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CBO’S BUDGET AND ECONOMIC OUTLOOK:
FISCAL YEARS 2004-2013

THURSDAY, SEPTEMBER 4, 2003

HOUSE OF REPRESENTATIVES,
COMMITTEE ON THE BUDGET,
Washington, DC.

The committee met, pursuant to call, at 10:07 a.m. in room 210,
Cannon House Office Building, Hon. Jim Nussle (chairman of the
committee) presiding.

Members present: Representatives Nussle, Shays, Thornberry,
Hastings, Portman, Brown, Putnam, Garrett, McCotter, Diaz-
Balart, Hensarling, Spratt, Moran, Hooley, Baldwin, Moore, Lewis,
DeLauro, Edwards, Scott, Capps, Baird, Cooper, Emanuel, and
Davis.

Chairman NUSSLE. Good morning. This is a full committee hear-
ing in which we will hear from the Congressional Budget Office
and the very distinguished director of that office about the budget
and the economic outlook for fiscal years 2004-13, which was re-
leased last Tuesday.

Before I begin, I would like to acknowledge Rich Meade and his
new arrival. His daughter was born just before the August recess.
We welcome Rich back and congratulations on your new addition.

Today our witness is Dr. Doug Holtz-Eakin, the Director of the
Congressional Budget Office.

Dr. Holtz-Eakin, once again, welcome back to the committee. We
look forward to your testimony here today. And welcome back to
the rest of the committee members. I hope everyone has had an en-
joyable and productive August. I know I did.

And today we will pick off—we will pick up where we left off in
July—and maybe even pick off, not the director though. But we
will pick up where we left off in July, looking at the Federal budg-
et.

As you may recall, we talked to the OMB Director just before we
left. And really, since our last hearing some things have changed
and some things have not. What has not changed is that we still
have substantial—and, in fact, slightly larger than previously fore-
casted short-term deficits—$401 billion for this year, $480 billion
for next year as predicted by the Congressional Budget Office.
What has not changed is that these deficits do matter. I believe
that, I have always believed that, and that is in part why we con-
tinue to address them in the hearings we have today.

There are maybe some who don’t think that deficits matter, but
I will leave that to their opinion. I believe deficits do matter.
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What has not changed is that this report generated the usual
round of finger-pointing. And if you didn’t hear it, I did, but that
may be because I come from Iowa, and these days there is always
somebody else to blame for just about everything. And what has
not changed is that many of these same people who are pointing
fingers really don’t have any answers. There are a few brave souls
that have come out and suggested—I am not sure if it is bravery
or lunacy, depending on your point of view—but have decided that
raising taxes at this point in time, with the economy just barely
getting moving again, would be the thing to do.

I don’t believe raising taxes at this time would or should be an
option.

So now let us talk about what has changed since we have met.
Since OMB released its report in July and since CBO closed its
books on its report over 2 months ago, our economy has for the first
time in a long time shown some signs of turning the corner to sus-
tained economic growth. We have had higher than expected real
GDP growth in the second quarter, stronger tax relief-induced re-
tail sales and manufactured durable good shipments and orders in
July, surging manufacturing activity in August, and an outlook for
higher than previously expected real GDP growth in the second
half of the year. And even without the most encouraging recent
economic news, CBO does project the economy, quote, “poised for
a more sustained recovery.” That is the good news.

Of course, if you don’t have a job yet from this recovery, the econ-
omy has not yet turned the corner. And so there is more work that
must be done. So with that in mind, let us go over a few things
that I think most of us can agree on.

First, we share a concern over these deficits. Second, we should
be able to agree at this point that the tax cuts did not cause these
deficits. And according to CBO, had we not passed the tax cuts, we
would still have substantial deficits, about $200 billion, and there
would be many more Americans out of work. And, finally, the re-
cent economic news makes it clear that the tax relief measures are
doing precisely what they intended to do, albeit at a slower rate
than we would have liked, and that is to help stem the job loss and
get the economy moving in the right direction.

So now that the economy is moving forward, we all need to shift
our focus to the other side of the ledger, which is spending. CBO
has done several models of the baseline, and every one showed
even greater problems ahead if we continue at our current rate of
spending. And as Director Holtz-Eakin has testified to this com-
mittee before, we cannot simply grow our way out of this problem.
It must be a combination of economic growth and spending re-
straint.

We have been very, I think, generous in our spending over the
past few years. I enjoyed sending out the news releases to my con-
stituents as much as anyone in the Congress and anyone on this
committee. But, my friends, the times have changed. Just like the
families and businesses we represent, we must adjust our spending
to reflect the current circumstances. And let me just be clear. I am
not saying and never have said that we have to cut programs, ben-
efits, or services. This is not about cuts. What this is about is get-
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ting our spending down to a level that is sustainable, which at
present it is not.

For the past several years, government spending has well exceed-
ed the rate of inflation. This committee has spent a great deal of
time and effort this year discussing how best to reduce waste,
fraud, and abuse within our Federal Government’s mandatory pro-
grams. That effort is well under way in the committees of this Con-
gress, and I have no doubt that our efforts will pay off in more effi-
cient, reliable, well-executed programs and in tax dollars better
spent. Even if it is one of those dollars better spent, that is better
than we were the day before.

But while the bulk of our Federal dollars are spent on the man-
datory side, we cannot pretend that our discretionary spending
does not count. Many of you have claimed dire concern at the size
of the current deficits. Trust me, I share that concern.

So what I would suggest to you is this: Let us not add to it. I
think that sounds pretty reasonable. Let us not on the one hand
bemoan the deficits, then on the other hand demand more spend-
ing. Let us all try and control ourselves. Let us all acknowledge
that we are not going to have any extra money for a while, and ac-
tually stick to the budget. Let us try that for a change as well.

At present, we have passed 11 of the 13 appropriation bills, and
I think we have done a pretty good job so far. But the challenge
for the remainder of the session of Congress is to hold the line on
the budget resolution level for discretionary spending.

Let us not lose the lessons of the past few years or of this report.
CBO’s report shows that it is incumbent on lawmakers to control
spending if they truly care about achieving a balanced budget. We
have to control what we can control.

Let us use our time today with Director Holtz-Eakin to discuss
to what extent we must curb our spending to get these deficits
under control. And let us use this hearing to commit, all of us, to
doing what we know we need to do to get our budget back in bal-
ance, keep the economy growing, and rein in this body’s out-of-con-
trol spending.

I want to thank the Director for his report and for the many op-
tions that CBO has put in here. It is, I think, a detailed report and
one that I know we can use and will be useful as we march ahead
toward controlling this problem.

And now I would like to turn to Mr. Spratt for any comments he
would like to make.

[The prepared statement of Mr. Nussle follows:]

PREPARED STATEMENT OF HON. JIM NUSSLE, A REPRESENTATIVE IN CONGRESS FROM
THE STATE OF IowA

Good Morning. Today the Budget Committee will hear from the Congressional
Budget Office on its economic and budget update The Budget and Economic Out-
look: Fiscal Years 2004—13 which was released last Tuesday.

Our witness today is Dr. Douglas Holtz-Eakin, the Director of the Congressional
Budget Office. Dr. Holtz-Eakin, once again, welcome back.

Also, to this committee, I welcome of you back. I hope everyone had a productive
August recess, and an enjoyable Labor Day.

Today, we will pick up just where we left off in July the outlook of our Federal
budget. Since our last hearing, some things have changed, and some things have
not. What has not changed is that we still have substantial, and, in fact, larger than
previously-forecasted short-term deficits $401 billion this year, and $480 billion next
year as predicted by CBO. What has not changed is that I still believe these deficits
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are a problem and that they must be addressed. What has not changed is that this
report generated the usual round of finger-pointing about the cause of these deficits.
And what has also not changed is that those same people who are more than willing
to point fingers when our fiscal situation gets tough once again failed to offer any
sort of solution to get these deficits under control, or even extend themselves to join
with the efforts already under way.

Unfortunately, that too has not changed.

Now, let’s talk about what has changed since we last met. Since OMB released
its report in July, and since CBO closed the books on its report over 2 months ago,
our economy has, for the first time in a long time shown signs of turning the corner
to sustained economic growth. We’ve had higher than expected real GDP growth in
the second quarter, stronger tax-relief-induced retail sales and manufacturers’ dura-
ble goods shipments and orders in July; surging manufacturing activity in August;
and an outlook for higher than previously expected real GDP growth in the second
half of the year. And, even without the most encouraging, recent economic news,
CBO does project an economy quote “poised for a more sustained recovery.”

So, with this in mind, let’s go over some things I think most of us can agree on:
First, we all share a concern over these deficits. Second, we should be able to agree,
at this point, that the tax cuts did not cause these deficits.According to CBO, had
we not passed the tax cuts, we would still have a substantial deficits—about $200
billion but there would be many more Americans out of work. And finally, the recent
economic news makes it clear that the tax relief measures are doing precisely what
they were intended to do albeit at a slower rate than we would have liked and that
is to help stem the job loss, and get the economy moving in the right direction.

So, now that the economy is moving forward, we all need to shift our focus to the
other side of the ledger and that is spending. CBO has done several models of the
baseline and every one showed even greater problems ahead if we continue at our
current rate of spending. As Director Holtz-Eakin has testified to this committee be-
fore, we cannot simply grow our way out of this problem it must be a combination
of economic growth and spending restraint. We have been very, very generous with
our spending in the past few years.

I enjoyed sending out the good news press releases to my constituents in Iowa
as much as everyone else in this Congress. But my friends, times have changed.
Just like the families and businesses we represent we must adjust our spending to
reflect the current circumstances. Let me be clear: I am not saying and never have
said that we need to “cut” programs, benefits or services. This is not about cuts.
What this is about is getting our spending down to a level that is sustainable, which
at present, it is not. For the past several years, government spending has well ex-
ceeded the rate of inflation.

This committee has spent a great deal of time and effort this year discussing how
we best reduce waste, fraud and abuse in the Federal Government’s mandatory pro-
grams. That effort is well under way in the committees of this Congress, and I have
no doubt that our efforts will pay off in more efficient, reliable, and well-executed
programs, and in taxpayer dollars better spent. But while the bulk of our Federal
dollars are spent on the mandatory side, we cannot pretend that our discretionary
spending doesn’t count.

Many of you have claimed dire concern at the size of the current deficits. Trust
me, I share your concern. So what I would suggest to you is, let’s not add to it.

Sound reasonable?

Let’s not, on one hand, bemoan the deficits, then on the other, demand more
spending. Let’s all try that. Let’s all acknowledge that we’re not going to have any
“extra” money for awhile, and actually stick to our budget. Let’s try that, too.

At present, we have passed 11 of the 13 appropriations bills, and we've done a
pretty good job. But the challenge for the remainder of this session of Congress is
to hold the line on the budget resolution level for discretionary spending.

Let’s not lose the lessons of the past few years or of this report. CBO’s report
shows that it is incumbent on lawmakers to control spending if they truly care
about achieving a balanced budget. Let’s use our time with Director Holtz-Eakin to
discuss to what extent we must curb our spending to get these deficits under con-
trol. And let’s use this hearing to commit all of us to doing what we KNOW we need
to do to get our budget back to balance. Keep the economy growing, and reign in
this body’s out of control spending.

Thank you, and I now turn to Mr. Spratt for any opening comments he may have.

Mr. SPRATT. Thank you very much, Mr. Chairman.
And Dr. Holtz-Eakin, welcome to our hearing, and thank you for
the good work that underlies the August update.
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Since May of 2001, every CBO report on the budget has been
worse than the one before it, and this update is no exception. It
shows that when the books are closed on fiscal 2003—less than 30
days—the deficit will hit an all-time high, $401 billion. This ex-
ceeds the largest deficit heretofore recorded, $290 billion, which
was incurred in the last fiscal year of the first President Bush.

The deficit CBO forecasts today is $156 billion more than the
deficit CBO forecasted for this year, 2003, as recently as last
March. And get this: the deficit for this year, forecasted today, $401
billion, is $760 billion worse than the deficit predicted for this year
in 2001—$760 billion worse in one fiscal year.

This record, bad as it is, will last for just one year because next
year the deficit will be even worse. Next year, the deficit, as fore-
cast here, is $480 billion. If you back out the surplus in Social Se-
curity, and I think you should, the surplus next—the deficit next
year will be $644 billion.

Six months ago CBO came here and they projected a surplus
over the next 10 years of $891 billion, deficits in the near-term,
surpluses in the long-term, netting out to a surplus of $891 billion
cumulative. Of course, that depended on a critical assumption, and
that is that all of the expirations in the tax cuts passed in 2001
and 2003 will actually be allowed to expire as scheduled. But in 6
months’ time that estimate of the surplus has moved $2.287 trillion
in the wrong direction to a deficit of $1.397 trillion.

