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Mandatory Spending in the U.S. Budget
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2012 Spending on Mandatory Programs

Federal Civilian and Military Retirement - $143 B

Veterans - S68 B

Other Programs - $82B
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Long-Term Trends

Federal Spending on Major Health Care Programs
Under CBO’s Extended Baseline Scenario
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Spending for Social Security Under
CBO’s Long-Term Budget Scenarios
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Mechanisms to Control Mandatory
Spending



Types of Budgetary Control

Spending authority can be:

Unlimited and permanent (Medicaid, unemployment benefits,
parts of Medicare)

Unlimited until balances in trust funds are exhausted (Social
Security and part of Medicare)

Unlimited for a specific time period (some agriculture income
support programs)

Provided each year and limited—but intended to cover all
benefits that people will qualify for (Supplemental Nutrition
Assistance Program)

Provided each year and intended to be constraining (Temporary
Assistance for Needy Families)



Statutory Constraints

Pay-As-You-Go (“PAYGO"”)

New legislation changing taxes, fees, or mandatory expenditures, taken
together, must not increase projected deficits.

Enforced by automatic across-the-board cuts in selected mandatory
programs.

Cuts are triggered if, in total, legislation enacted during a Congressional
session fails to meet that objective.

For Medicare

Reduced Indexing: Payment rates for most Medicare services are
updated each year by a measure of inflation MINUS the 10-year moving
average of changes in all-factor productivity.

Trigger Mechanism: If the rate of growth in spending per beneficiary
exceeds that of an economic measure, using 5-year averages, program
rules must be revised to achieve savings to close that gap—through a not-
yet-existing Independent Payment Advisory Board, or if it fails, by the
Department of Health and Human Services.



Legislative Controls

= Rules Regarding Long-Term Costs

— A Senate rule prohibits consideration of legislation that would cause a net
increase in the deficit in excess of S5 billion in any of four 10-year periods:

2023-2032, 2033-2042, 2043-2052, and 2053-2062; requires CBO cost
estimate.

— A House rule prohibits consideration of legislation that would increase

mandatory spending by more than S5 billion during any 10-year period for
the 40 years after the traditional 10-year budget window.

= Reconciliation Bills

— The Congress allows expedited consideration of “reconciliation” legislation
that would implement instructions in a budget resolution. A Senate rule
specifies that the reconciliation legislation cannot increase the deficit for a
fiscal year beyond the "budget window" covered by the measure.



Proposals for Triggers

The Government Accountability Office (GAO) recommends that,
for mandatory spending programs, “Congress should consider
incorporating budget triggers that would signal the need for
action,” or “automatically causing some action to be taken when
the trigger is exceeded. Once a trigger is tripped, Congress could
either accept or reject all or a portion of a proposed response to
the spending growth.”

Source: GAO, Mandatory Spending Using Budget Triggers to Constrain Growth (2006)



Proposals for Triggers

But some experts believe such triggers would either be
circumvented or ignored.

— Medicare is funded by a combination of dedicated taxes and
general funds. If the program’s Trustees, in two consecutive
reports, project that more than 45% of the program’s spending
will come from general funds in the current year or any of the
next six years, the President is required to propose changes
that would bring that percentage back under 45%. Such
proposals have rarely been transmitted.

— If Medicare’s cumulative spending on physicians’ services
exceeds a certain level set by formula, the rates paid to
physicians are automatically reduced. Those reductions have
been routinely overridden—but the resulting cost generally had
to be offset by other savings elsewhere.



How the Congress Gets Information
About Mandatory Spending



Social Security Trustees’ Report

LETTER OF TRANSMITTAL

BOARD OF TRUSTEES OF THE
FEDERAL OLD-AGE AND SURVIVORS INSURANCE AND
FEDERAL DISABILITY INSURANCE TRUST FUNDS,
Washington, D.C., April 23, 2012

The Honorable John A. Boehner
Speaker of the House of Representatives
Washington, D.C.

