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President's FY 2001 Budget Ignores Spending Caps
Use of "Current Services Baseline" Makes Proposed Spending
Increases Appear Smalle r

The essential budget dispute for FY 2001 i s
about where to start, specifically, what patter n
of spending growth should be used as the

baseline . The selection of the baseline is cru-
cial because whenever Congress or the Presi-
dent proposes a change in government spend-
ing, the increase or cut is quantified by com-
paring it to the baseline (see chart at left) .

The Tax Foundation's annual short analysi s
of the President's budget is Special Report #94:
The President's Fiscal Year 2001 Budget b y
economist J. Scott Moody. A complete citizen s
guide to the President's budget is th e
Foundation's annual Taxpayers Guide to Federal
Spending, Fiscal Year 2001, available soon ($40) .

Until 1985, the typical starting point in the
effort to gauge federal spending was some -
thing called the "current services baseline ."
This is the ultimate expression of autopilo t
budgeting . Roughly speaking, it establishes the
level of spending that would occur if current
spending were increased for inflation, for de-
mographic shifts, and for already legislate d
changes in tax or spending laws .

Budget experts defend the current ser-
vices concept as a policy-neutral device t o
facilitate budget discussions . It has serious
problems though . It leads to confusing and
apparently contradictory statements abou t
whether spending is increasing or decreasing .
For example, it allows one congressman to

See Budget Baselines on page 3

Compared to What? The Budget vs . the Baseline s
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How the Federal Government Plans to Spend
Your Tax Dollar in Fiscal Year 2001

How does President Clinton propose to
spend your federal tax dollar in fiscal
2001? A lot differently than in fiscal
1991, '81, '71 or '61, according to th e
Tax Foundation's annual comparison .

Assuming that Congress makes no
dramatic changes in the President' s
FY2001 budget, 58t out of every tax
dollar will be spent on three areas —
Social Security, health and medical, and
income security (see chart at left) .
These program areas are "mandatory," s o
the federal government automatically
spends a legally determined amount o f
money.

Compared to previous budgets (see
pie charts below), the biggest change s
in the last four decades can be found in
how much Uncle Sam spends on
health-related programs and on national
defense . In FY 1961, Uncle Sam spent
only 1 t out of every tax dollar on
health, and even after Medicare an d
Medicaid had been enacted, that cos t
rose to 6 on the dollar in 1971 an d
10t in 1981 .Those are small slices o f
the national pie compared to the 21 t
that is planned for 2001 .

On the other hand, the portion o f

How Uncle Sam Has Sliced Up the Federal Pie in the Pas t
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federal spending devoted to national
defense has fallen from 514 out of ev-
ery tax dollar in FY 1961, to 234 in FY
1981, to 164 in FY 2001 .

Net interest payments on the fed-
eral debt are projected to fall signifi-
cantly in FY 2001 compared to ten
years ago, from almost 154 on a dolla r
in 1991 to slightly more than 114 in th e
coming fiscal year.

In the President's
FY2001 budget, 58C ou t
ofevery tax dollar will
be spent on three
areas—Social Security,
health and medica4 and
income security.

The FY 2001 budget shows that
"discretionary" spending — such a s
defense, education, agriculture, and
transportation — now plays a compara-
tively minor role — only about 30t on a
dollar. Mandatory spending and ne t
interest now account for 704 . In con-
trast, back in FY 1961, the portions
were reversed: discretionary spendin g
was roughly 704 out of every federal
tax dollar — 514 of which went to
national defense — while entitlement s
and net interest payments took up
about 304 . 1

FY 1971

Budget Baselines from page 1

argue accurately that his favorite pro-
gram is fiscally responsible because it s
cost is dropping, while another con-
gressman who opposes the same pro -
gram can argue truthfully that th e
program's cost is rising .

After the Gramm-Rudman-Holling s
Act in 1985, the baseline was decide d
according to agreed-upon deficit rules ,
and after the 1990 Budget Enforcemen t
Act these were replaced with spending
targets that were reset in the 1997 bud-
get deal . These spending targets are
technically still in effect for fiscal year
2001, but they have been so badly
abused in prior budgets that they have
little credibility. Thus, the President in
his new budget assumes a return to
current services budgeting, agains t
which all increases and decreases in
spending are measured .