The worst news of all is that these deficits are here to stay. In
budget parlance, that is structural, not cyclical. They are rooted in
the budget, they are not going to go away, fade away as the econ-
omy picks up. On the contrary, CBO assumes growth that averages
more than 3 percent a year for the next 10 years, as this chart in-
dicates, more than 3 percent for the next 10 years. And these defi-
cits don’t decline. They hover around $300 [billion] to $400 billion
a year as we pile on, as a result, $3 trillion in additional debt over
the next 10 years.

Now, it may seem to some who read this report superficially that
the deficits do diminish over time. But, if so, you should read on
and read carefully.

In the first sentence of the first chapter, CBO starts out by say-
ing, quote: If current laws and current policies do not change, defi-
cits will be $401 billion this year and $480 billion next year.” The
problem is, we all know that current laws and current policies will
change.

Nevertheless, by the laws we pass, budget rules and budget pro-
cedures, CBO cannot assume that the billions of dollars in tax cuts
enacted in 2001 and 2003 and stipulated to expire will be renewed
and extended. CBO has to assume that these tax cuts will expire
as scheduled, even though the Bush administration says that all of
these tax cuts will be renewed and will be extended. CBO’s as-
sumption that they will be allowed to expire as scheduled as $1.564
trillion back to revenues. It is an assumption that the alternative
minimum tax won’t be altered, and we know politically will have
to be fixed, or it will capture more than 30 million taxpayers within
10 years. That adds $400 billion more to revenues.

And since CBO cannot presume what Congress is about to pass,
it also can’t presume that there is any cost for prescription drug
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coverage under Medicare, which takes $400 billion out of spending.
They also assume that discretionary spending, which has grown, as
the chairman has noted, 7 to 8 percent, will be reined in and held
to the rate of growth of inflation only, at current services expecta-
tion.

Given the fact—as you can see from the chart we are about to
put up, this bar chart—that 95 percent of the growth and discre-
tionary spending over and above current services for all of discre-
tionary spending—95 percent of the excess over and above current
services—has gone to homeland defense, national defense, New
York City relief, and airline relief, it is hard to believe that we can
hold it, rein it in to the level that—at least to a level of inflation
only.

When you just seize assumptions for political reality, what is
likely to happen in law and in policy, easily, you add $2 [trillion]
to $3 trillion to CBO’s 10-year surplus—10-year deficit, which is al-
ready $1.4 trillion. And there is the bottom-line result. Instead of
having a surplus of $211 billion in 2013, we have a deficit of $363
billion. The resulting public debt over this period of time is about
a $3 trillion addition from $4.4 trillion at the end of fiscal year
2004, to $7.4 trillion at the end of 2013. Resulting deficits total
$3.429 trillion.

Now, you can argue with the assumptions we have inserted in
order to make the CBO baseline forecast a realistic political docu-
ment, but for the most part we have tried to be not contentious,
and practical and farsighted in putting those numbers in there. It
is clear to me, we are looking at least in the range of $3 trillion
in additional deficits.

When OMB brought its mid-session review here in July, I read
it from cover to cover. And when I got through, I said, what dis-
appoints me most is there is no shock, no shame, and no solution.
OMB responded to these massive deficits by simply saying, they
are manageable, and by saying as to solutions that if we continue
to pursue our progrowth policies. We can grow out of this problem,
at least holding out that hope; and then pointing to the possibility,
the prospect by their reckoning that in 5 years the problem will be
cut at least in half, even though they excluded from that 5-year
projection the enormous costs we are now incurring for the deploy-
ment of troops in Iraq and Afghanistan.

Well, I don’t think, Mr. Chairman, that these deficits are man-
ageable for that period of time. I think this is a looming disaster.
And, frankly, I think it is a moral outrage, mortgaging our chil-
dren’s future so that we can have it all, and mortgaging also—un-
dermining two programs which the people of this country look to
as bedrock: Social Security and Medicare. Because these deficits, if
they are allowed to occur as projected here, will do nothing more
than put a ticking time bomb under Social Security and Medicare
for years to come. There is a day of reckoning coming.

I am glad to see that the Director has acknowledged that long-
term deficits, particularly when they are perceived to be permanent
or intractable, can indeed be a detriment to the economy, because
I fervently believe that; and I think what you have put before us
is a call to action. We need to act now before these deficits become
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so intractable, so difficult to deal with that we simply can’t turn
this problem around.
Thank you again for coming. We look forward to your testimony.
Chairman NUSSLE. Director, welcome. And we are pleased to put
your entire testimony into the record, and you may proceed as you
feel necessary.

STATEMENT OF DOUGLAS HOLTZ-EAKIN, DIRECTOR,
CONGRESSIONAL BUDGET OFFICE

Mr. HovLTz-EAKIN. Mr. Chairman, thank you. Congressman
Spratt, members of the committee, thank you for the chance to be
here today.

What I thought I would do is briefly summarize what I think are
some of the key features of our summer update. The entire report
has been available for a little over a week, and I submitted for my
written testimony a summary of that report.

I thought I would begin by talking about facts in our baseline
projection, highlight three key features of those particular projec-
tions, and then close with a short discussion of the economic out-
look, after which I would be happy to answer your questions.

Let me begin with facts, which are summarized on the first slide
and which are available in front of you.

Our baseline projection anticipates a deficit of $401 billion in fis-
cal 2003, $480 billion in fiscal year 2004, $341 billion in fiscal year
2005, and total deficits of $1.4 trillion between 2004 and 2013. The
pattern is that these deficits occur all in the first 5 years; the last
5 years show a very tiny surplus. The pattern throughout the budg-
et window is for sharp near-term deficits, followed by diminishing
deficits, and a return to surplus in 2012.

@ Changes in CBO's Baseline Projections of the Deficit
Since March 2003 (in billions of dollars)
2003 2004 2005
Total Deficit as
Projected in March 2003 -246 =200 -123
Changes
Legislative
Revenues -53 -135 -7
Outlays 46 92 101
Subtotal -99 -227 =178
Economic and Technical
Revenues -69 -64 -64
OQutlays =13 =1 24
Subtotal -56 -52 -39
Total Impact on the Deficit -155 -280 =218
Total Deficit as
Projected in August 2003 -401 -480 =341

08/28/03
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The fiscal year 2004 deficit is the largest in dollar terms; how-
ever, relative to GDP, 4.3 percent, it doesn’t rival the 6 percent
that occurred early in the 1980s, which was the largest number.

The final basic feature of the baseline projections is the debt-
GDP ratio, which is about 37 percent at the onset of the budget
window, rises to about 40 percent and then diminishes to 30 per-
cent over the course of the budget window.

Now, I think there are three key features of our baseline projec-
tions that merit attention in thinking about them. The first and
perhaps the one that might not need to be repeated, but I think
is worth highlighting for you, is that they are baseline projections
and are constructed according to the rules of the baseline projec-
tions. In particular, they must follow the implications of current
law on both the receipts and the outlay sides.

For these particular projections two features stand out. On the
receipts side, they assume the sunset of the tax cuts that were put
in place in 2001 and also the ones passed by Congress earlier this
year; and on the outlay side, we follow the baseline rules in includ-
ing the fiscal year 2003 supplemental appropriation in the baseline
appropriations and then inflating those appropriations at the rate
of inflation. In effect, that supplemental appears in each year of the
budget window, properly adjusted for inflation.

The second key feature is that the basic patterns in these projec-
tions are very similar to our March baseline projections. They have
the feature of having large near-term deficits diminishing over the
budget window and ultimately coming to surplus. In this case, the
near-term deficits are larger, they reflect the actions taken earlier
in the year both to cut taxes and to increase outlays, resulting in
higher near-term deficits; and the budget comes to balance later in
the budget window than had been anticipated in March.

® The Total Deficit or Surplus as a Share of GDP,
=7 1965-2013 (Percentage of GDP)
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The mechanics by which we come to balance over the budget
window is on the revenues side. Revenues grow at an average rate
of 7.5 percent over the budget window, rising from about 16.2 per-
cent of GDP at their low in 2004 by 4.3 percentage points, or 20.5
percent of GDP at the end of the budget window in 2013.

On the outlay side, mandatory spending grows at an average
rate of 5.2 percent over the budget window. That can be contrasted
with GDP growing at about 5.1 percent over the budget window,
so a little bit faster than GDP. Discretionary spending follows the
baseline rules and grows at an average rate of 3.2 percent of GDP,
or more slowly than the economy as a whole.

The final point that I would highlight about our baseline projec-
tions is that they are subject to an unusual amount of uncertainty.
Baseline projections always face uncertainty. They face uncertainty
from the evolution of the economy in ways that cannot be antici-
pated; they face uncertainty from the evolution of the relationship
between the economy and the budget, technical factors in the lingo
of our reports, which shift through time. And we have in our report
tried to document these usual sources of uncertainty so that Mem-
bers of Congress can appreciate that, as we go farther out in the
budget window, 5, 6, 7, 10 years, the degree to which these projec-
tions would occur, even if we stuck to current law, becomes less
and less certain.

However, in this instance, we also felt there is a substantial
amount of uncertainty in the budget outlook that derives from pol-
icy choices facing the Congress, and we attempted to show the
boundaries of the implications of some of the policy choices that
were clear and about which we had some guidance.

In particular, on the receipts side, the tax cuts may or may not
sunset as a policy choice, and that delivers some uncertainty to our
baseline projections. There is uncertainty about whether in fact the
alternative minimum tax will evolve on its current path, involving
many more taxpayers toward the end of the budget window. To
quantify the degree of that uncertainty, we took the most simple
approach we could think of, which is, to remove the mechanism by
which more people end up on the alternative minimum tax, namely
due to inflation alone, and index the AMT for inflation.

In addition, each House of Congress has passed the Medicare
prescription drug bill with a budget total of $400 billion over the
budget window. We took as our guidance in that area the year-by-
year information on the Medicare prescription drug bill, as passed
in the budget resolution earlier this year.

And also, on the outlay side, the path of discretionary spending,
as has been mentioned, may not follow the level in the baseline
rules of 3.2 percent. One might want to remove from that baseline
projection the 2003 supplemental alone, and then follow that base-
line projection. We present information about that.

One might imagine either slower discretionary spending
growth—and we show the implications of slower growth in our al-
ternatives as well—or one might imagine that discretionary spend-
ing will grow at the pace of recent experience. As guidance for that,
we took the average rate of discretionary spending growth over the
past 5 years, which is 7.7 percent—that excludes the 2003 supple-
mental—and showed the implications of that through the budget
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window. That 7.7 percent was representative of both defense dis-
cretionary and nondefense discretionary spending over that win-
dow, in which they grew at about that rate, at 7.8 and 7.6 percent,
respectively.

And within the nondefense discretionary spending, we experi-
enced rapid growth in a wide number of budget areas—health, edu-
cation, aviation, and housing to name a few. So we felt that was
representative of the kinds of things that we could quantify.

What I show in the chart are the implications for the future path
of fiscal balance at the extremes of different combinations of those
possible policy futures. And I think they highlight the importance
of the policy choices that face Congress. To the extent that one
were to put together the upper extreme, we would arrive at balance
sooner and reach larger surpluses. If one were to put together the
bottom end of that band, those deficits would reach, at the end of
the budget window, 7 percent of GDP, larger than the historic high
as a fraction of GDP, and would involve a level of debt-to-GDP that
is more than twice as high as that in the baseline projection.

= The Budgetary Effects of Policy Alternatives Not
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We also face some uncertainty that we were unable to quantify
in our budget projections—in particular, the future path of the
budget as it is affected by ongoing operations in Iraq and the global
war on terrorism. We have since then done some analysis at the
request of Senator Byrd, which I would be happy to discuss if the
committee is interested. And there has also been recent interest in
the particular costs of addressing energy problems in the aftermath
of the blackout in August. Those kinds of uncertainties are not re-
flected in these numbers in any way.

Looking forward, I think that using debt-to-GDP as a fiscal indi-
cator is a useful thing for the committee. The numerator, the debt,
summarizes in a cumulative fashion all differences between re-
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ceipts and outlays as the policies get put into place. The denomi-
nator reflects the performance of the economy, which is also af-
fected by policy choices. And I wanted to spend the closing few
minutes of my remarks talking about our outlook for the path of
the economy for both the near-term and the long-term.

Our projections have two pieces. The near-term projections are
CBO’s attempt to forecast to the best of its ability the cyclical re-
covery of the economy from the recent recession and the dynamics
of that recovery. Over the longer term, after 2 years, we make no
attempt to anticipate business cycle fluctuations of any type, but
instead focus on the long-term growth of potential GDP, the full
employment level toward which the economy typically returns, and
get the long-run path of the economy in some rough sense.

Our short-term forecast does show that the economy does pick up
in the near-term, rising to close to 4 percent real GDP growth in
2004. In the path of that recovery, unemployment comes down
somewhat slowly, lingering in the neighborhood of 6 percent over
the next 18 months. That reflects the net effect of two opposing
forces. As the economy picks up, we do anticipate that job creation
will rise and payroll employment numbers would improve.

