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SUMMARY

The economy now is markedly different
from what it was at the beginning of the
President’s term, 18 months ago. In January
of 2009, the economy was on the brink of a
potentially severe depression, precipitated by
an era of irresponsibility marked by excessive
risk-taking in, lax oversight of, and an even-
tual meltdown in the country’s credit and
capital markets. The result was a severe and
rapid economic contraction, the collapse of the
financial markets, and damaging and painful
job losses. More than 750,000 jobs were lost
just in the first month of 2009, 3.7 million
were lost in the first half of that year, and 8.4
million were lost between the beginning of the
recession, at the end of 2007, and the begin-
ning of the recovery.

At its start, then, the Administration faced
a gap between what the economy could be
producing and what it was producing: a
difference of $1 trillion or approximately 7
percent of gross domestic product (GDP). In
addition, the country faced historic budget
deficits and an unsustainable fiscal trajec-
tory. No longer was the Nation expecting to
enjoy the surpluses projected at the begin-
ning of the last decade. Instead, upon taking
office, the President was presented with a
budget deficit for 2009 estimated to be $1.3
trillion, or 9.2 percent of GDP. The previ-
ous Administration’s decisions not to pay for
three large domestic initiatives (the tax cuts
of 2001 and 2003 and the Medicare prescrip-
tion drug benefit of 2003), along with the
effects of the economic collapse and the steps
needed to combat it, produced an historically
large ten-year deficit of more than $8 trillion.
Even this large amount did not account for
the depth or duration of the recession, and
the ten-year deficit projections grew by an
additional $2 trillion as the severity of the
downturn became fully apparent.

The Administration moved swiftly to pre-
vent the economy from falling into a second
Great Depression. To stimulate demand and
jumpstart economic growth, the President
signed into law the American Recovery and
Reinvestment Act of 2009. The Recovery Act
provided tax cuts to small businesses and
95 percent of working families and helped to

lay a new foundation for long-term economic
growth and prosperity with investments in
health care, education, infrastructure, and
clean energy. The Recovery Act has had a
demonstrable and significant effect on the
economy, raising real GDP as of the second
quarter of 2010 by an estimated 2.7 to 3.2
percent relative to what it otherwise would
have been, and increasing employment by
an estimated 2.5 to 3.6 million. The Nation’s
economy has grown for three consecutive
quarters and created nearly 600,000 private
sector jobs in the first half of this year—a
stark contrast to the 3.7 million lost over
the first half of last year. In fact, after 22
straight months of job loss, the economy
has created jobs in the private sector for
six months in a row. In addition, other
economic indicators are showing signs of
improvement. Industrial production (which
primarily reflects manufacturing), real dis-
posable income, shipments of capital goods,
and U.S. exports have all improved.

Despite these hopeful signs, the economy is
still struggling; too many Americans are still
out of work; and the Nation’s long-term fis-
cal trajectory is unsustainable, threatening
future prosperity. Building on the steps the
Administration and the Congress have al-
ready taken, the Administration’s proposals,
reflected in the Mid-Session Review (MSR),
seek to speed the recovery, keep the economy
growing, and put the country on more sound
fiscal footing.

Sparking Job Creation and
Economic Growth

In order to provide relief and augment the
positive effects of the Recovery Act, the 2011
Budget proposed specific recovery measures
as well as an allowance for additional recov-
ery efforts. Since the release of the Budget
in February, the Administration has worked
with the Congress to enact a number of these
measures. On March 18, the President signed
into law the Hiring Incentives to Restore
Employment (HIRE) Act. This Act eliminates
the employer’s share of payroll taxes for the
remainder of this calendar year for those
businesses that hire workers who have been
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unemployed or underemployed for at least two
months, provides a credit to those businesses
that retain new workers for at least one year,
allows small businesses to depreciate imme-
diately the full cost of equipment purchases
made this calendar year, allows municipal
governments to acquire the needed financing
for schools and clean energy projects through
Build America Bonds, and provides resources
for investments in transportation infrastruc-
ture. In addition, the President signed into law
the Temporary Extension Act of 2010 on March
2 and the Continuing Extension Act of 2010 on
April 15, which, among other things, extended
unemployment insurance (UI) benefits and
COBRA health insurance premium assistance.

To further help the recovery, the Admin-
istration is also working with the Congress
to quickly pass legislation that will maintain
extended Ul benefits for those individuals
hardest hit by the economic downturn. As
of early July, more than 2 million laid-off
workers had lost their unemployment benefits
due to a lack of Congressional action on a bill
to continue unemployment insurance benefits
for those experiencing extended episodes of
unemployment. Extended unemployment
insurance will do more than provide relief
to those hardest hit by the recession; it will
put money in the hands of those most likely
to spend it, leading to increased consumption
of goods and services, and subsequent
business growth and hiring. That is why
the Congressional Budget Office and other
independent institutions have identified
extended unemployment benefits as among
the most effective short-term measures to
support the economic recovery.

To help states struggling to make ends
meet, the Administration supports a six-
month, $21.7 billion extension of the
temporary increases in the Federal matching
percentages for State Medicaid expendi-
tures as well as $25 billion to prevent the
firing of teachers, firefighters, and police of-
ficers along with accountability measures for
those funds. To assist small businesses that
are still having trouble accessing capital,
which is critical to their growth and ability
to hire, the Administration supports a $30
billion lending fund, a State Small Business
Credit Initiative to bolster innovative State
small business programs, and enhance-
ments to Small Business Administration

lending programs including higher loan
limits. To encourage new investment, the
Administration calls for the elimination of
capital gains taxes on certain small busi-
ness investments and the acceleration of the
depreciation allowance for new investment
for all businesses. To bolster the residential
improvement industry and promote energy
efficiency, the Administration urges passage
of its Home Star program to provide $6 bil-
lion in direct rebates to consumers for home
weatherization. And to help hard-working
families through this difficult time as well as
to stimulate the economy, the Administration
proposes to extend the Making Work Pay
tax credit for one year, which will benefit 95
percent of working families.

In addition to the specific proposals to pro-
mote job growth detailed above, the MSR
reflects an allowance for further jobs initia-
tives of $50 billion. The February Budget
included an allowance of $100 billion. With
the subsequent enactment of the HIRE Act,
and the specification in the MSR of jobs initia-
tives that had not been previously specified
in February, such as the $25 billion fund to
prevent the firing of teachers, firefighters,
and police officers, total support in the MSR
for jobs initiatives remains at the level of
the February Budget. The Administration
believes that the remaining $50 billion al-
lowance will provide flexibility to support
additional job growth.

Restoring Fiscal Responsibility

In the short term, the Administration is
working to speed up the recovery and keep
the economy growing. Looking to the medium
and long term as the economy recovers, the
Administration is taking steps to strengthen
the Government’s fiscal outlook and restore
fiscal responsibility to Washington. The 2011
Budget contained more than $1 trillion in
deficit reduction over ten years, including a
three-year freeze on non-security discretion-
ary spending; an end to subsidies for oil, gas,
and coal companies and other tax loopholes;
and the expiration of the 2001 and 2003 tax
cuts for those making more than $250,000 a
year. The Administration also proposed in the
Budget to terminate or reduce 126 programs,
generating $23 billion in savings in 2011 alone.
Augmenting these proposed efficiencies, the
Administration has moved aggressively to



SUMMARY

3

curtail the $110 billion in improper payments
made by the Federal Government each year,
save $40 billion through contracting reform by
2012, improve how funds are spent on informa-
tion technology projects and terminate those
that have little prospect for success, and begin
to dispose of unneeded Federal real property.