In January 2000 the Congressiona l
Budget Office (CBO) laid out three alter-
native budget baselines reflecting differ-
ent assumptions about the future path
of discretionary spending. These
baselines, along with the OMB's curren t
services baseline and the President' s
proposed spending levels are presented
in the chart on page 1 . The path with
the lowest spending, dubbed the
"capped" variation, assumes the current -
law caps remain in effect through 200 2
and that discretionary spending grows
with inflation thereafter. The next low-
est spending path, dubbed the "freeze "

FY 1961

Publication Summary

General : Special Report No . 94 ; ISS N
1527-0408 ; 8pp . ; $10 or $50/yr. for 1 0
issues on varied fiscal topic s
Title : The President's Fiscal Year 200 1
Budge t
Author: J . Scott Moody
Date : February 2000
Subject : Explains the objectives an d
clarifies the cost of President Clinton' s
last budget submission . The cost need s
clarification because of the budget' s
return to "current services budgeting . "
Moody defines this budget concept an d
quantifies the President's budget re -
quests by comparison to other types o f
budget measures .

variation, assumes discretionary spend-
ing in 2001 is frozen at 2000 levels, and
grows with inflation thereafter. The
highest level CBO spending path ,
dubbed "inflated," assumes that spending
for discretionary programs grows at th e
rate of inflation every year after 2000 .

None of these alternatives is neces-
sarily the right answer . All of the alter-
natives show spending rising rapidly in
the future . All but the variation calle d
"capped" assumes Congress will simply
do away with the spending caps agreed
to in 1997 . Only the President' s
baseline and the CBO "inflated" varia-
tion are likely to influence the debate
because the others imply a level of
spending restraint Washington has fore-
sworn in the era of budget surpluses . e
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Tremendous surpluses in the budget offer a once-
in-a-generation opportunity to build afuture of
lasting prosperity. Now is the time for Washington
to make lasting choices about federal spending. . . .
Congress' first obligation is to put Social Security
and Medicare off limits to pork barrel spenders .

rated in the FY 2000 budget resolution
as a rule that makes it out of order t o
pass, or even debate, a budget resolu-
tion that would tap the Social Securit y
trust fund . As a result of these efforts ,
last year, for the first time in forty years ,
we reserved every penny of the Social
Security surplus, thereby keeping our
promise to Social Security's current and

John Ashcroft is a Republican United

	

future beneficiaries . The combination
States Senator from Missouri.

	

of fiscal discipline and saving Socia l

Governing in
an Era of
Surplus: The
Case for the
Lockbox, Debt
Paydown, and
Tax Relief

By U.S. Senator John Ashcroft (R-MO)

The Congressional Budget Office
has projected over the next 10 years
that the federal government will take in
$24 .4 trillion in tax revenue . Because
of the fiscal discipline imposed by Con-
gress in the past five years, revenue s
will exceed projected spending obliga-
tions between now and 2010 by be-
tween $800 billion and $1 .9 trillion .
These tremendous surpluses in the
budget offer a once-in-a-generation
opportunity to build a future of lasting
prosperity. Now is the time for Wash-
ington to make lasting choices about
federal spending .

Congress' first obligation is to put
Social Security and Medicare off limits
to pork barrel spenders . We need to
save this money by using it to pay
down the debt. Washington must stop
spending Americans' retirement money
on continuing programs that have noth-
ing to do with retirement .

We have already made considerable
progress in creating a Lockbox for So-
cial Security. In March 1999, I intro-
duced the "Protect Social Security Ben-
efits Act ." This was the first bill to cal l
for reserving every penny of the Social
Security trust fund for the retiremen t
benefits promised to the American
people . Part of this bill was incorpo -

FRONT & CENTE R

Security has led to a reduction of nearly
$300 billion in the national debt, and t o
a projected paydown of the entire debt
between 2010 and 2015 .