At the same time, however, our reading of the evidence is that
during the recent cyclical downturn, a greater than typical number
of individuals chose not to participate in the labor force. As the
economy begins to grow more quickly and jobs begin to be created,
those individuals will likely return to the labor force. That increase
in the labor force participation will slow the decline in the unem-
ployment rate in the absence of other influences.

We expect that inflation will remain modest in the near-term and
that, as a result, we will not have any sustained impacts of infla-
tion on our economy.

Now, this particular forecast really hinges on, I think, our read-
ing of the degree to which sustained economic growth is, in fact,
about to begin; and the key to that really comes in two pieces. On
the up side, the economy will only have sustained economic growth
if we have a resumption of robust business investment, and our
reading of the evidence is that we have begun to see a firming of
business fixed investment. Financial conditions, which we talk
about in the report, which include not just the stance of monetary
policy as evidenced by the Federal funds rate, but also a broader
index of financial conditions, have moved from having a net nega-
tive posture in the economy to being roughly neutral and, as a re-
sult, will no longer restrain business investment.

Our reading of the degree to which businesses have accumulated
a capital overhang and, as a result, had excess capital to work off
seems to suggest that the process has largely run its course with
some sectoral exceptions. And as a result, on the up side, it does
appear that we are about to see a more sustained growth in busi-
ness fixed investment that will provide economic growth.

The other main ingredient in sustained economic growth would
be the absence of a falloff in household spending, particularly in
personal consumption expenditures. The risk of that falloff would
stem from households’ desire to rebuild lost wealth perhaps from
the falloff in equity markets over the past several years. We look
at the risk of the potential for a sharp rise in the saving rate that
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would be coincident with such a falloff, and our reading of the evi-
dence is that particularly in the presence of a fiscal policy that will
over the next 2 years provide $120 billion to the household sector,
and in the third quarter of this year alone $120 billion at an an-
nual rate, the household sector could actually raise its savings rate
and maintain its rate of consumption without risk of near-term
falloff in the overall rate of economic growth.

Over the longer term, we expect the economy to average about
a 3.3 percentage-point growth between 2005-08, and then at the
end of the budget window, for the years 2009-13, to grow at an av-
erage rate of 2.7 percent.

Now, as this committee is probably aware, the key to long-run
economic growth is productivity growth, and it is worth high-
lighting that the decline in our long-term economic growth rate is
not the result of a forecast that we expect productivity growth to
decline. On the contrary, our baseline includes a labor productivity
growth of about 2.1 percent, which is quite close to the levels
reached in the post-1995 acceleration productivity. Instead, that
slower rate of economic growth reflects a slowdown in the rate of
growth in the labor force that is the first leading edge of the im-
pacts of the retirement of the baby boom population.

As those workers begin to retire, we will see a slowing in the
growth in the labor force and the overall hours available to the
economy. Our projections reflect that slowdown both on the eco-
nomic side and also on the budgetary side where we, at the same
time as we see this economy slowing down, in those last years we
will see growth in the number of Medicare beneficiaries, for exam-
ple, rise from something like 1.5 percent a year to between 2 and
3 percent a year. So within this budget window on both the budg-
etary and economic side we will begin to see the initial impacts of
the retirement of the baby boom population.

The final point I would make about our baseline projections is
that they reflect a good-faith effort for us to incorporate the im-
pacts of current policies on both the path of the economy and on
the receipts. In particular, the future path of fiscal policy can have
a substantial effect on economic performance.

On the spending side, the degree to which additional spending
raises deficits and crowds out investments is incorporated into our
projections of the future of both capital accumulation and, thus,
productivity growth.

On the receipts side, we are faced with a fairly tricky analytic
problem, quite frankly, because the future path of the economy will
depend on what individuals and businesses expect about the future
of tax cuts. It may be the case that individuals expect tax cuts to
be permanent; it may be the case that they expect them to sunset
on schedule as provided by the law; and it may be the case that
individuals and firms believe something in between.

In constructing our baseline projections, we followed the spirit of
baseline projections and assumed that individuals expect the tax
cuts to sunset as provided in the law. This affects our underlying
economic forecast as the increase in tax rates has incentive effects
on labor supply that would diminish the supply of labor toward the
end of the projection window and as the increase in deficits in the
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near-term and decrease in the long-term affects the rate of capital
accumulation in the economy.

At the level of receipts, we know that the provision of a sunset
in the tax code provides incentives to shift activities across years.
We have done our best to accommodate that in our baseline path
for receipts, but would acknowledge that the particular structure of
these sunsets raises even greater uncertainty about how the pri-
vate sector will actually behave than might normally be the case.

At any rate, I thank the committee for your patience in this
quick overview of our report, and I look forward to answering your
questions.

[The prepared statement of Mr. Holtz-Eakin follows:]

PREPARED STATEMENT OF DOUGLAS HOLTZ-EAKIN, DIRECTOR, CONGRESSIONAL
BUDGET OFFICE

Mr. Chairman, Congressman Spratt, and Members of the Committee, I am
pleased to be here today to discuss the Congressional Budget Office’s (CBO’s) update
of its baseline budget projections for 2003—-13. CBO projects that the Federal Gov-
ernment will incur deficits of $401 billion in 2003 and $480 billion in 2004 under
the assumption (mandated by statute) that current laws and policies remain the
same (see table 1 on page 5). Those deficits reflect the recent economic slowdown
as well as legislation enacted over the past few years that has reduced revenues and
rapidly increased spending for defense and many other programs. Although such
deficits for this year and next year would be smaller than those of the mid-1980s
relative to the size of the economy, they would reach record levels in nominal dollar
terms.

The economy now seems poised for a more sustained recovery. CBO anticipates
that gross domestic product (GDP) will rise by nearly 4 percent in calendar year
2004 after growing by less than 2 percent in the first half of this year. Signs of fast-
er growth in consumer and business spending, rapid growth in Federal purchases,
tax cuts for businesses, and a slightly more accommodative monetary policy have
improved the economic outlook for the rest of 2003 and for 2004.

Partly because of that economic growth, CBO’s baseline projections show deficits
that diminish and then give way to surpluses near the end of the 2004—13 period—
under the assumption that no policy changes occur. In particular, the baseline as-
sumes that the major tax provisions of the Economic Growth and Tax Relief Rec-
onciliation Act of 2001 (EGTRRA) will expire as scheduled in 2010. It also assumes
(as required by the Balanced Budget and Emergency Deficit Control Act of 1985)
that budget authority for discretionary programs will grow at the rate of inflation—
which is projected to average 2.7 percent over the next 10 years. Furthermore, the
baseline does not include possible policy changes such as the introduction of a pre-
scription drug benefit for Medicare beneficiaries. Various combinations of possible
actions could easily lead to a prolonged period of budget deficits, although other sce-
narios could be more favorable. In addition, economic and other factors that deviate
from CBO’s assumptions could affect the budget considerably—in either a positive
or a negative direction.

Regardless of the precise course of the economy and future policy actions, signifi-
cant long-term strains on spending will begin to intensify within the next decade
as the baby boom generation begins reaching retirement age. Driving those pres-
sures on the budget will be growth in the largest retirement and health programs—
Social Security, Medicare, and Medicaid. Federal spending on those three programs
will consume a growing proportion of budgetary resources, rising as a share of the
economy from 8 percent in 2002 to a projected level of nearly 14 percent in 2030.

THE BUDGET OUTLOOK

CBO projects that if current laws and policies remain unchanged, the recent surge
in Federal budget deficits will peak in 2004. In the ensuing years, under CBO’s
baseline, deficits decline steadily and give way to surpluses near the end of the 10-
year projection period. Deficits are projected to total $1.4 trillion between 2004 and
2008; the following 5 years show a small net surplus of less than $50 billion.

Revenues have slid from a peak of 20.8 percent of GDP in 2000 to 16.5 percent
this year and are anticipated to drop again next year, to 16.2 percent. From that
point on, the trend reverses, as projected economic growth pushes revenues in the
baseline up from 17.4 percent of GDP in 2005 to 18.7 percent in 2010. Under cur-
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rent laws and policies, revenues are projected to climb more rapidly thereafter be-
cause of the expiration of EGTRRA, reaching 20.5 percent of GDP in 2013.

Whereas revenues are expected to diminish in 2003, CBO anticipates that total
outlays will rise—from 19.5 percent of GDP in 2002 to 20.2 percent this year. Under
the assumptions of CBO’s baseline, outlays are projected to peak at 20.5 percent of
GDP in 2004 and then to begin a gradual decline as a share of the economy. By
2013, outlays are projected to account for 19.3 percent of GDP. That decline is most-
ly attributable to the baseline’s treatment of discretionary spending, which is as-
sumed to grow at the rate of inflation over the projection period (or at about half
the rate of growth projected for the economy).

Since CBO last issued baseline projections in March, the budget outlook has wors-
ened substantially. Half a year ago, CBO estimated that the deficit for 2003 would
total $246 billion, the deficit for 2004 would decline slightly to $200 billion, and the
cumulative total for the 2004-13 period would be a surplus of $891 billion. Now,
CBO’s estimate for this year’s deficit has risen by $155 billion and for next year’s
by $280 billion. For the 10-year period from 2004 through 2013, projected deficits
have increased and projected surpluses have decreased by a total of nearly $2.3 tril-
lion (see table 2 on page 6).

Compared with the projections in the March baseline, revenues have declined by
$122 billion for 2003 and by $878 billion for the 2004-13 period. Changes resulting
from legislation, mostly the Jobs and Growth Tax Relief Reconciliation Act of 2003
(JGTRRA), account for the majority of the decline through 2005. After that, tech-
nical estimating changes explain most of the drop in projected revenues relative to
those in the March baseline.

Outlays are $33 billion higher for 2003 than previously projected and a total of
$1.4 trillion higher over the 10-year period, largely because of legislation enacted
since March. Extending supplemental appropriations enacted in April and August
over the 2004-13 period, as required for CBO’s baseline projections, accounts for
$873 billion of that total, and additional debt-service costs resulting from both tax
and spending legislation account for most of the rest.

THE ECONOMIC OUTLOOK

CBO’s forecast for the next year and a half anticipates that the growth in overall
demand for goods, services, and structures will pick up. The growth of consumer
spending will remain modest because consumers are likely to save much of the
money that they receive from the accelerated tax cuts under JGTRRA to rebuild
their wealth. Businesses are likely to begin to restock, rather than draw down, their
inventories and to increase their investments in structures and equipment. As a re-
sult, real (inflation-adjusted) GDP is expected to grow by 3.8 percent in calendar
year 2004, up from 2.2 percent in 2003 (see table 3 on page 7). CBO’s forecast as-
sumes that the rapid rise in the Federal Government’s spending will contribute to
growth for the next few quarters, but thereafter, under the assumptions in CBO’s
baseline, such growth will slow.

CBO does not anticipate a quick reduction in the unemployment rate from its cur-
rent level. Typically, the unemployment rate falls when the growth of real GDP ex-
ceeds the growth of potential GDP (the highest level of production that can persist
for a substantial period without raising inflation). But even though the GDP growth
that CBO is forecasting exceeds its estimate of potential GDP, CBO expects that the
unemployment rate will average 6.2 percent for calendar years 2003 and 2004. In
part, the sustained high rate of unemployment reflects caution on the part of em-
ployers, who—if they follow recent patterns—are not likely to resume hiring imme-
diately as demand begins to grow. In part, it also reflects the likelihood that people
who have been discouraged in their job searches by the economic weakness of the
pflst (fiew years are now likely to resume them—and be tallied among the unem-
ployed.

The near-term outlook is subject to a number of risks. Foreign economic growth
and foreign demand for U.S. goods may deviate from the assumptions in CBO’s fore-
cast. The residual effects of certain economic developments in recent years—the
large reduction in households’ equity wealth, the fall in the personal saving rate,
businesses’ productive capacity that remains under-used, and the increased depend-
ence on foreign financing—may also continue to dampen growth more than CBO as-
sumes. However, favorable economic fundamentals—such as low inflation and rapid
growth of productivity—may set the stage for another long period of robust growth.

