


Chapter 14

The Federal
Budget

Does the federal government budget
and spend your tax dollars wisely?

® 14.1 Introduction

On January 24, 2012, the House chamber filled with
representatives, senators, Supreme Court justices,
cabinet heads, military leaders, and invited guests.
They had gathered for the president’s annual mes-
sage to Congress known as the State of the Union
address. The name comes fram the Constitution,
which says the president "shall from time to time
give to the Congress Information of the State of
the Union, and recommend to their Consideration
such Measures as he shall judge necessary and
expedient.”

Just after 9:00 r.u., the Sergeant at Arms of the
House called out, “Mister Speaker, the President of
the United 5tates,” Barack Obama slowly made his
way to the podium amid handshakes and applanse.
Once there, he was formally introduced to the assem-
bled leaders and the nation by Speaker John Boehner.

In his address, Obama discussed the achievements
of the U5, military before launching into the major
topic of the night: the American economy. He recalled
that the Great Recession in 2008 “plunged our econo-
my inlo a crisis that put millions out of work, saddled
us with more debt, and left innocent hardworking
Americans holding the bag.” Since then, Obama said
that the economy has made great strides:

President Barack Obama dalivering hiz State of tha Union addrese
in 2012

Speaking of Politics

halanced budget
A spending plan in which the revenues coming
into an organizetion equal its expenditunes.

budget surplus
The amaunt by which an orpenization’s
revenues sxceed ts axpenditures.

lederal deficit

The amount by which the national
government's annual expenditures exceed
its revenues, To make up the difference, the
government must borrow mongy.

national debt

The amount of maney & country owes Lo
landers. Tha national debt is the total of all
vaarly deficits funded by borrowing plus the
interast owed on these loans,

progressive tax

Any tax in which the burden falls more haavily
on the rich than the poor. State and federal
income taxes are both progressive taxes.

regressive tax

Any tax in which the burden falls more
heavily an tha paar than the rich, at least as a
percantage of their incomes. Sales tax is one
ragressne tax.

entitlemant

Benefits that must ba provided to all eligible
people who seek them. The most important
entitlemants for most Americans are Social
Security, Medicare, and Medicaid payments.

eErmarks

specific spending proposals that members

of Congress attach to lagislation, usually to
benefit their home districts or states. Most
lawmakers view earmarks as 3 way to "bring
home the bacon,”



#s tha cartoon suggests,
prasidents often use the
State of the Union address
to introdluce proposals
designed to appeal to voi-
ors, especially in election
vears. It remains up o
Conghess 1o decide which,
if arvy, af thase intiatives
will b linded.

The state of our Union is getting stronger. And
we've come too far fo burn back now, As long
as I'm President, §will work with anyone in
this chamber to build on this momentum. __ .
Mo, we will not go back to an economy weak-
ened by outsourcing, bad debt, and phony fi-
mancial profits. Tonight, I want to speak about
how we move forward . .

Obama went on to outline an ambitious agenda
that included increasing manufacturing in the
United States, building skills for Ameérican workers,
reforming education and immigration policy, cut-
ting taxes for small businesses and the middle class,
remaoving tax cuts for the wealthy, developing clean
energy. and improving infrastructure, These plans
were part of Obama’s vision to balance the budget
and reduce the federal deficit. He contineed,

When it comes to the deficit, we've already
agreed to more than 82 trillion in culs and sav-
imgs. Hut we need bo do more, and that means
making choices.

The foliowing month, on February 13, Obama
presented the cholces he made to reduce the defi-
cit in the federal budget he submitted to Congress.
Submitting a budget for the federal government 1o
Congress is one of the president’s most important
responsibilities each year. This chapter explores how
the process of creating that budget works, both be-
fore and after the president delivers the annual State
of the Union address,
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¥ 14.2 Who Controls the Budget Process?

“The president proposes, Congress disposes.” This
is how an old Washington saving sums up the pro-
cess of creating a federal budget. As is true of the
legislative process, however, the reality is far more
complex. During some periods of our history, Con-
gress dominated budget making. At other times, the
president was clearly in charge. Today control is
shared as the two branches work together to shape
a budget that reflects their priorities.