Since the release of the Budget in February,
the President also has moved to improve the
budget process, restoring responsibility and
empowering policymakers with the tools to
help reduce unnecessary or wasteful spending.
On February 12, 2010, the President signed
the Statutory Pay-As-You-Go Act, which sets
in law the simple proposition that Congress
should pay for what it spends. Specifically,
it requires that enacted legislation that in-
creases mandatory spending or reduces tax
revenues be offset by other legislation that ei-
ther reduces mandatory spending or increases
governmental receipts. This law restores the
“pay-as-you-go” requirement that was in place
during the 1990s and contributed toward cre-
ating the surpluses of that era.

OnMay24,2010,the Administration submit-
ted to the Congress the Reduce Unnecessary
Spending Act of 2010 to establish a new tool
to reduce unnecessary or wasteful spend-
ing. Under this new expedited procedure,
the President could submit to the Congress a
package of rescissions shortly after a spend-
ing law is enacted. The Congress would be
required to consider these recommendations
as a package, without amendment, and with
a guaranteed up-or-down vote within a speci-
fied timeframe. This new expedited rescission
authority would empower the President and
the Congress to eliminate unnecessary spend-
ing while discouraging waste in the first place.
It would be particularly effective in reining in
programs that are heavily earmarked or not
merit-based as well as those that are clearly
wasteful and duplicative.

The Administration is also demanding re-
sponsibility from the financial sector. As a
result of improved financial conditions and
careful stewardship, the expected cost of the
Troubled Asset Relief Program (TARP) contin-
ues to fall. In August 2009, the Administration
projected that TARP—which permitted up
to $700 billion in Government financial as-
sistance to be outstanding at any given
time—would ultimately cost a total of $341

billion; today, that cost is over $225 billion
lower. While the Administration is pleased
that the cost of the TARP program is much
less than first estimated, shared responsibil-
ity requires that the financial firms pay back
the taxpayer for the extraordinary action tak-
en to prevent a deeper financial crisis. When
the Congress wrote the legislation authoriz-
ing TARP in the fall of 2008, it required that
the President propose a way for the financial
sector to pay back taxpayers so that not one
penny of TARP-related debt is passed on to
the next generation of Americans. That is
why the President has proposed a Financial
Crisis Responsibility Fee on the largest finan-
cial firms. The proposed fee would remain in
place for at least ten years and is estimated to
raise $90 billion over that time.

The most recent step toward financial sector
reform is enactment of the Dodd-Frank Wall
Street Reform and Consumer Protection Act.
This law will restrict risky financial activi-
ties, hold financial firms accountable for the
risks they take, and protect consumers from
abusive credit practices. Because this law was
enacted so recently, it is not reflected in the
MSR’s outlay and receipt estimates; however,
the Congressional Budget Office estimates
the law to provide $3.2 billion in savings over
the ten-year budget window.

Finally, since the biggest driver of deficits
in the long-term is the rising cost of health
care, the most important step taken to con-
tribute to the long-term fiscal sustainability
of the Nation has been the enactment of the
Patient Protection and Affordable Care Act
on March 23, as amended by the Health Care
and Education Reconciliation Act of 2010 on
March 30, and collectively referred to as the
Affordable Care Act. The Affordable Care Act
provides middle-class tax credits for health
care and reduces health insurance premiums
for comparable coverage for both families and
small businesses. It also establishes health
insurance exchanges to provide health insur-
ance options to Americans that are the same
as the options given to Members of Congress,
and it ends discrimination against those
Americans who have pre-existing health con-
ditions. In addition, the Affordable Care Act
helps to prevent excessive premium increases
and improper denials of coverage, and prohib-
its arbitrary rescissions of policies and annual
and lifetime benefit limits.
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From a fiscal standpoint, the Affordable
Care Act will—according to the Congressional
Budget Office—reduce the deficit by more
than $100 billion over the next ten years and
more than $1 trillion over the subsequent ten
years. Moreover, it puts in place important
mechanisms to both improve quality and re-
duce cost, such as the Independent Payment
Advisory Board, the excise tax on expensive
health care plans, and reforms that seek to
transform the health care system into one
that pays for the quality rather than the quan-
tity of treatments. The Affordable Care Act
includes the most auspicious set of changes
ever enacted to reduce the rate of health care
cost growth over the long term, which is criti-
cal to the fiscal health of the country. Recent
Congressional Budget Office long-term pro-
jections indicate that full implementation
of the Affordable Care Act would reduce the
long-term fiscal gap by between 2 and 3 per-
cent of GDP. The Administration is working
both expeditiously and carefully to implement
the Affordable Care Act.

Even with the deficit reduction measures that
this Administration has enacted and proposed,
the Nation remains on an unsustainable fis-
cal course. In the medium term, the economic
recovery and the Administration’s policies will
reduce the deficit from 10 percent of GDP to-
day to 4 percent by the middle of the decade.
This is the largest and fastest deficit reduc-
tion to occur since World War II, but the deficit
would still remain undesirably high. And while,
over the long term, the Affordable Care Act will
help significantly to reduce deficits, health care
costs are still expected to continue to consume a
growing share of the Federal budget for decades
to come. In addition, the aging of the population
will add to the fiscal pressure the Government
already faces because of the irresponsibility of
the past and the fiscal pressure it will continue
to face in coming decades.

Because of the unsustainable nature of the
Government’s medium- and long-term fiscal
outlook and the importance of bringing all
sides in Washington together to tackle this se-
rious problem, the President established the
bipartisan National Commission on Fiscal
Responsibility and Reform. The Commission
will make recommendations to balance
the Government’s annual program spend-
ing with receipts by 2015, achieving what is
known as “primary balance.” The result of

the Commission’s recommendations will be
annual deficits that are approximately equal
to 3 percent of GDP. Deficits of this size will
stabilize the ratio of debt to GDP. Most econo-
mists consider this to be necessary for fiscal
sustainability as debt and interest payments
rise only as much as economic growth, rather
than rising as a share of output and the bud-
get over time. Stabilizing the debt-to-GDP
ratio also will allow the United States to fulfill
the commitment it made to the G-20 Nations
in Toronto in June regarding sovereign debt.

MID-SESSION UPDATE

The Mid-Session Review updates estimates
of Federal receipts, outlays, and the deficit
to reflect legislation enacted through July
2, 2010, including action on the President’s
Budget proposals, and policy, economic, and
technical changes that have occurred since
the Budget was released.

Receipts

Receipts for 2010 are now projected to be
$33 billion lower than projected in February
for a total of $2.132 trillion, or 14.5 percent
of GDP. For 2011, receipts are now project-
ed to be $141 billion lower than projected in
February for a total of $2.426 trillion, or 15.8
percent of GDP. Two-thirds of the reduction
in receipts for 2011 result from technical
reestimates, which reflect actual tax collec-
tions so far in 2010, tax model revisions, and
updated taxable wage base data from em-
ployer tax returns. The next most significant
factor in the downward reestimate of 2011
receipts is the reestimate of Administration
policy proposals contained in the MSR. This
results largely from the assumption of later
enactment of a number of tax relief mea-
sures—such as accelerated depreciation for
new business investment—than assumed in
the Budget, which shifts revenue loss from
2010 to 2011.

Just as receipts for the current and bud-
get years are now projected to be somewhat
lower than projected in the Budget, receipts
for 2012 through 2017 are also projected to
be lower. This downward reestimate is gen-
erally shrinking over time and ranges from a
reduction of $112 billion in 2012 to $11 billion
in 2017. For 2018 through 2020, receipts are
projected to be slightly higher than projected
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in the Budget. Overall, total receipts are pro-
jected to be $391 billion lower for the 2011 to
2015 budget horizon and $402 billion lower
for the 2011 to 2020 budget horizon.