The Honorable Joseph R. Biden, Jr.
President of the Senate
Washington, D.C.

Dear Mr. Speaker and Mr. President:

We have the honor of transmitting to you the 2012 Annual Report of the Board of Trust-
ees of the Federal Old-Age and Survivors Insurance and Federal Disability Insurance
Trust Funds, the 72nd such report.

Respectfully,

W
lmothy F. elthner, Secnerary of

Hilda L. Solis, Secretary
the Treasury, and Managing of Labor, and Trustee,
Trustee of the Trust Funds.

Gl S

Kathleen Sebelius, Secretary of 4
Health and Human Services, of Sglial Security, and Trustee.
and Trustee.

Charles P. Blahous II1, Trustee. Robert D. Reischauer, Trustee.

Ca m&r
Carolyn W. Colvin, Deputy Commr.maner

of Social Security, and Secretary, Board of Trustees.
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Social Security Trustees’ Report

Figure I1.D2.—OASDI Income, Cost, and Expenditures as Percentages of Taxable Pay
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Social Security Trustees’ Report

Figure I1.D7.—Long-Range OASDI Trust Fund Ratios From Stochastic Modeling
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Financial Report of the Federal Government

FINANCIAL STATEMENTS 49
United States Government
Statement of Changes in Social Insurance Amounts
for the Year Ended September 30, 2012 (Note 26)
Other (e.g.
Social Medicare Medicare Railroad
(In billions of dollars) Security HI SMI Retirement) Total
Net present value (NPV) of future
revenue less future expenditures for
current and future participants (the
“open group”) over the next 75 years,
beginning of the year ........ccccooeiieen (9,157) (3,252) (21,320) (101) (33,830)
Reasons for changes in the NPV during
the year:
Changes in valuation period ..................... (473) (125) (1,013) (2) (1,613)
Changes in demographic data and
assumMpPtions ..o (140) (97) 752 3 518
Changes in economic data and
assuMPions ... (1,037) - - (2) (1,039)
Changes in law or policy ..........cccoeeeeeeennnns - 153 40 - 193
Changes in methodology and
programmatic data ...............cccceeeeeeeenns 471) - - - 471)
Changes in economic and other health
care assumptions ..............cccoeeeeiieeiee.n. - (2,546) (55) - (2,601)
Change in projection base ...........ccccc........ - 286 3 - 289
Net change in open group measure............. (2,121) (2,329) (273) (@))] (4,724)
Open group measure, end of year............... (11,278) (5,581) (21,593) (102) (38,554)

Totals may not equal the sum of components due to rounding.

The accompanying notes are an integral part of these financial statements.



CBO Report—The 2012 Long-Term Projections for Social
Security: Additional Information

Social Security Tax Revenues and Qutlays, with Scheduled Benefits

(Percentage of gross domestic product)
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Source: Congressional Budget Office.

Note: The lines indicate CBO’s projections of expected outcomes. The shaded areas indicate the 80 percent
range of uncertainty.

a. Includes payroll taxes and income taxes on bhenefits.
b. Includes scheduled benefits and administrative costs.




CBO Report—The 2012 Long-Term Projections for Social
Security: Additional Information

Social Security Tax Revenues and Outlays, with
Scheduled and Payable Benefits

(Percentage of gross domestic product)
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Source: Congressional Budget Office.

a. Includes payroll taxes and income taxes on benefits. Tax revenues shown are consistent with payable benefits
and would decline slightly if the trust funds became exhausted because revenues from income taxes paid on
henefits would decline.

h. Includes benefits and administrative costs.



CBO Report—The 2012 Long-Term Projections for Social
Security: Additional Information

Trust Fund Ratio, with Scheduled Benefits
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Source: Congressional Budget Office.