Congressional Control of Federal Spending:
17851921

The federal budget is an estimate of the money the
government will take in and spend on programs
over the next fiscal year, A fiscal year is the pe-
riod of time an organization uses for its budgeting,
record keeping, and financial reporting. The LS.
government’s fiscal year begins October I and ends
September 30,

The Constitution talks about levying taxes and
spending money, but it does not mention budgets.
At the time the Constitution was written, the idea of
irying to estimate revenues and expenditures a year
in advance was new. In general, governments simply
collected taxes and then spent money as needed, In
times of crisls or a shortfall In income, taxes were
raised to bring in extra money.

For more than a century, Congress dominated
this simple methad of raising and spending money.

Juf Parkse ivesmy. cog lacearcnm com



As the Constitution requires, all proposals for the
spending of federal funds originated in the House of
Representatives. These requests were then combined
into a single spending bill. Once the House approved
the spending bill, it went to the Senate for approval.
The president’s role in this process was limited to
signing the spending bill into law or vetoing i1,

This system worked fairly well during the 1800s,
Usually revenues and expenditures came out about
even, creating a balanced budget, During some
years, the country even had a small budget surplus,
with extra funds left over. The only time the country

Federal Budgets, Spending, and

Borrowing, 1921-1974

experienced a federal deficit, or a shortfall of rev-
enue, was during wartime,

In times of war, the government ralsed taxes and
borrowed money to fund the military campaign. The
money borrowed created a national debt. When the
war ended, Congress worked to retire, or pay off,

the national debt as quickly as possible.

Presidential Dominance of Budget Making:
1921-1974

The rapid growth of government spending dur-
ing World War T overwhelmed Congress's ald way

In 18921, Congress gave the president the |ob of prepaning an anmial bsdget for the national govarmment In
daing 5o, i kapad fo get federal spanding undar bettar controd A5 the graphs show, howaeyer, presidential
dominance of the budget process has led to daficit spending most years and & growing natknal debl.
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of appropriating funds. By the end of 1919, federal
expenditures were more than 26 Gmes what they had
been just five vears earlier. Moreover, the national
debt had soared to a record 526 billion.

Faced with a huge war debl and with what looked
b many like runaway spending, Congress enacted the
Budget and Accounting Act of 1921. This act set up the
Bureau of the Budget in the executive branch to oversee
a new budget-making process. The bureau was
renamed the Office of Management and Budget in
19710, The act also set up the General Accounting Office
to improve congressional oversight of federal spending,

Under this new budget process, the president was
required to submit a proposed budget to Congress
each year. The intent of this requirement was to give
Congress better information with which to make
spending decisions, The effect, however, was to con-
centrate budgetl power in the executive branch.

Beginning with Franklin Roosevell, presidents
used their new budgel power o promole their own
policy agendas, They decided which agencies and
programs should be funded and which should not.
Congress could override those decisions, but gener-
ally it went along with the president’s budget.

By 1970, however, it was clear that the budpet pro-
cess put in place in 1921 had not led to a new era of bal-
anced budgets. Year after year, presidents sent budgets
to Congress that included costly new programs that
lawmakers wanted to support. But few in either branch
wanted to raise taxes to fund those new projects, The
result was vear after year of deficit spending—or
spending financed by borrowing rather than by tax rev-
enues. As the deficits piled up, the national debt began
to rise to levels that alarmed many national leaders,

Mixon and Congress Clash
Concern over the budget process mounted during
Richard Nixon's presidency, Already facing disap-
provil over the Watergate scandal, Nixon enraged
many legisfators by using the president’s power of
impoundment to nullify congressional spending
decisions. Impoundment involves the refusal of
a chief executive to spend funds that have been
appropriated by the legislature.

Impoundment was not new. Presidents before Nix-
on had used this power to make small spending cuts in
programs that they viewed as unwise or unnecessary.

Members of Congress might grumble when their favor-
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"Don't put up any resistance! Just keep in step,”

This cartoon capiures the comcern that was Tel by many
Americans in tha garly 19705 that Richard Nixon was abusng
hite presidential powers,

ite projects were canceled, but they did not rebel against
the occasionl decision to impound federal funds.