Outlays

Outlays for 2010 are now projected to be
$118 billion lower than projected in February
for a total of $3.603 trillion, or 24.6 percent
of GDP. The reduction is due in large part to
lower outlay estimates for unemployment and
deposit insurance, and non-defense discre-
tionary programs. Outlays for 2011 are now
projected to be $3.842 trillion, essentially un-
changed from the Budget projection, or 25.1
percent of GDP.

Starting in 2012 and continuing through
the budget horizon, outlays are projected to
be slightly lower than projected in February,
with the reductions through 2015 resulting
primarily from reductions in interest pay-
ments and the reductions after 2015 resulting
primarily from lower entitlement program
spending, including Medicare spending. The
size of the downward reestimate in outlays
fluctuates over the outyears, with the reduc-
tion ranging from $22 billion to $87 billion.

Deficits

Because of the lower outlays now projected
for 2010, the deficit for 2010 is expected to be
$1.471 trillion, $84 billion lower than project-
ed in February. The 2010 deficit is projected to
be 10.0 percent of GDP, which is 0.6 percent-
age points lower than projected in February
and about the same as the 2009 level.

For 2011, the deficit is projected to decline
from the 2010 level to $1.416 trillion, or 9.2
percent of GDP, $150 billion higher than
projected in February. This reestimate is pri-
marily because of the reduction in projected
receipts. For 2012, the deficit is also pro-
jected to be slightly higher than projected in

February, equal to 5.6 percent of GDP, again
because of the reduction in projected receipts.

Beginning in 2013, the deficit projec-
tions are not significantly different from
the February projections, with the deficits
ranging from 3.4 to 4.3 percent of GDP for
the remaining years. The deficit projections
show that the budget is still on track to
meet the President’s goal of cutting the defi-
cit, as a percent of GDP, in half by the end
of his first term. The deficit the President
inherited on January 20, 2009, was equal to
9.2 percent of GDP and the deficit for 2013
is projected to be equal to 4.3 percent of
GDP. In addition, the budget is on track to
fulfill the United States’ commitment at the
G-20 Toronto Summit in June, which was to
cut the current deficit (10.0 percent of GDP
for 2010) in half by 2013. These MSR defi-
cit projections do not take into account the
additional deficit reduction tasked to the
Fiscal Commission.

Debt held by the public, which can be viewed
as the sum of all prior deficits, is projected to
be $9.2 trillion at the end of 2010, or 62.7 per-
cent of GDP. Some Government debt that is
held by the public was issued to acquire finan-
cial assets as part of TARP. Debt held by the
public net of these and other financial assets
is projected to be $8.1 trillion, or 55.1 percent
of GDP, at the end of 2010.

For 2011, debt held by the public is pro-
jected to rise to $10.6 trillion, or 68.9
percent of GDP, and to continue increasing
throughout the ten-year budget horizon to
a projected 77.4 percent of GDP in 2020.
Similarly, debt net of financial assets is pro-
jected to increase to 61.9 percent of GDP in
2011 and to increase gradually each year
thereafter to 69.2 percent of GDP in 2020.
As noted above for deficit projections, these
debt projections do not take into account the
additional deficit reduction tasked to the
Fiscal Commission.
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Table 1. CHANGE IN DEFICITS FROM THE FEBRUARY BUDGET
(In billions of dollars)
2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 H41t 2956
February Budget deficit ......c.ccoevveviecienieieieeienee, 1,556 1,267 828 727 706 752 778 778 785 908 1,003
Percent of GDP 10.6% 8.3% 51% 4.2% 3.9% 3.9% 3.9% 3.7% 3.6% 3.9% 4.2%
Enacted legislation and policy changes:
Affordable Care Act .......cccccceveeviiineiniicinnene 2 26 23 -5 =17 -2 -3 3 —* -4 -8 25 13
Preservation of Access to Care for Medicare
Beneficiaries and Pension Relief Act ........ 1 —* -6 =7 -8 -8 -9 -10 -10 -11 -12 -29 -82
Student Aid and Fiscal Responsibility Act ... -2 1 6 -4 -5 -5 -6 -6 -7 -9 -12 -7 46
Other legislation and policy changes -6 20 -3 -6 22 -1 15 -1 2 -2 8 -11 11
Debt SEIVICE .vvvvveieiieeiiieeeie e _ * 1 2 1 -1 -1 -1 -2 -3 -5 3 -10
Subtotal, policy changes ........c.ccceeveeeviieencieennnns -5 48 22 21 51 -17 -4 -15 -18 -30 -28 -19 -114
Economic and technical reestimates:
ReCeipts ...oeevviiiiiiiieee 38 124 99 72 32 22 14 5 -11 22 -33 349 302
Discretionary programs -30 17 11 6 2 1 3 5 2 2 2 37 51
Mandatory programs:
MediCare ........ccoceeeveveeeieniieiesieeeeie e -4 -3 4 2 -8 4 -17 -13 -7 -16 -13 -9 -75
Unemployment compensation ................... -34 -17 -9 =7 =7 -6 -6 -5 —4 -3 -2 -46 -66
Veterans Compensation and Pension ........ -9 10 1 2 2 3 3 3 3 4 4 18 37
Medicaid .....cccevveveeeieriieieieeieie e -1 -1 -7 -5 12 8 -1 -5 -4 4 -4 -3 =21
Deposit insurance ........ccoceeeeviveennieeennneen. -18 11 14 3 -1 -6 -11 -16 21 3 * 21 18
Social Security -1 —* -1 * 1 2 2 2 2 2 2 2 13
Supplemental Nutrition Assistance
Program ........cooooeiiiiiii * * 1 * -1 -3 -4 -3 -1 —* 1 -11
Troubled Asset Relief Program .................. -10 -3 2 2 2 2 1 F s e 4 7
Other ..coocveieieeeeeeeeeee e -8 5 4 6 39 24 6 -10 -15 -19 -28 69 4
Subtotal, mandatory programs ............... 83 -8 1 5 40 21 -925 -47 -6 -34 —40 58 -—94
Net interest? ....cocevevierienirieeneeeeenee -3 30 -49 53 31 -16 -9 -5 -2 -2 -4 -179 -202
Allowance for future disaster costs -1 -1 —* —* —* —* —E s e eeeeres veeeeens -2 -2
Subtotal, economic and technical reestimates ..... -79 102 61 30 43 27 -16 -42 -17 -56 =75 262 56
Total, Changes .......ccceecveriereeciereeieseeee e -84 150 83 9 -8 10 -20 -57 -36 -86 -103 243 -58
Mid-Session Review deficit ........ccoovveveereeienieneenenne. 1,471 1,416 911 736 698 762 758 721 749 822 900
Percent of GDP .....cccooovvviiiiiiiiiiiieceeeeeee 10.0% 9.2% 5.6% 4.3% 3.8% 4.0% 3.8% 3.4% 3.4% 3.6% 3.8%

Note: positive figures represent higher outlays or lower receipts.

* $500 million or less.
! Includes debt service on all reestimates.



ECONOMIC ASSUMPTIONS

This Mid-Session Review (MSR) updates the
economic forecast from the 2011 Budget. The
Budget forecast, completed last November and
released with the Budget in early February,
projected that the increase in output that be-
gan in the second half of 2009 would continue
during 2010 and 2011 and that unemploy-
ment would fall gradually from its elevated
levels.

Output growth had just begun to appear
in the economic data at the time of the
previous forecast, but it is now well estab-
lished. Industrial production, retail sales,
and shipments and orders for capital goods
are all substantially higher than they were
in the worst months of 2009. There have
been three consecutive quarters of positive
real GDP growth since 2009:Q2, and real
GDP almost certainly continued to increase
in 2010:Q2.

