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L INTRODUCTION

In recent years, mandatory spending programs, such as Social Security and Medicare,
have occupied an increasingly large fraction of the federal budget, growing from 26% in 1966 to
53% in 2007. By 2013, they are projected to reach 60% of the budget." The growth of these
expenditures has caused significant concern because they are on course to crowd out important
discretionary spending programs — such as education, national defense, transportation and
funding for scientific research — with few politically viable solutions. The Congressional Budget
Office has projected that if current policies hold, government spending will become an
increasingly large percentage of the Gross Domestic Product.” As tax revenue fail to keep pace,
the growing national debt will force the federal government to borrow increasing amounts,
crowding out private borrowers and increasing the burden of servicing the debt. In light of this
problem, it is important to understand the nature of mandatory spending programs.

Perhaps one of the most poorly understood distinctions between mandatory and
discretionary programs is how their funds are appropriated. Many assume that appropriations for
all mandatory expenditures are uniformly automatic, precisely because they are mandatory. In
fact, 62% of all mandatory spending is presently on “autopilot,” which means that it “is not
under the control of Congress or the President unless specific legislative action is taken,” as Jim
Nussle, the head of the Office of Management and Budget, recently put it in his testimony before
Congress. Nussle recently projected that within the next four decades, this “autopilot” form of

mandatory spending will swell to the entire amount currently spent on all mandatory and

! See OFFICE OF MGMT. AND BUDGET, HISTORICAL TABLES, BUDGET OF THE UNITED STATES GOVERNMENT FISCAL
YEAR 2009, 136 (2008), available at http://www.whitehouse.gov/omb/budget/fy2009/pdf/hist.pdf.

> CONGRESSIONAL BUDGET OFFICE, THE LONG-TERM BUDGET OUTLOOK, 15 (2007), available at
http://www.cbo.gov/ftpdocs/88xx/doc8877/12-13-LTBO.pdf. As of 2007, federal spending accounts for 20% of the
GDP. That percentage could climb to 28% by 2050 and an unfathomable 44% by 2082. Note that these figures are
projections assuming current policies hold.



discretionary spending combined.” But not all mandatory spending is on “auto-pilot,” and the
existence of other mechanisms for appropriating and controlling mandatory programs highlights
a potentially important path for addressing the growth of mandatory spending.

This briefing paper examines the precise mechanisms by which funds are appropriated
for several large mandatory spending programs. While this paper does not discuss every
mandatory spending program, it shows that the appropriations mechanisms for mandatory
expenditures are highly varied, and may even affect the size of those appropriations.

The paper proceeds as follows. Section II provides a brief overview of the various
mechanisms used to appropriate funds for mandatory expenditures. This overview includes
budgetary procedures by which Congress can control and restrict mandatory spending:
reconciliation and PAYGO. Section III examines the precise method of appropriation for several
mandatory programs, including Social Security, Medicare (Parts A through D), Medicaid, federal
highway construction, food stamps, child nutrition programs, foster care, federal student loans,
and federal flood insurance. Section IV concludes. An appendix provides the following
information for each of the programs discussed in Section III: (i) a summary of the
appropriations mechanism, (ii) relevant statutory language, including authorizations and

appropriations, and (iii) the amounts appropriated for the years 1995 through 2006.

II. OVERVIEW OF APPROPRIATIONS FOR MANDATORY EXPENDITURES

i. Definition of Mandatory Spending Programs

Mandatory spending programs are those where the federal government is obligated to provide
funds for an expense. Perhaps the most commonly understood form of mandatory expenses is

entitlement spending. Entitlement programs, such as Social Security, are mandatory because the

3 Jim Nussle, Director of OMB, Testimony before the House Budget Committee on “The President’s Fiscal Year
2009 Budget,” Federal News Service, Feb. 7, 2008.



government has obligated itself — through the substantive provisions of the relevant legislation —
to pay funds to any person, state, or other entity that satisfies the program’s eligibility
requirements.”* The primary entitlement programs are Social Security, Medicare, and Medicaid.
In fiscal year 2007, those three programs accounted for 79% of mandatory spending, excluding
net interest.’

While entitlement programs are the most significant subset of mandatory spending, there
are other forms of mandatory spending that are not entitlements. Paying interest on the national
debt, for example, is a mandatory expenditure that is not the consequence of an entitlement
program. Programs that are not mandatory are considered discretionary. Discretionary programs
are beyond the focus of this briefing paper, with the exception of the federal highway program.
ii. Appropriations to Mandatory Spending Programs

Mandatory programs are funded either by permanent appropriations or by annual
appropriations. Unlike discretionary programs, appropriations committees do not have control
over mandatory spending, even for annual appropriations programs, since the spending levels are
set by statute. In large part, the statutory spending levels are determined by outlays necessitated
by entitlement benefits. Major mandatory spending programs are described in detail below, and
are headlined by the three major programs: Social Security, Medicare, and Medicaid.

Despite the preset spending levels, Congress is not without means to modify mandatory
spending. Within the Congressional budget resolution, Congress may opt to include a

reconciliation bill.” The reconciliation process was established under the umbrella of budget

* See Congressional Budget Act § 3(9), 2 U.S.C. § 622(9) (defining “entitlement authority”).
> See HISTORICAL TABLES, supra note 1, at 143.

7 See Parliamentary Outreach Program, The Budget Reconciliation Process,
http://www.rules.house.gov/archives/bud_rec_proc.htm (last visited Feb. 29, 2008). See generally ALLEN SCHICK,
THE FEDERAL BUDGET: POLITICS, POLICY, PROCESS 125-129, 175-185 (2000).



resolutions through the Congressional Budget Act of 1974. In any given year, Congress may use
reconciliation to alter policy to affect desired changes in mandatory spending. By altering
mandatory spending in this way, Congress can work towards overall budget goals.

The reconciliation process is initiated only if Congress decides to include a reconciliation
instruction in the budget resolution. The reconciliation instruction directs committees in the
House and Senate to effect changes to revenue and direct spending laws. Numerous committees
can be designated, but two committees in particular, the House Ways and Means Committee and
the Senate Finance Committee, are included in all reconciliation instructions due to their
oversight of particularly relevant issues. Each committee is instructed to alter tax or spending
policy to produce specified reductions in the budget deficit (or possibly an increase in the
surplus). The recommendations of each committee are compiled by the budget committees,
which in turn produce omnibus bills incorporating the various committee recommendations.

One special feature of reconciliation is that the Senate has a mere twenty hours to debate
a reconciliation bill, after which a vote is taken. The Congressional Budget Act was designed
specifically in this way; the limited debate time and the importance of the omnibus bills help
reconciliation bills to pass more easily than other forms of legislation. In order to prevent non-
budgetary policy changes from slipping in, the Congressional Budget Act includes a provision, §
313(b), to exclude such changes from reconciliation bills. Known as the Byrd rule, § 313(b)
allows a point of order to be raised against a provision of the reconciliation bill, and if that
provision is one which is intended to be excluded by the Byrd rule, it is removed from the bill
unless three-fifths of Senators vote otherwise. While the exclusions of the Byrd rule mostly
pertain to policy changes with no budgetary effect or budgetary effects beyond the scope of the

reconciliation instructions, the Byrd rule also excludes Social Security from the reconciliation



process. The Social Security trust funds are not to be altered through reconciliation. A listing of

the Byrd rule exceptions is provided.