Note: The trust fund ratio is the ratio of the trust fund balance (the amount in the trust funds) at the beginning
of a year to outlays in that year. Outlays consist of benefits and administrative costs. The trust funds are
exhausted when the trust fund ratio reaches zero. Under current law, the trust funds cannot incur negative
balances. The negative balances shown in this exhibit indicate a projected shortfall, reflecting the trust
funds’ inability to pay scheduled benefits out of current-law revenues. The dark line indicates CBO’s projec-
tion of expected outcomes; the shaded area indicates the 80 percent range of uncertainty around the pro-
jection.

©® CONGRESSIONAL BUDGET OFFICE



CBO Report—The 2012 Long-Term Projections for Social
Security: Additional Information

Median Present Value of Lifetime Benefits for Retired Workers, with
Scheduled and Payable Benefits

(Thousands of 2012 dollars)

Lowest Quintile of Middle Quintile of Highest Quintile of
10-Year Lifetime Household Lifetime Household Lifetime Household
Birth All Retired Workers Earnings Earnings Earnings
Cohort Scheduled Payable Scheduled Payable Scheduled Payable Scheduled Payable

All
1940s 141 140 63 63 167 165 280 278
1960s 214 193 117 108 241 215 385 343
1980s 273 225 157 131 299 246 507 421
2000s 383 295 219 170 430 332 710 553
Men
1940s 142 142 55 55 195 195 333 331
1960s 239 216 122 112 270 242 432 383
1980s 297 244 165 137 320 264 560 466
2000s 415 320 230 179 460 355 760 597
Women
1940s 140 139 72 72 153 151 217 213
1960s 194 174 113 103 217 194 323 289
1980s 252 208 149 124 285 233 435 361
2000s 355 274 209 163 405 302 620 482

Source: Congressional Budget Office.

Note: Benefits are the present value of all retired-worker benefits received. To calculate their present value,
benefits are adjusted for inflation (to produce constant dollars) and discounted to age 62. All values are
net of income taxes paid on benefits and credited to the Social Security trust funds.



CBO Report—The 2012 Long-Term Budget Outlook

Federal Spending on Major Health
Care Programs Under CBO’s Extended
Alternative Fiscal Scenario and
Different Assumptions About Excess
Cost Growth After 2022

(Percentage of gross domestic product)
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Other CBO Reports on Mandatory Programs
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Spending Patterns for Prescrip)

Medicare Part D

The centerpiece of the Medicare Prescription Drug.
Improvement, and Modernization Act of 2003 (Medicare
Modernization Act) was the creation of Medicare Part D,
a subsidized pharmaceutical benefit that went into effect
in 2006." That additional coverage—which provides
outpatient prescription drug insurance to seniors and

to people under age 65 with ccrtain disabilitics—
constituted the most substantial expansion of the Medi-
care program since its inception in 1965. In 2010, the
federal government spent $62.0 billion on Pare D, repre-
scnting 12 percent of total federal spending for Medicare
that year.”

Under Medicare Part D, all ensollees receive a subsidy for
prescription drug insurance; an additional low-income
subsidy (LIS) is available to cnrollees with sufficiently low
income and assets.” (In this issue bricf, Parc D enrollces
who receive the LIS benefit are referred to as LIS earoll-
ecss all others are referred to as non-LIS enrollees.)
Enrollces in Part D choose  preseription drug insurance
plan from a number of competing private plan sponsors.
Toral spending on Pare D drugs equals the sum of spend-
ing by all payers combined, including plan sponsors. ben-
eficiarics, the federal government, and third-party payers;
in this brief, it is measured on a per-beneficiary basis.* In
2008—the most recent year for which data were available
when the Congressional Budget Office (CBO) undertaok
i i 1L,

his pending for non-LI
$1,800." The amount of spending varied widely across
enrollees in that category: for 7 percent, no spending

occurred, whercas for 6 pereent, the amount was at least

L Title 1 of Public Law 108173, 117 Star. 2066, 2071-2176.