This year, to build on this progress,
I have introduced "The Social Securit y
and Medicare Safe Deposit Box Act, "
(S . 1962) . This legislation would reserve
all of the Medicare Part A surpluses for
Medicare . The Medicare Part A trust
fund derives from payroll taxes dedi-
cated to this purpose, and my bill re -
quires that Washington keep the prom-
ise of health care inherent in Medicare
Part A .

After we have placed the Social Secu-
rity and Medicare surpluses in a Lockbox ,
we should address the excessive tax
burden imposed on working Americans
and their families . Today, Washingto n
takes more money from the America n
taxpayer than at any time in history. On
average, taxpayers had to work until May
11, 1999, before they earned enough to
pay their taxes last year.

Such heavy taxation is a significan t
burden on the American people and the
economy. Since the start of the Clinton
Administration, federal taxes on the
American people have increased b y
nearly two-thirds . From almost $1 . 2
trillion in fiscal 1993 (President Bush' s
final budget year), the federal tax bur -
den grew to $1 .8 trillion in 1999 . In
1999, taxpayers paid 58 percent more
in income taxes than they did in 1993 .

Taxes also have grown significantly
as a share of the economy. In 1999 ,
federal taxes were 20 percent of th e
Gross Domestic Product (GDP)—the
highest since World War II . Let us pu t
this distressing fact into perspective .
Americans financed and fought the
Cold War, wars in Korea, Vietnam, and
the Persian Gulf with a lower tax bur -
den than we carry today. Americans
solved national crises, survived natural
disasters and made the world safe onc e
again for freedom—with lower taxe s
than today.

Tragically, American families are the
victims of fiscal gluttony in Washington .
While tax burdens do vary from state to
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state, the median-income, two-earne r
family in America pays about 38 per-
cent of its income to federal, state an d
local taxes . The typical American tax-
payer must turn over to government
nearly four out of every ten dollars he
or she earns with his or her hard work.

As Governor of Missouri, we kept
taxes low. In 1992, my final year in
office, a report by the Advisory Com-
mission on Intergovernmental Relation s
ranked Missouri's state and local ta x
burden second lowest in the nation —
lower than 48 other states . Unfortu-
nately, this has not remained the case i n
Missouri . The tax burden is rising in my
state . According to the Tax Foundation,
Missouri now ranks 39th in the nation
in total tax burden. Without the voter-
enacted tax ceiling, which requires
refunds of excess tax revenue to the
taxpayers, Missouri would rank 17th i n
the nation in overall tax burden, the Tax port tax relief, but his actions contra -
Foundation has found .

	

dict his words . His new budget pro-
poses over 90 new taxes, and calls for
only $4 .4 billion in net tax cuts over
five years . Ninety-seven percent of
Clinton's proposed tax cuts would no t
materialize until FY 2006 or later.

The American people cannot wait
that long. The marriage penalty im-
poses real costs on families : 42 per-
cent of married couples pay an averag e
of $1,400 in extra taxes solely because
they are married . Families are the cor-
nerstone of society and civilization
itself. Government policies should
encourage marriage, not penalize it .
This $30 billion penalty on married
couples sends the wrong message t o
young Americans considering the most
important decision of their lives . Thi s
year, the House of Representatives al-
ready has passed Ways and Means Com-
mittee Chairman Bill Archer's legislatio n
to provide substantial relief from the
marriage penalty relief. Unfortunately,
Lawrence Summers, President Clinton' s
Treasury Secretary, has announced that
the Administration would oppose this
needed marriage penalty relief.

With our financial house in goo d
health and regularly improving,Americ a
has taken essential first steps toward
ensuring our long-term financial secu-
rity. But as the marriage penalty debate
demonstrates, there is more to do . The
tax burden that Washington imposes on

Of course, the bulk ofAmericans '
tax burden comes from Washington .
Despite expected surpluses that may

"The Social Security and
Medicare Safe Deposit Box
Act," (S. 1962) would reserve
all of the Medicare Part A
surpluses for Medicare. The
Medicare Part A trust fund
derives from payroll taxes
dedicated to this purpose,
and my bill requires tha t
Washington keep the
promise of health care
inherent in Medicare Part A.

reach $1 .9 trillion over the next de-
cade, President Clinton still resists rea l
tax relief. In 1999, the President ve-
toed Congress' $792 billion tax cut
that would have cut rates, eliminate d
the marriage penalty and the estat e
tax, and increased saving incentives for
retirement .