President Nixon, however, used his power to
impound funds on a scale never seen before, In an
effort to reduce deficit spending, he refused to spend
billions of dollars already appropriated by Congress.
He also used impoundment to “defund” programs
he did not approve of. When asked by reporters
about his use of this power, Nixon declared,

The constitutional right for the President of the
Uriited States to fmpownd funds . . . is absolutely
clear . . . Fwill mot spend money if the Congress
averspends, and 1 will not be for programs tha
will raise the raxes and put a bigeer burdes on
the already overburdened American tazpayer,
—Richard Nixon, Jan. 31, 1973

Members of Congress saw Nixon's use of im-
poundment as an assault on their constitutional
power of the purse. In 1974, Congress responded
by enacting legislation that both increased its role
in shaping the federal budget and limited the presi-

dent's powers of impoundment.

Shared Control of Budget Making;

1974 to the Present

The Budget and Impoundment Control Act of 1974
created the budget process that is still in use today.
This process gives the legislative and executive

branches shared control over budget making.

+



Federal Budgets, Spending, and

Borrowing, 1975-2012

I 1974, Congross mvisad tho budget process to give lawmakers mare comdrol over government spending, This change
hagnot led to an era of halanced budgets. By 1584, the national debt was tan timas the size it had been in 1574, The

national debt continued to increase n the years that followed,
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The main change brought about by this legisla-
tion was the creation of new budget committees in
both the House and Senate. These committess are
responsible for drafting Congress's own spending
priorities, known as the budget resolution. The
act also created the Congressional Budget Office to
assist Congress in this process, The CRO provides
nonpartisan estimates of revenue and spending.

It also “scores” proposed tax and spending bills to
indicate their impact on future budgets.

1
M| man

Wi | |

Many of the lawmakers who supported the new
budpget process laid out in the 1974 act hoped it
would reduce conflict between the executive and
legislative branches. In this they were disappointed.
Even with responsibility more evenly shared, the
budget process frequently leads to power struggles
between the two branches. At the center of these
struggles are deep disagreements over how revenue
should be raised and how the tax dollars collected
each vear should be budgeted and spent.
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' 14.3 The Federal Budget Cycle

O February 13, 2012, President Barack Obama sent
a 538 trillion budget proposal for fiscal vear 2013 (o
Capitol Hill, The nation’s economy was unstesdy, but
Obama believed that his proposal would help balance
the budget over time. “This Budget is a step in the right
direction,” he wrote, “And T hope it will help serve as
a roadmap for how we can grow the economy, create
jobs, and give Americans everywhere the security they
deserve.” Republicans in the House of Representa-
tives were not so optimistic. In response to the
president’s budget proposal, the chair of the House
Budget Committee stated that the budget ®is a recipe
for a debt crisis.”

From the point of view of Congress, the arrival of
the president’s budget proposal marks the beginning
of the federal budget cycle. From the perspective of
the executive branch, however, this is the halfway point
in a process that spreads over |8 months, from initial
planning to the beginning of the next fiscal year.

Phase One: The Executive Branch Prepares

a Budget Proposal
Constructing a federal budget is about more than just
money. It reflects the broader vision of the president

and Congress about the purpose and activities of the

natbonal government, “Budgets are about setting
priorities,” explaing ecomomist Brian Reidl, “A rational
budget process should help lovwmakers set priorities
and separate vital needs from unaffordable luxuries,”
The task of separating “vital needs” from “unaf-
fordable luxuries” begins in the federal bureancracy,
Months before the president submits a budget to
Congress, each department and agency begins work
on its own budget request for the following fiscal year.
By June, these budget requests are submitted to
the Office of Management and Budget for review.
The main job of the OMB, an agency within the
Executive Office, is to craft a budget that reflects the
policy goals and political agenda of the president.
During the summer and fall, OMB staffers review
the various budget requests. They consider what is
vital and affordable based on projected revenue, They
also work with the president and his advisers 1o see
how well the various requests reflect the president’s
prioritles. Based on all of this information, the OMB
prepares a budget proposal for the president to review
and revise. By law, the president must submit this
proposal to Congress by the first Monday in February,

Phase Two: Congress Crafis a Budget Resolution
Once the president’s budget proposal reaches Con-
gress, the House and Senate budget committees take

Tha four phases of the budget process Phase One

aften overlap. During the spring and Preparing the Budget Proposal

summar, fadarad agancies have 1o juggle Juna
three different budgets They operate July
under their hudgats for the current fiscal

wear. They bbby Congrazs for funds in August
neat fiseal year's budges. And they work Tra: OME issues
with the Office of Managament and f::"’i dﬂ:l:‘mt
Budget to pian for the budget after that. rafuusss, Flansing

Octobar
Movember

The OMB rewiean
ol regesis and
wubinits o bosdgar
1o the White House.