While the economy has begun adding
jobs—with private sector employment in-
creasing in each of the past six months—
labor market recovery is occurring only
gradually. Unemployment has fallen 0.6
percentage points from its peak in October
2009, but remains above 9 percent. While
the 147,000 jobs per month that have been
added on average over the past six months
is a major improvement from the job losses
of 750,000 per month the economy was ex-
periencing in early 2009, it will take many
months of job growth to offset the 8.4 million
jobs that were lost between December 2007
and December 2009.

Two policy initiatives are driving this
resumption of economic growth and job cre-
ation. The Recovery Act provides stimulus in
the form of tax reductions, support for State
and local government budgets, and increases
in Federal spending, all serving to mitigate
the severity of the downturn. The Council
of Economic Advisers estimates that the
Recovery Act has raised real GDP, as of the
second quarter of 2010, by between 2.7 and
3.2 percent and employment by between 2.5
and 3.6 million compared with what would
have happened in the absence of the recov-
ery measures. These estimates are similar to

those of the Congressional Budget Office and
other analysts. Also, aggressive actions by the
Federal Reserve and the Department of the
Treasury have stabilized financial markets
while helping to unlock household and busi-
ness access to credit.

The economy has responded to these policy
actions. Real GDP, for instance, has expand-
ed at an annual rate of 3.5 percent over the
most recent three quarters, and real consum-
er spending and business fixed investment
are both expanding again. So far in 2010,
payroll employment in the private sector has
increased by 593,000 jobs. Total payroll em-
ployment has increased more, but some of
this represents hiring for the 2010 Census,
which has already begun to unwind. Another
indicator of labor market repair is the 2.9 per-
cent annual rate of growth in hours worked
since December 2009. Business spending on
equipment and software has risen at a 10.4
percent annual rate since the second quar-
ter of 2009, as businesses have responded to
the improved sales outlook. Moreover, sales
of motor vehicles, after plunging in 2008
and 2009, are up 21 percent from a low in
February 2009—and auto companies are
making profits once again.

Despite these positive developments, the
U.S. economy still faces strong headwinds.
First, financial market uncertainty has ham-
pered credit creation since 2007. Spreads
between private debt, such as commercial
paper, and Treasury securities have returned
to pre-crisis levels, but commercial banks and
other private lenders have tightened credit
standards and many credit-worthy borrow-
ers still have difficulty finding credit. Still,
after declining in every month since October
2008, commercial and industrial loans at the
Nation’s banks increased in June.

Second, although the housing market is
showing signs of stabilizing, there is a large
overhang of unsold property, which is hold-
ing back new construction. At current sales
rates, the existing supply of new homes would
last for 8.5 months, well above the long-run
average supply. The median wait to sell a new
home is 14.2 months, near the all-time peak.
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Third, most State governments face balanced
budget requirements, and the economic down-
turn has forced fiscal consolidations that have
reduced aggregate demand and slowed growth.
The Recovery Act has helped ease State fiscal
adjustments, and the Administration has pro-
posed additional measures to help ease State
budget shortfalls and prevent the firing of
employees such as teachers, firefighters, and
police officers. However, even with this fiscal
support, further consolidation is likely.

Finally, several European countries have
encountered difficulty in recent months in ob-
taining credit, and financial markets around
the world have responded negatively to these
developments. The European Union has acted
forcefully, however, to confront these issues, es-
tablishing a $1 trillion financial rescue pack-
age that may be drawn upon by threatened eu-
rozone nations, and the affected governments
have acted to restrain their projected budget
deficits. Even with these actions, the European
recovery is at risk because of increased un-
certainty while government stimulus is with-
drawn, and a further slowdown in Europe
would pose problems for the rest of the world
whose exports to Europe may be reduced.

Despite these headwinds, the Administration
expects economic growth and job creation to
continue for the rest of 2010 and to rise in 2011
and beyond. As the economy expands, the un-
employment rate is expected to fall gradually
to more normal levels, but the collapse of the
housing bubble and the subsequent financial
crisis have taken a significant toll on the econ-
omy, and many of the after-effects are likely to
be felt for years to come.

Beyond 2016, the Administration’s forecast is
based on the long-run trends expected for real
GDP growth, price inflation, and interest rates.
Projected real GDP growth in the long run is
below the historical average for the United
States because of an expected slowdown in
the growth of the labor force as the population
ages. Long-run economic growth is expected to
average 2.5 percent, which is unchanged from
the February Budget forecast.

ECONOMIC PROJECTIONS

The revised MSR economic projections are
based on information available through early
June 2010. They are summarized in Table 2.

Real Gross Domestic Product (GDP) and the
Unemployment Rate: Real GDP is expected to
rise by 3.1 percent during the four quarters of
2010 and to increase 4.0 percent in 2011. The
growth rate is projected to rise to 4.3 percent
in 2012 and 4.2 percent in 2013 as the econo-
my returns closer to its potential output level.
Beyond 2013, real GDP growth is projected to
moderate, declining gradually to 2.5 percent
per year in 2018-2020.

The unemployment rate is projected to aver-
age 9.7 percent in 2010. This is the average
level of unemployment that has prevailed dur-
ing the first six months of the year. Despite the
growth in output, unemployment is projected to
decline slowly because, as labor market condi-
tions improve, discouraged workers rejoin the
labor force, adding temporarily to unemploy-
ment, while part-time workers increase their
hours of work. With continued healthy growth
in 2011 and beyond, the unemployment rate is
projected to fall, but it is not projected to fall
below 6.0 percent until 2015. The increase in
unemployment was unusually steep in this cy-
cle, exceeding what might have been expected
based on the decline in real GDP. Conceivably,
the outsized rise in unemployment might be
followed by an equally rapid decline, but that is
not assumed in these projections. Rather, they
reflect the close relationship that has prevailed
historically between changes in real GDP and
unemployment.

Inflation: Inflation peaked in 2008 mainly
because of a sharp rise in world oil prices, and
it has declined since then. Core inflation, ex-
cluding food and energy prices, has also de-
clined but much less dramatically than the
top-line measure. Core inflation was 2.4 per-
cent between June 2007 and June 2008; it was
1.7 percent over the following 12 months; and
from June 2009 through June 2010 it was only
0.9 percent. This is the lowest rate of core in-
flation since 1963. Core inflation is expected
to edge up in coming years as the economy
recovers and unemployment declines. In the
long run, the CPI inflation rate is projected to
be 2.1 percent per year.

