for; and-the-House has_passed;-a-totalincreasesin- dlscretlonarsz)udgaeﬁt:5
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None of this is to suggest that our. fiscal situation should not remain a matter of concern. With major expenditures in. -

Iraq, and Treasury receipts only beginning to reflect a recovering economy, we still face a deficit in the $500 billion

range for the current fiscal year -- larger than anyone wants. But that size deficit, at roughly 4.5% of GDP (compared
with a modern peak of 6% during the Reagan years), is not historically out of range; ang\it |3Mrnanageable if we -
continue the president's strong pro- -growth economic policies and sound fiscal restraint. Indeed, with-adeption-of the—>
_president's-policiesyourprojections ShowWa solid-path- toward- cuttmg ngthewaaficit. in-half-toward-asize thatis below 2% —
‘of- GDR;-within-the-nextfive-years, :

With renewed economic growth and Congress' cooperation in focusing spending on our most critical priorities, we can
-accomplish the great goals the president has set for the country, while dramatically improving our budget situation.

Mr. Bolten is the director of the Office of Managernent and Budget.
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