Between 2005 and 2008, the growth of real GDP is projected to average 3.3 per-
cent, and between 2009 and 2013, 2.7 percent. In CBO’s projections, the growth of
real GDP slows as the gap closes between GDP and its potential; once that gap has
been eliminated, real GDP grows at the same rate as potential GDP.
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CBO expects that inflation, as measured by the consumer price index for all urban
consumers, will average 2.5 percent from 2005-13, while the rate of unemployment
will average 5.3 percent. The projection for the rate on 3-month Treasury bills aver-
ages 4.6 percent during the 2005-13 period and that for 10-year Treasury notes, 5.8
percent. All of those projections are virtually identical to the ones published by CBO
last January.
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TABLE 3.—CBO'S CURRENT AND PREVIOUS ECONOMIC PROJECTIONS FOR CALENDAR YEARS

2003-2013
Forecast Projected Annual
Average
2003 2004 2005— 2009
2008 2013

Nominal GDP (Billions of dollars)

August 10,836 11,406 114,098 217,943

January 10,880 11,465 114,154 218,066
Nominal GDP (Percentage change)

August 3.7 5.3 5.4 49

January 4.2 5.4 5.4 5.0
Real GDP (Percentage change)

August 2.2 3.8 33 2.7

January 2.5 3.6 32 2.7
GDP Price Index (Percentage change)

August 15 1.4 2.1 22

January 1.6 1.7 2.1 2.2
Consumer Price Index3 (Percentage change)

August 2.3 1.9 2.5 2.5

January 2.3 2.2 2.5 2.5
Unemployment Rate (Percent)

August 6.2 6.2 5.4 5.2

January 5.9 5.7 5.3 5.2
Three-Month Treasury Bill Rate (Percent)

August 1.0 1.7 4.2 49

January 1.4 35 49 49
Ten-Year Treasury Note Rate (Percent)

August 4.0 4.6 5.7 5.8

January 44 5.2 5.8 5.8

Sources: Congressional Budget Office; Department of Commerce, Bureau of Economic Analysis; Department of Labor, Bureau of Labor Statis-
tics; Federal Reserve Board.

Note: Percentage changes are year over year.
Llevel in 2008.

3%ﬁ\éelcolgsg[r)nlear price index for all urban consumers.

Chairman NUSSLE. Thank you.

Since there has been some comparison to 2001 and the projec-
tions of CBO in May of 2001, let me just for the record make sure
that we have this clear.

In May of 2001, was funding for September 11 included in those
projections?

Mr. HoLTz-EAKIN. No.

Chairman NUSSLE. The war with Iraq?

Mr. HoLTZ-EAKIN. No.

Chairman NUSSLE. The war with Afghanistan?

Mr. HoLTZz-EAKIN. No.

Chairman NUSSLE. Global war on terrorism?

Mr. HoLTz-EAKIN. No.

Chairman NUSSLE. The emergency spending for the Pentagon or
New York City and victims?

Mr. HoLT1z-EAKIN. No.

Chairman NUSSLE. How about the economic stimulus package
that was voted on in a bipartisan way?

Mr. HoLTz-EAKIN. No.

Chairman NUSSLE. If we could put up chart No. 1, I would like
to move to that.

These are based on the report that you have showing that these
are, by and large, spending-driven deficits. Each one of those in-
stances that I am talking about required spending, required spend-
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ing above and beyond the call of duty, above and beyond what was
budgeted for as a result of profound emergency that this country
is facing, has faced, and continues to face and will continue to face.

And so I understand that there will be a continuation of com-
paring this to this huge change prior to 2001, but I am going to
continue to remind colleagues and everyone that I can that obvi-
ously quite a bit has changed. If people want to continue to think
in September 10 thinking, then they are certainly allowed to do
that, but we need to think in September 12 and beyond thinking,
and it is going to require some new priorities.

Spending-driven deficits not only have a macro impact, but on an
individual basis—if you would show me chart No. 2. This is just
amazing to me that spending, if you look at it on a per capita basis,
what each taxpayer would be footing if in fact the spending con-
tinues at this rate, it is going to be astronomical. Spending at this
rate is what is contributing to and causing the large deficits that
we see, and spending has got to get under control.

You made a comparison of the deficit to the economy. Certainly,
in nominal terms, the deficit is as large as it has ever been in his-
tory. But compared in terms to the power of our economy, which
you were talking about, the GDP, would you cover that one more
time? Why is it better or why is it appropriate to talk of these defi-
cits in terms of a comparison to the economy as opposed to com-
parison to previous total dollar deficits from years before?

Mr. HoLTZ-EAKIN. Well, I think the spirit is the same as the spir-
it when one applies for a mortgage or any other personal loan. The
first question a lender will ask and the question capital markets
will ask is, what is your income? What is your ability to repay this
loan? And comparing the deficit, the borrowing relative to the in-
come in the economy, the gross domestic product, is the appro-
priate comparison.

Chairman NUSSLE. And in those terms, and I believe that was
the chart you were showing—I don’t know which chart that is, but
it is the chart that is showing the comparison of CBO’s March 2000
versus August 2003 baseline.

Mr. HoLTZ-EAKIN. Chart No. 2.

Chairman NUSSLE. Chart No. 2, OK.

That shows, I believe, the comparison as a share of GDP. And
compared to the economy, how does this deficit stack up to previous
deficits?

Mr. HoLTz-EAKIN. Well, as you can see in the chart, the previous
largest deficit is 6 percent of GDP in the early 1980s. The fiscal
year 2003 baseline deficit is 3.7 percent; the fiscal year 2004 base-
line deficit is 4.3 percent of GDP, and it diminishes thereafter.

Chairman NUSSLE. Now, I understand the next chart that you
show. Showing the fact that there is uncertainty, demonstrates—
if anything—that we should not be complacent as a result of this.
But I do think that some perspective is in order.

There seems to be some dispute as to how severely these deficits
will impact the economy. Would you cover that? You covered it
briefly, but would you cover that one more time as far as the im-
pact, both currently and in the future how these deficits can and
will impact the economy?

Mr. HoLTZz-EAKIN. Certainly.



20

First, with respect to the particular lines on this chart, the CBO
does not offer those as forecasts in any sense. We are trying to il-
lustrate the range of possible outcomes under alternative policy
choices, simply to highlight the fact that the ultimate path will de-
pend heavily on policy choices.

In terms of the impact on the economy, I think it is important
to recognize that the ultimate impact of deficits is to diminish na-
tional savings. The mirror image of that is that it increases spend-
ing at any point in time. If the Nation decides to save less, it will
spend more.

At times when the economy is slack and the private sector is not
spending, households and businesses, those actions can support pri-
vate demand and minimize cyclical impacts. At times when the
economy is at full employment, the diminishment of saving and
spending places more pressure on the economy’s capacity to
produce. It can drive up interest rates and diminish capital accu-
mulation, which slows the pace of economic growth going forward.

In our current situation, I think, looking backward, given the cy-
clical status of the economy, there is no particular evidence that
the deficits per se have had striking economic damage. However,
looking forward, were we to run sustained sizable deficits, espe-
cially a magnitude of 7 percent GDP, then there would be harm to
the rate of capital accumulation and the pace of future economic
growth.

Chairman NUSSLE. Then let me just close by—what I take away
is that deficits do matter. They may not matter—they may not
have a dramatic impact today, but they will if they are sustained.
And I would agree with that, deficits to do matter. And you can
control spending; that is the one thing that we can control, because
there is a lot of uncertainty out there.

The uncertainty in March of 2001, looking back, of course, is ob-
vious. Looking forward may be just as obvious.

So getting this under control by controlling spending and getting
the economy to grow so that our income can grow, so that the GDP
can grow, so that our comparison of these deficits in the future can
continue to be as small or as slight as possible is the most impor-
tant effort that we can put forward.

As far as ticking time bombs, you know, I understand that there
will be a complaint that there is a ticking time bomb for Medicare
or for Social Security. But I can tell you that the time bomb is cur-
rently there if we do nothing. The bomb is already set to go off, No.
1. And No. 2, adding a trillion dollar drug package to it as what
was offered on the floor by the minority party without it being paid
for or offset even in their own budget, I think sets the bomb off
even sooner.

So I think we have to control spending, get the economy moving
again. These deficits do matter, and sticking to the plan that we
have in order to make sure that we get them under control, I think,
is the best thing that we can do at this point.

Mr. Spratt.

Mr. SPRATT. Thank you, Mr. Chairman.

Let me show you once again chart No. 4, our chart No. 4, show-
ing growth, budget projection already assuming growth. This one
right here. There you go.
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Just a reminder that these are the rates of growth assumed by
CBO and by OMB in their forecast for the next 10 years. They
have got substantial growth, real growth factored into the forecast
all the way, and the deficits don’t go away even though the econ-
omy is growing for 10 straight years at 3 percent real rate of
growth.

Now, let me show you in the battle of the charts, chart No. 5 to
contest your chart along the same lines. It is a layered chart just
like yours. And I would ask Dr. Holtz-Eakin to comment upon it,
but let me first explain it.

A large part of the reason for the disappearance of the surplus
is, in a sense, overestimation or misestimation. It is called eco-
nomic and technical factors, but it means that the surplus, based
upon projecting and forecasting conventions being used at the time,
was overstated. That is the top layer. Back it out, and you have
got a much-less surplus.

The next layer is defense and homeland security. Homeland secu-
rity is a rubric that didn’t even appear in the budget 2 or 3 years
ago. Defense has been increased by more than we anticipated in
2001, and that adds substantially. The other is other spending.

But the bottom layer is tax cuts. And the interesting thing about
the bottom layer is, if you take it away, if you take the tax cuts
away, the budget is back in balance in 2005.

Dr. Holtz-Eakin, I know I am asking you to pass judgment on
something you have just seen, but do you see any obvious flaws in
this analysis?

Mr. HoLTZ-EAKIN. Indeed, we have attempted to do a similar
kind of analysis. I won’t pretend to be able to do chart math in my
head; but we have done similar decompositions. I would be happy
to work with you on it.

Mr. SPRATT. Could you share your chart with us or your back-
ground work with us?

Mr. HoLTZ-EAKIN. Yeah.

Mr. SPRATT. Have you got it available?

Mr. HoLT1Zz-EAKIN. I have it here.

Mr. SPRATT. How do your procedures break down amongst eco-
nomic and technical adjustments?

Mr. HoLTZ-EAKIN. For the fiscal year 2004, economic and tech-
nical changes account for 41 percent of the change from 2001; legis-
lative changes account for 59 percent of the changes. Outlays are
24 percent of those, revenues are 31 percent of those, legislative
changes and net interest, I guess, would be the remainder.

Mr. SPRATT. Well, in 2004, is that the changes since March?

Mr. HoLTZ-EAKIN. Yes.

Mr. SPRATT. I was talking about——

Mr. HoLTZ-EAKIN. From January—sorry. From January 2001.

Mr. SPRATT [continuing]. Using the time frame 01 through ’11?

Mr. HoLTz-EAKIN. No. That is from January 2001.

Mr. SprATT. OK.

Mr. HoLTz-EAKIN. My apologies.

Mr. SPRATT. We might put a request in the record for you to at
least check these numbers and maybe to replicate them using your
own similar analysis.

[The information referred to follows:]
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[CBO resolved this matter with the Member’s office.]

Mr. SPRATT. But that brings up a point with respect to this year.
We have seen the budget worsen by $156 billion since your last re-
port in March. And if I read your report correctly, you say that
two-thirds of that was within our control. Two-thirds of that was—
more than two-thirds was legislative action.

In the past, we have come to find that the economy has taken
a greater toll, terrorism has taken its toll, war has taken its toll.
But since March, the toll that has been taken has been taken by
Congress itself, by legislative action, is that correct, two-thirds of
it?

Mr. HoLTZ-EAKIN. Yes, that is correct.

Mr. SPRATT. And a large share of that was in the 2003 tax cut,
or the previous—how much of that was due to the tax cut?

Mr. HoLTZ-EAKIN. For fiscal year 2004, $135 billion was in reve-
nues on the legislative side, and $92 [billion] in outlays.

Mr. SPRATT. Of the $5.6 trillion that you forecast in 2001, do you
know how much of that, for 2001-11, you would now estimate to
be the applicable baseline surplus for 2001?

Mr. HoLTZz-EAKIN. Not off the top of my head, but we could get
that.

Mr. SPRATT. Could you get us that for the record?

Mr. HoLTZ-EAKIN. Yes, sir.

[The information referred to follows:]

[CBO resolved this matter with the Member’s office.]

Mr. SPRATT. Let me show you one other chart and ask you if this
comports with your understanding, and that is chart No. 6, the bar
chart showing increases in spending.

What this chart shows is how much of the increment in spending
over and above current services for defense and nondefense pro-
grams, where it went, where did the increment go after other pro-
grams were funded at current service levels.

By our calculation, in each of 3 years 95 percent of it went to the
Iraqi war, the response to terrorism, New York City relief, airline
relief, things related to defense, war—and the war on terrorism in
particular—and recovery from the catastrophe in New York.

Does this square with your understanding of the increments in
spending that we have been experiencing?

Mr. HoLTZ-EAKIN. Well, we can certainly check. I am not famil-
iar with the percentages. I would be happy to do so.

Mr. SPRATT. Well, if you could check this, we would appreciate
it. Because it shows how difficult it will be to rein in spending if
what we are talking about is wartime spending, with 150 troops
deployed who have to be supported, with the reconstruction cost
about to come to us. CQ says that it could be $65 billion, per
Bremer’s request. It is going to be awfully hard to rein in that kind
of spending and sustain the commitment we have made and the
battle against terrorism.