Extraneous Provisions under the Congressional Budget Act § 313(b)(1)

A provision of a reconciliation bill or resolution is considered extraneous if the provision:

Has no budgetary effect

Increases the deficit and the reporting committee has failed to fulfill reconciliation instructions
Is not in the jurisdiction of the reporting committee

Has a budgetary effect “merely incidental” to the non-budgetary effect

Could worsen the deficit during a fiscal year beyond those considered in the bill

Concerns Social Security

mmoaQwe

Though use of the reconciliation process, Congress recently undertook the first cuts in
mandatory spending in over a decade. In February 2006, Congress brokered a five-year
reconciliation bill that contained $38.8 billion worth of cuts to mandatory spending, with the
bulk of the savings coming from adjustments to Medicare, Medicaid, and the federal student loan
program.’ The details of these cuts will be discussed in further detail below in the context of
specific mandatory spending programs. Though the 2006 cuts were minor in comparison to
overall spending levels, the bill was still a significant development. For both political and
economic reasons, Congress is now considering greater use of reconciliation to achieve further
cuts in mandatory spending. Democrats have gone on the record stating that they favor greater
use of the reconciliation process as a way to achieve cuts without running into filibusters, given
their slim majorities in Congress. The present economic downturn has also prompted renewed

calls to control the rising costs of mandatory spending programs. '

? Steven T. Dennis, “Legislative Summary: Budget Reconciliation,” CQ Weekly, Dec. 18, 2006.

10 Stephen Langel, “Democrats Eye Budget Reconciliation to Address AMT, Medicare Changes,” Roll Call, Jan. §,
2008; Stephen Langel and Vicki Needham, “Conrad Outlines Possible Candidates for Budget Reconciliation Bill,”
CongressNow, Feb. 26, 2008.



iii. Direct Appropriations, Trust Funds, and The Antideficiency Act

As with all federal programs, expenditures for mandatory spending programs must
comply with the Antideficiency Act. The Antideficiency Act prohibits federal officers and
employees from making expenditures, unless the funds for those expenditures have been made
available by an appropriation, or by a fund dedicated to those expenditures.'' This definition
suggests the two routes through which funds may be made available for mandatory spending
programs. While every year there are some violations of the Antideficiency Act, these are
generally quite minor, and overall the Act is effective at ensuring expenditures are made
appropriately.'?

a. Direct Appropriations

One way in which a mandatory spending program can avoid violating the Antideficiency
Act is by paying its obligations from monies appropriated directly to the program. This method
is typically associated with discretionary spending programs, which receive annual
appropriations. However, many mandatory spending programs, such as the food stamp program,
also rely on annual appropriations made directly to the program.

b. Indirect Appropriations through Trust Funds

Alternatively, mandatory spending programs can make expenditures from dedicated trust
funds. Thus, once funds are appropriated to the trust fund, the program associated with that fund
may use the fund’s assets (including any accumulated interest), without needing any further

appropriation from Congress. Social Security is the most significant example of this funding

' See Antideficiency Act, 31 U.S.C. § 1341(a)(1)(A).

"2 See U.S. Government Accountability Office, Agency Reports on Violations of the Antideficiency Act,
http://www.gao.gov/ada/antideficiencyrpts.htm (last visited February 29, 2009). In FY 2007, the GAO received 26
reports of violations of the Antideficiency. The armed services accounted for 17 of those 26 reports. The reports
primarily concern relatively minor and accidental misappropriation of funds.



mechanism. Funds are appropriated to two Social Security trust funds, and Social Security
benefits are paid from those trust funds. In some cases, however, a program may need a second
set of appropriations before it can spend money from its dedicated trust fund. For example, the
federal Highway Trust Fund is dedicated for certain transportation projects, but those projects are
not permitted to use the fund until Congress has appropriated money from the trust fund."?

There are also several routes through which funds are appropriated zo the trust funds.
These routes can be characterized in two ways. The first relates to the permanence of the
appropriation. A trust fund can either receive a permanent appropriation (automatically
appropriated each year, forever), a multiyear appropriation (automatically appropriated each year
for a limited period of years), or an annual appropriation (not automatically appropriated). The
second characterization is based on the source of the appropriation to the trust fund.
Appropriations to a trust fund may be made from a dedicated (“earmarked”) source, or from
general revenues. The Social Security trust funds exemplify the former, as they receive an
appropriation directly from the Social Security payroll taxes.'* Other trust funds, such as
Medicare’s Supplementary Medical Insurance Trust Fund, receive their appropriations from the
Treasury’s General Fund — not from an earmarked source of revenues.
iv. The Budget Enforcement Act of 1990 and PAYGO

In an attempt to curb the growing budget deficit of the 1980’s, Congress included a new

budgetary restriction within the Omnibus Budget Reconciliation Act of 1990." The omnibus

" This requirement of a second set of appropriations (i.e., from the trust fund to the program) is a consequence of
the statutory language creating the trust fund, and is not a consequence of any provision of the Antideficiency Act.

' Thus, each year, the Social Security trust funds receive an appropriation equal to the amount of Social Security
payroll taxes collected. While this appropriation is technically made from the Treasury’s General Fund, for
conceptual purposes, it is essentially a direct appropriation of the Social Security payroll taxes because the amount
of the appropriation is defined with reference to the amount of Social Security payroll taxes collected.

'> Omnibus Budget Reconciliation Act of 1990, Pub. L. 101-508, 104 Stat. 1388.



included Budget Enforcement Act of 1990, which in turn introduced pay-as-you-go (PAYGO). 16
PAYGO is a budgetary restriction which governs mandatory spending and taxes; it does not
apply to discretionary spending programs. The concept of PAYGO is to render legislation
changing mandatory spending and taxation “deficit-neutral” by requiring that any additional
mandatory spending or tax cuts be offset by reductions in other mandatory spending or increased
tax revenues.'’ As with the Byrd rule, a violation of PAYGO can be overcome with the support
of 60 senators.

Although it is not possible to demonstrate causation, the budget deficit decreased after
passage of the Budget Enforcement Act, culminating with budget surpluses in fiscal years 1998
through 2001." However, PAYGO, as well as the restrictions on discretionary spending created
by the BEA, expired in 2002.

In 2007, Congress revisited PAYGO to help curb the projected future budget deficits, and
the House adopted a pay-as-you-go point of order to this end." The basic concept behind the
PAYGO point of order adopted by the House in 2007 is similar to that included in the Budget
Enforcement Act, but there are notable differences. The statutory PAYGO provided for in the
BEA requires approval from both the House and the Senate, as well as the Executive.” Statutory

PAYGO is self-enforcing and can require cuts to spending (sequestration) when PAYGO is

16 Budget Enforcement Act of 1990, Pub. L. 101-508, title XIII, 104 Stat. 1388-573. The Budget Enforcement Act
introduced PAYGO and discretionary spending limits to replace the deficit targets imposed by the Gramm-Rudman-
Hollings Act (Balanced Budget and Emergency Deficit Control Act of 1985, Pub. L. 99-177, title II, 99 Stat. 1038,
1985).

7 OMB Watch, Understanding PAYGO: Questions and Answers,
http://www.ombwatch.org/article/articleview/3763 (Published March 20, 2007).

'8 See HISTORICAL TABLES, supra note 1, at 22. Congressional Budget Office, The Expiration of Budget
Enforcement Procedures: Issues and Options, http://www.cbo.gov/ftpdoc.cfm?index=4032&type=0&sequence=7
(published January 2003) (discussion on the effect on the budget deficit of the Budget Enforcement act).

P H.R. 6, 110™ Cong. §405 (2007).