Bowrees: ey of Congrass Comjemaksnl
Rgaaaroli Sivice H ol af FE 00 EeiTing v
Commimas on Aule Bthel Wood snd Saaeen O
Senpnes. Anevioan Gosgrnment d Comphas
Coumpines. WWimingioe, WA Grasn Sourss
Eshieniios Croup, TO00
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aver. Their job is to analyze the proposed budget
and to recommend changes that reflect Congress's
spending prioritics.

The two budget committees are assisted by the
Congressional Budget Office. The CBO's main job is
to compare how well the president's budget matches
its own estimates of future revenues and expenses.
As g nonpartisan agency, the CBO does not make
policy recommendations to Congress.

During March and April, House and Senate
budget committees hold hearings on the president’s
proposed budget. They hear testimony from OMEB
staffers about their analysis, They quiz agency of-
ficials about funding needs. They consult with other
commiittees to hear their views and estimates about
next year's budget.

Based on this information, each budget commiit-
tee prepares its own budget resolution. A budget
resolution sets guidelines for how much money
Congress should spend in 20 broad categories,
These categories include national defense, agricul-
ture, and health, A budget resolution is not a detailed
spending plan like the president’s budget proposal,
Nor does it have the force of law. But it does guide
Congress over the next few months.

After each chamber passes its own budget resolu-
tion, the two versions go to a conference committee

to be reconciled. The final version is supposed 1o be
approved by the full House and Senate by April 15,
That deadline is not always met, however, and some
years no budget resolution has been approved,

Phase Three: Congress Enacts Appropriation Bills
Beginning as early as March, the Senate and the
House Appropriations Committees start work on
Congress's 13 appropriation bills. Each bill deals
with one of the spending categories laid out in the
budget resolution. These bills, taken together, make
up the government's final budget.

Waork on appropriation bills continues through the
spring and summer. During this time, the president
pays close attention to the budget process. If all goes
well, most of the work on the 13 bills will be com-
pleted before Congress goes on vacation in August.

When Congress returns in September, it works
out any differences between the appropriation bills
passed by the House and Senate. The bills then go
to the president for approval, The president may
sign ot veto same or all of the bills. In the latter
case, Congress can either seek to override the veto
or revise the bill to gain the president’s approval.
Ideally, all 13 appropriation bills are law and the
budget is in place before the new fiscal year begins
on COctober 1.

Phase Two
Grafting o Budget Resolution

T Ay L a—
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Phase Four
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Phase Four: The New Fiscal Year Begins . ..

Or Does h?

It sometimes happens that the president and Con-
gress are not able to reach agreement on the budget
by October 1. Usually in this situation, Congress enacts
and the president signs o continuing resalution to
keep the government working. A continuing reso-
lution allows government programs to operate at
current funding levels for a fixed perind. During this
time, both sides try to work out their differences on
the budget.

If Congress and the president cannot reach an
agreement by the time the continuing resolution
ends and another one is not enacted, the result is a
budget crisis. In extreme cases, a budget crisis can
lead to a shutdown of “nonessential” government ac-
tivities, Such shutdowns have occurred many times
over the years, sometimes for a few hours, some-
times for several days.

One of the most serious budget crises began in
1993, when budget negotiations between President
Bill Clinton and Congress broke down. A continuing
resolution was passed to keep the government going
[or a few weeks, When that time ran out, Congress
and the president could not agres on another reselu
tion, much less a final budget, As a result, the many
agencies of the federal government were shut down
for weeks,

The crisis ended the following January, when the
president and Congress agreed to another continu-

Wlost of the fedaral goearmmend’s
R revenue comes from individsl
incama taxes. Each year, an indevid-
ual ar 8 married couple who gams
Ineame is roguirnd o submit their
tnees by mid-Agpril. Taxes help fund
the U5, mikary, imbarean on national
dubr, Fadaral agancies, and other
programs.
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ing resolution, As he signed the resolution, Clinton
expressed his hope that "no Congress will ever again
shut the federal government down in this way."

