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OVERVIEW

On April 5, 2011, Chairman Paul Ryan of the House Budget Committee released a proposed budget resolution for
the fiscal year (FY) 2012. Compared to current law, the Republican staff of the committee estimates that over the
next ten years, the chairman’s proposed budget would:

*  Cut spending by $5.8 trillion
e Cut taxes and other revenues by $4.2 trillion
* Reduce budget deficits by $1.6 trillion

The chairman’s budget aims to shrink the size of government to about 20 percent of gross domestic product (GDP)
in 2015 and to 15 percent of GDP in 2050. Over the next 10 years, about 70 percent of those spending cuts would
be used to finance additional tax cuts; the rest would be used for deficit reduction.

According to estimates prepared by the House Budget Committee majority staff, the policy changes in the
chairman’s proposal would significantly reduce federal debt as a share of GDP. Federal debt would decline to 68
percent of GDP in 2021 and to 10 percent of GDP in 2050. The debt projections for 2050 are based on a long-term
analysis of the chairman’s proposal by the Congressional Budget Office (CBO).

The proposal also calls for a fundamental restructuring of Medicaid and Medicare.

The chairman’s proposed budget resolution (also known as the Chairman’s Mark) is the starting point for
congressional deliberations over next year’s budget, which begins on October 1. The Ryan budget resolution is
unusual in its scope. Budget resolutions typically avoid explicit consideration of the long-term budgetary
challenges facing the nation. The Ryan proposal joins other comprehensive proposals for addressing those long-
term challenges, each of which has chosen a different mix of tax and spending proposals. The recommendations
advanced by the National Commission on Fiscal Responsibility and Reform, for instance, had much smaller cuts in
spending than Chairman Ryan proposes. However, the commission increased taxes, instead of reducing them.'

The congressional budget resolution provides a blueprint for spending and revenue decisions for the next fiscal
year. In the normal course of the congressional budget process, the House and Senate prepare separate
resolutions that are then reconciled in conference. Because the budget resolution is not presented to the
President for signature, it does not have the force of law. It does, however, help guide congressional decision-
making and serves as a framework for appropriation, tax, and other legislation that would become law. Budget

! Other comprehensive fiscal plans have been released by the Bipartisan Policy Center and the Committee for a Responsible
Federal Budget.
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resolutions, however, are not required for the government’s continued financial operations, and in many recent
years, one or both houses of Congress have failed to adopt a resolution.

HIGHLIGHTS

House Budget Committee’s Estimate of Chairman Ryan’s Budget

2011 2012 2021 10-Year Total:
2012-2021

In Billions of Dollars
Revenue 2,230 2,533 4,354 34,870
Spending 3,618 3,529 4,739 39,958
Deficits 1,388 995 385 5,088
Debt held by the public 10,351 11,418 16,071 n.a.

In Percent of GDP

Deficits 9.2 6.3 1.6 2.7
Debt Held by the Public 68.8 72.8 67.5 n.a.

Source: House Committee on the Budget, The Path to Prosperity, April 2011. Compiled by the Peter G. Peterson Foundation.

WHAT IS THE OUTLOOK FOR DEBT AND DEFICITS?

Although budget deficits would decline under CBO’s current law baseline as the economy recovers, deficits under
Chairman Ryan’s proposed budget for FY 2012 would decline even faster. Under the chairman’s proposal, budget
deficits would fall from 9.2 percent of GDP in 2011 to 1.6 percent of GDP in 2021. By contrast, if policymakers
simply maintained current law, the deficit would stabilize at about 3 percent of GDP over the next ten years.
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Not surprisingly, federal debt would decline as a share of the economy over the next 10 years under the
chairman’s budget. By 2021, it would reach about 68 percent of GDP. By contrast, federal debt would stabilize at
about 75 percent of GDP in 2021 under current law and would rise to 87 percent of GDP under the president’s FY
2012 budget, according to CBO estimates.

WHAT ACCOUNTS FOR THE DECLINE IN DEBT?

Federal debt would decline under Chairman Ryan’s proposal because he proposes substantial spending cuts to
shrink the size of government. According to the estimates prepared by the House Budget Committee staff, the
chairman would reduce spending by $5.8 trillion over ten years, compared to current law. Compared to the
president’s budget, the chairman’s proposal would reduce spending by $6.2 trillion.”

However, budget deficits decline by only $1.7 trillion over the same ten-year period compared to current law
because most of the spending cuts in the chairman’s budget would be used to offset the cost of tax cuts. Indeed,
over the next ten years, his proposal would reduce revenues by $4.2 trillion relative to current law. Thus, about 70
percent of the spending reductions would be used to finance additional tax cuts; the rest would be used for deficit
reduction.

As a result, revenues under the Ryan proposal would not exceed 18.3 percent of GDP at any point during the next
ten years. By contrast, under current law, revenues, largely fueled by the expiration of the individual tax cuts
originally enacted in 2001 and 2003, would rise to 20.8 percent of GDP.

>The president’s FY 2012 budget would increase spending by about $400 billion over the ten-year period
compared to current law, according to the Congressional Budget Office.
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Effect of Chairman Ryan’s Budget on Deficits (in Billions of Dollars)

10-Year Total:

2012-2021

Baseline Deficits under Current Law 6,737
Effect of Chairman Ryan’s Budget on Deficits’

Outlays -5,812

Revenues 4,162

Total Effect on Deficits -1,649

Deficits under Chairman Ryan’s Budget 5,088

Source: House Budget Committee, The Path to Prosperity, April 2011; Congressional Budget Office, Preliminary Analysis of the
President’s Budget for 2012, March 2011. Compiled by the Peter G. Peterson Foundation.