The other main measure of inflation is the
price index for GDP. Year-over-year infla-
tion by this measure is projected to be 0.7
percent in 2010, 1.0 percent in 2011, 1.5 per-
cent in 2012, and ultimately 1.8 percent in
2016-2020.
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Table 2. ECONOMIC ASSUMPTIONS!
(Calendar years; dollar amounts in billions)
Actual Projections
2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020
Gross Domestic Product (GDP):
Levels, dollar amounts in billions:
Current dollars ................... 14,441 14,256 14,817 15,516 16,412 17,383 18,384 19,369 20,337 21,281 22,204 23,166 24,167
Constant (2005) dollars ...... 13,312 12,987 13,406 13,894 14,474 15,084 15,690 16,248 16,765 17,227 17,659 18,095 18,543
Price index (2005 = 100) ..... 108.,5 109.7 1105 111.6 1134 1152 117.1 119.2 121.3 1235 125.7 128.0 130.3
Percent change, Q4/Q4:
Current dollars ................... 0.1 0.7 4.0 5.3 6.0 5.9 5.7 5.2 4.9 4.4 4.3 4.3 4.3
Constant (2005) dollars ...... -1.9 0.1 3.1 4.0 4.3 4.2 3.9 3.4 3.1 2.6 2.5 2.5 2.5
Price index (2005 = 100) ..... 1.9 0.7 0.8 1.3 1.6 1.6 1.7 1.7 1.8 1.8 1.8 1.8 1.8
Percent change, year over year:
Current dollars .................. 26 -1.3 3.9 4.7 5.8 5.9 5.8 5.4 5.0 4.6 4.3 4.3 4.3
Constant (2005) dollars ...... 04 24 3.2 3.6 4.2 4.2 4.0 3.6 3.2 2.8 2.5 2.5 2.5
Price index (2005 = 100) ..... 2.1 1.2 0.7 1.0 1.5 1.6 1.7 1.7 1.8 1.8 1.8 1.8 1.8
Incomes, billions of current dollars:
Corporate profits before tax ....... 1,463 1428 1,821 1,893 1,902 1,875 1,928 2,003 2,046 2,056 2,049 1,993 2,049
Employee compensation ............ 8,037 17,783 17,948 8,395 8,927 9,506 10,103 10,695 11,282 11,855 12,426 13,028 13,617
Wages and salaries .........cc.c...... 6,546 6,277 6,398 6,755 7,191 7,685 8,194 8,684 9,158 9,630 10,087 10,580 11,058
Other taxable income? ............... 3,311 3,102 3,209 3,325 3,563 3,794 4,026 4,210 4,408 4,604 4,790 4,996 5,225
Consumer Price Index (all urban):?
Level (1982-84 = 100) 215.2 2145 218.1 220.9 225.0 229.3 233.8 238.6 2435 248.7 2539 259.3 264.7
Percent change, Q4/Q4 1.6 1.5 1.0 1.6 1.9 1.9 2.0 2.0 2.1 2.1 2.1 2.1 2.1
Percent change, year/year .......... 3.8 -0.3 1.6 1.3 1.8 1.9 2.0 2.0 2.1 2.1 2.1 2.1 2.1
Unemployment rate, civilian, percent:
Fourth quarter level ................... 6.9 10.0 9.6 8.7 7.7 6.8 6.0 5.5 5.2 5.2 5.2 5.2 5.2
Annual average ..........cccceeueenen. 5.8 9.3 9.7 9.0 8.1 7.1 6.3 5.7 5.3 5.2 5.2 5.2 5.2
Federal pay raises, January, percent:
Military® .....ccoooveevviienieeiieeieeen, 3.5 3.9 3.4 14 NA NA NA NA NA NA NA NA NA
Civilian® 3.5 3.9 2.0 14 NA NA NA NA NA NA NA NA NA
Interest rates, percent:
91-day Treasury bills® ................ 14 0.2 0.2 0.7 1.9 3.3 4.1 4.1 4.1 4.1 4.1 4.1 4.1
10-year Treasury notes .............. 3.7 3.3 3.5 4.0 4.6 5.0 5.3 5.3 5.3 5.3 5.3 5.3 5.3

NA = Not Available; Q4/Q4 = fourth quarter over fourth quarter
!Based on information available as of early June 2010.

2Rent, interest, dividend, and proprietors’ income components of personal income.
3Seasonally adjusted CPI for all urban consumers.

4Percentages apply to basic pay only; percentages to be proposed for years after 2011 have not yet been determined.
5Qverall average increase, including locality pay adjustments. Percentages to be proposed for years after 2011 have not yet been de-

termined.

6 Average rate, secondary market (bank discount basis).
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Interest Rates: 'The projections for inter-
est rates are based on financial market data
and market expectations at the time that the
forecast was developed. The three-month
Treasury bill rate is expected to average only
0.2 percent in 2010 but to begin rising in 2011
and reach 4.1 percent by 2014. The yield on
the ten-year Treasury note is projected to av-
erage 3.5 percent in 2010 and to rise to 5.3
percent by 2014. In the later years of the fore-
cast, projected real interest rates are close to
their historical averages in real terms, given
the projected rate of inflation.

Incomes and Income Shares: Corporate prof-
its have rebounded more quickly than labor
compensation (which consists of wages and
salaries and employee fringe benefits such as
employer-provided insurance and pensions).
As a result, corporate profits have risen as a
share of the economy over the past five quar-
ters, while labor compensation as a share of the
economy has fallen below its long-run average.
As the economy continues to recover, this trend
is expected to reverse. Labor compensation is
projected to rise somewhat relative to the size
of the economy, while the share of corporate
profits is projected to fall somewhat. The wage
share, excluding fringe benefits, is also expect-
ed to recover from its recent low level, in step
with the increase in compensation.

FORECAST COMPARISONS

A comparison with the Blue Chip and
Federal Open Market Committee (FOMC)

forecasts is shown below in Table 3. For
2010, the projected rate of real GDP growth
is similar to that of the June Blue Chip
Consensus (an average of about 50 private-
sector forecasts). The MSR forecast for 2010
is in the lower half of the forecast range
from the most recent public FOMC forecast.
The most recent CBO forecast, which dates
to last December, was somewhat lower. In
2011, real GDP growth (fourth quarter over
fourth quarter) is expected to be 4.0 per-
cent, which is within the FOMC range of
3.5 to 4.2 percent, but is somewhat stron-
ger than the Blue Chip consensus. CBO is
required to assume that all of the 2001 and
2003 tax cuts expire as scheduled in 2011,
and, under this assumption, projects signif-
icantly lower growth than other forecast-
ers for 2011. CBO explained in its Budget
and Economic Outlook: Fiscal Years 2010 to
2020 that, absent this required assumption,
its forecast would have been similar to that
of other forecasters.

The Administration projects that unem-
ployment will average 9.7 percent in 2010,
9.0 percent in 2011, and 8.1 percent in 2012.
The Blue Chip consensus is quite similar:
9.6 percent in 2010 and 9.0 percent in 2011.
The FOMC projects that unemployment will
fall more quickly. By the fourth quarter
of 2012, the FOMC forecast range extends
from 7.1 percent to 7.5 percent, whereas the
Administration forecast for that quarter is 7.7
percent.

Table 3. COMPARISON OF ECONOMIC ASSUMPTIONS

(Calendar years; dollar amounts in billions)

2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020
Nominal GDP:
MSR e 14,817 15,516 16,412 17,383 18,384 19,369 20,337 21,281 22,204 23,166 24,167
Budget ........ 14,768 15,514 16,444 17,433 18,446 19,433 20,408 21,373 22,329 23,312 24,323
CBO ............ 14,706 15,116 15,969 16,918 17,816 18,622 19,425 20,231 21,033 21,882 22,770
Blue Chip 14,839 15,256
Percent change, year over year
Real GDP:
MSR oo 3.2 3.6 4.2 4.2 4.0 3.6 3.2 2.8 2.5 2.5 2.5
Budget ........ 2.7 3.8 4.3 4.2 4.0 3.6 3.2 2.8 2.6 2.5 2.5
CBO ............ 2.2 1.9 4.5 4.8 3.9 2.9 2.5 2.3 2.2 2.2 2.3
Blue Chip 3.3 3.1
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Table 3. COMPARISON OF ECONOMIC ASSUMPTIONS—Continued

(Calendar years; dollar amounts in billions)

2009

2010

2011

2012

2013 2014 2015 2016 2017 2018 2019 2020

Real GDP:

Blue Chip ...coooevvveeiiiieeiieeieeeieeeeen

GDP Price Index:
MSR oo

CBO .o

Consumer Price Index (CPI-U):
MSR oo
Budget ...oooeiieiie
CBO oo
Blue Chip ..oooovvieiieiiieiieieceeeeeeee

Unemployment Rate:
MSR ..o
Budget ...cooooiiie
CBO .........
FOMC! ....
Blue Chip

91-Day Treasury Bills:
MSR e
Budget ...ooovveeiieen
CBO e
Blue Chip ....oooevvveviiiieieeeieeeieeeeen

10-Year Treasury Notes:
MSR e

Percent change, fourth quarter over fourth quarter

1.2
1.2
1.2
1.2

-0.3
-0.3
—0.2
-0.3

3.3
3.3
3.2
3.3

3.1
3.0
2.1
3.0-3.5
3.1

4.0
4.3
2.4
3.5-4.2
3.1

4.3
4.3
5.1
3.5-4.5

4.2
4.2
4.7

Percent change, year over year

0.7
0.9
0.9
0.9

1.6
1.9
2.4
1.8

1.0
1.2
0.9
1.5

1.3
1.5
1.3
1.7

1.5
1.6
1.0

1.8
1.9
1.2

1.6
1.7
11

1.9
2.0
1.1

Annual average in percent

9.7
10.0
10.1

9.2-9.5

9.6

0.2
0.4
0.2
0.3

3.5
3.9
3.6
3.7

MSR = Mid-Session Review (forecast date June 2010).
Budget = 2011 Budget (forecast date November 2009).