This year, he has claimed to sup -

the American people is just too high .
Today, with the economy strong and th e
government taking necessary steps t o
shore up Social Security and Medicare
and reduce the national debt, it is the
right time to lighten the load carried by
American taxpayers .

These commitments—protecting

The marriage penalty
imposes real costs on
families. 42 percent of
married couples pay a n
average of $1,400 in extra
taxes solely because they
are married. . . . Government
policies should encourage
marriage, not penalize it .

Social Security and Medicare, paying
down the debt, and allowing taxpayer s
to keep more of their own money—are
the keys to building our future on a
foundation of fiscal responsibility.

The Tax Foundation invites a national
leader to provide a Front and Center "
column each month in Tax Features.
The views expressed are not necessarily
those of the Tax Foundation.
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Telephone Excise Tax and Universal Service
Program Ripe for Repeal, According to New Study
The federal telephone excise tax, the
universal service program, and all it s
attendant taxes, charges, and subsidie s
violate basic economic principles an d
should be abolished, according to a
new Tax Foundation Background Pa -
per titled "Taxing Talk : The Telephone
Excise Tax and Universal Service Fees ."

The study's author is Stephen J.
Entin, executive director and chief
economist of the Institute for Researc h
on the Economics of Taxation (IRET) .

Why Do We Have a Tax on Talk?
Enacted as a luxury tax in 189 8

when only the wealthy owned tele-
phones, the federal telephone excis e
tax was enacted to finance the Spanis h
American War.

Over the decades, every war we
fought during the 20th century was
used to raise or extend the tax . It got a s

Defenders of the tax have
called it a user fee, but . . .
it's just a pure money
raiser that deposits
revenue right into the
general fund, not into a
trust fund that pays for
telephone service.

high as 10 percent in 1966 when Presi-
dent Johnson persuaded Congress that it
was a good way to help pay for the Viet-
nam War. During the 1980s, the tax wa s
scheduled to expire several times, but
the concern over budget deficits came
to its rescue, and the Revenue Reconcili-
ation Act of 1990 made the tax perma-
nent at three percent .

Entin explains that narrowly tar-
geted federal excise taxes on particular
goods and services distort prices, reduc-
ing economic efficiency and consume r
satisfaction . The government should

rely for its revenue on broadly based ,
less distorting taxes .

Obviously, telephones are no longe r
a luxury, so defenders of the tax have
called it a user fee, but it is by no defini-
tion a proper user fee . It's just a pure
money raiser that deposits revenue right
into the general fund, not into a trus t
fund that pays for telephone service .

The Misguided Attempt to
Provide "Universal Service "

Entin decries the long-running
"universal service program" that the
federal government forces on tele-
phone companies in an attempt to
lower the rates in high-cost areas . I t
imposes numerous hidden charges and
subsidies, boosting the price of servic e
for some subscribers to hold down th e
price for others, without regard to the
incomes of the people involved .

Where subsidies are deemed neces-
sary, according to Entin, they should be
provided through explicit outlays in th e
federal budget, readily visible for all to
see, funded through general revenues ,
and based on individuals' needs .

Hope for Reform
Several bills have been introduce d

in the Congress to repeal or scale bac k
the telephone excise tax or the univer-
sal service line fees, and to make any
fees that remain more visible to tele-
phone customers .

The improvements they suggest are
worth noting, but none of these propos-
als goes far enough, according to Entin .

Keeping the telephone excise tax for
any length of time for any purpose
invites its permanent retention. Allow-
ing the schools and libraries hook-up
program to proceed risks establishing a
new entitlement and interest group . I t
would be better to cancel the excise
tax, the hook-up fees and the hook-up
program immediately.