2. Depastment of Health and Hurnan Services, Centers for Medicare
and Medicaid Services, Office of the Actuary, 201 Annsal Repore
of the Boards of Trustees of the Federal Hospia Insunance and
Federal Supplemenary Medical Insurance Trust Funds (May 2011),
i addition, the Medicare Modernization Act created a subsidy for
frms that offer ourpatien prescription drug coverage for their

Congressional Budget Office

APRIL 2012

The Supplemental
Nutrition Assistance Program

The Supplemental Nutrition Assistance Program (SNAF,
formerly known as Food Stamps) provides benefits to
low-income houscholds o help them purchase food. The
program is an “automatic stabilizer,” meaning that its
number of beneficiaries and amount of spending increase
automatically during tough cconomic times. In fiscal year
2011, roal federal expenditures on SNAP—578 bil-
lion—and participation in the program (measured as the
number of participants and as a share of the U.S. popula-
tion) were the highest they have ever been. In an average
month that year, nearly 45 million people (or one in
seven ULS. residents) received SNAP benefits (see

The number of people receiving SNAP benefits increased
by almost 50 percent between fiscal years 2001 and 2005
and even more rapidly (by 70 percent) hetween fiscal
years 2007 and 2011. During that latter period, spending
on SNAP benefits grew by abourt 135 percent. The
increase in the number of people cligible for and receiv-
ing benefits between 2007 and 2011 has been driven
primarily by the weak economy. That increase was
responsible for about 63 percent of the growth in
spending on benefits between 2007 and 2011. About

20 percent of the growth in spending can be attributed
to temporarily higher benefit amounts enacted in the
American Recovery and Reinvestment Act of 2009
(ARRA). The remainder stemmed from other factors,

such as higher food prices and lower income among ben-

According to the Congressional Budget Office’s (CBO's)
March 2012 projections, the number of people who
receive SNAP benefits will continue to rise slightly from
fiscal year 2012 through fiscal year 2014, then decline in
the following years. By fiscal year 2022, CBO projects,
34 million people (or about 1in 10 U.S. residents) will
receive SNAP benefits cach month (roughly the same as
the number in 2009), and SNAP expenditures, at about

CONGRESS OF THE UNITED STATES
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$73 billion, will be among the highest of all non-health-
related federal support programs for low-income

houscholds

In considering the furure of the program, some policy-
makers might want to scale it back as part of a larger
effort to reduce federal spending. Otthers might want wo
expand it to provide more assistance to people or to boost
the economy in the short term.' The current program
could be changed by modifying eligibility rules, benefit
amounts, administrative procedures, or other program
activities, or by converting SNAP to a block grant

program

Characteristics of SNAP Recipients

In fiscal year 2010, the most recent year for which
detailed demographic data are available, about three-
quarters of houscholds recciving SNAP bencfits included
achild, a person age 60 or alder, or a disabled person.?
Because houscholds with children tend to be larger, they
are likely to reccive higher benefits than houscholds with-
out children. The average houschold receiving bencfies
consisted of 2.2 people. About half of all houscholds

receiving benefits were single-person houscholds.?

. See Congressional Budget Office, Oprions for Regponding o Shors-
Term Economic Weakmess (January 2008), p. 6.

. SNAP benefits are awarded to so-called food assistance units,
which are generally equivalent to households and will be reforred
t0 as such in this analysis. A food assistance unit is a group of
peaple living topether —no fumilial rlationship s required—and
sharing the purchase, preparation, and consumption of food

1

w

. Esa Eslami, Kai Filion, and Mark Strayer. Ghanaceerivvics af Supple-
mensal Nusrision Assiseance Program Honseholds: Fisaal Year 2010
(report submitted by Mathematica Policy Research to the Depart-
ment of Agriculture, Food and Nutrition Service, Dffice of
Research and Analysis, September 2011}, www.fns.usda goviora/
menu/Published/snap/SNAPPartHH him.



