U.S. PRESIDENCY
December 2 and 5, 2012
WEEK 13: The President and the Budget
by Gerry McKeegan

E-Mail: gerrymckeegan@catholic.org
Blog: http://cptmacuspresidents2012.blogspot.com/
Dec 2 - St.Bibiana, Virgin, Martyr

Dec 5 - St. Sabbas, Abbott
Opening Prayer:  Father, in the wilderness of the Jordan, you sent a messenger to prepare people's hearts
for the coming of your Son. Help us to hear his words and repent of our sins, so that we may clearly see the way to walk, the truth to speak, and the life to live for Him, our Lord Jesus Christ. Amen
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A.
A BUDGET GLOSSARY
1.
Budget - An itemized summary of probable expenditures and income for a given period. A systematic plan for meeting expenses.

2.
Outlays - Expenditures and net lending of funds under budget authority during a 
    fiscal year (FY).  The spending side of the budget.



* Direct payments to individuals


* Spending on government programs

            
* Grants to state & local governments

* Interest payments on the national debt



* Payments to private organizations for participating in programs.

3.
Receipts - Income side of the budget composed of taxes and other compulsory payments to the government.

            
* Personal, corporate, & capital gain taxes

* Excise taxes

            
* Social security & unemployment insurance

* Estate & gift taxes

                 
   payroll taxes                            


* Custom duties

            
* Fees for services




* Sale of property

            
* Borrowings by the Treasury


4.
Budget deficit or surplus - 











5.
Fiscal vs. Calendar Year - 











6. 
Intergovernmental expenditure/revenue - amounts paid to or received from other governments either in the form of shared revenues and grants-in-aid, reimbursements for performance of general government activities or for specific services such as care of prisoners for the paying government, or in lieu of taxes.

7.  
Trust fund - Law requires that funds must be accounted for separately & used only for specified purposes. Examples: Civil Service & military retirement, Social Security, Medicare & Unemployment insurance.  Financed by  ___________.

8. 
Offsetting collections - collections from the public that result from business type or market oriented activities.  e.g. sale of postage stamps.


9. 
Budget Authority - Permission granted by Congress to the U.S. Treasury to pay

               
obligations incurred by government agencies.

10.
National Debt - Not to be confused with a fiscal year deficit, the national debt is the sum total of money owed by the U.S. government to those who have loaned it money & hold obligations in the form of U.S. Treasury bonds, Treasury bills & notes, or other U.S. obligations. The national debt is serviced by paying interest on these obligations each fiscal year.

The estimated gross national debt outstanding at the end of fiscal year 2012 was:

                                         

$ _________________________________.

The Net Interest paid on this debt in 2012 was 


 or ______ % of the Federal budget.

· The debt is in the form of U.S. Treasury securities which are owned by private investors, pension funds, banks, local, state and foreign governments. Federal agencies, such as the Social Security Administration, own some of the debt, so, the government in some cases is borrowing from itself.
· The United States owes to foreign governments and investors -- $ 5.5 trillion more or less.

· China is the country that owns the most U.S. debt, at $ 1.2 Trillion 
· Japan is next at $ 1.1 trillion, and the Oil Exporters third at $ 267 billion. 
· We owe Brazil 250.5 billion and Caribbean banking centers $ 240.4 billion.
· The problem with foreign governments and investors owning too big a slice of the debt is that too much of this country’s wealth will go abroad to pay the interest.