2 OMB Watch, Understanding PAYGO: Questions and Answers,
http://www.ombwatch.org/article/articleview/3763 (Published March 20, 2007).



violated. Historically, sequestration was never used to enforce restrictions on mandatory
spending. Despite its nonuse, however, sequestration may still have had a deficit-reducing
effect. Peter Orszag, the Director of the Congressional Budget Office, has recently suggested
that sequestration had some effect by deterring legislators from proposing more bills that would
have violated the PAYGO rules then in plalce.21

PAYGO has recently received increased attention due to the adoption of new PAYGO
rules by the House. The PAYGO rules adopted last year by the House are not statutory; they
only apply to the House and cannot require cuts to spending. Instead, the PAYGO rules allow a
parliamentary point of order to be raised against a violation of PAYGO. The Senate rules are
similar to those in the House. Like the House rules, mandatory spending and tax bills are
supposed to be deficit-neutral in the Senate. However, the Senate also added an exemption
allowing legislation to increase the deficit if the annual budget resolution is modified. Thus, the
Senate rules allow for points of order to exempt various provisions from PAYGO.” If abill
introducing new mandatory spending or tax cuts receives 60 votes in the Senate, it can surmount
PAYGO objections.23

The AMT, or Alternative Minimum Tax, is one example of a non-deficit-neutral
provision that received more than 60 votes and thus overcame the PAYGO rules. In 2008, as in
2007, Republicans in the Senate, joined by a number of Democrats, successfully resisted the
application of PAYGO rules to the AMT fix, over vigorous objections by Democrats.

Republican Congressmen made the argument that tax cuts pay for themselves and therefore

*! Testimony by Peter Orszag, “Pay-As-You-Go Budgeting,” Testimony before the Committee on House Budget,
CQ Congressional Testimony, July 25, 2007.

2 OMB Watch, Understanding PAYGO: Questions and Answers,
http://www.ombwatch.org/article/articleview/3763 (Published March 20, 2007).

* “Chairman Conrad Issues Statement on Senate Budget Committee Markup of FY 2008 Budget Resolution,” US
Fed News, Mar. 14, 2007.



should not be subject to PAYGO rules, and added that tax cuts are qualitatively different from
spending increases.”* These arguments prevailed, and PAYGO has not been applied to the AMT
for the past two yeaurs.25 More recently, in January 2008, Congress also agreed to suspend the
application of PAYGO rules to the $150 billion economic stimulus package—subject to PAYGO
due to provisions dealing with mandatory spending and taxation. These exemptions have led to a
number of statements from Congressmen to the effect that PAYGO is again dead as an offsetting

measure.26

III.  MANDATORY SPENDING PROGRAMS

This section examines the appropriations mechanisms for several federal mandatory
spending programs, including Social Security, Medicare (Parts A through D), Medicaid, federal
highway construction, food stamps, child nutrition programs, foster care, federal student loans,
and federal flood insurance. It also takes a closer look at how Congress has used the

reconciliation process to achieve modest cuts to some of these programs in recent years.

A. SOCIAL SECURITY

Social Security was established in 1935, and has grown to be the largest single mandatory
expenditure, accounting for $581 billion of the $1.69 trillion total mandatory expenditures in
2007.%” Social Security spending is projected to jump to $610 billion in 2008 and, if policies
remain unchanged, will balloon to $842 billion by 2013.%® While Social Security encompasses

many programs, it is primarily an entitlement program, providing retirement and disability

** Stan Collender, “The Hamlet Budget: A Tragedy Written on Capitol Hill,” Roll Call, Mar. 11, 2008.
2 Jennifer Yachnin, “Blue Dogs Show Rabid Interest in Fiscal Austerity,” Roll Call, Mar. 11, 2008.

% Jennifer Yachnin, “‘Pay As You Go’ Takes a Holiday,” Roll Call, Jan. 29, 2008.

*7 See HISTORICAL TABLES, supra note 1, at 147.

*1d.



insurance for eligible individuals. The Social Security program operates through two trust funds,
the Federal Old-Age and Survivors Insurance Trust Fund (the “Old-Age Fund”), and the Federal

Disability Insurance Trust Fund (the “Disability Fund,” and collectively with the Old-Age Fund,

the “OASDI Trust Funds™). Thus, appropriations for Social Security can be classified as indirect
appropriations.

The OASDI Trust Funds are financed almost entirely through permanent appropriations
from an earmarked revenue source. The Old-Age Fund receives a permanent appropriation that
is equivalent to the amount of Social Security payroll taxes collected, plus the taxes on Social
Security benefit payments, less any amounts appropriated to the Disability Fund.” The
Disability Fund, in turn, receives a permanent appropriation equivalent to a specified percentage
of all wages and self-employment income. This percentage is adjusted periodically, most
recently in 1997, when it was reduced from 1.88% to 1.70%, and in 2000, when it was raised
from 1.70% to 1.80%.>°

From a unified perspective, then, the total appropriation to the OASDI Trust Funds year
is equivalent to the Social Security payroll taxes, plus taxes on benefit payments, plus numerous
additional small appropriations for administrative expenses. The specific allocation of this
appropriation between the two funds is determined with reference to total wages and self-
employment income, and is adjusted periodically.

This appropriation mechanism has several noteworthy characteristics. First, Congress
has provided for a permanent appropriation — a characteristic that is shared with the other
important trust funds used for mandatory expenditures. The combination of a trust fund and a

permanent appropriation allows Congress to take a hands-off approach to appropriations for

2 See Social Security Act § 201, 42 U.S.C. § 401; and Pub. L. 98-21, as amended.

* See id.



Social Security Expenditures since 1977 (in billions)

1977 1980 | 1985 | 1990 | 1995| 2000| 2005 | 2006 | 2007
Unadjusted 83.7 | 117.5| 1864 | 2465| 3333 406 | 5187| 5439| 5814
2000dollars | 209.1| 2291 | 279| 3083 | 3635 406 | 4658 | 4742 | 4957
Expendiures | 137% | 13.77% | 13.8% | 132% | 14.38% | 1433% | 13.46% | 13.15% | 13.45%
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Social Security; so long as the OASDI Trust Funds provide an adequate buffer between the
permanent appropriation and outlays, Social Security essentially runs itself.

The second noteworthy characteristic of the Social Security appropriations mechanism is
that the specific amount of the appropriation is determined entirely by an earmarked source of
revenue. Most trust fund appropriations, including those for the Hospital Insurance Trust Fund
(Medicare) and the Highway Trust Fund, share this tax-linked characteristic. This tax-linked
characteristic, however, can have a significant adverse consequence. In particular, it means that

the size of the appropriation is almost completely independent from the program’s funding

3 “Medicare Basics,” from The Senior Resource Center for Medicare Information,
http://www.medicare.org/content/view/17/51/



needs. Thus, without continual intervention by Congress to adjust the relevant tax rates, these
trust funds are likely to grow (or shrink) beyond the appropriate amount. Indeed, the only
variable that currently determines the size of the Social Security appropriation is the strength of
the economy.

From a mechanical point of view, it is the combined effects of these two characteristics —
a permanent appropriation that is determined by the amount of taxes collected — that has created
the pending Social Security crisis. The permanent appropriation enables politicians to leave the
situation alone, and the tax-linked appropriation measure fails to ensure that the appropriation is

sufficient for carrying out the long-term purposes of the Act.

B. MEDICARE

Like Social Security, Medicare also qualifies as an entitlement program. Medicare is
composed of four programs, each of which is available to individuals based on age, income, and
health considerations. Part A provides an entitlement to basic hospital insurance for elderly
persons over 65, those under age 65 with particular disabilities, and anyone with end-stage renal
disease. Part B provides subsidized supplemental insurance to those who are eligible for Part A
benefits and voluntarily enroll, and extends coverage to physician services and outpatient
treatment. Part C, the Medicare Advantage Program, provides alternative coverage options to
participants in Part B by allowing private health insurance companies to offer participants
Medicare benefits in their own policies. Part D, the prescription drug benefit program, was
established by the 2003 Medicare Modernization Act. As of January 1, 2006, it offers

prescription drug coverage to all Medicare beneficiaries.” Collectively, the Medicare programs



accounted for $371 billion in mandatory expenditures in 2007; that figure is expected to increase
to $391 billion in 2008 and, if current policies hold, $500 billion by 2013.*

Appropriations for these four Medicare programs are more complex than the mechanism
used for Social Security. But like Social Security, Medicare appropriations are done indirectly
through two trust funds: the Federal Hospital Insurance Trust Fund (the “Hospital Fund” or “HI
Fund”), and the Federal Supplementary Medical Insurance Trust Fund (the “SMI Fund”, and

collectively with the Hospital Fund, the “Medicare Trust Funds”).