CBO = Congressional Budget Office (forecast date December 2009).

9.0
9.2
9.5
8.3-8.7
9.0

0.7
1.6
0.7
14

4.0
4.5
3.9
4.4

8.1
8.2
8.0
7.1-7.5

1.9
3.0
1.9

4.6
5.0
4.2

7.1
7.3
6.3

3.3
4.0
3.0

5.0
5.3
4.5

3.9 3.4 3.1 2.6 2.5
3.9 3.4 3.1 2.7 2.6
3.4 2.7 2.5 2.2 2.3

Longer Run Average: 2.5-2.8

1.7 1.7 1.8 1.8 1.8
1.7 1.7 1.8 1.8 1.8
1.3 1.6 1.7 1.8 1.8
2.0 2.0 2.1 2.1 2.1
2.0 2.0 2.1 2.1 2.1
1.3 1.7 1.9 2.0 2.0
6.3 5.7 5.3 5.2 5.2
6.5 5.9 5.5 5.3 5.2
5.3 5.1 5.0 5.0 5.0

Longer Run Average: 5.0-5.3

4.1 4.1 4.1 4.1 4.1
4.1 4.1 4.1 4.1 4.1
3.9 4.2 4.4 4.7 4.8
5.3 5.3 5.3 5.3 5.3
5.3 5.3 5.3 5.3 5.3
4.9 5.2 5.4 5.6 5.6

FOMC = Federal Reserve Open Market Committee (forecast central tendency, date June 2010).

Blue Chip = June Blue Chip Consensus Forecast.

2.5
2.5
2.2

1.8
1.8
1.8

2.1
2.1
2.0

5.2
5.2
5.0

4.1
4.1
4.8

5.3
5.3
5.6

2.5
2.5
2.3

1.8
1.8
1.8

2.1
2.1
2.0

5.2
5.2
5.0

4.1
4.1
4.8

5.3
5.3
5.6

Sources: Administration; CBO, The Budget and Economic Outlook: Fiscal Years 2010 to 2020, January 2010; FOMC, Minutes of the
Federal Open Market Committee, June 22-23, 2010; Blue Chip Economic Indicators, June 2010, Aspen Publishers.

!Fourth quarter levels of unemployment rate.






RECEIPTS

The Mid-Session Review estimates of re-
ceipts are below the February Budget esti-
mates by $33 billion in 2010, $141 billion in
2011, and continue to be lower through 2017,
ranging from a reduction of $112 billion in
2012 to $11 billion in 2017. These reductions
are partially offset by higher estimates of re-
ceipts in 2018 through 2020, for a net reduc-
tion of $402 billion over the ten-year budget
horizon (2011 through 2020). These changes
in receipts are primarily due to the effect of
economic and technical revisions, which ac-
count for $200 billion and $174 billion, respec-
tively, of the net reduction in receipts over ten
years. Policy changes reduce receipts by an
additional $100 billion over the ten years.
Revisions to Budget proposals attributable to
economic and technical factors partially offset
these net reductions in receipts, increasing re-
ceipts by $71 billion over the ten-year budget
horizon.

POLICY CHANGES

Changes that have resulted from the en-
actment of legislation and revisions in the
Administration’s proposals increase receipts
by $5 billion in 2010 and reduce receipts in
each subsequent year, for a net reduction in
receipts of $100 billion over ten years. The
February Budget included a placeholder for
the effects of health reform legislation based
on the bills that had been passed by the House
and Senate at the time. Relative to that place-
holder and several other Administration pro-
posals, enactment of the Patient Protection
and Affordable Care Act, as amended by the
Health Care and Education Reconciliation Act
(Affordable Care Act), reduces receipts by $2
billion in 2010, $19 billion in 2011, and $108
billion over the ten years, 2011 through 2020.
(Note that the deficit effect of this reduction
in receipts is almost entirely offset by the fi-
nal legislation’s reduction in outlays relative
to the placeholder in the Budget.) Other legis-
lated changes in taxes and fees, which include
the Hiring Incentives to Restore Employment
Act, reduce receipts by a net $7 billion over
the ten-year budget horizon relative to the
Administration’s February Budget proposals.
These net reductions in receipts attributable
to legislated tax changes are partially offset

by revisions in the Administration’s propos-
als, which increase receipts by $15 billion over
the ten-year budget horizon. These revisions
include reduction of the February Budget’s
placeholder for further jobs initiatives to re-
flect the subsequent enactment or proposal of
initiatives that had not been previously speci-
fied in February.

ECONOMIC AND TECHNICAL
REVISIONS IN PROPOSALS

Revisions in the estimates of the
Administration’s proposals that have not
been enacted increase receipts by $43 bil-
lion in 2010, reduce receipts by $24 billion in
2011, and increase receipts by a net $71 bil-
lion over the ten years, 2011 through 2020.
Of this, a reduction in the estimated cost of
permanently extending alternative minimum
tax relief, the 2001 and 2003 tax cuts, and
estate and gift taxes at parameters in effect
for calendar year 2009 increases receipts by
$125 billion over ten years. The lower cost
of extending these temporary tax provisions,
which are reflected in the Administration’s
baseline projection of current policy, is due in
large part to reductions in the economic fore-
cast for wages and salaries and other sources
of taxable income. The reduction in the es-
timated cost of permanently extending these
provisions is partially offset by a $54 billion
reduction in the estimated net receipt gain
from the Administration’s other proposals. A
reduction in the estimated receipt gain from
the Administration’s proposed tax increases
on higher-income individuals, attributable
in large part to reductions in taxable income,
particularly capital gains and dividends,
accounts for most of the $54 billion reduc-
tion in the estimated receipt gain from the
Administration’s other proposals.

ECONOMIC CHANGES

Revisions in the economic forecast have the
greatest effect on individual income taxes
and social insurance and retirement receipts.
Reductions in the economic forecast for wages
and salaries and other sources of taxable per-
sonal income reduce individual income taxes
by $7 billion in 2010, $8 billion in 2011, and

13
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$138 billion over ten years. Social insurance
and retirement receipts, which include Social
Security and Medicare payroll taxes, unem-
ployment insurance receipts, and railroad
retirement and other retirement receipts, de-
cline by $3 billion in 2010, $8 billion in 2011,
and $134 billion over ten years. Wages and
salaries and proprietor’s income are the tax
base for Social Security and Medicare payroll
taxes, the largest component of this source of
receipts. Reductions in wages and salaries,
which are based on additional income data,
are responsible for the reductions in social
insurance and retirement receipts in each
year. These reductions are partially offset by
increases in proprietor’s income. Reductions
in deposits of earnings of the Federal Reserve
System, attributable to lower interest rates,
reduce receipts by an additional $7 billion
over the ten-year budget horizon. These re-
ductions in individual income taxes, social in-
surance and retirement receipts, and deposits
of earnings of the Federal Reserve System are
only partially offset by increases in corpora-
tion income taxes and other sources of re-

ceipts. Changes in GDP and other economic
measures that affect the profitability of corpo-
rations increase corporation income taxes by
$11 billion in 2010, $7 billion in 2011 and $3
billion to $12 billion in each subsequent year,
for an increase of $79 billion over ten years.

