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INFORMED BUDGETEER

@ Fiscal New Year 2002 Countdown @
Calendar Daysto October 1, 2001
(From August 6)

Total Days 56
Less:

August Recess (29 days) 27
Religious Holidays (2 days) 25
Fridays & Mondays before/after Non-Leg. Periods (2) 23
Remaining Saturdays & Sundaysin Sept. (8) 15
LEGISLATIVE DAYSREMAINING ‘TIL FY 2002 15

As Congress heads into its annual August recess period, the
Bulletin would like to summarize where things stand on the
appropriations schedule. There is no doubt that September will be
afast and furious monthfor Congressto pass, and have signed into
law, all 13 appropriations bills. This will mean an average of almost
1 bill a day to the President with only about 15 days before the
beginning of the new fiscal year!

Todate,theHousehas passed 9bills, with Defense, DC, Labor-HHS
and Military Construction remaining for floor action. On the Senate
side, 5 hills have passed (Energy and Water, Interior, Leg. Branch,
Transportation and VA-HUD). These five are the only ones that
have passed both the House and Senate and are available to bein
conference once the Congress comes back in September.

MUCH ADO ABOUT BORROWING

In the era of budget surpluses, Treasury has managed the shrinking
debt inavariety of ways: choosing not to issue new debt to replace
maturing debt, reducing the number of debt instrumentsin agiven
auction, eliminating certain debt instruments, changing the auction
cycle, and repurchasing debt prior to maturity.

Treasury took theseactionsin orderto balanceits debt management
goals of ensuring a sufficient supply of cash to pay obligations,
ensuring that the debt is financed at thelowestcost, and promoting
efficient capital markets.

Asthe chart shows, in some quarters Treasury debt is drawn down,
and in some quarters, even in the era of surpluses, Treasury must
borrow. Inrecent years, Treasury has paid down the most debt in
the second calendar quarter, when Treasury is flush with cash due
to income tax payments. Debt has also been paid down in the 3¢
quarter in the pastthreeyears, due to the influx of corporate income
tax receipts.
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Treasury announced last week that it expects to borrow $51 hillion
during the 3 quarter of 2001, ending the July-September quarter
with a cash balance of $55 billion.

Asrecently as April 30, Treasury had announced it expected to pay
down $57 billion in debt in the 3" quarter. What accounts for the

$108 billion swing (from -57 to +51) in projected borrowing
requirements,which has caused some doom-and-gloomerstowarn
the sky isfalling?

About $70 billion is due to policy changes Congress and the
President enacted through the tax cut - $38 hillion in advanced
individual income tax refunds had to be financed in the 3 quarter
and $33 billion in corporate tax payments were shifted out of the
39 quarter and into the 4" quarter.

e The rest, about $37 billion, is due to lower-than-expected
revenues fromthe weakereconomy, mostly on the corporate side.

In otherwords, two-thirdsof the differenceis dueto explicit policy
decisions made in order to stimulate the economy and boost
sagging growth. One-third isdueto slower economic growth that
began in the summer of 2000.

 Treasury has announced that it expects to pay down $36 billionin
debt during the 4" quarter. The October-December quarter has
typically been a borrowing quarter for Treasury. The shift in
corporate tax payments, which is responsible for adding to the
borrowing needsin the 3" quarter, will allowapaydown in debt in
the 4" quarter.

CAUTION - DANGEROUS RAILROAD CROSSING AHEAD
« Last week, the House of Representatives passed (384 to 33) HR
1140 —the Railroad Retirement and Survivors| mprovement Act of
2001 which would not only increase railroad retirement benefits
but would aso permit the federal railroad
retirement trust fund to be invested in private
' securities. Both CBOand OMB estimatethat the
provision allowing private investment in equities
‘ would increase outlays by $15.3 billion in FY
2002. The House, hoping to avoid the
inconvenience of a $15.3 billion outlay in 2002
and a corresponding reduction in the surplus, directed OMB to
record the $15.3 billion as a means of financing and not an outlay.

« Two weeks ago the Bulletin explained in detail why the federal
purchase of equity investmentsis properly scored as an outlay.
As arefresher, the budget of the federal government is a cash
budget, not a capital budget. It currently treats other
investments, from infrastructure to R & D, to education and
training as an outlay. There is no consensus to treat financial
investments any differently. TheHouse"directed scorekeeping”
language would require OMB to record the $15.3 billion outlay as
ameansof financing. Regardless, privately investing federal trust
fund surpluses meansthat the government will have less cash to
pay off the public debt, resulting in higher government interest
payments to the public. In the case of Railroad Retirement, the
outlay of $15.3billionin federal funds means that debt held by the
public will be $15.3 billion greater than it otherwise would have
been, resulting in an additional $10billionin debt serviceover the
next 10 years.

e The House's deviant budgetary treatment of a government-
controlled investment in the private markets sets a troubling
precedent for Social Security Reform. Under current scorekeeping
practices, both publicly and privately-controlled investments of
federal trust fund balances in equities are treated consistently —
they would increase outlays. Almost every policy expert believes
that the Social Security system needs to receive a greater rate of
return on accumulated funds than provided by low-yielding
government bonds. Much of the debaterevolves around whether
the Social Security funds should be invested collectively by the
federal government or individually through privately-controlled
accounts. If publicly-controlled investments were recorded as a
means of financing (and consequently no longer decreased the
surplus) these railroad retirement-type proposals would have a
significant advantage over proposals to create individuals
accounts.