And one final point—two final points. Show me chart No. 16
again. This is a little hard to see. No, it is not as hard as I thought
to see. The top line is outlays, and interestingly enough, the out-
lays this year are still as a percentage of GDP lower than they
were in the Reagan administration and lower than they were in
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the year 2000, when we had a surplus in the budget, a $236 billion
surplus in the budget.

But the interesting thing here is, this is an object lesson for how
to rectify the problem. As you can see, in 1992, which was the year
before Clinton came to office, the budget outlays started downward
as a percent of GDP until they got to just over 18 percent of GDP.
Every year during the Clinton administration spending as a per-
cent of GDP came down.

By the same token, we passed some tax increases in 1993 as part
of Clinton budget, and they tended to tilt the code progressively to-
ward upper bracket taxpayers who made out the best during the
halcyon days of the 1990s. As a consequence, revenues as a per-
centage of GDP went up, and the difference between outlays in rev-
enues there, which is about 3 or 4 percent of GDP, is a surplus that
emerged in those years.

Now what we have got are outlays going up and revenues coming
down, just the opposite of what we had before. And that is the defi-
nition of a deficit and a long-term deficit at that.

We would like for you, if you would, to take these three charts—
we will give you copies of them—and let us know if there is any-
thing incorrect, wrong, analysis or facts, because this is the way we
see the problem.

[The information referred to follows:]

[CBO resolved this matter with the Member’s office.]

Mr. SPRATT. My one final point is, as I look at your projection,
baseline projection, your current services projection, if you don’t
factor in the things that you have got on charts 1-6—Medicare, re-
peal the tax cuts, in particular—you get to almost no deficit by the
year 2011, close to the end of our time frame. The biggest factor
there is your assumption that the tax cuts won’t be repealed, they
will simply repeal themselves, they will be allowed to expire as
scheduled, as you put it.

So basically you are telling us there, we should simply leave the
code alone and let these tax cuts expire as they were proposed to
expire when they were originally passed; we can see daylight by
2011.

Mr. SPRATT. We will be out of the deficit by 2011.

Mr. HOLTZ-EAKIN. And maintain the other projections, assump-
tions.

Mr. SPRATT. The other projections, too. Thank you very much.

Chairman NUSSLE. Mr. Brown.

Mr. BROWN. Mr. Chairman, thank you for coming and being with
us today, Director Holtz-Eakin.

If I could pick that same chart back up that Mr. Spratt had ear-
lier, would that be possible? The last chart that showed the decline
I guess of—yeah, this one. That is correct. Right.

It looked to me that the decline in the outlays was starting actu-
ally in 1982, and I just wanted to bring that to the attention of the
group. I also would like to make a point——

Chairman NUSSLE. Would the gentleman yield?

Mr. BROWN. Yes.

Chairman NUSSLE. Just one other observation. It is kind of inter-
esting that we are now calling the 1995 close-down-the-government
budget a Democrat budget. I think that is kind of interesting that
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we finally come full circle now and that is being claimed as a Dem-
ocrat budget. That is kind of interesting.

Mr. SPRATT. Let me point out in fiscal 1983 outlays as a percent-
age of GDP you hit an all-time high of 23.5 percent for peacetime.
It may look like 1982 on that chart but, in 1983, the midst of the
Reagan years, 23.5 percent. When Bill Clinton left office, it was
18.5 percent, 5 full percentage points of GDP less than what it was
in the peak of the Reagan years.

Chairman NUSSLE. Would the gentleman continue to yield?

I am just wondering, too, I don’t remember one Reagan budget—
boy, maybe my memory is slipping, but I don’t remember one
Reagan budget that came in that was not claimed to be dead on
arrival. In fact, I don’t remember a Bush budget that was not
claimed to be dead on arrival. So it is kind of interesting how now
all of a sudden these Presidents are in charge of spending when the
Constitution under article 1 says that Congress is in charge of
spending. Just kind of an interesting observation. So you may want
to take that into consideration as you are analyzing these very in-
teresting charts.

Thank you for yielding.

Mr. BROWN. Mr. Chairman, one further question. If we had not
passed the tax cuts, what impact would this have on receipts? I
mean, you would have to take into account the increase in the pro-
ductivity of the American people by giving them more money to
spend. If we had not passed the tax cuts, would we be better off
or worse off on that chart?

Mr. HoLTZ-EAKIN. The 2001 tax cuts I think are widely recog-
nized as having provided some support for the household sector for
personal consumption housing expenditures and the more recent
ones for both consumption expenditure and investment.

The precise numerical impact is, unfortunately, impossible to
tell, because in the absence of the tax cuts it is quite likely that
monetary policy would have been very different and the future
path of the economy is just simply not knowable. So we know that
in broad terms the economic impact was to support those sectors
of the economy at a time when they are economically weak, but I
don’t know how much that would have specifically affected the
overall performance of the economy and as a result the impact on
receipts.

Mr. BROWN. But you would almost have to agree that it would
have to have some positive benefit?

Mr. HoLTZ-EAKIN. It had some beneficial impacts in supporting
the private demand in the economy.

Mr. BROWN. OK. Thank you.

Chairman NUSSLE. We have two votes on the floor, so we will ad-
journ and come back after the second vote.

[Recess.]

Mr. SHAYS [presiding]. Sorry for the delay, Mr. Director; and we
will commence our questions with Mr. Moran from Virginia.

Mr. MoORAN. Thank you, Mr. Chairman.

I wanted to refer to your very, very well done budget and eco-
nomic outlook. It is nice to have you on board, and I think that the
misgivings that some folks had have been put to rest, because it
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is a very good one and I think an objective report that you have
provided us with.

On page 12 you lay out the budgetary effects of policy alter-
natives that you were not required to include in your baseline but
are fairly obvious in terms of their budgetary impact and their like-
lihood of being enacted.

First place, the chairman and the ranking member and I suspect
the leadership of the majority are absolutely determined to extend
the expiring—the sunsetted tax provisions, and when that hap-

ens—not if, but when that happens—it is going to add another
1.6 trillion to the total deficit.

We also know that the leadership of the House and Senate are
going to fix the alternative minimum tax. So that is another $400
billion, as you say in your table on page 12.

We also know that both parties have agreed to a Medicare pre-
scription drug plan. The lowest number is $400 billion. It could be
twice that, but we know that it is going to be at least $400 billion
over the next 10 years.

Then there is an issue as to discretionary appropriations, and
given the fact that the Congress in the White House’s same party
under the leadership of the majority has increased spending by
over 7 percent a year—and, of course, that is spending that has
been requested by the White House. And it looks now—even today
we read the papers. We are looking at another $60 billion for the
war in Iraq, and that is probably just a starting point. If we go by
current historical experience, in other words, the last few years, we
talked about adding another $2.8 trillion to the deficit over the
next decade. Let’s be conservative and just add half of that, $1.4
trillion.

So we add all of that up, plus the deficit that you told us about
everyone agrees upon is a reasonable but conservative estimate. So
we are up to about $6.6 trillion in terms of the accumulated deficits
over the next—well, excuse me, $5.2 trillion. I am going to use the
lowest number, $5.2 trillion, lowest number for spending. That is
scary.

One of the things that has come out that has yet to emerge in
these hearings is the reaction on the part of the international com-
munity, the fact that we are borrowing all of this money and we
are putting the rest of the world in a difficult situation. Because
we are going to be taking about half a trillion dollars a year out
of the money that would otherwise be available for capital invest-
ment.

In fact, there was an article in the Wall Street Journal that
quoted people in the International Monetary Fund, the leadership
in the International Monetary Fund. The head, of course, of the
fund is a Republican, Ken Rogoff, but he is very critical of U.S. eco-
nomic policy. He delivered a sharp rebuke to the Bush administra-
tion’s fiscal policy saying that the tax cuts were poorly timed and
probably unnecessary. If enacted in full, they would significantly
worsen the fiscal position not just of the United States but
throughout the world. It is going to have an adverse effect upon de-
veloping countries, and it is going to create a gaping trade deficit.
So he sees our budget spending from black into red, open-ended se-
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curity costs and exchange rate, that is going to worsen the fiscal
situation for other countries.

You know, it is not the Democrats that are registering some of
the most serious concerns. It is the other people that are watching
our fiscal situation.

Mr. SHAYS. The gentleman’s time has expired.

Mr. Hensarling.

Mr. HENSARLING. Thank you, Mr. Chairman.

Dr. Holtz-Eakin, except for the fact that everybody in this room
I think agrees that we have an untenable deficit and it appears to
be getting worse, I am not sure there is a whole lot else we agree
on.
My concern isn’t just with the deficit, though. My concern is with
the amount of money that we are spending. If we could go to chart
No. 2 again, please. If I am reading this correctly, in constant 1996
dollars, we have had a spending explosion per capita since 1996,
where we have gone from 4,911 to 6,111 on a per capita basis.

Now we hear a lot about mortgaging our children’s future, but
whether we pay for it with cash or whether we pay for it with a
credit card, ultimately somebody is going to have to pay for all this
spending.

So my first question is—and please forgive me; I am new around
here as a freshman—but has Federal spending ever dropped from
one year to the next in recent memory?

Mr. HOLTZ-EAKIN. In terms of nominal dollars, I would have to
check. I don’t know the answer. My suspicion is it has not dropped
recently in total dollars. As a fraction of GDP, as you know, spend-
ing has both risen and fallen as a fraction of GDP.

Mr. HENSARLING. So GDP can increase and decrease, family in-
come may increase and decrease, but in nominal dollars it appears
that the Federal budget continues to grow, and at least if this chart
is accurate, and I assume it is, it has been growing at an alarming
rate since 1996.

Earlier you mentioned about the damaging impact on the econ-
omy deficit spending can have, but how about total spending by the
Federal Government? I mean, if I am reading these reports correct,
discretionary spending has grown on an average of 7.7 percent for
5 years, and I think that you are assuming, if I am reading your
report correctly, mandatory will grow by 5.2 percent over the
course of your budget. So assuming for the moment that was all
paid for by cash and it comes out of the pockets of the American
family, what are the impacts on family income in GDP growth if
these spending trends continue? Do you have an opinion on that
matter?

Mr. HovLTZ-EAKIN. Well, I think that those questions all fall in
a common theme, and that theme is that should the Federal Gov-
ernment choose to have a program and to spend some money those
resources will have to come from the private sector in some way.
So the spending measures, the burden of the decision to go ahead
and provide a program, which is presumably done on the basis of
the merits, but the cost is what is given up in the private sector,
it will, as you point out, be financed one way or the other.

It will be financed either by taxes or by borrowing; and the real
issue becomes then, for the particular taxes that one might choose
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to finance that, what would be given up in the private sector? Will
it be consumption spending at that point in time or will it be some
saving which will provide for future accumulation of capital and
labor skills?

And when one borrows, again, what is given up in the private
sector? Are you giving up current consumption, higher interest
rates? Do people forego buying something on their credit cards or
does it crowd out capital investment for the future? In comparing
the two ways of financing a given level of spending, that is really
what you are trying to decide, which one will have the biggest im-
pact on both the present and the future.

Mr. HENSARLING. We are asking you to engage in a number of
10-year projections, which I am somewhat dubious about our abil-
ity to look into a crystal ball and particularly predict economic
growth. It does seem like we have a fairly good indication of our
ability to predict growth of government, but some on the other side
of the aisle consistently point to economic growth tax relief as
being the significant contributing factor to deficits. But since we
just passed a 10-year budget, if I am doing the numbers right, we
passed $350 billion of economic growth tax relief versus a $28.3
trillion worth of spending. If I am doing the math right, the eco-
nomic growth tax relief, assuming it has zero impact on the econ-
omy, is 1.2 percent of $28.3 trillion. Wouldn’t that suggest that if
you wanted to do something about the deficit maybe you would
look at the spending side, which appears to be 99 percent of the
equation?

Mr. HovLTZ-EAKIN. Well, I am not sure where you are doing your
{nath, but I will stipulate that it is correct. We can talk about it
ater.

Going forward, the issue is really one can choose to address the
deficit per se on either the receipts or the outlay side. That is a
decision to either change the scope of government activities on the
spending side or change the way you finance existing government
spending on the revenue side, and you have both of those options
going forward.

Mr. SHAYS. Thank the gentleman.

Let me just, for the benefit of the members—the list I have,
there are no other Republican speakers except for me at the mo-
ment, and so what I have is I have Mr. Edwards next followed by
Mr. Scott, followed by Mrs. Capps, followed by Mr. Emanuel, fol-
lowed by Mr. Lewis and then Ms. Baldwin. So we will go with you,
Mr. Edwards.

Mr. EDWARDS. Thank you.