Medicare Expenditures since 1977 (in billions)
1977 1980 | 1985 | 1990 | 1995 | 2000 | 2005 | 2006 | 2007
Unadjusted 18.6 31| 641 | 958 1569 1941 | 2943 | 3249 | 3708
2000 dollars 46.3 60.4 | 954 | 1182| 170.6| 1941 | 2664 | 2858 | 318.8
portoul | 3.06% | 3.63% | 476% | 5.14% | 6.77% | 6.85% | 7.64% | 7.86% | 8.58%
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3* See HISTORICAL TABLES, supra note 1, at 143.




i. Expenditures from the Medicare Trust Funds

Part A expenses are paid from the Hospital Fund, Part B expenses are paid from the
SMI Fund,’® and Part D expenses are paid from a Medicare Prescription Drug Account within
the SMI Fund.”” Part C expenses are paid from each of these three sources, in proportion to the
type of benefits received under Part C plalns.3 8
ii. Appropriations to the Medicare Trust Funds

As with OASDI Trust Funds, The Hospital Fund receives a permanent appropriation
from an earmarked revenue source. In particular, it receives an appropriation equal to the total
amount of Medicare payroll taxes imposed on employees, employers and self-employed
individuals.” In this manner, the appropriation for Part A and Part C expenses functions like
that for Social Security; unless Congress continually adjusts the Medicare payroll tax rate, the
size of the appropriation is independent from the programs’ funding needs.

The SMI Fund, which funds Part B benefits, does not share this characteristic. The SMI
Fund is financed through premiums paid by Part B enrollees, and through an annual
alpproprialtion.40 Individual enrollees are charged a premium that is generally equal to half of the
actuarially-determined rate necessary to meet total expenditures from the SMI Fund.*! Congress,
in turn, is authorized to appropriate the difference between this amount, and twice the actuarially

required amount, > meaning that individual beneficiaries and the federal government essentially

3 See Social Security Act, § 1815, 42 U.S.C.A. 1395g.

% See Social Security Act, § 1833, 42 U.S.C.A. 13951.

37 See Social Security Act, § 1860D-15, 42 U.S.C.A. 1395w-115.

¥ See Social Security Act, § 1853, 42 U.S.C.A. 1395w-23.

¥ See Social Security Act, § 1817, 42 U.S.C.A. 1395i.

Tt is this shared-contribution that makes Part B benefits subsidized supplemental insurance.
1 See Social Security Act, § 1839, 42 U.S.C.A. 1395r.

*# See Social Security Act, § 1844, 42 U.S.C.A. 1395w. Thus, the government effectively funds three-quarters of
the total costs of Part B benefits.



split the cost of Plan B benefits 25% / 75%. Because the size of the authorization is determined
actuarially, this mechanism ensures that the SMI Fund’s revenues will be sufficient to meet its
accrued liabilities,* making it superior from a solvency perspective to those employed by Social
Security and Medicare Part A. However, because the SMI Fund authorization is not limited by
the amount of taxes collected, it is more likely to crowd out discretionary spending, which must
compete for the same funds.

iti. Cuts to Medicare Spending

Congress has recently used the reconciliation process to cut spending in various Medicare
programs. Though net Medicare savings from the 2006 reconciliation bill amounted to only $6.4
billion, the ways in which Congress changed very specific cost formulae and changed benefits
availability bears further examination. Moreover, the 2006 reconciliation bill illuminates the
ways in which the reconciliation process allowed Congress to increase spending in various areas
of Medicare even as it achieved net savings in overall Medicare costs. * This section also
describes the various “trigger provisions” in recent Medicare legislation, which offer another
avenue for attempted cost control of the Medicare program.

For Medicare Part A, the 2006 reconciliation law achieved cuts by specifying that
hospitals that failed to submit quality data would not be eligible for Medicare payment increases.
This will produce an estimated $300 million in savings in the next five years. The law also
enacted a minor change to the Medicare hospital stay formula, lowered Medicare payments for

uncollected debts held by skilled nursing facilities, and phased in a rule requiring that 75% of

* Assuming that Congress appropriates the entire authorized amount.
“ Steven T. Dennis, “Details of Budget Reconciliation Law,” CQ Weekly, Apr. 17, 2006.



patients in all “inpatient rehabilitation facilities” must be there for particular medical conditions.
Finally, it limited specialty hospital enrollment in Medicare.*

For Medicare Part B, the 2006 reconciliation law achieved cuts by changing the
ownership rules on durable medical equipment for beneficiaries, producing an estimated $700
million cut in costs in five years. It also lowered hospital and physical office reimbursements for
imaging services, at a savings of $2.8 billion. Moreover, it changed the Medicare payment
structure to ambulatory surgical centers, and phased in increased premiums for higher-income
beneficiaries, producing an additional $1.6 billion in savings in five years. Finally, as part of the
Medicare Advantage program, Congress implemented a new formula to change payment
calculations by taking beneficiaries’ health conditions into account, for a projected $6.5 billion
savings. However, amidst overall cuts in spending, Congress also introduced a significant
increased cost in Medicare Part B by deferring a planned cut in doctors’ Medicare payments and
instead holding payments at the 2005 level, at a cost of $7.3 billion.*

Beyond the annual reconciliation process, Medicare also contains “trigger provisions”
designed to force cuts if payments swell to a certain proportion of the government’s general
fund. For instance, one provision in place for the last several years requires Congress to cut
Medicare payments across the board by 0.4% 1if, in a given year, the government’s general fund
is used for more than 45% of Medicare costs. A related provision contained in the 2003
Medicare Modernization Act compels the president to propose similar cuts if Medicare trustees
project that “general revenue contributions are projected to pay more than 45 percent of total

. . . 47
Medicare expenditures for two consecutive years.”

B Id.
1.
4 Mary Agnes Carey, “Reining in Medicare Costs,” CQ Weekly, Feb. 13, 2006.



All signs point to the increasing relevancy of these trigger provisions in coming months.
The trigger has been activated for the past several years, but Congress is not required by the
legislation to pass the president’s proposed remedy, and in recent years it has failed to do so.
However, one outgoing Medicare trustee has projected that in the next few years, the trustees
will almost certainly activate the trigger every year, putting pressure on Congress to eventually
pass more substantial cuts.*®

It is important to note that despite recent efforts to cut Medicare spending, it has
nonetheless increased significantly in recent years. A recently released Medicare report showed
that Medicare spending rose 18.7% in 2006, largely due to the effect of the Medicare
prescription drug benefit program. Thus, despite Congress’ recent use of reconciliation tools,

Congress has also authorized the largest rise in Medicare spending in the last twenty-five yealrs.49

C. MEDICAID

Established in 1965, Medicaid is a conditional spending program that awards grants to states
with qualified Medicaid programs for certain needy individuals. As a result, Medicaid spending
shifts in response to changes in state spending paltterns.50 Federal appropriations for Medicaid
were $191 billion in 2007; the figure is estimated to be $204 billion for 2008 and climb to $287

billion by 2013, assuming current policies hold.”!

* Marilyn Werber Serafini, “Frozen Trigger,” The National Journal, Feb. 2, 2008.

* Stephen Langel, “Democrats Say Report of Rising Health Care Costs Bolsters Case for Medicare Legislation,”
CongressNow, Jan. 8, 2008.

% For detailed discussion of conditional spending, see Dan Klaff & Adam Lawton, “Conditional Spending and
Other Forms of Federal Cost Sharing” (Briefing Paper No. 18), available at
http://www.law harvard.edu/faculty/hjackson/budget.php (released May 2, 2006, update forthcoming Spring 2008).

3! See HISTORICAL TABLES, supra note 1, at 143.