The universal service program itself
needs to be eliminated and replaced by
a more rational system of assistanc e
that focuses on boosting the income of

Publication Summary

General : Background Paper No . 34 ;
ISSN 1527-0408 ; 16pp . ; $25 or $60/yr.
for 6 issues on varied fiscal topic s
Title : Taxing Talk : The Telephone Excise
Tax and Universal Service Fee s
Author: Stephen J . Enti n
Date : March 2000
Subject : Narrates the history of th e
century-old federal telephone excise
tax . Explains the economic reason s
why narrowly targeted excise taxes are
worse for the economy than broadl y
based taxes . Criticizes the "universa l
service program" as an intricate web o f
inequitable, economically-destructive
fees and cross-subsidies that ill-serve s
the people whose rates it's trying t o
lower . Advocates abolition and replace-
ment of the welfare component with a
straightforward, annually appropriate d
income assistance program for th e
needy.

needy individuals rather than attempt-
ing to regulate the price of telephon e
services by geography, provider, an d
type of consumer. 4

Other Papers in the Tax
Foundation's Excise Tax

Research Progra m

♦The Unintended Consequences of the
Inland Waterway Tax

♦The Telephone Excise and the E-Rate
Add-on Tax

♦How Excise Tax Differentials Affec t
Cross-Border Sales of Beer in the United
States

♦Federal Excise Taxes and the Distributio n
of Taxes Under Tax Refor m

♦How Excise Tax Differentials Affec t
Interstate Smuggling and Cross-Border
Sales of Cigarettes in the United State s

♦ Burning Issues in the Tobacco Settle -
ment : An Economic Perspective

♦ How the McCain Bill Would Affect
Smokers' Wallets and the Undergroun d
Cigarette Market

♦ My Favorite Tax Hike, by G.O .Party
♦The Regressivity of Sin Tax: The Lifetime

Tax Burden of Taxes on Alcohol an d
Cigarettes

♦ The Use and Abuse of Excise Taxe s
♦Excise Taxes and Sound Tax Policy
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Annual Meeting Conclude s
with Call for Presidential
Appointment of Commission
on Commissions
Washington, D .C., March 15, 2000—At a
recent meeting outside Washington ,
D.C., the leadership of the Nationa l
Association of Past and Future Presiden-
tial Commissioners (NAPFPC) manage d
to rally a somber crowd at th e
Association's annual meeting into a mas s
of hopeful, energetic senior bureaucrats .

The NAPFPC was founded a decad e
ago in response to the growing use of
Commissions by the President, an d
occasionally the Congress (Members o f
Congressional Commissions are al -
lowed to join the NAPFPC on a provi-
sional basis—providing they don't do it
again .) These Commissions are typi-
cally created to study some issue of
national import such as rescuing Social

Security, the need for military bas e
closures, or the proper amount of water
to be used in toilets, and to report back
with recommendations—more water .
Given the enormous manpower and
research capabilities of the Federal
government, the clear purpose of thes e
Commissions is not to acquire or amas s
new knowledge . No, the purpose as al l
Commissioners soon realize is to de-
flect political pain away from the Presi-
dent and onto the Commissioners .

The Association was originally in-
tended as a support group for past an d
current Members of Commissions to
deal with the trauma of their experi-
ences. Most had agreed to serve the

country in
their expert
capacities ,
only to learn
they were
being thrown into a political vipers '
nest of Washington power politics wit h
little more than the prestige of the
President's imprimatur and a big budget
for cover.

With experience,Association mem-
bers quickly learned that a little training
would inoculate Commissioners against
the worst excesses of Washington poli-
tics, and advanced training could se e
Commissioners through most of th e
Washington media's gotcha game. As
word spread of the Association's suc -

cess, demand for membership quickly
blossomed among those who hoped to
someday be feted as a Presidential Com-
mission Member, and thus th e
Association's current name .