Mr. Chairman, the Republican leadership in the House cannot
have it both ways. It cannot pass budget resolutions year after year
on a totally partisan basis and then deny responsibility for the con-
sequences of those budgets. It seems to me that if you want to
preach personal responsibility, you must first practice it. I believe
the startling deficit numbers should be a wake-up call for the free
lunch bunch, those who have preached the failed philosophy that
we can have trillion dollar tax cuts, massive increases in defense
spending and still balance the budget.

This jobs growth and balanced budget dream and promise has
turned into a looming economic nightmare. As a result of the free
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lunch fiscal policies, we now have the largest deficit in American
history—let me repeat—the largest deficit in American history
combined with the largest loss of jobs since Herbert Hoover.

What do massive deficits mean to average Americans? Well, as
a result of these deficits, businesses and family farms will be taxed
because of higher interest rates on their loans to run their busi-
nesses, thus slowing economic growth. In the short run, it will
mean more—it will be more expensive for working Americans to
build a business, to buy a home, to buy a car or to pay off credit
card debts.

In the next decade these deficits will mean Social Security and
Medicare benefits will be put at risk as millions of baby boomers
start to retire, and in the long run our children and grandchildren
will face massive tax increases to pay for the four to five hundred
billion dollar annual interest charges on our huge national debt.

Let’s look at the consequences already this year. As a member
of the House Appropriations Committee, I have witnessed this. The
bill has come due this year for an irresponsible fiscal policy imple-
mented by the Republican majority in Congress.

First, military construction funds to improve homes, schools and
Medicare clinics for the families of our military servicemen and
women serving in Iraq are being cut this year by $1.5 billion, or
14 percent.

Veterans who were promised by Republicans in the House in the
budget resolution just a few months ago they get a $1.8 billion in-
crease over the President’s request in VA health care spending
woke up in August and saw that the leadership in the House had
taken away every dime of that promised $1.8 billion increase for
veterans’ health care. As a result, veterans’ health care, according
to the Veterans’ Administration, will be $1.9 billion less than that
necessary to meet 2004 anticipated health care needs of veterans
already enrolled in the VA health care system.

So, as a result of all this deficit policy, we are cutting health care
benefits to veterans during a time of war. What a terrible message
to send to the 20,000 soldiers from my district at Fort Hood that
are now in Iraq.

The administration even continues to support cutting military
impact aid education for military children’s education programs by
$173 million. So cut the kids’s education funding while Mom and
Dad get on the airplane to fly to fight in Iragq.

Unfortunately and unfairly, Mr. Chairman, the people hurt by
the Republican’s failed economic policies are those who can least af-
ford it, working parents who have lost their jobs, small businesses
and families who have to borrow money to build a business or buy
a farm. It hurts seniors who depend on Medicare and Social Secu-
rity, and it hurts servicemen and women and veterans who have
already made tremendous sacrifices on behalf of our Nation.

Mr. Chairman, this is an awfully high price for millions of Amer-
icans to have to pay for failed economic policies that former Presi-
dent George Bush once called “voodoo economics.” To add insult to
injury, Americans learned in the 1980s that the promise of massive
tax cuts, huge defense increases and balanced budgets is a false
promise that leads to huge national deficits. At least David Stock-
man, the architect of the Reagan tax cut of 1981, had the integrity
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to admit two decades ago that these numbers were a false promise,
but to repeat those false promises 20 years later at the expense of
seniors, veterans and children is inexcusable.

The Republican party once took pride of being the party of fiscal
responsibility. Now today it must take responsibility for massive
deficits, millions of lost jobs and cuts to programs important to vet-
erans and seniors and children.

Despite all of that, Mr. Chairman, I will work on a bipartisan
basis with my Republican colleagues to address these challenges,
but I will not vote to cut veterans’ benefits and children’s programs
and education programs to pay for a repeal of a dividend tax cut
or a regressive tax system that leads to lost jobs and a massive def-
icit.

Mr. SHAYS. I thank the gentleman.

Mr. Scott, you are next, and my apologies. Mr. Kind, I made him
my idol, Mr. Lewis, by mistake; and he

Mr. KIND. I am still your idol, Mr. Chairman.

Mr. SHAYS. But you are not Mr. Lewis.

Mr. Scott.

Mr. Scort. Thank you.

Can we get the Social Security chart up? I don’t have that. Well,
could you get chart No. 11? OK, this is the Social Security chart.

Mr. Holtz-Eakin, does that accurately depict the Social Security
cash flow for the next 30 or 40 years?

Mr. HoLTZ-EAKIN. It looks to be right.

Mr. Scott. It shows that right now we are enjoying between So-
cial Security and Medicare about a $150 billion surplus?

Mr. HoLTZ-EAKIN. Well, we can certainly check in the numbers,
but

Mr. Scott. Looks about right.

Out of that, the $400 billion deficit that we expect this year, is
that before or after we raid the Social Security and Medicare trust
funds for about $150 billion?

Mr. HoLTZ-EAKIN. The $400 billion deficit consists of $162 billion
in an off-budget surplus and a $562 billion on-budget deficit.

Mr. ScorT. Which means we raided the Medicare and Social Se-
curity trust funds for $162 billion?

Mr. HoLTZz-EAKIN. Yes, $162 [billion].

Mr. ScoTT. So that if we don’t count that, because we are going
to have to—we are going to need that later on, the on-budget def-
icit is $562 billion this year?

Mr. HoLTz-EAKIN. The on-budget estimate is $562 billion in fis-
cal year 2003.

Mr. ScotrT. And next year?

Mr. HoLTZ-EAKIN. It would be $644 [billion].

Mr. ScoTT. A $644 billion deficit.

Now, on——

M;‘ EMANUEL. Would the gentleman yield for one quick ques-
tion?

Mr. Scorr. I will yield.

Mr. EMANUEL. Mr. Director, if that is correct, the $640 [billion]—
Véhat? did you say? $644 billion? What percentage of that is the

DP?

Mr. HoLTZ-EAKIN. I don’t——
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Mr. EMANUEL. Would 5.8 be close?

Mr. HoLTZ-EAKIN. It is somewhere in that vicinity.

Mr. EMANUEL. So it would be equal to the largest deficit ever run
as a percentage of GDP, which has always been used by the chair-
man as a correction to us that we are not running the largest def-
icit.

Mr. Scott, I don’t mean to take your time because I know you
have got 5 minutes, but for the record in fact we are running equal
to the largest deficit as we did in 1983, because in 1983 we didn’t
have a Social Security surplus as we do now, and if you didn’t use
Social Security surplus to do your math, we would be running at
a deficit equal at the largest point in history to GDP—as a percent-
age of GDP.

Mr. HoLtZz-EAKIN. With all due respect, I don’t think the num-
bers are comparable, because it is the unified surplus that rep-
resents the net drain on credit markets and has the economic im-
pact.

Mr. ScorT. Reclaiming my time, you are talking about a deficit
next year of $644 billion if you——

Mr. HoLTZz-EAKIN. That is our projection.

Mr. Scort. OK. On page 4, table 1-2 of your report, how much
do you project coming in in revenues from the individual income
tax?

Mr. HoLTZ-EAKIN. In fiscal year 2004, $765 billion.

Mr. ScOTT. And you are running a on-budget deficit of $644 [bil-
lion]?

Mr. HoLTZ-EAKIN. Your projection is $644 [billion].

Mr. ScoTT. Now, does that include the $60 billion that was just
requested for the Iraq supplemental?

Mr. HoLT1Z-EAKIN. It would include the inflated value of the fiscal
year 2003 supplemental which had $60 billion for activities in Iraq
and Defense Department.

Mr. ScoTT. We just want the numbers to be in perspective, be-
cause we are getting $765 billion from the individual income tax,
and we are $644 billion in deficit, just to give an order of mag-
nitude.

Now the chairman put up a chart that showed that we could ac-
tually get back in—if we didn’t mess up the budget any worse than
we are doing now, that we could be in surplus in about 8 to 10
years. Did that chart assume that we are going to let all of the tax
cuts expire as they are scheduled to expire?

Mr. HoLTZ-EAKIN. The baseline projection that I presented, the
sunset——

Mr. Scort. Can we get chart No. 9 and then chart No. 10?

Mr. SHAYS. Let me just say to the gentleman, his time is running
short here, but let’s go through these, and then we

Mr. Scort. OK. Chart No. 9 and chart No. 10, if you will just
put them up real quickly. That is what—if we don’t make it any
worse, we actually go up into surplus, although you are still raid-
ing Social Security, but if we adopt in chart No. 10 the Republican
proposals, it is getting worse, you are at 4-, 5-, $600 billion a year.
Does that suggest that it would be dangerous to adopt the Repub-
lican proposals?
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Mr. HoLTZ-EAKIN. I am not exactly sure that is the—to make the
tax cuts permanent, AMT, Medicare prescription drug, are those
the proposals?

Mr. Scort. Right.

Mr. HoLTZ-EAKIN. And discretionary spending?

Mr. Scort. Right.

Mr. HoLTZ-EAKIN. I think the message—if it is the blue line—
we were looking at a unified deficit of roughly 7 percent of GDP,
the lower boundary of the charts I presented. I can compare num-
bers later. To run sustained deficits of that size will have con-
sequences for the accumulation of capital—

Mr. ScorT. When we run out of the Social Security surplus, will
we be able to pay Social Security if we adopt those policies?

Mr. HoLTZz-EAKIN. The projections that we present are unified
and thus reflect all cash flows into the Treasury for both manda-
tory and—from all receipts and then outflows for both mandatory
and discretionary spending.

Mr. SHAYS. The gentleman’s time has expired. He has been going
on about 6 plus minutes, and I feel that Mr. Moran may want a
second on this.

Are you gentlemen coming back? Because I will be coming back?
We have a vote, unfortunately. So we will go to our vote and come
right back, and then we can do a second round if there is that
pleasure.

[Recess.]

Mr. SHAYS. We will call this hearing to order and say to you, Mr.
Director, you have a very difficult task and we in Congress have
a difficult task. The numbers don’t look good, and in many ways
nobody likes these deficits, and many of us got elected to eliminate
these deficits. And here then again—so the question is, you know,
what do we do about it?

I tend to come on the side of the equation that says when you
have annual growth at 7 percent each year in spending or close to
it when you look at mandatory and nonmandatory, it stares you in
the face. If revenues don’t grow at 7 percent a year even if you
didn’t have a tax cut, you have got a problem.

I would like to know, without tax relief, the economy would have
been worse. Is that true or false?

Mr. HoLTZ-EAKIN. Again, it is a difficult question, because we
don’t know what the other policy would have done in terms of mon-
etary policy. What I think there is a broad consensus about is that
over the past several years the tax cuts have supported the house-
hold sector, particularly personal consumption and housing expend-
iture.

Mr. SHAYS. But it has been said that the 2001 recession was
much milder than it would have been without the tax cuts that
year, and you agree, but it just depends to what level.

In a similar vain, would the current unemployment situation be
worse if not for the tax cuts? If so, do you have an estimate of how
much worse?

Mr. HoLTZ-EAKIN. I don’t have an estimate for exactly the same
reason, but cyclical unemployment would be the mirror image of
the degree to which the economy is operating below its potential.
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Mr. SHAYS. In what ways would the tax cuts of 2001 and 2002
contribute to the economic improvements we have begun to see?
And you do agree that the economy is improving, correct?

Mr. HoLT1Z-EAKIN. We do see, as our forecast indicates, an econ-
omy that will improve over 2003, 2004. Embedded in that improve-
ment is a rise in business investment. In part that is a result of
the partial expensing and section 179 investment incentives that
were in the 2003 and earlier tax measures. That supportive busi-
ness investment, we expect to have a modest impact in 2003, but
more substantial, as much as a 5-percent increase in business in-
vestment, in 2004.

The household sector has continued actually to be relatively resil-
ient to the downturn, but we expect that the fiscal policies in place
going forward will support its ability to rebuild its wealth through
some saving as well as maintaining a healthy rate of consumption
expenditure, and those two pieces are the key to sustained eco-
nomic growth.

Mr. SHAYS. Do you have any way of evaluating what the impact
would be first if the tax cuts were repealed or if they were allowed
to be discontinued as they are not renewed? Do you have any way
to evaluate the impact of that?

Mr. HoLTz-EAKIN. Well, as our report discusses in the chapter on
the economic outlook, in our baseline projection we try to incor-
porate to the best of our ability the impacts of the sunset of the
tax cuts toward the end of the budget window on the potential
GDP of the economy. The net effect is a modest negative in which
under the current fiscal policies, while they have some beneficial
incentive effects through lower marginal tax rates, the accumulated
deficits tend to crowd out capital accumulation enough that produc-
tivity growth is lower, other things equal. It is that net effect that
we can quantify. Breaking apart the different pieces is not really
very tractable.

Mr. SHAYS. So the bottom line, we are seeing some significant
deficits.

We have some real question marks about what we need to spend
in Iraq. Has the administration presented any document to you as
to what they think we need to spend on the military side and then
what they think we need to spend on the rebuilding side?