» 14.4 Where the Money Comes from and
Where It Goes

In 1948, Florida businessman Dallas Hostetler sat
down and calculated how many days he had o work
each year o pay his tax bills. According to his esti
mate, every penny he earned from January through
March went to pay taxes, Hostetler called the first
day that he began earning money that he could
keep for himsell Tax Freedom Day. Over time, Tax
Freedom Day has been pushed back on the calendar
Experts estimate that the average American today
works four full months to fund government at the
national, state, and lopcal levels.

The Federal Government's Revenue Sources

The most important revenue source for the federal
government is the individual income tax. Thisisa
tax levied on an individual’s or a married couple's
annual income. Individual income is taxed whether
it comes from wages or from eamings on investments.
Social insurance taxes are 4 second major source of
federal funding. You may have seen these taxes in
the form ol Soctal Security and Medicare deductions
from a pavcheck. These payroll taxes are used to




Sowrces of Federal Revenue, Fiscal Year 2011
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fund pensions and health insurance for the eldecly.
They also fund unemployment insurance and dis-
ability insurance for workers who are laid off or
injured on the joh.

The third-largest source of federal revenue is
the corporate income tax. This is a tax paid by
businesses on their profits each year. For this reason,
it is sometimes called a profit tax.

The government also raises money with excise
taxes. These are taxes levied on the sale of goods,
like alcohol, and services, Your family probably pays
federal excise tax on its local telephone service.

Federal taxes differ in both what they tax and
whether they are progressive or regressive. A pro-
gressive tax is one in which the tax burden falls
maore heavily on wealthy than poor taxpayers. The
term progressive refers to the way tax rates progress
from low to high as one’s income rises. Individual
and corporate income taxes are progressive taxes.

In contrast, a regressive tax is onc in which the
tax burden, as a percentage of income, falls more
heawily on poor taxpavers than on wealthy opes,
Excise taxes are an example of a regressive tax. A
person earning 520,000 a year pays the same excise

tax on local phone service as someone earning $2 mil-

lion a year, But that tax, measured as a percentage of

Sacis nawranca tans
Firimifien

Corparme ncane iaees

Banoaviag et
FLAN milkpm

income, is much higher for the low-income person,
Another way for the government to fund expen-
ditures is borrowing, When federal spending exceeds
tax revenue, the government borrows from private
sources and foreign countries, In 2011, the government
barrowed about $1.3 trillion to fund the deficit

Mandatory Spending; Entitlements and Interest
Only about one-third of government spending

is covered by the budget hashed out each year by
Congress and the president. That is because maost
government revenue today is already committed by
law to be spent in specified ways. This mandatory
spending can be altered only by special leglslation
that changes the amount to be spent.

The two main categories of mandatory spending
are interest on the national debt and entitlements.
Entitlements are programs through which individu-
als receive benefits based on their age, income, ar
some other criteria. Examples include food stamps
and Social Security pensions. The amount of money
spent on such programs depends on the number of
people who sign up for their benefits, not on an an-
nual appropriation. The amount of federal revenue
dedicated to mandatory spending has grown signifi-

cantly in recent years.
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Discretionary Spending: Defense, Governmant the armed forces. The rest funds the many services

Services, and Pork provided by federal agencies.

The budget debated in Congress is made up of A frequent complaint about the budget process
discretionary spending. Funding for discretionary focuses on the practice of using earmarks 1o set aside
{tems can be raised or lowered as Congress sees fit. funds for specific projects. The 2005 Transportation
By far, the biggest chunk of discretionary spend- Equity Act, for instance, included more than 6,000 ear-
ing goes to the Department of Defense to support marks for home-district projects. The most notorious

How Federal Tax Dollars Are Spent

Dwar the years, the amaunt of the federal budget dedicatad tomandatary spanding has grown.
Taday about téo-thinds of federal revenue = spent an imerest and entitlement benelis, The
reenaining sicd makes up the discratiosary budget. By far, the largast discretionary budgat fem

is dafanse spending.
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was a 5223 million set-aside 1o fund construction of a
bridge to a sparsely populated island in Alaska. This
much-criticized “bridge to nowhere” was finally
removed [rom the bill, but not before fucling a
naticnwide debate over the use of earmarks to fund

pork-barrel projects, In his State of the Union address
in 2007, President George W, Bush called on Congress
to begin earmark reform and "expose every earmark
to the lighe of day,”