Medicaid Expenditures since 1977 (in billions)
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Medicaid legislation permanently authorizes Congress to appropriate “a sum sufficient to

carry out the purposes of [the program].” These amounts are determined, then, by the total cost

of Medicaid benefits.”> For example, Medicaid is required to fund between 50% and 83%

(determined by formula) of each state’s expenditures on medical assistance, 90% of state

expenditures on “mechanized claims processing and information retrieval systems,” and 90% of

state expenditures attributable to family planning services.™

32 See Social Security Act, § 1903, 42 U.S.C.A. 1396b.

3 See id.




Congress has typically appropriated these sums in a multi-part fashion, appropriating a
sum for the current fiscal year, and a smaller sum for the first quarter of the next fiscal year. For
example, in the 2005 appropriations bill, Congress appropriated $58.5 billion for the first quarter
of 2006.”” And in the 2006 appropriations bill, it appropriated $157 billion more, plus “such
sums as may be necessary” for unanticipated costs, and an additional $62.8 billion for the first
quarter of 2007.%* Presumably, it has divided the appropriations in this manner because grants to
states under the Medicaid program are to be estimated in advance, and paid prior to the
beginning of each qualrter.59

Congress has also used reconciliation to achieve very modest cuts to Medicare. The
recent 2006 reconciliation bill includes a mix of penalties, changed time horizons for various
calculations, and changes to pharmacy reimbursement formulae to achieve an estimated $6.4
billion in savings over five years. Nearly half of this estimate comes from a provision that lets
states decide on higher premia and cost-sharing payments for certain Medicaid beneficiaries.
However, as in Medicare Part B, the reconciliation bill also included increased spending in other
Medicaid categories, notwithstanding the overall cut in costs. In particular, provisions granting
Medicaid eligibility to disabled children whose families currently fall outside the defined poverty
eligibility level are predicted to contribute significantly to a total $3.6 billion increase in certain

categories of Medicaid spending in the next five years.60

37 See Consolidated Appropriations Act, 2005, Pub.L. No. 108-447, 118 Stat. 2809, 3129 (West).

*% See Departments of Labor, Health and Human Services, and Education, and Related Agencies Appropriations Act,
2006, Pub.L. No. 109-149, 119 Stat. 2833, 2851 (West).

% See Social Security Act, § 1903, 42 U.S.C.A. 1396b.
% Steven T. Dennis, “Details of Budget Reconciliation Law,” CQ Weekly, Apr. 17, 2006.



D. HIGHWAY TRANSPORTATION

Trust funds have also been used for discretionary spending measures. For example, the
Highway Trust Fund was established to meet the obligations of the United States incurred under
various discretionary transportation programs. The fund contains a Mass Transit Account and a
Highway Account.®’ Total outlays for highway, urban mass-transportation programs, and
airports were $47 billion in 2007 and are estimated to be $52 billion in 2008.%> Airport-related
expenditures account for only a small fraction of those figures.
i. Appropriations to the Highway Trust Fund

The Highway Trust Fund receives a periodic appropriation (i.e., an automatic
appropriation each year, for a limited number of years) from an earmarked revenue source. In
particular, certain transportation taxes are automatically appropriated to the Fund, subject to
redistribution among other transportation trust funds. In particular, the Highway Trust Fund
derives most of its funds from receipts from the 18.3 cent per gallon federal tax on gasoline. As
of November 2007, these taxes raised an average $30 billion to $40 billion per year and
accounted for over 90% of appropriations to the Highway Trust Fund.®® The remainder of the
Fund’s revenues come from retail sales taxes levied on certain kinds of trucks, heavy vehicles,
and truck tires.** This appropriation was set to expire in 2005, but it was recently extended to
last through 201 1.9

ii. Appropriations from the Highway Trust Fund

%1 See Internal Revenue Code, § 9503, 26 U.S.C.A. 9503.
62 See HISTORICAL TABLES, supra note 1, at 184.
63 “Report on Consolidated Financial Statements for FY 2007 and FY 2006,” States News Service, Nov. 13, 2007.

% Robert Sunshine, Deputy Director, Congressional Budget Office, Testimony before Committee on House Budget,
“Surface Transportation Budget,” CQ Congressional Testimony, Oct. 25, 2007.

% See Safe, Accountable, Flexible, Efficient Transportation Equity Act: A Legacy for Users (SAFETEA-LU),
Pub.L. No. 109-59, 119 Stat. 1144, 1944 (West).



The Highway Trust Fund, which is established in the tax code, provides that no funds
may be spent from the Fund unless (i) those amounts are authorized by the Safe, Accountable,
Flexible, Efficient Transportation Equity Act: A Legacy for Users (“SAFETEA-LU”), and (ii)
Congress specifically appropriates funds from the Highway Trust Fund for the purposes set forth
in SAFETEA-LU.®® Thus, money must be appropriated twice before it is spent on federal
highway programs: it is automatically appropriated to the Highway Trust Fund, and then
Congress must appropriate it from that fund for use in building highways.

Arguably, discretionary programs that have their own trust funds have greater stability in
their funding levels than other discretionary spending programs. However, trust funds that are
held for discretionary programs appear more likely to be utilized for other purposes. For
example, portions of the Highway Trust Fund were redirected toward mass transportation
projects in the 1980s. Moreover, recent estimates have suggested that in fiscal year 2009, the
Highway Trust Fund’s highway account will incur a $3.2 billion deficit, leading to calls for the
implementation of greater use of tolling and congestion taxes to control rising costs.®” Alternate
proposals include borrowing from the mass transit fund, which currently has a $4.4 billion
surplus. By statute, the highway account is unable to operate at a deficit, and thus Congress must
find a means of coming up with the shortfall. Regardless of the methods chosen for fiscal year
2009, the current deficit in the Highway Trust Fund is prompting renewed calls to increase its
revenue sources beyond the fuel tax.®® The Highway Trust Fund’s current shortfalls are
projected to continue into the future because substantial ongoing obligations from multiyear state

projects on highway construction and maintenance are not yet fully paid for out of current

5 See 26 U.S.C.A. § 9503(c).
67 “Rail Subcommittee Chair Brown Calls for Infrastructure Investment,” States News Service, Mar. 11, 2008.

% Debra Kahn, “House appropriators skeptical of highway funding plan,” Environment and Energy Daily, Feb. 8,
2008.



revenues.” Thus, the presence of a trust fund may not provide the level of stability enjoyed by

mandatory spending programs.

E. FOOD STAMPS

The Food Stamp Act was enacted in 1977, and with an appropriation of $41 billion in
2006, it is one of the smaller mandatory spending programs.70 The program relies on a multiyear
authorization, which currently authorizes the appropriation of “such sums as are necessary”
through the 2007 fiscal year.”"

Prior to 1990, the nature of this authorization was to specify the exact sum that could be
appropriated in each fiscal year. In 1990, however, the Act was amended to authorize
appropriations of “sums as are necessary.” This shift brought the food stamp appropriations
process closer to that of other mandatory spending programs, which typically authorize a
formulaic sum for appropriation. Before this change, the food stamp authorization was more like
those of discretionary spending programs, where a specified amount is authorized.

Funds for the Food Stamp Act are appropriated directly to the program (i.e., no trust
fund) on an annual basis. Notably, appropriations for the food stamp program have been used to
alter substantive provisions of the Food Stamp Act itself. For example, the 2006 appropriation
provides that “not less than $3,000,000 of the appropriated funds shall be used to purchase bison

9572

meat.”’~ The 2006 appropriations also expand the scope of the program by excluding certain

income earned by members of the military deployed in combat zones when determining

% Robert Sunshine, Deputy Director, Congressional Budget Office, Testimony before Committee on House Budget,
“Surface Transportation Budget,” CQ Congressional Testimony, Oct. 25, 2007.