Mr. HoLTZ-EAKIN. No, they have not.

Mr. SHAYS. Have you requested that information?

Mr. HoLTZ-EAKIN. No. We typically respond to requests from
Congress and——

Mr. SHAYS. Well, I am certainly going to make that request
through you all to have that done. There is no doubt in my mind
that when we look at all the things—and I voted for the tax cut.
I believe that we were right in doing that, but I think that I would
be irresponsible if I don’t just put everything into play as to what
our future needs are going to be.

With that, I think that, Mrs. Capps, you have the floor. Is that
correct? Yeah. You have the floor.

Mrs. Capps. Thank you, Mr. Chairman; and thank you, Mr.
Holtz-Eakin, for your patience with our back-and-forth schedule
today.
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To continue the discussion on the effects of the tax cut on the
deficit, particularly comments that have been made today and
other times that the tax cuts did not cause these deficits, but to
turn to page 15 of the budget outlook and quote you—or whoever
put it together under your supervision at least—and this is a quote:
“Laws enacted in the past 5 months are responsible for nearly two-
thirds of the increase in the projected 2003 deficit and for an even
larger share, roughly 70 percent, of the increase in the projected
10-year deficit, and one of the most * * *”—this is, I think, signifi-
cant—“* ** one of the most significant of those laws from a budg-
etary perspective is the jobs and growth tax relief bill which is esti-
mated to increase the deficit by $62 billion this year and by $288
billion over the 2004—13 period.”

Then you do have a table 1-8 to substantiate that.

I will ask you for a comment in a minute, but I'd like to be clear
and proceed from that point about what is and is not included in
the budget projections before us. These issues have been raised but
not with an opportunity I think for you to respond.

CBO is projecting a $480 billion deficit for the next year and a
whopping $1.4 trillion deficit to be racked up over the next 10
years. But this understates the case—and this point is being made
by several of my colleagues, but I want to talk about two or three
of the issues which CBO’s figures don’t include, like a number of
likely expenditures that Congress is poised to make. CBO by law
has to assume only what is in the law when it figures the baseline
budget, is that correct? But for us to get a realistic budget, I think
we need to anticipate some sure markers as well.

For example, today as we are here, my colleagues on the Energy
and Commerce Committee are having a hearing on the blackout
and the chairman wants to finish the conference report on the en-
ergy bill by the end of this month. I think we are going to be voting
on conferees today. The energy bill has some $20 billion of sub-
sidies to the energy industry in it, and these new costs to the Fed-
eral budget and the taxpayer are not included in your projection.
If this bill becomes law by September 30, we would have to add
these costs to our deficit projections, is that correct?

Mr. HoLTZ-EAKIN. That would be correct.

Mrs. CAappS. Then another topic that is of great interest to the
Energy and Commerce Committee is the Medicare prescription
drug coverage which could also be completed in the next couple of
months. Hopefully, we will be coming back from the conference and
voting on some kind of package, but it is supposed to cost at least
$400 billion over the next 10 years and probably more if we include
payments to rural providers that Senator Grassley and others, in-
cluding me, are very concerned about. So, again, that $400 billion
is not included in the projections, but we would have to increase
our deficit projections if that becomes law, is that correct?

Mr. HoLTZz-EAKIN. That is correct.

Mrs. Capps. If it becomes law, but it is quite—I mean, it is
everybody’s interest that it would become law.

Again, not to rub this in, but your projections are assuming that
the tax cuts will expire, because that is the way the bills were writ-
ten. But it has been said over and over again by the White House
and others that the tax cuts are going to be made permanent, and
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then that of course would change these potential costs as well, am
I correct?

Mr. HoLTZ-EAKIN. Yes.

Mrs. CaPPS. These changes would add $1.5 trillion in our deficit
over time.

Just a couple of others. What about any fixes to the AMT?

Mr. HoLTZ-EAKIN. They are not in our baseline.

Mrs. CappPS. And they are not in the baseline but this is going
to begin to affect millions of middle-class taxpayers the next few
years, and the President has indicated that he very much wants to
fix this, and I think he has substantial support for doing that. That
might cost, say, $400 billion in projected additional deficits, maybe
closer to $700 billion if the Bush tax cuts don’t expire.

Well, this is something of concern to me, and I think it needs to
be stated. Then is it correct that you will be coming back if these
laws‘)are enacted, if they are, with an additional set of deficit fig-
ures?

Mr. HovLTZ-EAKIN. In a typical course of events, anything that is
passed between now and our January projection of the economic
budget outlook would be incorporated in our baseline in January.

Mrs. Capps. Finally, we have not included in my discussion any
potential increases in defense spending or the mandatory costs of
the extra debt service, am I correct?

Mr. HoLTZ-EAKIN. That is right.

Mrs. CAPPS. Thank you very much Mr. Chairman.

Mr. SHAYS. Thank the gentlelady.

Mr. Baird is next, but he is not here, so I think we go to Ms.
Baldwin.

Ms. BALDWIN. Thank you, Mr. Chairman, and thank you, Mr.
Holtz-Eakin.

As I read comments from some of my colleagues in the news, it
appears that some of our former deficit hawks are becoming deficit
doves these days, and I remain deeply concerned about our eco-
nomic crisis, as I see it right now.

Your August CBO baseline projection showed that just shy of
$1.4 trillion will be added to our national debt by the end of a dec-
ade’s time, and I think we all know that this number will actually
be much higher.

If we could have slide No. 3 up there, that would be helpful.

Because of course by law your baseline projections don’t include
some of the things that have been outlined by previous members
through their questioning but things that we feel are relatively
confident are going to happen. I think we can all assume that these
numbers are going to end up being much higher, and I am con-
cerned about these deficits for many, many reasons, including their
impact on Social Security, their impact on the next generations
who come through, the impact on vital security, both national and
homeland security issues, health issues, education priorities, and
also the impact on the budget of average families in the United
States. Right now an average family of four is paying, as I under-
stand it, in excess of $2,000 a year just to service the interest on
national debt without these additions.

If we look at these additions, we are talking about doubling that
over the course of a decade. Our staff puts the figure just over I
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think $4,500 a year, and for a Congress that is so concerned about
providing tax relief, putting money in the pockets of these families,
these numbers just have to make you wonder.

Now the projections that you have shared with us assume that
we can grow out of these budget deficits. Barring any drastic in-
creases in domestic spending—and of course the chart indicates
that, you know, we must assume some that aren’t in this base-
line—you have assumed rapid economic growth in the year 2004
and thereafter, 3.8 percent real economic growth for the year 2004,
3.5 percent for the year 2005 and at least 3 percent growth through
2008.

At that point, growth slows a bit in large part because of the re-
}:‘irement of the baby boom generation gradually from the labor
orce.

In addition, when you look at all of the things that just are not
currently assumed in the August CBO baseline but we assume will
happen, when those costs are factored in, the House Budget Com-
mittee Democratic staff project that our debt will outrun the econ-
omy indefinitely.

So I guess in terms of questions of you, sort of how big does a
deficit have to be to hurt the economy? And the companion issue
is, what sort of economic growth do we have to assume to grow our
way out of this once these pretty clear items are added to your
baseline after Congress acts?

Mr. HoLTz-EAKIN. With regard to the first question, I would em-
phasize that there is no clear one-to-one relationship between Fed-
eral Government deficits and economic performance. We ran defi-
cits that averaged about a little over 2 percent of GDP in the
1970s. We also ran deficits that averaged 2 percent over GDP in
the 1990s, and economic performance differed greatly. Deficits are
both the results of deliberate policy decisions but also the result of
economic performance and as an outcome they reflect a great many
factors. So I think emphasizing a clean relationship between what
is the right deficit to get the right economic performance is not a
good way to think about it.

With respect to the question of what would economic growth
have to be in order to, for example, stabilize the debt-to-GDP ratio
under this set of policies, that is something that we could certainly
investigate. I would hesitate to do that calculation in my head, but
I do think that, in terms of framing the question, if there was a
particular set of policies that was enacted going forward, one would
want to identify the impact on the debt-to-GDP ratio and whether
that did in fact stabilize at some point in time. If it did, then the
economy would be capable of supporting not just the debt but the
payments on that debt without any sort of tendency to explode in
an ever-increased need for borrowing. I would be happy to work
with you on that.

Mr. SHAYS. Mr. Baird, you have the floor. We might be able to
do both you and Mr. Cooper, and we are happy to come back to
take advantage of you if you want to come back after the vote.

Mr. BAIRD. I thank the chairman.

I appreciate the report you have produced, and I have a couple
of brief questions about it. Many of us in this body have pledged
to put Social Security and Medicare in a lockbox. That includes the
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President of the United States as well as the chairman of this com-
mittee and most Members probably. At the same time, many peo-
ple have called for a balanced budget amendment to the Constitu-
tion. If we put Social Security and Medicare in a lockbox and did
not include it in the unified budget calculus, at what point would
we be adhering to a balanced budget?

Mr. HoLTZ-EAKIN. I guess I would have to understand a little
better what lockbox means.

From an economic point of view, the administration of the on
budget and off budget surplus is an intergovernmental

Mr. BAIRD. Let’s suppose we

Well, we all voted for it. Maybe somebody in this body under-
stood it, but let me guess that what we meant was that we
shouldn’t be borrowing from it and including it in a unified budget.
In other words, we should report the—let me say it differently
then. At what point will the on-budget numbers be in balance?

Mr. HoLTZz-EAKIN. Well, I can take a look at the table. I am not
sure what the answer to that is, but I guess I could—in the base-
line projection, the on-budget deficit is $104 billion in 2013, so at
the end of this window it is not yet

Mr. BAIRD. In other words, if we honored our commitments to
put Social Security and Medicare in a lockbox and if those who
have called for a balanced budget amendment adhered to their own
rhetoric, we don’t need that rhetoric until at least 2013 and pos-
sibly well beyond?

Mr. HoLTZ-EAKIN. Yeah. I think that—I guess so that I can un-
derstand the question—not to be difficult—but you can think of the
balanced budget excluding the Social Security surplus, the off-
budget surplus as a fiscal target, and the degree to which you legis-
late a fiscal target will be similar in spirit to the Hollings and——

Mr. BAIRD. Folks have called for a constitutional amendment to
require it, and they have said that the only exemption would be in
a time of national disaster. So presumably either a national dis-
aster continues till 2013 or we are not consistent with our own
rhetoric, at least those who have said they support a balanced
budget amendment and Social Security and Medicare in a lockbox.

Let me point out an interesting thing. You, I think, fairly and ac-
curately observe that the—you put the context of the deficit in rela-
tion to the Federal GDP. I did some looking, and my guess is that
it is—and it is an estimate, but as a percentage of California’s do-
mestic product, the California deficit today is about 2.8 percent.
How does that compare to the deficit as a percent of GDP in the
United States?

Mr. HoLTz-EAKIN. Fiscal year 2003 would be 3.7 percent in our
estimates.

Mr. BAIRD. So the Federal budget deficit is higher as a percent
of GDP at the Federal level than is California’s deficit as a percent
of California’s overall economy, and yet the State of California is
seeking to recall their governor over the deficit.

Mr. SHAYS. Would the gentleman yield?

Does that include, though, debt service, in other words, the
money that they legally can borrow? I don’t think it does. I think
it just includes their deficits, not their debt service.
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Mr. BAIRD. I don’t know the answer to that, Mr. Chairman. I
would be interested in that.

Mr. HoLTZz-EAKIN. More generally, clean comparisons between
State-level accounts and Federal accounts are not easy. State-level
accounting often includes capital accounts in addition to the gen-
eral fund and a variety of other things.

Mr. BAIRD. That is helpful to know. And ours doesn’t.

I am sure it has already been addressed, but the chairman at the
start talked about whether or not someone would be bold or fool-
hardy enough to raise taxes, and yet—do we have chart No. 1 of—
maybe somebody has already addressed this in my absence. I was
over at the floor. Do we have chart 1 from the chairman’s own
charts? Can we call that up? The chart where he basically saw that
the tax cuts—the impact of the tax cuts on the budget had mini-
mal

That is it. Thank you very much.

I regret the chairman is not here, but it would seem to me that
if indeed the tax cuts become such a small portion of impact at
2006, then the chairman himself must be advocating for a repeal
of the tax cuts or, in other words, a sunset, which I think he tried
to imply that if you support a sunset of the tax cuts then you have
actually supported a tax increase.

Can you get to that number, as reflected on his chart, without
sunsetting the tax cuts? In other words, if you extend the tax cuts,
can that red line get so small as that?

Mr. HoLT1Z-EAKIN. If I understand the chart, it is what has hap-
pened since the March baseline provided by CBO, which is the top;
and indeed legislation since March has largely had near-term im-
pacts on the tax line, which is I think the part at the bottom. Then
there were legislative impacts on the outlay side in the supple-
mental, and the rest would be the economic. So that is what has
changed since our March baseline.