ESTIMATING CHANGES

Technical reestimates of receipts reduce
collections by $83 billion in 2010, $92 billion
in 2011, and a net $174 billion over the ten-
year budget horizon. Technical reestimates
of individual income taxes and social insur-
ance and retirement receipts account for most
of this reduction in receipts. The revisions in
individual income taxes are in large part at-
tributable to more recent collections data and
revisions in the individual income tax model
based primarily on updated tax data for prior
years. More recent taxable wage data from
employer returns accounts for most of the
technical revisions in social insurance and re-
tirement receipts.

Table 4. CHANGE IN RECEIPTS
(In billions of dollars)

2011-  2011-
2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 ‘o7~ 2020
February Budget estimate ........c.cccccevveeennennee. 2,165 2,567 2,926 3,188 3,455 3,634 3,887 4,094 4,299 4,507 4,710 15,771 37,268
Changes due to policy:
Affordable Care Act ........cccoceeeviiinieiiicniennnns -2 -19 -19 -18 -2 -15 —4 =7 =7 -8 -8 -73 -108
Other enacted legislation ..........cccceeveveennne —4 -4 1 2 18 * 16 * -2 2 -9 17 -7
Changes in proposals .........cccccceveevveeenieeennne 11 5 4 3 2 * * * * * * 14 15
Total changes due to policy ........c......... 5 -18 -14 -14 18 -15 -20 -7 -9 -6 -17 -41 -100
Changes due to economic and technical
revisions in proposals ........c.ccevvervieneneenne. 43 24 -1 7 13 13 11 11 12 13 16 9 71
Changes due to revised economic
assumptions:
Individual income taxes ........ccccceveervueeninene =7 -8 -13 -14 -14 -12 -14 -15 -18 -15 -14 -61 -138
Corporation income taxes ..........cccceeeeveeennns 11 7 3 6 7 11 12 11 10 7 5 33 79
Social insurance and retirement receipts ... -3 -8 -12 -12 -13 -14 -17 -16 -16 -14 -12 -59 -134
Deposit of earnings, Federal Reserve
SYSEEM. ..eoiiiiiiiiiiiicee * 1 —* -1 -1 -1 -1 -1 -1 -1 -1 -2 -7
Other ..oocooveeeeeeeeceeee e 1 * —* —* —* —* * * * * * —* 1
Total changes due to revised economic
ASSUMPLIONS ..evveevreeeiiieeeiieeeeiieeeens 1 -7 22 22 -21 -17 -19 -21 -25 -24 -22 -89 -200
Changes due to technical reestimates ............ -83 92 -76 57 25 -19 -7 6 24 33 39 —269 -174
Total change in receipts .........ccocceevieviiieniennnen. -33 -141 -112 -86 -14 -37 -35 -11 2 16 16 -391 —402
Mid-Session Review estimate ............c.ccueuneeee. 2,132 2,426 2,814 3,102 3,441 3,597 3,853 4,083 4,301 4,523 4,725 15,380 36,865

* $500 million or less.



EXPENDITURES

Outlays for fiscal year 2010 are now esti-
mated to be $3.603 trillion, a $118 billion de-
crease from the February Budget estimate, due
largely to reduced spending for unemployment
compensation and downward revisions in dis-
cretionary spending and net outlays for deposit
insurance. Relative to the February Budget, to-
tal outlays have increased by $8 billion in 2011
and decreased by $461 billion over ten years.
These changes are largely the effect of tech-
nical and economic revisions in estimates of
major programs as well as enactment of major
pieces of legislation since the February Budget
release, including the Patient Protection and
Affordable Care Act, as amended by the Health
Care and Education Reconciliation Act of 2010
(“Affordable Care Act”).

POLICY CHANGES

Changes that have resulted from the en-
actment of legislation and changes in policy
since the release of the February Budget have
a minimal effect on outlays in 2010, but in-
crease spending by $30 billion in 2011. Yet
over the ten-year period, 2011 through 2020,
policy changes decrease outlays by $215 bil-
lion. The largest of these changes is the enact-
ment of the Affordable Care Act.

Health reform. The health reform provi-
sions of the Affordable Care Act expand health
insurance coverage through Medicaid and new
market-based health insurance exchanges,
make health care more affordable, and make
numerous other changes in health programs.
The February Budget included a placeholder
for the effects of health reform legislation,
based on the bills that had been passed by the
House and Senate at the time. Relative to the
February Budget placeholder, enacted health
reform reduces outlays by $94 billion over the
ten-year window, 2011 through 2020.

Student Aid and Fiscal Responsibility
Act (SAFRA). SAFRA, included as part
of the Reconciliation Act, enacted the
Administration’s proposal to eliminate sub-
sidies under the bank-based guaranteed stu-
dent loan program and originate all new loans
under the more efficient Direct Loan Program.
The Act also increased funding for Federal

Pell Grants and made other changes to edu-
cation programs. Relative to the education
proposals in the February Budget, SAFRA
reduces outlays by $46 billion over ten years,
largely because SAFRA included more modest
increases in the Pell Grant maximum award
in future years.

Other enacted legislation. Other legis-
lation enacted since February included sev-
eral temporary extensions of extended un-
employment benefits, health subsidies for
laid-off workers under COBRA, and relief
from scheduled reductions in Medicare phy-
sician payments. These extensions were part
of the February Budget proposals and there-
fore the enacted extensions had little effect
relative to the outlay estimates in the Budget.
The Medicare physician payment legislation
enacted in June included a provision to clar-
ify that payment for inpatient hospital care
covers certain preadmission services, which
reduced Medicare outlays relative to the
February estimates.

Changes in proposals. Revisions in the
Administration’s budget proposals reduce out-
lays by $4 billion in 2010 and increase outlays
by $7 billion over the next ten years. These
revisions include new proposals to provide
funding for States to prevent layoffs of teach-
ers, firefighters, and police; create a Small
Business Lending Fund and State Small
Business Credit Initiative to promote access
to capital by small businesses; and establish a
home energy retrofit rebate program to jump-
start demand and improve energy efficiency.
The revisions also include a reduction in the
size of the February Budget’s placeholder for
further jobs initiatives (from $100 billion to
$50 billion, evenly divided between spending
and receipts) to reflect the subsequent enact-
ment or proposal of jobs initiatives—such as
the new jobs measures described above—that
had not been previously specified in the 2011
Budget.

ESTIMATING CHANGES

Estimating changes are due to factors other
than enacted legislation or changes in policy,
including changes in economic assumptions,

15
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discussed earlier in this Review, and changes
in technical factors. Relative to the Budget esti-
mate, economic and technical changes decrease
estimated outlays for 2010 by $118 billion and
by $246 billion from 2011 through 2020.

Discretionary appropriations. Outlays
for discretionary appropriations fall by $30
billion in 2010 and increase by $51 billion over
the next ten years relative to the Budget as a
result of technical revisions. These changes
reflect higher outlays in 2010 compared to
the February Budget for the Department of
Housing and Urban Development, with sig-
nificantly lower spending in the Departments
of Defense, Health and Human Services,
Education, Energy, Transportation, and
Homeland Security. In 2011, the Departments
of Defense, Energy, Labor, and the Corps of
Engineers show significantly higher out-
lays than projected in the Budget, while the
Department of Health and Human Services is
again lower than projected in the Budget due
to technical revisions.