70 See Agriculture, Rural Development, Food and Drug Administration, and Related Agencies Appropriations Act,
2006, Pub.L. No. 109-97, 119 Stat. 2120, 2144 (West).

" See 7 U.S.C.A. § 2027.

2 See id.



eligibility for the progralm.73 This substantive modification through the appropriations process
does not appear to be characteristic of other appropriations for mandatory spending.

One final noteworthy characteristic of the food stamp program is that if a given year’s
appropriation is insufficient for carrying out the substantive provisions of the Act, then the
promised benefits are to be reduced so that the appropriation is sufficient.”* In this way, one

might question how “mandatory” the food stamp program actually is.

F. CHILD NUTRITION

The federal child nutrition programs provide financial assistance to schools administering
lunch programs for financially eligible children. There are two main federal laws establishing
these programs: the Richard B. Russell National School Lunch Act, enacted in 1946, and the
Child Nutrition Act, enacted in 1966. These programs, along with several smaller programs, are
administered by the Food and Nutrition Service at the U.S. Department of Agriculture. Child
nutrition programs are typically reauthorized every four years, most recently by the Child
Nutrition and WIC Reauthorization Act of 2004.

Appropriations for these programs are made annually by Congress. Several
Congressional committees have jurisdiction over the child nutrition programs, including the

Senate Agriculture, Nutrition, and Forestry Committee and the House Agriculture Committee.

3 See id.

7 See 7 U.S.C.A. § 2027(b) (providing that, “Notwithstanding any other provision of this chapter, if in any fiscal
year the Secretary finds that the requirements of participating States will exceed the appropriation, the Secretary
shall direct State agencies to reduce the value of such allotments ... to the extent necessary to comply with the
provisions of this subsection.”)



G. FOSTER CARE

The federal Foster Care and Adoption Assistance programs operate as conditional
spending, giving states funding for programs that have been federally approved. These programs
constitute one of the smaller mandatory spending programs, with $6.6 billion spent in 2007 and
$6.7 billion estimated for fiscal year 2008.” Currently, states that operate these programs may
seek federal matching funds for the administrative costs of running these programs,’® including
social worker salaries.”” These programs have permanent budget authority, for “such sums as

may be necessary.”78 Funds are appropriated annually.

H. STUDENT LOANS

There are two student loan programs on the mandatory side of the budget; the Federal
Family Education Loan Program (“FFEL”) and the William D. Ford Direct Student Loan
Program (“FDSLP”). Both loan programs are authorized by the Higher Education Act of 1965
(“HEA”). The FFEL program was first authorized in 1965 and the FDSLP in 1992 Amendments
to the HEA. The HEA is statutorily required to be reauthorized every five years, though it
contains a provision for an automatic one-year extension. Extensions of the HEA beyond a six-
year period must be authorized by Congress.

Both Direct and FFEL loans are low-interest loans for students and parents to help pay
for the cost of higher education. While both loan programs are mandatory, the federal

government assumes different liabilities. In the Direct Loan program the lender is the U.S.

> See HISTORICAL TABLES, supra note 1, at 143.

6 See Emilie Stoltzfus, CRS REPORT FOR CONGRESS: CHILD WELFARE: FOSTER CARE AND ADOPTION ASSISTANCE
PROVISIONS IN THE BUDGET RECONCILIATION BILLS, 4 (2005), available at
http://www.opencrs.com/rpts/RL33155_20051118.pdf.

" See id.
8 See 42 U.S.C.A. § 670.



Department of Education and in the FFEL program loans are guaranteed by the federal
government but made with private capital from banks or other financial institutions. The statutes
of the two programs authorize the Secretary of Education to spend such sums as may be
necessary to satisfy the federal obligations of the programs. Administrative funds for both
programs are appropriated annually. In 2008, the FFEL program accounts for 79.9% of new
student loan volume and the FDSLP accounts for 20.1% of new student loan volume.”
Congress also used the 2006 reconciliation bill to achieve modest cuts to the federal
student loan program. It did so by adjusting borrower costs and by mandating that lenders who
make more than fair market returns on student loans must rebate the difference to the federal
government. In total, the 2006 reconciliation bill is projected to reduce mandatory spending on
federal student loans by almost $12 billion in the next five years.** More recently, a 2007 bill

reducing lender subsidies passed Congress by relying on the reconciliation procedure to bypass a

possible filibuster.®'

L FLOOD INSURANCE

In 1968, Congress created the National Flood Insurance Program (“NFIP”) (P.L. 90-448,
82 Stat 573) in response to the trend of development and redevelopment in flood-prone areas, the
increasing damages caused by floods, and rising cost of taxpayer funded disaster relief for flood
victims. The Act established a comprehensive risk management program to: (1) reduce suffering

and economic losses due to floods through the purchase of flood insurance; (2) promote state and

7 See U.S. DEPARTMENT OF EDUCATION, FISCAL YEAR 2009 BUDGET SUMMARY, (2009), available at
http://www.ed.gov/about/overview/budget/budget09/summary/edlite-section2d.html. The Federal Family Education
Loans account for $56.2 billion, while Direct Loans account for $14.1 billion.

80

81 Libby George, “Broad Student Aid Overhaul Clears,” CQ Weekly, Sept. 10, 2007.



local land-use controls to guide development away from flood prone areas; and (3) reduce
federal expenditures for disaster assistance and flood control. The NFIP involves a partnership
among FEMA specialists and contractors, thousands of insurance agents and claims adjusters,
private insurance companies, floodplain managers, and other public officials, lenders, and real
estate agents. Federal flood insurance is currently offered to homeowners, renters, and business
owners in participating communities that adopt and enforce NFIP floodplain management
regulations.*

Congress created the National Flood Insurance Program (“NFIP”) in 1968 in response to
the rising cost of taxpayer funded disaster relief for flood victims and the increasing amount of
damage caused by floods. The NFIP is managed by the Mitigation Division of the Federal
Emergency Management Agency (“FEMA”). Nearly 20,000*’ communities across the United
States and its territories participate in the NFIP by adopting and enforcing flood plain
management ordinances to reduce future flood damage. In exchange, the NFIP makes federally
backed flood insurance available to homeowners, renters, and business owners in these
communities. Over 5.5 million NFIP policies are in effect throughout the country.84

Flood Insurance is required to obtain secured financing to buy, build, or improve
structures in Special Flood Hazard Areas (“SFHAs”). Federally-regulated and/or insured lending
institutions determine whether a structure is located in a SFHA and are responsible for providing

written notice of federal flood insurance requirements. Flood insurance is available to any

property owner located in a community participating in the NFIP.

82 See Rowle O. King, CRS REPORT FOR CONGRESS: FEDERAL FLOOD INSURANCE: THE REPETITIVE LOSS PROGRAM,
(2005), available at http://www fas.org/sgp/crs/misc/RL32972.pdf.

83 See NFIPServices.com, QUESTIONS AND ANSWERS (2004), available at http://www.nfipservices.com/
DesktopDefault.aspx?tabindex=4&tabid=4.

% Federal Emergency Management Agency, TOTAL POLICIES IN FORCE BY CALENDAR YEAR, available at
http://www.fema.gov/business/nfip/statistics/cy2006pif.shtm (last updated August 3, 2007). Exact figure as of 2007
is 5,517,089 policies.



The NFIP is considered self-supporting for the average historical loss year. Its operating
expenses and flood insurance claims are funded through premiums collected for flood insurance
policies. The Program has borrowing authority from the U.S. Treasury for times when losses are
extraordinary; however, such loans are repaid with interest. While funding is mandatory for the
federal Flood Insurance Program, federal dollars for the Flood Insurance Fund are appropriated
annually by Congress. NFIP salaries and expenses, flood hazard mitigation, operating expenses,
agents’ commissions and taxes, and interest on Treasury borrowings are also appropriated
annually.