All is not well in Commission land ,
however. With the passing of the Clin-
ton Administration, most observers
expect the simultaneous passing of th e
greatest boom in Presidential Commis-
sion history. This President has proven
to be a wonk non-pareil, willing and
able to call for a commission to study
anything and everything . This ex-
pected slowdown in Commission busi-
ness was the source of the sour moo d
among NAPFPC members at the start of

the annual meeting .
After much hand-wringing the

President of the Association, Mr.
Commish himself, Joe Credentials, fel l
upon a solution that was unanimously
endorsed, once every member had a
full and fair opportunity to expres s
him or herself, or course . Dr. Creden-
tials suggested a two-year Presidentia l
Commission to study the history an d
efficacy of Presidential Commissions ,
called the Presidential Commission on
Commissions . Such a Commission, i t
was felt, would help get the Associa-
tion through the difficult time be-
tween Presidencies. It would also give
the Association time to infiltrate th e
new Administration to ensure a recep-
tive attitude by the various cabinet
secretaries to proposals for future
Commissions .

The proposed Commission was
seen to have a number of other advan-
tages . For example, a broad mandate
argued for an extensive membership ,
thus allowing the Association to swell
its ranks of former Commissioners
while proving itself to prospective
individuals considering membership i n
the Association in the hopes of becom-
ing Commissioners themselves one day.

The new Commission on Commis-
sions would have such a broad mandat e
that a case could well be made, if need
be, for the Commission's indefinit e
extension, or possibly even the Gold
medal of Commission work, its evolu-
tion into a free-standing, permanent
government agency.

Finally, such a Commission on Com-
missions would give the NAPFPC a rare
opportunity at its most cherished goal ,
a federal regulation that all future Presi-
dential Commissioners would have to
be pre-certified by the NAPFPC itself .
In fact, once the matter had been fully
discussed and reviewed by the various
subcommittees of the NAPFPC, the only
drawback anyone could see to the pro-
posed Presidential Commission on
Commissions was—it could accomplis h
too much . 0

J.D. Foster, Ph.D.
Executive Director &

Chief Economis t
Tax Foundation

The National Association of Past and Future
Presidential Commissioners was founded as a
support group to help past and current Members of
Commissions deal with the trauma of their
experiences.
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To make your point, you need that one perfec t
government spending statistic . How do you find it?

As anyone who ha s
examined the official
Budget of the U .S . Gov-
ernment quickly realizes ,
it's not meant to b e
understood . You'll be
frustrated if you want to
determine exactly where
the federal governmen t
spends our tax dollars
and exactly how much .

The Tax Foundation
makes it easier with A
Taxpayer's Guide to
Federal Spending, Fiscal
Year 2001. It uses all the
official terminology that
the Budget uses, so you
can refer to it with confi-
dence in official commu-
nications . Organizing the

Budget by department, agency, program area, an d
individual expenditure account ,
and using pie charts to give con-
cise pictures of how each depart-
ment divides up its budget, the
Taxpayer's Guide to Federal
Spending boils 2,500 pages down to one tenth of
that size, but you won't miss a thing . e

Boasting a greatly expanded presentation of th e
book's most requested table, the history of the
federal income tax, Facts and Figures on Gov-
ernment Finance appears in its 34th edition

from the Tax Foundation .
Published regularly

since 1941,Facts and
Figures on Governmen t
Finance brings together
data on public finance a t
all levels of government ,
with comparisons of tax-
ing and spending levels
spanning a half century.

♦ Do the wealthy pay
their share of income tax ?
♦ Which states get the
most in federal spending ?
♦ What are the trends in
local property tax?

Facts and Figures i s
the one-volume resourc e
that answers thousands of

such questions .
It includes material from out-

of-print government document s
and private sources . For librarie s
looking to fill the gap left by the

discontinuation of the Census Bureau's Govern-
ment Finance series, nothing else will do . e

A Taxpayer's Guide to
Federal Spending ,
Fiscal Year 200 1
ISSN 1528-038 1
ISBN 1-884096-10- 7
Edited by Scott Mood y
Spring 2000, 262 pp .
Paper $40 (s/h inc .)

..:	 :
U4nrrn.~e PntSthl(l

Facts and Figures o n
Government Finance
ISSN 0071-367 8
34th Editio n
Spring 2000, 300 pp .
Edited by Scott Mood y
Hard : $65 .00 (s/h inc .)
ISBN 1-884096-08-5
Paper: $45 .00 (s/h inc . )
ISBN 1-884096-09- 3

Please call or e-mail to
place your order today!
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