Medicare. Estimating changes reduce out-
lays for Medicare by $75 billion over the next
ten years, most notably in the later years of the
period. Outlays for Medicare Parts A and B are
expected to decrease, while those for Medicare
Part D are expected to increase. Slower-than-
projected spending growth relative to the
February Budget reduces outlays, but the re-
ductions are partially offset by increases due to
higher estimated Medicare enrollment.

Unemployment compensation. Changes
in economic and technical assumptions de-
crease outlays for unemployment benefits by
$34 billion in 2010 and $17 billion in 2011.
Over the ten-year period of 2011 through
2020, outlays are down by $66 billion. The
reduction is driven by lower-than-expected
Unemployment Insurance rates as well as re-
duced projections of total civilian unemploy-
ment over the next several years.

Veterans Compensation and Pension.
Outlays for Veterans’ Compensation and
Pension benefits are $9 billion lower than the
February estimates in 2010 but are higher
than the February estimates in subsequent
years. The reduction in 2010 is due to delays
in enacting appropriations and implement-
ing regulations necessary to pay retroactive
claims related to Agent Orange exposure. The

MSR assumes that these payments will begin
later this fiscal year but the bulk of payments
will outlay the following year, accounting for
most of the $10 billion increase in outlays in
2011. Over the 11-year period 2010 through
2020, compensation and pension outlays rise
by $27 billion due to increased caseload esti-
mates, which are only partly offset by reduced
outlays from expected lower cost of living ad-
justments (COLAs).

Medicaid. Projected Federal outlays for
Medicaid decrease by $21 billion over ten
years from the February Budget estimates.
The decreases stem primarily from slower
projected spending growth in State estimates
and actuarial models relative to the baseline
estimates in the Budget and lower inflation.

Deposit insurance. Deposit insurance
outlays fall by $18 billion in 2010 relative to
the February estimates, but rise by $18 bil-
lion over the following ten years. Much of the
reduction in 2010 results from the increased
use of loss sharing agreements by the Federal
Deposit Insurance Corporation (FDIC) when
resolving failed institutions. Loss sharing
agreements result in lower upfront payments
by the Deposit Insurance Fund (DIF), as part-
nering institutions take over the insolvent
banks but reduce expected future receipts to
the DIF from selling assets after bank fail-
ures. The revised MSR estimates also reflect
an increased forecast of failed bank assets be-
cause of weaker conditions in the banking in-
dustry following the European debt crisis and
a slower-than-expected recovery. National
Credit Union Administration (NCUA) spend-
ing comprised $6 billion of the reduction in
2010 outlays due primarily to a timing shift
from 2010 to 2011.

Social Security. Estimating changes re-
duce outlays for Social Security by $1 billion
in 2010 and increase outlays by $13 billion
over the next ten years. Spending decreases
due to lower COLAs are more than offset by
increases in outlays due to recent program ex-
perience, lower projected mortality rates for
persons ages 65 and older, and revised esti-
mates of the effects of the recession on dis-
ability incidence.

Supplemental Nutrition Assistance
Program (SNAP). Outlays for SNAP, for-
merly called Food Stamps, decrease by $11
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billion over the next ten years due to economic
and technical factors. Technical changes in-
clude increased participation assumptions of
300,000 individuals in 2012 and 2013. This
increased participation drives up SNAP pro-
gram costs relative to the Budget. In the long
term, however, participation is expected to fall
to historical levels more rapidly than estimat-
ed in February due to the strengthening econ-
omy, which results in out-year participation
estimates that are lower than in the Budget,
decreasing program costs starting in 2015.

Troubled Asset Relief Program (TARP).
Relative to the February Budget, outlays for
TARP are now expected to be $10 billion lower
in 2010 due to technical revisions, and decrease
$3 billion over the course of the 11-year peri-
od from 2010 to 2020. Outlays for the Home
Affordable Modification Program (HAMP) are
assumed to occur later than reflected in the

Budget, with lower outlays in 2010 and 2011,
and higher outlays in 2012 and beyond, with
total outlays unchanged. The $3 billion reduc-
tion in programs other than HAMP is primarily
due to the Administration’s decision to remove
a $3 billion placeholder in TARP that was as-
sumed in the Budget for small business initia-
tives, as the Administration is instead seeking
to create a Small Business Lending Fund and

State Small Business Credit Initiative outside
of TARP.

Net interest. Excluding the debt service as-
sociated with policy changes, outlays for net in-
terest are projected to decrease by $202 billion
over ten years. These reductions are virtually
all due to the effect of lower short- and long-
term Treasury interest rates over the next few
years of the revised MSR economic forecast,
partially offset by increased debt service due
to estimating changes in receipts and outlays.
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Table 5. CHANGE IN OUTLAYS
(In billions of dollars)

2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 247t 2950
February Budget estimate .......c.cccocevveereneennnne. 3,721 3,834 3,755 3,915 4,161 4,386 4,665 4,872 5,084 5,415 5,713
Changes due to policy:
Affordable Care Act .......cccccevveviiivccnices e, 7 4 23 -19 -17 -8 -4 -8 -11 -16 -48 -94
Preservation of Access to Care for
Medicare Beneficiaries and Pension
Relief Act....covveeeviieeiieeeeeeecee e 1 —* -6 -7 -8 -8 -9 -10 -10 -11 -12 -29 -82
Student Aid and Fiscal Responsibility
ACE e -2 1 6 —4 -5 -5 -6 -6 -7 -9 -12 -7 46
Other legislation and policy changes ...... 1 22 3 -2 -2 & —* —* —k —* —* 20 18
Debt Service ......cocceevieiiiiiniiiieieeeee K * 1 2 1 -1 -1 -1 —2 -3 -5 3 -10
Subtotal, policy changes ........c.cccccceevviieinenen. —* 30 8§ -3 -33 -31 -24 22 -28 -36 -45 -61 -215
Changes due to reestimates:
Discretionary appropriations:
Security -8 4 3 1 * —* 2 2 2 7 17
Non-security -22 13 8 2 1 1 3 * * —* 29 34
Medicare ......cooceeveueeniiiiieieeeeeee e —4 -3 4 2 -8 -4 =17 -13 -7 -16 -13 -9 -75
Unemployment compensation ... e =34 17 -9 -7 =7 -6 -6 -5 —4 -3 -2 46 —66
Veterans Compensation and Pension ..... -9 10 1 2 2 3 3 3 3 4 4 18 37
Medicaid ....oooveveeeeeeieeieieeieeeeee e -1 -11 -7 -5 12 8 -1 -5 —4 —4 —4 -3 21
Deposit insurance e —18 11 14 -1 -6 -11 -16 21 3 #* 21 18
Social Security .......ccceeeeeveeeiiiieeeiieeeens -1 K -1 * 1 2 2 2 2 2 2 2 13
Supplemental Nutrition Assistance
Program ........ccoooviiiiiiiiiiini * * 1 1 * -1 -3 —4 -3 -1 _ 1 -11
Troubled Asset Relief Program ............... -10 -3 * 2 2 2 2 1 B eeerre eevrenne 7
Other mandatory programs .................... -8 4 -4 6 38 24 6 -10 -15 -19 -28 68 2
Net interest! .....ccoovvvieiiiniiieiieiieeieeeene -30 -49 -53 -31 -16 -9 -5 —2 —2 -4 -179 -202
Subtotal, reestimates -22 =37 42 10 5 =31 47 -6 34 42 -87 -246
Total change in outlays ........ccccceecevveveeneneenenne. -118 8 29 -77 -22 27 -55 -68 -34 -70 -87 -148 -461
Mid-Session Review estimate .........c.cccoveeennenne. 3,603 3,842 3,725 3,838 4,139 4,359 4,610 4,804 5,051 5,345 5,626

* $500 million or less.
Includes debt service on all reestimates.
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