Though the NFIP is normally a self-supporting program, it has received greater attention
since the devastation created by Hurricane Katrina in August 2005. Hurricane Katrina resulted
in more than $15 billion in payouts by the NFIP, easily the highest payout for any single disaster
on record.® In fact, the payouts from Katrina victims are greater than the combined historical
payouts from the NFIP.* In response to Katrina, Congress quickly passed the NFIP Further
Enhanced Borrowing Authority Act of 2005, 87 which authorized an estimated $15 billion
increase in direct spending in fiscal years 2006 and 2007.%® While the increased direct spending
resulting from Hurricane Katrina is an understandable aberration from historical norms, it also
demonstrates how estimates of future expenditures can be drastically altered by new

circumstances.

% Federal Emergency Management Agency, SIGNIFICANT FLOOD EVENTS, available at
http://www.fema.gov/business/nfip/statistics/sign1000.shtm (lasted updated December 31, 2007). Katrina claims
totaled $15,850,563,024.

8 Id. Since its creation, the NFIP has paid out $11,743,649,922 in non-Katrina incidents.
%7 NFIP Further Enhanced Borrowing Authority Act of 2005, Pub. L. No. 109-106, 119 Stat. 2288.

% Congressional Budget Office. CBO COST ESTIMATE, available at
http://www.cbo.gov/ftpdocs/69xx/doc6903/hr4 133pgo.pdf (published November 22, 2005).



IV.  CONCLUSION

This briefing paper has examined the funding mechanisms for several of the largest
mandatory spending programs on the federal budget. Clearly, no standard mechanism exists.
Indeed, while these spending programs promise certain substantive benefits, simply categorizing
the program as “mandatory” does not mean that funding for that program is automatic — or
sufficient, for that matter. As this review has demonstrated, some programs rely on annual
appropriations, while others rely on trust funds, which themselves are funded in numerous ways.
Given the significant nature of these differences, it is plausible that the funding mechanism for

these programs may be an important determinant of how “mandatory” that program is.



APPENDIX: ANALYSIS OF EXPENDITURE STABILITY FOR MAJOR PROGRAMS

Summary

This appendix offers a basic statistical analysis of expenditures from Social Security, Medicare, and Medicaid
since 1977. All expenditures figures were gathered from the President’s Budget produced by the Office of
Management and Budget.*” The Gross Domestic Product figures were gathered from the Bureau of Economic
Analysis.”

This analysis consists of basic linear regressions on the three major programs’ expenditures. The regressions
were performed on each program three times, using three different normalizations of the data. First, the data
was normalized for inflation by fixing all figures at the FY 2000 dollar value. Secondly, the data was
normalized as a percentage of total government expenditures in that fiscal year. Finally, the data was
normalized as a percentage of the Gross Domestic Product for that year, as calculated by the BEA. Although
only the first regression explicitly accounts for the inflation, the other two regressions indirectly absorb
inflation.

The purpose of this analysis is to evaluate the relative stability of the expenditures in the major mandatory
spending programs. The statistical evidence, while illuminating, cannot be accepted on its face, as the linear
regression is simply an attempt to evaluate relative stability; indeed, there is no underlying reason the program
expenditures should track linearly. However, it is notable that non-linear regressions were analyzed but are
excluded from this appendix, as they yielded no valuable results beyond those presented here.

The graphs below present linear regressions, with the grey areas denoting 95% confidence intervals for the

regression. Each graph is accompanied by summary statistics on the spending within that time period. Each
graph presents data from 1977 through 2007. Data from 2008 could not be confirmed in time for this analysis.

Social Security Data:

Table 1-A
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% See OFFICE OF MGMT. AND BUDGET, HISTORICAL TABLES, BUDGET OF THE UNITED STATES GOVERNMENT FISCAL
YEAR 2009 (2008), available at http://www.whitehouse.gov/omb/budget/fy2009/pdf/hist.pdf.

% See BUREAU OF ECONOMIC ANALYSIS, NATIONAL ECONOMIC ACCOUNTS, available at
http://www.bea.gov/national/index.htm#gdp.



Table 1-B

Social Security Spending as % of Total Spending
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Social Security Spending as % of GDP
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Social Security Discussion:

As Table 1-A indicates, the inflation adjusted growth of Social Security has been extremely predicable in the
last thirty years. With an R-squared value approaching a perfect regression and extremely tight 95% confidence
interval, Social Security spending has grown at a steady and linear rate.

The other two graphs are misleading, as they indicate unpredictably where there in fact is none. The linear
regression maps very poorly onto both % of total spending and % of GDP, as the R-squared values approach
zero. However, the standard deviations of both variables are quite low, and the 95% confidence intervals is
quite small. Therefore, while the linear regression appears inapt, the reality is that differences between the
values have been very small, meaning that as compared to total government spending and GDP, Social Security
spending has been quite stable.



Medicare Data:

Table 2-A

Linear Regression of Medicare Spending since 1977
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Linear equation:
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Linear equation:
y =.167639x — 328.168

95% CI:

For coefficient:  [.152752
.182527]

For constant:
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R-squared: 0.9482
Adjusted R-squared:  0.9464
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The inflation adjusted linear regression in Table 2-A is not quite as strongly linear as the Social Security
regression, but with R-squared values ~.96, the difference is barely in the range of statistical significance.

As Tables 2-B and 2-C indicate, Medicare spending has grown as a percentage of both total spending and
GDP, distinguishing it from Social Security. However, the growth patterns as compared to both total spending
and GDP are quite linear, as both regressions have R-squared values ~.94. The confidence intervals are also
quite tight, even as compared against Table 2-A. As a result, while Medicare spending has been growing at a
rate faster than all the normalization factors, the growth trend is still predictable. The stability of the growth
trend may be due to equally stable increases in the program’s costs.

Medicaid Data:
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Table 3-A

Linear Regression of Medicaid Spending since 1977
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Medicaid Spending as % of Total Spending Linear equation:
y =.129975x — 255.893
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Medicaid Discussion:

Table 3-A shows that Medicare has the weakest linear regression of all three programs for the inflation adjusted
data. While the R-squared value is still strong, the confidence interval is relatively wide. That weakness is
borne out in the other two regressions, as the R-squared values are low as compared to the Medicare regression
models.

What is notable about both the Medicare and Medicaid models is that the peaks and valleys of the
regression residuals are actually more pronounced when normalized for total spending or GDP, as compared to
normalizing only for inflation. While this may be evidence of shifts in healthcare costs, such shifts would likely
also affect the economy as a whole. It may be the case that these shifts in healthcare costs have only a minimal
effect on the economy; it may also indicate other factors, such as adherence to rising healthcare entitlements at
the expense of discretionary spending.



SUPPLEMENTAL APPENDIX: ANALYSIS OF EXPENDITURES FOR OTHER PROGRAMS

Summary

This appendix offers a basic statistical analysis of expenditures from Food Assistance, Federal Employee
Pensions, and Payments to States for Foster Care since 1977. All expenditures figures were gathered from the
President’s Budget produced by the Office of Management and Budget.”'

This analysis consists of basic linear regressions on the three programs’ expenditures. The regressions were
performed on each program twice, using two different normalizations of the data. First, the data was
normalized for inflation by fixing all figures at the FY 2000 dollar value. Secondly, the data was normalized as
a percentage of total government expenditures in that fiscal year. Although only the first regression explicitly
accounts for the inflation, the both regressions indirectly absorb inflation.

This supplement provides data for comparison against the expenditures in the major mandatory spending
programs (Social Security, Medicare, Medicaid).

The graphs below present linear regressions, with the grey areas denoting 95% confidence intervals for the
regression. Each graph is accompanied by summary statistics on the spending within that time period. Each
graph presents data from 1977 through 2007. Data from 2008 could not be confirmed in time for this analysis.
The foster care analysis begins in 1981, as that is the first year the federal government supported state foster
care programs.