Asafinal note, inserting directed scorekeeping languagewill change
the budgetary treatment of these transactions only after the bill
becomes law. Astute budgeteers know that, despite the language
in the House bill, one can not avoid the Budget Act points of order
that lie against this bill. CBO, asalways, will scorethelegislation as
if the directed scorekeeping language were not present. Only if the
bill is enacted would CBO record the costs as directed. Thus the
measure would be subject to two 60-vote point of order: a section
302(f) point of order because the measure would cause the Finance
Committee to exceed its allocation and a section 306 point of order
because of the inclusion of the directed scorekeeping language. If
the hill is enacted as passed the House, budget enforcement
mechanisms will be prevented from reflecting the real cost. So you
can be sure that Congress then will be poised to spend this $15
billion twice-without having to make the otherwisedifficult decision
of allocating scarce resources. The Chairman of the Senate Budget
Committee, who has pledged repeatedly to protect the Medicare
surplus from similar-sized “raids,” has thus far been quoted as not
wanting the* phony accounting” of directed scorekeeping, but says
he has not yet studied thebill enough to determine his position. ><

FOREIGN AID BUDGET: EFFORTSTO COMBAT GLOBAL
HIV/AIDS PANDEMIC

The FY 2001 supplemental spending bill that President Bush signed
last month includes $100 million in accelerated funding for the US
contribution to a global fund to combat HIV/AIDS, malaria and
tuberculosis. On May 11, the President pledged a contribution of
$200 million for the fund in 2002. However, the supplemental
recognizes the urgency of immediate action and thus provides
funding to meet half of the President’s pledge so that the fund is
operational before the end of thisyear.

The Global AIDS and Health Fund was also on the agenda at the
G-8 Summit held in Genoa. The G-8's Final Official Notice stated
the determination of the participating Heads of State and
Government to make the fund operational by the end of the year,
and they welcomed the further commitments of some $500 million
announced over the week | eading up to the close of the summit:
Italy pledged $200 million, Russia $20 million, Canada $98 million,
the EU Commission $100 million, and Germany $131 million. Total
pledges to the fund now stand at over $1.3 billion (see
http://www.un.org/News/ossg.aids.htm).

The Global Fund isto be apublic/private partnership that includes
the participation of, and seeks contributions from, foundations, the
private sector, civil society, the UN system, nongovernmental
organizations, and other parties in addition to governments. For
example, the Bill and Melinda Gates Foundation has pledged a $100
million contribution. UN Secretary General Kofi Annan has said that
the structure of the Global Fund will have an independent board of
directors and a small secretariat composed of representatives of
donor and recipient governments, non-governmental organizations,
and the private sector.

On June 13, Senate Budget Committee staff were briefed on the
impact of the AIDS pandemic in the developing world by Karen A.
Stanecki, Chief of the Health Studies Branch in the Population
Division of the US Census Bureau. Her research indicates that the
overwhelming majority of people with HIV-- 95% of the global total --
live in the developing world. Moreover, 71% of that global total of
HIV-positive people live in sub-Saharan Africa.

According to the Census Bureau, AIDS mortality is resulting in
falling life expectancies from levels they would have been without
AIDS. Astheaccompanyingtable shows, in Botswana, for example,
life expectancy is now 39 instead of 71.

The Census Bureau research also evidences that in sub-Saharan

Africa,more women than men are HIV positive. It is estimated that
at the end of 1999, 55 % of al HIV infections in that region were
among women. Peak HIV prevalence among women occurs at a
younger age than among men. Among women, HIV prevalence
tends to peak around 25 years of age. For men, it peaks 10 to 15
years later and generally at lower levels.
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e The empowerment of women and gender equality in the
prevention and treatment of HIV/AIDS was a dominant theme at
the United Nations General Assembly Special Session on
HIV/AIDS held June 25-27. SBC Republican staff (Bernadette
Kilroy) participated as technical advisor to the US delegation to
that Special Session. Secretary Powell, head of the USdelegation,
addressed the session outlining theUScommitment to battling the
epidemic. He emphasized that besides the $200 million
contributionto the Global Fund pledged by the President,theUS
has spent $1.6 billion since 1986 to combat AIDS in the
developing world.

e Total US bilateral international assistance for HIV/AIDS
preventionin FY 2001 is nearly $466 million, largely through the
USAgency forlnternational Development, the Centers forDisease
Control and Prevention, the Department of Defense, and the
Department of Labor. This amount makes the US the largest
bilateral donor in the fight against AIDS, providing 50 percent of
all international funding.

In addition, Powell highlighted the fact that the President is
requesting $3.4 billion for AIDS research in 2002 - making the US
the world leader in funding vital research for avaccine and cure
for AIDS.

WE’'RE MOVING

OEditor’s Note: This will be the last Budget Bulletin until after
LaborDay, and thelastfromthe south wing of Senate Dirksen. Post
Labor day, while our offices are remodeled - from September to
November - our new home will be the Senate Russell Courtyard



Trailers! Our phone numbersand e-mail will remainunchanged. When
wereturn to Senate Dirksenin December, we will be foundin thenorth
wing of the 6" floor Dirksen.
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