Historically, lawmakers could attach earmarks 1o
bills without identifying themselves. In response to
the growing chorus of criticism, Congress has made
earmarking more trnsparent, or open to public sor-
tiny. For example, sponsors of earmarks are required
to make their identity public 48 hours before floor
debate beging on the bill to which they have attached
spending set-asides,

Precident Obama also :-.|,|]1l!-:1rr|ﬂ.1 earmark peform
and called on Congress io increase fransparency by
publishing earmarks on a Web site open to the public.
Ty 200, he aleo asked I:_'.l.:-|'|g|'n."hh (1] :’Eglll.:'llﬂ earmarks
sl tor priv:LrL' businesses. Sodn :lr.tr."| n 2000, Con-
gress banned earmarks to for-profit companies.

® 14.5 Funding State and Local Government

Like the federal government, state and local govern
ments must make decisions each year about how to
collect the revenue they need and how to spend those
tax dollars. The chief executive of each state, county, or
city usually prepares the annual budget. The budget is

Harg, California state kegislators ne-
gatate 8 budged to ropair 8 grosing
sharifall in 2008 The s1a18"s consti-
tuticn required & twa-thirds wote 1o
nats a budget, bt members ol Con
arezs nad difliculty agrering on an
approach om how ta fix the shoafall
Evantually, the kegislature approved
& budget that relied on California
voders to pass sewaral propositions
Whan waters did Aot pass tham
legislators retumad to the capstod 1o
negotiate a new budget.

then approved by the state legislature, county board, or
city council. However, unlike the federal government,
state and local governments often face limitations that
make the creation of budgets especially difficule

State and Local Versus Federal Budget Making
State and local governments, like the federal govern-
ment, raise most of their revenue from ties, Flow-
ever, they are often maore limited in their power 1o
spend money than is the federal government.

Many state constitutions, for example, require their
legislatures to approve a balanced budget each year.
They are not allowed, like Congress, to borrow money
to fill a gap between revenue and expenses. Instead,
lawmakers must either cut programs or raise taxes
when revenues fall short of proposed expenditures.

Some state constitutions prohibit state lawmakers
from enacting certain types of taxes, Seven states, for
instance, ban the imposition of taxes on personal
income, Other constitutions limit how much certain
taxes can increase from vear to vear, In Massachu
saits, for example, taxes on property cannot rise by
more than 2% percent a year. Such restrictions can
be changed only if voters approve amending the stare
constitution,

[n addition, citizens play a much larger role in tax
policy at the local and state levels than at the federal
level. Many states and localities require voters 1o
approve tax hikes through referenda, Some states,
such as California, require a supermajority of
two-thirds of the votes cast to approve increases in
many types of taxes.
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Sales Tax

A tax on the sake of goods that ks pacd by the
cleztomar 2t the time of purchese. Today, 45
siates and mary citss hive & genaral sakas kx,

Pro: Aelathsly easy to colact,

Con; Regrassive e Affects rich and poor
equally,

Property Tax

& tax evied on the vakue of real proparty,
such as land, homes, and hubdings. Sarves
as the chiel source of income for local
oErnmEnls.

Pro; Real property cannot be sasily hidden
from the texe collectar,

Com: Thi tax levied on real proparty miay
mat reflect the pwnar's abfity to pay.

Individial Inzomes Tax

& tax an the meames of siate residents.
Taday, 43 s1ates and 8 number of citias
collect moome faxes,

Prac Progressive tax Roates vany from less
than 1 percent on lowar incomes to nedrky
it percant on higher mcomas:

Cai: Higl rates may drive wealthy peopla

i atates with no or low mcoms taxes.

Excise Tax

& tax lovied on the sale of certaln goads or
rvices, Also called “sin taxes” because
vy aré ofen lested on tabacon, alcahal,
and gamhblng.

Pro; Taxing “=n" is seasy for polificians.

Cone If raized 100 hegh, may encourags illegal
raffic in taxed goods,

Faced with these limitations, state and local
leaders often scramble to generate needed revenuoe.
The list above shows eight sources of revenue
commaonly used to raise money for state and local
government services.