Mr. BAIRD. Maybe I didn’t——

Mr. HOLTZ-EAKIN. And our March baseline included the sunset,
as does the——

Mr. BAIRD. So this chart includes a sunset?

Mr. HoLTZ-EAKIN. Both.

Mr. BAIRD. Implying then that

Mr. HoLTZ-EAKIN. The top line and the bottom line both have a
sunset——

Mr. BAIRD. I understand that.

Mr. SHAYS. Let’s see if we can get Mr. Cooper in before, unless
he wants to come back after, because I know others will come. But
do you want to do yours now or when we get back, Mr. Cooper?

Mr. CooOPER. I will try to be brief, Mr. Chairman.

This is a grim day for the country, because we are basically fac-
ing the largest absolute deficits in our Nation’s history and also the
worst job performance. As I understand it, we have lost some 2.7
million jobs in the last 2 or 3 years. What advice would you have
for this Congress? What do we need to be doing to promote job
growth in this country? We have bills that we passed that are
called growth bills, but they don’t seem to be working. This is the
worst job performance since Herbert Hoover was President. What
can we be doing to put more people in America back to work?
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Mr. HoLTz-EAKIN. Well, as you know, the CBO is not in the posi-
tion of providing policy advice and particular recommendations. I
will point out that in our baseline projections we anticipate that
the resumption of economic growth will, with the typical fashion,
carry with it increases in payroll employment, something to be on
the order of 150,000 or so a month, but that the unemployment
rate doesn’t come down as fast as one might expect because people
come into the labor force.

The question then is whether policies would be desirable to make
more quickly the return to full employment or to let that pace be
satisfactory. Our baseline projection shows a return to potential
GDP and full employment over the next several years, and it is an
issue of timing—instead of do we have it or not.

Mr. COOPER. Economic growth according to technical measures
seems to be resuming. It was just revised upward for the second
quarter. We had 3.1 percent growth in our economy in the second
quarter of 2003, and yet the job performance doesn’t seem to be
there. At least it is not pulling overall unemployment down from
the 6.2 percent level. So it suggests to me that maybe tax cuts are
not the right medicine. We need to do more than that, and the
other party has traditionally spurned direct government spending
programs, public works program and other things like that where
you can say with certainty that you are putting people to work.

You don’t have to rely on indirect effects to get people employed;
you know you are putting people to work, and yet this administra-
tion has generally opposed efforts like that in favor of more indirect
approaches, tax cuts.

One of the reasons I appreciate you is you do seem to be willing
to tell truth to power. On your other report, on our situation in
Iraq you point out that our Army could be short-staffed as soon as
March of next year. But in this report that you issued to this com-
mittee, on page 45 you point out that the tax legislation that has
been passed in the House of Representatives and the Congress
since 2001, quote, will probably have a net negative effect on sav-
ing, investment, and capital accumulation over the next 10 years.

That is a powerful condemnation of what this Congress and the
prior Congress has passed into law, to have a net negative effect
on savings investment and capital formation. Isn’t that largely the
source of new jobs? You have to have new savings, investment, and
capital formation in order to create a genuinely growing economy,
don’t you?

Mr. HoLTZ-EAKIN. This particular comment is about the potential
GDP, the long-run growth. The near-term job creation will be the
return of the economy to full employment. So I would distinguish
between the cyclical component—about which I think there is
broad consensus that we have not seen a recovery in the labor mar-
ket yet and would anticipate to have at some point—and then, the
pace of long-term economic growth. And with respect to capital ac-
cumulations, that probably shows up more in wages per job than
in the number of jobs over the long-term.

Mr. SHAYS. Let me just interrupt the gentleman. We have 4 min-
utes left; we need to get back. I think the ranking member is not
coming back. I don’t want to have the Director stay if we are not
coming back. So are you coming back? You two gentleman are com-



39

ing back? Then we will come back. OK. I am sorry to hold you up,
but that is your job, Right?

Mr. HoLT1Z-EAKIN. That is my job.

Mr. SHAYS. OK. Thanks. We are not adjourning. We are in re-
cess.

[Recess.]

Mr. HENSARLING [presiding]. The committee will come to order.
And, Mr. Edwards, you are recognized.

Mr. EDWARDS. Mr. Chairman, thank you very much. Let me say,
first of all, in my 12 years in Congress I have never questioned at-
tendance at a committee hearing, because we all are busy and have
busy schedules, and I appreciate the chairman coming back to over-
see the continuation of this. But out of 24 Republican members of
this committee, I am not sure if there were more than 4 or 5 that
actually showed up for this hearing, and it just seems to me if one
is going to be a proponent of the tax cuts as part of the heart and
soul of our Nation’s fiscal policy, then it would be certainly good
to show up on the day when we have to face the bill collector, and
admit to policies that have been a big part leading to the largest
deficit in American history. And I think, Mr. Chairman, it is not
that you and I might have differences over how we get out of this
mess, but by the total lack of interest today. This is the first week
after a 5-week break. We knew about this hearing, and while mem-
bers do have other things on their schedules I would like to know
how many of those things are more important in terms of priorities
than dealing with the largest deficit in American history. And if I
were an American citizen watching this hearing, I guess that would
concern me, the lack of interest in this, and frankly even on the
Democratic side. While we had more members attending before all
of the votes, I would be the first to say I wish we had more Demo-
crats here.

Having said that, I do appreciate the chairman allowing us to
continue with a few questions on this vitally important national
issue. And perhaps maybe what we ought to do is hold this hearing
again at a time when members would find it in their schedule the
ability to deal with one of the most pressing problems facing our
country with this committee having direct responsibility for that
budget.

Dr. Holtz-Eakin, what I would like to ask you is this, and you
can tell me if these are ballpark numbers. But there has been a
discussion about what extent of the tax cut has been a contributing
factor to the deficit. According to a document put out by the House
Budget Committee Democratic staff, I show that for 2004, if you
count net interest costs, the 2001 tax cut cost $121 billion in lost
revenues; the 2002 tax cut cost $34.8 billion in lost revenues for fis-
cal year 2004; and then the 2003 tax cut is $153 billion. If I add
that up, including extra interest on the debt, which is a direct cost
of deficit spending partly caused by tax cuts, I am talking about,
according to the Budget Committee Democratic staff, $309 billion
of the deficit in fiscal year 2004 as a direct result of the tax cuts.

Do you have any numbers to suggest that those are not in the
ballpark?
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Mr. HoLTZ-EAKIN. Well, table 1-8 shows the impact of the 2003
tax cuts on our baseline projections, and we could certainly go back
and check.

Mr. EDWARDS. What numbers do you show?

Mr. HovLTz-EAKIN. Well, for 2004 the total revenue changes are
$135 billion. I think you said $150 [billion].

Mr. EDWARDS. We used $153 [billion]. I think we counted some
net interest on that. So let us just round it off to the nearest $50
billion. For those who had suggested that the tax cuts haven’t real-
ly played a role in contributing to the largest deficit in American
history, the fact is that somewhere between $250 [billion] and $300
billion of the 2004 projected deficit will be a direct result of the
2001 tax cut as well as the 2002 and 2003 tax cut, making the
note, if I could, that the 2002 tax cut and the 2003 tax cut were
after September 11 of 2001 and the unexpected tragedy that our
country faced.

Let me ask just a series of quick—perhaps you can answer this
yes or no—quick questions in terms of the numbers projected for
the largest deficit in American history. It does not include the full
cost for the $60 billion in today’s Washington Post the President
is asking for as an addition to the Iraqi war. Is that correct? It
doesn’t assume the full cost of that $60 [billion] to $70 billion. Is
that correct?

Mr. HoLTZ-EAKIN. It does repeat the supplemental from 2003, so
that was about $60 [billion] for defense and it is deflated above
that. So that is in our baseline.

Mr. EDWARDS. Some of that might be included in that?

Mr. HovLTZ-EAKIN. So to the extent that it covers that, it does.

Mr. EDWARDS. With 9-percent increase in the number of veterans
enrolled in VA health care, what do you assume for increased cost
in VA spending between 2003 and 20047

Mr. HoLTZ-EAKIN. I don’t know that number, but it is in the re-
port.

Mr. EDWARDS. I will continue on, Mr. Chairman.

Mr. HENSARLING. The gentleman’s time has expired. Mr. Scott.

Mr. Scort. Thank you, Mr. Chairman.

Mr. Director, can you give us an idea of the impact of 2001 and
2003 tax cuts on stimulating the economy?

Mr. HoLTZ-EAKIN. Well, as I mentioned earlier, one could derive
estimates of the impact of the tax cuts on household consumption
and the degree to which that helped demand. One can provide esti-
mates of the impact of the partial expensing in section 179 invest-
ment, expensing for small businesses on business investment.

For the 2003 tax cut, our baseline includes some impacts on busi-
ness fixed investment and thus GDP, which are modest in 2003
and larger in 2004, perhaps contributing as much as a half a per-
centage point of GDP to additional growth. If one were to try to do
a retrospective on the overall impact, it would be difficult to do be-
cause the existence of those policies changes the incentives of other
policymakers, especially the Federal Reserve.

So the net impact is very difficult to ascertain without making
some specific assumption with what the Feds would have done in
the absence of the tax cut.
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Mr. ScOTT. Are you familiar with the Joint Committee on Tax-
ation models that came up with the conclusion that long-term there
would be a fewer jobs as a direct result of the 2003 tax cut than
if you hadn’t passed it?

Mr. HOLTZ-EAKIN. I am familiar broadly, not in intimate detail,
with the joint committee’s efforts to do modeling similar to what
we do with the analysis of the President’s budget.

Mr. ScotT. Could we get number 11, chart number No. 11?

Net interest on the national debt again goes from $322 [billion]
to $647 billion in your report. Is that right?

Mr. HOLTZ-EAKIN. I am sure——

Mr. ScotT. That is $647 billion interest on the national debt.

Mr. HoLTZ-EAKIN. I will just take that.

Mr. Scort. 2013. That is on page 10.

Mr. HoLTZ-EAKIN. Net interest in 2013.

Mr. ScoTT. No. Gross interest. Well, I assume you expect to pay
Social Security back with interest.

Mr. HoLTZ-EAKIN. It has no net effect on the budget. That is an
intergovernmental transfer.

Mr. ScorT. Well, and when the time comes—well, if you are
going to repeal Social Security, then you don’t have to worry about
it; you can do net interest. If you are talking about replacing the
money in the fullness of time, then you need to talk about gross
interest.

Is that right?

Mr. HovL1Zz-EAKIN. But what we show in our baseline is the over-
all impact on receipts, outlays, and borrowing from the public that
would allow you those gross interest payments that are intergov-
ernmental transfers.

Mr. ScoTT. The income tax generates $765 billion in income tax.
That is on page 8—excuse me. That is on page 4.

Mr. HoLTZ-EAKIN. Yes.

Mr. ScoTT. In 2013, you have $1.9 trillion.

Mr. HoLTZ-EAKIN. Yes.

Mr. Scorr. That assumes all those tax cuts expired. Is that
right?

Mr. HoLTZ-EAKIN. Yes.

Mr. ScorT. And if we adopt the Republican proposals of con-
tinuing extending those tax cuts, it wouldn’t be anywhere near that
amount, would it?

Mr. HoLTZ-EAKIN. In our baseline total receipts would rise by 4
percent, a little more than 4 percentage points of GDP, of which
2.3 percentage points are due to the sunsets and the remaining 2
percentage points come from a variety of other sources, rises in real
income, the alternative minimum tax, taxation of tax-deferred sav-
ings plans, and then some technical factors.

Mr. ScotrT. Well, add these up. Because as we can tell from the
Social Security chart, in a few years we are not going to have this
gravy train Social Security generating $150 billion. We are $644
billion on budget deficit next year. Where are we going to get the
money? If the income tax this year only generates about $765 [bil-
lion], where are we going to get all that extra money and then
some to be able to come anywhere close to balancing the budget un-
less we repeal Social Security?
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Mr. HoLTZ-EAKIN. It is a policy decision how one arranges the
various pieces of the government budget.

Mr. ScorTt. What kind of cuts would have to be made after Social
Security starts running the deficit to come anywhere close to bal-
ancing the budget? Or are we just into a structural deficit where
we don’t care about deficits?

Mr. HoLTZ-EAKIN. If the question is about what happens after
2018 when the cash flow in the Social Security trust fund turns
negative, our projections don’t extend that far, and I am not exactly
sure what policy it is that you would like me to look at.

Mr. ScotrT. Well, I think the policy is you have got to repeal So-
cial Security, or the numbers just don’t add up.

Mr. HENSARLING. Mr. Scott, your time has expired, and members
are advised there is approximately 8 minutes left in a vote.

Dr. Holtz-Eakin, we appreciate your testimony and your patience
with us today, and the committee stands adjourned.

[Whereupon, at 1:30 p.m., the committee was adjourned.]
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