Foreign holders of U.S. Treasury securities
Foreign holders account for approximately one-third of all holders. The following is a list of the top foreign holders (over $100 billion) of U.S. Treasury securities as listed by the U.S. Treasury (revised by September 2012 survey):
	Leading Foreign Holders of U.S. Treasury Securities as of September 2012

	Economic Area
	billions of dollars (est.)
	ratio of owned U.S. debt to GDP (est.). 
	percent change since September 2011

	Mainland China
	1,155.5
	16.1%
	(9.0%)

	Japan
	1,130.7
	19.6%
	+14.9%

	Oil exporters1
	267.0
	n/a
	+5.9%

	Brazil
	250.5
	10.2%
	+10.6%

	Caribbean Banking Centers2
	240.4
	n/a
	+14.6%

	Taiwan
	200.4
	43.7%
	+20.3%

	Switzerland
	195.8
	30.1%
	+23.8%

	Russia
	162.8
	8.9%
	+8.6%

	Luxembourg
	148.1
	252.6%
	+15.8%

	Hong Kong SAR
	135.7
	56.6%
	+21.6%

	Belgium
	133.7
	26.4%
	+1.2%

	United Kingdom
	132.1
	5.5%
	+13.0%

	all others
	1,302.1
	n/a
	+29.9%

	Grand Total
	5,455.0
	
	+11.1%


1Saudi Arabia, Venezuela, Libya, Iran, Iraq, the United Arab Emirates, Bahrain, Kuwait, Oman, Qatar, Ecuador, Indonesia, Algeria, Gabon, and Nigeria

2Bahamas, Bermuda, Cayman Islands, Netherlands Antilles, British Virgin Islands and Panama

                                                 1970      1980      1990      2000      2008      2009      2010      2011      2012
Annual Receipts
(billions)

        192.8       517.1      1,032      2,025.2     2,524      2,105       2,162.7    2,173.7     2,627.4
Annual Outlays    (billions)

        195.6       590.9      1,253      1,789       2,982.5    3,517.7     3,456.2    3,818.8     3.728.7
Annual Budget Deficit/Surplus (billions)     - 2.8       -73.8       -221      +236.2       -459     -1,413      -1,294     -1,645      -1,101
Gross National Debt (billions)               370         909.0    3,233.3    5,674.2    10,025.0   11,956.6   13,561.6    14,781      16,059  
Annual Interest on Debt (billions)           19.3         74.9       264.8      362          451.2       383.1       414         454.4      359.8
 (as % of Annual Budget)    
       9.9%        12.7%      21.1%     20.2%        15.1%      10.9%       12%        11.9%       9.6%
  11. 
Controllable vs. Uncontrollable Outlays 
FY 2010 = 


Trillion $
a. Controllable outlays- discretionary spending by government agencies.

FY 2010 = ______________ trillion $

693.6 billion (National Defense)


467.8 billion (Domestic Non-Defense)


  45.2 billion (International Non-Defense)

b.
Uncontrollable outlays - involve legal claims by people to government payments or services, so that agency spending is mandated by law & not subject to discretionary cutbacks by agency officials. Required in entitlement programs such as:




________________________
_____________________
__________________

                

________________________
__________________________________________

                

_________________________________
____________________________________
FY 2010 = ______________ trillion $





706.7 billion (Social Security)






920.8 billion (Other)






622.1 billion (Means-tested entitlements)

 "You don't need more taxes to balance the budget.  Congress needs the discipline to stop spending more, and that can be done with the passage of a constitutional amendment to balance the budget."  (Ronald Reagan)

A budget determines government activities for the coming year, specifies when they will take place, and puts a price tag on them.
B. THE NATIONAL DEBT
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Source:  http://www.treasurydirect.gov/govt/reports/pd/feddebt/feddebt_ann2012.pdf
C.
CONSTITUTIONAL POWERS
1.
Presidents have no specified budget powers granted in Article 2 of the Constitution.

2.  
The constitutional powers to tax & spend are assigned to Congress in Article 1.

                

"No money shall be drawn from the Treasury, but in consequences of

                

appropriations made by law."

3.
The Premodern Budget Process - until 1921 budget politics were dominated by cabinet secretaries (especially Secretary of Treasury) and congressional committee leaders.