How State and Local Governments Spend
Their Funds
At the federal level, the bulk of spending goes to
entitlements for the elderly and national defense, In
contrast, state and local governments devote large
shares of their budgets to services that affect young
people and their families in direct ways.

The most important of those services is edu-
cation, By 2012, almost 50 million children were
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Revenue Sources for State and Local Governments

Lottery _

A large-scate, legal gambling game orgs-
nized to roise meney for & public cause.
Pro: Provides manay fof pubbc services
withsaud raising taxas.

Can: Aagressea tax, Low-mcoma paople
by most Intsry lickais.

Bonds

Debt izeued by & governmant bo raéise funde
far 8 specific purpose. Bonds are repaid,
“with imterest. on fiked dafes.

Proc Help gevernments fund large projaces,
suchas schools, that are oo costly to pay
far Fram currént 13 revanies.

Con: Debt created by bond sales may be &
hieavy hurden on futurs taxpayors:

Inheritance and Extate Taxes

& tax lovied on seme or all of the astate
{praperty and possessions| & persan baves
hehind ad death, Thoee whn [hent the
pstate pay the tax.

Pra: Progressiva tax. Tha largar the astata,
ihe more faxes paid.

Com: May discourage saving I peaple
halinye their mest egg will go ta the
grvarmment upan their death,

User Fees
Feas charged 1o use oublic fac#ties and
semices and for permits and Boenses

Proc Those who want public servoes
suppart them with their fees,

Con: Poar people may not be able to afiond
fee-hesad sarvices, mich as trash collaction

enrolled in public elementary and secondary schools
across the United States. The average amount spent
on each of these students exceeded 511,400 per vear.
More than 85 percent of that money came from state
and local governments.

Law enforcement and fire protection are also
responsibilities relegated mainly to local governments,
The United States did not even have a national
police force until the creation of the Federal Bureau
of Investigation in 1909, In many communities,
police protection is the second largest public expense
after education,

State and local governments also fund a variety
of health and welfare services, often with assistance
from the federal government. Typical examples



State and lneal governmants refy on revanue from various sources and pend thelr maney in multipls
wiays. As these graphs show, revenues in 2010 came mainly from taxes and fedaral funding, whils
around half of all expenditures want to edwecation and to health and social sarvices.
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include public health clinics for low-income families,
health care centers for the mentally ill, and childcare
fior low-income working families.

Many other services are funded at the state and
Iocal levels, For example, state and local governments
spend money to build and maintain roads and

Expenditures by Function, 20092010
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bridges. They create and maintain parks and play-
grounds for the public to enjoy. They fund public
libraries, civic auditoriums, and museums, All of
these services have been developed in response to
public demand. The ever-present challenge is finding
the money to pay for what the public wants,

The federal budget is an estimate of the money the government will take in and spend
over a fiscal year. 1t is created by a long process that involves the executive and legislative

branches of the government.

Control of the federal budget First Congress and then the president controlled develop-
ment of the federal budget. The current budget process calls for cooperation between the

executive and legislative branches,

Federal budget cycle Preparation of a federal budget is a long process that lasts almost
two years, It begins with preparation of initial budget requests by federal departments and
agencies and ends with a final budget approved by Congress and the president,

Revenue and expenditures Most revenue, at all levels of government, is raised through a
variety of taxes. At the federal level, entitlements are the largest expenditure. At the state

and local levels, education tops the expenditure list,

State and local budgets People depend on state and local governments to fund public
schools, police and fire departments, roads and bridges, and health and welfare services.
State and local governments pay for services through taxation, lotteries, and user fees,

The Federal Biedge! 285



What can the
government do to
repair the economy?

In 2008, the United States faced
an economic crisis known as
the Great Recession, the ef-
fects of which rolled into the
next decade. When there is an
economic crisis, the govemn-
ment can take a number of
actions to improve the situation.
Which action is the best to take
is debatable.

Read aboul two different ap-
proaches thal two economisis
argue are the best ways to deal
with the U.5. economy. Which
approach do you agree with?
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14 Power, Politics, and You

Economists Debate Governments’ Role in

Repairing Economies
by Lorie Konish

Twao renowned economists
engaged in a flerce debate at the
IMCA New York Consultants
Conference on Tuesday on a
question that both admitted had
no concrete answer; What can
the government do to repair the
pconomy?