Food & Nutrition Assistance Data:

Table 1-A
Food Assistance Spending Linear equation:
(Inflation Adjusted for FY 2000 dollars) y =.584476x — 1134.29
[
o o * 95% CI:
For coefficient:
[.439751 .729201]
0 For constant:
[-1422.59 -845.997]
2
§ S R-squared:
= 0.7017
Adjusted R-squared:
QA 0.6914
9
1977 1982 1987 1992 1997 2002 2007

Years

°1 See OFFICE OF MGMT. AND BUDGET, HISTORICAL TABLES, BUDGET OF THE UNITED STATES GOVERNMENT FISCAL
YEAR 2009 (2008), available at http://www.whitehouse.gov/omb/budget/fy2009/pdf/hist.pdf.




% of Total Spending

Table 1-B

Food Assistance as % of Total Spending
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Linear equation:

y =-.0000662x + .150757

95% CI:
For coefficient:
[-.0001496 .0000172]

For constant:
[-.015339 .316854]

R-squared:

0.0834

Adjusted R-squared:
0.0518

Food & Nutrition Assistance Discussion:

Both tables demonstrate a somewhat predictable, but non linear, relationship between time and food assistance
spending. Non linear regressions were attempted, but ultimately abandoned. While food assistance spending
has increased in real terms, it has decreased very slightly as a percentage of total spending. Therefore, time
alone is not a strong predictor of trends in food assistance expenditures. As food assistance expenditure (mostly
food stamps) are adjusted to meet needs, it is not surprising to find that this area of spending fluctuates in a non-
linear fashion.

Federal Employee Pension Data:
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Table 2-A

Federal Employee Pensions
Inflation Adjusted for FY 2000 dollars

T
1977

T T T
1992 1997 2002

Years

T T
1982 1987

T
2007

Linear equation:
y =.757122x + 1940.86

95% CI:
For coefficient:
[.721264 .792981]

For constant:

[1938.40 1943.32]

R-squared:

0.9847

Adjusted R-squared:
0.9842




Table 2-B

Linear equation:

© Federal Employee Pensions as % of Total Spending y =-2677.85x — 2106
37 o
[ 95% CI
For coefficient:

<« [-4003.05 -1352.660]
mg 7 For constant:
= [2049.52  2162.48]
c
()
czf g | R-squared:
g 0.3707
= Adjusted R-squared:
o
R 0.3490
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Federal Employee Pension Discussion:

Table 2-A demonstrates that the pension program spending has been extremely linear, when inflation adjusted.
There have been periodic benefits increases, but this data seems to indicate that those increases have not been
greater than inflation. Popular concerns regarding the increased funds required to fund the retirement of the
Baby Boomer generation aside, retirement payment programs such as Social Security and pensions seem to be
highly predictable, and the more dramatic increases seem limited to the healthcare programs, where the rise in
per-person costs is as much to blame as increasing number of claimants.

Again as with food assistance, although spending has increased in real terms, it has decreased slightly as a
percentage of total spending, particularly in the last five years.




Foster Care Data:

Table 3-A

Foster Care Linear equation:
Inflation Adjusted for FY 2000 dollars

y =.238034x — 471.303

95% CI:

For coefficient:

[.217143 .258925]

For constant:
[-512.960 -429.65]

R-squared:

0.9566

Adjusted R-squared:
0.9548
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Table 3-B
) Linear equation:
Foster Care as % of Total Spending y =.0001039x — .20536
?8’ 1
’ 95% CI:
For coefficient:

. [.000087 .000121]

81 For constant:
2 [-.238849 -.171871]
S
& a R-squared:
e h 0.8666
2 Adjusted R-squared:
S 0.8613
3°
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Foster Care Discussion:

This more recent program (begun in 1981) also appears to be quite linear, growing linearly both in inflation
adjusted terms and as percentage of total spending. This is the only one of the three analyzed programs which
exhibits linear spending growth when normalized as percentage of total spending. Since this program is a grant
to states based on state spending/needs, this linearity is not altogether surprising.



Frequency of

Comparison of Mandatory Expenditures

Frequency of

Earmarked Revenues

Program Appropriations Mechanism Authorization Appropriation Size of Appropriation Source of Revenues Nature of Expenses Linked to Expenses?

Social Security Appropriations made to the n/a Permanent Social Security taxes (12.4% of wages), Social Security taxes; | Entitlement (age) No

Old-Age Old-Age Trust Fund. plus taxes on benefits, less amounts directed | General revenues if

Benefits paid from that fund. to the Disability Trust Fund (see below). trust fund insufficient
Social Security Appropriations made to the n/a Permanent Currently 1.8% of wages, but adjusted Social Security taxes; | Entitlement (disability) No
Disability Disability Trust Fund. periodically. General revenues if
Benefits paid from that fund. trust fund insufficient
Medicare Appropriations are made to n/a Permanent Medicare taxes (2.9% of wages). Medicare taxes; Entitlement (age or end- | No
Part A the HI Trust Fund. Benefits General revenues if stage renal disease)
are paid from that fund. trust fund insufficient
Medicare Appropriations made to the Permanent Annual Up to the authorized amount. Authorized General revenues; Entitlement (age and No earmarked
Part B SMI Trust Fund. Benefits amount is determined by formula, and is partially funded by voluntary enrollment). revenues, but
paid from that fund. roughly 75% of the actuarially determined premium payments authorized amount is
cost of Part B benefits. (Enrollees pay from enrollees. linked to expenses.
remaining amount as premiums).
Medicare Appropriations made to HI, See Parts A, B and See Parts A, B See Parts A, B, and D. See Parts A, B and D. | Entitlement (age and See Parts A, B and D.
Part C SMI, and Prescription Drug D. (PartCisa and D. voluntary enrollment)
Account. Benefits paid from combination of
these funds. Parts A, B and D).
Medicare Appropriations made to the Permanent Annual Up to the authorized amount. Authorized General revenues; Entitlement (age or No earmarked
Part D Prescription Drug Account amount is equal to the size of benefits to be | partially funded by income) revenues, but
within SMI. Benefits paid paid under the Prescription Drug Plan. premium payments authorized amount is
from this account. from enrollees. linked to expenses.
Medicaid Annual appropriations bills. Permanent Annual Up to the authorized amount. Authorized General revenues Conditional Spending — | No earmarked
amount is “a sum sufficient to carry out the grants to states that revenues, but
[program].” establish qualifying authorized amount is
programs. linked to expenses.

Food Stamps Annual appropriations bills. Periodic, currently Annual Up to the authorized amount. The General revenues Entitlement (income) No earmarked

through 2007 authorized amount is “such sums as are revenues, but
necessary.” authorized amount is
linked to expenses.

Child Nutrition | Annual Appropriations Periodic Annual Sums as necessary General revenues; Entitlement (income) No.

receipts from
customs duties.

Foster Care Annual Appropriations Permanent Annual Sums as necessary General revenues Conditional Spending No earmarked
revenues, but
authorized amount is
not linked to expenses.

Student Loans Annual Appropriations Periodic Annual (for Sums as necessary, subject to restrictions General revenues Entitlement No earmarked

administration (demonstrated financial revenues, but
only) need) authorized amount is
linked to expenses.

Flood Insurance | Annual Appropriations Periodic Annual Sums as necessary, subject to restrictions General revenues; Contingent liabilities for | No earmarked

Premium payments enrollees. revenues, but
from enrollees. authorized amount is
linked to expenses.

Highway Projects are funded with Periodic Annual Up to the authorized amount. Authorized Highway Trust Fund | Discretionary No

Projects annual appropriations from (SAFETEA-LU) amounts for each year are set forth in expenditures.

.| theHighwayTrustFund. | | | SAFETEA-LU.
Highway The Highway Trust Fund n/a Periodic, Various transportation taxes, less amounts Transportation taxes
Trust Fund receives a multiyear currently transferred to other transportation trust

appropriation. through 2009 funds.