4.  
The Modern Budget Process
a. 
Congress passed Budget & Accounting Act of 1921.

b.
Created Bureau of the Budget (now OMB) located in the Treasury Department to "assemble, correlate, revises, reduce, or increase the estimates of the several departments or establishments."

            
c.  
The president was required to prepare an Executive Budget and transmit it to

                

Congress within 14 days after it convened for its annual legislative session.

d. 
Congress retained the final say about budgeting - its appropriations committees were assigned most money bills with their modifications to the president's budget.  Appropriation Committee recommendations are given great weight by Congress when it passes spending measures.

e. 
Appropriation bills still need to be signed or vetoed by president. 

D.
ASSISTING THE PRESIDENT WITH BUDGETING
1.  
The 1921 law created an agency (OMB) to prepare the budget estimates for the president.

2.  
OMB has a number of options in dealing with each department:

                
a.  
suggests small increases;

                
b.  
limits increases to adjustments for inflation;

c.  
freezes expenditures (the zero-base option) along with a freeze on new  activities and new hiring;

                
d. 
requires targeted or across the board cutbacks;

                
e.  
requires a reduction in nonessential activities.

OMB SENDS DEPARTMENTS A BUDGET CALL
[image: image4.png]Overview on Federal Debt Managed by the Bureau of the Public
Debt

Gross Federal Debt Outstanding

Federal debt managed by the Bureau of the Public Debt (BPD) comprises debt held by the public and debt held by
certain federal government accounts (under 31 U.S.C. § 3101), the latter of which is referred to as intragovermental
debt holdings. As of September 30. 2012 and 2011, outstanding gross federal debt managed by BPD totaled
$16,059 billion and $14.781 billion, respectively . The increase in gross federal debt of $1.278 billion during fiscal
year 2012 was due (o an increase in gross intragovernmental debt holdings of $133 billion and an increase in gross
debt held by the public of $1.143 billion. As Figure 1 illustrates, intragovermmental debt holdings and debt held by
the public increased by $387 billion and $5.461 billion. respectively. from September 30, 2008 to September 30.
2012. The primary reason for the increases in intragovernmental debt holdings is the excess annual receipts
(including interest carnings) over disbursements in the Federal Old-Age and Survivors Insurance Trust Fund, Civil
Service Retirement and Disability Fund. Military Retirement Fund. and DOD Medicare-Eligible Retiree Health Care
Fund. The increases in debt held by the public arc due primarily to total federal spending exceeding total federal
revenues. As of September 30, 2012, gross debt held by the public totaled $11.270 billion and gross
intragovernmental debt holdings totaled $4.789 billion.

Figure 1 Total Gross Federal Debt Outstanding
(in billions)

$10,011 $11,898  $13551 $14,781 $16,059

2008 2009 2010 2011 2012

As of September 30

OHeld by the Public ~ Bntragovernmental Debt Holdings

! Federal debt outstanding reported here differs from the amount reported in the Financial Report of the United States
Government because of the securities not maintained or reported by BPD which are issued by the Federal Financing Bank and
other specilfic securities issued outside of the authority of Title 31, ULS. Code, seetion 3101





DEPARTMENTAL OFFICIALS REVIEW AGENCY & BUREAU REQUESTS

DEPARTMENTS SUBMIT PROPOSED BUDGETS TO OMB FOR REVIEW

OMB CREATES ITS OWN BUDGET FOR EACH DEPARTMENT

FINAL REVIEW & ARGUMENTS BY CABINET SECRETARY
PRESIDENT SUBMITS FINAL OMB BUDGET TO CONGRESS ON THE FIRST MONDAY IN FEBRUARY
The Executive Budget

or

The Budget of the United States Government


FEBRUARY 15

CONGRESSIONAL BUDGET OFFICE (CBO) SUBMITS REPORT TO BUDGET COMMITTEES


REVIEWED BY CONGRESSIONAL APPROPRIATIONS COMMITTEES & SUBCOMMITTEES






June 30










CONGRESS PASSES BILLS REGULATING SPENDING









*Since 1980, more than 50% of annual










  roll-call votes deal with the budget.