That question comes several
years after a massive federal
bailout in the U5, and as some
European nations totter on the
brink of requiring rescue of their
own, But the discussion tited
“Keynes vs, Hayek,” in honor of

thie famed debate betwesn econo-

miists John Maynard Keynes and
Friedrich Hayek more than B0
years ago, shows that different
approaches to those problems
exist just as much today.

The debate included Jared
Bernstein, & senlor fellow at the
Center on Budget and Policy
Priorities who was a mamber of
President Barack Obama's
economic team, and Russell
Roberts, o professor of econom-
ics il George Mason University.

Bernstein argued on behalf
of Keynes' philosophies that
ECONOMmies somelimes require
ouiside miervention (o run
smoathly, Roberts argued [or

Hayek's bellefs that economies
should mostly have the oppor-
tunity to correct themselves,

For Bernstein, who weas a
néwly named member of
Prezident-elect Obama's eco-
nomic team in December 2008
when the LS. economy was
losing jobs at a rate of £00,000
per month, the choice was clear
to create a stimulus package, he
salil.

Shortly after the stimulus
funds were applied in 2009, the
rute of GDP contraction got
smaller, Bernstein said, While
the unemployment rate actually
increased from 7% when the
stimulus was passed to 9.5% a
year later, Bernstein cautioned
that it's important o think
aboul where that rate could have
been, at 10% or 11%.

Bernstein argued that the
opposite of Hayelk's free market
theory would be central plan-
ning, which has also proven it
cannot work, What is needed
instead is a hybrid, Bernstein
said, where large government
can sometimes take a lead role
when necessary.

“There are times when the
economy's in a bust, when
there's a recession, where you
need to do more stuff that looks



& bit like central planning,”
Bernstein said.

Roberts, the professor of
economics, sought to dispel the
notion that government spend-
ing directly promotes economic
growth.

"The New Deal didn't end
the Great Depression. [t was the
war time spending.” Roberts
said. And even that injection did
not benefit the coonomy evenly,
Roberts argued. While weapons
manufacturers saw & boost, the
private sector did not.

Japan, which has also weath-
ered its own prolonged down-
turn, has spent trillions on
paving projects. The result has
been good for contractors,
Roberts said, yet has not resulted
in a lift for the economy, The
American Recovery and Rein-

LR e

vestmenl Act may follow that
sikme patlert.

“Did it work? The right
dnswer is we don't know. But we
don't have any evidence that it
was successial,” Roberts said

That comes as the [_“_.||||j_l|r¢:5-.-
siomal Budget Office estimates
that, as of the third quarter of
A001 1, A00000 ko 2.4 million mew
jobs were created. Having a
six-fold difference between thase
estimates—from 4 to 24—
makes for an “imprecise world,"
according to Roberts.

“We should not put our
children in debt . . . in the name
of jump starting the economy
where there's no evidence that
the jumper cables are actually
connected to anything,” Roberts
said,

Bernstein rebutted Roberts,

saying he saw stimulus funding
directly help job creation while
he was working with Vice
President Joe Biden. In an area
of Florida where the unemploy-
ment rate was 20% among
construction workers, one
project helped put a few hun-
dred individuals to work

“This is what actually hap-
pened. It's not philosophy,”
Bernstein said. "When the
governmenl lemporanly steps in
and helps to replace some of the
lost demand, some of the lost
jobs, its helps 1o make people’s
lives a lintle more combortable
while the private sector is getting
its act back together.”

Lorie Konish is a condribectar fo
Om Wall Street, @ Wb site that
reports on the financial industry.

In 2005, Presicent Gaorge W, Bush
appainted Ben Bernanke 1o o 14-year
tarm im the Board of Governors of the
Fadiral Risorsi, of e Fad, the cimira
bank of the United Statas. At the same
tem, Bush appaintad him toa Taue-year
tarm a& chair of the Fad. Prasidant
Barack Obama reapposnted Bemanke
far a s@cond term as chair in 70010 The
chair of the Fed PlEve & M| o maleoin
miartary palicy in the United S1ates
by hewimp authority cver the ragulation
al the Faderal Reserye Banks, manay
supphy, and interast rates
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