Note:

1. A positive number indicates that the budget policies increase the deficit; a negative number indicates that they reduce the
deficit.

SELECTED REVENUE POLICIES IN CHAIRMAN RYAN’S BUDGET

Chairman Ryan’s budget assumes that Congress will enact several measures that would reduce revenues by $4.2
trillion over the next ten years. The most important changes in his budget are:

* Extending the “Bush” tax cuts passed in 2001, 2003, and 2010.

* Indexing the Alternative Minimum Tax (AMT) for inflation.

* Repealing the revenue provisions of the Patient Protection and Affordable Care Act enacted in 2010.
* Reducing the top individual and corporate income tax rate to 25 percent.

The committee report on the chairman’s budget indicates that the reduction of top tax rates to 25 percent would
be fully financed by broadening the tax base and eliminating various tax expenditures. However, the report does
not specify which tax expenditures would be eliminated; those decisions would be left to the House Committee on
Ways and Means. Without those offsets, the proposal would reduce revenues (and increase deficits) more than
the committee has estimated.

SELECTED SPENDING POLICIES IN CHAIRMAN RYAN’S PROPOSAL

The chairman’s proposal reduces total outlays by $5.8 trillion over the next 10 years. The major spending
provisions in the chairman’s proposal are:

* Reducing non-security spending by rolling it back to 2008 levels and freezing it for five years

* Repealing the Affordable Care Act

* Reducing funding for the global war on terror as the wars in Afghanistan and Iraq wind down

* Adopting the Secretary of Defense’s recommendations to trim waste from the Pentagon budget
* Reducing the federal workforce by 10 percent over the next 3 years through attrition
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*  Converting the federal contribution for Medicaid into State-administered block grants that would grow with
the rate of inflation and population

*  Converting the Supplemental Nutrition Assistance Program (SNAP) into block grants that would increase with
inflation and population growth beginning in 2015

* Returning Pell grants, which provide low-income students with tuition assistance to attend junior college and
college, to their pre-stimulus levels

Spending Cuts in Chairman Ryan's Budget Compared to the CBO Baseline (In Billions of Dollars)

2011 2012 2021 10-Year Total

2012-2021

Security 4 28 8 214
Global War on Terror 2 -10 -138 -1,044
Non-Security -15 -79 -204 -1,617
Medicaid 0 -1 -150 -771
Medicare 0 0 -17 -30
President's Health Care Law 0 -6 -233 -1,403
Social Security 0 0 0 0
Other Mandatory -2 -42 -87 -715
Net Interest 0 -1 -119 -446
Total Outlays -11 -110 -941 -5,812

Source: House Budget Committee, The Path to Prosperity, April 2011. Compiled by the Peter G. Peterson
Foundation.

Although repealing the Affordable Care Act would reduce outlays, it would reduce revenues by an even larger
amount, according to CBO. Indeed, CBO found that repealing the health care reform would actually increase the
deficit by $210 billion over 10 years.3

WHAT ARE THE LONG-RUN IMPLICATIONS OF THE CHAIRMAN’S BUDGET?

The CBO estimates that the chairman’s proposal would greatly reduce the long-term pressures on the federal
budget. The nonpartisan agency estimates that if the chairman’s proposals were enacted and maintained, federal
debt would decline to 10 percent of GDP by 2050." However, achieving that goal depends on maintaining the
fundamental restructuring of Medicaid and Medicare that the chairman has outlined in his proposal in order to
slow the growth of federal health care spending.

3 Congressional Budget Office. Cost Estimate for H.R. 2, Repealing the Job-Killing Health Care Law Act. Available at
http://cbo.gov/ftpdocs/120xx/doc12069/hr2.pdf
4 Congressional Budget Office, Letter to Chairman Ryan, April 5, 2011. http://www.cbo.gov/doc.cfm?index=12128
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As discussed above, the chairman would restructure the Medicaid program as block grants to states. The growth in
the block grants would be limited to the rate of inflation and population growth. Because Medicaid spending is
currently projected to grow much faster, the reform is expected to slow Medicaid costs significantly.

For Medicare, the chairman would fundamentally transform the program from its fee-for-service model to a
“premium support” model beginning in 2022. Under this reform, the government would make a premium-support
payment to an approved private insurance plan that was chosen by the Medicare beneficiary. (The proposal also
would gradually increase the eligibility age for the Medicare program from age 65 in 2021 to age 67 in 2033). The
premium support would partially subsidize the purchase of insurance and would be adjusted so that wealthier
beneficiaries received smaller subsidies, sicker patients received larger payments, and lower-income seniors
received more help to cover out-of-pocket expenses. Current Medicare beneficiaries would have the option to join
the new premium support system or continue with the current program. Because the rate of increase for the
government’s premium support would be limited, the reform would slow the growth of Medicare spending over
time compared to current law. However, CBO also found that under the proposal, most elderly people would pay
more for their health care than they would pay under the current Medicare system.

STATEMENT BY PETER G. PETERSON FOUNDATION CHAIRMAN PETE PETERSON ON THE
PROPOSAL

“Chairman Ryan deserves significant credit for looking beyond the current fiscal year and leading an effort to put
forward a budget proposal that addresses many of the drivers of our long-term debt. With the increasing
recognition that our fiscal situation is unsustainable, we are now beginning a national dialogue on solutions. There
are many points of view on how we should address our long-term debt and deficits, so now is the time for elected
leaders who have different ideas to come forward with their own plans to address our challenges. This process will
not move forward without leadership.

“President Obama and Congress must work toward agreement on a set of solutions that build a solid fiscal
foundation to ensure economic prosperity for our future. Any viable plan must address all of the drivers of our
long-term debt and be done in a way that maintains a social safety net for Americans who need it. We can no
longer afford inaction. ”
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