PRESIDENTIAL

PRESIDENTIAL


PRESIDENTIAL


   
   APPROVAL


LINE-ITEM VETO


IMPOUNDMENT

E. THE “FISCAL CLIFF”

1. The now infamous phrase was coined by Federal Reserve Chairman Ben Bernanke in February 2012, during one of his required appearances before Congress on the state of the U.S. economy. He described ... "a massive fiscal cliff of large spending cuts and tax increases" on Jan. 1, 2013.

2. The fiscal cliff refers to the potentially disastrous situation the U-S faces at the end of this year.  At midnight on December 31st, a number of laws are set to expire.  If the President and the Republicans don't reach an agreement before then, Americans could face broad government spending cuts and tax increases on January 1st.   The combined amount would total over 500 billion dollars. Those 500 billion dollars equal about three to four percent of the nation's entire gross domestic product.  This is what's referred to as the fiscal cliff.

3. If we don’t resolve the problem by Dec 31,2012, a number of things will happen.

4. Taxes would go up for almost every taxpayer and many businesses. The Bush-era tax cuts, which tax relief for middle and upper-class tax payers, would be a thing of the past.  So would President Obama's payroll tax cut which added about a thousand dollars a year to the average worker's income.

5. Government spending would be reduced significantly.  That means cuts for most military, domestic and federal programs.  $26 billion in emergency unemployment-compensation would be gone. Medicare payments to doctors would be reduced by $11 billion. Federal programs would take the biggest hit.  They stand to lose a total of $65 billion.
6. Some investors will be hit hard.  Those who receive qualified dividends could see the tax rate on those dividends go from 15% to almost 40% in 2013. Many business owners believe going over the fiscal cliff will cripple the economy, triggering a deep recession.  They fear demand for their products or services will decrease because consumers will have less money to spend.  It also means that they won't be able to afford new hires or expand their businesses.   Since most Americans would be paying more in taxes, they'd be less inclined to make big purchases, like a home or a new car.
7.   Markets, businesses and people in general hate uncertainty. The fear of the unknown facing us at the beginning
 of next year is exactly why so many people are so worked up over the fiscal cliff.
8.
The CBO estimated that letting current laws take effect beyond 2012 would significantly reduce future budget deficits. For example, the Bush tax cuts of 2001 and 2003 (extended by President Obama in 2010) are scheduled to expire at the end of 2012. Other deficit reducers per the CBO include: allowing the automatic spending cuts in the Budget Control Act of 2011 to take effect, allowing other tax cuts enacted in 2009 and 2010 by President Obama to expire in 2012, allowing the alternative minimum tax (AMT) to affect more taxpayers, and reducing Medicare reimbursements to doctors. These and other current laws, if allowed to take effect, reduce the deficit from an estimated 4.7% GDP in 2021 to 1.2% GDP. Total deficit reduction could be as high as $7.1 trillion over a decade if current law is enforced and not overridden. 
9.
The CBO estimated in May 2012 that allowing current law to take effect would reduce the deficit by a net $560 billion in 2013, roughly half the $1.2 trillion 2011 deficit. 

Source:
http://finance.yahoo.com/blogs/just-explain-it/just-explain-why-fiscal-cliff-may-trigger-recession-191808165.html
2012 BUDGET SPENDING
To view the interactive version of this chart, please update your browser to its most current version or switch to an alternate browser.
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Source: Office of Management and Budget.
Closing Class Prayer:  Lord Jesus Christ, you are the light of God’s face to us in the long night of Advent. Shine on us in darkness, while we await in hope the dawning of your coming day.  Protect us, Lord, as we stay awake. Watch over us as we sleep, that awake, we may keep watch with You, and asleep, rest in Your peace. O Lord, keep us safe throughout this night that we may rise again with joy for your service, through the same Christ our Lord. Amen. 
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